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VALUING YOUR BUSINESS 

The sale of any business is a complex undertaking, of which valuation is only one component. Any sale should 
consider both financial and non-financial issues. Whether a business owner is a serial entrepreneur, an angel 
investor with a number of start-ups behind them or a business owner who has built their family business over 30 
years, motivations for selling will differ significantly.  

There is also another reason why owners and managers need to understand how a business is valued. When making 
new investments we must assess the value of both the proposed investment and our business to ensure it is 
accretive.  

Whether we are assessing a small bolt-on acquisition, our own firm or a FTSE 100 multinational the methodology is 
essentially the same. For this reason Broadoak believe in applying best practice methodologies learnt in the City to 
businesses in the South West. 

At Broadoak Consulting we will never underestimate the importance of qualitative and non-financial issues when 
considering the sale of your business. Whether it may be long held relationships with customers, suppliers or staff, 
viewing a business sale purely as a financial transaction may seem mercenary.  

This article will however focus solely on the financial considerations and their implications. We believe that if 
business owners understand how their business is valued, it will enable and empower them to ensure that their 
business continues in the best interests of all stakeholders. 

Valuation considerations and methods 

Key considerations in determining your company’s valuation include: historic and projected financial performance; 
current market data; industry size, trends and sentiment; market position; intangible assets & the strength of its 
management team. 

Although there are a number of methods used for valuing a company, the following methodologies are most 
frequently used by acquirers: 

1. Discounted cash flows 
2. Comparable acquisition analysis  
3. Comparable company analysis  

Discounted cash flow is primarily used by financial buyers and investors, while the latter two methods use a multiple 
of normalised earnings and are typically favoured by strategic or trade buyers. We will focus on the first two 
methods as comparable company analysis is best suited to publicly listed companies. 

  



 
 
Discounted cash flow (“DCF”) 

DCF is based upon the premise that the value of any asset equates to today’s value of anticipated future cash flows 
plus the proceeds that you will ultimately receive when the asset or business is sold. For business owners, dividends 
will ultimately depend on the amount chosen to re-invest in the business and its capital structure (i.e. how much 
interest is paid to lenders). In order to exclude these factors and compare businesses on a like for like basis and 
determine the true value to a business, we use an unlevered free cash flow. 

Forecasting cash flow should include both a detailed analysis of historical financials (3 years is a minimum) to 
understand growth rates, margin development, capex levels, one-off items and working capital development. Costs 
should then be separated into variable (linked to activity levels) and those which are essentially fixed (at least in the 
short term). The resulting impact of revenue growth on profit margins is known as the business’ operating leverage.  

The projection period should reflect a reasonable trade-off between the ability to develop detailed assumptions vs. 
having a sufficiently long period to reach a long-term sustainable level. A sustainable level is dependent on: (1) type 
of industry (less mature industries will have growth rates that tend to be significantly above long-term growth rates 
once maturity has been reached), (2) cyclicality: the length of period should include one full cycle before reaching a 
mid-cycle level at the end of the projection period and (3) ensuring any fundamental changes are captured in the 
terminal value/year. 

Terminal value may be determined using either the multiple method (as per below) or the Perpetual Growth 
method. Not unsurprisingly the latter method assumes that the business continues to generate free cash flow that 
grows at a constant rate into perpetuity. This assumption remains valid even if you intend to only hold the business 
for 10 years as when you come to sell it in 10 years, the business will still be valued in perpetuity, but hopefully with 
higher earnings! Change in the terminal value will also reflect in capital gains or losses in the value of the business or 
asset. 

Future cash flows are then discounted (i.e. they are worth less in today’s dollars) because future funds are less 
certain than cash already held. The further out these receipts are, the less certain they become and therefore the 
less they will be worth in today’s dollars. Forgoing immediate funds also precludes us from investing them today. 
Care should always be taken with any DCF as the resultant valuation is heavily dependent on the discount rate used. 

The discount rate effectively asks us, how much is £100 that we receive in one year worth today? If the £100 is 
guaranteed, risk is nil but we may still want a few dollars extra as we can invest £100 to invest over the next year. If 
the £100 is far less certain we are likely to significantly less than £100 instead.  

The difference is known as the discount rate and is derived by determining the return we could otherwise receive on 
today’s cash flow for an investment of equivalent risk. If we are completely indifferent between receiving £95.20 
today and £100 in a year’s time, the discount rate is said to be 5%. Riskier businesses will therefore be judged at a 
higher rate and even slight inaccuracies in the rate will have an exponential impact on the ultimate valuation.  

Comparable Acquisition (“Compacq”) Analysis  

Comparable acquisition analysis uses a multiple of your business’s or asset’s normalised earnings, which is then 
compared to a number of peers. The most common multiple is Enterprise Value / EBITDA.  

