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EBITDA Explained: Why

This Number Matters More
Than Revenue

When business owners consider selling their company, they often focus on revenue as their primary
metric of success. However, sophisticated buyers look at a different number: EBITDA, or Earnings Before

Interest, Taxes, Depreciation, and Amortization. This article provides a primer on EBITDA for commercial
HVAC company owners contemplating an exit in the next two or three years.
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EBITDA represents your company's operational profitability by stripping away financial and
accounting decisions that can vary widely between businesses. It shows buyers what your
company actually earns from its core operations, making it the foundation for most
business valuations.

Here's why EBITDA matters more than revenue: A company generating $10 million in
revenue but only $500,000 in EBITDA is fundamentally different from one with $8 million
in revenue and $1.2 million in EBITDA. The second company is more profitable and,
therefore, more valuable despite lower sales.

Buyers typically value businesses as a multiple of EBITDA. In the commercial HVAC
services sector, multiples can range from 4x to 8x or higher, depending on factors like
customer concentration, contract mix, and growth trajectory. This means a business with $1
million in EBITDA valued at 6x would sell for approximately $6 million.

Understanding your true EBITDA requires careful calculation. Start with net income, then
add back interest, taxes, depreciation, and amortization. However, buyers will also
consider adjustments for owner compensation above market rates, one-time expenses,
and personal expenses run through the business.

To maximize your EBITDA before a sale, focus on operational efficiency, reduce
unnecessary expenses, and ensure your financial statements accurately reflect your
business performance. Work with your accountant to identify legitimate add-backs that
increase your adjusted EBITDA.

Business owners should plan ahead and track EBITDA monthly, not just at year-end. This
practice helps you make better operational decisions and positions your company more
favorably when acquisition discussions begin. Remember, buyers are purchasing future
cash flows, and EBITDA is the clearest indicator of your company's ability to generate
those returns.
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