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Valuations? It Depends… 
By Anthony Lembo 

One of the questions we often get from owners of private companies is: “What is my business worth?”  
Unlike the public marketplace, where a shareholder can see the value of his investment on a daily basis, 
determining the value of a private company is a more complex exercise. In fact, a private business has a 
range of values at any one point in time, depending on a number of variables both external, such as 
budget cuts and GDP growth – as well as internal company factors including sales growth, profitability, 
and industry focus.  
 
The valuation for the same company can be quite different based on the purpose of the valuation. A 
valuation for an insurance company would use the fair market value of the net assets, while an estate 
planning valuation would follow guidelines developed by the IRS. A market valuation when looking to sell 
the company would be based on comparables and cash flow. All of these valuations would be “accurate,” 
but most likely very different.  
 
Prospective sellers are most concerned with their market valuation, the price at which a buyer and seller 
agree on a majority control transfer. We express market valuation as a range of values rather than a 
single point. The range of a fair market valuation represents the range of values a universe of buyers 
would be willing to pay for the company. This valuation range is calculated through an analysis of several 
valuation methodologies including public company comparables, transaction comparables, and a 
discounted cash flow analysis.   
 
In determining the appropriate range, it is important to understand the motivations of the seller so the 
proper buyer type (strategic, financial, asset) can be determined. The buyer type significantly influences 
the valuation range. For example, a strategic buyer with large cost saving synergies can be expected to 
place a higher valuation versus a financial private equity buyer who would not experience the same cost 
synergies. However, the seller may be unwilling to allow cost cutting measures and the elimination of jobs 
for his employees, thereby ruling out highly synergistic buyers and the maximum potential value.   
 
In contrast to the fair market value that provides the range of values a willing buyer and seller would 
exchange, in an M&A sell-side engagement, the goal for an investment banker looking to maximize value 
is to find the highest price a buyer will pay. It’s called the “unwilling buyer and seller rule,” which is the 
price ceiling just before which a buyer will walk away from the transaction. This highest valuation requires 
a strong sell-side process, multiple bidders, skilled advisors, and focused, dedicated sellers.  This value 
cannot be determined by methodology and number crunching, but only through canvasing of the market 
and talking with prospects via a complete sell side process.  
 
In summary, the only reasonable answer to the seller’s question regarding value is: It depends.   


