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Its all about planning …

• Transition Planning smoothes out the bumps
along the way.
• It provides a destination…..

The age wave
• 10,000 boomers turn 65
everyday
• They own 65% of the
private businesses in
the US
• 80 -90% of their wealth
is tied up in their
businesses
• 75% plan to transition
over the next 10 years,
48% in the next 5 years
• 4.5 million business
transfers = $10 trillion
of wealth

Is your organization in the 75%?

How ready is the business owner?
•
•
•
•
•
•

2/3 are not familiar with all exit options
78% have no formal transition team
83% have no written transition plan
49% have done no planning at all
Only 7% have a formal “life-after” plan
40% have no plans in place to cover illness, death, or
forced exit
• 56% felt they had a good idea of what their business is
worth, yet only…
• 18% have had a formal valuation in the last 2 years
*Exit Planning Institute’s State of Owner
Readiness Survey 2013

Today’s market realities for family
businesses
• Only 30% of all family-owned businesses survive into the second
generation
• Only 12% survive into the third generation
• Only 3% operate at the fourth generation and beyond
(Family Firm Institute)

• Only 1 out of 10 families successfully pass their unity and prosperity
from one generation to the next.
(The Heritage Institute)

YIKES!!!

What is transition planning?
(formal and structured)
• Transition planning is the
creation of a comprehensive
road map to allow a
business owner to
successfully transition a
privately held business.
• A transition plan asks and
answers all of the business,
personal, financial, legal,
and tax questions involved
in transition of a privately
owned business.

Personal
Issues

Legal
Issues

Financial
Issues

Transition
Planning

Tax
Issues

Business
Issues

Value
Creation

Regardless of what you call it….
transition planning involves balance
• Maximizing the value of the
business, minimizing taxes,
harvesting wealth,
contingency planning,
control timing and method
• Ensuring the owner is
personally and financially
prepared
• Ensuring the owner has
planned for the third act of
their life

Benefits of planning
•

Lower Business Risk

•

You beat the 95% failure rate

•

Avoid Asset Concentration

•

You can tell your family and
employees you have a plan

•

Maximize Value of the Company

•

•

Preserve Family Wealth for later
generations

You will not be as stressed during the
selling process

•

You’re in control of when and how
you exit

•

You are ready when an opportunity
presents itself

•

You maximize what you put in your
pocket

•
•

•

Reduce employee and family
uncertainty
You save on unnecessary expenses &
taxes

Provide strategic options

What is your preferred method of
transitioning out of your business?
•

Internal:
–
–
–
–

•

Family Succession
Internal (ESOP
Management
Partners

2%
Internally (family succession)
Internally (ESOP)

21.3%

External:
– 3rd Party/Strategic
– Recap
– Orderly Liquidation

Internally (Management)

30.9%

2%

Externally (3rd
Party/Strategic/PE)
Externally (Recap)

10.3%

•

Not sure
1%

•

Also used for:
–
–
–
–

High growth
Turn around
Best in Class operations
Organizations with the goal of
having options

1%

2%
29.4%

Internally (Partners)

Externally (Orderly
Liquidation)
Not sure

*2013 EPI “State of Owner Readiness” Survey

What is included in a transition plan?
• Transition Planning
Areas
–
–
–
–
–

Business Valuation
Tax Planning
Estate Planning
Financial Planning
Value
Enhancement
– Contingency Plan

Tax Plan (35%)

Estate Plan
(52%)

Advisory Team
(26%)

Value
Enhancement
(13%)

Financial Plan
(61%)

Business
Valuation (52%)

Contingency
Plan (39%)

Business Value Enhancement
Business Value Enhancement is the incremental value that a company can create at
its existing level of sales & profitability by reducing risk and improving the quality of
the company.

Typical Steps of the Value
Enhancement Process:
1. Assess value drivers/factors
2. Determine current business
value
3. Determine value gap and set
goals
4. Develop solutions
5. Implement solutions
6. Monitor value improvement

Value Factors:
• Attitude of Owner
• Family/Partner Consensus
• Barriers to Entry
• Historical Performance
• Products/Services
• Management Team
• Sales and Marketing Literature
• Customer Base
• Product/Service Quality
• Employees
• Fixed Assets

People – Planning & Succession
• Do your key
employees or
management know
what your plans for
transition include?
41%

33%

17%

9%

*2013 EPI “State of Owner Readiness” Survey

Succession planning is not …

Succession planning
• A process for finding and
developing internal people
with the potential to fill key
leadership roles in the
company
• It is focused on the business
first and the owner second
• A good succession plan will:
– Involve all of the major
shareholders
– Retain the talent necessary
for the business to succeed

Personal Planning
Life After & Financial
• Do you have a
specific plan
regarding what
you would like to
do after you
transition from
your business?

