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Most owners of private businesses think about the value of their businesses from time to time.  
Business value is not just a measure of accomplishment for an owner-entrepreneur.  It is an im-
portant factor in planning for the future, whether with regard to business succession, manage-
ment of personal assets, or estate planning in response to the inevitability of death or disability.  
Determining value means estimating what a company will sell for.  Since the sale of a substantial 
business is something owners do infrequently, finding the correct answer to the question, "What's 
My Company Worth?," usually requires help from someone accustomed to valuing companies, 
including in the context of a potential sale. 
 
This document summarizes frequently applied valuation methods, discusses the important differ-
ence between market value and investment value, and suggests how accepted valuation methods 
can be used to enhance value in the event of a sale or reduce value in connection with estate and 
gift planning. 

I. Approaches to Estimating Potential Sales Price 

Among a variety of methods appropriate to different circumstances, there are three principal ap-
proaches to estimating the potential sales price of a private company:  (1) comparison to the 
company of financial ratios derived from sales of comparable companies and market perfor-
mance of publicly traded companies in the same or similar industries; (2) analysis of the sales 
prices of known comparable companies in comparison to the company; and (3) a discounted cash 
flow analysis based on the expected performance of the company.  All three of these approaches 
(along with any other approach that is relevant) should be used when the owner of a private 
business is seriously contemplating a sale.   

A. Financial Ratios 

Financial ratios of done deals involving private companies are reported in several proprietary 
databases, and it is comparatively easy to apply them to a company being considered for sale.  
The table following on the next page shows EBITDA multiples for private transactions by finan-
cial buyers in recent years, with the number of transactions included in the data presented being 
shown at the foot of each year's column. 
 
The multiples shown below are published by GF Data Resources and are derived by them from 
information provided in confidence by private equity firms in the business of buying and selling 
private companies in leveraged transactions.  Since the underlying transaction data is confiden-
tial, it is not possible to compare actual transactions, just statistics derived from them. 
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Table 1: Total Enterprise Value (EV/EBITDA) 

 
Several observations about the table are worth noting.  First, for enterprise values up to at least 
$250 million, larger companies are worth more than smaller companies and attract higher 
EBITDA multiples.  Second, in years when the stock markets were highly volatile, valuation 
multiples for private companies purchased by financial buyers were relatively stable.  Deal vol-
umes were down substantially in 2009, but valuations did not change much.  Third, as stated 
above, the transactions reported on were by financial buyers.  This class of buyer looks for deals 
all the time, but their ability to execute a deal can be limited by the availability of debt financing 
which usually makes up a substantial part of the money they use to buy a business.  The lack of 
availability of debt financing is one explanation for the decline in deals reported in 2009.  An-
other explanation is that while prices as a multiple of EBITDA did not decline in 2009, EBITDA 
declined resulting in a reduction in total value.  In some cases owners were unwilling to sell for 
the lower total values that the pricing ratios implied.  Finally, as discussed below, prices paid by 
financial buyers usually do not reflect the value of synergies that can be harvested when one op-
erating company buys another.  A synergistic buyer can afford to pay more. 
 
Valuation ratios vary from industry to industry and from public company to private.  The ratios 
shown in the table above are for 100% control of a private company with no separation by indus-
try.  The following table shows ratios for minority interests in publicly traded companies in the 
United States.  The ratios are as of January, 2013 and the source is the web site maintained by 
Professor Aswath Damadoran of the Stern School of Business at New York University. 

Table 2: EBITDA Multiple of US Public Firms in Selected Industries 

 
 

Enterprise 

Value            

($ millions) 2008 2009 2010 2011

2012 

(thru 3rd 

Qtr)

10‐25 5.4 5.5 5.3 5.4 5.7

25‐50 6.0 6.0 6.1 5.9 6.3

50‐100 6.7 6.5 6.6 7.1 7.0

100‐250 6.7 7.2 6.2 7.8 7.9

N 167 90 171 163 112

Source:  GF Data©

(As of January, 2013)

