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Abstract 

 

The research question that I will seek to answer in this essay is what 

different methods are used in general to valuate service companies 

and production companies. According to the valuation theory there 

are many different valuation metods which can be used to determine 

the value of a company regardless whether the companies are 

producing products or providing services.  Business valuation is no 

precise science because there ar no legal frames that states how the 

valuation process should be executed or which valuation method 

should be used. Several researches have been conducted in the field of 

business valuation which can provide a certain guideline for the 

appraiser and to be able to minimize the risk of failure. There is no 

substantial difference between the theory and the actual valuation 

methods in use today. In the end the seller and the acquire has to agree 

to a certain price regardless to the price of the valuation. The valuation 

is only a guideline that helps the appraiser to find a price within a 

certain frame. The two most common methods is Discounted Cash 

Flow (DCF) method and Ratio Multiples. The DCF is quite accurate 

method but not flawless due to the fact that it is very difficult to 

determine a cashflow many years into the future. According to Gunnar 

Sigurðsson CEO of Baugur, it is not possible to estimate a cash flow 

more than 3 years ahead due to sudden changes in the external and 

internal economic environment.  The Ratio Multibles method is often 

used by Baugur Group valuating companies. The reason is because it is 

simple in use and very effective. They employ the EV/EBITDA ratio in 

order to find the multible of EBITDA so the price frame could be 

determined. This is based on historical numbers and ratios from the 

company books. Gunnar says that it is no difference between service 

and producing companies regarding valuation methods.  
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