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Updated	June	2024	with	the	most	current	information.What	are	the	convenient	rules	of	thumb	for	business	valuation?	Small	and	medium-size	business	valuation	issues	can	be	confusing.	But	there	are	rules	of	thumb	for	business	valuation	that	can	get	you	in	the	ballpark.What	are	the	rules	of	thumb	for	small	business	valuation?Certain	situations
require	a	formal,	written,	fully	documented	business	valuation.	However,	what	were	talking	about	here	is	not	a	formal	appraisal	but	rather	using	widely	accepted	rules	of	thumb	for	estimating	business	value.All	of	the	guidelines	well	quote	are	based	on	the	opinions	of	industry	experts	and	averages	derived	from	hundreds	of	completed	transactions
reported	to	national	databases.The	Two	MethodsTwo	commonly	used	rules	of	thumb	for	quickly	approximating	the	value	of	a	business	are:	(1)	applying	a	multiple	to	the	discretionary	earnings	of	the	business	and	(2)	applying	a	percentage	to	the	annual	gross	revenue	of	the	business.The	most	accurate	of	the	two	guidelines	seeks	to	approximate	the
value	of	a	business	by	applying	a	multiple	to	the	companys	discretionary	earnings.	What	are	discretionary	earnings?	Discretionary	earnings	are	NOT	the	profit	or	loss	that	you	show	Uncle	Sam	on	your	tax	return.	To	put	it	delicately,	almost	all	business	owners	run	some	expenses	through	the	business	that	are	ahem	not	absolutely	necessary	to	the
operation	of	the	business.What	Are	Discretionary	Earnings?Discretionary	earnings	are	the	total	cash	that	the	business	generates	in	a	year	that	is	available	to	the	owner	after	deductions	for	only	the	necessary	operating	expenses.	Another	way	to	define	discretionary	earnings	is	that	it	is	the	total	owners	benefit	derived	from	owning	the	business,
regardless	of	how	the	owner	takes	the	money	out	of	the	business.	Heres	an	article	explaining	the	subject	in	more	detail.The	Multiple	of	Discretionary	Earnings	MethodAlmost	all	privately	held	businesses	will	appraise	for	somewhere	between	one	to	six	times	discretionary	earnings.	Exactly	where	in	this	range	a	specific	business	falls	depends	on	the
type	of	business.From	the	database	of	completed	transactions,	we	know	that	an	air-conditioning/heating	contractor,	for	example,	is	valued	at	approximately	2	to	3.5	times	discretionary	earnings.	A	retail	gift	shop	is	worth	about	2.5	to	3.5	times	discretionary	earnings.	Home	health	care	is	2	to	4	times;	dry	cleaners	are	2.5	to	3.5.	Wholesale	distributors,
in	general,	are	valued	at	between	2.75	to	3.75	times	discretionary	earnings.	Where	within	these	ranges	by	category	a	particular	business	falls	depends	on	many	factors	considered	by	valuation	experts.The	Percentage	of	Revenue	MethodA	less	accurate	rule	of	thumb	method	of	estimating	the	value	of	a	business	is	to	apply	a	percentage	to	the	companys
annual	gross	revenue.	For	example,	a	full-service	restaurant	will	be	worth	about	30	to	40	percent	of	annual	gross	revenue	if	big	if	its	earning	the	average	bottom	line	profit	for	its	peer	group.As	other	examples,	auto	service	shops	will	be	valued	at	30	to	40	percent	of	annual	gross	revenue,	long-haul	trucking	companies	at	approximately	40	percent,	and
dry	cleaners	at	60	to	70	percent.But	again,	remember	that	these	values	derived	by	using	a	percentage	of	annual	revenue	must	be	supported	by	bottom-line	earnings.These	Items	Should	be	Added	to	the	Guideline	ResultsNone	of	these	appraisal	guidelines	include	the	value	of	any	real	estate	or	inventory	on	hand.	If	the	business	owns	real	estate,	the
value	of	the	realty	should	beadded	to	the	guideline	result.	And	inventory,	at	cost,	should	also	be	added	to	obtain	the	total	estimated	value	of	the	business.In	SummaryHowever,	you	as	the	owner,	seller	or	buyer	of	the	business	are	the	final	arbiter	of	what	the	business	is	worth	to	you.	Remember,	these	guidelines	are	only	averages.	And	the	guidelines
certainly	dont	take	into	account	any	special	considerations	or	any	future	plans	that	an	owner	might	have	for	the	business.	What	a	particular	business	might	be	worth	to	youmay	be	more	or	less	than	its	worth	to	the	next	person	who	looks	at	it.One	final	observation:	Interestingly,	there	is	little	geographic	deviation	in	the	value	of	businesses.	A	gift	shop
in	Alabama	with	similar	financial	performance	is	worth	about	the	same	as	one	in	California.To	subscribe	to	this	newsletter	and	get	notices	of	updates,	please	use	the	subscribe	button	to	the	right	near	the	top	of	this	page.	We	will	not	spam	you!Here	are	additional	articles	that	might	be	of	interest:	Small	Business	Valuation	Multiples	Explained,	How	to
Analyze	a	Business	Youre	Considering	Buying,	How	to	Write	an	Offer	to	Buy	a	Business,andHow	to	Handle	the	Due	Diligence	Investigation	When	Buying	a	Business.If	you	have	questions	about	business	valuation,	please	contact	me	at	(251)	990-5934	or	Will@WilliamBruce.org.	In	addition	to	estimates	of	value	using	rule-of-thumb	guidelines,	we	also
produce	written,	fully	documented	business	appraisals	for	banks,	business	buyers	and	sellers,	minority	/	majority	partners	and	others	using	at	least	two	methodologies	to	come	to	a	conclusion	of	market	value	for	any	particular	business.#	#	#William	Bruce	is	an	Accredited	Business	Intermediary	(ABI)	and	a	Senior	Valuation	Analyst	(SVA)	assisting
buyers	and	sellers	of	privately	held	businesses	in	the	transfer	of	ownership.	He	currently	serves	as	president	of	the	American	Business	Brokers	Association.His	practice	includes	consulting	services	nationally	on	issues	of	business	valuation	and	transfer.	He	may	be	reached	at	(251)	990-5934	or	by	email	at	Will@WilliamBruce.org.	(C)	Copyright	William
Bruce.	All	rights	reserved.	This	entry	was	posted	in	Business	Valuation	&	Appraisal,	Valuing,	Buying	or	Selling	a	Business	and	tagged	Business,	business	appraisal	valuation	rule	of	thumb	guidelines,	business	valuation	appraisal	guideline,	business	valuation	appraisal	rule	of	thumb,	business	valuation	formula,	business	value	as	a	multiple	of	cash	flow,
business	worth	as	a	percentage	of	revenue,	business	worth	guideline	formula,	cash	flow,	Discounted	cash	flow,	discretionary	cash	flow,	How	to	price	a	business	or	company,	Rule	of	thumb,	rule	of	thumb	business	valuation,	Small	business	valuation,	William	Bruce	Business	Broker.	Bookmark	the	permalink.	Often,	as	a	private	business	owner	starts	to
consider	exit	strategies	and	succession	planning,	the	potential	sale	value	of	the	company	becomes	an	important	factor.Occasions	can	arise	during	this	period	when	a	company	owner	wants	a	rough	estimate	of	business	value,	and	fast.	So,	what	is	the	rule	of	thumb	for	valuing	a	business?	Is	it	three	to	five	times	EBITDA?	Five	to	six	times	earnings?	Some
multiple	of	annual	sales?Without	engaging	a	business	valuation	professional,	it	can	be	tough	to	accurately	calculate	the	value	of	a	company,	because	along	with	hard	numbers	like	EBITDA,	earnings,	assets,	and	annual	sales,	many	other	variables	matter,	too:Industry	sector	and	concentrationGeographical	locationEarnings
historyCompetitionManagement	team	strengthReputationIn	this	article,	well	take	a	look	at	some	of	the	most	commonly	used	rule	of	thumb	business	valuations,	and	why	its	important	to	get	an	objective,	realistic	idea	of	your	company	value	before	starting	down	the	path	of	business	ownership	transition.Typical	Rule	of	Thumb	Valuation
ApproachesBefore	diving	into	a	few	of	the	most	common	rule	of	thumb	valuation	approaches,	lets	remember	what	a	rule	of	thumb	is,	and	what	its	not.	The	history	and	etymology	of	the	term	highlights	the	idea	of	inaccuracy:	it	refers	to	the	practice	using	your	thumb	as	a	measure	instead	of	a	standardized	unit,	like	an	inch	or	centimeter.A	quick	look	at