No Thoughts 8.60% 27.90%

55.20%

Idea

51.50%
Internal

29.30%

Informal Plan

External
19.10%

1.50%
Written Plan 6.90%
0%

*2013 EPI “State of Owner Readiness” Survey

50%

100%

150%

Do you need to increase the value of your
business to meet your personal goals?

*2013 EPI “State of Owner Readiness” Survey

Transition planning summary

Why is This Urgent? Consider the Timing
• Consider Personal,
Business Life Cycle and
Capital Markets
• Transitions may take
from 6 months to more
than 3.5 years from
planning to transition
follow up

Its All About Planning………….

Greg Light, CFA, ASA
Rehmann Director of Valuation Services

Business valuation introduction
When we perform a business valuation, we are ultimately trying to do
one thing. Estimate market value.
Market Value = Willing buyer and willing seller, neither under any
compulsion to buy or sell with both aware of all relevant facts and
circumstances.
We can do all the analyses in the world to estimate a value, but
ultimately a business is only worth what someone is willing to pay. If
we do our analysis right, we usually get pretty close.

How does someone actually value a business? Complicated process
but in its purest form it comes down to two things:
Cash Flow and Risk

Let’s look at each one in isolation.

Cash flow
Seems simple, right? How much cash does the business generate in a
given year.
However, many business owners inadvertently reduce cashflow without
understanding the impact on value
When we value a business we look at “Reported” cashflow and then start
making adjustments to get to the actual cashflow, or “earning capacity” of
the business.
You might say, “Well, if you’re going to get there in your analysis, what’s
the difference?”
To buyers, actual reported figures carry much more weight than some
“adjusted” figures in a valuation report.
What are some of these adjustments?

Cash flow adjustments
Generally two kinds, controllable and non-controllable
Controllable

Non-Controllable

Owner’s comp
Financing related
Discretionary expenses
auto expenses
personal expenses
cell phone
credit card bills
family members

Non-recurring items
Website development
Repairs
Strange things
Uninsured loss
Loss of a customer
Bad debt

The following slide shows how substantial the impact of these adjustments can
be in getting from reported cashflow to the actual earning capacity of a
business.

Adjusted cash flow
No advance planning

2 years advance planning

2010

2011

2012

2013

2014

200,000

300,000

250,000

375,000

400,000

Actual Earnings

2010

2011

2012

2013

2014

200,000

300,000

250,000

625,000

650,000

100,000

100,000

100,000

Adjustments:
100,000

100,000

100,000

20,000
150,000

150,000

100,000

100,000

30,000
150,000

150,000

15,000

20,000

10,000

Removal of personal expenses
Removal of abnormal large bad debt expense

150,000

Adjustment to officer compensation

20,000
150,000

150,000

Removal of lawsuit related expenses
5,000

30,000
150,000
15,000

Removal of abnormal professional fees

20,000

10,000

5,000

250,000

280,000

265,000

300,000

255,000

Total Adjustments

250,000

280,000

265,000

50,000

5,000

450,000

580,000

515,000

675,000

655,000

Adjusted Earnings

450,000

580,000

515,000

675,000

655,000

•

The buyer looks at the info on the left as more of a hypothetical, so they don’t like to give as much
credit for “adjusted” earnings as the do to the earnings stream on the right that actually has 2 years
of history after the adjustments have become a reality.

•

When you try to base a purchase price on “adjusted” numbers, you are much more likely to have a
larger portion of the sale price be in the form of an earn-out or a forgivable note receivable.

What to do?
If the adjustments are fair, legitimate and reasonable, you really
should be paid for them, but the buyer doesn’t see it as real.
So, what do you do?
MAKE IT REAL!
This is easy stuff to change for the most part. Its usually a question of
expenses coming out of the business’s pocket or the owner’s pocket, so keep
the business clean and pay any of the expenses personally.
Sure, there may be a tax impact, but that’s a one time thing and usually when
a business is purchased, it is on a MULTIPLE of cash flow, so instead of one
year of small tax savings, you might be paid 4 or 5 times the actual expense!

