
The value of your business will only ever be 
determined definitively by the market. A company 
is ultimately worth what a willing buyer or buyers 
are prepared to pay for it.
But understanding the textbook approach to 
valuation will equip you for the way price 
negotiations are likely to be framed.  If you are still 
in the planning phase for an exit, you will also find 
that there are decisions you make today which will 
affect how those negotiations play out.

Valuing a company in advance of a sale is not an 
exact science, but it is possible to estimate the 
value of your company based on current market 
data and an assessment of your company against 
key valuation drivers such as: 

– the company’s historical and projected financial 
performance; 

– the strength of its market position; 
– the company’s IP or other key differentiators; and
– the strength of its management team.

Understanding how to value your business



Methods of valuation
Although there are a number of methods used for 
valuing a company, the following two methodologies 
are the ones most frequently utilised by acquirers:
− multiple of normalised earnings; and
− discounted cash flows.
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Multiple of normalised earnings
Under this valuation methodology, an appropriate 
multiple is applied to the normalised earnings of a 
company to convert those earnings into a capital 
value. Normalised earnings are a company’s profits 
adjusted for any abnormal or non-recurring items.
Once the normalised earnings of the company have 
been determined, the appropriate multiple to apply 
to these earnings is determined by reference to:
– the earnings multiples on which comparable 

quoted companies are trading on the stock 
market; and

– the earnings multiples on which similar 
businesses in the company’s sector have 
recently been sold.

On average, UK private companies are sold at a 
discount to quoted public company profit multiples, 
but the quantum of that discount will vary 
depending on a number of factors such as the 
growth profile, market share and size of the 
company.  A discount is usual though because the 
quoted companies will typically be larger which 
makes them more robust in the eyes of the market.
Let us take, for example, the case of a travel 
business which made an operating profit of £2m 
before interest, tax, depreciation and amortisation 
(“EBITDA”)  for its last financial year. The owner 
took out salary and pension contributions of around 
£500,000 in excess of the “arm’s length” level 
which would have been required to be paid to an 
external candidate for the CEO role. In addition, 
there was some £500,000 in costs which could 
properly be categorised as “one-offs” which would 
not recur under the ownership of a purchaser. 
These included costs involved in fighting a 
substantial piece of litigation, an exceptional loss on 
the sale of a property owned by the company, and a 
one-off significant bad debt. Accordingly, the 
company’s normalised operating profits for its last 
financial year were £3m.
An analysis of recent transactions in the company’s 
sector reveals that a competitor of a similar size and 
growth profile had been sold recently for an 
historical multiple of EBITDA of 8 times. This 
comparable transaction would support an 
enterprise value (or cash free/debt free valuation) 
for the company in the region of £24m. However, 

the company has a term loan of £2m and a fully 
utilised invoice discounting facility of a further £2m.
A purchaser will always deduct any borrowings 
from its valuation of your company in determining 
the price payable for the shares. Accordingly, £4m 
(assuming the company has no surplus cash) needs 
to be deducted from the £24m enterprise value to 
obtain what is called an equity value (i.e. the price 
you will receive for your shares) of approximately 
£20m.

Historical earnings have been used in this example 
for the sake of simplicity, but in reality, when your 
business is growing, you want the purchaser to 
value your business on the basis of your current 
year earnings or, better still, your profit run rate 
based on your last few months trading. A purchaser 
may well agree to this if he believes your current 
growth is sustainable.
Buyers are typically more comfortable rationalising 
a higher price with reference to higher adjusted 
profits.  So in the run up to a sale it pays to consider 
decisions like expensing or capitalising IT spend 
which will affect EBITDA as well as the one off 
adjustments described earlier.
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Earnings before interest and tax (EBIT) £2m

Add backs to profit £1m

Adjusted EBIT £3m

X 8 £24m

Less borrowings £4m

Equity value £20m



Discounted cash flow (‘DCF’) methodology
The discounted cash flow methodology values a 
business by discounting the projected future cash 
flows which your company will generate to 
ascertain their present value. From the perspective 
of a private equity house, these cash flows will 
comprise any running yield/dividends or capital 
repayments it receives during the life of the 
investment plus the “exit value” of its investment, 
being the proceeds of an ultimate sale or flotation.
Private equity houses have a target level of returns 
they need on any equity investment they make. This 
target level of return will be a combination of the 
money multiple (the number of £s the investment 
will return for every £ they invest) and the internal 
rate of return or “IRR” (the annual return the 
investment generates). From their perspective, the 
maximum price they will be prepared to pay for a 

company is the price which results in the PE firm 
achieving its hurdle rate of return.
At this price, the value of its initial investment will be 
exactly matched by the positive cash flows it 
expects to generate from the investment, 
discounted by its minimum IRR.
Care should always be taken with any DCF 
valuation methodology as the resultant valuation is 
heavily dependent on the company’s financial 
projections. Even small changes to the discount 
rate and the assumptions on which the projected 
cash flows are based can have a material effect on 
the valuation.
As with all valuations reliant on projections, the 
result is only as good as the quality of the 
assumptions which are made.
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Other valuation methodologies