your	thumb,	and	someone	elses	thumb,	makes	the	concept	abundantly	clear.A	few	common	ways	of	getting	a	rough	estimate	of	business	value	involve	discretionary	earnings,	annual	gross	revenue	or	sales,	and/or	EBITDA	(Earnings	Before	Interest,	Taxes,	Depreciation,	and	Amortization).Discretionary	Earnings	Rule	of	ThumbThe	discretionary
earnings	method	starts	with	the	annual	cash	from	the	business	thats	available	to	the	owner	after	taking	out	essential	operating	expenses.	It	then	multiplies	that	number	by	a	factor	usually	between	two	and	four,	depending	on	the	business	type.To	keep	things	simple,	lets	say	a	business	makes	$1	million	a	year	in	revenue,	and	the	cash	to	the	owner	is
about	$250,000.	Depending	on	the	type	of	business,	the	sellers	discretionary	income	is	multiplied	by	somewhere	usually	between	1.25	and	2.5,	so	that	business	might	sell	for	$312,500	to	$625,000.Annual	Sales	or	Gross	Revenue	Rule	of	ThumbThe	annual	sales	or	gross	revenue	approach	assumes	that	a	company	is	worth	some	percentage	of	its	annual
gross	revenue	or	sales,	again	depending	on	the	type	of	business.	The	same	is	true	for	the	EBITDA	multiple	rule	of	thumb	different	industries	and	sectors	can	experience	different	multiples	as	a	result	of	varying	market	conditions	and	other	factors.Most	rule	of	thumb	valuation	approaches	rely	on	reference	books,	websites,	or	databases	to	access
comparables,	or	comps,	for	a	somewhat	accurate	frame	of	reference.	Referencing	comps	is	similar	to	the	practice	in	real	estate,	in	which	a	property	is	compared	with	several	nearby,	recently	sold	properties	with	similar	characteristics.All	these	rules	of	thumb	rely	on	plenty	of	assumptions,	leave	out	a	lot	of	detail,	and	can	be	pretty	misleading	to	the
business	owner.	Case	in	point:	consider	the	difference	in	our	example	between	$312,500	and	$625,000	especially	if	that	sum	represents	your	retirement	nest	egg.Those	are	two	very	different	thumbs.What	Good	is	a	Rule	of	Thumb	Business	Valuation?Considering	all	the	limitations	of	rough	estimating,	is	there	any	point	to	starting	with	a	rule	of	thumb
valuation?Maybe.For	one	thing,	a	business	owner	might	find	it	a	useful	exercise	to	check	their	emotional	reaction	to	a	value	range.	If	it	feels	way	off	in	either	direction,	that	could	be	a	good	starting	point	for	a	conversation	with	a	valuation	expertand	a	gut	check	about	how	you	really	feel	about	succession	planning,	and	what	your	business	means	to
you.Getting	a	realistic	idea	of	the	potential	market	value	of	a	business	in	the	early	stages	of	ownership	transition	can	help	a	business	leader	make	changes	that	can	improve	company	value	before	the	sale.	Comb	through	financials.	Find	ways	to	eliminate	waste,	improve	efficiencies,	ensure	compliance	with	any	relevant	regulations,	and	make	sure	all
company	records	are	in	order.What	Else	Should	a	Business	Owner	Consider	Before	Selling?Theres	plenty	to	think	about	in	advance	of	selling	a	business,	so	the	earlier	you	start	investigating	your	options,	the	better.For	one,	the	ownership	transition	doesnt	have	to	be	an	event;	it	can	be	a	process	that	takes	place	over	the	course	years,	and	it	can	even
offer	the	seller	meaningful	control	over	their	succession	plan	and	exit.	In	addition	to	the	flexibility	in	timing,	some	sale	options	can	also	provide	financial	flexibility	that	can	add	up	to	the	seller	actually	netting	more	over	a	period	of	time	than	they	would	at	a	once-and-done	third-party	sale.Selling	a	closely	held	company	to	an	employee	stock	ownership
plan	(ESOP)	can	provide	a	business	owner	with	greater	control	over	the	sale	process,	the	transaction	structure,	and	the	succession	planning	timeline.An	ESOP	sales	flexible	sale	structure	terms,	combined	with	significant	tax	benefits,	can	in	some	cases	lead	to	net	a	higher	profit	on	the	sale	when	all	is	said	and	done,	compared	with	after-tax	proceeds
on	a	third-party	sale.But	you	wouldnt	be	able	to	realistically	reflect	on	any	of	these	options	using	just	a	rule	of	thumb	valuation.	Thats	why	its	smart	to	start	investigating	ownership	transition	options	early.	Learn	more	about	the	factors	that	contribute	to	value	at	sale,	and	how	selling	to	an	ESOP	could	help	you	realize	the	best	possible	outcome	when
you	download	our	eBook,	How	an	ESOP	Maximizes	Value	When	You	Sell	Your	Business.	Just	click	the	link	below	to	claim	your	own	free	copy.	Using	a	rule	of	thumb	business	valuation	can	be	quick,	inexpensive,	and	easy	to	understand.	But	is	it	an	excellent	idea?In	this	guide,	we'll	discuss	what	a	business	valuation	rule	of	thumb	is,	some	types	you	can
use,	and	the	disadvantages	of	using	this	valuation	method.Because	of	the	method's	limitations,	you	would	be	better	off	working	with	M&A	experts	to	help	you	leverage	your	business's	unique	nuances	and	value	it	accurately.At	Exitwise,	we	help	you	find	and	collaborate	with	experienced	industry-specific	M&A	professionals	to	help	you	with	the	entire
exit	process	from	valuation	to	post-closing	transition.	Reach	out	to	our	team	today.What	is	the	Rule	of	Thumb	Business	Valuation	Method?The	rule	of	thumb	business	valuation	method	is	a	business	appraisal	technique	that	applies	a	multiple	to	a	given	financial	metric	based	on	general	industry	experience	or	formulas	passed	down	over	time.The
technique	may	also	be	based	on	common	sense	and	is	widely	accepted	as	approximately	correct	but	not	necessarily	correct	from	a	scientific	point	of	view.As	a	business	owner,	you	can	use	a	rule	of	thumb	for	business	valuation	in	the	early	stages	of	exit	planning	to	gauge	the	feasibility	of	the	method	and	the	exit.If	you	hope	for	a	high-value	exit	based
on	the	current	industry	trends,	you	can	run	some	quick	multiple-based	calculations	using	discretionary	earnings	or	EBITDA.Tip:	If	the	valuation	doesnt	meet	your	expectations,	you	can	address	issues	sooner.	You'll	have	more	luck	resolving	issues	early	than	when	you've	already	listed	the	business	for	sale.	Now	that	we	know	what	valuing	a	business
rule	of	thumb	means,	let's	check	out	some	common	techniques	you	can	apply:1.	EBITDA	Multiple	RuleThe	EBITDA	multiple	method	assigns	your	company	value	based	on	a	multiple	of	its	annual	Earnings	Before	Interest,	Taxes,	Depreciation,	and	Amortization	(EBITDA).The	multiple	may	also	apply	to	the	average	EBITDA	determined	for	a	period,
usually	the	last	3-5	years.Since	EBITDA	is	a	financial	performance	metric,	the	EBITDA	multiple	rule	is	ideal	for	companies	or	businesses	with	over	$1	million	in	annual	revenues	and	are	expected	to	grow	rapidly.The	specific	EBITDA	multiple	you	use	to	value	your	business	depends	on	the	industry,	business	size,	growth	potential,	and	profit	margins.As
with	other	multiple-based	business	valuations,	the	EBITDA	multiple	comes	from	a	detailed	market	assessment	of	the	multiples	at	which	recent	businesses	were	sold	in	the	same	industry.Here's	a	quick	example:Annual	EBITDA	for	business	XYZ	=	$1.5	millionRecent	businesses	within	this	EBITDA	sold	at	an	average	17.16x	multipleEstimate	value	of
XYZ	=	Annual	EBITDA	x	Multiple	=	$1.5	million	x	17.16	=	$25,740,000.	The	discretionary	earnings	multiple	method	considers	the	seller's	annual	discretionary	earnings	(SDE).	The	SDE	refers	to	the	salary	and	any	other	financial	benefits	or	profits	you	take	home	from	the	business.In	short,	discretionary	earnings	are	all	the	monies	available	to	you
from	the	business	annually	as	the	owner	or	seller.The	SDE	multiple	method	also	requires	a	deep	analysis	of	the	comparable	multiples	at	which	other	similar	businesses	in	the	industry	were	sold.You	can	apply	this	method	if	your	business	is	smaller	and	usually	has	under	$1	million	in	annual	revenues.	You	may	use	the	most	recent	yearly	discretionary