Risk
Now on to the second part of our equation, RISK.
Whenever anyone determines what they are willing to pay for a business,
they consider the risk associated with investing in the business.
Why?
Everyone has limited capital to invest, so they want to make sure they are not
taking on undue risk for a given level of return.
There’s almost an infinite number of different amounts of risk to taken on.

If you want incredibly low risk, buy a 1 month US government bon
If you want incredibly high risk, buy a brand-new software startup
Neither one is necessarily a good investment or a bad investment, it all
depends on the return you’re getting and if its in line with the risk you’re
taking

Risk, continued
Investors go through this same thought process when they consider an investment. If they’re
looking at two excavating companies they might start making a checklist of pros and cons of each.

Company A
Newer Equipment
Diversified customer base
Operations in 25 counties
Owner checks in once a week

Company B
Old Equipment
Small number of customers
Operations in 3 counties
Owner works 90 hour weeks

Which one of these would you view as having less risk?

USUALLY, acquirers are willing to pay a higher multiple of cash flow for the lower risk company than
the higher risk one. Why?
When you’re paying a multiple of cashflow, you’re thinking about your payback period. With a less
risky company, you’re not as worried about something bad happening, increasing your chance of
recouping your investment.

Sources of risk
What are some sources of risks?
•
•
•
•
•

Size
Lack of history
Lack of geographic diversity
Lack of financing
Issues with requirements like
insurance, bonding, etc.

•
•
•
•
•

Customer Concentration
Variations in cash flow
Competition
Key man risk
Issues with requirements like
insurance, bonding, etc.

Some of these are very difficult to control, but some are within your control.
Most importantly, keep in mind that just because you don’t see some of these items
as being risky to your business doesn’t mean that everyone out there sees it that
way. Business owners almost always view their business as having less risk than
anyone else sees it as having.
For example, making changes to your business to remove the business’s reliance on
YOU, expanding your customer base, and establishing a solid banking relationship
can reduce the perceived risk to a potential buyer.

Putting it all together
•

Cash flow / Risk (required return) = Value

•

Low Cash flow and High risk (where you might be right now)

•

$300,000 / .25 = $1,200,000

•

High Cash flow and high risk (where you could be with some relatively easy
changes)

•

$500,000 / .25 = $2,000,000

•

High Cash flow and low risk (where you could be with some changes and proper
planning)

•

$500,000 / .167 = $3,000,000

Bonus Topic - Multi-Employer Union Pension
Funds
(And their impact on value)
Many of these businesses we value today in the construction
industry have multi-employer union pension funds.
Most, if not all, are underfunded currently.

It is tempting for a valuation analyst to just take the
withdrawal liability and reduce the value by that amount.
That is usually not the most appropriate approach.

Multi-Employer Union Pension Funds
Why not just reduce value on a dollar for dollar basis?
1. The liability is if you were to withdrawal right now. Not really relevant
unless that is actually your intent.
2. Many plans have a funding rehabilitation plan in place. In those situations
there might already be extra expenses running through the income
statement. Reducing value by the entire liability would be a significant
double counting of the liability.
3. Sometimes these withdrawal liabilities are negotiable. Anecdotally, we
had a client that was acquired by a private equity firm that was not going
to be using union labor going forward. These settled the pension liability
for less than fifty cents on the dollar.
So, what do we do when valuing a business where this issue exists?
Add some risk to the business, discount the liability, make sure the cash flows
are correct.

Valuation multiples over time
Pratt's Stats Median Valuation Multiples -All Industries Price/EBITDA
7.50
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7.00
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6.00
5.50

$1M$5M

5.00
4.50
4.00
3.50

>$5M

3.00
2.50
2.00
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Who has the first question?

Thank you!
Mary Van Skiver
Phone: 616.975.4100
Email: mary.vanskiver@rehmann.com

Greg Light, CFA, ASA
Phone: 248 579 1239
Email: greg.light@rehmann.com
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Construction Checklist to Unfunded
Pension Liabilities, Right to Work
and More
Frank T. Mamat, Partner
Foster Swift Collins & Smith, P.C.

Who has the first question?