Profits or cash flows are not always the main 
determinants of a company’s value. There are 
certain sectors, such as software-as-a-service 
(“SAAS”), where multiples of Annual Recurring 
Revenue represent the predominant valuation 
methodology.  In this instance, during the pre-sale 
period, the shareholders should therefore seek to 
maximise ARR at the expense of profits such as by 
investing in their sales and BD teams. 

Fund management companies are often valued as a 
percentage of funds under management, while for 
companies involved in property investment, net 
asset value is the primary determinant of value. 
There are several other industries in which other 
specific valuation methodologies apply – your 
adviser will be able to tell you if your business falls 
within them.
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Delivering your business ambition
finnCap Group provides strategic advisory and capital raising services to companies.
We are mid-market specialists dedicated to providing the highest quality service to our clients both private 
and public.
We provide quality broking and fundraising capabilities alongside excellence in M&A advisory with a 
global reach. We have sold over 600 companies to date and are recognised as the No 1 ranked AIM 
Adviser, AIM Broker and LSE Main Market Financial Adviser.
finnCap Group always put clients first delivering your business ambition, whether that is to raise growth 
capital, IPO, refinance, raise debt for your business, execute an acquisition or sell your business. 
Our specialist sector knowledge and entrepreneurial approach helps companies to achieve their ambition.



IN THE BUSINESS OF TOMORROW

1 Bartholomew Close
London, EC1A 7BL

+44 (0) 20 7908 6000

WWW.FINNCAPCAVENDISH.COM 

finnCap Group is a trading name of the group of companies owned by finnCap Group plc
(company number 11540126), an English incorporated company with its registered office at One
Bartholomew Close, London, EC1A 7BL. finnCap Group plc is the holding company of finnCap Ltd
(company number 06198898), an English incorporated company with its registered office also at
One Bartholomew Close, London, EC1A 7BL, and which is authorised and regulated by the
Financial Conduct Authority (reference number 467766). finnCap Group plc is also the holding
company of Cavendish Corporate Finance LLP (company number OC333044), an English
incorporated limited liability partnership with its registered office at One Bartholomew Close,
London, EC1A 7BL, and which is authorised and regulated by the Financial Conduct Authority
(reference number 474794). This brochure has been prepared and made available by finnCap Ltd
(trading as “finnCap”) and Cavendish Corporate Finance LLP (trading as “Cavendish” or
“Cavendish Corporate Finance”). finnCap Group plc does not provide any advice or services to
clients and nothing in this brochure should be interpreted as such.
This brochure and information contained/referred to herein is not directed at or intended for
distribution to or use by any person or entity who is resident in any jurisdiction where such
distribution, publication, availability or use would be contrary to law or regulation or would subject
finnCap Group plc, finnCap Ltd or Cavendish Corporate Finance LLP (together the “finnCap
Group”) to a registration or licensing requirement. The services of finnCap Ltd may only be
provided to persons who are eligible counterparties and professional customers (as defined within
the rules of the Financial Conduct Authority). The services of Cavendish Corporate Finance LLP
may generally only be provided to persons who are eligible counterparties and professional clients
(as defined within the rules of the Financial Conduct Authority).
This brochure has been prepared by finnCap Ltd and Cavendish Corporate Finance LLP using
sources believed to be reliable and accurate but which cannot be warranted to be completely
accurate. The information in this brochure is subject to change without notice. finnCap Ltd is the
No 1 ranked AIM Adviser, AIM Broker and LSE Main Market Financial Adviser to ambitious growth
companies on the basis of the number of its retained Nomad and broking clients. Directors,
representatives and employees of each member of the finnCap Group do not accept liability for
any inaccuracies in the brochure or for any loss or damage consequent on action taken reliant on
information contained therein. Unless otherwise stated, the copyright and all other rights in the
material in this brochure are owned by the finnCap Group or a member thereof. By accepting this
brochure, you agree that you will use the information solely for your internal business purposes
and that you will not otherwise copy, transmit or distribute in any way any of this material in whole
or in part. All trademarks, service marks and logos are those of the finnCap Group.
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