earnings	or	an	average	of	the	earnings	of	the	last	3-5	years.Let's	look	at	a	quick	example:Your	business's	approximate	value	=	Annual	SDE	x	Multiple	=	$550,000	x	5.0	=	$2,750,000.3.	Revenue	Multiple	MethodThe	revenue	multiple	approach	attaches	the	value	of	a	business	to	its	annual	net	revenue	using	a	market-derived	multiplier.You	can	also
apply	the	multiplier	to	the	average	net	revenues	of	the	past	3-5	years.While	the	revenue	multiple	technique	is	ideal	for	businesses	with	robust	yearly	revenue	growth	or	recurring	revenues,	it	may	not	provide	a	clear	picture	of	the	value	of	a	business.Here's	an	example:Business	ABZ	in	the	construction	supplies	industry	has	an	annual	revenue	of	$4.5
millionSimilar	businesses	in	the	sector	usually	sell	at	a	2.1x	revenue	multiple.The	approximate	business	value	for	ABZ	=	Annual	revenue	x	Multiple	=	$450,000	x	2.1	=	$9,450,000.However,	the	revenue	valuation	method	doesn't	account	for	customer	churn,	which	can	help	you	tell	if	your	businesss	revenue	is	secure.You	also	need	to	account	for
expenses.	If	your	business	has	high	revenues	and	high	expenses,	using	the	revenue	multiple	method	may	not	give	an	accurate	valuation.Pro	Tip:	You	can	use	our	valuation	calculator	to	estimate	your	business's	worth	based	on	its	revenue.	Check	out	the	free	Exitwise	business	valuation	calculator!	When	selling	your	business	or	company,	you'll	want	to
apply	a	well-researched	business	value	rule	of	thumb	specific	to	your	industry.Lets	see	some	common	rule	of	thumb	value	of	business	EBITDA	multiples	based	on	data	from	the	NYU	Stern	School	of	Business:Technology:NicheEBITDA	Multiples	Internet	Software19.33xSystem	and	Application	Software28.43xTelecom	Equipment13.98xTelecom
Services6.18xHealth:NicheEBITDA	MultiplesHealthcare	Products21.51xHealthcare	Support	Services11.29xHealthcare	Information	Technology21.44xHospitals	and	Healthcare	Facilities8.75xReal	Estate:NicheEBITDA	MultiplesReal	Estate	Development17.93xGeneral	Real	Estate18.01xReal	Estate	Operations	and	Services14.98xReal	Estate	Investment
Trusts21.02xRetail:NicheEBITDA	MultiplesAutomotive	Retail11.63xBuilding	Supplies	Retail13.33xDistribution	Retail11.63xGrocery	and	Food	Retail6.38xLimitation	of	Rules	of	Thumb	Valuation	ApproachWhile	ideal	for	quick	and	inexpensive	surface-level	valuations,	using	rules	of	thumb	to	evaluate	your	business	has	several	disadvantages:Limited
Applicability	or	Adaptability:	Rule	of	thumb	valuations	are	based	on	historical	experiences	or	observations,	which	may	not	capture	recent	market	and	industry	changes.	They	may	only	apply	well	to	industries	with	solidly	established	standards.Overlooking	Unique	Characteristics:	You	can't	capture	financial	factors	like	profit	margins,	income	stability,
growth	rates,	cash	flows,	and	debt	levels	with	rule	of	thumb	company	valuations.	They	also	ignore	customer	relationships,	product	or	service	diversity,	market	position,	brand	value,	and	suitability	of	the	managing	team.Potential	to	Misguide	or	Ruin	Negotiations:	Great	negotiations	stem	from	provable	facts	and	figures,	and	you	may	not	provide
accurate	ones	when	you	use	rule	of	thumb	methods.Overvaluation	and	Undervaluation	Are	Common:	Since	the	rule	of	thumb	method	uses	historical	data	of	other	companies,	it	may	not	accurately	represent	your	companys	true	valuation.	While	undervaluation	means	you	leave	money	on	the	table,	overvaluation	may	scare	potential	buyers	away	and
make	your	business	stay	on	the	market	longer.	When	valuing	your	business	using	a	rule	of	thumb	for	an	M&A	exit,	you'll	want	to	take	the	steps	below:Market	and	Industry	Research:	Analyze	relevant	market	data	for	your	industry	to	see	the	prevailing	rule	of	thumb	multiples	for	various	financial	metrics	for	similar	businesses.Choose	Suitable	Rules	of
Thumb:	Combine	the	information	from	your	research	and	the	knowledge	about	your	business	to	choose	the	most	suitable	rule	of	thumb	valuation	methods.Apply	the	Market-Based	Multipliers:	Estimate	the	value	of	your	business	by	multiplying	the	selected	financial	metrics	with	their	corresponding	multiples.Re-evaluate	Your	Business	Consistently:	Get
annual	appraisals	based	on	the	prevailing	market-based	metrics	to	track	the	value.	Note	and	act	on	aspects	that	can	help	maximize	business	value.Consider	Unique	Characteristics:	Learn	the	strengths	of	your	business	and	negotiate	a	fair	purchase	price	based	on	these	and	favorable	market	conditions.Applying	the	rule	of	thumb	business	valuations
can	be	daunting,	especially	when	you	want	to	factor	in	the	characteristics	that	give	your	business	a	competitive	advantage.Getting	a	formal	valuation	from	experienced	M&A	experts	is	worth	the	investment.	We	at	Exitwise	can	help	you	find	the	best	M&A	team	to	help	you	value	your	business	accurately	and	maximize	your	sale	price.	Consult	with	us
today!	Here	are	common	questions	to	consider:Which	Multiple	Could	Be	Used	for	a	Basic	Business	Valuation?Most	appraisers	typically	use	the	discretionary	earnings	multiple	for	basic	valuations	of	smaller	businesses	with	annual	revenue	under	$1	million.The	EBITDA	multiple	is	typically	used	for	basic	valuations	of	businesses	with	over	$1	million	in
annual	revenue.When	you	consult	with	us	at	Exitwise,	you	can	find	the	best	M&A	experts	to	help	you	value	your	business	based	on	its	crucial	financial	metrics	and	unique	aspects.How	Much	is	a	Business	Worth	with	$1	Million	in	Profit?The	value	of	a	business	with	$1	million	in	profit	varies	depending	on	factors	such	as	the	industry,	unique	business
characteristics,	current	market	conditions,	and	stability	of	earnings.Assuming	a	net	profit	multiple	of	3.5x	and	$1	million	in	net	profit,	the	business	would	be	worth	$3.5	million.However,	another	business	with	the	same	net	profit	but	in	a	different	industry	with	a	net	profit	multiple	of	42.5x	would	be	worth	$42.5	million.How	Many	Times	Revenue	Is	a
Company	Worth?The	number	of	times	a	business	is	worth	its	revenue	also	depends	on	various	factors,	such	as	the	industry,	market	conditions,	the	amount	of	recurring	revenue,	and	the	number	of	revenue	streams.According	to	NYU	Stern	data,	different	industries	can	have	the	following	revenue	multiples:Healthcare	information	and	technology:
5.29xHealthcare	support	services:	0.61xReal	estate	investment	trusts:	11.49xReal	estate	development:	4.38xTransportation:	1.68xTrucking:	1.81xConclusionWhen	you	use	a	rule	of	thumb	business	valuation,	you	can	have	a	rough	idea	of	how	much	your	business	could	be	worth.	However,	such	valuation	methods	do	not	capture	the	total	value	because
they	may	overlook	your	business's	unique	characteristics.You	would	have	to	work	with	an	M&A	team	to	help	you	value	your	business	accurately	using	the	right	valuation	methods	and	considering	its	strengths.We	can	help	you	work	with	the	best	M&A	experts	in	your	industry,	such	as	accountants,	attorneys,	business	appraisers,	brokers,	investment
bankers,	and	wealth	advisors.	Book	a	chat	with	our	Exitwise	team	today	to	achieve	the	exit	youve	always	envisioned!	Brian	graduated	from	Michigan	Technological	University	with	a	BS	in	Mechanical	Engineering	and	as	Captain	of	the	Men's	Basketball	Team.	After	a	four-year	stint	at	Deloitte	Consulting,	Brian	returned	to	school	to	get	his	MBA	at	the
University	of	Michigan.	Brian	went	on	to	join	his	first	startup,	a	Ford	Motor	Company	Joint	Venture,	and	cofound	a	technology	and	digital	marketing	services	agency.	Through	those	experiences,	Brian	embraced	the	opportunity	to	provide	M&A	education	and	support	to	his	fellow	business	owners	as	they	navigated	their	own	entrepreneurial	journeys.
