o 2021-2022
xpxc”AR“’”E CASE STUDY

i f

Meet Hi-Tech Industries

HiTech Service has engaged an Advisory Team, of which you are a part, to help the
owners prepare the business for sales. The following is the information that has been
gathered so far regarding HiTech.

To: Advisory Team
From: Fred Coyne, Partner, HiTech Service Co.
RE: Planning for the Future

Thank you again for your time this morning. | am glad that our mutual friend put us
together!

Based on our conversation, | think we are prepared to move forward and start to plan the
next phase in our business and prepare us for a transaction in a couple of years. We are
glad to have you on the team!

As promised, below is some background information that will give you a bit more color so
that you can understand our situation and objectives.

Business Overview:

HiTech Service Co (“HiTech”) provides specialized business technology solutions for the
high-tech industry. Essentially, we rebuild and supplement medium sized data rooms for
our clients with a mix of server equipment helping them utilize the most cost effective
solution customized for their needs.

While we don’t install the equipment, we are the ‘go-to’ source for either new, but
recently discontinued products (2-5 years old) that are no longer supported by the
authorized channel or gently used equipment. There is still a huge need in the
marketplace because of the large installed base of similar products, but these products
are not generally available through traditional channels. Think about a large corporate
client that has multiple data rooms around the globe that wants to expand their capacity.
They can either rip out all the existing infrastructure, spending millions to upgrade to the
newest technology or they can buy recently discontinued products from us for pennies on
the dollar to simply add the required new capacity while still utilizing their existing
technology platform.

We have offices in both the US (headquarters and most of the operations) and UK
(warehouse and distribution only servicing the rest of the world), and source products
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from all over the world (sell and source in 26 countries). We are well known in the
industry, but we certainly have a bunch of competition. People choose us because of our
lower prices (because we mix in some gently used equipment), our availability of hard to
find products (because of our global sourcing) and our ability to deliver on time.

The business was formed nearly 20 years ago by three of us - all of whom are best friends
from college - when we worked together for another company for about 10 years. We
ended up buying the business from the retiring owner about 10 years ago at an ‘insider’
price after we made him a ton of money for years. Now we work for ourselves and are
having a blast.

A few years ago, we added two new partners. So now we own the business as follows:
e Fred Coyne - 25%

e John Coyne- 25% (my younger brother)

e Bill Cashin - 25%

e Francis Moulah - 15% (promoted from sales)

e Art Dougherty - 10% (whom we promoted from the warehouse)

We run the business as a true partnership. We all sit in the bull-pen with the rest of the
team, we collaborate on every decision and all have an open policy. This way we can
collaborate on every sales or purchasing decision and make them quickly. There are no
secrets here. We each are committed to staying with the business - with the right
partner - as we think we all have about 10 good years left before we all want to retire
(we are all in our early to mid-50s). There are no kids in the business as most are still in
college or younger and none of them have shown any real interest in the business - at
least not yet.

You wanted to have some overview financials, so | have attached a couple of high-level
reports.

As you know, we recently ran a process trying to sell the business. Unfortunately, we
were less than successful. We hired a good investment bank, referred to us by both our
auditors and legal counsel. After an extensive search (our investment bank approached
30+ strategic buyers and 100+ private equity funds) we received several offers - all from
private equity investors. We heard that the M&A market was very strong, but either it
didn’t apply to our Company or we caught the wave after it already got to shore. While
the valuations we saw were ‘fair’, none of them were really attractive. We ended up
passing on all of them.

The strategic buyers were worried about our concentration in one brand name (about 70%
of our business is based on Hewlett Packard technology) and our flat management
structure. Our concentration is really just the result of a great relationship with HP and it
was the easiest way to grow. We have tried to diversify, but it has not been a core focus
for any of us. We know HP like the back of our hands, so it has been pretty easy.

Also, we went down the road with one strategic buyer, and while they loved our global
sourcing, we procure much of our products from their competitors, and sell to them too,
so there was a fear that we would lose both revenue and our core source of products if we
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were acquired as the competitors would not sell / buy from the ‘other big guy’ in the
industry.

