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Estimating the Value of Your Diesel Repair Shop
PART I: Company Value – The Ultimate Indicator

When you think about all of the parts that make up your diesel 
repair shop and how they are measured, you may wonder; “Is 
there any single indicator that takes everything into account 
and determines how successful, or unsuccessful, my repair 
shop is?”

The answer is yes, there is such an indicator. It’s called 
Company Value. But it’s hard to find and means different 
things to different people. There are many ways to measure it, 
and experts often disagree on the number itself and how it’s 
measured.

Depending on who is interested in knowing the value of 
your repair shop, their view of its value will differ, often 
dramatically.

•	 Accountants	are	interested	in	book	value,	which	is	based	on	historical	financial	information.

•	 Bankers	and	other	lenders	are	interested	in	book	value	and	liquidation	value	(how	much	they	can	
get by selling the assets of your repair shop). They view your repair shop as collateral for their 
loans.

•	 Taxing	authorities	are	interested	in	the	tax	revenues	they	will	collect	from	your	business,	and	that	
means they’re interested in income as well as assets, and something called “fair market value.”

•	 Financial	 investors	are	 interested	 in	 the	financial	value	of	your	 repair	shop,	and	they	base	 their	
perceptions on the present value of its future cash flows.

•	 Strategic	investors	are	also	interested	in	financial	value,	but	they’re	even	more	interested	in	the	
synergies they could realize by “partnering” with your business to create greater profitability 
than each could do on its own. They want to know what you bring to the table that will make the 
combined business better than the sum of its separate parts.

•	 Heirs	see	the	business	in	terms	of	their	own	particular	perspectives.	Those	who	want	to	operate	the	
business	see	it	as	a	going	concern	(the	assumption	that	the	company	will	remain	in	business	for	the	
foreseeable future). Others see it as a financial resource they may want to “cash in” for as much as 
they	can	get.	Still,	others	see	it	as	a	long-term	source	of	wealth	and	security.	There	are	any	number	
of	other	possible	views	held	by	heirs,	and	they’re	all	further	influenced	by	the	tax	consequences	of	
inheriting your business, or shares of it.

•	 Owner-operators	have	their	own	perceptions	of	the	value	of	their	repair	shops.	It’s	usually	a	higher	
number than that believed by outsiders because it’s based on an intimate understanding of what 
the business does and what it took to get it where it is today. Often, their views aren’t obvious or 
shared by outsiders or potential buyers.

The point is, “value, like beauty, is in the eye of the beholder.” While company value is the most comprehensive 
overall indication of your business success, there is little agreement among the different interested parties 
on the number itself and how it should be determined – it depends on your situation. We’ll get to that later. 
First,	you	must	become	familiar	with	all	of	the	methods	for	determining	your	company	value.
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There	are	four	ways	to	look	at	the	value	of	your	diesel	repair	shop:	Book	Value;	Liquidation	Value;	Owner’s	
Perceived Value; and Market Value. While market value is the most realistic measure of the true value of 
your business, it is useful to look at the other methods of valuation:

Book Value is an accounting fiction based on historic facts and accounting rules. Your balance sheet 
contains “values” based on costs that can be years out of date and often don’t reflect today’s asset values. 
The accounting information is accurate and true, yet can have little to do with your current situation. 
Furthermore,	much	of	the	value	of	your	business	lies	 in	 its	potential	to	produce	future	profits	and	cash	
flows, none of which are reflected in your current period’s financial statements.

Liquidation Value is the market value of the company’s assets, less its liabilities. It views the business not 
as a going concern, but as a collection of assets that can be sold. It bears little relationship to the true value 
of the business as a profit and cash generating entity.

Owner’s Perceived Value is what the owner thinks the business is worth. Any owner worth his or her salt 
believes in the future potential of the business, and attributes value to the business that often can’t be 
substantiated	to	a	non-involved	third	party.	Usually,	the	owner’s	perceived	value	is	higher	than	that	of	an	
outsider.

