Spotlight On...

SPOTLIGHT ON...

Business Valuation
Roula Harfouche and Anthony Theau-Laurent, Accuracy
T: +44 (0) 207 421 8123 | W: www.accuracy.com
E: roula.harfouche@accuracy.com | E: anthony.theau-laurent@accuracy.com

Roula Harfouche is a Partner and Anthony Theau-Laurent is a Director in
the London office of Accuracy. They specialise in business and IP valuations
particularly in dispute contexts, and in the assessment of complex damages in
litigation and arbitration contexts. Here, they discuss the main methods used
for valuing a business and their relative advantages, and the requirements of
acting as an independent expert in dispute cases
For what purposes are business valuations
usually conducted? What types of disputes arise
during the valuation process?
Business valuations are conducted for a variety of
purposes, mainly:
• For transaction purposes;
• In the context of disputes, in which damages are
assessed as the difference between two values: the
value of a business without or “but for” the breach or
complained of act, and the actual value of the business
with the breach;
• For tax or transfer pricing purposes;
• For restructuring purposes; and
• For financial reporting purposes.
The main disputes or disagreements arise in respect of the
assumptions used in valuations.
What methods do you use to estimate the value of
a business?
Three main methods are used to value businesses: the
income method, the market method and the cost method.
Ideally, a valuer will use several methods and crosscheck the results to arrive at a defensible value or range
of values.
a. The income method consists of valuing a business
based on the future net cash flows that it will generate,
discounted to the valuation date at a discount rate that
takes account of the time value of money and the risks
inherent in the future cash flows. This method requires
fairly detailed forecasts of financial performance,
which may be difficult to prepare.
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b. The market method values a business based on the
prices paid for shares in similar listed companies
or in acquisitions of shares in similar private
companies. It consists of expressing the prices paid for
comparable companies in terms of multiples of metrics
such as profit or sales, and applying these multiples
to the same metric of the subject business (after any
adjustments to account for differences between the
comparable companies and the subject company).
c. The cost method consists of valuing a business at the
cost of the net assets on its balance sheet. Because this
method does not take account of the income-generating
potential of a business, it is not generally suitable for
going concerns.
What evidence do you require to effectively assess
how much a business is worth?
We generally need financial and operational data on
the business, both past and forecast, as well as an
understanding of the competition, sector and wider
environment in which the business operates. We also
typically research comparable listed companies and
transactions in comparable companies close to the
valuation date.

What is the usual procedure for valuing shares
in a company?
Typically the value of shares in a company is derived from
the value of the company, which is assessed using one or
several of the methods above, unless recent offers have
been made for shareholding(s) in the company. Depending
on the basis of valuation (market value, fair value, etc.)
and on the valuation method used, adjustments such as
deducting a minority interest discount or adding a control
premium may be made to arrive at the value of minority
shareholdings and majority shareholdings, respectively.
How does your work as a valuer acting as an
independent expert in the context of a dispute
differ from your valuation work in other contexts?
The mechanics of the valuation work are very similar in
a dispute context to other contexts. The main difference
in disputes is the level of attention to detail and rigour
that need to be applied because: 1) differences in value
effectively have pound for pound consequences for the
parties; and 2) there will usually be an opposing expert
who will pore over our valuation model and assumptions,
so making mistakes or unsupported assumptions is not an
option, and would lead to our opinion being disregarded
by the Court or Tribunal.

About Accuracy
Accuracy is a leading independent financial advisory firm. Its expertise relates to three situations:
disputes, transactions and restructuring, with two integrated service lines that provide strategic/
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