Share	copy	and	redistribute	the	material	in	any	medium	or	format	for	any	purpose,	even	commercially.	Adapt	remix,	transform,	and	build	upon	the	material	for	any	purpose,	even	commercially.	The	licensor	cannot	revoke	these	freedoms	as	long	as	you	follow	the	license	terms.	Attribution	You	must	give	appropriate	credit	,	provide	a	link	to	the	license,
and	indicate	if	changes	were	made	.	You	may	do	so	in	any	reasonable	manner,	but	not	in	any	way	that	suggests	the	licensor	endorses	you	or	your	use.	ShareAlike	If	you	remix,	transform,	or	build	upon	the	material,	you	must	distribute	your	contributions	under	the	same	license	as	the	original.	No	additional	restrictions	You	may	not	apply	legal	terms	or
technological	measures	that	legally	restrict	others	from	doing	anything	the	license	permits.	You	do	not	have	to	comply	with	the	license	for	elements	of	the	material	in	the	public	domain	or	where	your	use	is	permitted	by	an	applicable	exception	or	limitation	.	No	warranties	are	given.	The	license	may	not	give	you	all	of	the	permissions	necessary	for
your	intended	use.	For	example,	other	rights	such	as	publicity,	privacy,	or	moral	rights	may	limit	how	you	use	the	material.	Skip	to	content	#1	Rated	Online	Provider	of	Finance	and	Banking	Training	Certifications	Specializations	FMVA	BIDA	CBCA	CMSA	FPWMP	FTIP	FP&A	ESG	Leadership	Excel	Business	Intelligence	Data	Science	Digital	Assets
Real	Estate	Macabacus	Financial	Modeling	&	Valuation	Analyst	(FMVA)	Business	Intelligence	&	Data	Analyst	(BIDA)	Commercial	Banking&	Credit	Analyst	(CBCA)	Capital	Markets	&Securities	Analyst	(CMSA)	Financial	Planning	&	Wealth	Management	Professional	(FPWMP)	FinTech	Industry	Professional	(FTIP)	Financial	Planning	&	Analysis	(FP&A)
Environmental,	Social,	&	Governance	(ESG)	Data	Analysis	in	Excel	Certificate	Business	Intelligence	Analyst	Cryptocurrencies	and	Digital	Assets	Specialist	Commercial	Real	Estate	Finance	Specialist	Corporate	Finance	Investment	Banking	Capital	Markets	Private	Equity	Commercial	Banking	Wealth	Management	Asset	Management	Business
Intelligence	Excel	Fundamentals	-	Formulas	for	Finance	Excel	Fundamentals	-	Formulas	for	Finance	Reading	Financial	Statements	Reading	Financial	Statements	Corporate	Finance	Fundamentals	Corporate	Finance	Fundamentals	Financial	Analysis	Fundamentals	Financial	Analysis	Fundamentals	Math	for	Finance	Professionals	Math	for	Finance
Professionals	Introduction	to	Business	Intelligence	Introduction	to	Business	Intelligence	Budgeting	and	Forecasting	Budgeting	and	Forecasting	Advanced	Excel	Formulas	&	Functions	Advanced	Excel	Formulas	&	Functions	Dashboards	&	Data	Visualization	Dashboards	&	Data	Visualization	Monthly	Cash	Flow	Modeling	Monthly	Cash	Flow	Modeling
Provides	a	through	coverage	of	all	products	in	the	Capital	Markets	universe	with	the	ability	to	dig	down	further	in	need.	The	epitome	of	practical	financial	analysis	and	with	it,	you	do	not	need	years	of	practice	to	know	the	content.	Self-learning	online	format	worked	well	and	allowed	learning	at	my	own	pace.	I	wish	I	had	taken	this	course	years	ago.
Thoroughly	recommended	for	anyone.	How	MSH	used	CFI	to	Fuel	40%	YoY	growth	How	CFIs	training	boosted	financial	modeling	skills	and	organizational	impact	at	YoungMinds	UK	I	wish	I	had	taken	this	training	10	years	ago.	After	taking	these	courses,	I	feel	more	confident	in	analysing	financial	statements.	I	also	feel	like	my	models	are	more
auditable	and	easier	to	follow.	Axos	Banks	internship	program	revamp:	Boosting	skills	and	motivation	With	CFI	I	am	recommending	corporate	finance	institute	for	everyone	who	are	financial	professionals.	The	course	content	is	very	practical	and	closely	resonates	with	the	real-world	work	we	do.	CFI	has	the	best	delivery	mode	of	difficult	topics	in
Finance.	SilverChef	and	CFI:	A	story	of	profitability	Sarh	International	uses	CFI	to	give	learners	the	experience	they	want	and	employers	the	skills	they	need.	CFI	has	a	large	catalogue	of	courses	that	are	well	organized	and	thorough.	Makes	it	easy	for	me	to	dive	into	multiple	topics,	instead	of	trying	to	piece	together	learning	materials.	Provides	the
BEST	educational	experience.	Even	though	I	don't	come	from	or	work	directly	in	Finance,	I	feel	the	overall	learning	through	CFI	turned	out	to	be	a	great	asset	for	me.	Helped	me	grow	in	my	career	and	added	immense	value	to	my	CV.	I	have	a	much	better	understanding	of	the	fundamentals	and	practical	knowledge.	Join	a	network	of	experts	to
support	your	learning	journey,	access	exclusive	resources,	and	professional	development	opportunities.	Unlock	hundreds	of	ready-to-use	templates,	cheat	sheets,	guides,	and	discounts	on	must-have	finance	tools	to	boost	your	skills	and	productivity.	Get	personalized	advice,	resume	reviews,	cover	letter	support,	and	access	to	a	vast	library	of
resources.	Our	experts	are	committed	to	your	career	success,	ensuring	you	grow	and	thrive	professionally.	The	rules	of	thumb	in	business	valuation:	what	are	they?	Rules	of	thumb	in	business	valuation	are	occasionally	used	to	get	a	general	idea	of	a	business	value	without	considering	the	particular	situation	of	the	business	being	appraised.	Therefore,
they	are	only	approximate	generalizations,	which	could	be	used	for	discussion	purposes	only	and	not	to	make	decisions	or	transactions.	An	example	of	a	rule	of	thumb	may	be	to	determine	a	business	value	based	on	a	percentage	of	sales.	For	example,	if	the	rule	of	thumb	states	that	the	value	of	a	business	in	a	particular	industry	is	60%	of	sales	and	the
business	sales	are	$	500,000,	then	the	conclusion	would	be	that	the	business	value	is	$	300,000	($	500,000	x	60%).	In	addition,	there	are	also	the	rules	of	thumb	based	on	the	sellers	discretionary	earnings,	EBITDA	(earnings	before	interest,	taxes,	depreciation	and	amortization),	EBIT	(earnings	before	interest	and	taxes),	etc.Limitations	of	rules	of
thumb:1.	The	average	over	several	yearsAccording	to	the	rule,	the	average	is	established	over	a	long	period	of	time	(for	example,	20	to	30	years).	Therefore,	the	average	may	not	consider	the	current	state	of	the	industry.	Thus,	taking	the	example	of	a	DVD	rental	store,	some	factors	must	be	considered	while	valuating	the	business,	such	as:
deployment	of	the	technology,	expansion	of	the	media	and	the	increase	of	virtual	information	accessibility	.	In	this	particular	case,	if	the	rule	of	thumb	was	used	with	the	same	level	of	sales	but	with	several	years	apart,	the	rule	would	arrive	at	the	same	conclusions	about	the	value	of	the	business.	Given	the	major	changes	in	the	industry,	the	conclusion
using	the	rule	of	thumb	would	be	different	than	the	actual	value.2.	Special	features	of	the	business	valuedMoreover,	it	is	essential	to	differentiate	a	typical	business	in	that	industry	and	the	one	appraised,	by	taking	into	consideration	its	evolution	over	time,	the	level	of	profitability,	the	profit	stability,	the	profit	trend,	the	owner	role	in	his	business,	etc.
