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Orville Lefko's
business is

putting valucs
on businesses.

By Tim Richard
stall writor

A ninth straight year of non-inflationary econom-
ic growth is In store for Amerlcans, according to
three University of Michlgan forceasters with prov-
en crysial balls,

Michigan's share will be spurred by two more
years of growth [n buslness and professional ser-
vices — data p Ing, legal, engin
ing and architectural scrvices rather than low-pald
“Mclobs.”

“A number of factors” account for the apparent
breaking of the old threc-year boom/bust cycle,
said Saul D. Hymans, director of the Rescarch Sem-
inar In Quantitive Ecenomics, at a two-day meeting
in the U-M Business School last week.

First, no internatlonal shocks like the OPEC oll
cartel's 1973 price explosions have occurred since
1983, Hymans told a news conference.

Second, the Federal Reserve Board hasn't made
any mistakes in tightenlng the money supply as it
dld In the 1920s and after World War IL {Other
speakers gave Fed Chalrman Alan Greenspan spec-
tacular grades for fine-tuning the economy after
the October 1987 stock market tumble.

Thled, “the private cconomy can miscalculate ~
too much production, lnventory pileup. That's
something we're less vulnerable to now.

“There is better inventory control. The auto in-
dustry hasn’t quite learned it yet, but the rest of the
economy has."”

Economists have blamed several recesslons of
the past generation on the “buy now" psychology.
Overbuying fueled more price Increases, overstock-
ing of Inventorles and the inevitable “bust.”

SEVERAL FORECASTERS said that psychology
seems to have been broken.

“Complaints about high prices are at their lowest
point since the early 1960s,” sald Richard T. Curtln,
director of U-M's survey of consumers at the Sur-
vey Research Center. “The 1970s rationale — 'buy
now because prlees will go up in the future' — nev-
er came back.”

He sald the Index of consumer confidence since
1983 has remained steadily near the 93.9 average
d to below 70 In the last recesslon year.

Financial statements often
don’t indicate actual value

By Doug Funke
staff writer

When It comes to putting a value
on a business, balance sheets and in-
come statements don't tell the whole
story, says Orville Lefko of Troy.

And §f truth be told, “Most busi-
ness owners don't have a good Idea
of what thetr business is worth.”

Lefko, a certlfled financlal ana-
lyst, a certified public accauntant
and a licensed real estate broker, is
founder and director of the Lefko
Group, which speclallzes in business
valuations of privately owned com-
panics.

“Book value as shown on flnancial
statements Is virlually never the val
ue of the buslness,” he said,

"1t tells what Is the cxcess of as-
sets valued at historleal costs over
llabliitles of a company. It doesn’t
give a clue to what real earning
power is."

So Lefko takes a long, hard look at
cash flow. Then he conslders intangl-
bles ke risk, growth potential and
expected flnancial return te arrive
at a multiplter applled to cash flow
to determine the value of a business.

LEFKO VALUES businesses for
setllements In divorce m:ocecdlng,s,

may later hire him for another duc
to his expertise, Lefko safd.

“I don't care if he's the plaintiff or
a delendant,” Lefko sald. “They
know they will get an answer that
stands vp In court. Qnee we come up
with an opinion, we're strong for our
opinjon.”

Letko’s valuation of a business sit-
uation was accepted by the court In
all of the half-dozen cases In which
he's been Involved with Dennls
Dettmer, a Detroit lawyer, Dettmer
sald,

“HE'S ESTABLISHED a reputa-
tlon; he's credlble, honest, straight-
forward and he's an  expert”
Dettmer said. “He and I have had
some dlsputes about valvations, but
he explalned why and I've accepted
his explanations.

“He's a good person and it's con-
veyed,” Dettmer said.

Lefko enjays a solid reputatlon in
the tegal communlty, sald Leslic Ku-
tinsky, a Madison Heights lawyer.

“I fInd him very thorough, honest
and professional,” Kutlnsky said.
“Hls oplnlon Is respecied.”

LEFKO, 67, went Into the evalua-
tion business for himself In 1968 af-
ter worklng as a sales forecaster for
General Electric and an auditor as-
socjated with Coopers & Lybrand,

He also served as general mana-
ger of Americoffec Corp., an office
coffee supplier, while getting his feet
wet In the evaluation business.

“F liked the first (valuation) job I
dld for NBD, a little too) and die
shap for an estate,” Lefko sald.

Here’s how experts
come up with value

By Doug Funka
staff wrltor

p! stock p plans,
buying and selllng of buslness Inter-
csts, and estate planning.

He also deals with lost profits and
lost value sltuatlons,

Those could arlse from lease prob-
lems, negllgence and competition —
“anytime someone Is deprived of a
busincss opportunity they should
have had,” Lefko gald.

