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Impact of COVID-19 on Businesses

• The COVID-19 pandemic has impacted virtually every business

• Examples of negative impacts of COVID-19 include:
• Closing of retail locations
• Disruption of supply chains
• Reductions in demand, volume and revenue
• Less productive remote workforces
• Layoffs, furloughs & pay reductions 
• Tripping debt covenants

• For many, revenue & profit declined and the outlook is uncertain



• Current Market Overview

• How Companies are Valued

• Impact on M&A and Other 
Considerations

• Takeaways

Agenda
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Current Market Overview
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• The plunge in public equities happened at record speed

• Peak to trough saw the S&P 500 decline 34% in about five weeks

• Federal Reserve and governments take unprecedented action

• S&P 500 has recovered nearly all of its losses in 2020



Current Market Overview
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• In the most recent meeting on April 29, 2020, the Federal Open Market 
Committee (“FOMC”) decided to maintain the target range for the federal 
funds rate at 0.0% to 0.25%, the lowest level since the global financial crisis 
in 2008 and 2009.

• The Fed will continue to purchase Treasury securities and agency mortgage-
backed securities in the amounts needed to support smooth market 
functioning and effective transmission of monetary policy to broader 
financial conditions.

• The FOMC will include purchases of agency commercial mortgage-backed 
securities in its agency mortgage-backed security purchases, and will 
continue to offer large-scale overnight and term repurchase agreement 
operations. 



Current Market Overview
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• Total nonfarm payroll employment fell by 20.5 million in April and the 
unemployment rate rose to 14.7%.

• Total nonfarm payroll employment rose by 2.5 million in May and the 
unemployment rate declined to 13.3%.

• These improvements in the labor market reflected a limited resumption of 
economic activity that had been curtailed in March and April due to the 
COVID-19 pandemic and efforts to contain it.

• In May, employment rose sharply in leisure and hospitality, construction, 
education and health services and retail trade. However, employment in 
government continued to decline sharply.

• The number of unemployed persons who reported being on temporary layoff 
decreased by 2.7 million in May to 15.3 million, following a sharp increase of 
16.2 million in April. 



Current Market Overview
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• According to the “second” estimate released by the Bureau of Economic 
Analysis (“BEA”), real GDP declined at an annual rate of 5.0% in the first 
quarter of 2020

• The decline in first quarter GDP reflected the response to the spread of 
COVID-19, as governments issued "stay-at-home" orders in March. This led 
to rapid changes in demand, as businesses and schools switched to remote 
work or canceled operations, and consumers canceled, restricted, or 
redirected their spending.



Current Market Overview

12

CBO Economic Projections

2020 Annual

Economic Metric Q1 Q2 Q3 Q4 2020 2021

Real GDP - % Change from Last Quarter -0.9% -11.8% 5.4% 2.5% n/a n/a
Real GDP - % Change, Annual Rate -3.5% -39.6% 23.5% 10.5% -5.6% 2.8%
GDP (in $ Trillions) 21.6$  19.1$  20.1$  20.7$  20.4$  21.3$  
Unemployment Rate % 3.8% 14.0% 16.0% 11.7% 11.4% 10.1%

• The CBO expects that the economy will contract sharply during the second 
quarter of 2020 as a result of the continued disruption of commerce 
stemming from the spread of COVID-19. 

• Gross domestic product is expected to contract by 11% during the second 
quarter, which is equivalent to a decline of 38% at an annual rate.

• In the second quarter, the number of people employed will be almost 26 
million lower than the number in the fourth quarter of 2019.

• Compared with their values two years earlier, by the fourth quarter of 
2021 real GDP is projected to be 1.6% lower, the unemployment rate 5.1 
percentage points higher, and the employment-to-population ratio 4.8 
percentage points lower.

• The CBO’s economic projections, particularly for later periods, are highly 
uncertain at this time.



COVID Impact on Consumer 
Behaviors



Transformation of the Economy

Operations

Profits

Consumer 
Behavior

Markets

Business

Behavior

Valuation

• Changes in consumer 
behavior as a result of 
COVID-19 will drive the 
market, causing 
businesses’ to change 
their strategy and 
operations potentially 
driving different 
outcomes in terms of 
growth, revenues and 
profits.

• All of these elements will 
impact business 
valuation.

