TechHub, LLC[footnoteRef:1]
Representative Valuation Case[footnoteRef:2] [1:  This Valuation Case is representative of actual firms for which live valuation estimations have been performed by the author and/or Associates.  The names, locations, and quantitative details have been altered to protect the subject firms’ privacy.]  [2:  Developed by Richard Haskell, PhD (rhaskell@westminstercollege.edu), Gore School of Business, Westminster College, SLC, U T, (2019).] 

TechHub is an outsource provider of IT services for small to mid-sized firms operating out of Logan, Utah.  The firm provides network, hardware, software, development and cloud storage solutions based on a monthly subscription fee to its clients across the nation.  Founded in 2008 by a former IT manager from Amazon and spouse, a local intellectual property attorney, the firm had substantial growth in its first five years of operation, but has had disappointing result since.
The market for outsourced IT support and complementing products is expanding at nearly twice the rate of the macro economy and would appear to be poised to experience robust growth for the foreseeable future as globalization, technological intensity, and expectations of “careers” transform legacy functions and resource allocation.
The founders hired a former Adobe director-level executive in 2017 to be the firm’s CEO and offered the individual a 20%, non-voting, non-participating equity stake based on a 10-year vesting schedule.  In addition to sharing the initial 1,000,000 common equity shares equally following a capital investment of $600,000, the founders jointly own $400,000 of preferred shares with a dividend rate of 15%, which shares are convertible to a 20% common equity stake in the firm at any time in the future.  
The two founders each take annual salaries of $250,000 plus the preferred dividend and their portions of a generous distribution – in 2019 the distributions amounted to $2,500,000.
In addition to having $1,450,000 in accounts payable against $1,640,000 in Current Assets, the firm has long-term debt in the form of bank loans totaling $2,000,000 at 10% as of the end of 2018 with the expectation of increasing overall debt load in 2019 to $2,500,000. The firm’s stakeholders have financed most hardware and fixed asset acquisition through leases and the aforementioned debt financing.  The firm is structured as an LLC with the stakeholders accounting for the firm’s EBT through their personal state and federal income tax reporting.  The founders admit to processing approximately $135,000 or personal expenses through the firm’s accounts and receive generous annual distributions. 
The firm’s 2019 P&L, the last year for which balanced financials are available, show revenues from hardware sales, software sales, IT subscriptions, cloud computing (storage), enterprise solutions (development), and consulting of $8,812,890 against an operating income of $1,696,316 and Net Income of $1,070,274.  The firm’s operating margins, as expected, appear high for a hardware firm, but somewhat low for a SAS firm owing to the combined income statement structure in use.  This is due in part to the salaries the founders pay themselves, but also a function of the annual rent expense – which appears up to 20% higher than local market rents for the size and type of space the firm occupies.  The building the firm occupies is owned by the founders in a separate entity.   
The firm’s depreciation runs at approximately 12% of annual revenues and is reflective of long-term assets of approximately $8,460,000, including approximately $4,000,000 in servers and $3,000,000 in patented technology.  It has Net Working Capital of approximately $350,000. 
Over the years the firm has used an international network of contract developers, programmers, and systems analysts to provide many of the back ground functions for their clients, but now see this may have resulted in stagnant revenues and limited client satisfaction.  Accordingly, the firm has begun to use domestic contract workers more intensively than in the past.  Moving forward, and under the insistence of the new CEO, the firm has committed to using domestic contract workers for these system critical functions.  
TechHub’s domestic employee base is well paid and the firm enjoys limited turnover.  As most of the firm’s clients are on long-term subscription contracts (one year plus) averaging approximately $3,500 per year, management is confident in the persistency of its client base, recent concerns notwithstanding.
The firm’s owners have informally valued the company each year using a simple method suggested by their accountant as follows:

	Estimated Equity Value

	Year
	Value
	Year
	Value
	Year
	Value

	2008
	              2,250,000 
	2012
	     16,625,000 
	2016
	     15,000,000 

	2009
	        4,500,000 
	2013
	     20,600,000 
	2017
	     17,000,000 

	2010
	        9,000,000 
	2014
	     19,500,000 
	2018
	        18,000,000 

	2011
	     14,500,000 
	2015
	     17,300,000 
	
	



The space in which Tech Hub operates is filled with numerous small operators, like Tech Hub themselves, and appears ripe for “roll up” opportunities.  The firm’s growth, though impressive, is less than might be expected given the cash flows available for reinvestment and the firm’s operating incomes are high enough for Tech Hub to be attractive to outside investors.  As such, the CEO has been approached by Opportunity Capital, a regional venture capital firm, with a $30,000,000 equity offer with the express intention of using the capital infusion to identify other firms in the same space prepared for acquisition (“roll up”).  As expected the offer is dependent on an independent valuation of the firm’s operations, cash flows and valuation.  Additionally, Opportunity Capital insists 1) the CEO’s ownership vesting schedule be moved forward prior to the capital infusion, 2) the CEO’s equity stake be converted to voting, fully participating equity shares, 3) the founders and CEO be tied to a 10-year non-compete arrangement with salaries to be set by the newly formed board of directors, 4) any future distributions taken be formally approved by the board, and 5) the founders preferred shares be immediately converted to common equity.
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(Estimated)  2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Revenue

