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COVID-19’s IMPACT ON BUSINESS VALUATIONS 

Valuations Can Help Enhance Business Value  

                                                                                                  By: Dan O’Connell, Stonebridge Advisory Inc. 

Economic Transition 
We have come off a strong 2019 business environment with almost full employment. Most businesses are 
now operating with uncertainty and those who need a business valuation find themselves in an unclear 
situation. The valuation community is in a transition and we want to offer business owners and 
management teams a valuation as an on-going process that captures the company’s long-term value.  
Our offer is built around two business performance concepts; think long-term and continually reassess 
the financial landscape as the months ahead evolve. Our Valuation Enhancement Program supplies a 
valuation today and an updated valuation every six months at half price (Standard Valuation $495 ($245) 
and the Select Valuation $950 ($475)) to identify and track value opportunities. This program will focus on 
incorporating long-term profitability weighted appropriately using various reporting procedures as to not 
overly weight the current environment into a company’s fair market value. Taking a periodic inventory on 
value components and making the necessary changes builds equity value. 
 
Industry Impacts 
While specific industries have been impacted much greater than others, all industries operate in the same 
economy where a shutdown occurred, demand for product and services have been diminished, supply 
chain issues have developed, workplace disruptions have occurred, and consumer spending and business 
investment is expected to hit a low and then build again. The unknown is how long this cycle will take to 
rebuild. Value is dependent on future cash flow and the business risk. The two risk charts below make this 
point. As the risk curve is shortened, business value will return faster. Higher risk equates to less enterprise 
value. The goal is to identify the risk, find ways to minimize that risk and grow enterprise value. 
 

 

Valuation Components in Transition 
Discounts: Some valuations use the Discount for Lack of Marketability (DLOM) for minority shares where 
the shareholder’s ability to achieve liquidity is restricted or the equity is volatile. Now companies are 
witnessing a market where majority shareholders can’t achieve liquidity due to the state of the economy, 
high volatility of publicly traded company multiples and possibly a lack of buyers with financing, essentially 
incurring their own Discount for Lack of Marketability. 
 

Business Value Business Value 
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Premise of Value: The premise of value is normally valuing the company as an “on-going” concern where 
the company is expected to survive into perpetuity. In the current environment this on-going status may 
be in question. Consider a company who sells product into the hospitality industry and has taken on too 
much debt in the past.  A company’s balance sheet and cash flow might impact the premise of value. 
 
Valuation Date: A valuation values a business as of a specific date. A valuation on January 31, 2020 would 
look very different from the same company getting a valuation effective March 31, 2020. Valuations are 
based only on information that is known at the time. On January 31, 2020 the market was not aware of 
the Covid-19 implications. A valuation effective after the markets reacted to the new environment needs 
to reflect current conditions and expected cash flow items like inventory management, collection of 
receivables, extending payables, capital spending, expense controls and sales projections. While 
necessary to recognize the expected performance, the current environment should not be overweighed. 
 
 Cost of Capital: The cost of capital sometime lags events or is subjective. The Federal Reserve buys and 
sells financial instruments which impacts the Treasury 20-year bonds which is used as a no-risk measure 
(Risk-free Rate) in building out the Discount Rate. The Company Specific Risk Premium is subjective and is 
part of the calculation to arrive at the Discount Rate also. The Discount Rate measures the risk in every 
business, and it is one of the most important parts of a valuation. Applying the proper Discount Rate to 
the proper net cash flows is essential for an accurate business valuation. 
 
Purpose of the Valuation: The purpose of the valuation can have timing implications. If the valuation is for 
exit purposes where an owner is selling the business, timing can be a significant concern. In environments 
where things are changing quickly, the expected number of companies for sale will be fewer as values 
decline and those companies having liquidity issues will see a higher number of them selling.  
 
 
CONCLUSION 
In times when conditions are changing fast and a company’s expected financial performance is unknown, 
it is important to measure the business fundamentals, make decisions for the long-term and continually 
assess the situation in order have the best information from which the best decisions can be made. 
 
Our Valuation Enhancement offer will help companies identify where the company is today and how best 
to move forward by tracking specific numbers that impacts your company’s value. We all know that which 
gets measured, improves, and that which is documented, improves greatly. Call us for more information.  
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