Number 

Firms EV/EBITDA

Number 

Firms EV/EBITDA

Chemical 31 8.53 Natural Gas Utility 22 9.89

Coal 20 5.99 Railroad 12 9.13

25 7.98 Restaurant 63 11.5

Food Processing 112 10.1 Telecom Services 74 5.39

Machinery 100 9.93 Trucking 36 6.19

Medical Services 122 6.02

Metal Fabricating 24 6.9 Total Market 5891 7.37

Source:  http://people.stern.nyu.edu/adamodar/ accessed Jan. 18, 2013

Engineering & Construction

Industry Industry
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An acquisition of most of the companies whose values are reflected in the table would require a 
premium price, in the range of 20% to 30%, in order to obtain control.1  Thus, the total market 
EV/EBITDA for a control position would be in the range of 8.84 to 9.58.  Specific industries car-
ry both higher and lower EBITDA ratios.   
 
In addition to premiums for control (and discounts from control value for minority interests), the 
valuation literature supports substantial discounts for the lack of marketability of minority inter-
ests in private companies.  As for control interests in private companies, the control party usually 
has the ability to sell, but a sale is likely not going to occur without expense or delay.  Thus, 
while control interests of private companies are marketable, they are not as liquid as publicly 
traded stocks and a liquidity discount should be applied to ratios derived from market values of 
comparable public companies when such ratios are used to value a control interest in a private 
firm.2 

B. Comparisons to Prior Sales of Known Comparable Companies 

As noted above, financial ratios from private transactions are available for the purpose of esti-
mating the acquisition value of a private company.  Valuations are more reliable, however, if 
based on substantial data from sales of known comparable private companies, and these are hard 
to find.   Databases frequently contain information from transactions involving an acquisition or 
divestiture by a public company because, depending on materiality, these have to be reported in 
SEC filings.  PW&Co subscribes to databases providing access to information on specific trans-
actions, but we use this information cautiously.  An example of a data base report is attached as 
Exhibit A.  There are no requirements for disclosure of information on the purchase or sale of a 
private company by a private company and comprehensive deal data on this type of transaction is 
hard to obtain and often imperfect. 

C. Discounted Cash Flow Analysis Based on Expected Financial Performance 

Comparable transactions and comparable ratios are important and informative in private compa-
ny valuations.   However, they are backward looking and most people buy and sell based on ex-
pectations of what is going to happen in the future.  Expectations are heavily influenced by histo-
ry, but a business owner who believes that the best days of his company are in the near future is 
not going to be satisfied with a price that reflects only the past.  In addition, a forward looking 
valuation permits buyers and sellers to consider the synergies available from a business combina-
tion.  Possible synergies include increases in value as a result of (i) a larger combined company, 
(ii) diversification of customers, markets and other business elements, (iii) economies of scale 
resulting in greater operating efficiency (perhaps at the expense of layoffs of long term employ-
ees), and (iv) improved utilization of fixed assets through reduction of redundant equipment and 
facilities.   
 

                                                 
1 Paul Hanouna, Atulya Sarin, and Alan C. Shapiro. "Value of Corporate Control: Some International Evidence." 
http://ssrn.com/sol3/papers.cfm?abstract_id=286787/ (accessed January 14, 2013). 
2 James R. Hitchner, Financial Valuation, 3rd ed. (New York: John Wiley & Sons, Inc., 2011) 381-82; Robert F. 
Bruner, Applied Mergers & Acquisitions (New Jersey: John Wiley & Sons, Inc., 2004), 485. 
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The considerations described in the preceding paragraph can be captured in financial projections 
for future years and both buyers and sellers should prepare pro forma projected financial state-
ments (to include income statements, balance sheets and cash flow statements) spanning three to 
five future years and reflecting expectations of future performance.  Most middle market compa-
nies will want help performing this type of analysis because most companies do not do it fre-
quently.  The exercise is important, because those performing the analysis are, in effect, trying to 
demonstrate that 2 + 2 > 4, and this is a neat trick if it can be accomplished.  However, prudent 
buyers should remember that an entire book has been written on how expected synergies have 
frequently failed to be realized.3 
 
Exhibit B is an example of a discounted cash flow valuation analysis (DCF). 
 
