
How do I Place a Value on My Construction Business? 

 

 We are asked, with some frequency, by our contractor clients how to go about 

valuing an ongoing construction business.  The boomers are beginning to retire.   

 

We of course do not specialize in business valuations, and a valuation is always 

unique to the business.  However, the following discussion includes some suggestions and 

resources if you find yourself needing a valuation of your business.    

 

 Why might I need to value my business?  There seem to be two common 

scenarios.  One is where the business is an existing corporation and the existing 

shareholder wishes to bring in a new shareholder (usually an employee).  The other 

common circumstance is when a shareholder or sole proprietor wishes to sell his/her 

shares or the business.  

 

Valuation.  There is a useful article titled “Construction Company Valuation 

Primer,” that explains some of the common methods for valuing a construction business. 

(See article at http://www.constructioncpas.com/pdfs/ValuationPrimer.pdf.) The 

Capitalization of Earnings method is used where assets are small and most of the value is 

based on income and goodwill.   

 

Typically, home improvement contracting businesses have little equipment or 

machinery; most of the value is based on income from jobs and reputation and goodwill.  

Thus, the Capitalization of Earnings method of valuation is often appropriate.   

 

In order to use this method, you will need business records for at least the last five 

years.  One takes average net income over the last five years and multiples it by the 

“inverse” of the capitalization rate.  The capitalization rate is a percentage, thus the inverse 

of a 25% capitalization rate is 4, and if the capitalization rate were 50% the inverse would 

be 2.  (See the Charts/Diagrams in the article).  The capitalization rate is based on various 



risks, cash flow to earnings conversion and anticipated growth.  The last step is discounting 

this value by a percent for lack of marketability of a small business. 

  

While the article does a fairly good job of explaining the methodology, it still can be 

somewhat complex.  Thus, perhaps present this article and/or method to your CPA and get 

his/her take on it.  If your CPA is familiar with your books over the last five years, he/she 

should be able to give you a rough valuation with relatively little work.   

  

Other options.  There are also a number of online businesses that advertise 

business valuation services, for $399 and up.  The average advertised price seems to be 

more like $700-$1,000.   

 

Finally, there are online calculators to help you use the “capitalization of earnings” 

method and the “discounting cash flow” method.  Both of these should be a viable method 

of valuing a business that has relatively little value in terms of physical assets (such as 

equipment, machinery, real property).    

  

 If you really want to get an exact valuation, your counsel probably would be pleased 

to work on finding you a professional who specializes in this. 

  

 A final note and a reminder.  Before a sale of the business or before the 

corporation issues or transfers shares, the other party will need to consult his/her own 

attorney.  If the person you have in mind already has counsel, one option for obtaining a 

valuation of the business would be to split the cost between you and the other party.  This 

would help ensure for an impartial valuation of the business.   

 

 Indeed, we think it would be a good way to ascertain how serious the other party is 

by asking that person if he/she will contribute to the cost of obtaining a valuation.   

 

**************** 

 

For Bryant’s previous articles, please visit SFBA NARI’s website and click on the link 



“In the News/Newsletter” under “For the Trade.” They are also available on his website under 

“Articles,” and on Brian’s website under Publications. As always, these articles are summary 

discussions only - to simply give you a heads up on various construction topics.   

 

Bryant H. Byrnes, Esq. practices construction law in the San Francisco Bay Area and is 

counsel to the SFBA NARI Board of Directors.  

Brian J. Trowbridge, Esq. of Trowbridge Law Office contributed to this article. 

Questions? Bryant’s website is www.bryantbyrnes.com. Feel free to contact him by email at 

Bryant@bryantbyrnes.com.  Brian’s website is www.trowbridgelawoffice.com and you can 

email him at btrowbridge@trowbridgelawoffice.com. 
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