For	example,	a	rule	of	thumb	that	is	established	as	a	percentage	of	sales	doesnt	consider	the	business	profitability.	Also,	if	a	typical	business	in	the	industry	has	a	low	growth	and	that	the	business	appraised	has	rapid	growth,	the	rules	of	thumb	wont	differentiate	between	these	2	types	of	growth.3.	Equipment	and	goodwill	value	versus	equity	valueOne
of	the	more	common	mistakes	is	to	belief	that	rules	of	thumb	allow	you	to	calculate	the	value	of	the	equity.	The	rules	of	thumb	usually	determine	the	value	of	the	equipment	and	goodwill,	not	the	value	of	the	equity.	Also,	they	dont	consider	the	quality	of	the	equipment;	they	combine	new	equipment	with	the	used	one,	without	considering	what	needs	to
be	replaced.	To	calculate	the	value	of	equity,	you	therefore	need	to	replace	the	book	value	of	the	equipment	and	goodwill	by	the	calculated	value,	then	add	the	other	assets	and	deduct	the	liabilities.In	conclusion,	it	must	be	remembered	that	the	rules	of	thumb	is	an	easy	approach,	allowing	someone	to	get	a	rough	idea	of	the	value	of	a	business
equipment	and	goodwill	and	should	only	be	used	for	discussion	purposes,	and	not	to	make	any	decisions	or	transactions.	If	your	business	requires	a	thorough	and	detailed	analysis,	seek	the	expertise	of	a	highly	qualified	professional.	For	a	complete	business	valuation	or	any	other	assistance,	please	contact	me,	I	will	be	happy	to	help	you.	Gerald	relied
on	instincts	to	build	a	premier	IT	management	company.	Now,	his	instincts	were	telling	him	it	he	needed	to	bring	in	a	partner	if	he	wanted	to	get	to	the	next	level.	"This	was	more	about	an	innate	responsibility	to	my	employees	and	clients	to	ensure	what	we	started	over	30	years	ago	continues	to	prosper	for	many	years	to	come."	After	more	than	30
years	in	the	industry,	Doug	was	ready	to	take	on	a	new	challenge.	I	could	tell	that	Jeff	and	Jonah	were	listening	to	me	that	day	in	the	living	room,	and	there	was	no	pressure."	After	many	years	building	a	world-class	marina,	their	priority	was	to	find	a	buyer	to	carry	on	the	tradition.	"We've	always	been	able	to	accomplish	a	lot	on	our	own,	but
sometimes	you	need	some	professional	help	and	guidance."	Many	other	industries	use	rules	of	thumb	for	business	valuation.	Small	web-based	businesses	ranging	from	small	e-commerce	stores	to	affiliate	marketing	businesses	all	tend	to	sell	for	within	the	same	multiple	range,	which	is	listed	on	the	Empire	Flippers	website:20-40	x	Monthly	Net
ProfitThis	is	the	equivalent	of	1.67	to	3.33	x	annual	net	profit.	Although	every	business	is	different,	these	businesses	have	enough	in	common	with	each	other	that	they	can	all	be	reduced	down	to	the	same	formula	to	give	a	valuation	range.Like	all	businesses,	the	exact	valuation	within	this	range	will	depend	on	the	unique	characteristics	of	the
business.	But	this	rule	of	thumb	provides	the	guide	to	the	range	in	which	the	value	should	be,	and	it	is	stuck	to	fairly	closely	in	this	industry.	So	in	this	industry	this	rule	of	thumb	is	important,	because	it	would	be	difficult	to	justify	a	valuation	outside	of	this	range.At	the	other	end	of	the	scale,	businesses	that	hold	a	lot	of	assets	in	real	estate	also	tend
to	have	rules	of	thumb	that	apply	to	their	valuations.	For	example,	care	homes	(nursing	homes)	in	the	UK	sell	for	7-11	x	EBITDA.	Freehold	pubs	in	the	UK	tend	to	sell	for	5-9	x	EBITDA.	In	the	US	small	hotels	sell	for	8-11	x	EBITDA	and	B&Bs	sell	for	8-9	x	SDE.	These	rules	of	thumb	are	based	on	a	multiple	of	earnings	(EBITDA	or	SDE	as	the	case	may
be),	and	they	include	the	property	and	assets	of	the	business.VALUATION	RULE	OF	THUMB	DATABASESIn	the	United	States	there	are	some	very	comprehensive	databases	of	rules	of	thumb,	the	largest	of	which	is	the	Business	Reference	Guide.	The	rules	of	thumb	in	these	publications	cover	almost	every	industry	sector,	and	often	include	several
different	rules	of	thumb	for	each	sector.	Knowing	a	companys	worth	is	important	for	many	reasons.	It	could	be	for	sale,	passed	down	through	generations,	subject	to	a	buy-sell	agreement,	retirement,	insurance,	or	tax	preparation.While	its	true	that	a	companys	value	is	directly	proportional	to	its	readiness	to	sell,	there	are	several	ways	to	arrive	at	a
reasonable	estimate.	The	business	world	has	traditionally	utilized	rules	of	thumb	for	valuing	corporate	interests.A	valuation	based	on	the	Rule	of	Thumb	in	the	UK	is,	at	best,	an	approximation.	While	approximate	estimates	may	satisfy	a	modest	curiosity	today,	they	will	be	worth	dollars	later.This	article	discusses	whether	to	use	the	rule	of	thumb	for
valuing	a	business	in	the	UK	and	when	to	utilize	more	traditional	methods.Rule	of	thumb	and	a	business	valuation	in	the	UKUnder	some	restricted	conditions,	the	rule	of	thumb	in	the	UK	can	be	useful	because	it	helps	stakeholders	determine	the	approximate	worth	of	their	company	quickly	and	affordably.	Lets	learn	everything	about	this	business
valuation	in	the	UK	here.	Understand	the	rule	of	thumb	in	business	valuationShareholders	use	industry	standards	and	the	Rule	of	Thumb	in	the	UK	to	determine	the	approximate	values	of	their	interests,	saving	money	on	formal	valuation	report	fees.	Different	situations	call	for	different	approaches,	and	this	one	adapts	to	those	situations
accordingly.The	rule	of	thumb	in	the	UK	is	an	approach	to	business	valuation	derived	from	experience	and	common	sense.	It	appears	to	be	roughly	true	as	a	general	principle	but	does	not	aim	to	be	scientifically	accurate.	Determining	a	businesss	worth	entails	multiplying	an	industrys	economic	benefit.	The	metrics	utilized	for	this	analysis	are
discretionary	cash	flow	and	business	revenue.If	an	accounting	firm	is	worth	1	to	1.35	times	a	years	revenue	plus	work-in-progress	(inventory),	its	goodwill	is	worth	twice	as	much	as	discretionary	cash	flow.	A	rule	of	thumb	in	the	UK	is	usually	a	mix	of	observations,	real-life	market	deals,	rumors,	and	personal	experience.When	is	the	Rule	of	thumb
used	for	business	valuation	in	the	UK?Business	valuation	in	the	UK	often	uses	general	rules	of	thumb	in	the	following	situations:When	there	is	a	lack	of	detailed	financial	information	If	a	company	doesnt	have	thorough	financial	documents	like	balance	sheets	or	profit	and	loss	statements,	it	might	be	hard	to	tell	how	much	its	worth	without	resorting	to
the	rule	of	thumb	in	the	UK.	For	example,	a	retail	company	is	often	worth	3X	its	yearly	revenue	in	industries	where	companies	can	sell	for	multiples	of	revenue	or	profitability.When	there	is	a	need	for	a	quick	valuation	If	you	need	an	estimate	quicklymaybe	for	an	impending	sale	or	mergerrules	of	thumb	can	help.	They	dont	require	you	to	do	an	in-
depth	financial	study.	For	example,	a	general	rule	of	thumb	may	state	that	comparable	businesses	sell	for	a	specific	multiple	of	their	yearly	profits	if	a	small	consultancy	seeks	a	merger	with	a	different	company	and	requires	a	speedy	valuation.Industry	standards	exist	Industries	usually	have	rules	of	thumb	based	on	that	sectors	most	common	financial
metrics	or	success	indicators.	In	the	hotel	sector,	for	example,	a	typical	practice	is	to	assign	a	value	to	properties	according	to	their	RevPAR	or	room	count.	A	hotel	with	100	rooms	could	be	worth	100,000	each,	or	10,000,000	altogether.Legal	advice	is	sought	When	a	quick	valuation	of	a	companys	worth	is	necessary	for	decision-making	reasons,	such
as	in	a	divorce	settlement	or	a	dissolution	of	a	partnership,	clients	and	attorneys	alike	may	turn	to	rules	of	thumb	as	a	benchmark.	For	example,	if	both	partners	agree	to	value	their	firm	using	industry	averages	in	a	partnership	breakup,	it	can	speed	up	settlement	and	decrease	legal	expenses.Advantages	and	Limitations	of	using	the	rule	of	thumb	in