Please stand by as we’ll begin our
presentation shortly
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Construction Conundrum
•

The greatest concern is a shortage in skilled labor to meet the growing demand in
projects

•

A survey of nearly 1,360 construction firms by the AGC found 86% of contractors
reported problems finding workers

•

Lack of qualified and experienced talent, at all levels

•

The deep recession that began in 2007 is largely to blame for the talent shortage

•

Unemployment in the construction sector climbed to more than 20% during the
downturn (the industry lost an estimated 2.3 million workers)

Construction Conundrum
•

Where did they go? Truck drivers, factory workers, roughnecks in the then-booming
oil industry

•

Slow recovery

•

Now, as construction picks up, the remaining workforce is older and nearing
retirement
• And the industry has not done a good job of training the
next generation
• High schools have phased out shop classes, parents
have steered graduates to four year colleges and white
collar careers

Construction Conundrum

• Average hourly wages for construction
workers were up 2.6% annually in July
compared to 2.1% for all U.S. workers
according to the Labor Department

Construction Conundrum
• What can a contractor do?
‒ Important to access your capabilities when bidding a project

‒ Hire right
‒ As new workers are used on projects or even as experienced workers return or
move to different companies, risks increase
o About 50% of all construction worksite injuries occur during the first year of
employment
o

This holds true regardless of age or experience

o

Even skilled workers are susceptible to this as they transition to new
companies and projects

o

A lack of skilled labor can affect workmanship, increasing the likelihood of
construction defects

Construction Conundrum

•

‒

Assimilation programs and onsite mentoring and coaching to mitigate risks from
new employees

‒

Employee benefits and long-term compensation programs to lure and retain
skilled workers

What can the construction industry do?

– Trade schools
– Outreach programs across the country to engage younger people to show them
construction is a viable career opportunity

Construction Conundrum
•

Construction strategies are evolving
– Increase in modular construction where much of the work is done in a closed,
controlled environment and then moved to the worksite
– This allows contractors to retain older skilled workers because they are no longer
working outside in the elements as often

Fleet Risk Management
•

Nearly every construction industry firm has vehicles to support its business
operations

•

When are we exposed to a vehicle related loss?
– Company owned vehicle when on business
– Company owned vehicle used for personal business
– Employee owned vehicle used for company business
– Rented vehicle used for company business

•

Vehicle crashes are the ninth leading cause of death globally and the leading cause
of occupational deaths in the United States workplace (National Safety Council)

•

Vehicle accidents are costing U.S. businesses over $60 billion in medical care, legal
expenses, property damage and lost productivity (NHTSA, OSHA and NETS)

Fleet Risk Management
•

The responsibility of reducing the number of motor vehicle-related worker deaths is
shared by employers, workers, policy makers, vehicle manufacturers and researchers
alike.” (NIOSH Director, John Howard”)

•

Why injuries occur:
– Seatbelt usage
– Speeding and reckless driving

– Cellphone usage
– Driving under the influence
– Vehicle use by non-employees

– Vehicle inspections and maintenance
•

Motor vehicle accidents often expose contractors to both auto and workers’
compensation losses and it is not unusual for multiple employees to be in the same
vehicle at the same time

Fleet Risk Management
•

Risk control
– Good drivers

– Good equipment
– Good training / education / instruction
•

Characteristics of a first class fleet safety program:

– Management support and commitment
– Written fleet safety procedure
– Fleet safety administrator

– Driver selection process
– Training and education

Fleet Risk Management
– Accident / incident investigation and reporting
– Vehicle maintenance program

– Vehicle use policy statement / driver acknowledgement forms
– Program review / audits
– Driver monitoring

– Enforcement
– Load securement
•

Driving concerns that can lead to or impact accidents:

– Sleepy driving
– Cell phone usage

Fleet Risk Management
– Seat belt usage
•

Top 10 driver distractions

– Generally distracted or “lost in thought”, cell phone
usage, outside person, object or event, other
occupants, using or reaching for device brought
into the car, eating or drinking, adjusting audio or
climate control, using other device/ controls integral
to operating the vehicle (mirrors, seats, etc.),
moving objects (insects, pets, etc.), and smoking
related (lighting up, smoking, ashes, etc.)

