

Lesson Learned # 14 – Having signed proper monitoring contracts can be very important!

Recently I received one of the biggest surprises I have had while in the alarm industry. I was working on a good size deal to help an owner sell his account base. My approach has almost always been to create a “Selling Package” on the assets/accounts being sold and then put this package out to as many buyers as possible. The idea is to create a mini-auction. (Part of the value that I try to bring to every deal is summarizing what is being sold in an attractive and accurate fashion and then using the package to unearth as many good buyers as possible.)

Imagine my shock when I was told late in the game on this deal that a prospective American bidder- and a very good one at that- would not be submitting a bid at all on this deal! They did not like the monitoring contract! I could not believe what I was hearing. This account base was excellent by almost every other possible measure. However this American buyer felt that the limitation of liability clause was not clearly worded enough. Personally, I felt this buyer was letting their lawyers “drive their ship” too much.  Their lawyers did not understand that up here in Canada for some reason we do not pay as much attention to monitoring contracts. Aside from this, the clause that was there although not perfect was not bad.  

The point though is that it is not what I think that counts. It is what the buyer thinks. In this case this Seller missed getting another good offer for his account base because his monitoring contract did not meet the standards of this very good US buyer.  Canadian alarm industry players note to file: US alarm players- buyers, banks etc- are much more demanding about what they want in a contract.

By the way if we had a banking industry up here in Canada that was more responsive to the alarm industry, I feel certain they would demand proper signed contracts. 

So what terms should a good monitoring contract have in it?  Here is what I have been told be US players:
· Limitation of Liability clause- Absolutely critical anywhere
· Indemnification clause- More important in US
· Standard Term & automatic renewal period- critical in Canada
· Subrogation clause- More important in US
· Assignability clause- critical in Canada

If you are looking for a good standard monitoring contract for Canada, go to the Canasa website www.canasa.org. 

Just so all you future Canadian sellers know, with US buyers even if the account base is 90% contracted with a very good contract and a signature on all 90%, many/most American buyers will only pay for the 90% up front. The others will be bought if they are able to get their contracts signed after. I have even heard of some US buyers trying to re-contract an entire account base if they don’t like the contract they are buying - not always a successful step way to go.

In addition, most Canadian buyers will pay more for a fully contracted and signed account base. 

Beyond increasing your selling price when you sell, it is just good business sense to operate with a good contract and having it signed. The risk to your company is not having a contract signed with limitation of liability clause is by itself too great to ignore. If a fire or burglary happens with one of your customers who do you think the insurance company is going to come after? The argument that you have had a customer for years and would not want to ask him to sign one now just does not hold water. Most reasonable people will understand your position and sign a one year contract. 

The same good contract can allow you to increase the price on your monitoring and “assign” the account to a buyer when you go to sell. Finally I have found there seems to be a direct correlation between those companies that have a very high % of signed contracts and those that are well run as well. 

So please don’t get a shock like I did. Put in place a proper monitoring contract and get it signed.
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