business	valuationBefore	you	make	an	informed	decision	about	the	Rule	of	Thumb	in	the	UK,	you	must	weigh	the	pros	and	cons	of	the	valuation	approach.	Here	is	a	list	of	pros	and	cons	for	your	understanding.Advantages	of	the	rule	of	thumb	approachLets	begin	with	the	advantages	of	Rule	of	Thumb	business	valuation	in	the	UK:Quick	and	Cost-
Efficient	The	rule	of	thumb	for	valuing	a	business	in	the	UK	takes	less	time	and	money	compared	to	more	involved	valuation	procedures.	When	there	are	limited	resources	and	time	available,	this	is	very	helpful.Industry-Specific	Multiples	Since	each	business	is	different,	rules	of	thumb	often	use	industry-specific	multiples	or	benchmarks	to	determine
how	much	something	is	worth.	As	a	result,	the	value	might	be	more	precise	compared	to	industry	standards.Market	Insights	Business	owners	and	other	stakeholders	can	learn	about	current	market	trends	and	practices	in	their	field	using	rules	of	thumb.	Users	may	better	understand	the	competitive	landscape	and	use	this	knowledge	to	influence
strategic	decision-making.Reasonableness	Check	As	an	initial	assessment	of	a	companys	worth,	or	sanity	check,	rule	of	thumb	assessments	can	support	or	refute	the	assumptions	used	in	more	advanced	valuation	techniques.	As	a	result,	the	whole	appraisal	process	might	inspire	more	trust.Limitations	of	the	rule	of	thumb	approachHere	are	the
disadvantages	of	the	Rule	of	Thumb	business	valuation	in	the	UK:Lack	of	precision	Using	simplified	formulas	and	generalizations	in	rule-of-thumb	values	makes	them	less	exact	than	stricter	valuation	procedures.	Because	of	this,	valuation	estimations	could	be	inaccurate,	especially	when	the	company	is	distinctive	or	complicated.Reliance	on	industry
norms	and	subjective	factors	The	rule	of	thumb	in	the	UK	relies	on	subjective	considerations	and	industry	standards,	neither	of	which	may	adequately	reflect	a	certain	companys	specific	traits	or	situations.	It	may	result	in	values	where	general	trends,	as	opposed	to	particular	business	fundamentals,	have	more	weight.Variability	across	different
industries	and	business	types	There	may	be	a	great	deal	of	variation	in	the	accepted	practices	of	various	sectors	and	types	of	businesses,	which	makes	it	difficult	to	apply	uniform	valuation	procedures	to	all	of	these	fields.	It	can	make	the	appraisal	process	more	complicated	and	prone	to	inconsistencies.Inconsistent	Application	Valuation	results	could
be	inconsistent	due	to	practitioners	different	interpretations	of	general	principles.	Conflicting	valuation	findings	may	arise	if	independent	parties	use	their	judgment	to	evaluate	industry	benchmarks	or	use	various	multiples.Not	Primary	Valuation	Method	Guidelines	are	useful	for	getting	a	feel	for	things	and	making	quick	evaluations,	but	they	arent
the	main	way	to	determine	how	much	a	company	is	worth.	Rather,	they	work	best	when	used	alongside	other,	more	thorough	appraisal	methods	as	a	first	step	in	the	process.Key	Factors	Influencing	Rule	of	Thumb	Valuation	in	UKSeveral	factors	influence	the	Rule	of	Thumb	in	the	UK.	Its	important	to	know	these	before	valuing	your	business	to	set	the
right	timing.Industry-specific	metrics	and	benchmarksThe	operational	dynamics	and	financial	indicators	of	many	sectors	are	distinct.	The	standard	methods	of	valuing	a	company	in	a	given	sector	appear	in	industry-specific	metrics	like:Profit	marginsSales	multiplesInventory	turnover	ratiosOther	KPIsMarket	trends	and	economic	conditions	in	UKThe
current	state	of	the	economy	and	market	can	significantly	impact	general	value	estimates.	The	perceived	worth	of	enterprises	within	an	industry	can	be	subject	to:Changes	in	supply	and	demandShifts	in	customer	preferencesMacroeconomic	factors	like	inflation	and	interest	ratesIt	is	crucial	to	stay	updated	on	these	market	factors	to	undertake
meaningful	and	timely	rule	of	thumb	in	the	UK.Company	size,	growth	potential,	and	profitability	in	UKImportant	elements	impacting	a	companys	worth	include	size,	growth	prospects,	and	profitability.	Larger,	more	established,	consistently	profitable	companies	with	good	growth	potential	are	worth	more	than	smaller,	more	struggling	ones.	Rule-of-
thumb	valuations	consider	these	company-specific	criteria	to	assess	a	businesss	attractiveness	and	investment	prospects.UK	Geographic	location	and	regional	market	dynamicsThe	valuation	of	enterprises	in	a	particular	place	greatly	impacts	regional	market	dynamics,	such	as:Local	competitionRegulatory	climateDemographic	trendsCompany	values
in	rural	or	economically	stagnant	areas	are	lower	than	in	metropolitan	or	high-growth	regions.	It	is	because	different	regional	marketplaces	have	different	features.How	to	Evaluate	Rule	of	Thumb	Multiples	in	the	UKIf	you	want	to	evaluate	the	multiples	of	rule	of	thumb	in	the	UK,	you	must	do	a	full	study	that	looks	at	industry-specific	standards,	local
market	conditions,	and	the	competition.For	the	value	to	be	accurate	and	reliable,	it	is	vital	to	do	thorough	validation	and	due	diligence.	This	section	details	each	aspect:The	first	step	in	analyzing	a	company	is	to	find	relevant	industry	averages	and	standards.	Find	the	standard	ways	that	companies	in	your	field	value	their	assets,	like	price-to-earnings
(P/E)	ratios,	price-to-sales	(P/S)	ratios,	or	enterprise	value-to-EBITDA	(EV/EBITDA)	multiples.Local	market	situations	are	important	because	they	can	affect	the	businesss	worth.	Consider	the	competitive	landscape,	market	demand,	regional	economic	trends,	and	other	factors	affecting	your	area.Analyzing	the	competitive	landscape	can	help	clarify	the
target	companys	position	regarding	its	rivals.	Consider	elements	including	competitive	advantages,	market	share,	product	differentiation,	and	customer	base.If	you	utilize	the	rule	of	thumb	in	the	UK	several	times,	you	may	as	well	check	that	your	assumptions	are	correct.	Make	sure	the	multiple	considers	the	target	companys	competitive	position,
profitability,	and	growth	prospects.Based	on	the	thorough	research	and	validation	process,	make	educated	conclusions	about	whether	the	rule	of	thumb	in	the	UK	multiple	is	suitable	for	valuing	the	target	firm.	Consider	the	valuations	credibility,	any	risks	or	uncertainties,	and	how	well	it	fits	with	long-term	goals.Get	Eqvistas	Valuation	Assistance	for
Your	Business!Stakeholders	in	a	company	can	benefit	from	rules	of	thumb	as	a	valuation	tool	since	they	allow	them	to	get	a	rough	idea	of	their	companys	worth	in	a	short	amount	of	time	or	money.	While	these	methods	have	their	uses,	stakeholders	shouldnt	put	too	much	faith	in	them	and	think	they	can	replace	conventional	valuation
approaches.Knowing	the	ins	and	outs	of	any	valuation	method	is	crucial,	as	it	always	is.	An	expert	valuation	service	can	help	you	do	that.	We	at	Eqvista	have	certified	professionals	to	handle	your	requirements	on	business	valuation	in	the	UK.Our	methodologies	are	well-researched,	quick,	and	compliant.	You	can	get	audit-ready	valuation	reports	in
minutes!	Contact	us	now	to	learn	how	we	can	customize	our	services	to	cater	to	your	business	needs!	A	professional	responsible	for	determining	the	economic	value	of	a	business	or	company	Over	2	million	+	professionals	use	CFI	to	learn	accounting,	financial	analysis,	modeling	and	more.	Unlock	the	essentials	of	corporate	finance	with	our	free
resources	and	get	an	exclusive	sneak	peek	at	the	first	module	of	each	course.	Start	Free	Business	valuation	refers	to	the	process	of	determining	theactual	value	of	a	business.	Business	owners	work	with	a	business	valuation	specialist	to	help	them	obtain	an	objective	estimate	of	their	companys	value.	They	require	the	services	of	business	valuation
specialists	to	determine	a	businesss	fair	value,	particularly	for	the	sale	of	a	business,	partnership	ownership,	estate	and	succession	planning,	and	divorce	proceedings.As	fair	value	reporting	and	International	Financial	Reporting	Standards	(IFRS)	become	accepted	across	the	globe,	the	demand	for	business	valuation	specialists	continues	to	grow.