IT Subscriptions 62% 5,465,250              4,337,500        4,207,375        4,165,301        4,290,260        4,461,871        4,328,015        3,635,532        3,199,268        2,207,495        1,258,272        440,395           

Software Sales 5% 458,270                 356,454            352,795            349,267            359,745            374,135            362,911            304,845            268,264            185,102            105,508            36,928             

Hardware Sales 8% 705,031                 887,900            542,762            537,334            553,455            575,593            558,325            468,993            412,714            284,773            162,320            56,812             

Cloud Computing 13% 1,145,676              599,442            881,988            873,169            899,364            935,338            907,278            762,114            670,660            462,755            263,771            92,320             

Enterprise Solutions 7% 611,435                 485,266            470,708            466,001            479,981            499,180            484,205            406,732            357,924            246,968            140,772            49,270             

Consulting 5% 413,022                 327,795            317,961            314,782            324,225            337,194            327,078            274,746            241,776            166,826            95,091              33,282             

Total Revenues 100% 8,812,890              6,994,357        6,784,526        6,716,681        6,918,181        7,194,909        6,979,061        5,862,412        5,158,922        3,559,656        2,029,004        710,151           

Operating Expenses

Software - resale 90% 412,443                 320,809            317,516            314,341            323,771            336,722            326,620            274,361            241,438            166,592            94,957              33,235             

Hardware - resale 90% 634,528                 799,110            488,486            483,601            498,109            518,033            502,492            422,094            371,442            256,295            146,088            51,131             

Contract Labor - International 35% 383,458                 884,375            1,472,581        1,457,855        1,501,591        1,561,655        1,514,805        1,272,436        1,119,744        772,623            440,395            154,138           

Contract Labor - Domestic 40% 2,186,100              1,584,375        797,544            499,855            335,668            188,541           

Hardware Leases 20% 141,006                 177,580            108,552            107,467            110,691            115,119            111,665            93,799              82,543              56,955              32,464              11,362             

Wages 10% 838,429                 665,420            645,457            639,003            658,173            684,500            663,965            557,730            490,803            338,654            193,033            67,561             

Legal 8% 705,031                 559,549            542,762            537,334            553,455            575,593            558,325            468,993            412,714            284,773            162,320            56,812             

Tax/Accounting 250,000                 225,000            200,000            200,000            185,000            185,000            185,000            175,000            125,000            75,000              45,000              25,000             

Rents 4% 333,900                 265,000            240,000            240,000            240,000            240,000            180,000            180,000            180,000            180,000            120,000            120,000           

Utilities 1% 78,371                    62,199              60,333              59,730              61,522              63,982              62,063              52,133              45,877              31,655              18,043              6,315                

Insurance 1% 63,000                    50,000              48,500              48,015              49,455              51,434              49,891              41,908              36,879              25,447              14,505              5,077                

Janitorial 0% 32,760                    26,000              25,220              24,968              25,717              26,746              25,943              21,792              19,177              13,232              7,542                 2,640                

Depreciation 12% 1,057,547              839,323            814,143            806,002            830,182            863,389            837,487            703,489            619,071            427,159            243,480            85,218             

Total Operating Expense 7,116,573              6,458,739        5,761,095        5,418,171        5,373,333        5,410,713        5,018,256        4,263,735        3,744,687        2,628,384        1,517,829        618,490           

Operating Income 1,696,316              535,618            1,023,431        1,298,510        1,544,848        1,784,196        1,960,805        1,598,676        1,414,235        931,272            511,175            91,661             

Interest Expense 250,000                 180,000            165,000            90,000              100,000            120,000            110,000            90,000              100,000            100,000            91,000              55,000             

Earnings Before Taxes (EBT) 1,446,316              355,618            858,431            1,208,510        1,444,848        1,664,196        1,850,805        1,508,676        1,314,235        831,272            420,175            36,661             

Stakeholder Distributions 2,500,000              2,500,000        2,500,000        2,000,000        2,000,000        1,750,000        1,500,000        1,250,000        1,250,000        1,000,000        1,000,000        500,000           

Cash Flows 3,863                      (1,305,059)       (827,426)          14,512              275,030            777,585            1,188,292        962,166            683,306            258,431            (336,344)          (378,121)         

Long-Term Debt 2,500,000              2,000,000        1,500,000        1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        1,000,000        700,000            500,000           


