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Understanding whaty our compan y is worth is a cor e consideration f or many
business o wners as it s value will ha ve a considerable aff ect ony our own futur e
plans.

1t® not unusual f or business o wners t o have unrealistic e xpectations aboutt heir
compan y®value. But an accurat e business v aluation needs t o look at e very
aspect of y our business including but not limit  ed to, financials, asset s,
management t eam, operations, cust omer base and t he mark et and r egion wit hin
which it operat es.

Futur e oppor tunities also pla y a big r ole in business v aluation, whet her they be
new contract wins or a successful new pr  oduct launch and is oft en equally as
impor tant as hist orical inf ormation when v aluing y our business. Once all t he data
has then be pr oduced and back ed by expert objectiv e analysis of all t he facts
can you then understand t he true v alue of y our business and be ablet o make
appropriat e plans.
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It® not unusual f or business o wners t o have unrealistic e xpectations about t heir compan y®value. Business

owners oft en overlook placing impor tance on all t he key areas that incr ease business v alue until t oo late in
their business lif ecycle.

Rome wasnQ built in a da y and business v alue can@ be incr eased o vernight. Y ou need a long-t erm value
strat egy.

Focusing on k ey areas that build intrinsic v alue will not only impr ove your business da y to day
but will also dramatically aff ect ho w your business is per ceived by pot ential futur e buy ers
and incr ease its value in t he long-t erm.

In this guide w e will co ver the key areas that driv e and incr ease business v alue
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The multiple used t herefore has a significant impactont he value achie ved for your
business b but t here is no scientific f ormula or calculation used t o determine pr ecisely t he
Ocorect O multiple.

YouOll negotiak this wit h the buy er. External f actors will influence t he multiple b such ast he
type of industr y you operat e in - but man y internal factors, wit hin your contr ol, will also be
instrumental in det ermining t he multiple.

All the value driv ers in t his guide will aff ect t he value multiple t hat y our business sale achie ves.
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The buy er's perspectiv e

# # (12(92%" "2"2 (2& | #2& #2" 2"2& 2# 2 (2 12#0

Identifying an y issues fr om a pot ential buy er® perspectiv e and taking corr ectiv e action or ha ving planst o
correct t hose issues will puty ou in a bett er position wit h a pot ential pur chaser. This is especially impor tant if
you already kno w t he likely identity of a buy er, or if y our pool of pot ential buy ers is small.

Buyers are likely to already be acquisitiv e, so identifying t heir investment strat egy including t heir valuation
technique can sometimes be possible (using trade news et  ¢). Aligning y our business accor dingly can incr ease
its value.
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There are four primar y areas of dependency:

Is the business dependentony ou,
the business o wner, or one or tw o
key shar eholders or t eam members?
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How much of y our business is
dependent on af ew major cust omers?
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Does your business ha ve supply chain
risk fr om over dependency onaf ew
key suppliers?
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Does your business model r ely on one
core product? Could y ou div ersify and
spread risk?
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"2 & - Buyers will calculat e the value of y our business b y estimating futur e cash flo w and assessing t he risk associat ed wit h generating
that cash flo w. If your business has a track r ecord of sustainable or incr easing cash, it r educes t he risk a buy er attaches t o your business.

%% D Buyers are likely to look at t he previous t hree yearsO financial data. Showing st eady but consist ent revenue growt h is bett er for
business v alue than sharp spik es in revenue. Inconsist ent spik es in revenue mak e it har der t o forecast futur e revenue and will t herefore
decrease value. A recurring r evenue business model ist he key to achie ving a st eady str eam of r evenue and incr easing v alue.

# 2"#1$ #3! b Capital structur e is the combination of debt and equityt hat y ou use t o fund operations and gr owt h. Reducing debt or
refinancing t o a cheaper sour ce of debt will incr ease value. The balance of net debt ( debt less cash and cash equiv alents) at t he time of sale
will usually be subtract ed from the purchase price.

$# 2 ! b Having clean financials and a number of y ears of audit ed account s can also add v alue to your business. Audit s ensure
that t he financial stat ements give a true and f air view . This can giv e pot ential buy ers peace of mind. Oft en an audit can highlight v alue, adding
areas of impr ovement in a business such as wa ys to improve management inf ormation, compliance, and minimise risk. Allt hese areas, if act ed
upon, can add business v alue.
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Potential buy ers will look at ho w your compan y® CapEx
requirements for bot h maint enance and gr owt h expenditur e will
impact cash flo w. The eff ect of CapEx on'y our compan y®value
will depend on t he cat egory of CapEx being spent.

