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Why the multiple depends on which earnings you divide by

A multiple is a fraction. The price on top is usually clear; the earnings figure underneath is where most
published ranges stop being comparable. Before asking why small companies sell for less, check what each
dataset divided by.

The IBBA and M&A Source Market Pulse survey states its basis in the chart footnote: deals from under $500K
to $2M in purchase price are "reflected as multiple of SDE (Seller's Discretionary Earnings)," and deals from
$2M to $50M "as multiple of EBITDA" (IBBA, Q2 2026 Highlights). The switch happens inside the same chart,
at the same $2M boundary where the survey moves from "Main Street" to "Lower Middle Market."

The two measures answer different questions:

» SDE, as brokers commonly use it, is the cash a single owner-operator takes out of the business: pre-tax
earnings with the owner's own pay and discretionary expenses added back. It suits a buyer who will run
the business personally.

- EBITDA treats management as a cost. A buyer who has to hire a general manager divides the price by
earnings after that salary.

« Adjusted EBITDA adds back items the seller argues are non-recurring. Its size depends on who
prepared the adjustments and whether a quality-of-earnings review tested them.

For the same company, SDE is larger than EBITDA whenever the owner draws a salary. A lower multiple of a
larger number can therefore describe the same price as a higher multiple of a smaller one. Part of what looks
like a "small company discount" in a combined chart is simply this change of denominator.

What the largest public datasets say, and who is in them

Two broker-sourced series are widely quoted. Neither is a census of transactions, and they should not be
spliced together.

BizBuySell Insight Report. The current BizBuySell Insight Report page carries a "Q3" report; its methodology
note says year-over-year comparisons use revised Q3 2025 figures, and the page's archive lists the 2026 first-
and second-quarter reports as past editions, so the period is Q3 2026 (checked 2026-10-28). The report splits
sold businesses at a $1 million sale price:

BizBuySell, Q3 (2026) report Above $1M sale price Below $1M sale price
Median sale price $1.8 million $250,000

Median cash flow $559,000 $123,000

Average cash flow multiple 3.73x 2.30x

Average revenue multiple 0.97x 0.62x

Average sale price as % of asking 100.8% 93.6%

Source: BizBuySell Insight Report, accessed 2026-10-28.
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The same report says businesses selling above $1 million made up 22% of Q3 transactions, "the highest share
on record," and that the market-wide median sale price "rose 17% year-over-year to $350,000," partly because
of "a shift in deal mix rather than rising prices across the board" (BizBuySell). That sentence is a warning that
applies to every average in the table: the mix moves the number.

Who is in it: the report is based on "approximately 50,000 businesses for sale and those recently sold," and
closed transactions "are reported to BizBuySell.com on a voluntary basis by business brokers nationwide"
(BizBuySell). Deals that close without a broker, or with a broker who does not report, are absent. The page
does not define "cash flow." One broker quoted in the report refers to "SDE multiples” for Main Street
businesses, which suggests the series sits closer to SDE than to EBITDA, but the page does not establish it.

IBBA and M&A Source Market Pulse. The Q2 2026 edition, the most recent we found on 2026-10-28, "was
conducted July 1-15, 2026 and was completed by 255 Business Brokers and M&A Advisors," who "completed
181 transactions this quarter” (IBBA and M&A Source release via PR Newswire, Aug. 25, 2026). The release
says the $5 million to $50 million segment "climbed from 5.5 to 5.8 (its highest since Q1 2022)." The Highlights
chart gives Q2 values for each segment:

IBBA segment (purchase price) Earnings basis Q2 2025 Q2 2026
Under $500K SDE 2.3 2

$500K to $1M SDE 2.8 2.8

$1M to $2M SDE 3 3.1

$2M to $5M EBITDA 3.9 4

$5M to $50M EBITDA 55 5.8

Source: IBBA, Market Pulse Q2 2026 Highlights, "Business Value Multiples Q2 2023 - 2026" chart.

The Highlights page does not say whether these are medians or averages. Its sample is 181 deals across five
segments, so each cell rests on a small and unstated count. The ladder still rises with every step in size, and
the step at $2M is on a different earnings basis from the steps below it.

Read together, the two series agree on direction and disagree on almost everything else: different sources,
different size cut-offs (sale price at $1M versus purchase-price bands), a "cash flow" measure on one side and
an SDE/EBITDA split on the other, a quarter apart in time. They are two non-comparable series that point the
same way, not one curve.

