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There are three distinct components to any Business Valuation or Transaction:
1. What are the cash flows that the business generates (EBITDA, After Tax Cash Flow)

2. What is the rate of return expected on those cash flows (impacted by risk profile,
growth prospects). Rate of return translates into the cash flow or EBITDA multiple.

3. What type of balance sheet does the purchaser get when they buy the business
(debt level, capital assets, redundant assets, and working capital).

There are nuances to each of these components of value that are often overlooked or
misinterpreted when business transactions are being considered — overlooking these
nuances could have a significant impact on the proceeds a business owner actually
receives when he or she sells their business.

This newsletter highlights “What is EBITDA” and “Why is EBITDA Used?”

What is EBITDA?

The term is used so much we often wonder whether people in general really know what
it is - beyond what the letters stand for. It is generally understood that EBITDA is
Earnings Before Interest, Taxes, Depreciation and Amortization but in reality it is a short
form approximation of cash flow that allows different businesses to be compared and
analyzed in a consistent manner.

EBITDA is used as a tool to standardize financial results in such a way that removes the
business decisions of the existing corporate management with respect to capital
structure, the impact of tax, the nature and age of the capital assets in the business and
the depreciation policies of the business. What is left when all these items are “added
back” is an adjusted earnings number that reflects the amount that would be available to
all stakeholders in the business - the shareholders, the bankers and the government.

Why is EBITDA Used?

EBITDA is used to make the business valuation process simpler for acquirers of
businesses when they get a first look at a new opportunity. Though when the time
comes to make a detailed assessment or valuation of the business, usually the items
included and excluded in calculating EBITDA are reconsidered and diligently
scrutinized.
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Experience in the areas of
Private Equity, Investment
Banking, Valuations and
Corporate Lending
enhances value to our
clients.

The diversified financial background
combines various ideologies in
positioning our clients to maximize
value in their business, whether it is
the sale of a business, bringing on a
financial partner, or attracting
additional capital, Links Capital can
help.

Links Capital’s philosophy is to
preserve value throughout the
entire transaction process. Only
senior executives will handle all
aspects of the transaction from
inception to close, avoiding
potential value loss by not having
less experienced junior analysts
involved in the transaction.

Typical transactions range in size up
to $200 million which are ideally
suited to middle-market businesses.
Links Capital’s management has
been successful managing capital
on behalf of government, provincial
pension funds, insurance companies
and high net worth investors in
completing mergers, acquisitions,
divestitures and financings for both
private and public companies.
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