














Sales Value of
Restaurant Business
Rules of Thumb

Accurately determining the potential
sules value in any restaurant requires
the services of a professional business
appraiser, preferably with experience
appraising independent restaurants.

Determining the
reasons for any
differences may
prove to be an
insightful process in
learning more about
the financial and
operating nuances of
your restaurant.

However, there are two rules of
thumb that may be helpful to arrive at
an initial, rough estimate of what your
restaurant may be worth, assuming you
operate in lcased space:

Sales value of business
(gross sales method) -

38 percent to 42 percent

of gross sales.

Sales value of business
(cash flow method) - annual
cash flow (basically net

income before depreciation,
debt service and owner
compensation) times a
multiple of three to four.

On this page, we show how to
estimate business value, based
on the cash flow method.

When determining the value of a
restaurant in leased space, one of the
most important determinants is the
terms, particularly the transferability
and the amount of time, with options,

remaining on the existing lease. Lease
factors such as these and other terms
can have a significant effect on the
value of any business.

In restaurants where the operator
owns the land and building, the inher-
ent value of the business will be
influenced significantly by the under-
lying value of the real estate. For this
reason it is difficult to value the busi-
ness in a meaningful way using rules
of thumb.

Final Rule of Thumb:
Not Every Rule of Thumb
Fits Every Restaurant

Most restaurants will probably devi-
ate from one or more of the rules of
thumb discussed in this article. That’s
to be expected. Rules of thumb, as dis-
cussed above, are merely guidelines,
not an ironclad collection of industry
mandates from which no successful
restaurant can deviate.

Where your numbers do stray
from these norms, it may be uscful 1o
determine “why.” Determining the rea-
sons for any differences may prove
to be an insightful process in
learning more about the finan-
cial and opcrating nuances of
your restaurant.

Another rule of thumb says that
the more you understand how your
restaurant works, the better the

manager you will become. Using these
rules of thumb could go a long way in
helping 1o better understand your restau-
rant and provide insights for building a
more successful business. RS&E
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Net Income - Annual

Add back:
Depreciation
Interest Expense

Cash Fiow - Annual

Multiple

Business Value Estimation - Cash Flow Method

Owner’s Salery & Other Compensation

Estimated Value of Business

$50,000

15,000
12,000
75,000

152,000

3.5

$532,000
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