Drones – Unmanned Aerial Vehicles / Systems (UAV or UAS)
General Information
•

Drones have a tremendous potential to revolutionize the way we do business
(capabilities and cost)

•

Major growth area and the next evolution of aviation

•

Total spending for all unmanned aircraft systems worldwide is expected to reach $89
billion over the next 10 years

•

An estimated 15,000 UAVs will take to the skies daily by 2016

Drones – Unmanned Aerial Vehicles / Systems (UAV or UAS)
Construction Use
•

All aspects of construction – from design to final product – depend on highly accurate
site data

•

A UAV allows for multiple angles of HD photos and videos of construction sites

•

Optional photo rendering software, 3D maps and topography can be created in
conjunction with standard photos to provide highly detailed elevation views, detailed
and exact distances with CAD quality drawings for any photographed structure

•

A wide array of applications:
– Aerial imaging
– Inspection
– Survey

Drones – Unmanned Aerial Vehicles / Systems (UAV or UAS)
FAA
•

The FAA regulates all airspace within the United States

•

Heavily involved in the discussion surrounding the safe integration of unmanned
aircraft

•

There are numerous safety, regulatory and privacy issues raised by the use of UAV’s

•

The FAA is struggling to develop policy and procedures regarding the use of UAV’s

•

Many corporations such as Amazon, Google and CNN have become frustrated by
how slow the FAA has been moving

•

On February 15th, the FAA released its Notice of Proposed Rulemaking for small,
unmanned aircraft

•

The FAA broadly defines commercial use of a UAV as “anything not for recreation or
hobby”

Drones – Unmanned Aerial Vehicles / Systems (UAV or UAS)

Drones – Unmanned Aerial Vehicles / Systems (UAV or UAS)
Insurance
•

CGL policies generally exclude aviation risks

•

Aviation specific policies are recommended because they are designed specifically
for UAVs and provide protection for the entire system

•

Coverage is available in the insurance marketplace

•

Premiums for legal liability coverage:
– $3,500 to $7,500 for $1,000,000 to $3,000,000 in limits

Healthcare Reform
Jason Freeman - Hylant

Health Care Reform
Affordable Care Act
• Enacted in March 2010
• Makes significant changes to health care system
• Implemented over several years

Provisions that impact:
• Health care providers

• Government programs
• Health insurance issuers
• Employers/plan sponsors
• Individuals

Most employers that offer
health plans are impacted in
some way

Overall Impact

Affordable Care Act (ACA) Enrollment
25

Individual Market Place
20
16
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10
7
5
0
2014

2015

2016

2017
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Subsidized vs. Unsubsidized
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Without Subsidies
With Subsidies

10
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8
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6

6.4

4
2
1.5
0
2015 Total Enrollment

900 K
Federal Exchange Enrollment

True Enrollment Breakdown
According to a May, 2015 Rand Corporation study:
 16.9 million people became newly enrolled through February 2015
 Researchers estimate that from September 2013 to February 2015, 22.8 million
Americans became newly insured and 5.9 million lost coverage, for a net of 16.9
million newly insured Americans.
 Among those newly gaining coverage – more than half were in Employer Sponsored
1.5M
Plans:
12
10
8

Employer Sponsored Health Plan
Medicaid
Individual Marketplaces
Non Marketplace Individual Plan
Other Insurance

9.6M

6.5M

6
4
2
0

4.1M
1.5M
1.2M

Health Care Uninsured Rate drops
from 11.5% in 2014 to 9.2% in 2015

Gap in Coverage for Adults in States that Do Not Expand Medicaid
under the ACA

Carrier Consolidation
•

Shrinking Market – from 5 to 3:
o Aetna/Humana

o Anthem(BCBS)/CIGNA
o United Healthcare
•

Accountable Care Organizations
o Slow to Start
o

No Price impact to market yet

o

Carriers all have initiation

Key Elements

Key Elements of the Affordable Care Act
•

Free Preventive Care
– Most health plans are required to cover certain preventive care services at no
cost to you

•

The Individual Mandate
– People who can afford health insurance but don’t have coverage in 2014 and
after may have to pay a fee, and will have to pay for all of their health care

•

The Health Insurance Marketplace
– A new way to find quality health coverage
– Can help if you don’t have coverage now or if you have it but want to look at other
options

•

The Affordable Care Act’s Patients’ Bill of Rights
– The ACA offers new rights and protections that make coverage fairer and easier
to understand

The Individual Mandate

The Individual Mandate
•

Requires most people to have “minimum essential coverage” health insurance

•

Beginning in 2014, most individuals must either have health insurance that meets
minimum standards of coverage or pay a penalty when filing tax returns

•

Minimum essential coverage is defined as:
– Any Marketplace plan, or any individual insurance plan you already have
– Medicaid
– Medicare
– The Children’s Health Insurance Program (CHIP)
– TRICARE and other veterans health care programs
– Peace Corps Volunteer plans

How Much is the Tax Penalty?
•

The annual tax penalty for not having minimum essential coverage depends on the
age and number of dependents in your household.