Market Value is the only valuation that takes into consideration everything about your business – its 
history, earnings potential, market conditions, attitudes of potential buyers – everything.

The problem with market value is that you don’t know the true market value of your business until you sell 
it.	Until	money	changes	hands,	it’s	all	speculation.	But	you	can,	and	should	make	useful	estimates	of	what	
would be a fair price for your business if it were to be sold to a competent buyer. The general term for this 
estimate	is	“Fair	Market	Value.”

PART II: Fair Market Value – the Best Measure of a Company’s Value

Determining fair market value of your diesel repair shop can be 
a complicated undertaking. There are many ways to estimate 
the fair market value of a business, none of them definitive, 
but all of them useful.

Fair	market	 value	 is	 usually	 defined	 as	 the	 price	 at	which	 a	
business would change hands between a willing buyer and a 
willing seller when there is no compulsion to buy or sell, and 
both parties have reasonable knowledge of the relevant facts.

Factors	to	consider	are:

•	 The	nature	of	the	business	and	its	history	from	
inception.

•	 The	outlook	for	the	economy	and	the	company’s	
industry.

•	 The	book	value	and	overall	financial	condition	of	the	
business.

•	 The	company’s	past,	present,	and	future	earning	
capacity.

•	 The	company’s	ability	to	pay	dividends.
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•	 The	existence	of	goodwill	or	other	intangible	assets	(e.g.	licenses,	patents,	intellectual	property).

•	 Sales	of	the	company’s	stock	and	the	size	of	the	block	to	be	valued.

•	 The	market	price	of	publicly	traded	stocks	of	companies	in	the	same,	or	similar	industry.

The easiest and usually best way to determine the fair market value of your repair shop is to ask an expert. 
There are specialized consultants, accountants, business brokers, and investment bankers whose expertise 
is in business valuation.

PART III: Four Techniques for Estimating Fair Market Value

Whether you hire an expert or do it yourself, you should 
know the basic ways to estimate the fair market value of your 
diesel repair shop. There are many formulas and estimating 
techniques,	but	we	will	cover	four	well-known	approaches	that	
are widely accepted in the business investment community. 

These four approaches are:

1) Comparable Transactions

2) Industry Norms and Guidelines

3) Stock Prices

4) Investor’s Rate of Return

These	techniques	seek	information	about	company	values	from	experiences	and	perceptions	in	the	outside	
world. They reflect the realities of the market and the values of businesses that have actually been sold; and 
therefore, they reflect actual market conditions.

Most	business	valuation	experts	use	several	estimating	techniques	to	define	a	range	of	value,	rather	than	a	
single number. That’s the professional approach to take, since a point estimate doesn’t leave room for the 
variety of buyer’s perceptions and decision processes that exist in the market.

Each	 technique	has	 its	 strengths	and	weaknesses.	The	best	approach	 is	 to	use	all	 four	 techniques	and	
compare	the	results	of	each.	You’ll	probably	get	four	different	estimates	because	each	technique	comes	at	
the problem from a different perspective, but the estimates will define the range of values that would be 
reasonable to expect if you were selling your business on the open market.

1. Comparable Transactions Technique

Thousands	of	businesses	in	America	are	bought	and	sold	every	year.	Since	some	of	them	are	similar	to	your	
business, it only makes sense that you could ask for a comparable selling price? That’s the general idea 
behind	the	comparable	transactions	technique	of	estimating	fair	market	value	of	your	diesel	repair	shop.

There are three benchmarks to determine value through comparable transactions:

a)  Identify comparable transactions of purchases and sales of businesses similar to yours. This will 
require	some	research	to	identify	recent	sales	of	comparable	businesses	to	get	information	about	
those	businesses	(profitability,	size,	products	and	services,	and	more).	This	information	is	needed	
to determine if the business sold is truly comparable to yours. Business brokers, industry trade 
associations, and the internet can be useful sources to get this information.
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b)  Make adjustments for the key differences in businesses. No business is totally identical 
to yours, so don’t expect to find a perfect match with any of the ones you are comparing it to. 
Use	the	available	 information	to	 identify	the	most	 important	differences	and	make	appropriate	
adjustments. 

