
Mismanagement 
Slide 

Valuing a company is the easy part; 
creating that value in the first place so 
you have something to measure is a 
more formidable task. Create a Value 
Equation to build Worth into a com-
pany.  

 

Buyers and sellers look at the com-
ponent make-up of a company differ-
ently, and therefore, place different val-
ues on these ingredients and on the 
whole. To enhance real company value, 
analyze company components as they 
relate to worth in the mind of potential 
buyers. 

 

Typically, strategic buy-
ers of closely held companies 
purchase at six to 10 times 
earnings and/or cash flow, 
while annuity buyers pay 
two to six times cash flow. 
The ultimate worth of the 
company depends upon who 
the buyer will be. These mul-
tiples are usually considera-
bly higher in public compa-
nies, but the concepts of 
building value are the same.  

 

From the start, plan to sell the busi-
ness and put value creation into per-
spective. Free cash flow and the contin-
ued ability to produce it with reliable 
probability creates the greatest value.  

 

Value Creation = Net Asset Value + 
Future Revenue Stream + Going Con-
cern Value + Incentive to Purchase  

Net Asset Value (NAV)  
 

Sometimes called Orderly Liquida-
tion Value, it is the cash net worth of 
assets less encumbrances if you were to 
liquidate these assets at a fair market 
price under orderly disposition condi-
tions when liquidation is not necessary. 
This NAV can equal Net Worth on the 
Balance Sheet, but is often adjusted for 
value of intangibles. 

 

Tangible assets can be appraised to 

establish their worth. Conversely, intan-
gible assets are harder to value because 
they are subject to interpretation. Intel-
lectual property is also hard to value, 
but filing more patents will generate 
value, particularly to those who can 
afford to protect them from infringe-
ment.  

 

The real opportunity lies not in 
building asset base, but in building 
maximum return on that deployed capi-

tal. If assets sit idle, they are actually 
losing value, but if volume causes assets 
to work to produce output production, 
value is being created.  

 

The closer the relationship of assets 
to realize $1 for each $1 dollar on the 
balance sheet the better. Cash and Secu-
rities fit this description. Accounts Re-
ceivable will be discounted as they age; 
focus on keeping the days outstanding 
low. Utilize percentage completion con-
tracts when possible to keep receivables 
low and cash flowing.  

 

Utilize just-in-time and con-
signment agreements to keep 
raw materials at low levels 
and minimize obsolescence. 
Produce in-process work 
expediently to cover short-
term needs. Build finished 
goods for firm orders or rea-
sonable short-term expecta-
tions of sale, don't overpro-
duce. Cover the risk with 
orders for goods. Seasonable 
businesses should cover pro-

duction levels over the off-season with 
contracts for sale of goods just before 
the season. It may be better to have less 
than market demand if projections were 
off, compared to interest and carrying 
costs to hold artificial Christmas trees 
until next year.  

 

Customer Lists, contacts, name rec-
ognition, trademarks, reputation, Web 
distribution channels and Internet pres-
ence are often not considered in asset 
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valuation because they are not carried 
on the balance sheet. These assets, how-
ever, are often worth considerable value 
in the market place. These assets can be 
turned into cash; therefore, should 
equal the related value they could gen-
erate in return for their sale. These in-
tangible assets can produce future sales, 
profits, and cash. 

 

Future Revenue Stream 
 

Real value in any company starts 
with its revenue stream; the more you 
can count on it occurring, the more 
value it has. The value becomes the net 
present value of the after tax free cash 
flow stream of revenue under contract, 
plus repeat customer base. Contract 
backlog is worth much more than reve-
nue that you must locate every year. 
The cost to recreate the sale each year is 
high in terms of time and human en-
ergy. Locate customers where multiple 
year contract environments can be set 
up.  

 

Clearly growth in revenue volume is 
an indicator of valuation in a company 
that investors are willing to pay for. If 
customers flock at above industry levels 
to a company for the services that they 
provide, this is a good indication of the 
company's ability to perform at above 
expected levels. A motivated sales force 
with the ability to generate new reve-
nues year after year has more value 
than a company who has a poor selling 
reputation. A lack of growth indicates 
that the company does not have an abi 
lity to increase its value over time. 

 

When a company has a believable 
prospectus for the future, the buyer will 
often plan additional capital investment 
to fuel growth. The buyer could be mo-
tivated to pay a higher valuation for the 
company and then invest on top of it.  

 

Going Concern Value (GCV)  
 

Here is where the fun begins in all 
transactions. The going concern value 
and goodwill, or soft assets, will always 

draw the most controversy and discus-
sion in terms of their valuation. These 
elements are most prone to differing 
interpretation by buyer and seller.  

 

Here to is where you can build the 
most value into a company. Buyers and 
investors look more to the company's 
ability to create additional value to en-
hance returns on invested capital as 
they hold their investment. Impart the 
elements that Future Buyers look for:  

Businesses that create value. Con-
sistency is the key. You must demon-
strate growth in revenue, profit, and 
cash flow.  

High probability of future cash 
flows. A history of positive cash flow at 
increasing levels is very important.  

Management team and human 
capital. Attract and motivate a market-
ing oriented management team with the 
ability to produce recurring profits, re-
turn on capital, and free cash flow as an 
annuity for the owners.  

The ability to sell, compete, distrib-
ute, produce, develop products and 
thrive. This stand-alone entity track 
record demonstrates the viability of the 
market relationship between the prod-
ucts/services offered to meet customer 
demand and need, ability of the com-
pany to compete, and company reputa-
tion in the marketplace. Remember, 

products do have a life cycle and re-
quire improvements to remain in de-
mand.  

 

Leadership's role must be to build 
Going Concern Value. The GCV can be 
best maximized with stable leadership, 
setting and following sound strategies 
to consistently bring products and ser-
vices to market, all the while nurturing 
resources and implementing processes 
to manage the company. Perhaps the 
greatest value resides here.  

 

Conclusion  
 

Build on any one element in the 
Equation and you increase its individ-
ual value. Build up all elements in the 
Equation and you realize an exponen-
tial creation of value to the right buyer. 
The buyer looking for a standalone en-
tity to produce an annuity stream will 
place the highest value on the company 
when all components are strong and it 
operates with little owner intervention. 
Buyers looking only for parts of a busi-
ness to augment their own, will want to 
invest less and only place value on 
some components, regardless of how 
strong they are.  

 

Remember, as in Field of Dreams ... 
“Build It, they will come.”  
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