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               Diagnostic Tool                            Use this form to value a business three different ways.   If the values are far apart, the owner has a problem requiring further investigation. 
	1.  Ask owner to estimate how much the business is worth today.

	Business name:  
	Product/Service Offered: 

	Annual sales  (from tax return pg. 1, line 1c):  
	# employees: 

	Owner estimate: how much is business worth today?
	


2nd method: How much cash would be needed (assuming it earns 5%) to replace cash business puts in owner’s pocket annually?
	2a.  How much cash does the business put in the owner’s pocket annually?

	Salary (if any)     
	from pg. 1, line 7
	

	Pension and/or profit sharing plan (if any)
	from pg. 1, line 17
	

	Life and/or health insurance (if any)
	from pg. 1, line 18
	

	Company-paid car, travel, meals etc. ((if any)
	
	

	Rent paid to owner’s real estate entity (if any)
	from pg. 1, line 11
	

	Other company-paid benefits not listed above (stock options etc.)
	
	

	Total cash business puts in owner’s pocket:
	

	2b.  Calculate amount, earning 5%, needed to replace cash from business.     

	Total cash from business to owner  (_____________)  divided by 5% =
	


3rd  method: If the owner suddenly couldn’t work and wanted to sell the business, how much would it sell for? That depends: a business is worth more as a ‘going concern’ than as a ‘fire sale’.  (70% of all businesses end up in a fire sale.)  Companies answering ‘yes’ to most of the following questions are likely to end up in a fire sale, rather than being sold as a going concern:
	3a. If the owner suddenly couldn’t work…                Circle response to each question:

	Would spouse own and/or control owner’s stock? Y/N
	Would profits likely decline?                            Y/N

	Would spouse be liable for company’s debts?         Y/N
	Would key employees think about leaving? Y/N

	If spouse, does s/he lack executive experience?     Y/N
	Would clients think about leaving?                Y/N

	Would sales likely fall in short term?                         Y/N
	Y=Fire Sale
	N=Going Concern


Companies with more Y than N answers are likely to end in a fire sale.  If this company is a fire sale candidate, the next step is to estimate how much cash the fire sale would generate. (Ideally the sale proceeds equal the sum determined in Section 2 above.) 
	3b.  Fire Sale Analysis   from the balance sheet of business’ most recent tax return (Schedule L on page 4)

	Assets                

	   Cash (line 1d):                                                                     $                                     
	value at 100%
	$

	   Accounts Receivable (line 2bd):                                       $                                
	value at 50%
	$

	   Other Assets (Total Assets (line 15d) – Cash – Accts Rcvbl):  $   
	value at 30%
	$

	       Cash Proceeds
	$

	minus Total Liabilities     (16d+17d+18d+19d+20d+21d)
	($                              )

	       Fire Sale Proceeds                  (Cash Proceeds minus Total Liabilities)
	$


	When owner reaches a milestone (www.spardata.com/why-valuation), which value should be used?

	1.  Owner’s estimated company value                          (from Section 1)
	S

	2.  Replacement capital value                                         (from Section 2)
	$

	3.  Fire sale proceeds value                                             (from Section 3)
	$


If you don’t know, you can’t plan.
