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TOP 10 BUSINESS VALUATION MISTAKES

s a business

owner the

business

valuation
process seems like a
big black box. You in-
sert lots of information
into it and several
weeks later you get a
very thick and confus-
ing report that tells
you how much your
business is worth. The
problem is you don’t
understand the process
or the report and don't
know how to evaluate
either. When reading
the report, look for
these common busi-
ness valuation mis-
takes.

Mistake #1 - Un-
qualified Appraiser
The most common
problem with business
valuation reports is
that they have been
prepared by someone
who is unqualified.
There is little, if any,
regulation of the busi-
ness valuation industry
and it is often difficult
to find firms that offer
business valuation ser-
vices. People tend to
hire the first firm they
find or their current

accountant/tax pre-
parer. Not all CPAs are
competent in business
valuation. In fact,
many CPAs have very
little or no business
valuation experience or
training.

Look for professionals
that have at least one
of the following major
business valuation des-
ignations by searching
their online directo-
ries.

Accredited in Business
Valuation (ABV) -
http://www.aicpa.org/
credentialsrefweb/
ABVCredentialSearch-
Page.aspx

Accredited Senior Ap-
praiser in Business
Valuation (ASA-BV) -
http://
www.bvappraisers.org/
find/

Certified Business Ap-
praiser (CBA) - http://
www.go-iba.org/
directory.php

Certified Valuation
Analyst (CVA) - http://
www.nacva.com/dir/

Mistake #2 — Not
Objective

In the course of per-
forming a valuation
many judgment calls

are made, so the inde-
pendence and objectiv-
ity of the appraiser are
critical to producing a
credible result. A CPA
firm that has a long,
established history
with the company be-
ing appraised is gener-
ally not considered in-
dependent.

Mistake #3 — Uses
Rule of Thumb For-
mulas

Industry rules of
thumb can be useful to
get a “quick and dirty”
estimate, but they
have some serious
flaws. No one really
knows the quality and
the quantity of the
data on which they are
based. The formulas
typically use multiples
that are expressed in
ranges (like 1 to 2
times annual sales)
that result in widely
varying values.

Mistake #4 - Values
Future Potential

A fundamental rule I
learned from business
brokerage is - never,
ever pay for potential.
Developing potential
requires an investment
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“SUCCESS 15
WHEN
PREPARATION
MEETS
OPPORTUNITY”
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of time, effort and
money, and also in-
volves risk. Undevel-
oped potential has no
value.

Mistake #5 — Uses
an Arbitrary Multi-
ple or Rate

Many valuation meth-
ods call for applying
some type of multiple
to company financial
data. These multiples
are a critical compo-
nent in determining
value. Yet, they often
appear with little or no
explanation of how
they were determined
and why they are ap-
propriate.

Mistake #6 — Uses
Only One Valuation
Method

There are many ways
to value a business. A
valuation that uses
only one method is
suspect. Best practices
require that all three
valuation approaches
(market, income, and
asset/cost) be consid-
ered.

Mistake #7 — Does

of a business. A stock
sale is a sale of the
entire entity and in-
cludes all its assets
and liabilities. Most
valuations estimate
the value of a com-
pany at the entity
level, but the valua-
tion report should
clearly indentify what
property is being val-
ued.

Mistake #8 — Counts
the Value of Intan-
gibles Twice

It is tempting to ad-
just the value of a
company for intangi-
bles like: name recog-
nition, loyal customer
base, a great location,
etc. The company
benefits from these
intangibles through
higher sales and im-
proved cash flow.
Therefore, valuation
methods based on
sales or cash flow al-
ready account for
these intangibles.
They should not be
counted twice.

Mistake #9 — Does
Not Define Whose

Not Define If Assets

or Stock is Bein

Appraised
Companies can be sold

in two basic ways -
asset or stock sales.
An asset sale is the
most common type of
transaction. Asset
sales typically include
only the inventory,
equipment and intan-
gible assets (goodwill)

Perspective is Being
Used

The value of anything
depends on whose
perspective is used to
determine it. The
standard of value de-
fines the perspective
used in a valuation.
The most common
standard of value is
fair market value
which is based on the
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perspective of a hypo-
thetical sale of the
company from a hypo-
thetical seller to a hy-
pothetical buyer. Hy-
pothetical is generally
defined as the most-
likely.

Mistake #10 — Uses
Valuation Methods
or Data That Don't
Match

The value of a busi-
ness interest is based
on two criteria — mar-
ketability and control.
The valuation method
and data used must
match the type of
business interest being
valued. A share of
stock of a publicly
traded company does
not control the com-
pany and is easily
sold. A 100 percent
interest in a privately
held business does
control the business
and is not easily sold.
Data from public com-
panies cannot be used
to value a privately
held business without
being adjusted to
compensate for the
differences.

Conclusion
Business valuation is a

complicated process.
Now, you can look for
these common mis-
takes to help you
evaluate those thick
and confusing valua-
tion reports.

Written by David Coffman
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We're on the Web @
www.intlag.com

: IAG Information Seminar - FREE Webinar

I International Acquisition Group (IAG) has introduced an online Seminar
| format for business owners looking to develop an exit strategy for their
| business. This seminar is 30 minutes in length and is free.

I Our latest webinar is now available to watch online at www.intlag.com!!
I View our webinar and sign-up to receive our free e-book "The Art of the
I Deal"

IAG HAS A NEW WEBSITE!!

IAG is pleased to announce a new website with a fresh, cleaner look and
additional functionality. A Blog capability has been added to allow timely
announcements of new developments at IAG and to inform users of help-
ful tips on how to utilize the features of the system.

Please take some time to explore our following menu options!

Search Our Businesses For Sale !

e Current Headlines!

e Contact us to arrange for an onsite analysis of your business!
e Learn How IAG Solves the Problems of Selling a Business!

e Buyers! Register to fill out a confidentiality form and get im-
mediate access to hundreds of motivated and qualified sellers.

¢ View Resources for Business Buyers!

¢ Browse through frequently asked questions and answers con-
cerning exiting your business !

1925 E. Beltline Rd.
Suite 503
Carrollton, TX 75006

Phone:
866-498-6445
or 972-331-7540
E-mail:
International Acquisition Group info@intlag.com



http://iagpreview.mcbusiness-international.com/Registration.aspx
http://www.intlag.com/campaigns.aspx?CampaignNumber=29&PageName=view-client-webinar
http://www.intlag.com/campaigns.aspx?CampaignNumber=29&PageName=view-client-webinar

