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Valuation of Info Tech Ltd as at April 2020 

 

Introduction and Scope 

Alpha-Financials Ltd was commissioned by Steve Hilder (director) to undertake a simple valuation of Info Tech ltd 

based on its historic and current financial performance.   

Alpha-Financials’ preferred approach to valuation is based on a discounted cashflow analysis of a plausible range of 

future cash-flows.  However, for the purposes of this particular valuation, we have agreed a simpler approach and 

applied sector specific financial multiples to estimated underlying full year results.  Such an approach is consistent 

with widely accepted financial valuation techniques.  It implicitly assumes that a) the company continues as a going 

concern, securing whatever funding it needs and b) the company’s valuation conforms to averages of observable 

comparative data. 

Finally, unless explicitly stated otherwise, valuations are calculated at the entity level ie they incorporate both debt 

and equity.  Where the value of equity is calculated separately, this result is simply added to the book value of debt 

as per the management accounts as at 31/3/2020 (just under £2m) in order to arrive at company value. 

 

Defining the base financial position 

In the four years ending 10/2019, the business has delivered significant real revenue growth (55% pa apr), reaching a 

peak of £3.4m with profit rising at an even faster rate. 

Unfortunately, these figures exclude a likely bad debt write-off of upto £3m covering a two-year period and relating 

to Info Tech’s largest customer which is facing insolvency.  In recognition of the need to rebuild the business, a 

management estimated P&L for the following year - to 31/10/2020 - shows a significant decline in turnover (26%) 

and is used as a normalised or underlying earnings statement for the purposes of the base case valuation.  It excludes 

any of the write-off of the £3m existing debt which in any event is a non-cash item. 

The following adjustments were made to the base profit level to ensure a true arms length performance relevant for 

a third party purchaser: 

- Asdasasdasdfdfdsfsdfsdfffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffffff

fffffffffffffffffffsdfsddffdasdddddddddddddddddddddddddddddddddddddddddddd 

- asdddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddd

dddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddd

dddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddddd

ddddddddddddddddddd 

To allow for the possibility of Info Tech not reaching the estimated sales estimate, an alternative downside valuation 

has been considered using a further 20% decline in sales assuming no change in the gross margin percentage or the 

relative level of overheads. 
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 Appendix 1 outlines how the annual baseline and growth scenario revenue and profit numbers have been calculated 

from the latest accounting information with a normalised 19% tax rate applied on top. 

 

Valuation Methodology 

The basic valuation approach focusses on earnings at the PAT level (for an equity valuation to which the debt is then 

added for the company value) or at the EBITDA level (for an entity valuation directly).  In the case of the former we 

have market data for sector specific valuations albeit for large entities.  For the later we have more limited data, but 

it relates to smaller trade sales which typically complete at smaller multiples1.  Combining the two allows us to 

include both sector specific and smaller company factors in our analysis.   

Information Services is the most obvious comparable industry sector and this comprises 28 quoted European with 

financial multiples shown in appendix 2.   

Due to the added reporting requirements, higher levels of transparency and media scrutiny, all valuation multiples 

ratios are expected to be higher for quoted than unquoted stock.  This is consistently borne out by the E&Y analyses 

of Mergers and Acquisition statistics with the most recently available transactions data (E&Y, 2020 Q1) showing a 

26% discount on the relative values of private company trade sales versus the UK stock market average for non-

financial firms.  

Furthermore, with a baseline annual EBITDA of about £350k, the Info Tech valuation will inevitably be significantly 

lower than the average small company in the E&Y report2.  Whilst no readily available public information exists for 

small companies of Info Tech’s size, we know from our own M&A experience that further large discounts are applied 

the smaller the entity for sale.  Using a sliding scale, based on EBITDA, we have thus applied a 40% discount to the 

initial valuation in order to cater for this sizing factor. 

As a final sense checking method, we have also looked at a target rate of return that a potential financial investor 

might demand for the underlying earnings level.  In our experience, equity financed projects typically require a range 

of returns stretching from an absolute minimum level of 10% upto about 20% or more depending on the risk profile.  

Again due to the relatively small size of the operation, we think a suitable range would be between 15% and 20%. 

 

  

 
1 Even within an industry sector, such ratios vary enormously indicating that valuations resulting from such methods 
need treating with caution. 
2 The median sale price for such transactions during the last 4 years was £14m with an EBITDA of £1.5m 
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Analysis and Results 

The range of valuations based on the preferred earnings ratios appears in appendix 3.  The base case shows a total 

entity valuation of about £3m (of which £1m is equity) assuming delivery of the normalised £2.5m revenue and £8-0k 

PAT. 

The downside scenario reflects management’s perception that the £2.5m sales assumption may not be achievable.  

Assuming that Info Tech falls short of this revenue target by 20% would reduce the entity valuation to £2.3m (of 

which £0.3m is equity). 

Valuations from the non-industry specific EBITDA multiples (appendix 4) are slightly lower at £1.6m to £2.0m but this 

is to be expected since market multiples are currently higher for the information services / tech industry sectors (also 

as shown in appendix 2) 

Finally, the alternative and simplistic target rate of return approach (appendix 5) indicates a valuation range between 

£2.1m and £2.4m which we consider does not contradict the other valuation methods. 

