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2013 - A Good Time to Hedge

Your Bets?

By Huxley Nixon,

The stock markets are near an all time high, in-
terest rates are near their lowest level in 60 years,
unemployment is below 8% and there is approxi-
mately $2.5 trillion of dry powder looking for a
place to invest. Real estate markets are coming
back, lenders are lending and consumer confi-
dence is at its highest levels since 2008. What is

driving this?

The Federal Reserve’s policy of “Quantitative
Easing” (printing money) has provided the liquid-
ity and economic stimulus to keep the sluggish
and spotty recovery from faltering. However,
everyone agrees this policy will end - but when is
the question.? Fed Chairman indicated on June
20th slowing of this stimulus (“tapering’) will not
begin until Q4 2013 or 2014 depending on unem-
ployment lowering to 7%. Financial markets have
reacted— the interest rate on the benchmark US
10 Year Bond have increased 59 basis points to
2.52% in the past 30 days (30% >) and the DOW
has pulled back 5% (14,758.32) since its all time
high on May 28th.

This long anticipated “Tapering” will cause inter-
est rates to increase but modest increases should
not stall a recovery. Some economist are now

even predicting 3%
+ GDP growth for
2014. If rate in-
creases are not
moderate then the
US could join the
European econo-
mies in recession.
However, the Dow
12%
since January 1st.

is still up

So why should you
not wait until your

company  returns
to its past high water mark? One word - UN-
CERTAINTY. Pick a topic: 1) European econ-
omy heading back into recession (our largest
trading partner), 2) fragile US economic recov-
ery, 3) world stability and Geo-Political Risk,
Israel recently bombed Syria and is preparing for
war with Hezbollah, Syria and Iran, 4) Terror-
ism, 1st successful attack since 9/11 in Boston, 4)
US Debt Overhang at $16.5 Trillion and climb-
ing with Washington unable to address the tough
choices ahead and 6) the New Health Care Law
which takes full effect in 2014. Are you prepared
Continued on page 3

How To Better Control Insurance Costs

By Rick Woodward

Many owners find the insur-
ance industry a deep mys-
tery. This is particularly true
for small companies but even
large companies find the insur-
ance industry puzzling. Pricing

fluctuates for no apparent reason;
claims that should not be settled
are and claims that should easily
settle remain open; insurance
companies decide just before
renewal that they no longer write
your class of business. Not sur-
prisingly, many business owners

spend as little time as possible on
insurance issues or look on insur-
ance as simply a cost of doing
business. And why not? The
insurance company is in control.

What if there was a way to

Continued on page 3
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Owners: Interested in Converting
Illiquid Stock into CASH while retaining
Operational Control?
By Huxley Nixon summarizes the bene- Great Recession, its
fits of the equity recap, content is MORE rele-
“Quality Would you like to turn how it works and ex- vant now than ever be-
Companies are a significant amount of plores who are the best fore.
. your closely held stock companies for this
Commanding Pre- into CASH without structure, types of own- Our next Newsletter

Recession Prices!”

10 Things a
SELLER should
DO and 4 they
should NOT!
Click Here

ers that can benefit
most and dangers to be
aware of. While this
was written prior to the

will discuss other op-
tions for the owner who
is not ready to relin-
quish CONTROL but
wants to diversify their
Risk profile.

giving up operational
control and still have
meaningful equity posi-
tion remaining? Is this
too good to be TRUE?
Read more to find out
why this is NOT the

case...

Great article published
in Smart Business
(August 27, 2007) by
Joel J. Guth of Citi-
group/Smith Barney
Family Office. Guth

Selling—How To Receive Top $$$°?

By Huxley Nixon customers on a recurring basis what ensures their contin-

ued loyalty if you sell? Do you require your employees to

Will you attract multiple bidders when you o 11on_compete agreements and customers to sign ser-

are ready to sell ? Buyers look for 10 Key vice contracts, - a buyer will view your company as having

Value Drivers that make them excited about | ggg potential RISK of revenue deterioration post closing
your company (click here to download de-
tailed list). Buyers are looking for a strong

management team, stable & profitable past

if you do.

Buyers are willing to pay MORE for companies that have

performance and good growth potential. responded to the recession and demonstrated profit growth

over the past 24 months. How strong is the management

What distinguishes your company from team? If the owner is planning to retire is their a capable

competitors? Are your products or services oo to replace them?
proprietary, are you the market leader? If

so, this is much more valuable than having Lastly, do you have a written business plan outlining your
a “me too” product. growth objectives, if not, you should. All buyers really are

buying the company’s future cash flows so if it is not
Prior to approaching potential buyers you

must be PREPARED for this potentially
very disruptive process. What keeps your

growing it will be less valuable. All owners should have
an experienced advisor in mergers and acquisitions to ad-

vise them through the sales process and never only ap-

key employees from moving to a competi-  ,.540h one buyer—you must create competitive tension.

tor? If you provide a service or product to


http://www.sbnonline.com/2007/08/private-equity-recapitalization-how-to-lucratively-exit-a-business-in-three-to-five-years/
http://www.mamarketplace.com/announcements/key-value-drivers
http://www.mamarketplace.com/announcements/key-value-drivers
http://www.mamarketplace.com/announcements/key-value-drivers

Page 3 M&A MARKETPLACE by CHC

Issue #7

2013 - A Good Time to Hedge Your Bets?

to invest in new technology to keep up with “global” competitors? Your competition
will! In five years the number of boomer business owners thinking just like you may
be in the hundreds of thousands—flooding the market when interest rates are rising
and inflation is once again a concern and fewer buyers are in the market? If this oc-
curs it will not be a Seller’s market.

