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Business Value 101
Understand how buyers value businesses, what drives enterprise value, 
and how to position a company for a successful sale.
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Who This Guide Is For
This guide is designed for trusted advisors and professionals who work closely with privately held business owners. It provides a clear, practical understanding of how businesses are valued in real-world transactions so you can better support client conversations around growth, planning, and eventual exit.

1. What Does "Business Value" Really Mean
Business value is not a fixed number. It represents what a qualified buyer is willing to pay for a business at a specific point in time, under specific market conditions, and with a particular risk profile.

For most privately held companies, value is driven less by historical performance alone and more by:
· Predictability of future cash flow
· Transferability of the business to a new owner
· Risk, both perceived and real

In practice, valuation is the intersection of financial performance, operational structure, market conditions, and buyer demand.

2. How Buyers Actually Think About Value
        Buyers do not buy revenue. They buy cash flow and the ability to sustain it.

When evaluating a business, buyers are asking:
· How much cash does this business reliably generate
· How risky is that cash flow
· How dependent is the business on the current owner
· How easily can this business be scaled or improved

A business with lower revenue but strong systems, diversified customers, and reliable margins may be worth more than a larger business with concentrated risk and owner dependency.







3. The Foundation: Adjusted EBITDA & SDE
For most small to lower middle market transactions, valuation begins with either Seller Discretionary Earnings (SDE) or Adjusted EBITDA.

SDE is most commonly used for smaller, owner operated businesses and reflects the total economic benefit available to a single owner operator. 

Adjusted EBITDA is more commonly used for larger businesses that can support professional management and multiple employees.

Both metrics represent the true, ongoing earnings of the business before financing structure and taxes, normalized for ownership.

Common adjustments include:
· Owner compensation above or below market
· One time or non-recurring expenses
· Personal expenses run through the business
· Extraordinary legal, professional, or restructuring costs

SDE and Adjusted EBITDA are critical because they are the earnings figures buyers apply valuation multiples to. Errors or unsupported add backs can materially impact value, credibility, and buyer confidence.

4. Common Valuation Methods Used in the Market

Market Approach
The most common approach for privately held businesses. Value is determined by applying a market multiple to Adjusted EBITDA based on comparable transactions, industry norms, and deal size.

Example:
Adjusted EBITDA: $1,000,000
Market Multiple: 4.5x
Enterprise Value: $4,500,000

Income Approach
Used more selectively. Focuses on the present value of future cash flows, often through a discounted cash flow analysis. Typically applied when cash flows are highly predictable or when market comps are limited.

Asset Based Approach
Used primarily for asset-heavy or distressed businesses. Value is based on the net value of assets rather than earnings potential.

In practice, most deals rely on the market approach, with other methods used as support or downside protection.

5. What Drives Higher Valuations
Several factors consistently influence valuation multiples and buyer interest:

Positive Drivers
· Diversified customer base
· Recurring or contracted revenue
· Strong middle management
· Clean, well-documented financials
· Scalable systems and processes
· Industry growth or consolidation trends

Value Suppressors
· Customer concentration
· Owner dependency
· Inconsistent financial reporting
· Declining margins
· Regulatory or licensing risk

Addressing these factors often has more impact on value than short-term revenue growth alone.

6. Enterprise Value vs Equity Value
This distinction is often misunderstood by business owners.

Enterprise Value represents the value of the operating business before debt and excess cash.

Equity Value is what the owner actually receives at closing, after:
· Debt is paid off
· Required working capital is delivered
· Transaction expenses are accounted for

Helping clients understand this distinction early prevents disappointment and confusion later in the process.



7. Formal Business Valuations: Pros and Cons
Formal business valuations can play an important role in certain planning scenarios, but they are not always the best starting point for owners preparing for a sale.

Benefits of a Formal Valuation
Formal valuations provide a structured and defensible opinion of value based on established methodologies and assumptions. They are often appropriate when:
· Supporting estate, gift, or tax planning
· Required for litigation, shareholder disputes, or compliance purposes
· Establishing a documented baseline value at a specific point in time

In these contexts, a formal valuation can be a useful tool for advisors and their clients.

Limitations and Considerations
For owners considering a future sale, formal valuations also have meaningful drawbacks:
· Cost and time, as formal valuations can be thousands of dollars and may take months to complete
· Static conclusions that may not reflect real time buyer behavior or current market dynamics
· The risk of anchoring expectations around a specific number that may not align with what the market will ultimately support

In some cases, a formal valuation can unintentionally pigeonhole an owner into a price that limits flexibility during a transaction process.

Prevail’s Market Driven Approach
At Prevail, we take a practical, transaction focused approach to value. Rather than relying solely on a formal valuation, we perform an internal workup to estimate an achievable purchase price.

This analysis is grounded in common valuation principles, such as SDE or Adjusted EBITDA and market-based multiples, but it is also informed by real activity we are seeing in the market, including buyer demand, financing conditions, and recent comparable transactions.

This approach allows owners and advisors to set realistic expectations, remain flexible, and focus on positioning, process, and competition to maximize value rather than being constrained by a single point estimate.

8. Timing and Market Conditions Matter
Valuation is highly sensitive to external factors such as:
· Interest rates
· Lending availability
· Buyer demand
· Industry specific trends

The same business can command materially different valuations depending on when it goes to market. This is why proactive planning is critical.

9. How Advisors Add Value in the Valuation Conversation
Advisors play a critical role by:
· Helping clients understand true cash flow
· Identifying normalization adjustments early
· Encouraging proactive tax and estate planning
· Setting realistic expectations around timing and value

Well-prepared businesses not only sell for more, they experience smoother transactions with fewer surprises.

10. When to Bring in a Transaction Advisor
A transaction advisor should be engaged when:
· A business owner is within 1 to 3 years of an exit
· A client is receiving unsolicited offers
· Ownership transition or liquidity planning is underway

Early involvement often increases value and reduces risk for all parties.

11. Final Thoughts
Understanding how businesses are valued empowers advisors to have more strategic, confident conversations with their clients.

While valuation is both art and science, the fundamentals remain consistent: sustainable cash flow, reduced risk, and transferability drive value.

For advisors, aligning clients early around these principles is one of the most impactful ways to protect and grow their long-term outcomes.
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