
 
 

Valuation of businesses – web article 
 

How does the Family Court assess the value of a business?  
 
In the commercial context, the traditional approach is to ascertain its “fair market value” by 
reference to a prudent vendor/purchaser concept - in other words, the highest price available 
in an open and unrestricted market between informed, prudent parties acting at arm’s length 
and under no compulsion to act, expressed in dollar terms. 
 
In the family law context, the Family Court has adopted a different “value to owner” concept 
which endeavours to attribute a value to the current and future real benefits that might accrue 
to the owner, e.g., the provision of dividends; a motor vehicle; payment of household bills, 
etc. This method is particularly useful when valuing a family-owned business which may or not 
be readily saleable.  
 
The assessment of value in dollar terms can be done by applying different methodologies 
depending upon the nature of the business, or type of interest in the business.  
 
We briefly explain some of these methods below -  
 
1) Capitalization of future maintainable earnings 
 

This is one of the most common valuation methods. It is normally applied to a business 
that has been trading for some time and where the owner has a controlling interest. 
 
The value of the business is determined by looking at past earnings or profits and 
multiplying an average figure by an appropriate future price earnings multiple. This 
process is called the capitalization of future maintainable earnings.  
 
The business risks and growth prospects associated with the future maintainable 
earnings are taken into account when setting the price earnings ratio. The 
appropriate ratio is normally based on industry norms in the market place, adjusted 
to reflect the unique circumstances of the business that is being valued. 
 

2) Capitalization of future maintainable dividends 
 

This method is generally applied to the valuation of minority interests (shareholdings) 
in family or private companies.  
 
The holder of a minority interest in such a company usually cannot influence decisions 
in relating to the control of the business, investment strategies or payment of 
dividends to the shareholders, etc. Further, the articles of a private company 
frequently restrict the transfer of the company's shares. 
 
The real benefit to the shareholder is usually the right to receive dividends from the 
company. The value of this benefit is usually discounted to reflect the minority 
shareholder’s lack of control. 
 
 
 



3) Notional realization of assets (net asset backing) 
 

This method is often applied where the company is not making a profit but may do 
so in the future, or where the capitalization of future maintainable earnings is less 
than the net value of the company’s assets. 
 
An owner or controlling shareholder will normally have the ability to sell the company 
(or at least its underlying assets). Therefore, the value of the owner’s or 
shareholder’s interest is usually equivalent to their share of the estimated realizable 
value of the net assets of the company.  
 

4) Discounted cash flow 
 

This method is normally applied to enterprises of a finite life, or where the sale of 
an asset is anticipated in a relatively short time frame. 
 
The current value of any asset is the present value of the future cash flow that asset 
can earn. Any risk associated with the ongoing receipt of that cash flow is reflected 
by applying a discount rate which is used to convert the timing of future cash flows 
to a present day value. 

 
If you cannot agree the value of a business, or a person’s share in a business, you will have 
to appoint an expert to provide a valuation. 
 
The Family Law Rules provide strict protocols for the appointment of experts and how their 
evidence is to be presented in court. 
 
We strongly suggest you consult Paterson & Dowding to help you through this process. You may 
otherwise find that you will spend perhaps a large amount of money for a valuation you cannot 
use in your family law case. 
 


