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Season to Season 
  

Valuation 
 

Client  Season to Season 
CC 

Entity Type  Close Corporation 

Principle 
location 

 Gauteng 

Interest under 
consideration 

100% member’s 
interest 

Standard of 
value 

 Fair market value 

Premise of 
value 

  Going concern 

Level of value  Controlling interest 

Purpose of 
valuation 

 Determination of 
equity value 
accruing to the 
shareholder – 
Association 
Agreement base-
line valuation 

 

 
 
 
 
 
 
 
 
 
 

 
Executive summary 
 
We have valued the business, Season to  Season, a close corporation using an income approach to the valuation, which best reflects the entities growth cycle. A 
weighted average of the DCF and Single period capitalisation values has been determined. 
 
The entity operates within the wholesale food sector, and researches and develops spices and additives, for supply to retail / wholesale customers. 
Refer page 12 for a description of the business and its operations. 
 
The valuation is based on a number of assumptions on the projected growth and performance over the next 3 to 5 years. 
 
The entity’s investment in physical assets, mainly in inventory, processing equipment , delivery vehicles  and trade working capital, is not considered significant, 
and thus the asset cost method of valuation has been used as a secondary valuation method, as called for in the Association (Buy / Sell) agreement. 
The difference between the net asset value, and the income approach valuation, is considered Goodwill. 

 
 The table below reflects the estimated fair value of the entity, as at October 2012. 
 Process: 

o The value has been derived from the latest financial statements, ended April 2011, and the management accounts of 2013 supported with the 
owner’s projections. 

o Projected performance and resultant cash flows have been used to determine the operational value of the business. 
o Cash and cash equivalents have been added to Operational value, to arrive at Enterprise value. 
o The company has no external debt at this time and is financed entirely with Member’s equity and loans. Member loans are deducted from 

Enterprise value. 
o The resulting value is then called Equity Value. 

 It is emphasised, that the value reflected, is highly dependent on the entity achieving projected forecast performance, and as such, the valuation must 
be viewed in the framework of assumptions utilised. 

 
 
Our valuation, based on Base-case scenario assumptions using a weighted income approach is estimated at:     R 40.1m. 
The net asset value of the entity is valued at:                                                                                                                         R 13.3m. 
The corporate goodwill:                                                                                                                                                              R 26.8m. 
The total value is the equity value available to the members of the Close Corporation. 
Validation:  

 The implied weighted average Equity Value /EBITDA multiple of 5.4 is reasonable for an entity with this risk profile, projected cash flows and 
potential growth projection. 

 
Consideration of economic growth, market interest rates  and the industry’s business cycle has been factored into the valuation projections 
The calculation of the equity value is presented below. 
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Valuation : 
Income approach 
 

 Cash flows are forecast into the 
future using discrete 
assumptions. 

 Resultant Cash flows are then 
discounted into a Net Present 
Value 

 Non operating assets are added 
to the NPV to arrive at Entity 
Value. 

 External debt is subtracted from 
Entity Value 

 The end value is the value 
attributable to equity holders 

 

 

 
 
 
 

Valuation

Key assumptions 2011 2012 2013 2014 2015 2016 2017

Act Act Fcst Fcst Fcst Fcst Fcst

Sales revenue growth (%) 8.7% 2.4% 20.0% 15.0% 10.0% 10.0% 10.0%

Operating profit % 16% 13% 14% 15% 16% 16% 17%

R'000 notes

Sales revenue 40,907              41,903               50,284                57,826               63,609                   69,970               76,967            

EBITDA 2               6,807                5,726                 7,409                  9,014                 10,210                   11,548               13,046            

Operating profit 6,441                5,325                 7,007                  8,592                 10,150                   11,468               12,946            

  Net capital expenditure -                    261-                     100-                      100-                     100-                         100-                     100-                  

Free Cash Flow 3 4,237                1,527-                 3,777                  4,366                 5,688                     6,443                  7,350               

DCF Calculation R'000

PV of cash flows 41,650              

Non operating assets 1 1,155                

Enterprise value 42,805              

1,906-                

Equity Value R'000 40,899              

EBITDA Earnings multiple: 5.5                     

Notes:

(1) Non operating assets includes cash & bank balances, and those assets not used in operational activities

(2) EBITDA - Earnings before interest, tax, depreciation and amortization

(3) Free Cash Flow - cash available to providers of capital, net of Working Capital and Capital expenditure.

less external debt & minority 

interests
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Sensitivity analysis 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Sensitivity Analysis 
 By adjusting sale revenue growth over the forecast period (ie next 5 years), the main driver of value in this business, the following range of values were 

derived: 
 Operating costs have not been adjusted. 
 An additional capital investment that may be required to accommodate increased sales has not been included. 

