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What is a business worth? 

Most owners generally have a feel for what their business is worth. If not, they have lots of 

“valuation experts” (CPA, bank managers, attorney, doctors, businessmen, neighbors, and 

friends) who are keen to let them know what they think. Some have a good idea of the likely 

valuation range whilst others have no idea and suggest unrealistic valuation levels that will never 

be achieved. 

Valuations are affected by many factors including: 

• The uniqueness of the businesses.  

• The type of buyers that is acquiring it (strategic versus financial etc.)  

• The macro factors that affect each sector differently.  

• The company’s trends and financial attributes. 

• The business’s ability to earn profits in the future 

There are also over 30 listed valuation approaches that professionals use. These include: Asset 

Valuations, Market Comparisons, Discounted Cash Flow, and multipliers of EBITDA or SDE. 

On top of this you then must factor in the deal structure, any working capital requirements, debt 

on the balance sheet and the final payment terms etc. 

Valuation truism-Deals only happen when a buyer feels they have paid too much, and a seller 

feels they have accepted too little! Whilst this is not always true it reflects the key differences 

you can experience when a buyer and seller independently come up with a valuation for the same 

business. Both have different views of the risks, strengths, weaknesses, opportunities, and threats 

of the business and this invariably affects the value they place on it.  

How much is my business worth is usually one of the first questions a business owner asks when 

I meet them. They seem surprised when there is not an easy quick answer. This surprise is 

probably driven by their intricate knowledge of their business and a belief that every buyer will 

recognize its’ attributes which should be obvious! It is also one of the hardest questions to 

answer. Why is that? Surely the established valuation multiples can give you an idea of what 

someone will pay. Isn’t it a simple (insert 4x, 6x, 8x….) multiple of revenue or profit? If only 

life was that simple! 

Let us start by saying that all businesses are substantially different in a multitude of ways.  You 

cannot treat a business as a standard cookie cutter product. Each one differs from their 

competitors in terms of reputation, brand values, financial performance, personnel, products, and 

processes. Some have consistent revenue and bottom-line growth, some are capital intensive, 

some are burdened with debt. If you then overlay the sector characteristics and prospects, then 

this complicates the picture even further. 
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Whilst “rule of thumb multiples” are useful the only truism is that there are actually “no rules of 

thumb”. Would you pay the same multiple for the following companies that have similar revenue 

and cashflow? 

• Similar companies where one is growing rapidly and the other is stagnant? 

• Two companies where one has customer concentration issues, and the other does not? 

• Capital intensive companies where one has recently invested in Capex whilst the other 

has aging capital equipment? 

Beware of the so-called experts that rapidly promise you high multiples without spending time to 

get to know your business. They may get you to commit to working with them, but it will lead to 

months of escalating frustration. At the end of the day, you will only get what a buyer is prepared 

to pay and what you are prepared to accept. Also be careful relying on accountants or attorneys 

that tell you what your business is worth. Some do not have experience selling businesses, others 

seldom carry out valuations and there may even be the odd one that has a vested interest.  

You want advisors that are experienced and look for ways to come up with solutions to problems 

rather than simply highlight the issues. Whilst buyers and sellers generally view businesses 

differently there are several established processes for arriving at a valuation range. The main 

approaches include: 

1. Comparative analysis. This is an approach which starts by defining the industry and 

then is followed by looking at financial ratios for like companies in that industry (such as 

price to earnings multiples of closed transactions). To be of real value you need to have a 

range of suitable data points to compare it against, and you must be objective and realistic 

about which ones you use. 

2. Net Asset Value Method. This is one of the least used approaches and is only applicable 

to businesses that are rich in assets. From the value of total net assets, the appraiser will 

subtract outstanding liabilities to arrive at the net asset value of the company. Its’ biggest 

weakness is it can overestimate or underestimate the value of the company. 

3. Discounted cash flow method. This looks at an acquisition as a purely financial 

investment. The buyer will estimate future cash flows and discount these into present 

values. It is highly dependent on the variety of estimates used to arrive at cash flows and 

discount factors and the term it covers. 

Although these approaches are useful there is no “correct” method of valuation. Using these 

approaches can give you a value range which may be useful, and this is the reason some sellers 

pay to have an independent valuation assessment carried out before they move into the sales 

process. Even armed with that it will come down to what the buyer is prepared to pay, what the 

terms of the offer are and whether these are acceptable to the seller. Highlighting the true value 

and potential of that business to generate profits in the future to each buyer target is one of the 

key things we can do with you to help the outcome of the process.  Call (310) 546 1016 or email 

Rmacdonald@agstrategicadvisor.com  to find out more and see how we can help you. 
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