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Valuation and positioning your 
business to maximise the multiple
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CHAPTER 4

Valuation and 
positioning your 
business to maximise 
the multiple
Key valuation drivers include:

 Your company’s historic and projected financial performance

 The strength of its market position

 The company’s IP or other key differentiators

 The strength of the management team

Quick Tip : 
The key to maximizing value is to prepare and position your company to 
the best effect in the lead up to the sale.
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CHAPTER FOUR

Earnings before interest and tax (EBIT) £2m

Add backs to profit £1m

Adjusted EBIT £3m

x 8 £24m

Less borrowings £4m

Equity value £20m

Historic earnings have been used in this example for the sake 
of simplicity, but in reality, when your business is growing, 
you want the purchaser to value your business on the basis 
of your current year earnings or, better still, your profit run 
rate based on your last few months trading. A purchaser may 
well agree to this if he believes your current growth 
is sustainable.

Discounted cash flow (‘DCF’) methodology
The discounted cash flow methodology values a business 
by discounting the projected future cash flows which your 
company will generate to ascertain their present value. 
From the perspective of a private equity house, these cash 
flows will comprise any running yield/dividends or capital 
repayments it receives during the life of the investment plus 
the “exit value” of its investment, being the proceeds of an 
ultimate sale or flotation.

Private equity houses have a target level of returns they 
need on any equity investment they make. This target level 
of return will be a combination of the money multiple (the 
number of £s the investment will return for every £ they 
invest) and the internal rate of return or “IRR” (the annual 
return the investment generates). From their perspective, the 
maximum price they will be prepared to pay for a company is 
the price which results in it achieving its hurdle rate of return. 
At this price, the value of its initial investment will be exactly 
matched by the positive cash flows it expects to generate 
from the investment, discounted by its minimum IRR.

Care should always be taken with any DCF valuation 
methodology as the resultant valuation is heavily dependent 
on the company’s financial projections. Even small changes 
to the discount rate and the assumptions on which the 
projected cash flows are based can have a material effect on 
the valuation. 

As with all valuations reliant on projections, the result is only 
as good as the quality of the assumptions which are made.

Other valuation methodologies
Profits or cash flows are not always the main determinants 
of a company’s value. There are certain sectors, such 
as computer software and software services, where 
sales multiples represent the predominant valuation 
methodology. Fund management companies are often 
valued as a percentage of funds under management, 
while for companies involved in property investment, net 
asset value is the primary determinant of value. There are 
several other industries in which other specific valuation 
methodologies apply – your adviser will be able to tell you if 
your business falls within them.

Maximising the multiple
Once the estimated valuation range has been ascertained for 
your business as it currently stands, the exit planning process 
looks at how to improve upon this valuation. There are a 
number of ways to improve your company’s valuation. These 
include:

  Determining the sector in which you want to position 
your business;

  Positioning yourself in the best way within the sector;
  Making yourself best in class against your competitors.

The most common valuation method is a multiple of EBITDA 
and many sectors have specific text book multiple ranges. 
For example, recruitment companies in a good market 
typically trade at 6-7x EBITDA - software as a service 3-5x 
revenues.

Accordingly, if you are a business that straddles a number 
of sectors, it is best to try to position your company in the 
sector with the highest multiple. An example of this was the 
sale of Scott Dunn, the luxury travel business. Travel business 
attracted valuations of 6-7x EBITDA compared with more 
than 10x for luxury services. By positioning the business in 
the luxury sector, it commanded a premium to any price paid 
before for a travel business.

VALUATION AND POSITIONING YOUR BUSINESS TO MAXIMISE THE MULTIPLE

Introduction
The value of your business will only ever be determined 
definitively by the market. A company is ultimately worth 
what a willing buyer or buyers are prepared to pay for it. 
Valuing a company in advance of a sale is therefore not an 
exact science, but it is possible to estimate the value of your 
company based on current market data and an assessment 
of your company against key valuation drivers such as:

  The company’s historic and projected financial 
performance;

  The strength of its market position;
  The company’s IP or other key differentiators; and
  The strength of its management team.

Once the valuation range has been ascertained, the planning 
process looks at how to improve upon this valuation.

Methods of valuation
Although there are a number of methods used for valuing 
a company, the following two methodologies are the ones 
most frequently utilised by acquirers:

   Multiple of normalised earnings; and
    Discounted cash flows.

Multiple of normalised earnings
Under this valuation methodology, an appropriate multiple 
is applied to the normalised earnings of a company to 
convert those earnings into a capital value. Normalised 
earnings are a company’s profits adjusted for any abnormal 
or non-recurring items.

Once the normalised earnings of the company have been 
determined, the appropriate multiple to apply to these 
earnings is determined by reference to:

    The earnings multiples on which comparable quoted 
companies are trading on the stock market; and

   The earnings multiples on which similar businesses in the 
company’s sector have recently been sold.