As for the private equity investors, either they didn’t share our vision or they were
undervaluing our potential. We have been growing fairly consistently at 10-15% per year
for more than 10 years. Yes, we had an abnormally good year in 2018 because of a new
high-profile client (who is now about 20% of our revenue), so last year’s growth looks like
it was flat, but if you look at the long run, we have a really steady business. We have no
debt, a strong balance sheet and plenty of room for growth. There was too much focus on
TTM EBITDA rather than long term performance and our brand name. Furthermore, some
of the investors were convinced that the technology was changing quickly and that sales of
these old servers (specifically HP) will be phased out. We know the industry well - it has
been in a constant state of change for 30 years, and we profit because of it. How do we
prove that the market will continue to be there for these products that the HiTech will
continue to grow as it has for 30 years?

One lingering challenge that you should be aware of: Bill is thinking about retiring
shortly. His performance has certainly been lacking over the past few years, but he
has been with us since the beginning so perhaps we have been a bit too lenient. The
other owners were hoping to use the transaction to transition Bill out of the
business. Today, because the deal did not close, we would like to buy him out. The
market gave us a valuation data point, and we were hoping to buy him out at a
discount to that price for his minority stake. However, his valuation for his stake of
the business is much higher than the amount that we just turned down from the
market. We want to be fair to him, but we need to bridge the gap somehow. We are
not sure what to do or where to get the cash to buy him out.

So, given this background, we are committed to focusing back on our business, learning from
this experience, and fix our business to make it salable in a few years. We heard from the
buyers about a couple of priorities:

e Streamline our management structure to be a bit more professional - We tend to work
in our business and not on our business. We have not talked about it as a team, but |
am willing to step up and take the lead. This is more because everyone here is focused
on the day-to-day operations of buying and selling products but | would welcome the
change.

e Improve our front end operations to be more scalable - We still do a lot of our costing
and bidding with spreadsheets and manual processes that | think can be automated.
The one limitation to our growth is that there are simply not enough hours in the day
to process the orders. One of the interested investors thought that we might be able
to use technology to simplify our processes, but we have no experience in this area.
We recently put in a new accounting and ERP system which was hard enough, so |
think we feel that what we have works well enough.

o Make our back office more scalable - We do just about everything out of this one
office, but we should explore expanding into the West Coast, more distribution in
the EU and expand into Latin America. We don’t need a ton of CapEx, but rather
more people, particularly skilled technicians.

e Addin more sales and sourcing professionals to diversify our brand concentration. We
especially need international sales people and those that specialize in Dell, IBM and
other high tech names. Having done this for 20 years, we know everyone in the
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industry so it should not be all that hard. We already hired a new guy a few months
ago, and hope that he starts to produce pretty soon.

e We have several companies that we compete against that are much smaller than us,
but often win deals in their particular niches. We know of a couple that would sell to
us at the right price. We have never done an acquisition and are unsure of the risks
and the rewards. We have faith in the industry and would be willing to make an
acquisition to grow, but would that pay off in the end?

| think we have enough capital and cash flow to get through all of these investments as we
have plenty of cash on our books, but want to make sure we have enough money to
purchase inventory, which is the lifeblood of our company. How can we look at how much
we might need? How much can we borrow? Should we think about approaching the debt
and minority equity markets? What do you think it will cost? What will we need to give up
to get the right investor?

The real question is: How do we get started? What should be our priorities?

We look forward to getting together with you and your team on helping us prepare for a
successful exit in a few years.