Enterprise value (“EV”) provides an accurate view of the current value of a business, whereas the equity value offers 
a snapshot of both current and potential future value. EV is calculated as market capitalisation plus net debt. It is 
most commonly used because a purchaser will not only acquire the assets but will have to take on the liabilities of a 
business. By recognising the total commitment made, we are able to compare peers irrespective of how that 
business is financed.  



 
 
EBITDA (Earnings before Interest, Tax, Depreciation and Amortisation) is a proxy for unlevered free cash flow, i.e. it 
reflects the operational performance of a business regardless of how much debt or equity that business has. 
Normalised earnings are a company’s reported financials adjusted for any abnormal or non-recurring items. The 
appropriate multiple is then applied determined by reference to similar businesses in the company’s sector, which 
have recently been sold to determine an appropriate multiple.  

It is however very rare that exact comparatives exist and therefore an advisor must flex the multiple to produce a 
preliminary valuation estimate. Scale, market position & IP will increase the multiple, while, risks, contingent 
liabilities and weak management will detract. Consequently we apply other valuation techniques in conjunction with 
this analysis. 

1. As Compacq relies on other relative market valuations, the extent to which a market is over- or under- 
valued, will be reflected in the analysis. For example, during the 2000 “tech boom” or 2007 US residential 
housing boom, the market overvalued stocks at unsustainable multiples far higher than their fundamental 
DCF valuation. Today, given the benefit of hindsight, these multiples, though market determined, were 
irrationally high. 

2. Relative valuations can be significantly impaired by structural differences between sectors in a range of 
areas, including inter alia, risk and growth profile, cyclicality, seasonality, technology life cycle and cash 
conversion.  

3. A valuation analysis is only as good as its set of comparable companies. To obtain an accurate valuation of a 
target company (the company for which the multiples are being calculated) it is critical to identify a set of 
peers that are truly comparable.  

4. Availability of information - there is often insufficient information to generate the long-term forecasts 
required for a DCF valuation. While the compacq analysis requires less forecast data, private companies 
markedly differ in market position, size, growth rates and margins. Prices are also not often disclosed  and  
are heavily influenced by transaction structure. 

5. Minority valuations and liquidity discount - compacq-based valuations will differ significantly depending on 
whether a purchaser is buying a share of or a whole company and whether the investment is in a private 
company or is publicly listed. In short, a purchaser will pay a premium for a controlling interest in a liquid 
stock and less for a minority interest in a private stock. 

6. On average, UK private companies are sold at a discount to quoted public companies (due to illiquidity) but 
the quantum of that discount will vary, depending on sector, growth, market size and company size. 

Other multiples 

EBITDA or cash flows are not always the main determinants of a company’s value. Where possible, it is important to 
analyse a number of different multiples, as a given company may look relatively cheap or expensive depending on 
which multiple is considered.  

For example, a company might look cheap based on EBITDA multiples, but expensive based on a comparison of Price 
/ Earnings (“P/E”) multiples as P/E accounts for differences in capital structure, tax base and asset base. Cash flow 
metrics reveal how comparatively cheap or expensive a company is, in terms of its ability to generate cash-flow 
(important for companies that have heavy capex requirements). 

At different stages of the business’s life cycle (e.g. start-up, growth, maturity and decline) different metrics gain in 
relative importance when assessing value. For start-up businesses, with negative or very low EBITDA, standard 
multiples are less relevant. For mature businesses with lower growth and lower capex, cash flow multiples are more 
relevant. 

Analysis multiples will also vary between particular sectors. For example, in businesses where capex is lumpy it may 
be preferable to use EBITA as a proxy for cash flow as depreciation smoothes out the capex spend over the life of a 
project. The following table illustrates some selected industry specific multiples.  



 
 

Multiple Sector 

EV / Revenue Early stage companies 

EV / EBITDA Industrial and Consumer industries 

EV / EBITDAR Retail - particularly if there are significant rental and lease expenses 

P/E Various sectors - using normalised non-cash earnings 

P/E growth (“PEG”) If there are large differences in growth across companies 

(EV/EBITDA) / EBITDA Specialty Retail and when valuing IPO candidates 

 

As different sectors use different multiples, often with operational KPIs, it is best to position your business in the 
sector with the highest multiple in order to achieve the highest value, particularly if your business straddles a 
number of industries or sectors. 

Conclusion 

When a business owner puts their company on the market, there are no guarantees as to the valuation you will 
achieve. A company is ultimately worth what a willing buyer or buyers are prepared to pay for it.  

Valuing a company in advance of a sale is therefore not an exact science and there is generally a significant range in 
offers received for a company during the sale process.  

The key to maximising value is to (1) best prepare and position your company in the lead up to the sale, (2) identify 
the right strategic or financial buyers who will pay a premium for your business and (3) be open to new structures 
(such as earn-outs or deferred consideration), which may produce greater long-term benefits.  

We at Broadoak Consulting can help you to ensure that your company becomes the business that buyers will value 
most in your sector. By speaking to potential acquirers we will determine what those criteria are, assess the 
company’s current position relative to them and ensure your business will meet your buyer’s needs. 

 