 
 

Scenario 
 

Revenue  in 
fcst year 3 

EBITDA Equity value 
(Valuation) 

EBITDA 
multiple 

External debt  
Year 1 

Shareholder 
loans 
Year 1 

Base case @20% 63.6m 10.2m 40.9m 5.5 0.0 1.9m 

       

       

Growth @ 25% 69.4m 12.6m 62.5m 8.4 0.0 1.9m 

Growth @ 10% 60.7m 9.0m 31.1m 4.2 0.0 1.9m 

 
Notes: 

  Value excludes 
value of 
property (land) 

Earnings before 
interest, tax, 
depreciation 

Loan finance Shareholder 
loans – 
current value 

 
 
 The sensitivity analysis reveals that a range of R 31.1m and R 62.5m valuation is possible, depending on the achievability of sales revenue as indicated. 
 The EBITDA multiple ranges between 4.2 and 8.4 

 The above sensitivity analysis is implied that other drivers of value, such as expenses and capital spend, remain consistent with the base case. 
 Note that where the value is less than the asset / land value, the revalued cost would be considered the base value. 
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Valuation 
approach 
 
The methodologies used 
to value a business are: 

 
Income approach: 

 Discrete DCF 
multi period 

 Single period 
capitalised 
income  

Asset or Cost approach: 
 Market value of 

physical and 
intangible 
assets, less 
liabilities 

Market approach: 
 Related market 

transactions 
 Comparative 

listed Public 
Company 

 

 
1.1 Discounted Cash Flow (multi period) Valuation 
 

 The aim of the valuation is to determine the fair market value of the entity as at October 2012. 
 The valuation was conducted using a Discounted Cash Flow (DCF) methodology as the primary valuation method. 
 The DCF analysis represents the Net Present Value of projected cash flows available to all providers of capital, net of cash needed for investment in generating projected 

growth. The concept of DCF valuation is based on the principle that the value of the business is based on its ability to generate cash flows to the providers of capital. 
  Both income methods rely on the fundamental expectations of the business. 
          Three-stage approach: 
 In our valuation, we have used a three stage Analysis, whereby Discretionary Cash Flow forecasts are estimated for the next 5 years (forecast period). Thereafter the next 5 

years are estimated at a broad high level. The third stage is to calculate a terminal value by discounting FY10 earnings into perpetuity. 
 The three stages are then summed to arrive at Enterprise Value, which is the value of the entity to both equity and debt investors. 
 To this value, the value of positive cash and cash equivalents in the business is added, and the value of external debt is deducted, if any. 

 
 The resultant value is the all equity value of the business, valued at R 40.9m. 
 

 
1.2 Capitalisation (single period) Valuation 
 

 In order to correlate the valuation derived from the DCF method, we in addition applied an alternative methodology, that of the single period capitalisation. The 
valuation derived was within the tolerance set as standard within a 20% range up or down. 

 This method using an assumed continuing steady state growth rate to capitalise the after tax cash attributable to equity holders. 
 We have used a weighted average of the projected 5 year forecast as being representative of the future benefits of the entity. 
 The value derived from this methodology is R 39.3m 
 The calculations and assumptions are reflected below: 
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Valuation 
approach 
 
Income approach: 

 Single period 
capitalised 
income  

 

 
 
 

 