The private company discount literature

The academic version of the question is narrower: do private companies sell for less than otherwise similar
public companies? John Koeplin, Atulya Sarin and Alan C. Shapiro addressed it directly in "The Private
Company Discount," Journal of Applied Corporate Finance 12, no. 4 (2000): 94-101. Its subject is exactly the
gap this article is about: private targets priced against public comparables.
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The paper compares four valuation multiples for a set of private-company acquisitions and a comparable set of
public-company acquisitions. Its abstract, on the publisher's page, reports that "Domestic private companies
are acquired at an average 20—-30% discount relative to similar public companies when using earnings (more
precisely, EBIT and EBITDA) multiples,” that the discount on price-to-book multiples is "somewhat lower," and
that there are "no significant differences between the revenue multiples of acquired private and public
companies.” For non-U.S. targets the discount on earnings multiples was 40-50%, though less statistically
significant (Koeplin, Sarin and Shapiro, 2000). The authors attribute part of the gap to "fundamental” factors
that kept the firm private, not only illiquidity. These are pre-2000 averages comparing private with public
targets, not small private companies with larger ones.

Practice has since hardened findings like these into a single number. Aswath Damodaran's NYU Stern slides
on private company valuation describe the field's habit plainly: "All the talk, though, seems to lead to a rule of
thumb. The illiquidity discount for a private firm is between 20-30% and does not vary across private firms"
(Damodaran, Private Company Valuations). He presents that rule of thumb as the status quo he is criticizing,
not as a finding. The same deck calls appraisers' practice "an illiquidity bludgeon™ applied "with little or no
differentiation across businesses," and says the restricted-stock and IPO studies used to justify it "have small
samples" with "significant sampling bias."

Drivers: size, liquidity, concentration, owner dependence

No single dataset decomposes the discount. The sources above name the mechanisms, and each one points
to why a smaller company tends to clear at a lower multiple.

Liquidity varies, and it should. Damodaran argues illiquidity "should vary across" companies, time and
buyers: "Healthier and larger companies, with more liquid assets, should have smaller discounts than money-
losing smaller businesses with more illiquid assets"; liquidity "is worth more when the economy is doing badly
and credit is tough to come by"; and it is worth more to buyers "who have shorter time horizons and greater
cash needs" (Damodaran). A flat 20-30% haircut ignores all three.

Undiversified buyers. In a private-to-private sale, Damodaran notes, "Neither the buyer nor the seller is
diversified,” so models that price only non-diversifiable risk "will seriously underestimate the discount rates”
(Damodaran). An individual buyer putting most of their net worth into one business demands a higher return,
which means a lower price for the same earnings.

Owner dependence. The same slides list "Key person value": revenues and operating profit "reflect not just
the potential of the business but the presence of the current owner," and "the life of a business that is built
around a person or even a family can be constrained" (Damodaran). Smaller companies are more often run by
an owner-operator who is also the main salesperson, estimator and customer relationship. BizBuySell's Q3
report says businesses with "limited owner dependence continue to attract significant attention” (BizBuySell).

Concentration. A small company tends to depend on fewer customers, suppliers and people. None of the
datasets above measures concentration, so we do not quote a figure, but the mechanism is the same as
owner dependence: losing one relationship changes the earnings the multiple is applied to.
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Financing access and buyer pool. BizBuySell reports that smaller transactions "remain heavily dependent
on SBA funding," which brokers named "the most common financing obstacle of the quarter, cited by 38%,"
and that larger businesses "draw buyers less dependent on SBA" (BizBuySell). The IBBA release makes the
competition point directly: deals under $500,000 "frequently receive just one or two offers," while "87% of deals
over $5 million attracted at least three offers, with 33% attracting an impressive 10+ bids" (IBBA and M&A
Source via PR Newswire). IBBA's 2026 chairman summarized it this way: "At the smallest end of the market,
however, buyers have more leverage and are more sensitive to financing, margins, and operating risk" (IBBA
Highlights).

Size premia are contested. Damodaran's slides also say the research behind the "small cap" premium in
build-up discount rates is "Dated (The small cap premium has not existed since 1981)" (Damodaran). That is
one author's position, not a settled finding, but it is a reminder that "small companies are riskier, so they are
worth less" is an argument to test, not a law.

What appraisers and investors report

The Pepperdine Private Capital Markets Project surveys lenders, investors, appraisers and brokers each year.
Figures below are read from its 2026 report (survey deployed January 2026), which is free to download
(Pepperdine, 2026 Private Capital Markets Report).