His wark In some specific cases
resulted In:

e A flnancial scttlement for a
woman who supported her husband
through medlcal school, then was
asked for 2 divoree,

@ A sctllement for a neighbor-
hood drugstore condemned to make
way {or the GM Poletown plant. The
owners received compensation for
potentially lost buslness due to loca-
tion as well as brick and mortar,

® A flnancial settleraent for flsh
distributors for lost profits after the
closing of Lake Erlo to commerelal
{lshing due to contamination.

“WE'RE INDEPENDENT and
that's very Important,” Lefko sald.
“We're not hired . We're not ad-
vocates for elther side. We're advo-
cates for the right answer, that belng
the most reasonable answer.”

Most of his business is referrals
from lawyers, Lefko sald. An attor-

I'3 is an art, not
a sclence.

That's the verdlet from Richard
Wendin, president of Sigurd R. Wen-
din & Assoclates of Blrmingham;
Gary Leeman, a certlfled public ac-
count with the firm of BDO Seidman;
and Orville Lefko, managing direc-
tor of the Lefko Group of Troy.

“Ultimately, It's informed, experi-
enced judgment. There’s no formu-
1a,” Wendin sald.

His flrem specializes In valuating
sccuritles rather than physical as-
sets of privately owned companles,
the 50-year-old Wendin sald.

“It's important to remember you
don't value a company In a vacuum,”
he said. “We gather financlal state-
ments usually for the last flve years,
interview management, visit the
ﬂlnnl facllity, review industry condi-

o

ns.

“We ry to dentlfy publicly traded
companles In the same industry or
1Ine of work, look for price/earnlngs
ratlo that the publlc market accords,
then you try to {It your company Into
that price/eamings range," Wendin
sald,

“THERE 1S Is no one absolute
number that Is right,”” he sald. “We
tell cllents two competent ap-
praisers looking at the samo facts
can be 15-20 pereent different.”

Leeman, 44, i3 a natlonal director

for litigatlon support services and a
local coordinator for business valua-
tlon services at Seldman.

“It really Is an art form,” he sald
of the valuation process,

“What you're trylng lo come up
with 13 a realistlc lgure for a willing
buyer and a wllling seller, neither
belng forced to buy and sell, and
bath having knowledge of the facts
at hand," he sald.

Leeman doesn't view himsclf as a
hired gun cven though he works for
specilic cllents, he said.

“WE ALWAYS look at it from a
reasonable standpoint,” he said.
“Sometimes, 1 cven ask mysell,
‘Would I be willlng to pay this
price?” If not, maybe | haven't come
up with the right number.” .

Leeman sald he doesn’t cook flg-
ures to make clients happy and that
some of hls valualions have been
met with surprise.,

*1 will not change a final conclu-
slon based on judgment unless addl-
tlonal facts are presenied,” he sald.

Lefko finds that most owners un-
dervalue thelr companies, he sald.

Things llke good will ~ the repu-
tatlen of a business — how Import-
ant apecl{ic people are to operations,
and potential for growth all impact
value even though thoy might not be
readily apparcent or easlly measured,
hesald, '

“You have to use economics and
good common sense,” Lefko sald,
“It's an art. It's not a sclence.”

“They see economle growth as slowlng, but they
don’t sec bad times,” Curtin sald.
Hymans forecast “upbeal” natlenal economic

Giood economy seen

growth rates of 2,7 and 3 percent for 1990 and 91,
He saw auto sales dipplng a bit 0 9.7 and 9.9 mil-
lion, a mld-1990 growth in exports as the value of
the dollar weakens and more than 1.5 million hous-
ing starts a year,

MICHIGAN wlll sce a decline of 0.8 percent in
the number of manufaciuring jobs in the next two
years, but it will be offset by growth rates of 2
percent and 2.9 percent in those two years, said
Hymans' two assoclates.

The state unemployment wilt drop from the cur-
rent 8 percent to 7.8 percent the next two years,
said researchers Joan P. Crary and George P, Ful.
ton.

“Over the past four years, the service Industry
has accounted for approximately one out of every
1wo jobs created in the state. And by 1991, accord-
ing to our current forecast, it will have more jobs
than the entire manufacturing sector,” Crary sald,
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Auto sales
could stay
fairly high

At first blush, It looks as If the auto market will
weaken in the next two ycars, It's better than It
looks, said Saul Hymans, director of the University
of Mi 's Seminar in Qi Eco-

nomics,

A lot of the pent-up demand from the recesslon of
the early 1980s was satisfied in the early years of the
recovery, when sales consistenily topped 10 million
cars a year, he said. Hymans predicted 9.7 million
units in 1990 and 9.9 million in ‘81 — not records, but
stil) healthy numbers. »
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@100 Sale

For the 3rd year in a row
Suburban Motors will offer
extended salle hours and
spedial pricing
to all post Tganlsgjving

car buyers.

Hours will be Friday 97
and Saturday 10°S.
Over 100 cars and trucks
must be sold.

Every customer will receive
a 20" Zenith Color TV
at no extra charge
with purchase.

Suburban has it all
at the Troy Motor Mall
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. Oldsmobile Volvo 643-0070
Nissan-Volkswagen 649-2300
Toyota 643-8500
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