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Few issues cause business 

owners more anxiety than the 

question of their company’s 

market value.   

Fortunately, guidelines are 

available that can be used for 

quick approximations. The 

guidelines cited here are 

averages derived from hundreds 

of completed transactions 

reported to regional and national 

databases.   

The two types of guidelines 

that will be discussed include 

the value of all furniture, 

fixtures, equipment needed to 

do business. It will also 

assume that the business is 

making a profit within the 

normal range for the type 

business.  The guideline 

formulas do not include the 

value of the company’s cash, 

accounts receivable, inventory 

or real estate.  The value of 

these items should be added to 

the guideline results. 

 

Value as a Percentage of 

Annual Revenue 

The first type of valuation 

guideline starts with annual 

revenue. Almost all privately 

held businesses will appraise 

for somewhere in the range 

of 20% to 80% of the 

company’s annual gross 

revenue.  

Exactly where in this 

range your company will fall 

depends on the category of 

business. If you have an auto 

parts retail store, the market 

says it is worth about 40% of 

annual revenue. Other 

examples include: women’s 

clothing shops are valued at 

around 20% of sales, coin 

laundries at 100% to 125%, 

franchised fast food outlets 

at 35-45%, print shops at 30-

45% and restaurants at 

somewhere between 20% to 

50% of sales depending on 

type. Manufacturing 

operations are appraised for 

somewhere in the 

neighborhood of 40-60% of 

annual revenue depending 

on the size, product and 

other factors. 

 

Value as a Multiple of 

Discretionary Cash Flow  

The other type of appraisal 

guideline seeks to approximate 

the value of a business by 

applying a multiple to the 

company’s discretionary cash 

flow. 

Discretionary cash flow 

(DCF) is the total cash that the 

business generates in a year that 

is available to the owner for 

both living expenses and debt 

service.  It is the profit BEFORE 

deductions for depreciation, 

interest, owner’s salary and 

perks and any other “expenses” 

that are not really necessary or 

recurring operating costs of 

doing business. 

Most privately held 

businesses will appraise for 

somewhere between one to five 

times DCF.  Exactly where in 

this range that a specific 

business falls, again, depends on 

the type of business.                                     

 From the databases, we know 

that an air conditioning and 

heating contractor, for example, 

is valued at approximately 2 to 

3.5 times DCF.  Beauty salons 

appraise for about two times 

DCF.  A hardware store is worth 

about 3.5 times DCF.  Home 

health care is 2 to 4 times; 

janitorial services at 1.5 times. 

Manufacturing operations will 

sell for between 3 to 5 times 

DCF depending on several 

factors. Wholesale distributors 

generally valued at 2 to 2.5 

times DCF.  

What we’re discussing are 

quick approximations of value.  

Some situations require a formal 

documented appraisal such as 

SBA loan applications, estate 

and exit planning strategies and 

the most dreaded of all – IRS 

issues.   

If you would like additional 

information on the process of 

buying, selling or appraising a 

business, please don’t hesitate to 

contact us at (616) 450-4947.  
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