A mistak e that is oft en made is t o neglect CapEx in vestment and
maintenance int he run up t o a sale in or der t o build cash
reserves and impr ove repor ted pr ofit s B but astut e buy ers will be
wise t o this. Ultimat ely t his type of shor t-term t hinking will be
harmful t o the businessO future prospect s and t his will flo w
through t o the sale price achie ved.
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Thinking about t he quality of y our profits and not justt he
guantity is impor tant. Buy ers will look at t he pot ential f or
repetition of pr ofits.

Having a strat egy t o increase t he profit multiple of y our business
longer t erm may have a negativ e impact on shor t term pr ofit.
However, if you impr ove the quality of t he profits in your
business, it will undoubt edly incr ease the price t hat a buy er is
willing t o pay for your business in t he futur e.
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Spending time t o writ e a strat egic plan f or t he business and
ensuring t hat t he whole business understands and isw orking
towards the plan will cer tainly help t o create value.

A strat egic plan should map wher e the company is now, where it
wants to be and ho w you intend to get t here. With a well defined
plan, t he people in t he business can ensur e that t he decisions
they make today will help t o grow the compan y and ultimat ely
increase business v alue.

When t hinking of t he futur e value of y our business, it is essential
to review all t he element s of y our corporat e structur e. An
inefficient corporat e structur e, such as one containing r edundant
corporat e entities, or a comple x structur e will reduce v alue as
well as protracting an y futur e sales pr ocess.

Consider t he need t o restructur e to add v alue, perhapst o
simplify and mak e it easier f or a pur chaser t o buy pr ecisely what
they want, or t o secur e tax efficiencies, mitigat e risk, str eamline
operations and mak e savings/syner gies.
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People ar e the hear t of most businesses and cr eating a str ong second-tier managementt eam is impor tant t o incr ease business v alue. A strong
management t eam will also r educe t he dependency of t he business ony ou as an owner. Relying on a single k ey emplo yee as your second in
command is oft en seen as risky t 0 prospectiv e buyers.

Building a managementt eam, long bef ore you aim t o sell is imperativ e and sho wing t hat y our business can sur vive and t hrive wit hout y ou is
somet hing pot ential buy ers will want t o see.

Employee engagement and emplo yee satisf action can also be a k ey driv er in business v alue. Statistics sho w t hat a highly engaged w orkforce can
increase efficiency , sales and cust omer satisf action. Companies wit h great emplo yee experience will oft en outper form competit ors on inno vation
and pr ofitability , so it can be a k ey diff erentiat or if y our pot ential buy ers are looking t o choose betw een the purchase of y our compan y or a
competit or company.

Buyers look f or companies t hat have eff ectiv e operations as t his helps a business gain and maintain a competitiv. e advantage. Providing a buy er
wit h a proven operations strat egy assur es them t he business is w ell positioned t o sustain and incr ease profits and v alue.

Business owners need t o demonstrat e that t he business has t he right syst ems and pr ocesses in place t o function eff ectiv ely. Having
document ed procedur es will sho w a buy er that t he compan y can continue t o operat e smoot hly post sale.

Strong contr ols will help t o reduce t he number of warranties and indemnities needed as par  t of t he business sale, because t he buy er will be
more confident t hat risk has been minimised.



Social impact is becoming
more impor tantt o
companies, emplo yees and
customers. OSocial impactO
as aterm can co ver
sustainability ,
environmental risk,

philant hropic, v olunt eering
and charity initiativ es and
overall social r esponsibility

Social impact can driv e
business v alue through
improvements to
operational efficiencies,
brand diff erentiation,
innovation, talent
attraction, engagement and
retention and risk
mitigation.

Scaling a business diff ers
from merely growing a
business, as scaling

focuses on generating

more revenue wit hout
increasing cost s

propor tionally . Scaling is
about planning ho wto
increase the size and scope
of operations and

becoming mor e profitable
as it gr ows. A business t hat
has the capacity t o scale
will be w orth more to a

pot ential buy er
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Having f ormal agr eement s
and contract s wit h your
cust omers, suppliers and
employees is key to
business v alue.
Contractually securing
relationships, whet her it ©
to minimise risk in t he
supply chain, or cust omer
contract s to secur e futur e
revenue, adds stability and
value.

Companies spend
thousands of poundst o
create brand awar eness of
their product s or ser vices
and to incr ease t heir brand
value. Brand v alue can be
calculat ed based on bot h
current and futur e sales, as
well as t he pot ential f or
futur e growt h. Creating a
strong, w ell-r ecognised and
highly r egarded brand will
increase your business
value.
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Innovation doesnt necessarily mean de veloping new pr oduct s.
It&not just t he realms of t he R&D depar tment, inno vation can
exist in all ar eas of t he business. It could be ar eas such as
communication, cultur e, empowerment, agility or new pr ocesses
as well as product or ser vice inno vation. An inno vativ e business
will pot entially ha ve increased v alue. Investing in t echnology can
also add v alue.

