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SWS Guide 3 - What Your Business Is Worth



A buyer doesn't pull a number out of the air. He works backward from what the business can pay.

01   How a buyer comes up with a number

Start with the profit a buyer counts — the SDE or EBITDA. Then take out three things:

1. A manager's pay, if you're the manager and it isn't already in there
1. The loan payments on whatever the bank lends
1. A return on the buyer's own money, because he's putting it at risk

What's left has to be enough to cover surprises and still make the deal worth doing. If it isn't, the price comes down until it is.

The bank has its own version of this. Lenders want profit to cover the loan payments with room to spare. That rule caps how much they'll lend, which caps how much of the price can come from the bank.

	WHAT IT LOOKS LIKE

Harbor Plumbing counts $540,000 in profit with a manager already deducted. A buyer pays $1.6 million: $1.2 million from the bank, $400,000 of his own. Loan payments run about $170,000 a year. Profit covers that three times over, so the bank is comfortable. That leaves $370,000 to earn on his money and handle whatever comes up. The deal works.

At $400,000 in profit, the same $1.6 million price stops working. The bank would lend less, the buyer would have to put in more of his own money, and the return on that money would shrink. Something has to give, and it's usually the price.



That's the whole method. Everything else is detail.

02   Multiples

You'll hear "three times" or "four times." That's shorthand for the math above. A business that supports the loan and the return at three times profit is worth three times profit.

The same business can be worth two and a half times to one buyer and five times to another. The difference is how sure the buyer is that next year's profit will look like this year's. More certainty, higher multiple.

	WHAT IT LOOKS LIKE

Harbor Plumbing is a three-times business. Coastline Pest is a four- or five-times business, and it isn't because pest control is a better trade than plumbing. It's because Coastline has contracts that renew, a manager who runs the day-to-day, and books a bank can lend against without a second look. The buyer can see next year.



03   What makes it worth more

1. It runs without you. Someone else bids, schedules, and handles the customers.
1. The work repeats. Service agreements, maintenance contracts, customers who call every year.
1. No single customer is more than a fifth of sales.
1. The books tie to the tax returns, with notes.
1. The license is in the business, or someone besides you holds one.
1. There's room to grow and a clear reason nobody's done it yet.

04   What makes it worth less

1. You are the business. Customers call you, and the crew waits for you.
1. One big customer, or one big contract that could go away.
1. Project work with no repeat. Every year starts from zero.
1. Numbers that need explaining.
1. A license that leaves when you do.

None of these are permanent. Every one of them is something an owner can fix.

05   The highest number

Buyers don't all pay the same, and it's worth knowing why.

The highest number usually comes from the buyer with the least of their own money at stake. Other people's capital, more debt, and a plan to sell in a few years. That buyer can pay more because he isn't planning to live with the result and gets paid asset management fees along the way.

If you care what happens after closing — to your people, your customers, your name — look for the buyer with the most of his own money in the deal and the longest plan to hold it. He'll pay a fair number, not the top one. And he'll still be there in year five.

06   Start the conversation

The fastest way to know what your business is worth is to ask a buyer to walk through the math with you. Not a listing site estimate. Not a rule of thumb from a friend who sold his. A real buyer, with your real numbers, showing you what a bank would lend and what's left after. That takes an hour and tells you more than anything else will.

	LET'S TALK

If you're thinking about selling, this year or in five, call us or send an email. We'll walk through your business with you and tell you what we see. No cost, no obligation, and everything stays confidential.
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