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 Business Valuation Methods 

 
Many types of business valuation methods are appropriate when estimating or defining a 
business value for certain kinds of business evaluations and appraisals. The reason for the 
evaluation determines which measure will be used. For example, if the purpose is to borrow 
money, asset values will be key because lenders will be interested in collateral. If the value is 
based on the selling price of the business, then what the business owns, what it earns, and 
what makes it unique will be important. The following is a list of many different types of 

business valuations that can be performed. 
 
* Insurable value 
* Book value 
* Liquidation value 
* Fair market / stock market value 

* Replacement value 
* Reproduction value 
* Asset value 
* Discounted future earnings value 
* Capitalized earnings value 
* Goodwill value 

* Going concern value 
* Cost savings value 
* Expected return value 
* Conditional value 
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* Market data value 
 
 

This article discusses six of the more popular business valuation methods: 1) Value based on 
assets, 2) Value based on cash flow or net income, 3) Value based on the integrated method, 
4) Value based on net present value of future earnings, 5) Value based on the market data 
approach, and 6) Value based on the replacement cost approach. 
 
 

1. Value Based on Assets 

 
Uses: Used most often as a minimum value because a business should be worth at least the 
value of its assets. Exceptions might occur when a company is losing money. 
 
Steps: Determine the market value of the assets being sold. If business is being sold, deduct 
the value of any liabilities being assumed by the buyer. 

 
 

2. Value Based on Cash Flow or Net Income 

 
Uses: Used when a business has few assets, the cash flow being the important thing 
considered here. The value is based on the return on investment the cash flow represents. 

 
Steps: Adjust the income statement to reflect the true expenses of the business (for example, 
subtract personal items being paid for by the business). Calculate the appropriate, adjusted 
type of income to be capitalized: cash flow, net income before or after taxes, etc .. Decide, 
based on risk and yields of other, "comparable" investments, the desired rate of return or the 
capitalization (cap) rate. Divide the income to be capitalized (example, cash flow) by the cap 

rate. 
 
 

3. Value Based on the Integrated Method 

 
Uses: Used when a company has both assets and cash flow. This method accounts for the 

value of the assets and then capitalizes the cash flow, but only after reducing the cash flow 
by the cost of carrying the assets. 
 
Steps: Determine the market value of the assets. Multiply the value of the assets by the 
interest rate the company pays to borrow money to get the cost of carrying the assets. Adjust 
the income statement to reflect the true expenses of the business. Calculate the appropriate, 

adjusted type of income to be capitalized: cash flow, net income before or after taxes, etc.. 
Subtract the cost of carrying the assets to get the excess earnings. Decide, based on risk and 
yields of other, "comparable" investments, the desired rate of return (the cap rate). Divide the 
excess earnings by the cap rate to get the value of the excess earnings. Add the value of the 
excess earnings to the value of the assets and subtract the value of any liabilities being 
assumed by the buyer if business is being purchased. 
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4. Value Based on Net Present Value of Future Earnings 

 
Uses: Used as a method to sell the value of a projected future stream of earnings at a discount. 
Used mainly with larger, well-documented companies for which the future is somewhat more 
predictable. 
 

Steps: Adjust the profit-and-loss statement to reflect the true expenses of the business. 
Calculate the adjusted actual cash flow. Based on supportable plans, project financial 
statements for 5 years. Forecasting techniques could use moving averages, trending, 
percentage increases/decreases, or multiple regression. External factors such as industry 
outlook, technological developments, and government regulation should be considered. 
Determine cumulative cash flow for the 5 years and discount it to establish the net present 
value. Each year may be discounted separately to give a more precise value. 

 
 

5. Value Based on the Market Data Approach 

 
Uses: Value of the business (or other property) is estimated from information on prices 
actually paid for other, similar, businesses or properties. This the most direct valuation 

approach and it is easily understood by laymen. However, it requires a reasonably active 
market, the necessity of making adjustment to actual selling prices in an attempt to 
compensate for differences and it is generally not applicable to estimating values of 
intangibles. 
 