•

The penalty is the greater of a flat dollar amount per individual or a percentage of the
individual’s taxable income.

2014

$95 per adult and $47.50 for each child (up to
$285 for families), or 1% of income, which ever
is greater

2015

$325 per adult and $162.50 for each child (up to
$975 for families), or 2% of income, which ever
is greater

2016 &
Beyond

$695 per adult and $347.50 for each child (up
to $2,085 for families), or 2.5% of income,
which ever is greater

The Health Insurance Marketplace
•

Health Insurance Marketplaces (Exchanges) are alternative markets for buying health
insurance.

•

Exchanges:
– Offer a choice of different health plans
– Certify plans that participate
– Provide information to help consumers understand their coverage options

•

Individuals can purchase insurance through a Marketplace if they are:
– Not currently incarcerated
– A lawful U.S. citizen or resident
– Living in the service area of the Marketplace

Marketplace Subsides
•

Some people can save money in the Marketplaces in three ways:
– Subsidized coverage, available to some individuals and families with incomes up
to 400 percent of the federal poverty level
– Reduced out-of-pocket costs (like deductibles, coinsurance and copayments),
available to some individuals and families with incomes up to 250 percent of the
poverty level
– Expanded Medicaid eligibility, available to some individuals and families with
incomes up to 133 percent of the federal poverty level

The Affordable Care Act’s Patients’ Bill of Rights
•

The Patients’ Bill of Rights is designed to summarize health coverage protections
embedded within the ACA. Protections include:
– No pre-existing condition exclusions
– No arbitrary rescissions of insurance coverage
– No lifetime dollar limits on coverage
– Restricting annual dollar limits on coverage
– Allowing participant choice of a health care provider
– Granting access to emergency services

Employer Responsibility

Employer Shared Responsibility Rules (Pay or Play)
Small Employers (fewer
than 50 FT/FTE
employees)

Large Employers (50+
FT/FTE employees)

• No requirement to offer coverage
• Can get tax credits for providing coverage

• Must offer coverage to FT employees and
dependents to avoid penalties
• Coverage must be affordable and provide
minimum value
• Penalties were delayed until 2015; additional oneyear delay applied for ERs with 50-99 full-time Ees
– 1/1/16, GAME TIME!!!

Employer penalties triggered if any full-time employee receives subsidized
coverage in an Exchange

Avoiding Penalties
Offer coverage to FT employees and dependents that:

• Employee’s contribution for self-only coverage does not

Is affordable

exceed 9.5% of income

• Safe harbors for what income and premium amount to use

Provides
minimum value

• Plan covers at least 60% of costs on average
• MV calculator or design-based checklists

ACA – Penalties
•

Employer Mandate – Pay or Play?
How many
part-time
employees can we
have?

•

2015
Employers with
over 100 FTE’s
must comply

2016
Employers with
over 50 FTE’s
must comply

Employers that fail to offer coverage to all FT employees…
Fine is $2,000 per ALL full-time employees
(excludes first 30 employees)

•

Employers that offer coverage to substantially all FT employees (and dependents)
but coverage is unaffordable does not meet minimum value…
Fine is $3,000 for each employee who receives subsidized

ACA – Additional Cost Impact
•

Several New Taxes & Fees

•

Shift to Self-funding to avoid some of the ACA taxes and fees:
Types of Coverage Impacted
Reform Measure

Individual

Fully
Self-Funded Stop Loss
Insured

Transitional Reinsurance Contribution Fee

X

Annual Health Insurance Tax

X

Fee for Carrier Exchange Participation

X

Cadillac Tax (Starts in 2018)

X

X

X
X

PCORI Fee

X

X

Risk Adjustment Program

X

X

Sources: HHS.gov; IRS.gov; 2016 Notice of Benefit and Payment Parameters, Final Rule

X

“Substantially All” Full-Time Employee Percentage
Proposed rule:

• Employers must offer coverage to at least 95% of full-time employees to
avoid largest penalties

Final rule:

• Percentage requirement phased in over 2 years
• 2015: must offer coverage to 70% of full-time employees
• 2016 and beyond: offer coverage to 95% of full-time employees
Employers still exposed to lesser penalties if coverage is not offered to all fulltime employees