On average, UK private companies are sold at a discount 
to quoted public company profit multiples, but the quantum 
of that discount will vary depending on a number of 
factors such as the growth profile, market share and size 
of the company.

Let us take, for example, the case of a travel business which 
made an operating profit of £2m before interest and tax for 
its last financial year. The owner took out salary and pension 
contributions of around £500,000 in excess of the “arm’s 
length” level which would have been required to be paid to 
an external candidate for the CEO role. In addition, there was 
some £500,000 in costs which could properly be categorised 
as “one-offs” which would not recur under the ownership 
of a purchaser. These included costs involved in fighting a 
substantial piece of litigation, an exceptional loss on the 
sale of a property owned by the company, and a one-off 
significant bad debt. Accordingly, the company’s
normalised operating profits for its last financial year 
were £3m.

An analysis of recent transactions in the company’s sector 
reveals that a competitor of a similar size and growth profile 
had been sold recently for an historic multiple of earnings 
before interest and tax (“EBIT”) of 8 times. This comparable 
transaction would support an enterprise value (or cash 
free/debt free valuation) for the company in the region of 
£24m. However, the company has a term loan of £2m and 
a fully utilised invoice discounting facility of a further £2m. 
A purchaser will always deduct any borrowings from its 
valuation of your company in determining the price payable 
for the shares. Accordingly, £4m (assuming the company 
has no surplus cash) needs to be deducted from the £24m 
enterprise value to obtain what is called an equity value 
(i.e. the price you will receive for your shares) of 
approximately £20m.
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Maximise value by identifying strategic purchasers at 
upper end of the value distribution curve

Enterprise Value

Opportunistic
buyers

Strategic
buyers

Fair value
acquirers

Market position Strategy People Operations/ 
technology Financials Customer

•   Defendable, 
differentiated 
position in 
attractive 
market

•   Market leader 
in niche 

•   High barriers to 
entry

•   Strong unique 
IP

•   Best strategic fit 
with buyer

•   Robust growth 
strategy based 
on track record

•   Scalable 
platform so 
business can 
be developed 
at minimal cost 
and rolled out 
geographically 

•   Management 
team for 
private equity /
succession

•   Depth of 
management

•   Best in class key 
performance 
indicators for 
sector

•   Digitally 
transformed

•   Excellent 
technology 
platform

•   Attractive 
revenue and 
EBITDA growth

•   Strong 
recurring 
revenues / 
contracted 
revenue stream

•   Clean corporate 
structure and 
detailed, up 
to date, timely 
financial 
information

•   Diversified and 
loyal client base

•   Highly rated by 
customers

•   Strong brand 
recognition

Key value drivers to achieve in pre-sale period
In generic terms, the table below shows some of the key value drivers which you should aim to optimise before you attempt to 
achieve a sale.

Conclusion
When you put your company on the market, there are 
no guarantees as to the valuation you will achieve.
There is generally a significant range in offers received 
for a company during a sale process. Indeed, it is not 
uncommon to see a 100% differential between the top 
and the bottom bids. The key to maximising value is to 
prepare and position your company to best effect in the 
lead up to the sale and to identify strategic buyers to the 
right of the valuation distribution curve who will pay a 
strategic premium to buy your business.

Positioning within your sector
How you are positioned in a sector can also impact valuation. 
By way of example, software as a service is a more valuable 
revenue stream than perpetual licence fees or consulting/
implementation fees. 

An exit review exercise we conducted for Sterilin (a 
disposable lab equipment manufacturer) determined that 
if it positioned itself as an industry leader in new product 
development (NPD), owning key distribution channels and a 
modern manufacturing facility, it could achieve the highest 
multiple in the sector. Sterilin pursued this strategy and was 
sold successfully to Thermo Fisher. The table below shows 
the valuation analysis which was conducted to arrive at the 
conclusion that the NPD positioning represented the optimal 
strategy, given the probability that it would yield the highest 
possible multiple.

Best in class in your sector and gap analysis
One final aspect of the positioning process is to become the 
company that buyers value most in your sector by being best 
in class against their acquisition criteria/key value drivers. 

After determining what those criteria are (e.g. through your 
adviser speaking to potential acquirers) you need to assess 
the company’s current position relative to the key value 
drivers, and decide what actions are required to ensure that 
the company achieves the highest possible rating in relation 
to each of them before a sale process is launched. An action 
plan with a timetable will need to be put in place to execute 
the action points identified.

The table on page 33 shows the outcome of a gap analysis 
exercise for a luxury travel company, rating the company 
relative to the key value drivers and highlighting areas 
requiring improvement.