• Some of these changes 
will not fully be realized 
for years.
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• There will also be pent-up demand as consumers break free of cabin fever. 
Before the virus, people were eager to spend on experiences — think 
travel, SoulCycle or concerts and theater. 

• During the lockdown, many have been forced to recreate some of that at 
home, but people didn’t just go to the gym for fitness, but also 
socialization — and they will want to go out and gather again. 

• However, they may not do it in the same way. Going to the gym or 
shopping may require reservations, as people did for restaurants. We 
could become an appointment society.

• Consumers’ willingness to spend may also depend on demographics, their 
experience with the coronavirus and risk tolerance for becoming ill and 
how they feel about privacy as temperature checks and contact tracing 
possibly become more regular features of going out.

• Every form of interaction may be viewed as a risk/reward scenario.

Old Way vs New Way
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• After every crisis, some changes are quick and some play out over years.

• The latter could include a rethink of where people live. 

• Cities have been an engine of growth — for innovation, collaboration and 
the economy, but people may re-evaluate the benefits of living in densely-
populated spots and the potential health risks. 

• If people opt to live in more isolated spots, could that mean a building 
boom in rural areas?

What Happens to Densely Populated Cities?
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• The economy will never be the same in the post-coronavirus world we will 
be living in.

• The pandemic has changed the behavior of consumers, companies and the 
government with long lasting effects.

• More Technology 
• As companies reassess their investments, technology is one area 

that should continue to be prioritized. 
• Cosmetics retailers like Ulta Beauty (ULTA) and Sephora are 

looking at technology to let customers virtually try on makeup, 
rather than touch lipsticks or blush in their stores while others 
retailers are looking at contactless payment. 

• Retailers will begin to look for a way to simultaneously be virtual 
and social to draw consumers.

What Will Retail Look Like in the Future?
Consumer Behavior Will Be Our Guide
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https://www.barrons.com/articles/sick-or-healthy-why-no-retailer-is-immune-from-covid-19-51586431373?mod=article_inline


• Thinking back to 9/11, it took measures to put security and safety 
measures in place to get people comfortable again. That will be needed 
this time as well to create the feel-good factor that drives retail sales. Will 
that mean testing, vaccines or other measures has yet to be determined?

• How will consumer spending change post-pandemic?

• A lot depends on unemployment — and just how bad things get and what 
the recovery entails. We can expect a continued focus on essential 
spending — not just toilet paper and groceries, but also connectivity.

Consumer Spending
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• Curbside
• As shoppers get accustomed to online delivery and curbside 

pickup, retailers may rethink how they use their real estate, with 
more types of stores—not just grocery stores—exploring curbside 
pickup and using their store inventory to fill online demand.

• Shorter Hours
• As Asia lifts restrictions, it gives U.S. companies a glimpse of the 

future. Earlier this week, stores in Asia were seeing sales down 
25% to 30% from their peak — an improvement from 90% 
declines when everything was closed. 

• But many stores have reduced hours, a trend that could move 
stateside, with some companies thinking about reducing store 
hours by 20 hours a week.

Changes
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• That means a change in the consumer landscape — but not necessarily the 
Armageddon view some are taking, even if there are layoffs, store closings 
and debt-laden companies that struggle with payments. 

• It takes a long time to kill a consumer company. Think about brands like 
Blockbuster and RadioShack that stayed around much longer than they 
should have. 

• Also likely: 
• A wave of consolidation, with stronger companies already looking 

for smaller companies that are good cultural fits, that extend 
their expertise and can be accretive to their earnings.

Change in Consumer Landscape
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Subsequent Events in Valuations



Subsequent Events

• Business valuations do not typically account for events occurring after the 
valuation date.

• What was “known or knowable” as of the valuation date

• Should COVID-19 be considered for a 12/31/19 valuation? 
• In general, courts prefer to see real world events incorporated
• Are you doing the client a disservice by not accounting for 

CVOD-19?

• Valuation Standard
• Known or knowable standard, if it’s considered

22



• Jim Hitchner, CPA/ABV/CFF, ASA and Karen A. Warner, MA

• Timeline of COVID-19

Subsequent Events
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Subsequent Events
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Subsequent Events
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• The impact of subsequent events is generally not given consideration in 
business valuations. The often citied IRS Rev. Rul. 59-60 clearly states 
that ‘Valuation of securities is, in essence, a prophesy as to the future and 
must be based on facts available at the required date of appraisal.