Season 2 Season CC
Valuation: single period capitalisation method

growth rate Note Determination of annualised cash flow

R'000 Note

 - short term ( 5 years) 5 13.0% Earnings after interest & tax weighted 7,610      

 - thereafter (15 years) 15 8.0%  + depreciation 150          

annual compounded growth rate 5.8% 1  +/- working capital 1,834-      

 - capital investments 100-          

return on equity 20% 2 5,826       

 +/- change in net borrowings -           

benefit measure Net cash flow to equity 5,826      3

net cash flow equity year weighted 5,826                                         3

multiple 6.9                                              4 normalised capital spend 100          

(1/ (return on equity - annual compounded growth rate))

R'000 long term growth adjustment 8%

Equity value 40,024                                       5

Non operating assets 1,155                                         Yes

Total Enterprise value 41,179                                       

Shareholder / member Loans 1,906-                                         

Equity Value 39,273                                       

EBITDA Earnings multiple: 5.3                                              

Notes

4. the multiple is derived from the return on equity less the annual compounded growth rate

5. equity value is the operating value of the business before real estate and other investments

net cash flow to capital providers 

net of tax and interest

use averaged after tax earnings for 

forecast  period:

3. we have used the weighted average after tax earnings which is net of finance costs  of the projected 5 year 

forecast period.

1. we have assumed a long term horizon of 20 years.

2. the return on equity is based on Capital Asset Pricing Method.
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Season 2 Season CC
Valuation: Cost / Asset method

Balance sheet focus

The individual asst items have been restated .

This valuation is conducted to reflect Fair Value  R'000 

Reported 

value Adjustment

 Adjusted 

value notes

Assets

plant and equipment 681                 10                    691                   1

inventory 7,462             438                  7,900               2

trade receivables 8,822             1,118              9,940               2

short term loans 7                      7-                       -                    

other assets -                  -                   -                    

-                  -                   -                    

cash and bank balances 774                 800                  1,574               3

total assets 17,746           2,359              20,105             

Liabilities

trade payables 2,831             286                  3,117               2

 loans  - short term portion -                  -                   -                    

  Taxation 119                 1,737              1,856               4

Members / shareholder loans 2,792             886-                  1,906               

total liabilities 5,742             1,137              6,879               

Equity - book value 12,004           

net adjustment 1,222              

Valuation indication: Net Asset Value method 13,226             

Notes

1 vehicles and processing equipment at NBV

2 receivables & inventory are valued at book value, with inventory values adjusted for stock take monthly.

3 cash & bank balances at valuation date

4 tax values as at end of 2013
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Discount rate 
Required rate of return 
 
Equity return – all equity financed 
business 
WACC – blended equity and external 
debt financed business. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Terminal value 
(continuing value) 

 
Key inputs in deriving a valuation using the Income Approach 

 Since the DCF valuation is based on Discretionary Cash Flow to entity approach, the discount rate used in the valuation represents our estimate of the 
Weighted Average Cost of Capital (WACC) of the entity. 

 In order to demine the WACC, estimates of the entities cost of equity and debt utilised in the entities capital structure were made. 
 Taking into account the risks inherent in the business and applying the Capital Asset Pricing Model, we estimated the cost of the entities equity capital to be 

20.4%. 
 In arriving at this figure, we have determined that the beta (relative to market risk / volatility) is 1.0 reflecting similar volatility relative to the market as a 

whole. 
 Based on target capital structure as per management, nil gearing has been factored into the valuation. 

 
Below is the WACC calculation: 
 

    
 

 In calculating the entities terminal value, the expected projected cash flows in year 10, has been discounted to a present value and then divided by the net 
WACC less the long term earnings growth rate. 

 The long term earnings growth rate applied in determining the terminal value is considered to be 2.7%. We have taken the estimated GDP growth rate for 
South Africa for 2015, at 3.0% and reduced this by a factor to reflect the local competitive scenario. 
 

Valuation: multi-period Discounted Cash Flow method

Cost of capital

Risk free rate: 5.4% Cost of debt 13.5%

Risk premium 15.0% Tax rate 28.0%

Beta 1.00         After tax cost of debt 9.7%

Cost of equity 20.4%

Capital structure: Debt 0%

Weighted Average Cost of Capital (WACC) 20.4%

 

Risk free rate: Long term bond yield – 

SA Govnt. Bonds. 