Technology fr equent ly impr oves processes, contr ols and
efficiencies t o a business. T echnology can oft en be attribut ed to
significant cost sa vings, incr eased revenue, as w ell as
improvement in ar eas such as emplo yee and cust omer

satisf action. In vesting in t echnology will also help t o Ofutue
proofO he business, which an y buy er will be k een to confirm.

Identifying int ellectual pr operty and pr otecting it will incr ease
business v alue. Having t hings lik e patents, copyright s, brand
names and trademarks will not only minimise risk but can det  er
competition and incr ease your mark et position. These ar eas will
all add v alue for a pot ential buy er.
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Seeking suppor t and advice
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Getting y our financials in or der, working on ot her value driv ers and element s such as r estructuring can tak e time, so y ou need t o plan and w ork
throughout y our business lif ecycle on impr oving t he value of y our business.

At Barnes Roffe we can advise y ou on getting y our financials in or der, restructuring and ot her value driv ers in y our business. W e can also help
wit h business v aluation, business acquisition, funding and business sales.
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Beware of tr ying t o handle t he entir e process y ourself . Exiting y our
business in t he best wa y for you and y our business and maximising
your return on e xit can be a long and distracting pr ocess. Ify ou try
and do it y ourself, it could ha ve a negativ e impact on y our business
performance and e ven your mental and ph ysical w ellbeing.

An adviser, such as Barnes R off e, helps tak e the heavy lifting off
you from the beginning of t he process, sot hatyou can continuet o
focus on whaty ou are good at b running a successful business. W e
have a dedicated t eam that focuses pur ely on t hese types of
events, which ar e oft en once in a lif etime.

The exit process t ends t o be time consuming and str essful at times.
Having t he experience of a specialist can helpy ou navigate the
peaks and tr oughs of an e xit successfully .
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e Creating y our exit strat egy
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Identifying and appr oaching pot ential buy ers
Management buy out suppor t
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Trusts and IHT planning

If you would lik e more help and advice wit h planning y our e xit
strat egy, then contact us today.
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Need advice on e xiting
your business?

Contact us:

East London T el: 020 8988 6100
West London T el: 01895 256423
South London T el: 01322 27 5335
London Bridge T el: 020 3814 9990
London City T el: 020 3890 7 360

Cookies Terms[1][2] Privacy[1][2] pPoweRED BY Turtl


https://barnesroffe.turtl.co/?accessible
https://barnesroffe.com/
https://barnesroffe.turtl.co/about/cookies
https://turtl.co/about/legal/terms-conditions
https://barnesroffe.com/terms-and-conditions/
https://turtl.co/about/legal/privacy
https://barnesroffe.com/privacy-notice-and-cookies/
https://turtl.co/?utm_source=barnesroffe%20-%20Stage%202%3A%20Company%20valuation%20and%20increasing%20business%20value&utm_medium=referral&utm_campaign=poweredbyturtl

	Company valuation and increasing business value
	Do you know your business value?Read on
	Do you know the value of your business?

	Increasing the valuation multipleRead on
	The main goal of many business owners is to build a business which they will eventually sell or pass on to family members. Therefore, building and increasing business value is an important consideration as you run your business and when you’re making major business decisions. 
	Increasing the valuation multiple
	                                                   Many business valuation methods use a multiple of earnings                                                    approach to calculate the value of a business. A higher multiple will                                               be achieved when a buyer attaches less risk to the ability of the business to maintain its earnings into the future. 


	The buyers' perspectiveRead on
	Ultimately, your business is only worth what someone is willing to pay for it.  
	The buyer's perspective

	Factors that drive business valueRead on
	Over dependency
	If you are looking to increase business value, then you need to ensure that your business is not over dependent on any key person, customer or supplier. The less dependant your business is, the more value it will have to a potential buyer. 
	Products / Services 
	Suppliers 
	People
	Customers 

	Financials
	The main financials that will increase business value are: 
	Capital expenditure (CapEx) 
	Quality profit vs quantity profits 
	Strategic planning 
	Business structure 
	People 
	Operations 
	Marketing, brand and competitiveness 
	Corporate Social Responsibility (CSR) and social impact 
	Scalability 
	Contracts and legals 
	Innovation and creativity 
	Intellectual property 


	Seeking support and adviceRead on
	Seeking support and advice
	Creating value in your business should be an ongoing process from day one of setting up your company.  


	How Barnes Roffe can helpRead on
	How we can help

	Need advice on exiting your business?