Business	valuation	specialists	get	the	opportunity	to	work	with	the	CEOs	and	founders	of	companies	across	various	industries.Business	valuation	entails	analyzing	the	capital	structure,	future	earnings	prospects,	the	market	value	of	assets,	and	objective	analysis	of	the	management	of	a	company.	To	perform	these	tasks,	a	valuation	expert	must
undergo	specialized	training	to	equip	them	with	the	necessary	skills	and	obtain	certification	from	accredited	business	valuation	organizations.Qualification,	Training,	and	Certification	of	a	Business	Valuation	SpecialistMost	programs	that	offer	business	valuation	accreditation	require	business	valuation	training,	either	through	courses	offered	at	the
organization,	independent	studies,	or	affiliation	with	third-party	trainers.	The	certification	program	requires	testing,	which	may	be	completed	online	or	in	a	classroom.Once	the	accrediting	organizations	are	satisfied	with	the	candidates	level	of	training,	they	award	the	candidate	their	certification.	In	some	cases,	the	new	members	must	pay	an	annual
subscription	fee	to	maintain	their	membership	in	the	organization.	The	specialists	are	also	required	to	participate	in	continuing	training	programs	offered	by	the	accreditation	organizations.CFI	is	the	official	global	provider	of	the	Financial	Modeling	&	Valuation	Analyst	(FMVA)	certification	program,	designed	to	teach	professional	financial	modeling
and	valuation	techniques	to	aspiring	specialists.Responsibilities	of	a	Business	Valuation	SpecialistThe	business	valuation	industry	requires	people	who	enjoy	pursuing	challenging	tasks.	The	typical	functions	of	a	business	evaluator	include:Financial	opinions	for	litigation	mattersTransfer	pricing	engagementFinancial	opinions	for	exit	strategy	planning
and	retirementOpinions	for	estate	taxation,	planning,	and	successionValuation	reports	for	mergers	and	acquisitionsRecapitalizationOpinion	on	future	earnings	projectionsBusiness	risksValuation	report	of	the	assets	of	a	company	Business	valuation	specialists	obtain	accreditation	from	the	following	organizations:American	Institute	of	Appraisers
(ASA)Founded	in	1981,	ASA	is	one	of	the	most	recognized	programs	among	business	appraisers.	It	offers	two	levels	of	accreditation	the	accredited	member	and	the	accredited	senior	appraiser.	The	accredited	member	certification	is	for	professionals	with	two	to	five	years	of	experience	in	business	valuation,	while	the	accredited	senior	appraiser	is	for
appraisers	with	more	than	five	years	of	experience.	ASA	also	requires	the	professionals	to	have	minimum	educational	requirements	and	to	demonstrate	proficiency	in	a	demonstration	report	subject	to	peer	review.National	Association	of	Business	Certified	Valuation	Analysts	(NACVA)NACVA,	which	started	in	1991,	offers	two	different	programs	for
business	appraisal	specialists,	i.e.,	Certified	Valuation	Analyst	and	Accredited	Valuation	Analyst.	Both	certifications	require	interested	professionals	to	have	a	minimum	of	a	business	degree	or	a	valid	CPA	license.	It	also	requires	them	to	provide	references	that	demonstrate	their	experience	in	the	business	valuation	industry.Institute	of	Business
Appraisers	(IBA)Established	in	1978,	IBA	is	the	oldest	business	valuation	program.	It	consists	of	standard	valuation	classes,	business	appraisal	reports,	membership,	and	examinations	for	the	various	levels	of	professionals.	It	also	comprises	fast-track	options	that	allow	professionals	with	existing	certifications	to	complete	the	program	quickly.	Some	of
the	IBA	business	valuation	programs	include:Accredited	in	Business	Appraisal	Review	(ABAR)	The	ABAR	program	aims	to	provide	quality	assurance	to	stakeholders	in	the	business	valuation	process.	ABAR	members	hold	a	recognized	business	valuation	credential	and	have	passed	evaluations	through	examinations	and	a	demonstration	report	subject
to	peer	review.Business	Valuator	Accredited	for	Litigation	(BVAL)	Holders	of	the	BVAL	certification	must	have	a	recognized	business	valuation	credential,	complete	a	five-day	course,	pass	an	examination,	and	demonstrate	competency	in	a	presentation	and	testimony.Certified	Business	Appraiser	(CBA)	Holders	of	the	CBA	certification	must	meet
minimum	educational	requirements,	pass	an	exam,	and	demonstrate	proficiency	in	two	demonstration	reports	subject	to	peer	review.International	Society	of	Business	Appraisers	(ISBA)ISBA	offers	the	Business	Certified	Appraiser	certification	program.	Holders	of	this	certification	go	through	extensive	education	and	testing	and	must	demonstrate	their
proficiency	in	valuation	by	passing	a	demonstration	report	subject	to	peer	review.Salary	and	Fees	of	aBusiness	Valuation	SpecialistThe	salaries	and	fees	that	valuation	experts	earn	depend	on	several	factors,	such	as	business	size	and	the	type	of	assets	being	valued.	Some	small	business	owners	valuing	their	businesses	for	sale	may	quote	anywhere
from	$500	to	$1,000,	based	on	assumptions	on	how	much	the	assets	are	worth.Valuations	that	require	a	great	deal	of	attention	may	range	from	$3,500	to	$10,000,	while	those	that	require	outside	research	and	the	involvement	of	other	professionals	may	go	up	to	$50,000.	When	negotiating	a	business	valuation	proposal,	specialists	need	to	consider	the
level	of	effort	required,	the	need	for	external	specialists,	the	size	of	the	business,	and	their	level	of	experience.	More	experienced	professionals	tend	to	charge	higher	fees	to	compensate	for	the	level	of	judgment	and	responsibility	that	is	required	in	the	reports.Business	valuation	specialists	may	also	decide	to	work	independently	or	be	employed	by
large	firms	that	require	valuation	specialists.	Most	inexperienced	valuation	specialists	prefer	to	work	for	big	accounting	firms	to	help	them	gain	exposure	in	the	industry.	On	the	other	hand,	the	more	experienced	professionals	prefer	to	work	as	independent	valuation	specialists	and	advisors,	which	allows	them	to	maximize	their	annual	income.	The
work	of	a	valuation	expert	is	to	determine	the	economic	value	of	a	business	or	company.	Business	valuation	specialists	produce	a	detailed	report	that	is	used	in	a	business	sale,	litigation	matters,	divorce	proceedings,	or	in	establishing	partner	ownership.Other	ResourcesCFI	is	a	global	provider	of	the	Financial	Modeling	&	Valuation	Analyst	(FMVA)
certification	program.To	continue	your	development	as	a	world-class	financial	analyst,	the	additional	resources	below	will	be	helpful:	Imagine	you	want	to	quickly	know	approximately	what	your	company	is	worth	without	immediately	calling	in	an	expensive	consultant.	In	such	cases,	simple	rules	of	thumb	provide	initial	orientation:	from	sales	and
profit	multipliers	to	intrinsic	value.	But	be	careful:	every	formula	has	its	limitations	and	is	not	equally	suitable	for	all	types	of	companies.	In	this	article,	you	will	learn	how	to	correctly	apply	the	most	important	rules	of	thumb,	what	pitfalls	there	are	and	how	practical	examples	can	help	you	roughly	estimate	the	value	of	your	company.	Read	on	to	find
out	which	method	best	suits	your	industry	and	business	model.	Consideration:	How	much	profit	could	a	buyer	take	out	of	the	company	in	the	next	few	years?	After	how	many	years	will	the	buyers	investment	have	paid	for	itself?	A	payback	period	of	4-7	years	seems	fair	to	us.	Set	the	price	so	that	the	purchase	price	is	paid	back	within	4	to	7	years.
