
 

 

 

Business Valuation Newsletter 
 
This quarterly newsletter provides 
information about small business 
valuation issues. It will be particularly 
relevant to lawyers, insolvency 
practitioners, business owners, 
directors, shareholders, financiers and 
accountants that don’t undertake 
valuation work. 

A business valuation is useful in 
circumstances such as; purchase or 
sale of a business, divorce, 
liquidations, partner promotion or 
retirement, mergers, succession 
planning, management buyouts, 
partnership or shareholder disputes, 
restructuring, insurance claims, raising 
debt and equity funds, company share 
pricing and compliance with some 
capital gains tax provisions. 
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A HIGH BUSINESS VALUE STARTS 
YEARS BEFORE VALUATION DATE 

 

Getting a high value on your business 
isn’t merely a process of making it 
“look good” a few weeks before going 

on the market, it should start four to 
five years earlier. Failing to commence 
this far out deprives you of time and 
hence, a valuable opportunity to make 
changes that will enhance value. This 
is because buyers look at historical 
performance to gain an understanding 
of future potential. When it comes 
down to the crunch, the price of a 
small business largely revolves around 
its expected future profits. The better 
the historical performance, the better 
the future outlook and the better the 
business value. If the business has 
been achieving growth every year, it 
will have the best foundation for a 
high value. 

 

What you need to do now, really 
starts with those items that will be on 
a purchaser’s checklist in the future. 

A prospective buyer will check three 
main areas (1) commercial (2) financial 
and (3) legal. In short, your objective is 
to get your business ready and 
packaged so it’s clear (1) it has a viable 
offering with a bright future, (2) it is a 
money-making machine, and (3) it is 
squeaky clean. 

1. Viable offering with a bright future 

You need to be able to show buyers 
“the dream”. How can you do this? 
Document the historical growth story 
of the business and its future vision 
and goals. Highlight your products’ 
potential in the context of anticipated 
market trends that will result in 
growing demand. It would certainly 
help to outline anticipated sales 
growth over the next three to five 
years. A regularly updated, at least 
annually, business plan that includes 
forecasts is an obvious document that 
can facilitate explaining the dream. 

2. It is a money-making machine 

From a financial prospective, buyers 
want the last three years of financial 
information, and they are definitely 
impressed by growing revenues and 
profits. This doesn’t happen quickly. 
To demonstrate three good years, you 
need to be improving business 
performance four to five years out and 
implement revenue growth initiatives, 
operational efficiencies and cost 
reductions.  

If business revenue is flat or going 
backwards, this impacts buyer 
interest. Declining revenue is a 
warning sign and it could be an 
indicator of a bigger issue. If there is 
one factor that negatively impacts a 
valuation, it is declining sales. 

Clean up the balance sheet and 
remove non-business assets, assets no 
longer required or assets not 
generating any income. Clean up your 
books by removing “owner expense 
habits”.  
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For example, does the business really 
need a number of luxury cars on the 
books when cars are not necessary for 
business operations? 

Make sure there's a clear paper trail 
for the business by showing it is up to 
date with its financial statements, 
business activity statements and tax 
returns and that all taxes are paid on 
time. It’s common for purchasers to 
view the ATO income tax and 
integrated client accounts for the 
business. If these show a history of 
unpaid taxes, outstanding returns, late 
lodgement penalties and interest 
charges, this is definitely not a good 
look. This is because a key measure of 
good cash flow is being able to pay 
bills and taxes in full and on time. 

 

3. It is squeaky clean 

The last thing a purchaser wants to 
inherit is a lawsuit. If the business has 
any, these need to be addressed right 
away so it is not an issue at the time of 
sale. 

Often small businesses operate with 
no set procedures in place which may 
work well for the existing owner, but 
don’t forget the purchaser knows very 
little about your business. Developing 
a policy and procedures manual will 
provide confidence to the purchaser 
and will mitigate some of their risk. 

Other elements that contribute to the 
soundness of the business include: a 
good business structure, proof of 
ownership of property, plant, 
equipment and intellectual property, 
plus working business systems and 
documented supplier arrangements.  

For key employees, put in place 
employment contracts that contain 
non-compete and non-disclosure 
clauses. From the purchaser’s 
perspective, should the employee 
decide to leave, the clauses provide 
protection that mitigates their risk. 

If the business has intellectual 
property, trademarks or patents not 
registered, get them protected. 