Full-time vs. Full-time Equivalent
Full-time employees
• Counted for large employer determination
• Must be offered coverage (along with dependents) to avoid penalties

Full-time equivalent employees
• Counted as a fraction for large employer determination
• Do not have to be offered coverage
Seasonal employees
• Special rules apply for large employer determination
• Special rules apply for offering coverage (along with variable hour
employees)

Full-Time Employee
With respect to a calendar month

An employee who is employed on average at least 30
hours of service per week

130 hours of service in a calendar month = the monthly

equivalent of 30 hours of service/week

Look-Back Measurement Method
Measurement
Period

•

Administrative
Period

Stability
Period

May be used for new variable hour and seasonal employees if used for ongoing
employees

•

Employers may not use the look-back measurement method for variable

hour/seasonal employees and use monthly measurement method for employees
with predictable schedules
•

Rules protect full-time status for employees transferring between positions using
different methods

Section 6055 and 6056 Reporting
Reporting rules apply to:

Reporting entities must:

• Providers of minimum
essential coverage
(6055)

• File information returns
with the IRS

• Applicable large
employers (6056)

• Provide statements to
either full-time
employees (6056) or

• Rules do not apply to
small employers with
insured coverage

• Provide statements to
covered individuals
(6055)

Purpose of reporting:
• Help IRS administer
employer and individual
shared responsibility
rules
• Determine whether an
employee is eligible for
a premium tax credit for
Exchange coverage
• Show compliance with
the individual mandate

Self-funded plan sponsors that are ALEs must report under both sections, but
will use a combined reporting method

Deadlines
•

Rules effective for 2015 coverage
– 2015 coverage information will be reported in 2016
– Employers must collect information during 2015

•

Annual deadlines:

– Individual statements due by Jan. 31
– IRS returns due by Feb. 28 (March 31 if filed electronically)

Section 6055 & 6056 Reporting

ALEs sponsoring selfinsured plans

ALEs sponsoring insured
plans

Non-ALEs sponsoring selfinsured plans

Form 1095-C: Part I,
Part II and Part III

Form 1095-C: Part I
and Part II only

Form 1094-B

Form 1094-C

Form 1094-C

Form 1095-B

Non-ALEs sponsoring insured plans are not required to report under either Section 6055
or Section 6056

Penalties
•

Penalties for violations of reporting requirements
− $100 per violation, up to $1.5M per year
− May be increased or decreased, depending on circumstances

•

Short-term relief from penalties
− Available for reporting related to 2015 coverage

− IF reporting entity shows good faith effort to comply
− Applies to incorrect/incomplete information reported or other failures due to

reasonable cause

Future Considerations

1

Start early
on your
renewals

2

3

4

Use the
best
Consultant

Invest in
systems to
provide
necessary
reports

Go
Cautiously
in to SelfFunding

5

Prepare for
network
“noise”

Surety
Joel Speckman and Steve Dante
• Introduction to contract surety
bonds
• What factors are involved in
contractor pre-qualification
• Three types of financial
statement presentations
• How sureties analyze and adjust
financial statements

What are Contract Surety Bonds?
Definition:
• A surety bond guarantees to an Obligee that

a third party will perform a contract if the
Principal does not.

Surety

Third Party, Guarantor

• A three-party agreement

Principal
Contractor,
Subcontractor

Obligee
Project Owner, General
Contractor

Who Requires Contract Bonds?
Those in the Public sector:
•

The Federal government
- Miller Act of 1935 requires performance and payment bonds for all federal
construction projects with contracts in excess of $100,000, requires T-Listing.

•

State and local government
- Little Miller Acts mirror the Miller Act of 1935; however, provisions vary state to
state.

Who Requires Contract Bonds? continued
Those in the Private sector:

•

Private owners
- For assurance that the selected contractor is capable of performing the
contract and completing the project

•

Lending institutions
- To protect construction lending capital

•

General contractors
- To prevent default due to subcontractor failure

Types of Contract Surety Bonds
There are three primary types of contract surety bonds.
•

Bid bonds

•

Performance bonds

•

Payment bonds

Bid Bonds
Facts about bid bonds:
•

Bid bonds guarantee that the bidder (if awarded the contract), will enter into the
contract at the bid price and furnish the prescribed performance and/or payment
bond(s).

•

Bid bonds perform an essential function as a filter to exclude frivolous and
unqualified bidders.