• The American Institute of Certified Public Accountants’ (AICPA) statement 
on Standards for Valuation Services (SSVS-1) states: “Generally, the 
valuation analyst should consider only circumstances existing at the 
valuation date. An event that could affect the value may occur subsequent 
to the valuation date; such an occurrence is referred to as a subsequent 
event. Subsequent events are indicative of conditions that were not known 
or knowable at the valuation date, including conditions that arose 
subsequent to the valuation date. The valuation would not be updated to 
reflect those events or conditions.

Subsequent Events
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• Moreover, the valuation would typically not include a discussion of those 
events or conditions because a valuation is performed at a point in time —
the valuation date — and the events described in this subparagraph, 
occurring subsequent to that date, are not relevant to the value 
determined as of that date. In situations in which a valuation is 
meaningful to the intended user beyond the valuation date, the 
events may be of such nature and significance as to warrant 
disclosure in a separate section of the report in order to keep 
users informed.”

• Although the COVID-19 virus occurred subsequent to the valuation date, it 
is considered to be of such nature and significance that it warrants 
disclosure in that it would be meaningful to the intended users of the 
valuation. 

Subsequent Events (continued)
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• The valuation of the company does not take the impact of the COVID-19 
virus into consideration. Although the virus is significantly impacting 
national as well as international economic conditions, its short and long 
term impact on the company and its operations is not determinable at this 
time. Accordingly, this valuation considers only those conditions that were 
known or knowable as of December 31, 2019.

• A crisis that is not yet fully understood as there is presently no cure, no 
semblance of the duration of the pandemic and what will be “normal” once 
we all return to work.

• Years from now, when we look back, will we consider this to have been a 
non-recurring event?

Subsequent Events (continued)
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How will the economic environment be changed as a consequence of:
• Business failures;
• Changes in fundamental consumer habits both short term and 

long term – i.e. how long until we are comfortable flying on 
planes, going to bars, concerts, etc.;

• Governmental stimuli, etc.

Subsequent Events (continued)

29



• The March data out on Wednesday was ugly, with spending down 8.7% 
from the prior month — the biggest decline since the data was first 
collected in 1992. This year is a lost year while 2021 will be a reset year for 
consumer spending and retail, Telsey tells Barron’s; 

• Much is still unknown as the number of people confirmed with COVID-19 
topped two million globally and countries begin to rethink how to reopen 
their economies and whether they could be hit with a second wave. 

Subsequent Events (continued)
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Impact on Valuations



How Companies Are Valued

Valuation 
Conclusion

Income Approach
• Based on a company’s 

anticipated future cash flows 
and an investor’s required 
rate of return

Market Approach
• Compare the company to 

publicly traded and/or 
transacted companies and 
apply valuation multiples

Asset Approach
• What are the company’s 

assets and liabilities worth?

32



33

 The expected magnitude and growth of future cash flows

 The risk in realizing those projected cash flows

Value is a Function of…



Developing a Forecast During COVID-19
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Considerations to account for when developing a forecast in the 
current environment:

• Is the company in a sector and industry that is directly impacted by 
COVID-19?

• Is the company operating in geographies that are being impacted or is 
the company’s geography limited?

• Quality of the customers?

• Is there any customer concentration or concerns over large non-
payments?

• Are there any vendors or suppliers in distress?

• Will the company need to manage cash balances differently or modify 
its policies around working capital?

• Will capital expenditure policy need to be revisited or will there be a 
need to defer capital expenditures?



Developing a Forecast During COVID-19
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• An important factor to consider when forecasting future economic results is 
how long the disruption is expected to last. 

• While assessing recovery expectations, one may consider the different shapes 
of economic recovery that are possible during and after COVID-19:

• V-shaped recession, whereby the economy suffers a sharp but brief 
period of economic decline with a clearly defined trough, followed by a 
strong recovery;

• U-shaped recession, which is longer than a V-shaped recession, and has 
a less-clearly defined trough;

• W-shaped recession, which is also known as a double dip recovery, is 
when the economy falls into a recession, recovers with a short period of 
growth, then a slower period of growth (possibly a recession), before 
finally recovering; and

• L-shaped recession, or depression, occurs when an economy has a 
severe recession and does not return to trend line growth for many years.

