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Business and Company Valuations 

In Search of Fair Market Value 

Is your business for sale? Many business owners would say “yes, 

provided I get my price”. The question is what is that price? What is 

the right price?  It starts by determining the fair market value, but 

this is easier said than done. One can ask ten different accountants 

and auditors to do the same entity’s valuation and one will come 

out with 10 different valuations and the range between high and 

low will be frightening. 

 

There are 4 main reasons for this conundrum. Firstly we need to 

distinguish between a business operation or enterprise valuation 

and the equity or share (company) valuation.  
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 CONTACT DETAILS 
 

In every instance, we need to ensure that the valuation process covers these 2 components.  

 

For listed companies, using the price:  earnings multiple, one will get one valuation – the share valuation and this 

represents the market price and not the market value.  

  

The second reason is focusing on past performance, (which is the easy route to follow) instead of future projected 

/ forecast earnings which is what counts – how will the business perform in the future; the past is important in 

terms of efficiency but the future is what one is buying -  the anticipated returns – maintainable and sustainable 

earnings.       

  

Consequently, the accuracy, reliability, integrity and achievability of future earnings and cash flows are at the 

heart of the business valuation.  

The third reason is not understanding the true risk profile of the business and falling into the trap of using the 

same discount rate / cost of equity for every business.  
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Here one needs to do a risk SWOT analysis to 

determine the company/business specific risk. 

  

Fourthly, where the biggest disparity in valuations 

emanates from is not using the appropriate primary 

valuation method. This requires sensitivity analysis, 

involving matching the primary valuation method to 

the business model of the company and business being 

valued. 

 

Steps in the valuation process 

  

There are at least 14 steps or considerations in 

achieving the goal of a fair market valuation for both 

the enterprise (operations) and the equity (net asset 

value) and share valuation.  

  

Step No 1:  Valuation Date  

Confirmation of valuation date.  

 

Step No 2:  Going Concern  

Confirmation that the business is a going concern 

including the business life cycle (economic life of the 

business) 

 

Step No 3:  Business Operation 

Identifying how many business operations there are in 

the one legal entity that requires separate valuations, 

because their respective business models are unique 

and different 

  

Step No 6:  Normalisation of Earnings 

Analysis of Historical Financial Performance and 

Normalisation of any extraneous or non-recurring 

income and expenses as well as unaccounted for 

overheads. 

 

Step No 7:  Future Earnings Pattern and Volatility 

Based on the business model, is future earnings fixed 

or fluctuating? 

Step No 8:  Future Earnings Period  

Will earnings be earned for a fixed period or in 

perpetuity (as part of the going concern) = the window 

period and terminal period. 

  

Step No 12: Cost of Equity (Cost of Risk) Calculation 

The company/business specific risk or equity will be 

based on the market risk and include the industry risk, 

company specific risk and risk factor for the lack of 

liquidity and tradability of non-listed companies. 

  

Step No 13: Primary Valuation Method  

The following 4 criteria will determine the primary 

valuation method: 

  

1. Is the entity a going concern? 

2. Are the future earnings for a fixed period 

or in perpetuity? 

3. What is the Present Value of Future Earnings  

 

Other methods are reasonability or sanity tests that 

can be used as benchmark valuations.  

 

Step No 14: Calculation 

Calculate enterprise valuation and equity valuation. 
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