Profitability Tips for Construction Businesses

Watch ProfitCrew Video

Upcoming Contractor Events

Construction White Papers

Click here to learn the
results of the ProfitCrewTM
Best Practices for Operational
ExcellenceTM survey in the
Construction Executive article,
"Top Contractors Actively
Manage Operational
Performance.”

Email
profitclue@barnesdennig.com
for a complete report of the
findings.

Best Practice Guides
Available

Barnes Dennig, along with
ProfitCrew and Clemson
University has invested in
creating Best Practice Guides
for the construction industry.
Below is a list of our current
guides, if you are interested in
one, please email us (be sure to
include which one you'd like)
and we'll get it mailed to you.

e Key Financial
Performance Indicators

e Productivity Improvement
e Post-Project Reviews

e A Surety's Perspective:
Tips for a Healthy
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ProfitClue is the quarterly e-newsletter designed exclusively
for the construction and real estate industries.

Exit Planning - Always a Timely Subject

While your primary concern these days may be just surviving the
current business cycle, this might actually be a good time to start
thinking about the transition to the next generation of owners.

A graceful exit is one of the most challenging tasks you'll face as a
business owner. That's especially true in the construction industry,
where high risk and low margins can make buyers scarce.

Even if you pass on ownership to family members or senior managers,
the absence of a market for your business makes it difficult to place an
accurate value on the company's assets. Without this accurate
valuation, objective decision-making often gives way to subjective
guesswork about how much your equity is worth, and how best to
finance the transition to new owners.

The industry's unique capital structure further complicates exit planning.
Lenders and surety companies understandably prefer to see you leave
greater equity in the business - at the very time you are trying to take
equity out. You'll need to balance these conflicting priorities while still
maintaining crucial financial relationships. That requires clear
communication, careful planning, and adequate time for a smooth
transition.

You also need time to groom successors. Start by delegating greater
responsibilities to potential successors, and mentor young leaders in
decision-making. They might make a few not-so-great decisions, but
these can become powerful teaching moments.

Review your incentive programs as well. Deferred compensation plans
give key employees substantial incentives to stay with the company. A
phantom stock plan (a contractual agreement that mimics actual stock



Company

Q: If I'm passing my company
on to my family or a group of
employees, why do | need a
professional valuation? Isn't that

an unnecessary expense?

A: The benefits of a

professional business valuation
go beyond determining the fair
market value of your company.
In fact, as critical as it is, fair
market value alone should not
be construed as the selling price,
but rather as a benchmark from
which to work.

If you're transitioning to family
members or an insider group, as
is often the case with
construction businesses, your
strategy will likely involve
transferring part of the business
at the lowest possible value in
order to save taxes. The value of
a minority interest in your
company would be substantially
discounted, often by as much as
25 percent to 50 percent, due to
lack of marketability. Part of the
business valuation expert's job is
to determine the amount of that
discount.

Armed with the fair market value
of your company, you can also
make more informed decisions
about your next steps, and
design the transition of the
company in a way that
maximizes value and minimizes
taxes. In addition, a professional
valuation can open your eyes to
other crucial business
information including your
relative position in the market,
potential risks, and current
industry and market trends.

Have a question for Barnes
Dennig and the ProfitCrew
team? Send it to

profitclue@barnesdennig.com.

ownership) can give employees a vested interest in the company's
success without diluting ownership.

Another option is an Employee Stock Ownership Plan (ESOP), a tax-
qualified employee retirement plan that allows you to sell your stock to
your employees as you gradually step out of the company. ESOPs carry
heavy administrative burdens and other challenges, though, so get
qualified professional help and investigate carefully.

So when should you start? Sooner is better. In fact, some say you
should start planning how to get out of your company the day you open
its doors. At a minimum, allow at least two or three years - longer if you
can - to get the business in shape, identify new owners, and get the
deal done.

You have much to gain by planning early, and much to lose if you start
too late.

Planning - The Key to Continuity

Construction is inherently a high risk business, so allowing control of a
company to pass to a risk-averse owner can be disastrous.

It's all too common to see a surviving spouse, burdened by the
challenges of ownership, struggling to make confident decisions. Soon
the company loses momentum, revenue and market share, and often
fails to survive. It's even worse if the Internal Revenue Service takes a
large share due to inadequate estate planning.

One way to prevent such outcomes is to complete a continuity plan or
buy-sell agreement, which addresses what happens in the event of your
death or disability. In fact, your bank or surety company may require
that you have such a plan in place. In addition to identifying a
successor, a buy-sell agreement should cover the following subjects:

e Triggering events - What occurrences (death, disability or
retirement, for example) would cause the agreement to go into
effect?

e Valuation - What valuation formulas will be used to assess the
assets and liabilities of the business?

e Funding - How will the purchase be financed? Installment
payments, a bank loan, or a life insurance policy on the owner
can provide cash to fund a buyout and keep the company going.

Because companies change over time, you should review a buy-sell
agreement periodically. Contact your financial advisors to make sure
yours is up-to-date.

"It's not a question of who's going to throw the first stone; it's a
question of who's going to start building with it."

- Sloan Williams
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