Risk premium: market, size and growth 

risk estimate. 

Beta: market risk: assumed to be as 

risky as the market in general. 
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Financial Forecasts 
(Key assumptions are described on the 
following page). 
 
 
 
P&L projections 

 
 
    

 

Season 2 Season CC R'000 R'000 R'000 R'000 R'000

Income Statement for the year ended: 2015 2014 2013 2012 2011

Forecast Forecast Forecast Act Act

Sales 63,609                     57,826                  50,284                    41,903                  40,907                  

Cost of goods sold 37,529                     34,117                  29,667                    24,692                  25,093                  

Gross profit 26,080                     23,709                  20,616                    17,211                  15,814                  

Expenses 15,930                     15,116                  13,610                    11,886                  9,373                    

Overhead excluding salaries and depreciation 7,627                       7,062                     6,141                       5,359                    4,056                    

Depreciation & amortisation 60                             422                        402                          382                        366                        

Salaries and related remuneration costs 8,243                       7,632                     7,067                       6,145                    4,951                    

Net Operating Profit 10,150                     8,592                     7,007                       5,325                    6,441                    

Interest paid 457                           416                        378                          68                          65                          

other (income) / expenses -                           -                         -                           -                        -                        

Niat 6,979                       5,887                     4,773                       3,542                    4,579                    

Dividends -                           -                         -                           200                        -                         

Retained income 6,979                       5,887                     4,773                       3,342                    4,579                    

Annual revenue growth 10% 15% 20% 2%

Gross profit % 41% 41% 41% 41% 39%

Operating expenses 25% 26% 27% 28% 23%

Operating profit % 16% 15% 14% 13% 16%

After tax % 11% 10% 9% 8% 11%

 Page 8 
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Forecast assumptions 
 
5 year Forecast 

In estimating the forecast cash flows to be applied in the valuation, consideration was given to the entities historical annual financial statements for 
the last two years, ended April 2012 and management’s projections for 2013. 
 

o Management are a key input into the estimated drivers of the entity over the forecast period (5 years). 
o Forecast years between 6 and 10 are straight line extrapolations. 
o The key drivers forecast are indicated below: 

 
Key Forecast Assumptions 

Base case scenario projections: 

 
 Sales revenue growth of 20% and then moderating to 10% during the forecast period. Sales revenue growth for 2013 is based on ytd actual results 

and forecast projections for the remainder of the financial year. 
 GP % is expected to remain constant over the medium term / projection. 
 Overhead expenses are forecast between remuneration costs and other costs. These costs are expected to grow at between 6% and 7% over the 

forecast period. 
 Capital spend is estimated to remain consistent with current levels of depreciation, reflecting the requirement to maintain a level of new investment 

in the business. 
 Working capital – current trends in supplier and stock levels, has been projected into the forecast cash flows. 
 Taxation – the Companies effective tax rate has been used in this calculation.  
 Capital structure – a target structure of nil gearing as been used as projected by management, with the operation being funded by member loans and 

retained income. 
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Determining the risk premium used 
in WACC and Return on Equity 
 
Source: 
James H Shilt: 
“A rational approach to Capitalisation 
Rates for discounting the future income 
stream of closely held companies”. 
 
Shannon P Pratt: 
“Valuing a business”. 

Risk premium: 
The following risk categories are used to determine the risk premium, allowing for the riskiness of the business (size and  
specific business risk premium): 
 

category description Required return 

1. Established business 
 
 

Good business, stable earnings, good management  6 to 10% 

2. Established business Same as above, but industry more competitive 
 

11 to 15% 

3. Highly competitive industries Little capital investment, no management depth, 
 

16 to 20% 

4. Small business 
 

Depend on the skill of one or two people, or large companies  
in highly cyclical industries with very low predictability 

21 to 25% 

5. Small personal service businesses Single owner / manager 26 to 30% 
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Industry Competitiveness 
The industry rivalry is assesses at the local 
level, or in the arena that the business being 
valued, operates within. 
 
Strategic competitive choice is generally 
accepted as being one of the following: 
 

1. Cost leadership 
2. Product / service differentiation 
3. Niche market focus 

 
The choice of strategy, often dictated by the 
industry operated within, will also dictate how 
the entity will price its products and services. 

