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As an investment banking firm, we often receive the following 

question from entrepreneurial business owners – how do I know 

what my business is worth?  Business owners are commonly looking 

for an estimate of value to determine if they should consider selling 

now or sometime in the future. There are many unique factors to 

consider when valuing any business. The following will provide 

some background and take some of the mystique out of the 

valuation process. 

MULTIPLE OF SELLER’S ADJUSTED NET CASH FLOW 

The most widely used method to value privately held companies is 

based on adjusting or recasting of a business’s financial statements. 

This is also referred to as adjusted EBITDA (Earnings before Interest, 

Taxes, Depreciation, and Amortization). Financial statements are 

generally prepared for tax purposes, not business sale or business 

valuation purposes. It is critically important to “read between the 

lines” of the financial statements to determine the true earnings 

capability of the company. At RKJ, we thoroughly review each and 

every line item to identify any one-time or non-recurring expenses, 

shareholder fringe benefits and perks, non-cash expenses, and 

more. There are over 50 potential adjustments that we look for 

during this process. The goal is to determine the true earning 
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capability of the business by adding back all of the non-essential, non-recurring, or discretionary 

expenses to the net profit. This demonstrates a more realistic net cash flow for a potential acquirer. 

Once the adjusted EBITDA number is determined, the next step is to apply a multiple of earnings. This 

multiple is impacted by a vast number of risk factors, intangibles and value drivers. During our 

valuation process, we typically review and rank the company in approximately 30 value driver factors 

to determine how the company is positioned.  Examples of risk factors and value drivers that 

influence valuation include: years in business, proprietary content, industry life cycle, industry 

stability, customer base concentrations or dependencies, supplier dependencies, product or service 

differentiation, strength and size of market, management quality and tenure, employee 

dependencies, impending regulation, new technology, and many others.  Each of these risks is unique 

but has one common trait – an ability to either reassure or cast doubt on the predictability of future 

cash flow. As a result, the better a business can mitigate or control these potential risks, the more 

positive the impact on valuation. 

It is important to determine the predictability and sustainability of earnings. We generally will utilize 

a comprehensive questionnaire to obtain the information needed to evaluate these factors. A few 

examples of questions analyzed include: 

• Why is the business more/less profitable than a comparable company in the same industry? 
• What degree of dependency does the business have on the current owner, vendors, employees, 

key customers, etc.? 
• How reliable are the historic financial statements of the business? 
• What is happening in the industry that casts doubt on the future income of the business? 

These intangibles play a significant role in the valuation process, which is why one cannot solely 

examine financial information and arrive at a proper valuation. 

MARKET COMPARABLES & INDUSTRY RULES OF THUMB 

There are a variety of resources available to research cash flow multiples that may be relevant or 

specific to your business. These include well known private transaction databases such as Pratt Stats 

and Bizcomps. These databases track thousands of completed transactions and the valuations that 

were achieved relative to sales or earnings. The appropriate multiple of earnings and gross revenue 

using the Industry Comparable method is determined by reviewing similar private transactions that 
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have taken place within the same or similar industry, and applying the average and/or median 

multiples incurred in these transactions to the earnings and revenues of the subject company. 

Business owners many times refer to common “rules of thumb” that are used in their industry.  A rule 

of thumb valuation basically consists of using a simple formula that estimates the value of a business 

through a set of established and very general business pricing guidelines that relate to specific 

industries. 

We find these Market Comparable and Rule of Thumb methods to potentially be very misleading as 

they do not take into account the individual characteristics, strengths, and weaknesses of each 

different and unique company.  Even if companies appear to present similar financial information, 

whether it is the mix of business, vendor contracts, management team, customer base, and 

concentration, or countless other factors, no two companies can be considered mirror images. This 

hinders an exact comparison. Additionally, due to the quality and accuracy of the financial reporting 

in the non-public, lower middle market sector, information is limited and adjusted earnings 

calculations commonly differ from company to company. 

SUMMARY 

Private company valuation is both an art and a science. Other than what was discussed, there are 

many other factors that influence business valuation, including strategic value driven by synergies 

with complementary businesses and potential acquirers. Ultimately, at the end of the day, a business 

is worth what an acquirer is willing to pay for it. It is, however, critical to have a realistic 

understanding of the value range that your company would likely yield if you were to pursue a 

transaction. 
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ABOUT RKJ PARTNERS, LLC 
 
RKJ Partners, formed in 2008, is an established advisor to leading lower middle-market growth 
companies. We provide our clients with experienced-based solutions and unbiased advice. Our 
comprehensive array of strategic advisory and execution capabilities allows us to meet the needs of 
our clients and provide an outstanding level of service in connection with a variety of transaction 
processes, including: 
 
 

❖ CAPITAL ADVISORY: RKJ possesses substantial expertise in assisting lower middle-market clients 
raise capital to fund growth strategies.  Whether the capital source is senior debt, 
mezzanine/subordinated debt, private equity, or venture capital, RKJ has both extensive and 
relevant relationships within the capital community to enable the deployment of optimal 
solutions for our clients. 

 

❖ MERGERS & ACQUISITIONS: RKJ serves as a trusted advisor in executing merger and acquisition 
transactions for lower middle-market clients. In addition to our significant investment banking 
transactional experience, RKJ’s bankers have owned businesses and have served in interim CFO 
roles for clients.  As a result of our experiences as business owners and senior level managers, 
RKJ’s bankers are able to bring a unique perspective to the mergers and acquisitions process.  
RKJ’s mergers and acquisitions services include:  

 
❖ Buy-side and Sell-side Advisory 
❖ Divestitures  
❖ Leveraged & Management Buyouts 

 

❖ STRATEGIC ADVISORY: RKJ provides financial advisory services to owners, management, 
shareholders and their boards to assist in the evaluation strategic alternatives and options for 
extending and/or maximizing shareholder value.  RKJ’s advisory services include:  

 
❖ Business Valuations 
❖ Capital Structuring & Planning 
❖ Negotiating Joint Ventures  
❖ Strategic Business Development 

 
 
 