Thanks for your time and your advice.
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HiTech

[USS Thowsands) 2017 2018 2019 2020 2021 2022 2023 2024
Actua! Actual Actual Actwal  Projection  Projection  Projection  Projection
Met Sales 526,751 529560 528318 531,632 534,795 538274 542102 546312
Growth 16.4% 10.5% -4.2% 11.7% 10.0% 10.0% 10.0% 10.0%
Cost of Sales 20,089 212,437 19,640 22,734 25,226 17,749 30,524 33576
Gross Profit 6,662 7123 B.6T8 8,898 9,569 10,525 11,578 12,736
Gross Margin 24.9% 24.1% 30.6% 28.1% 27.5% 27.5% 275% 275%
Salary 1,637 1,808 1,732 1,935 2,129 2,342 2,576 2,833
Guaranteed Payments 850 as50 as50 B850 B850 850 850 850
Trawvel 155 162 1711 172 181 190 199 209
Rent & Related 402 347 360 365 333 402 423 A44
Insurance 205 142 118 119 125 131 138 145
Other 410 524 528 538 565 ErE] 622 654
Operating Expenses 3,657 3,834 3,759 3,979 4,232 4,508 4,808 5,135
Income From Operations 3,004 3,239 4,919 4,919 5,336 6,018 6,770 7,601
Operating Margin 11.2% 11.1% 17.4% 15.5% 15.3% 15.7% 16.1% 16.4%
Interest Income a 4] 4] 4] 4] i) i) a
Interest Expense (32) (22} 1) 0 0 1] 1] a
Other Income (Expense) (32) (22) 1) 4] 4] o o 0
Met Income £2,972 $3,267 54,918 54,919 55,336 56,018 56,770 57,601
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HiTech
(USS Thousands) 2017 2018 2019 2020 2021 2022 2023 2024
Actual Actual Actual Actual Projection  Projection  Profection  Projection
Assets
Cash $1,464 $1,372 $2,413 $2,783 $7,051 $11,744 $16,847 522,394
Accounts Receivable (net) 2,660 2,935 2,032 2,236 2,413 2,603 2,809 3,031
Inventories, net 2,198 2,823 2,567 2,916 3,226 3,481 3,756 4,053
Prepaid Expenses 166 105 133 139 152 163 175 187
Current Assets 6,488 7,234 7,145 8,074 12,842 17,992 23,587 29,666
Computers & Equipment 282 282 282 282 282 282 282 282
Furniture & Fixtures 174 174 174 174 174 174 174 174
Leasehold Improvements 183 183 183 183 183 183 183 183
Total PP&E 639 639 639 639 639 639 639 639
Less: Accumulated Depreciation (610) (631) (639) (639) (639) (639) (639) (639)
Property, Plant & Equipment 30 8 - - - - - -
Total Assets 6,518 7,242 7,145 8,074 12,842 17,992 23,587 29,666
Liabilities and Equity
Accounts Payable $1,261 $1,210 $674 S766 $852 $919 $992 $1,070
Accrued Expenses 181 221 226 236 259 277 297 318
Current Portion of LT Debt 333 363 - - - - - -
Current Liabilities 1,775 1,794 900 1,002 1,110 1,196 1,288 1,388
Term Note 363 163 - - - - - -
Long Term Liabilities 363 163 - - - - - -
Total Member Equity 4,380 5,285 6,245 7,072 11,731 16,796 22,299 28,278
Total Liabilities and Equity $6,518 $7,242 $7,145 $8,074 $12,842 $17,992 $23,587 $29,666
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Additional Information Received After Initial Meetings

Fred Coyne

Age 56

Wife: Marjorie (53)

Married for 30 years, first marriage for both.
Two Children:

e River (boy) age 19 in college at state school majoring in Data Analytics with
minor in Accounting

e Willow (girl) age 18 plans to enroll at state school majoring in engineering
(type tbd)

Fred makes a salary of $150,000 per year and took a distribution of $1 million in 2020.
He maximizes his 401(k) contribution. He and Marjorie spend much less than they
make and are concerned about having two children in college at the same time. Fred
loves his job and spends a lot of time working. When he isn’t at work, he likes to
spend time with his family. He, Marjorie, and the children enjoy travelling and the
outdoors.

Marjorie no longer works outside the home but was trained as an attorney and still
maintains her licenses. Fred says, “she’s the smarter one”.

The family is charitable and is particularly interested in causes that support children’s
education and animal welfare.

The family has discussed buying a second home in Montana where they can hike, ski,
and fish. But they can’t bring themselves to incur the expenses.