 

Porters Five Forces 
 describes the competitiveness / intensity of the industry the entity operates within 
 the more competitive / intense, the less opportunity to obtain higher returns 
 Some industries with very high intensity generate low returns and this impacts the value that can be placed on the business. 

 

 
Barriers to entry - High 
 

 Requires a mix of moderately skilled and highly 
specialised staff (ie food scientists). 

 High levels of capital investment, ie stock on hand 
which requires management in terms of ISO 
regulations. 
 
 

 
 
 

 
Substitute products - Moderate 
 

 There are alternatives to the products produced, and a 
key factor of this market is R&D. 
 
 

 
Supplier power - Low 
 

 Suppliers of goods and services will negotiate but on 
terms of the entity. 

 There is room to negotiate discounts and to source 
alternative suppliers. 

 
 

 
Customer power - Moderate 
 

 Ability to raise fees is available, as clients enter into 
contracts for supply based on ISO compliance and 
reliability. 

 
Strategic competitive choice:  

 This type of business is able to differentiate its services and products through superior service levels, and can command a price premium in its 
valuation as a result of strong inventory control and ISO compliance, as well as high levels of service. 
 

Rivalry: Low to 

moderate 
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Risk profile 
(describes the risk profile of the entity) 
 
By focusing on the entities’ strengths and 
aligning these to the opportunities identified, 
the business can create future value. 

 
SWOT Analysis 
(Strengths, Weaknesses, Opportunities and Threats) 

 

 
Strengths (internal) 
 

 Owner-managed 
 R&D capabilities 
 Trained and experienced staff 
 Large established client base. 
 Strong cash flow generation. 

 
 
 
 

 
Weaknesses (internal) 
 

 Expensive and on-going requirement for R&D 
expenditure to remain competitive. 

 
Opportunities (external) 
 

 Business well established 
 Increased capacity to meet demand 
 High Mark-up’s available within industry 
 Growth potential of the sector. 

 
 
 
 
 
 

 
Threats (external) 
 

 Cost increases and effect on GP%. 
 Larger competitors 

 

 
Strategic advantage:  

 Established brand and reputation built up over through reliable and affordable services. 
 However, the key to the growth of this company is the continued development (R&D) of new products in response to changing consumer tastes. 
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Description of Season to Season CC 
 

Season to Season are local manufacturers of dry savoury & sweet blends for the Food Industry and supply some of the Top Food Companies in South Africa.  
They offer co-packing alliance and co-blending opportunity and provide high quality, innovative, cost effective products and aim to become an integral part of their customer’s business. 
The close corporation employs 31 staff in addition to the two controlling members, Ronel Venter and Anneke Potgieter, with the entity split into Operations and Administration, and Technical 

(Research & Development, and Quality Control). 

Customised research development  
Sweet and savoury snacks and chips/crisps in particular, will continue to rely on innovation in both flavour and health properties in order to stimulate consumer interest. The health and 
wellness trend may be an influence on the move by the middle to upper income groups towards more expensive, healthier snack types such as fruit snacks and biltong.  
However, chips/crisps will remain the most popular snack across all income groups 

Season two Season meets its customer’s expectations by providing high focus on Research & Development, with all products developed as per specific customer requirements and needs.  

Service excellence / customer relationships  
Season to Season’s aim is to build sustainable customer relationships and form strategic alliances and to provide service excellence at all times and provides high standards of production and 
quick turnarounds lead times to clients. Seas to Season is SABS ISO 22000 / HACCP / PAS220 certified, ensuring that the high quality standards are met and passed onto customer. 
 
Competitive landscape 
Simba Group Ltd is the leading manufacturer within sweet and savoury snacks with a value share of 45% in 2010. Its Lay's and Simba brands are the leading brands within the 
respective chips/crisps, extruded snacks and corn/tortilla categories. National Brands Ltd is in second place with a 20% value share in 2010.  
 