Before making any strategic decisions on positioning, 
you need to assess whether the decision would enhance 
or detract value from a purchaser’s perspective. The 
Dial-a-Phone case study on the next page highlights the 
importance of taking into account a purchaser’s perspective 
on strategic decisions, particularly when considering 
whether to diversify the business into related areas. 

CHAPTER FOUR VALUATION AND POSITIONING YOUR BUSINESS TO MAXIMISE THE MULTIPLE



10 11

CHAPTER 4 :  CASE STUDY
Gap Analysis – Luxury and Tailor Made Holiday Company

Value Driver / Objective

Specialist luxury holiday company

Offering unique experiences with end to 
end high quality service across all key luxury 
travel destinations 

A strong brand name with high level of repeat 
business & high level of brand recognition

Growing revenue by 20% per annum and generating 
in excess of £2m EBITDA 

A loyal client base with high disposable income

A top performing sales and marketing organisation 
focused on generating new clients accounting for 
circa 30% of turnover per year and strong levels of 
repeat business from existing clients

Strong SEO, PR and social media strategies driving 
traffic to the website

Best in class management team with owner/manager 
having devolved responsibilities

Comment

• High rating

•  Key gaps to fill in terms of geographic 
coverage to be a one stop shop for clients 
travel needs 

•  CRM system requires enhancement 
•  Additional brand awareness marketing 

required

•  Growth in revenue close; 
EBITDA some way to go

• High rating

• High rating

•  Social media strategy  requires 
 further focus
•  Website to be enhanced

•  Further devolution of responsibilities 
required of founder and operations 
director needs replacing

Rating
High rating Low rating

VALUATION AND POSITIONING YOUR BUSINESS TO MAXIMISE THE MULTIPLE

CHAPTER 4 :  CASE STUDY 
Positioning for the Multiple

STERILIN 

Business positioning Similar companies Comparable 
transactions

Comparable quoted 
valuation range

EBITDA
multiple range

1.  Manufacturer of 
disposable product for 
laboratories

•  Sartedt

•   Plastique Gosselin

•  Jencons

•   Plastique Gosselin 
MBO sponsored by 
CDC

•   Vital Scientific acq. By 
Elitech

•   Comparable  
quoted in healthcare 
products/supplies 
manufacturing

•   Mean EBITDA multiple 
of 6.5x EBITDA

5.0 – 8.0x

2.  Distributor for single use 
laboratory products used 
in sample collection, 
preservation and 
processing

•  SLS

•   Diploma PLC

•  VWR Intern

•  Cardinal Health

•   VWR acq. by Madison 
Dearborn

•   Active Healthcare acq. 
by PSS World

•   Comparable quoted 
in distribution of 
consumables and low 
margin devices

•   Mean EBITDA multiple 
of 10.0x

8.0 – 11.0x

3.  Market leader In NPD, 
manufacturing & sales for 
laboratory products

•  Greiner Bio One

•  Thermo Fisher

•   Becton, Dickinson 
    & Co.

•   Fisher Scientific 
merger with Thermo 
Elect.

•   Apogent acquired by 
Thermo Elect.

•   Comparable 
quoted in NPD, 
manufacturing & sale 
of lab products

•   Mean EBITDA multiple 
of 11.0x

9.0 – 13.0x
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Andrew Dunn, Founder & President of Scott Dunn 

“Cavendish demonstrated a 
very good knowledge of luxury 
brands which, along with 
their private equity expertise, 
enabled them to find the perfect 
partner for Scott Dunn. The 
proof is in the result though. 
The deal terms achieved and 
transaction timing fully met 
my expectations. I would gladly 
recommend them to other 
business owners.”

www.cavendish.com
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CHAPTER 4 :  CASE STUDY 
Optimal Sector Positioning

SCOTT DUNN

Scott Dunn is the pre-eminent UK luxury travel brand specialising in bespoke and tailor-made holidays to some of 
the most exclusive properties around the world.  They had a historic focus on skiing (especially for families needing 
childcare) but had diversified their offering to include Mediterranean destinations and those further afield. 

The travel sector as a whole traded on multiples of 7-8x EBITDA.  Cavendish identified that luxury brand groups 
including Kering , LVMH and Richemont traded at a significant premium – 13-15x EBITDA.  In addition, those groups 
were looking to extend their offering from luxury products into luxury services.

Cavendish advised the shareholders to position the Scott Dunn as a luxury services group rather than a travel 
business and this approach was reflected in an IM designed to look like a coffee table book, the introduction of a new 
CRM to capture personal information on clients so they could be made bespoke offers and a new tier of client service - 
Scott Dunn Private – for top spending guests.

Scott Dunn was sold in a highly competitive auction to private equity for a premium price.

13

CHAPTER FOUR

www.cavendish.com 14



16 17
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