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An integral part of the pricing formula for a business is cash, defined as Adjusted Earnings Before
Interest, Taxes, Depreciation and Amortization, commonly known as EBITDA. So what exactly are
these adjustments made to your cash earnings?

Often with a privately held business, the owners’ compensation and benefits may be higher than what
the buyer may pay for the replacement or the owner(s) may not be replaced. This difference is an
allowable adjustment. Other allowable adjustments may include:

Bargain Leases

Annualized New Cost Reductions
Non-Occurring Losses or Gains
Annualized New Revenue Streams
GAAP Adjustments for Accruals
Inventory and Receivables Valuations

* & & & o o

A word of caution to sellers, having compiled financial statements (the lowest level of assurance). The
last two mentioned adjustments are often made and, more often than not, the adjustments are
negative to the earnings.

In many deals the seller assumes that the buyers synergies are also adjustments to their earnings.
Wrong! Synergies brought to the table by the buyer are reflected in the multiple that the buyer uses to
determine the total valuation. Examples of buyer’s synergies are:

Purchasing Power Savings

Personnel Reductions

Increased Sales Resulting from the Acquisition

Fixed Cost Reductions Resulting from the Acquisition

* & o o

In summary, what the buyer brings to the table remains theirs in regards to adjustment to earnings
and what the seller brings, or failed to reflect in earnings, are theirs to adjust.
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