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eryWhere you turn — including onsolidation has long been a phenomenon that

has touched many industries across many markets

management |nd UStry - throughout the globe (there’s nothing new in that

nsolidation are evident. respect!). Here’s how consolidation usually happens: new
industries are born, they start out very fragmented with

tyOU nEEd to knOW as the lots of small players, they grow and get noticed, larger

e continues to Change_ corporations begin to enter (mostly by acquisition), anc
in the end you have an entirely different landscape large
dominated by big business. There’s usually always roc
left for smaller and mid-sized companies, but that sg
gets narrowed considerably. Bottom line: the indust
industry, including the pest management indust:
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Great for Encapsulation Projects - Closes and
Insulates Vents.

3/4” Insulation is Mold/Mildew and
Pest Resistant

Save Time - Ready to Install, Eliminates use
of Foam Board and Plywood.

Fits Standard 8”x16” Vent Opening

Custom sizes Available

(918) 245-0770 www.divplastics.com
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very different than what it did pre-consolidation.

The consolidation we've seen recently in many (if not most)
industries, however, feels different. It’s being fueled by so many
different drivers that as a result, it'’s happening faster and across
seemingly more industries simultaneously. There is a combination
of opportunism, calculated strategy, fear and necessity littering the
actions of small, medium and large companies. What this has led
to is a roller coaster ride of activity that, while fun to watch, is not
for the faint of heart. The good or bad news, depending on your
perspective, is that there’s no immediate end in sight.

‘ We are seeing an increase in owners of privately

held businesses who want to sell. And as we're
seeing more business owners in their 60s and 70s than
everbefore, the numberofsellersisonly going toincrease.

Industry consolidation movements are synonymous with sig-
nificant merger and acquisition activity. After all, one definition
of consolidation is a process of combining a number of things into
a single, more effective whole. Why does consolidation happen
within an industry? Fundamentally it’s driven by ambition and
competition. The ambition is because there’s always someone out
there who is determined to be bigger, better and more valuable.
And competitively speaking, that ambition provides customers
the opportunity to exercise more discretion in selecting providers
or products, thus putting the onus on vendors to compete more
voraciously. Ambition is also what ultimately drives companies to
pursue acquisitions of other companies.

It's hard to get significantly larger and really stretch the value of
your business by solely relying on organic growth. You have to ac-
quire. And to realize the lofty goals that those ambitious companies
have created for themselves, they have to acquire on a grand scale.
You get several companies doing this simultaneously and eventu-
ally consolidation will occur.

BIG CHANGES. What's going on now feels different and I think it
is different. A major reason is that arguably we have never seen a
movement where the motivation on the buying side (as explained
previously) is being equally matched with the motivation on the
selling side. We are seeing an increase in owners of privately held
businesses who want to sell. And as were seeing more business
owners in their 60s and 70s than ever before, the number of sellers
is only going to increase.

While family succession remains a viable transition alternative
for some business owners, many owners don’t have that alternative
available. Either the next generation is not in the business, doesn’t
have an interest in owning the business or lacks the capability to
do so. And even when this is an option, given the valuations that
are often being offered by big consolidators, succession within the
family is (at least financially) not a competitively appealing alter-
native.

Family succession also doesn’t ward off potential competitive
threats that industry consolidation, particularly in its advanced
stages, poses to small and mid-size businesses. The hypothesis is
that a smaller pool of businesses will actually transfer to the next
generation in the future. All said, these forces, among others, are
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expected to collide
into a storm of activity
the likes of which his-
torically has not been
rivaled.

IT'S TIME. In the
early to middle stages
of an industry’s con-
solidation, there are lots of winners. Buy-
ers are hungry to grow and expand, fill
out their geographic landscape and add
market share. Adding to that, in an en-
vironment like we see today, with cash
rich balance sheets, easy access to cash
and strong competition, valuations are
high, which serves to benefit sellers. Lots
of wealth is created in this period of con-
solidation.

As a consolidation movement matures,
however, we generally see a significant
tilt in power and influence. Larger com-
panies do grow and expand, they do fill
out their geographic landscape and their

Tullius

market share does dramatically increase.
The necessity, and essentially the value
gain that comes with acquisitions, less-
ens. Companies still acquire, but those
that have led the consolidation move-
ment become more selective and utilize
greater discretion in what they buy and
how much they pay. Valuations come
down.

Additionally, competitive dynamics
change. It becomes more challenging for
smaller businesses to compete and grow.
Forces such as nationalization, technol-
ogy development and advancement, and
the sophistication of human resources
pose stiff barriers to competitive victo-
ries for small business. Small and inde-
pendent businesses of all sizes will still
account for a meaningful segment of an
industry, they just face more and greater
challenges.

There are no new revelations here;
these observations have been forecast by
many for a long time. (We've known for

a long time when Baby Boomers would
hit their 60s and 70s!) So really, nobody
should be all that surprised by what is
likely to happen. And as such, business
owners should take action. Most of all,
be aware and don’t be afraid to at least
consider participating in what’s going on.
If you don't actually do something, you
don’t know the potential consequences
(good or bad).

Be aware and don't be afraid to partici-
pate. Despite uncertainty and fear that
can come with consolidation, there’s al-
ways a winning hand to be played. But
you can't be afraid to play! PCT

Lance R. Tullius has more than 20 years of fi-
nancial advisory and merger and acquisition ex-
perience. He is the founder and president of LR
Tullius, a firm that specializes in providing merger
and acquisition and financial/strategic advisory
services to companies operating in select indus-
tries, including the pest control industry. Learn
more at www.lrtullius.com.
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Where would you like to start your own business?

The power of the Orkin brand name

in a protected territory.

Award-winning advertising - #1 brand

Dominant internet presence

Free initial training for your staff

Access to sales, marketing and administrative matenal

One Spray in the Fall Lasts all Winter!
Longest Lasting Professional Deer Repellent

Will not clog sprayer » 35 years of proven results

DeerProRepeIIent.com
Call to order now: 877.486.3337
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Customer seed accounts already in place

Technical suppaort

Purchasing power through Orkin Supply Services

In-house equity financing available through Rollins Acceptance Co

[ you have at least three years management experience in the pest control
industry and a minimum of $75,000* to invest in one of the strongest
companies in the industry, join the world leader in pest management.

New markets now available!
Ask about converting your pest control business to an Orkin Franchise.

Orkin, Inc. « 2170 Piedmont Rd. NE «  Atlanta, GA 30324
Kevin Cronin (Domestic) Tom Luczynski {International)
keronin@rollins.com tleczyns@rollins.com
rrome: 404 838, 2875 rrome: 404, B33 T3E0
rax: 404,888 2717 rax: 04 BBE 2728




