
 

 

 

 
 
 
 

 
 

Understanding the Different Approaches  
Used in a Business Valuation 

 
  
 

e are often asked, what are the approaches 

that are considered when performing a 

business valuation? There are three 

fundamental approaches in valuing a business: the 

Income Approach, the Market Approach and the 

Asset Approach. It is up to the business valuator to 

assess each of these approaches to arrive at the one 

most suitable for the subject company. 

Income Approach: The application of the Income 

Approach requires estimates of the future economic 

benefits to be received by the entity owners, which are 

based on estimates of the subject company's results of 

operations. Within the Income Approach are two main 

valuation methods known as the Capitalized Returns 

Method and the Discounted Future Returns Method. 

In order to use either method, the business valuator 

must be able to estimate future returns and estimate 

an appropriate rate of return based on the company's 

risk profile. The Capitalized Returns Method tends to 

be more appropriate when the company's current 

operations are indicative of its future operations. The 

Discounted Future Returns Method is more 

appropriate when future returns are expected to be 

substantially different from its current operations. 

Market Approach: The Market Approach derives a 

value for the subject interest by comparing selling 

prices of similar entities that have been traded in  

arm's-length transactions. Sale transactions involving 

similar companies are examined, and the 

relationships of price to one or more measures of 

economic income are derived. The two widely used 

methods using the Market Approach are the Guideline 

Companies Method and the Private Company 

Transaction Method. The Guideline Companies 

Method relies on market transactions of publicly 

traded securities, while the Private Company 

Transaction Method examines actual sales of privately 

held companies. 

Asset Approach: In the Asset Approach the value of 

the entity is based on the underlying value of the assets 

owned by the entity. This approach is useful for 

entities that hold significant tangible assets, are not 

labor-intensive and have negligible intangible value. 

Examples would be real estate and personal holding 

companies. 

In performing its business valuations, Gettry Marcus 

considers all three approaches. If an approach is not 

used, it is important to explain why the approach was 

rejected in valuing the business. In this way, valuation 

opinions are best suited to withstand scrutiny. 

If you would like additional information, please 

contact your Gettry Marcus Advisor or email us at 

info@gettrymarcus.com.  
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To learn more about Gettry Marcus visit www.gettrymarcus.com 

 The information contained in this communication is provided for informational purposes only, and should not be construed as legal or accounting advice on any subject 
matter. It is not intended or written to be used, and it cannot be used, for a particular matter. These articles are prepared to present matters of general interest relating to 
business valuation, forensic accounting and litigation support topics. They do not render an opinion by Gettry Marcus CPA, P.C. (Gettry Marcus), its partners, or employees 
on any technical matter; but rather are of an educational nature. Gettry Marcus disclaims all liability with respect to actions taken or not taken based on any or all of the 
contents of this communication. 
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