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Every business has value, but determining how much it's worth requires
a structured approach. Business valuation is not just about financial
numbers—it's influenced by profitability, assets, market conditions,
industry trends, and operational risks. A well-calculated valuation
provides a clear picture of your company’s financial health and helps
you make informed business decisions.

This guide will walk you through the key principles of valuation,
breaking down the process into seven simple steps, so you can
understand and apply them effectively.

This version makes it broad, accessible, and adaptable to any business
scenario. Let me know if you'd like further refinements or additional
sections!

Many assume valuation is just about financial numbers, but in reality, it's
a combination of earnings, risk, market comparisons, and business
structure.
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A well-calculated
valuation helps you:

v Make informed financial decisions
v Negotiate confidently with buyers or investors
v Assess what price you should pay to purchase a business

v Plan an exit strategy effectively

This guide will walk you through
the 7 essential steps to Valuing
Your Business with Confidence

B 1. Gather Financial Statements

Think of financial records like a report card
for your business. You'll need Profit & Loss
statements and Balance Sheets from the last
three years. These documents show:

v How much money is coming in (Revenue)
v How much is going out (Expenses)

v What your business owns (Assets) and owes (Liabilities)
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0 2. Adjust for Addbacks

Sometimes, businesses spend money on
things that aren’t part of daily operations,
like personal expenses or one-time legal
fees. These costs don't affect the real
value, so they get added back to show the
true profits.

Example:

e |f a business owner paid themselves $200,000, but the typical salary for
this role is $120,000, the extra $80,000 is an addback because a new
owner wouldn't need to pay that much.

B 5. Review RAVDA Score

A RAVDA score helps measure how strong and stable your business is. It
looks at:

v Industry risks - How competitive is your market?

v Key person reliance - Does the business depend too much on

one person?
v Growth opportunities — Can the business expand successfully?

A higher score means lower risk, which increases valuation.
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B 4. Determine Capitalisation Rate

The capitalisation rate is like the interest rate on a loan—it helps

investors estimate how much money they could earn from buying your
business.

Example Calculation:

e |f a business has $500,000 in profits, and the capitalisation rate is 20%,
the estimated business value is:

$500,000 + 0.20 = $2.5 million

1 5. Compare Market Benchmarks

Imagine if you were selling your car—you’d check prices of similar cars
before setting your price. The same applies to businesses.

v Compare your profit and value to similar businesses
v Use industry benchmarks to make sure valuation is accurate

v Look at recent transactions in your industry
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1 6. Collect Key Business Information

Beyond financials, other factors affect business value, including:

+~ Ownership structure - Are there multiple owners?
v Patents & trademarks - Intellectual property adds intangible
value.

v Number of employees - The size of your team impacts business

scalability.

B 7. Finalise the Valuation Report

Once all steps are complete, the final valuation report compiles everything
in one easy-to-read document, showing:

v True business worth based on financial data, market trends,

and risk analysis

v How a potential buyer or investor might evaluate the business
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Conclusion:
What’s Next?

Now that you understand how valuation works, it's time to apply it to

your business!

Take Action:

e Book a Free Consultation with Executive Business
Valuers to unlock the RAVDA Business Scorecard

Survey (worth $399).
e Download the Sample Valuation Report to see how it

works for real businesses.

By following these steps, you'll gain clarity, confidence, and
a strong foundation for making smart business decisions.
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