Steps: Identify other businesses or properties generally similar to the one being appraised 

that have actually been sold. Determine the selling price, then compare each comparable sale 
with the property/business being appraised, and adjust actual selling price of each comparable 
property/business to compensate for the significant differences between it and the subject 
property/business. Use these adjusted selling prices of the comparable properties/businesses 
as a basis for estimating, by inference, the market value of the subject property/business. 
 

 
6. Value Based on the Replacement Cost Approach 

 
Uses: Value of the business is determined from the estimated cost of replacing (duplicating) 
the business asset by asset and liability by liability. Very accurate in valuing tangible assets 
and reflects actual economic value. Used with asset-heavy businesses such as hotels/motels 

and natural resources (mining) businesses. Does not take into account the earning power of 
the business which contributes to total value. 
 
Steps: List all assets to be included in the valuation of the business. Omit any surplus or idle 
assets that do not contribute to the economic performance of the business. Also, list liabilities, 
if applicable to appraisal. Estimate the current cost to replace each asset with functionally 
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equivalent substitute; also estimate current value of each liability to be included. Add the 
estimated costs to replace the individual assets, thus determining the total estimated cost of 
replacing all assets in aggregate. Subtract estimated current values of liabilities, if applicable. 

Add the values (liquidation value, wholesale market value, etc.) of any non-contributing 
assets omitted in the first step. 
 
 
Reconciling the Value Estimates & Determining the Final Estimate of Value 
 

* Compare the value of estimates resulting from the use of different approaches 
 
* Rank each by the relative degree of confidence 
 
* Use judgment 
 
* Test the final value estimate 

 
* Round the final value 
 
* No useful purpose is served by taking an average 
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About us 

Crowe Global 

Ranked the eighth largest accounting network in the world, Crowe Global has over 180 
independent accounting and advisory firms in more than 130 countries. 

For almost 100 years, Crowe has been making smart decisions for multinational clients 
working across borders. Our leaders work with governments, regulatory bodies and industry 
groups to shape the future of the profession worldwide. Their exceptional knowledge of 
business, local laws and customs provide lasting value to clients undertaking international 

projects. Crowe provides global reach on a personal scale. Firms are focused on the future 
and the client experience, working with clients to build something valuable, substantial, and 
enduring. Close working relationships are at the heart of our effective service delivery.  

At Crowe, our professionals share one commitment, to deliver excellence. 

 

Crowe Jamaica 

Crowe Jamaica is a professional service firm offering a full range of Audit, Accounting, 
Advisory and Taxation Services. We are a firm of chartered accountants whose concept of 

service is to solve problems, exploit opportunities and turn advice into action. Our style is 
personal and our outlook progressive. We continually strive to create value for our clients.  

Established in 2002, we have become one of Jamaica’s leading accountancy practices and 
lead the field in the provision of advice to private clients and business owners.  

 

Crowe Jamaica is one of the largest public accounting, consulting, and advisory firms in 

Jamaica. Crowe Jamaica uses its deep industry expertise to provide audit services to public 
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and private entities while also helping clients reach their goals with tax, advisory, risk and 
performance services.  

Crowe Jamaica serves clients worldwide as an independent member of Crowe Global. The 
network consists of more than 180 independent accounting and advisory services firms in 
more than 130 countries around the world. Our network of Jamaica offices (Kingston, 
Runaway Bay, Montego Bay and Mandeville) ensures that we can provide a local service 
backed by the expertise of a major national practice.  

Our firm provides outstanding service to our clients because of our dedication to the three 
underlying principles of Professionalism, Responsiveness and Quality. 

Crowe Jamaica is particularly known for our one – stop – shop concept that was, according 
to our client’s experience, of invaluable significance to those companies that are 
establishing their business operations in Jamaica. To respond to clients growing demands, 
we developed deep industry specialization together with innovative technology, which 
enables our dedicated professionals to create value for our clients with integrity and 
objectivity. Furthermore, membership in Crowe Global provides us the worldwide 
capabilities of a highly integrated network to deliver value to multinational clients doing 

business across borders. 

Our professionals are experts who all share a commitment to delivering technical excellence 
and the highest standards of client service. Relying on both international expertise and the 
local office strength, Crowe Jamaica approaches its clients in a comprehensive and 

responsible way.  

For information regarding our services contact us: info@crowehorwath.com.jm 

  