» Appraisers (211 respondents). The median market (equity) risk premium is 6.00%. The overall median
discount for lack of marketability (DLOM) is 15%. Both fall with size: median DLOM for a controlling
interest declines "from 12.0% for companies with $100K in revenues to 7.0% for companies with $250M
in revenues" (minority interests: 30.0% to 20.0%), and the median company-specific risk premium is
5.00% at $1M of revenue against 2.00% at $250M.

» Private equity (38 respondents). Median required returns are 20% for a $1M-EBITDA company, 25%
at $5M and $10M, and 19% at $50M ($25M had too few responses) (Table 1). On buyouts actually
completed, median expected IRR is 20% in the $1M-$4.99M EBITDA band and 21-23% from $5M to
$49.99M (Table 40).

The appraiser figures point the same way as the broker data: smaller companies carry a larger marketability
discount and company-specific premium, so a lower price for the same earnings. The PE figures do not:
required returns peak at $5M-$10M of EBITDA, and with 38 respondents and some size cells resting on two to
four deals, that is too thin to read as a size effect. All of these are survey medians of stated assumptions, not
transaction prices, and a DLOM is an appraisal input, not the gap between two transaction multiples.

How to read a published range: a five-question checklist

Before a multiple goes into a model, a memo or a negotiation, answer five questions about it.

# Question Why it matters Where it bit in the data above

1 What earnings figure is the denominator: Moving from SDE to EBITDA can IBBA switches basis at $2M;
SDE, EBITDA, adjusted EBITDA, or change the multiple without BizBuySell's "cash flow" is not
undefined "cash flow"? changing the price. defined on the page.

Private equity research - Deal origination - Evidence-based screening Page 5 of 8


https://www.bizbuysell.com/insight-report/
https://www.prnewswire.com/news-releases/the-market-pulse-survey-q2-2026-reports-the-latest-trends-in-business-sales-up-to-50m-302858664.html
https://www.prnewswire.com/news-releases/the-market-pulse-survey-q2-2026-reports-the-latest-trends-in-business-sales-up-to-50m-302858664.html
https://www.ibba.org/wp-content/uploads/2026/08/mp-highlights-q2-2026.pdf
https://www.ibba.org/wp-content/uploads/2026/08/mp-highlights-q2-2026.pdf
https://pages.stern.nyu.edu/~adamodar/pdfiles/country/PvtCoValuations.pdf
https://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr/19

Docket

# Question Why it matters Where it bit in the data above
2 Who reported the deals, and who is Voluntary broker reporting leaves Both BizBuySell and IBBA are
missing? out unbrokered deals and brokers broker-sourced.

who do not report.

3 What size band, and is it set by price or Bands defined by sale price sort BizBuySell splits at $1M sale
by earnings? companies partly by the outcome price; IBBA bands by purchase
being measured. price.
4 What period, and is it a median or an Averages move with mix; a BizBuySell flags a "shift in deal
average? quarter's figure can reflect which mix"; IBBA's Highlights do not
deals closed. state the statistic.
5 Asset deal or stock deal, and what was Working capital, real estate, Neither public summary reports
included in the price? inventory and seller notes change multiples by deal structure.

the numerator.

lllustrative example (fictional). Two newsletters land on a search fund principal's desk. One says "companies
like this sell for a median of 6x." The other says "this industry trades at a median of 3x." The principal is looking
at a fictional HVAC services company, Northfield Mechanical, with these numbers:

Northfield Mechanical (fictional) Amount
EBITDA as reported (owner's pay and perks expensed) $750,000
Owner's salary and discretionary expenses $250,000
SDE (owner-operator view) $1,000,000
Cost of a market-rate general manager to replace the owner $150,000
EBITDA after replacement manager $850,000

At "3x" on SDE, the implied price is $3.0 million. At "6x" on EBITDA, it is $5.1 million. The two claims look
contradictory, but they may describe different buyers, different sizes and different periods, and neither
newsletter said which earnings it used or how many deals sat behind its median. Neither number tells the
principal what Northfield is worth. The comparison only shows that the two figures cannot be placed on the
same axis until all five questions are answered.

This is a description of how published datasets are constructed, not valuation advice.