The latest management view is that the £3m bad debt write-off may not occur in full which has two implications for 

valuation.  The first immediate impact is an additional cash inflow which will obviously reduce debt levels.  Of itself, 

this will not directly increase firm value but will increase the worth of equity in line with the reduction in debt.  

However, the longer term impact will include the releasing of further funding for product development and an 

increase in turnover which will increase valuation, potentially substantially. 

 

Conclusions 

The fact that the PAT earnings based multiples incorporate both industry specific and smaller entity factors lead us to 

believe that Info Tech is currently worth between £2.3m and £3m assuming the normalised base case and downside 

scenarios are a reasonable reflection of current and future short-term financial performance.   

If the company can recover from the bad debt episode and restore previous growth rates, then the valuation should 

increase significantly in the coming years.



 
 

Page 4 of 8 
 

 

APPENDIX 1 - ESTIMATION OF UNDERLYING EARNINGS FOR INFO TECH LTD VALUATIONS

Actual Actual Forecast Assumed for Assumed for

01/11/2017 01/11/2018 01/11/2019 base case

31/10/2018 31/10/2019 31/10/2020 valuation 1 2

Sales 2,947 3,400 2,500 2,500 2,000

Direct costs -2,112 -802 -1,000 -1,000 -800

Gross Profit 835 2,599 1,500 1,500 1,200

Gross Margin 0 1 1 1 1

Overheads -209 -55 -4,050 -1,150 -920

EBITDA 626 2,543 -2,550 350 280

Depreciation -1 0 -1 -1 -1

Interest -108 -221 -250 -250 -250

PBT 517 2,322 -2,801 99 29

Normalised Tax @ 19% -98 -441 532 -19 -6

PAT 419 1,881 -2,269 80 24

Net margin 14% 55% -91% 3% 1%

Notes
1

Base scenario assumes current performance maintainable (relative to the market)
2

Downside Valuation scenario assumes revenues fall short of target by 20% with overheads and direct costs reduced similarly

Normalised overheads assumed to include arms-length costs for the director's labour

Downside 

Valuation
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APPENDIX 2 - EXTERNAL MARKET VALUATION MEASURES FOR RELATED SECTORS

Total 

Companies EV/Sales Forward PE

Information Services 28 5.2 27.7

Whole market (ex financials) 5724 1.4 24.6

Notes

- EV/Sales means total Enterpise Value divided by annuual sales as per the latest published accounts

- Enterprise Value means total market capitalisation of equity plus net debt (latter either traded debt value or net book value)

- P/E ratio means total market capitalisation divided by after tax profits as per latest accounts

- Source data: Bloomberg, 2019 data on quoted European stocks
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APPENDIX  3 - INFO TECH LTD VALUATION RANGES BASED ON PROFIT FORECASTS

All data in £ 000's Annual profit after tax - Base Case 80.4

Annual profit after tax - Downside Valuation 23.7

Selected Unadjusted Private company Additional small

Sector valuation basis P/E ratio Value adjustment company adjustment

-26% -40%

Information Services 27.7

Base Case Scenario (equity only) 27.7 2,200 1,600 1,000

Base Case Scenario (entity) 3,000

Downside Valuation (equity only) 700 500 300

Downside Valuation (entity) 2,300

Notes

- Annual profit after tax based on extrapolated current year data plus adjustments and assuming that this is a sustainable profit performance

- Unadjusted valuations based on sector specific average PE ratios of quoted Europena companies as at 2019

- All valuations rounded to the nearest £100k

- Private company adjustments based on the ratio of Enterprise Value/EBITDA ratio for private company trade sales versus a similar measure

  for quoted non-financial companies

- This data relates to 596 company sales in the quarter ending Q1 2020 as calculated by E&Y

- The median size of private company trade sales for the last 4 years was £14m

- Additional small company adjustment based on EBITDA in comparison to E&Y four year average trade sale profitability (£1.5m pa)
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APPENDIX  4 - INFO TECH LTD VALUATION RANGES BASED ON TRADE SALE EBITDA RATIOS

All data in £ 000's Annual EBITDA - base case 350

Annual EBITDA - Downside Valuation 280

Selected Unadjusted Small / Very Small

Sector valuation basis multiplier Value company adjustment

-40%

Trade sale average ebitda multiple 9.6

Base Case Scenario (entity) 3,400 2,000

Downside Valuation (entity) 2,700 1,600

Notes

- All source EBITDA data as per appendix 1

- All valuations rounded to the nearest £100k

- This data relates to 596 company sales in the quarter ending Q1 2020 as calculated by E&Y

- The median size of private company trade sales for the last 4 years was £14m

- Additional small company adjustment based on EBITDA in comparison to E&Y four year average trade sale profitability (£1.5m pa)

- As an average, this valuation measure takes no account of the relative attraction of different industry sectors
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APPENDIX  5 - INFO TECH LTD VALUATION RANGES BASED ON TARGET RATES OF RETURN

All data in £ 000's

Valuations depending on variable

Scenario Profit target rates of return for purchaser of:

After tax 10% 15% 20%

Base Case Scenario (equity only) 80.4 800 500 400

Base Case Scenario (entity) 2,800 2,500 2,400

Downside Valuation (equity only) 23.7 200 200 100

Downside Valuation (entity) 2,200 2,200 2,100

Notes

- All source profit data as per appendix 1

- All valuations rounded to the nearest £100k