• Not all companies will exhibit the same recovery



• Premise: The value of a business can be estimated based on the present 
value of the future economic benefits it generates

• Steps in performing the income approach:

1. Select & Determine Earnings Stream

• Net cash flow is preferred measure

• Can be debt-free or net-of-debt

2. Develop Appropriate Required Rate of Return

• CAPM is most common approach

• Can be cost of equity or WACC

3. Select & Apply Multi-Period or Single-Period Model

• Multi-period models (e.g., discounted cash flow) are more flexible

36

Discounted Cash Flow Method
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Discounted Cash Flow Method (Example)

Year 1 Year 2 Year 3 Year 4 Year 5

Distributable Net Cash Flow 5,000,000$    5,500,000$    5,940,000$    6,296,400$    6,611,220$    

Present Value Factor @ 18.0% 0.9206 0.7801 0.6611 0.5603 0.4748

Present Value of Distributable Cash Flow 4,602,873$    4,290,814$    3,927,186$    3,527,811$    3,139,154$    

Present Value of Cash Flows (Years 1 to 5) 19,487,838$  Year 5 Cash Flow 6,611,220$    
Present Value of Residual Cash Flow 25,354,703    Multiplied by: 1 + Growth Rate 1.05               

Residual Cash Flow 6,941,781      
Enterprise Value 44,842,541    

Discount Rate 18.0%
Rounded 44,800,000$  Less:  Residual Growth Rate -5.0%

    Capitalization Rate 13.0%

Residual Cash Flow Value 53,398,315
Present Value Factor 0.4748

PV of Residual Cash Flow 25,354,703$  
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Market Approach Overview

• Premise: The value of a business can be estimated based on comparisons to 
similar businesses

• Guideline Public Company Method

• Stock market is the best and most accurate source of valuation data; it is 
the source of rate of return data in income approach

• Compare fundamentals of subject company and peer group of publicly 
traded companies

• Current valuation multiples are extremely volatile… use caution!

• Guideline Transaction Method

• Identical to public company approach, except use transaction multiples from 
M&A deals as basis for valuation

• Information about each transaction is typically limited since deals often 
involve private companies

• Current company performance may not be the best indicator of long-term 
performance… look heavily at “sustainable” performance



Shortcomings of “Rules of Thumb”
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• EBITDA Multiple “Rules of Thumb” Cannot Accommodate Changes in 
Performance, Especially in the Current Environment

• What level of EBITDA is used? Latest Twelve Months? Last Year? Next Year?

• What if company is expected to grow? Shrink?

• Main reason why valuation formulas don’t work

• EBITDA ≠ Cash Flow

• CAPEX

• Working capital requirements

• Interest

• Taxes

• Supporting the Multiple

• Multiples vary by industry

• Multiples vary by company performance

• Multiples vary over time

• Rules of thumb are often not accurate



Enterprise Value vs. Equity Value
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• Traditional valuation methodologies 
(i.e., DCF, multiples, etc.) typically 
derive enterprise value (i.e., the value 
of a company as a whole, on a debt-
free, cash-free basis)

• Stock price is then determined by 
subtracting debt, adding distributable 
cash and dividing by shares

• The two companies pictured to the 
right both have enterprise values of 
$10,000,000, but have different 
equity/stock values


Chart1

		Debt (net of cash)

		Equity



Allocation of Enterprise Value

7500000

2500000



Sheet1

				Allocation of Enterprise Value

		Debt (net of cash)		7,500,000

		Equity		2,500,000

		3rd Qtr		1.4

		4th Qtr		1.2

				To resize chart data range, drag lower right corner of range.
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4000000
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Sheet1

				Allocation of Enterprise Value

		Debt (net of cash)		4,000,000

		Equity		6,000,000

		3rd Qtr		1.4

		4th Qtr		1.2

				To resize chart data range, drag lower right corner of range.







