What is Your Agency Worth?

Adapted from Small Agency Conference Handout Fall/2008)

· Recent Acquisition Values (as expressed in multiples of revenues)

· Trade reports: .7 to 3.2. Average 1.3 

· IIAT Matchmaker: 1.3 to 2. Average 1.5

· Subject to payment terms

· Buyer Rationale

· Own an agency

· Economies of scale

· Carrier access or influence 

· New talent or technical capabilities 

· Growth and/or diversification: geographic, products, customers

· Perpetuation

· Buyer Types

· Individuals: agency or carrier exiles, direct writers, mortgage brokers, etc.

· Publicly owned brokers and privately owned agencies

· Banks and other financial institutions

· Private equity investors

· Components of Valuation

· Pro forma cash flow, discretionary cash flow or (EBITDA)

· Risk or discount factor

· Tangible net worth

· Working capital


· Payment terms

· Typical Formula: Adjusted EBITDA/discount rate – 30 days working capital + tangible net worth. Purchase price subject to payment terms, hold-backs, retention, earn-outs, etc.

· Fundamental Risk Factors

· Financial Management: Are performance standards and key ratios in line with industry standards?

· Human Resources: Are experience and capabilities of key employees adequate? Is there a likelihood of retaining them? Are compensation levels and methods appropriate? Is employment law compliance and performance management adequate?

· Book of Business: Can it be retained? Is there a dependency on any large accounts or referral sources? Are their adequate piracy and non-compete protections in place for departing employees? 

· Quality of Carriers: Are there good loss ratios, relationships and agreements?  Will the relationships transfer or can the business be moved?

· Sales & Marketing: Is the agency growing or shrinking, are their opportunities for growth?  

· Ways to Increase Value

· Increase employee competency and enthusiasm

· Manage expenses and maximize productivity

· Increase revenue per account

· Increase account retention

· Build loyalty of clients to agency not individuals 

· Have a spread of account risk

· Enhance carrier relationships

· Invest in growth

Sample Pro-Forma EBITDA Worksheet

	 Sample Adjustments
	Actual
	%NR
	Adjustments
	Pro Forma

	Revenues
	 
	 
	 
	

	P-C Commissions & Fees
	          $260,202 
	77.81%
	 
	    $260,202 

	Group/Health/Life
	            $21,872 
	6.54%
	 
	    $21,872 

	Contingent/Bonus
	            $51,787 
	15.49%
	      (25,000)
	$26,787

	Miscellaneous
	                $532 
	0.16%
	 
	            $532 

	Gross Revenues
	         $334,393 
	100.00%
	 
	 $322,119 

	  Less outside commission expense
	                     - 
	 
	 
	               - 

	Net Revenues
	          $334,393 
	100.00%
	                 - 
	$322,119 

	 
	 
	 
	 
	 

	Compensation Expense
	 
	 
	 
	 

	Executive Payroll
	            $80,000 
	23.92%
	      (40,000)
	 $40,000 

	Production Payroll
	              $3,821 
	1.14%
	
	$3,821 

	Service & Support Payroll
	          $115,438 
	34.52%
	      
	$115,438 

	Employee Benefits
	            $34,610 
	10.35%
	      (12,459)
	$21,316 

	Total Compensation Expense
	          $233,869 
	69.94%
	      (52,549)
	$181,410

	
	
	
	
	

	Selling Expense
	 
	 
	 
	 

	Travel & Entertainment
	                 $116 
	0.03%
	         1,000 
	$1,116 

	Automobile
	              $6,687 
	2.00%
	        (2,608)
	$4,079 

	Adv. & Promotion
	              $7,235 
	2.16%
	        (4,732)
	$2,503 

	Total Selling Expense
	            $14,038 
	4.20%
	      (6,340)
	 $7,698 

	
	
	
	
	

	Operating Expense
	 
	 
	 
	 

	Occupancy
	            $18,822 
	5.63%
	 
	 $18,822 

	Telephone
	              $6,181 
	1.85%
	 
	$6,181 

	Postage
	              $2,558 
	0.76%
	 
	$ 2,558 

	Supplies/Printing
	              $2,371 
	0.71%
	 
	$2,371 

	Dues/Subsc/Contributions
	                 $698 
	0.21%
	 
	 $698 

	Taxes/Licenses
	                 $108 
	0.03%
	 
	$108 

	Insurance
	              $7,272 
	2.17%
	         (4,770)
	 $2,502 

	Professional Fees
	              $3,160 
	0.94%
	          (900)
	$2,260 

	Equipment Rental/Maintenance
	              $9,232 
	2.76%
	         (7,500)
	$1,732 

	Bad Debts
	                  $57 
	0.02%
	 
	$57 

	Education/Training
	              $1,260 
	0.38%
	         1,260 
	$2,520 

	Miscellaneous
	              $1,212 
	0.36%
	 
	$1,212 

	Total Operating Expense
	            $52,931 
	15.83%
	    (11,910)
	$41,021 

	
	
	
	
	

	Administrative Expense
	 
	 
	 
	 