Performance Bonds
Facts about performance bonds:
•

Performance bonds ensure the performance of a written contract and protect the
Obligee from financial loss if the Principal does not perform.

•

If the Principal does not complete the project in accordance with the terms of the
contract, the Surety can be requested to take control of the project and secure

completion.

Payment Bonds
Facts about payment bonds:
•

Payment bonds guarantee payment to certain subcontractors, laborers, and
suppliers for the labor and material used in the work performed under the contract.

Information Needed by a Surety to Prequalify a Contractor:
• Financial statements, CPA-prepared (last 3 years)
• Accounts receivable aging schedule

• Personal financial statement
• Work in progress (last 3 years and current)
• Bank line of credit
• Contractor’s questionnaire
• Resumes of key personnel
• Continuity and contingency plans (buy/sell agreement)

Pre-qualification – the Three C’s

Capital

Capacity

Character

Financial strength

Ability to perform

References and reputation

Capital
Does the contractor have the financial strength to fulfill the terms of the contract?
• Net worth – loss paying power
• Working capital – liquidity
• Debt structure

Capacity
Capacity speaks to the Contractor’s abilities in business and construction.
•

Past performance on projects

•

Technical skill

•

Management

Character
Historically, how has the contractor performed?
•

Experience and reputation

•

Length in business

•

Relationships with subcontractors,
laborers, material suppliers, architects,
engineers, and owners

Financial Statement Presentation
Types of presentations:
•

Internally prepared- No outside CPA assistance

• Compilation – CPA is presenting the information on a F/S form. No assurances.
• Review – CPA makes inquiries of management and performs analytical procedures
on the balances in the F/S. Limited assurance is given.
• Audit – Provides the highest level of assurance. CPA. Performs procedures
incorporated in review, plus additional substantiation procedures, including physical
inspection of assets and verification of balances with outsiders.

Financial Statement Presentation continued
Financial statements include:
Balance sheet

• Income statement
• Statement of cash flows
• Notes to financial statements
• Schedules of general and
administrative expense
• Schedule of completed and
uncompleted contracts

Analyzing the Balance Sheet
When a surety evaluates a balance sheet, they
make adjustments to items classified as assets
by the CPA, because they may have uncertainty
associated with them.
In some cases the underwriter may remove
items entirely. If you remove and asset you
have to adjust the equity so that the statement
will remain balanced.

Analyzing the Balance Sheet
Current Assets
Cash

(Items that can be converted to cash in 12
months)
$200,000 Usually no adjustment unless it is “restricted”

Accounts Receivable

150,000 Reviewed to determine the number of days
outstanding. Amounts over 90 days moved to
long-term. Assume $50,000 over 90 days

Inventory

100,000 Typically discounted 50%

Marketable Securities

100,000 Review the type of security to consider the
risk. Generally discounted 20% and excluded
from net worth

Notes ReceivableStockholder

100,000 Removed from current assets and deducted
from equity

Total Current Assets

650,000

Analyzing Non-Current Assets
Long-Term Assets

Land and Building
Equipment
Less Accumulated
Depreciation
Net Fixed Assets

Cash Value Life Insurance
Goodwill

Total Assets

$500,000 Generally no adjustments are made
500,000
(700,000) Sometimes called “hidden equity”
300,000

50,000 Funds available to be drawn upon from life
insurance policies owned by the company
100,000 Amount paid in excess of actual value of
assets. Usually involves acquisition of
another business. Eliminated as an asset
deducted from net worth.

1,100,000

Evaluating Current Liabilities
Current Liabilities

Accounts Payable

(Obligations that will come due within one
year)

$100,000 There are usually not many adjustment to the
current liabilities

Notes Payable Bank

50,000 Also known as line of credit. Used to fund
day-to-day operations

Accrued Expenses

50,000

Current Maturities
(long-term Debt)

75,000 Current maturities of long-term debt represent
payments on loan due in the current 12
months

Total Current Liabilities

275,000

Analyzing Long Term Liabilities/Stockholders Equity
Current Liabilities

Long-Term Debt (less current
Maturities)
Total Liabilities

(Obligations that will come due within one
year)

$200,000 Portion of debt due beyond one year
475,000

Stockholders Equity
Capital Stock

100,000

Retained Earnings

525,000

Total Stockholders Equity

625,000

Total Liabilities and
Stockholders Equity

$1,100,000