	 For	example,	if	a	comparable	repair	shop	is	twice	the	size	of	yours,	you’ll	have	to	scale	down	the	
selling price to half the amount to get a reasonable idea of what your business would sell for. If 
they offer products or services you don’t, then you may have to reduce the price to reflect your 
narrower line of business. If your repair shop has a higher growth rate than the comparable shop, 
then you should raise the price to reflect that as well.

 There will always be differences to take into consideration, no matter how similar a comparable 
business is to yours. The adjustments you make will often be a matter of judgement rather 
than mathematics, but even making an approximate adjustment is better than not making any 
adjustment at all.

c) Establish the range of fair market value for your business. Don’t expect to come up with the 
same adjusted sale price for all your comparable businesses. That won’t happen. What you can 
expect is to identify a range that your business’s fair market value will fall within. With that range as 
a guide, you can use your judgement to determine if your business value is on the high, middle, or 
low side of the range.

2. Industry Norms and Guidelines

There	are	often	guidelines,	or	rules	of	thumb,	 in	most	well-established	industries	to	give	you	a	general	
idea of business value. Within every industry, businesses differ greatly, so the use of industry valuation 
guidelines is merely a “first pass” approximation of fair market value. But these guidelines can give you a 
useful “ballpark” figure, despite all their inaccuracies.

There may not be a formal source for you to look up and learn about these guidelines. You may have to 
reach	out	to	knowledgeable	people	with	access	to	resources	about	your	industry.	Searching	the	Internet,	
contacting trade associations, business schools, and specialized consultants are always a good place to 
start.

Before moving on to the next method for estimating fair market value, it’s necessary to take a closer look at 
earnings as an investor would look at them.

Company Earnings

Company earnings are the accounting net profit after taxes that you report in your annual income 
statement. But for purposes of estimating fair market value, earnings can be much more. If you look at the 
value of your repair shop from the perspective of a buyer or investor, earnings take on a different meaning. 
Earnings, to the outsider, mean annual cash flow generated by the business that is or will be available as a 
return on investment.

For	 owner-operated	 small	 businesses,	 for	 the	 purpose	 of	 estimating	 company	 value,	 annual	 earnings	
include the following:

•	 The	accounting	net	profit;

•	 Excess	owner’s	pay	–	the	amount	the	owner	pays	himself/herself	above	the	amount	a	hired	general	
manager would be paid for the same job. Often, potential buyers add back the entire owner’s 
salary to estimate earnings;
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•	 Depreciation	 and	 amortization	 expense	 and	 any	 other	 non-cash	 expenses	 on	 the	 income	
statement;

•	 Discretionary	expense	items.	Any	expense	that	cannot	be	justified	by	the	company’s	business;

•	 Extraordinary	one-time	expenses	or	revenues.

The	value	of	your	repair	shop	is	highly	dependent	on	its	future	earnings.	So	the	way	you	forecast	annual	
earnings and how well you justify your forecasts is critical.

Most “financial” buyers – those looking only for a return on their investment – look at your past earnings 
and project them into the future. If your business is growing, or in any way deviates from past performance, 
you’ll have to present a persuasive case for your earnings forecasts.

On the other hand, “strategic” investors – those seeking a business alliance – want to know your future 
plans, the impact of your business on their company, and the risks involved.

If you’re actually selling your diesel repair shop, and the potential buyer is a strategic investor looking for 
strategic benefits, you should adjust your earnings forecast to reflect the earnings benefits that would be 
realized by the buyer. It can be difficult to estimate, but if you don’t, you’re undervaluing your business and 
starting your negotiations from a lower asking price than you need to.

3. The Price-to-Earnings Ratio

Published stock prices are similarly useful and also provide you with a simple way to make a “ballpark” 
estimate	of	your	repair	shops	value.	If	there	is	a	publicly	traded	business	similar	to	yours	(except	in	size),	you	
can use their share prices as a way to estimate the fair market value of your business.