Each of the three valuation methods discussed here has its champions.  The Delaware Chancery 
Court and McKinsey & Company favor discounted cash flow analysis.  Recent decisions of the 
United States Tax Court tend to favor comparable company analysis.  Investment bankers and 
many private business owners tend to start with ratio analysis.  Our view is that every relevant 
method should be employed and reliance placed on the method or methods that seem closest to 
the facts and circumstances. 

II. Market Value vs. Investment Value 

The preceding discussion has focused on the "market value" of a private company, the price that 
an owner desiring to sell can reasonably obtain for his company.  Market value assumes that a 
party is motivated to sell, that another party is motivated to buy, and that there is a price satisfac-
tory to both at which a deal can be done. 
 
"Investment value" of a company is the value of the company to one party or another and may be 
more or less than market value.4  For example, the owner of a successful private business likely 
receives more in annual income, perquisites of ownership, and cash distributions than can be re-
placed by reinvesting after tax proceeds of a sale in publicly traded securities. Such an owner 
will sell only if the owner has a compelling need to sell, such as to solve a management succes-
sion problem or to obtain diversification of investment assets, thus reducing risk. 
 
One way to avoid a forced sale at a price below "investment value" is to engage in long term 
planning for management succession and diversification of financial assets while passing on 
ownership and control to future generations.  As a result of discounts for lack of control and 
marketability, gifts and bequests to family members of minority interests in a private business 
can substantially reduce gift and estate taxes, especially if structures such as family limited part-
nerships are employed.  Family limited partnerships can be used in tandem with trusts to pass 
ownership on to more than one younger generation.  In addition, diversification of assets and re-
sulting reduction of risk can be accomplished through the accumulation of wealth outside the 
company.  Finally, a plan for succession in leadership should be put in place by promoting a 

                                                 
3 Mark L. Sirower, The Synergy Trap (New York: Free Press, 1997). 
4 Shannon P. Pratt, Robert F. Reilly and Robert P. Schweihs, Valuing a Business, 3rd ed. (New York: McGraw-Hill, 
2000), 30. 
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family member with proven ability or selecting a proven manager from within the Company or 
from the outside.  

III. Conclusion 

In our view, every substantial private company should apply standard valuation techniques peri-
odically to determine market value and investment value.  These values should be used in long 
term planning for the future of the company and its owners so that succession, diversification and 
gift and estate tax issues can be addressed before they become urgent.  It takes a number of 
months to sell a private company.  Longer sales periods and reduced sales prices are associated 
with lack of preparation.  The highest valuations are obtained by sellers who are under no com-
pulsion to sell but are prepared to do so if the right deal comes along.  Such sellers frequently 
enjoy the good fortune that comes from encountering someone who wants to buy a business 
more than the seller wants to sell. 
 
 

James H. White III 
January 2013 
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Exhibit A: Example of Comparable Transaction Data From Commercial Data Base 
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Exhibit B:  Simplified Discounted Cash Flow (DCF) Valuation Model 

 
 

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Terminal

Sales 1,000,000 1,050,000 1,102,500 1,157,625 1,215,506 

Cost of goods sold (500,000)   (525,000)   (551,250)   (578,813)   (607,753)   

SG&A (100,000)   (102,000)   (104,040)   (106,121)   (108,243)   

EBITDA 400,000   423,000   447,210    472,692   499,510   

Depreciation (50,000)     (50,000)     (50,000)     (50,000)     (50,000)     

Taxes (122,500)   (130,550)   (139,024)   (147,942)   (157,328)   

Net Income 227,500   242,450   258,187   274,750   292,181   

Net Cash Flow

Net Income 227,500    242,450    258,187    274,750    292,181    

 + Depreciation 50,000      50,000      50,000      50,000      50,000      

 - Capital expenditures (52,500)     (52,500)     (52,500)     (52,500)     (52,500)     

 - Additions to working capital (62,500)     (3,125)       (3,281)       (3,445)       (3,618)      

Net Cash Flow 162,500   236,825   252,405    268,804   286,064   294,646    

Terminal Value 1,733,210 

Discount factor 0.833       0.694       0.579       0.482       0.402       0.402       

Discounted cash f low 135,417 164,462 146,068 129,632 114,963 696,538 

Enterprise Value 1,387,079

Cost of capital 20%

Terminal growth rate 3%