Both sets of grandparents are healthy but aging.
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John Coyne

Age: 53

Divorced (3 times)
Children:

e John Jr, 25 (first wife)
e Marybeth, 23 (second wife)
e Scooter, 20 (second wife)

John Jr is out on his own living on the west coast. Although he is not really estranged
from his father, they don’t have much in common and speak only a few times per
year. John described him as an “artist”.

Marybeth just graduated from college with a degree in dance. She intends to teach
school. John feels like he will have to support her.

Scooter is currently living at home. John says he is “trying to figure out his life” and
makes some statements that imply there might be a substance abuse issue.

John’s compensation and Fred’s are the same.
John and Fred get along great. They are best friends, even if they aren’t much alike.

John loves living the good life and spends nearly everything he has made. His three
divorces resulted in him losing liquidity each time, in order to preserve the company.
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Bill Cashin
Age: 56
Divorced 4 years ago

2 kids Sarah and Tom
e Sarah 23 has graduated and is working as tech analyst in cyber security
e Has earmarked 75k for eventual
e Wedding For Sarah.
e Tom 15 is autistic and sophomore at the Aspire school. Tom is working towards
a trade and may need some assistance when he’s an adult

Bill has been spending time giving extra care to Tom. As well as serving on board of
the school.

Engaged to be married to Jane.

Has 5 years of alimony left at 8k month

Invested $500K in fintech company going through capital raise at valuation of
S30M. There is stiff competition and his current 3mm position and fears could be
wiped out or a significant component of retirement. Not sure how to consider this.

Wants $400K pretax to support retirement.

$2M in life insurance

$1Min term to 65 and 1mm in whole life.

Has not updated estate plan since kids were younger and he was married.

Enjoys fishing and traveling to the beach. Has a family history of heart disease and
wants to enjoy this stage of life. Has been less focused on work and ready to step
away.
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Fred Coyne Balance Sheet

John Coyne Balance Sheet

ASSETS ASSETS
Cash 5 500,000 Cash 5 20,000
Marketable Securities S 5,000,000 Marketable Securities S -
Retirement Accounts: Retirement Accounts:
401 (k) 5 600,000 401(k) s 150,000
Rollover IRA S 800,000 Rollover IRA S -
Life Insurance: Cash Value 5 100,000 Life Insurance: Cash Value 5 100,000
Investment in HiTech Service 5 1,095,000 Investment in HiTech Service 5 1,095,000
Real Estate: Real Estate:
33.34% Commercial Building 5 1,000,000 33.34% Commercial Building s 1,000,000
Personal Residence S 700,000 Personal Residence S 900,000
Personal Property S 50,000 Personal Property s 50,000
Total Assets 5 9,845,000 Total Assets 5 3,315,000
LIABILITIES LIABILITIES
Moartgage on Personal Residence s 100,000 Mortgage on Personal Residence 5 720,000
Car Leases S 90,000
Total Liabilities s 100,000 Boat Loan 5 50,000
Total Liabilities 5 860,000
NET WORTH 5 9,745,000
NET WORTH 5 2,455,000

10



xpx CHARLOTTE

EXIT PLANNING EXCHANGE

Bill Cashin Balance Sheet

2021-2022
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ASSETS

Cash 5 350,000
Marketable Securities s 1,500,000
Retirement Accounts:

401(k) 5 600,000
Rollover IRA s 2,000,000
Life Insurance: Cash Value 5 150,000
Investment in HiTech Service 5 1,095,000
Investment in IT Software 5 2,000,000 |5ClClKirw51lnent based on last capital raise value of 3MM, discounted on NW)
Real Estate:

33.34% Commercial Building 5 1,000,000
Personal Residence 5 600,000
Personal Property 5 100,000
Total Assets $ 9,395,000
LIABILITIES

Maortgage an Personal Residence 5 350,000
Total Liabilities S 350,000
NETWOATH S5 9,045,000

Note: Special thanks to the XPX Long Island Chapter for providing the foundation for

this case study.
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