Trends 

Savoury flavouring is predicted to increase significantly over the next five years, in line with the rapid growth of the consumption of meat products. A second factor that will influence the 

supply of savoury flavours is the rising price of food products. The efficient use of meat will drive the market toward ingredients that can extend its application and make better use of off-cuts 

and parts of the animal that are currently out of style. A third area of increasing importance is the growth of aquaculture and fish farming (Baines 2008) and the use of flavours in these 

processed products. 

The global flavour industry can be characterized as highly technical, specialized, and innovative. This industry is highly competitive and concentrated, compared to other product categories 
within the food and beverage market. According to Perfumer & Flavorist magazine, the flavours and fragrance industry achieved sales of US$20.3 billion in 2009 (estimate may vary from 
other sources), of which the lion‘s share is flavours. North America, Europe and Asia-Pacific account for approximately 80% of global sales. According to industry leader Givaudan, future 
growth will come from emerging geographic markets or the BRICMIST countries (Brazil, Russia, India, China, Mexico, Indonesia, South Africa, and Turkey). 
The flavours industry remains very country-specific and complex, with product formulations and flavours varying from country to country, as well as from region to region within countries. 

Processed foods, their flavours and textures, are adapted to local consumer preferences. Local or traditional foods have unique flavours evolving from the indigenous climate, land, etc. 

Generally speaking, trends in flavours closely mirror those in the packaged food and drink market. This includes the trends toward premium quality, savoury, natural and authentic, and health 

and wellness. 
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Annexure – Definitions used in this report 

Asset Approach:  determining value of a business based the value of assets net of liabilities. 

Beta: a measure of market risk, the volatility of the business’s value relative to the market as a whole. 

Capital Asset Pricing Model (CAPM): a model for determining the cost of equity capital, which equals the risk free rate plus a risk premium applicable to the target business. 

Capitalisation of Earnings Method: a method of business valuation, whereby a measure of profit or cash flow, representing a single period are converted to value using a multiple derived 

from cost of capital (risk) and growth. 

Capital Structure: the composition of invested capital of a business – the mix of debt and equity financing. 

Cost of Capital: the expected rate of return required in order to attract funds in a particular investment. 

Fair Market Value: the price, expressed in terms of cash, at which property would change hands between a willing and able buyer and a willing and able seller, acting at arm’s length in an 

open and unrestricted market. 

Guideline Public Company Method: a method of valuing a business, whereby market multiples are derived from market prices of companies that are engaged in the same or similar lines of 

business and that are actively traded on a free and open market. 

Income Approach: determining value of a business that converts anticipated benefits into a present single amount. 

Market Approach: determining value of a business by using methods that compare the subject to similar businesses that have been sold. 

Non-Operating Assets: Assets not necessary to ongoing operations of the business. 

Normalised Earnings: benefits adjusted for non-reoccurring, non-economic or other unusual items to eliminate anomalies and or to facilitate comparisons. 

Premise of Value: An assumption regarding the most likely set of transactional circumstances that may be applicable to the subject valuation: example going concern, liquidation. 

Standard of Value: The identification of the type of value being used in a specific engagement, for example, fair market value, fair value, investment value. 

Weighted Average Cost of Capital (WACC): The cost of capital (discount rate) determined by the weighted average, at market value, of the cost of all financing sources in the business’s 

capital structure. 

 

 Finsolve Accounting & Tax Solutions 2015 email info@finsolve.co.za Tel : 086 148 8883



 Business Valuation 
--------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------------- 

GPG Financial Services 2012/11/06 , email: gavin@gpgfinancialservcies.co.za, Tel: 082 872 6946 

 Page 15 
 

 

Certification 
We hereby certify that, to the best of our knowledge and belief, the statements of fact contained in this report are true and correct, and this report has been prepared in conformity with the 
International Valuation Standards promulgated by the International Valuation Standards Committee and the Principles of Appraisal Practice and Code of Ethics of the American Society of 
Appraisers.  
 

We further confirm that we have no present or contemplated future interest in the subject property or any other interest which might tend to prevent our making a fair and unbiased 

appraisal. 

 

 

 

GPG Financial Services 

Business Valuers 

Date: 06 November 2012 

 

Email: gavin@gpgfinancialservcies.co.za 