	Amortization
	                 $396 
	0.12%
	            (396)
	   - 

	Depreciation
	 
	0.00%
	 
	   - 

	Officer Life
	                     - 
	0.00%
	 
	- 

	Interest
	                 $324 
	0.10%
	          (324)
	   - 

	Total Administrative Expense
	                 $720 
	0.22%
	           (720)
	                - 

	Total Expense
	          $301,558 
	90.18%
	       (71,297)
	 $230,129 

	
	
	
	
	

	Pre-Tax Profit
	            $32,967 
	9.86%
	46,297
	$79,264


Sample Valuation Methods
Income Stream (Capitalization of income)

	Adjusted Pretax Profit
	$79,264

	Risk Free Rate
	.04

	Risk Points
	.12

	Capitalization Rate
	.16

	Adjusted Pretax Profit divided by Cap rate
	$79,264/.16 = $495,400

	Subtract 30 days working capital
	($19,177)

	Add Tangible Net Worth
	$20,000

	Total Agency Value, This Method
	$496,223

	As a % of revenues
	1.48 times


Multiple of Pro Forma EBITDA 
	Adjusted Pretax Profit
	$79,264

	EBTDA Multiple
	5.5 

	Adjusted Pretax times multiple
	$79,264 X 5.5 = 435,952

	Subtract 30 days working capital
	($19,177)

	Add tangible net worth
	$20,000

	Equals Agency Value, This Method
	$436,775

	As a % of Revenues
	1.27 times


Present Value of Future Cash Flows 

	Pro-forma Profit
	1 + Growth Rate
	Forecast Profit
	PV Factor
	Discounted Value

	$79,264
	1.05
	$83,227
	.8696
	$72,374

	$83,227
	1.03
	$85,724
	.7561
	$64,816

	$85,724
	1.01
	$86,581
	.6575
	$56,927

	$86,581
	1
	$86,581
	.5718
	$49,507

	$86,581
	1
	$86,581
	.4972
	$43,048

	For all other years Pro forma / risk factor
	$43,048/.16 
	$269,050

	Total Present Value
	$556,722

	Subtract 30 days working capital
	($19,177)

	Add Tangible Net Worth
	$20,000

	Total Agency Value, This Method
	$557,545

	As a % of revenues
	1.66 Times


Commission Multiples

	
	
	
	

	Standard P&C Revenues
	$218,162
	1.8
	$392,692

	Non-standard P&C Revenues
	$42,040
	.5
	21,020

	Group, health, life
	$21,872 
	1.7
	$37,182

	Contingencies
	$51,787
	1.0
	$51,182

	Subtract 30 days WC
	
	
	($19,177)

	Add Tangible Net Worth
	
	
	$20,000

	Total Agency Value, This Method
	
	
	$530,326

	As a % of Revenue: 
	
	
	1.59 Times


Sample Candidate Qualitative Analysis

(Looking for fit and/or strategic enhancement)

	Agency Attributes
	
	Strong
	
	Typical
	
	Weak
	
	No Opinion

	Staff & Culture
	
	
	
	
	
	
	
	

	Leadership
	
	
	
	
	
	
	
	

	Expertise
	
	
	
	
	
	
	
	

	Enthusiasm
	
	
	
	
	
	
	
	

	Stability
	
	
	
	
	
	
	
	

	Compatibility
	
	
	
	
	
	
	
	

	Carriers/Markets
	
	
	
	
	
	
	
	

	Breadth of access/availability
	
	
	
	
	
	
	
	

	Influence with
	
	
	
	
	
	
	
	

	Commission rate competitiveness
	
	
	
	
	
	
	
	

	Contingency agreement competitiveness
	
	
	
	
	
	
	
	

	Lines of Business, Products, Programs
	
	
	
	
	
	
	
	

	Scope across lines (pers vs com, ho vs auto, etc)
	
	
	
	
	
	
	
	

	Niches
	
	
	
	
	
	
	
	

	Customer Base
	
	
	
	
	
	
	
	

	Stability, retention, loyalty to agency versus individuals
	
	
	
	
	
	
	
	

	Average account size
	
	
	
	
	
	
	
	

	Balance across industries or account types
	
	
	
	
	
	
	
	

	loss experience
	
	
	
	
	
	
	
	

	Financial Stregnth
	
	
	
	
	
	
	
	

	Profitability
	
	
	
	
	
	
	
	

	Cash management
	
	
	
	
	
	
	
	

	Compensation & Benefit Structure
	
	
	
	
	
	
	
	

	A/R Collection
	
	
	
	
	
	
	
	

	Operations
	
	
	
	
	
	
	
	

	E&O & Quality control
	
	
	
	
	
	
	
	

	Availability & Use of technology
	
	
	
	
	
	
	
	

	Employment law compliance
	
	
	
	
	
	
	
	

	Efficiency & Effectiveness of Process & procedures
	
	
	
	
	
	
	
	

	Competitive Position
	
	
	
	
	
	
	
	

	Size of marketing territory
	
	
	
	
	
	
	
	

	Strength in marketing territory
	
	
	
	
	
	
	
	

	Reputation
	
	
	
	
	
	
	
	

	Image
	
	
	
	
	
	
	
	

	Growth potential
	
	
	
	
	
	
	
	