It’s amazing how many businesses do 
not prepare for those items that will 
be on a purchaser’s due diligence 
checklist; only to look underdone, 
incompetent and embarrassed when 
buyers discover problems. 

Traps to avoid 

As a seller, don’t fall into behaviours 
that raise warning flags to buyers. If a 
seller exhibits any of the following, it 
likely means trouble. 

o failing or refusing to provide 
financial statements, licences, 
permits, staff contracts, etc 

o won't agree to enough time to 
conduct due diligence, 

o too keen to close the deal quickly, 

o a seller basing their asking price on 
how much money they need to 
retire... which could be selling the 
business for too little or too much. 

A smooth due diligence process that 
provides all information quickly, will 
give the buyer increased confidence in 
the business and greater certainty in 
their decision-making process. 

Take an ‘inventory’ where your 
business is with all of the above issues, 
and then set out to take corrective 

action to rectify the deficiencies now 
so the business looks desirable in the 
future when it’s time to sell. In short, 
it takes time to improve business 
value, so start early to achieve it. 

 

UNDERSTANDING A BUSINESS 
VALUATION 

 
The ultimate true value of any 
business is the price accepted by the 
buyer where both the buyer and the 
seller willingly enter into the 
transaction without being compelled 
to do so. However, at the time of sale 
how do you know the value to 
commence negotiations at? Get a 
business valuation. 

What’s involved in a business 
valuation?  

One of the first stages of a valuation 
job is gathering information, usually in 
the form of documents including 
historical financial statements, tax 
returns, customer/client lists, supplier 
lists, asset register, unresolved legal 
actions, etc; anything that proves the 
money the business has generated in 
the past and therefore, provide an 
insight as to what it could produce in 
the future. 

While a great deal of sound financial 
mathematics is used in this process, 
there is an element of subjectivity 
with the valuer’s experience and 
professional judgment being vital. 
Hence, a valuation becomes a 
combination of science blended with 
art. 

 



 

 

 

A basic premise of any valuation is 
that the buyer and seller are acting 
rationally. As such, nothing is going to 
be paid for the business in excess of 
the expected money the business will 
generate in the future. In the very 
simplest of terms, a business is worth 
the discounted present value of future 
cash flows. In other words, the lump 
sum payable today will be the 
equivalent of regular income in the 
future after considering inflation. This 
is a mathematical calculation. But the 
valuation process doesn’t stop there.  

Although a purchased business is 
expected to remain a “going concern”, 
the future of any business is far from 
certain. This uncertainty is factored 
into the valuation. Professional 
judgement (or the “art” element) 
plays a role in arriving at the 
appropriate probabilities and risk 
factors to incorporate. 

This step is done in conjunction with 
an analysis of the wider economy, 
technology, social and political 

influences and the industry to which 
the business belongs, which is a vital 
step in assessing the future of the 
business.  

For example, think of the value of a 
postal business 20 years ago in 
Australia. At the time, it was a 
monopoly making enormous profits 
and cash and that would lead to an 
exceedingly high valuation. However, 
good professional expertise and 
judgement would factor in the impact 
of email on that business. 

In the end, a business valuation is not 
an exact science. It is nonetheless a 
very serious endeavour that contains a 
lot of financial and well thought out 
analysis. It will provide a dollar 
amount the valuer will testify to since 
the valuation document and valuer 
must be prepared to withstand legal 
rigour. A business valuation will 
provide practical guidance for the 
negotiation process to commence. 

 

 

OUR BUSINESS VALUATION 
SERVICES 

 

o Full scope business valuations 

o Limited scope business valuations 

o Due diligence 

o Private company share pricing 

Our valuation expertise includes 
businesses in the following industries; 
legal, accounting, engineering, other 
professional services, vet clinics, 
restaurants/cafes, financial planning, 
manufacturing, IT businesses. 

 

We post regular helpful information: 

 Follow us on Facebook 

 Follow us on Google Plus 

 Follow us on LinkedIn 

 Follow us on Twitter 

 

 

Contact us... Chris Beavis Suite 25 (03) 9478 3333 
 Managing Director 20 Enterprise Drive enquiries@chieftains.com.au 
 Chieftains Bundoora   VIC   3083 chieftains.com.au 
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This newsletter is for guidance only, and professional advice should be obtained before acting on any of its contents. Neither the publisher nor the 
distributors can accept any responsibility for loss occasioned to any person as a result of action taken or refrained from in consequence of the contents 
of this publication. Liability limited by a scheme approved under Professional Standards Legislation. 
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