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Maximum Value
Help clients glean the most when selling a business.

There is a great deal of preparation required to maximize the valuation  
of a business that’s looking to be sold. 

First and foremost is to maximize the company’s EBITDA. Although most theo-
retical models of valuation are based on discounted future cash flows, in the real 
world the biggest criteria for valuing a business is EBITDA or historical earnings.

Next comes maximization of the earnings of the business. Ideally, buyers want 
to purchase a company with increasing sales, increasing earnings and good 
prospects for these trends to continue. Companies that exhibit such trends get 
the highest multiples of EBITDA.

For most industries, the valuation of the company (or what someone is willing 
to pay for a privately held company, and analogous to market capitalization for 
public companies) is the EBITDA times a multiple. That multiple can range from 
one to 10 times but for most companies it’s in the two-to-six range. Obviously,  
the higher the multiple the happier the seller.

Before looking at what merits a higher multiple, there is one elephant in the 
room that needs to be addressed. Many entrepreneurs put numerous expenses 
through their businesses that could be construed as personal. These can include 
non-active relatives on the payroll and personal expenses of all sorts. These 
expenses will affect the valuation of a business adversely, so it’s best to get them 
cleared up before putting the business up for sale. 

So how do you get the best multiple? The most important factor can be 
summed up in two words: recurring revenue. Some businesses are transaction- 
oriented. Once the transaction is complete, there is no more revenue to be 
generated from that customer. The insurance agency business is a classic case 
of recurring revenue. Every year we all get our property, auto, life and other 
insurance invoices and send in our cheques because we don’t want to be unin-
sured. If a business owner can display evidence of recurring 
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those questions have been answered 
can the players establish an integrated 
wealth-transfer plan.

“That is one of the key cornerstones 
when we are working hand-in-glove 
with our strategic partners. We want 
to make sure they are getting a fair 
price, what we call fair market value. 
As long as they know what we are 
driving at, we can set the stage,” says 
Daniel. “I always underscore this. We 
are not replacing a lawyer they have or 
an accountant they have. We will work 
with them. They know the client’s sto-
ry better than we do, if we haven’t had 
a long-term relationship.”

Fergusson will only move forward 
once he is satisfied that the proper piec-
es are in place and all of the pertinent 
information from all sources involved in 
the sale have been gathered properly.

“I advise a client to get the best team 
of professionals they can afford, includ-
ing an accounting firm and a legal firm. I 
would want them to make sure they have 
a pretty good comfort level with those 
people. I want to make sure those people 
have done similar transactions before,” 
he says. “Let’s see the terms of the buy-
sell agreement. Let’s see the valuation. 
I don’t want someone to tell me that.  
I want someone to show me that.” 

Starting off on the right foot is cru-
cial to the overall continued on page 20
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success of a sale, 
according to Daniel. If a sale goes off 
the rails, you can trace the derailment 
back to improper planning during the 
preliminary stages. It’s simple. Lay bad 
track and your client can forget about 
reaching his or her destination.

“I act as the . . . central advisor who 
brings in additional expertise and re-
sources. If the client hasn’t thought 
about the bigger picture, we have to 
pull them back and redefine what their 
objectives are first,” he explains. “I take 
them back through a macro view of the 
sale of the business.” 

Saving clients from themselves
Breakdowns can also happen when ad-
visors are generalists and unable to 
meet all of their clients’ needs in a  
detailed manner. Finer points can end 
up becoming major issues that slip 
through the cracks. Daniel believes 
having a diverse team at his disposal 
gives him an advantage.

“When there is something from out 
of left field that I am not familiar with, 
I can find someone who can address 
that need or concern. That is probably 
why people come to me. Just [as] they 

revenue, by showing that customers come back time and 
time again, it will increase the multiple. 

Another important factor in maximizing the multiple is barriers to entry. If a client 
is in a business that’s difficult to get into, particularly one that requires large capital 
expenditures, sophisticated intellectual property, or geographic dominance, then the 
barriers to entry are high and that pushes up the multiple. 

Then there are synergies. I once sold a company to its direct competitor whose 
parent company was a supplier of raw materials but didn’t supply the company I had 
for sale. The purchase, therefore, allowed the buyer to eliminate a competitor, and 
take the sales in-house—which led to economies of scale due to a decrease in over-
head. At the same time, the parent company was getting a new customer for its raw 
materials. So, to say we got a high multiple would be an understatement.

Another thing to keep in mind is that buyers don’t want to purchase companies 
that are run by one person with an iron fist. Such concentration of power dramatically 
increases the chances the value of the business will decrease once the owner leaves 
after a sale. Buyers prefer to see a company that runs like a machine. Information 
and process systems must be in place and automated. Files must be organized and 
computerized. The more the information systems are automated, the more likely the 
business can function without the owner’s daily participation.

Further, management teams generally add value because they provide cohesive-
ness and move the firm beyond the founder. Unfortunately, some sales scenarios 
lead to management being made redundant, but that’s a risk in any sale process.  
On average, it is better for the seller to have a good team in place.

Lastly, the business owner must be prepared for the sale. Make sure the selling  
client has shareholders’ agreements up to date and that those agreements provide 
for a sale. Advise the client to simplify the company’s share structure if there are mul-
tiple classes of shares. And speak to the company’s accountants and lawyers about 
the Small Business Capital Gains Tax Exemption, which allows the first $750,000 of 
capital gains to be tax-free for every selling shareholder. 
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