The above issues can all impact the M&A Markets but they are things beyond our
control and I hope our leaders and others find positive solutions to all of them. How-

ever, any one of them may put the brakes on any recovery and for that reason it might
be wise to bring in an outside financial partner to hedge your bets on the future. Some are willing to make
non-control investments and the current low interest rate environment is an excellent time to consider an
equity recapitalization or possibly a non-control ESOP.

Many owners of private family companies fear the unfamiliar world of retirement. Their company has
become their identity and money does not necessarily motivate them. The M&A MARKETPLACE by
CHC offers a very seller-friendly process to the owner desiring to take some chips off of the table but is
NOT ready to give up control. In our Maxi-AUCTION the buyer pays all success fees and the owner will
know in 30 days if they have a signed Letter of Intent from a qualified buyer.

How To Better Control Insurance Cost
Continued from page 1

solve this mystery? Where you were in control of your insurance program (and costs), not the insurance
company? Would it make sense to explore a program like this? 90% of Fortune 1,000 companies use
them and over 50% of all Property & Casualty premiums are written through this “Mystery Solving Pro-
gram”. (Source: Insurance Journal, Jan 24, 2011)

There is a Better way - become a member of a group CAPTIVE. In other words, become an owner of
your insurance company where premiums are based on your own claim history, not on insurance market
conditions or arbitrary underwriting. You take an active role in managing your claims and in establishing
the parameters for claim settlements and you are more active in safety and loss control activities (after all
it’s your money). Here is the good part, once claims are settled, the premium that exceeds paid losses is
returned to you along with earned investment income (try getting that from your insurance company).
Your association with fellow captive members allows you to share risk management strategies and tac-
tics that make all the members better companies and the control you are able to exercise can result in
significantly lower costs.

Sounds great but there must be some catch. Is there a cap on the amount of money I could pay? How
am [ protected from large losses? Do I share in my fellow member’s losses; I don’t want to pay someone
else’s claims? Iam in a large deductible plan now; what about collateral requirements such as letters of
credit? What if I get into the captive and discover it’s not for me.

There is no catch. There a maximum premium based on a mathematical formula. This amount can be
comparable to guaranteed cost insurance (traditional insurance) and much less than the maximum pre-
mium in a large deductible program. The captive acts as a reinsurer to an “A” rated, standard insurer
that also provides excess insurance to the captive, limiting an individual member’s exposure. There is
sharing of some losses among the member of the captive, which is necessary for the premiums to be tax
deductible. With regard to paying other companies’ losses, if you are insured in the standard insurance
market, you are already paying losses of companies that have been chosen by your insurer. Wouldn’t it
be better to pick the companies you associate with? Finally, each policy closes out after five years with
no subsequent obligation. In contrast, large deductible plans are forever.

Continued on page 5

“This is a popular
structure of
private equity
Jirms for
companies that
qualify where an
owner can convert
a majority of their
closely held stock
into cash and still
retain
management
control ...” To
learn more about
how a leveraged
equity recap
might be right for
you, click here
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Check out our Website



http://sellyourcompany.org/2011/11/04/is-an-equity-recap-right-for-my-company/
http://www.mamarketplace.com/index.html
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MARKET METRICS THROUGH Q1 2013
U.S. EBITDA Multiple Trend
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How To Better Control Insurance Costs

continued from page three
How valuable is a
Competitive

In summary, the advantages of becoming an owner of group captive are:

process when e  Better control of casualty insurance costs
. e Enhanced safety and claims management
selling your ) , ) . :
e Potential for recovering unused premiums along with investment income
company? e Lower collateral requirements
e Associate with captive owners that are among the best companies in their industries
Could a Group Captive Lower Your Insurance Cost?
Rick Woodward is Director of Risk Management Services for Al Insurance Group, a full service com-
See Huxley’s Blog mercial insurance brokerage headquartered in Athens, Georgia (www.ai-insurancegroup.com). Al pro-

vides access to several Group Captive Insurers and specializes in outsourced risk management services.
to find the answer

—
Huxley’s Blog!

www.sellyourcompany.org C ontact U S

S
Huxley Nixon, President
M&A MARKETPLACE by CHCp

3535 Peachtree RD, NE
STE 520-180
Atlanta, GA 30326

Phone: (404) 626-1881

Will my Company Fax: (888) 459-3561
attract Multiple www.mamarketplace.com
Bidders?

Take our simple
multiple choice

online Maxi-QUIZ | pISCLAIMER: Opinions and conclusions in this newsletter are solely those of
to find out... the author unless otherwise indicated. Market information was compiled by
others and is believed to be accurate but it was not independently verified by
the M&A MARKETPLACE by CHCI . This publi
tion purposes and is not intended to be and should not be taken as advice on
any particular matter nor is it intended to be a solicitation regarding any se-
curities transaction and or investment relationship. For those desiring addi-
tional information please visit our website www.mamarketplace.com.



http://www.mamarketplace.com/
http://sellyourcompany.org/
http://sellyourcompany.org/2011/07/18/how-valuable-is-a-competitive-process/
http://www.mamarketplace.com/html/maxiquiz.html
http://www.ai-insurancegroup.com
http://www.mamarketplace.com/

