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Overview 

• Business valuation is a complex process 

• It is a systematic application of methodology and 
careful research 

• Nearly always a subjective process 

• Current economic conditions impact business 
valuations in a number of ways… 

• In the end a business is only worth what someone 
will pay 



What Economic Climate? 

• GFC, what GFC? 

• Milder (but longer) than expected 

• Business picking up? 

• Unemployment Steady 

• Interest Rates apparently at 
‘Emergency Lows’ 

• But what is the commercial reality? 



What is really going on out there? 

• Finance and equity is hard to come by 

• Interest rates for business loans are not 
at ‘emergency lows’ 

• Businesses are trying to recover, cash 
flows are picking up, but is it too late? 

• We are in recovery phase 

• Values are down 



What is Going On? 

• Small businesses becoming insolvent have 
increased by approx. 50% 

• Start ups down by 95% 

• Insolvency up in service (up 58%), finance (up 
58%) and construction (up 66%) sectors  

• More businesses for sale in mid 2011 than ever 
recorded and the prices paid amongst the 
lowest. 

Source: Bizexchange Index Results 2011 



Who wants to sell? 

• Micro Businesses are still selling – tied to 
individuals. 

• Small to mid sized businesses are holding 
on 

• Grooming for a sale - getting the Balance 
Sheet, P&L and cash flows into shape 

• Waiting for the buyers 

• Waiting for values to recover 



Who wants to buy?  

• Bargain hunters with cash 
• People buying jobs 
• Speculators 
• Business consolidators 
• Larger business looking for bolt-ons 

(synergies) at lower p/e than their own 
• Plenty of others – that simply cant 

afford it 



Finance Restrictions 

• Restrictive lending criteria due to 
reduced risk appetite of finance 
institutions 

• High household debt levels of Gen X 
and Gen Y means they simply cant 
afford it 

• It is simply much harder to get finance 
(equity and debt) 



Current Trends? 

• Value of Small to Medium businesses remain relatively 
strong after suffering massive falls (up to 50%) throughout 
2007 and 2008. 

• Micro businesses have continued to sell – they simply take 
longer to move. Expect them to reduce in value as owners 
retire. 

• The supply of businesses for sale appeared to increase 
over 2010 and 2011, with capitalisation rates falling slightly 

• Buyers reluctant to pay for goodwill 



So what will happen to values 

• They wont get much better for a while 

• Oversupply with reduced demand due to finance 
restrictions and risk appetite 

• Baby boomers looking to exit – Gen X and Y debt 
laden. 

• Small end of the market will continue to suffer whilst 
the mid to listed market recovery bounds ahead, 
particularly in the resources sector and related 
activities 



What does that mean for “multiples”? 

• Capitalisation of FME valuation method 
is the most popular and accepted – so 
I’ll tackle multiples head on. 

• Many Micro businesses will have a 
multiple of less than 1 

• Small to Mediums would have to be 
pretty special to be out of the range of 
2 to 3 



Source: Bizexchange Index Results 2011 

 



Interpretation of the Pretty Graph 

• The market is still recovering and is 
likely to take a lot longer 

• Retail trade is suffering and that is 
reflected in the continued multiple 
range of 2.3 to 2.7 

 



Baby Boomer Business Glut? 

• For some time, the market has been 
expecting a glut of baby boomer 
businesses 

• First signs of the micro business glut was 
shown for the December 2011 quarter 

• Expected to increase significantly 

 



Vendor Finance an Answer? 

• Many baby boomers looking to 
retire would do well to consider: 

– Vendor Finance 

– Young partner 

– Sale to staff member(s) 

– Earn-out arrangements 



The Purpose 

• The purpose of the valuation 

– Why is a valuation required? 
– Is it a formal valuation? 
– Assisting in negotiation 
– Expert Report 

• May change the value and/or the methodology 
and the importance of current multiple 
projections. 



What is Being Valued? 

• The whole enterprise (including 
goodwill) 

• An Asset 
• Shares in a company 
• Units in a trust 
• As at when? 
• Going concern? 
• Liquidation? 



Valuation Methods 

• Capitalisation of Future Maintainable 
Earnings 

• Discounted Cash Flows 
• Net Tangible Assets 
• Return on Investment 
• Cost to Create 
• Rule of Thumb/Industry Multiplier etc 
• Dividend flow 

 



Selecting a Method 

• Micro business, SME or Large 

• Financial history availability (and 
quality) 

• Business type 

• Income stability 

• Accepted (and expected) practice 



Future Maintainable Earnings 

• 3 years reliable financials 
• Include commercial salary for owner 
• Adjust for non-business related expenses and abnormal 

items 
• Depreciation – accounting rates 
• Amortisation of Intangibles? 
• Use EBIT, NPAT etc 
• Business plan, budgets and forecasts 
• Integrated Balance Sheet, P&L and Cash Flow 



The Capitalisation Rate… 

• For SMEs the common range is between 1 and 5 

• Anything >3 should have some unique features 

• Consider 

– Ability to resell business 

– Specific risks 

– How long has business operated? 



Capitalisation rate…  

• Market research: 
– Industry growing, declining etc 
– Regulatory changes that may affect 

business 
– Geographic issues 
– Financing issues 
– Market Demographics 
– Market Demand study 



Plans for the future 

• Ensure it exists! 

• Business plan 

• Budget 

• Forecasts 

• Prof forma P&L, Balance Sheet, Cash 
flow 



Analysing the Financials 

• For Micro and small businesses – rarely 
complete or adhere to accounting 
principles 

• Often reflect a ‘version’ of history: 
– Tax minimisation 
– Cash based 
– Owners requirements 
– Minimal understanding of separate entity! 

 



Examples of Adjustments 

• Division 7A Loans 

• Superannuation 

• Additional employees 

• Director/Owner Salaries 

• Motor Vehicles 



Non Financial 

• Business History (major events) 
• Employees and structure 
• Physical location and infrastructure 
• Competitors 
• Suppliers 
• Market demand 
• Barriers to entry 



Non-Financial… 

• Existing contracts 

• Products and/or services 

• Customers 

• Systems and procedures 

• Risk management 

• Industry trends 



The Balance 

• It is important not to rely too heavily on 
either financial or non-financial information 

• This is often the basis for the subjective 
decision of applying a specific capitalisation 
rate  



Due Diligence/Valuation 

• Due diligence and valuations should 
be sought early 

• Going in with eyes wide open 

• Must exercise due care 

• Some work may need to be done to 
satisfy this requirement 



The Hard Ones 

• Unique Intellectual Property 
• Technology 
• Innovative businesses 
• Intangible assets are the greatest 

asset of the business 
• Personal versus Commercial 

goodwill 



Opinions Differ 

• Valuations between experts differ 
– Eg $1.9 million v Zero 

• Causes? 
– Not understanding what is being 

valued 
– Insufficient independence 
– Lack of understanding of the business 
– Due diligence 



Reliance… 

• It is not sufficient to rely on historical 
financials if you know that they are incorrect 
or cannot be maintained 

• If you cannot reach a conclusion DO NOT 

 

 



Concluding… 

• The Micro to Small Business market is likely to remain 
depressed for a while yet 

• Mid to large business values recovered ground but 
continue to suffer from a depressed market. (Super 
funds have helped) 

• As business advisors to Micro and Small and Mid 
Market Business owners, the best advice would be to: 
– consider preparing the business over the next few 

years to differentiate it from the rest of the market; 
– vendor finance, bringing in a partner or selling to 

employee(s). 