Profits	should	not	fluctuate	too	much	so	that	the	result	is	not	distorted.	If	necessary,	one	could	calculate	an	average	of	the	profits	of	the	last	three	or	five	years	and/or	weight	the	profits	of	the	last	few	years,	with	the	current	year	having	the	greatest	weight.	Yield:	150	Expenses:	110	=	Net	profit:	40	x	4	(years	amortization	period):	=	160	and	Yield:	150
Expenses:	110	=	Net	profit:	40	x	7	(years	amortization	period:)	=	280	The	business	value	is	between	160	and	280.	There	are	numerous	sites	on	the	Internet	that	use	the	number	3	as	a	multiplier,	i.e.	the	formula	"3	x	EBIT	=	goodwill".	However,	the	industry	and	company	size	are	completely	ignored	here.	Matching	current	You	can	find	multipliers	on
our	website.	The	profit	indicator	EBIT	includes	all	operating	costs,	including	depreciation,	and	thus	offers	a	comprehensive	view	of	operational	efficiency.	EBIT	shows	you	the	actual	operating	profitability	of	your	company	without	being	influenced	by	financing	and	tax	structure.	Do	you	have	stable	profits?	If	the	result	is	to	have	any	meaning	at	all,
your	company	should	achieve	stable	and	predictable	profits.	Stable	profits	require	solid	and	reliable	income	streams,	stable	costs	and	profit	margins.	Does	the	company	operate	in	an	established	market?	There	has	been	a	market	for	your	products	or	services	for	a	long	time.	The	competitive	situation,	the	volatility	and	the	general	risks,	etc.	are
manageable.	Is	the	capital	intensity	in	your	industry	rather	low?	Low	capital	intensity	means	that	companies	need	to	invest	less	in	physical	assets	such	as	machinery,	buildings	or	infrastructure.	As	a	result,	the	depreciation	on	these	assets	is	lower.	Sales	volume:	100	operating	costs:	40	=	EBITDA:	60	Depreciation:	10	EBIT	30	x	Multiplier:	5
Calculation	of	business	value:	EBIT	x	Multiple	=	30	x	5	=	150	As	already	explained	in	the	rule	of	thumb	above,	the	number	"3"	is	often	mentioned	in	connection	with	this	formula,	i.e.	"3	x	EBITDA	=	goodwill".	We	believe	that	this	multiplier	is	incorrect	in	the	vast	majority	of	cases.	Here	too	we	refer	to	the	current	and	industry-specific	multiples	on	our
website.	The	EBITDA	profit	metric	offers	neutrality	towards	depreciation	and	financing	costs,	which	is	particularly	advantageous	in	capital-intensive	industries,	industries	with	high	growth	investments	or	with	fluctuating	financing	costs	because	it	allows	a	clearer	view	of	operational	efficiency.	But	here	too,	the	application	of	the	formula	only	makes
sense	if	it	is	an	established,	stable	company	with	stable	profits.	Sales	volume:	100	operating	costs:	60	=	EBITDA:	40	Multiple:	=	4.5	Earnings	before	interest,	taxes,	depreciation	and	amortization	(EBITDA)	amount	to	40.Calculation	of	business	value:	EBIT	x	Multiple	=	40	x	4.5	=	180	Take	an	average	turnover	and	multiply	it	by	a	multiplier	to	get	your
business	value.	Common	multipliers	vary	greatly	from	industry	to	industry.	It	is	important	to	choose	the	multiplier	based	on	comparable	companies	in	the	same	industry.	As	with	the	two	formulas	above,	we	recommend	that	you	use	the	select	the	appropriate	multiplier	.	This	rule	of	thumb	does	not	take	into	account	assets,	debts	or	profits.	Sales:
500,000	Industry-typical	multiple	for	an	industrial	company:	1	Business	value	(500,000	x):	500,000	Calculation	of	business	value:	Sales	x	Multiple	=	500,000	x	1	=	500,000	Calculate	the	value	of	your	business	by	evaluating	the	assets	you	have	as	accurately	as	possible	and	subtracting	your	liabilities.	This	formula	is	particularly	suitable	if	your	company
is	insolvent	or	you	are	planning	to	liquidate	it.	If	the	company	is	to	be	dissolved	and	the	assets	sold,	the	market	value	of	the	assets	is	crucial.	The	intrinsic	value	indicates	a	realistic	value	that	creditors	or	shareholders	can	expect.	If	the	user	base	is	strong,	the	companys	valuation	can	be	based	on	the	number	of	users	or	customers.	Multiply	the	number
of	active	users	by	a	realistic	value	per	customer.	(A)	average	order	value:	50	(B)	average	orders	per	year:	4	(C)	average	customer	lifetime:	5	years	(D)	Contribution	margin	(sales	variable	costs):	30%	(E)	Acquisition	costs	per	customer	20	number	of	customers	5000	Customer	lifetime	value:	(A	x	B	x	C)	x	D	E	Step	1:	Lifetime	revenue	per	customer:	(50	x
4	x	5)	=	1000	Step	2:	Contribution	margin:	1000	x	0.3	=	300	Step	3:	Deduct	acquisition	costs:	300	20	=	280	=	(value	of	the	customer)	Calculation	of	business	value:	Value	of	the	customer	x	number	of	customers	=	280	x	5000	=	1,400,000	Calculate	how	much	it	would	cost	the	buyer	to	develop	the	same	product	or	service	from	scratch.	In	addition	to
assets,	this	also	includes	research	and	development,	marketing	costs,	technology	and	infrastructure.	Tangible	assets	(machines,	etc.):	1.280.000	Intangible	assets	(software,	licenses,	etc.):	550.000	Infrastructure	and	general	resources:	80.000	Calculation	of	business	value:	Tangible	+	intangible	assets	+	infrastructure	and	operating	resources:
1,280,000	+	550,000	+	80,000	=	1,910,000	Use	the	value	achieved	in	the	last	investment	round	as	a	reference	point	for	the	valuation	and	adjust	the	valuation	according	to	the	progress	made	since	then	and	the	milestones	achieved.	pre	money	value	before	last	financing	round:	8.000.000	invested	amount	(for	20%	of	the	company):	2.000.000	post
money	value	after	last	financing	round:	10.000.000	10%	surcharge	for	more	sales,	growth,	etc.:	1.000.000	new	(pre	money)	value:	11.000.000	Calculation	of	business	value:	Value	after	the	last	financing	round:	(2,000,000	/	20%)	*	100%	=	10,000,000	New	valuation	with	10%	surcharge	for	growth,	etc.:	10,000,000	*	10%=	11,000,000	Rules	of	thumb
for	valuing	companies	are	a	useful	tool	for	quick,	cost-effective	and	comparable	estimates	of	company	value.	Their	simplicity	makes	them	particularly	attractive	in	early	stages	of	valuation,	although	their	accuracy	and	applicability	varies	depending	on	the	industry	and	specific	company	conditions.	

Rule	of	thumb	valuation.	Rule	of	thumb	in	the	business.	Rule	of	thumb	for	value	of	construction	business.	Rule	of	thumb	business	valuation.