Where the owner population sits

Most acquisition targets are small because most companies are small. The SBA Office of Advocacy's 2026
FAQ reports that "There are 36,207,130 small businesses in the United States" and that "99.9 percent of
businesses are small" (SBA Office of Advocacy, 2026). That figure is not a count of acquirable companies. It is
the base from which every target list, including one aimed at the lower middle market, is drawn.
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The value distribution is highly skewed. The Federal Reserve's Survey of Consumer Finances, published in
October 2026, found that 15.4% of families held private business equity in 2025, with a conditional median
value of $75,400 and a conditional mean of $1,566,600 (Federal Reserve, Changes in U.S. Family Finances
from 2022 to 2025). The Fed's own explanation: "The large differences between the median and mean values
reflect the small fraction of privately held businesses with very high valuations."

For anyone screening targets, that skew has two consequences. First, the typical owner's business is far
below the size at which the IBBA ladder reaches its higher rungs. Second, averages computed over mixed
populations, like the market-wide figures in any broker report, are pulled by the few large deals in the sample.

What this means for screening

The size gradient in multiples is real in direction and unreliable in magnitude. For a deal team building a target
list, that suggests using size as a screening criterion without attaching a price to it.

o Write size bands in the earnings measure you will underwrite. If the fund underwrites EBITDA after
a replacement manager, state the floor that way in your screening criteria, not as SDE or revenue.

» Treat owner dependence as a question to answer, not a discount to assume. Who holds the
customer relationships, who prices the work, who signs the bonding or licenses: these are checkable
facts about a target, and they bear directly on the drivers above.

» Ask about concentration early. The number of customers above a set share of revenue is cheaper to
learn before a call than after an LOI.

« Keep every published multiple attached to its five answers. A range without its earnings basis,
sample, band, period and structure belongs in a footnote, not a model.

« Record what you could not verify. A gap that stays visible is more useful than an estimate filled in to
make a row look complete.

Docket runs this kind of evidence check on target lists before outreach; see our evidence standards.

Source links

Links cited in this article, in order of first appearance. Full addresses are provided for readers using extracted text.

1. https://lwww.ibba.org/wp-content/uploads/2026/08/mp-highlights-q2-2026.pdf

2. https:/lwww.bizbuysell.com/insight-report
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. https://lwww.prnewswire.com/news-releases/the-market-pulse-survey-q2-2026-reports-the-latest-trends-in-business-sales-up-
to-50m-302858664.html

. https://doi.org/10.1111/j.1745-6622.2000.tb00022.x
. https://pages.stern.nyu.edu/~adamodar/pdfiles/country/PvtCoValuations.pdf
. https://digitalcommons.pepperdine.edu/gsbm_pcm_pcmr/19

. https://advocacy.sba.gov/2026/02/03/frequently-asked-questions-about-small-business-2026
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. https://lwww.federalreserve.gov/publications/files/scf26.pdf
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THE PUBLISHER

About Docket

Docket provides deal-origination research software and managed research for private equity firms. We help
investment teams investigate acquisition targets using structured screening criteria, retained sources and
reviewable company evidence. Teams can work through a self-serve platform or use managed research,
depending on how they want research delivered.

Research against a defined mandate

A useful target list needs more than company names. Docket focuses on the questions that determine whether
a company fits an investment mandate, including the evidence needed to support or qualify each answer. Our
research approach makes the connection between screening criteria, source material and conclusions visible
to the team reviewing the work.

Triage, Scout and Audit

Docket's three named research agents perform complementary tasks. Triage resolves company identity and
screens fit. Scout collects sourced answers against the mandate. Audit checks retained evidence, addresses
contradictions and leaves unsupported answers visibly unresolved. This structure helps reviewers distinguish
established findings from missing information and questions requiring further investigation.

Evidence that supports investment-team judgment

Our research library covers market mapping, screening criteria, private-company data, succession and
ownership, source evaluation and evidence standards. These resources explain the methods and limitations
behind origination research. Findings support a team's judgment; they do not establish that a company is for
sale or guarantee a transaction or investment outcome.

Work with Docket

Visit Docket to explore the platform, managed research and the current contact path. Read about screening
criteria, evidence standards, Al research agents and market mapping.

Public examples are illustrative unless explicitly identified otherwise. Research preparation and authorized
outreach are separate activities; confidential target lists and customer outcomes should never be inferred from
an educational example.

Website: https://docket.capital

This article is educational. Verify consequential medical, legal, financial, regulatory and technical decisions with appropriate professionals and the
cited primary sources. Company services are described separately from the article's research findings.
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