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	 	 When business appraisers value 
a manufacturing company, they con-
sider different methods than when 
appraising a service business or a busi-
ness that relies primarily on intellectu-
al capital. Manufacturing companies 
usually have signi�cant equipment, 
and the equipment and other tangible 
assets are often the largest compo-
nent of value for the business.  But 
there are other areas of the manufac-
turing business that an appraiser must 
examine to measure value.

	 	 Two such areas are product/ser-
vice diversi�cation and customer lists. When companies 
have multiple products, the company�s reliance on a single 
product decreases along with its risk. The same is true with 
the customer list. If a company has a concentration in busi-
ness from one or a few customers, the business becomes 
captive to those accounts; losing them could result in a 
severe hardship. This particular analysis would include an 
examination of product pro�tability and each customer�s 
payment and credit record.  
	 Manufacturing companies pose unique problems for 
the appraiser: the analyst must often consider the com-
pany assets from a technology perspective. The product or 
service that the manufacturing company today offers may 
include custom manufacturing with very high speci�ca-
tions, such as grinding, deburring, cutting, drilling, bend-
ing and other procedures which previously were very toler-
ant, but now face high scrap or low customer satisfaction 
if stringent criteria are not met. Making �lms and other 
components used by original equipment manufacturers 
may require chemical and other processes that must pass 
government inspection or threaten a plant closing.  
	 For short-run job shops whose clients are other manu-
facturers, the business appraiser must assess not only the 
potential demand for the services, but also the operator�s 
ability to perform the frequent set-ups for different parts 
in a cost-effective manner. Pro�t margins can be lost with 
inef�ciency during this step.  
	 Business appraisers evaluate other internal processes 
besides product line changes. They inquire about a compa-
ny�s method of ordering and storing raw materials, stock-
piling �nished goods and shipping. The way a company 
buys its raw materials, including the discounts it is able to 
take, can have a large impact on pro�ts.  

Strong Processes Add Business Value

Randall Schostag, 
CFA, MCBA, 
ASA, AVA, BVAL

	 Just as in a non-manufacturing company evaluation, 
the analyst tries to ascertain how well management han-
dles its inventory investment. Unlike non-manufacturing 
businesses, the analyst must consider how manufactur-
ing companies may temporarily build more parts than are 
needed to maintain a work force and subsequently build 
fewer parts than are needed, with the balance drawn from 
inventory. This scheduling ability enables the well-man-
aged �rm to deliver just in time to customers throughout 
the product season while keeping its trained workforce 
productive throughout the year, both when seasonal de-
mand is high and when it is low.  
	 Because manufacturing companies typically are asset-
heavy with equipment, the business appraiser must ascer-
tain current equipment values. In most cases a business 
appraiser may suggest a certi�ed equipment appraisal. 
Many cut and bend operations have very old equipment 
that was fully depreciated many years ago but remains 
very productive for the work done. Often, businesses also 
use accelerated depreciation when purchasing new equip-
ment so that the �nancial statements re�ect only a small 
part of actual investment on the shop �oor. But in cases 
where the manufacturing must ful�ll very high speci�ca-
tions and can be accomplished only with state-of-the-art 
methods, machines purchased quite recently and not yet 
depreciated may already be obsolete on a technology ba-
sis.  
	 When obtaining an equipment appraisal for a busi-
ness, management often requests not only a �going con-
cern appraisal� needed for evaluating the business as a 
whole, but also a �liquidation appraisal,� the value of the 
assets if sold in an orderly fashion. The liquidation value is 
desirable to have because the equipment held by manu-
facturing companies can be easily used, in most cases, for 
obtaining intermediate and long-term bank loans. Banks 
generally require liquidation values instead of going con-
cern values when using the equipment for collateral. 

For more information on business valuations for manu-
facturers, contact Randall Schostag, 612-240-0309, 800-
303-2889, or rschostag@busvalgroup.com. The Minneso-
ta Business Valuation Group is a wholly-owned subsidiary 
of Olsen Thielen.