For	any	business,	the	price	per	share	divided	by	the	earnings	per	share	is	the	same	number	as	the	total	
market value of the business divided by the total earnings of the business at the same point in time.

If you add up the market values of all the individual shares of a business, you’ll get the market value of the 
entire business based on actual current stock purchases. If the stock prices reflect the general perceptions 
of the value of the business, which virtually everyone agrees they do, then the stock prices of all outstanding 
shares	of	 stock	 adds	up	 to	 the	 total	 value	of	 the	business.	 So	 the	P/E	 ratio	of	 a	business	 tells	 you	 the	
relationship between the earnings of the business and its value.

There	are	three	simple	steps	for	estimating	your	company’s	value	from	stock	market	P/E	ratios:

1.	 Select	a	company	(or	several	companies)	that	are	similar	to	yours,	except	for	size,	and	are	publicly	
traded and listed on one of the stock exchanges.

2.	 Look	up	the	company’s	P/E	ratio	in	the	newspaper	or	through	a	data	service.

3.	 Multiply	the	P/E	ratio	times	your	company’s	earnings.

This a very approximate method of valuation because there will most likely be significant differences 
between	your	business	and	the	ones	you	look	up.	So	you	will	need	to	do	some	research	to	identify	the	
ones that are reasonably similar to yours.

4. Investor’s Rate of Return

Perhaps the easiest way to estimate the fair market value of your diesel repair shop is to look at it as a 
financial investor would. A financial investor has to determine how much they are will to invest in a business 
in	order	to	receive	adequate	future	earnings	from	it.	

Most investors think in terms of rate of return and risk. What will be the rate of return for the money they 
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invest?	The	greater	the	risk,	the	higher	the	required	rate	of	return.	There	are	general	guidelines,	based	on	
business size, that investors use to determine their level of risk and the range of returns they expect for the 
amount of risk they’re taking.

Knowing the rate of return an informed investor would expect for buying or investing in your repair shop, 
it’s	easy	to	calculate	the	appropriate	fair	market	value.	For	instance,	if	the	investor	requires	a	20%	return	for	
buying	your	buying	or	investing	in	your	business,	and	your	business	has	earnings	of	$120,000	per	year,	then	
you	would	need	to	answer	the	question,	“$120,000	is	20%	of	what?”	The	answer	would	be	$120,00	divided	
by	0.20,	or	$600,000.	The	investor	would	be	willing	to	invest	$600,000	to	receive	an	annual	cash	flow	of	
$120,000.	Here’s	the	formula:

Estimated	Fair	Market	Value	=	Annual	Earnings	÷	Investor’s	Required	Rate	of	Return

This	technique	has	the	implied	assumption	that	your	earnings	will	be	level	in	future	years	and	it	ignores	
the time value of money. If your business has any growth expectations at all, the investor’s rate of return 
method understates its real value.

Business Valuation – It’s an Art and a Science

Unfortunately,	 business	 valuation	 is	 an	 exercise	 in	 false	precision.	Whichever	 technique	 you	use,	 you’ll	
always arrive at an estimate of value – a number – which, like all numbers, seems exact. But in business, any 
number is worth only what goes into it. Before you make any decisions based on your number, you first 
have to know what the number means and how it was derived.

Company fair market value is one of the most important numbers you’ll ever use in business. But you 
need to consider the shaky foundation on which it is built. The calculations are clear and precise, but what 
about the numbers that go into the calculations? What is the appropriate investor’s time horizon? What is 
the	“right”	required	rate	of	return?	What	are	the	earnings,	really?	How	reliable	are	your	forecasts?	How	will	
the	economy	affect	your	business	in	the	future?	Even	if	you	had	the	answer	to	all	these	questions,	you	still	
don’t know the real market value of your business until you sell it. The science is the easy part. It’s the art 
that’s tricky.
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