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Business valuation:  Do you know what your business is worth?

by Jeffrey S. Hahn

If you’re like most people, you probably know the value of any art, jewelry or other collectibles you own.  What’s more, if the value of those assets is greater than what your homeowner’s or renter’s insurance policy would pay to replace them, you probably have them insured for that value.  It’s just common sense.

But here’s an interesting puzzle:  if you’re like most business owners, you probably don’t know the full value of what may be your biggest asset – your business.  Why?  There are plenty of possible reasons.  Pick the one that sounds most like you:

· “I’m too busy running the company to sit down and figure out just what it’s worth.”

· “I’ve been waiting until things slow down, then I plan on getting to it.”

· “I’m still in the building stage, I’ll have plenty of time down the road to take care of it.”

· “I haven’t actually done a full business valuation, but I have a fair idea of what my business is worth.”

Sound familiar?  Unfortunately, for most business owners, it’s all too familiar.  Being “too busy running the company to figure out what its actually worth” or having a “a fair idea” of its value are two of the most common mistakes made by business owners.  And while it’s perfectly normal to think that you’ll have time for this important planning “down the road” or “when things slow down,” the reality is, “down the road” is almost certain to come sooner than you plan.  And when it does, it may be too late.  In almost all instances, the time for business valuation planning is sooner, not later.

So what is business valuation planning?  A properly done business valuation plan puts a dollar value on just about every internal or external part of your business:  your inventory, physical plan, key employees, the good will of your customers, and perhaps most importantly, you.

Business valuation planning can actually help you place a dollar value on a key employee’s services – or the loss thereof due to death, disability or early termination.  It can help you plan for the eventual sale of you business to a partner, family member, or outsider, and it can help you understand the extent to which you business will effect your estate taxes, allowing you to plan accordingly.

These days, it’s not uncommon to see a family business being liquidated because the money wasn’t there to pay estate taxes, all because the government’s idea of how much it was worth exceeded the “fair idea” of its owner.

So how do you go about this kind of planning?  The fairest assessment of a business’ value is probably best conducted by a trusted accountant or attorney.  With your assistance, one or both of these individuals can help make sure you don’t leave anything out.  Towards that end, here are just a few components you will want to consider.

Financial statements for the past five years.  These should cover such things as cash flow, earnings/losses trends, depreciation, recurring and non-recurring expenses, salaries and employee benefits.

Operations information.  This includes such items as inventory, sales, business assets, liabilities, and debt.

The value of key managers/employees.  Ask yourself:  Which of your employees are essential to the operation of your business?  Are any directly responsible for the good will of your customers?  How about longtime employees who have specific talents or knowledge that would be costly to replace?  A good valuation will answer these questions and allow your to cover the need with key person life or disability insurance.

External factors.  What is the state of the industry I which you are doing business?  Is it growing or dying?  What about your competition?  Do you have any?  How healthy is it?  Are there other economic, social, or environmental factors that could affect your business?  All these questions will help determine the ultimate value of your business.

Past performance.  While not necessarily an accurate gauge of future performance, how you’ve handled problems in the past can often be a bellwether for how you’ll do going forward.

Book value.  This is simply the cost of assets minus accumulated depreciation minus liabilities.  When it comes to business valuation planning, some business owners stop here.  Don’t be one of them.

Finally, once you’ve taken the time to place a value on your business, keep it up to date.  You know better than most that change, economic or otherwise, is now taking place at a much faster pace than ever before.

Keeping your valuation updated will give you – and your heirs -  the peace of mind that comes with not having to worry about when “down the road” might arrive, or what could happen when you get there.
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