
EBITDA multiples are influenced by the same logical 
factors that affect the value of a business.

EBITDA is a standardised method of valuation that creates 
a level playing field. It allows you to compare two companies.

EBITDA 
earnings before interest, tax, depreciation, and amortisation 
– is the profitability of the company before items the owner 
control over are introduced.

Normalisation or add-backs 
correct for the actions of the owner affecting profit.

Price–earnings (PE) ratios
These are a multiple of earnings.

Net profit in cash is a better multiple to pay, but for bigger 
businesses in particular EBITDA is what is used.

Weighted average  takes into account the varying 
degrees of importance of the numbers in a data set, e.g. the 
last three years’ profits of a business. It is a more reliable 
valuation figure.Discounted cash flow

Estimates the value of an investment based on its expected 
future cash flows.

Comparable analysis
Looks at what other similar businesses are selling for.

Entry valuation
How much would it cost to set up the business from scratch?

Deduct liabilities from assets.

Goodwill is the difference between NBV and the price you 
pay for the business. It’s the value attributed to the ability of 
the business to generate future revenues.

Net book value (NBV)

Methods of valuation
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What does ‘value’ mean?
‘Value’ is what the business is worth:

Under the current 
ownership.
To you.
In a forced sale.
Based upon future 
performance.

What influences value?
As a buyer: As a seller:

The strategic fit; how it will benefit 
you.
Turnover, profit, cash generation.
Desire to buy; the more you want 
it, the more it will cost.
The market; comparable sales.

Desire to sell; speed and personal 
circumstances – faster for them 
means cheaper for you.
Money for something else or there’s 
a deadline – puts pressure on the 
seller.
The market – are people flooding in 
or getting out?
How long they've owned the 
business – in reality this makes no 
difference.

Value changes over time. 
What matters is what it’s worth to you.

Value is influenced far more by emotion than logic.

Logical factors that affect the value of a business

Recurring 
revenue: 
increases 

value.

Risk: 
adversely 

affects value.

Volatility of 
cash flow: 

volatility reduces 
value.

Future cash 
flow: 

predictability 
adds value.

Moat: 
how easy it 
is to enter 
the market.

Competition: 
how much 

there is.

Sector: 
some are 

more valuable.

Dependence 
on the owner’s 

skills.

Tangible 
assets: 

plant, machinery, 
property.

Intangible 
assets: 

trademarks, 
goodwill.

Market: 
weak or strong.

Historic financial 
performance.

Scale: 
size influences

 value.

Management 
team: 

quality, how 
established, 

completeness.

Clients: 
calibre, 

contracts, 
density.
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