Leverage and Volatility
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$10m + 10% - 10%

Enterprise Value 10,000,000$  11,000,000$  9,000,000$    

- Debt (Net) (8,000,000)       (8,000,000)       (8,000,000)       

Equity Value 2,000,000       3,000,000       1,000,000       

# Shares 1,000,000        1,000,000        1,000,000        

Share Value 2.00$              3.00$              1.00$              
  Difference 50% -50%

Enterprise (Company) Value



Other Considerations

• ASC 350 requires an entity to consider whether an interim “triggering event” has 
occurred in between the dates of its annual impairment testing

• Determining whether a triggering event has occurred pursuant to ASC 350 
requires an assessment of the totality of events or circumstances such as the 
following:

• Macroeconomic conditions such as a deterioration in general economic conditions, 
limitations on accessing capital, fluctuations in foreign exchange rates or other 
developments in equity and credit markets

• Industry and market considerations such as a deterioration in the environment in which an 
entity operates, an increased competitive environment, a decline in market-dependent 
multiples or metrics (consider in both absolute terms and relative to peers), a change in 
the market for an entity’s products or services or a regulatory or political development

• Cost factors such as increases in raw materials, labor or other costs that have a negative 
effect on earnings and cash flows

• Overall financial performance such as negative or declining cash flows or a decline in actual 
or planned revenue or earnings compared with actual and projected results of relevant 
prior periods

• Other relevant entity-specific events such as changes in management, key personnel, 
strategy, or customers; contemplation of bankruptcy; or litigation

• Events affecting a reporting unit such as a change in the composition or carrying amount 
of its net assets, a more-likely-than-not expectation of selling or disposing of all, or a 
portion, of a reporting unit, the testing for recoverability of a significant asset group within 
a reporting unit or recognition of a goodwill impairment loss in the financial statements of a 
subsidiary that is a component of a reporting unit

• If applicable, a sustained decrease in share price (consider in both absolute terms and 
relative to peers)
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Impact on M&A and Other 
Considerations



• Certain types of transactions are becoming more prevalent, including 
recapitalizations to strengthen the balance sheet and stockholder-led take-
private transactions.

• We are seeing deals at or past the LOI stage being put on hold while 
macroeconomic and company-specific developments are monitored. 

• Deals moving forward generally involve ESOPs, strategic buyers involving 
significant synergies and/or are capable of being completed with little or 
no debt financing

• Adjustments to financial performance for COVID-19 will become part of 
the discussion in every deal.

• Why will deals happen in the next 12 months
• Financial reasons.
• COVID-19 has exposed weaknesses that can be solved with new 

capital and new management.
• Companies have something unique to offer and are a great 

candidate for an acquisition by a PE firm or strategic buyer
• Baby boomers have had enough.

Key Takeaways for M&A
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• Golden opportunity to gift shares

• Lower business valuations

• All-time high transfer tax exemption amounts

• Political pressure for higher tax rates

• All-time low interest rates (AFRs)

Key Takeaways for Estate Planning
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• COVID-19 impact to valuations and property division in pending and future 
divorces

• No access or limited access to courts

• Cases postponed and backlogs

• More time to argue about how to value the assets in the marital estate

• Defacto dates pre-COVID-19

Key Takeaways for Family Law
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• Insurance claims

• Key factors to consider when assessing lost profits in COVID-19 
environment

• Projections in a post-COVID-19 world

• How to deal with COVID-19 as an intervening event

• Financial difficulties increase likelihood of fraud

Key Takeaways for Lost Profits, Business 
Interruption, and Fraud
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Questions?



GBQ’s Valuation Practice

Transaction Support & Opinions:
• Fairness Opinions

• Solvency Opinions

• Shareholder Transactions

• Mergers & Acquisitions

ESOP Consulting & Valuation:
• Feasibility Studies & Pre-ESOP Planning

• Implementation Consulting

• ESOP Valuations

• ESOP Transactions

• ESOP Valuation Reviews

Succession & Wealth Planning:
• Date-of-Death Estate Valuations

• Gifting Valuations

• Charitable Donations

Financial Reporting:
• Purchase Price Allocations

• Goodwill Impairment Testing

• Stock Option Valuations

• Fair Value Measurements

Corporate Planning & Assistance:
• Buy-Sell Agreements

• Issuing Stock/Synthetic Equity

• Corporate Redemptions

• Evaluating Targets

• C-to-S Conversions

Expert Opinion Valuations:
• Shareholder Disputes

• Marital Disputes

• Business Damages
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• July 1, 2020, 11:30 AM – 12:30 PM EDT
• Lower Company Values Create Estate Planning Opportunity

• July 8, 2020, 11:30 AM – 12:30 PM EDT
• Financial Implications in Family Law Matters

• July 15, 2020, 11:30 AM – 12:30 PM EDT
• Exploring The M&A Environment During Uncertain Times

• July 22, 2020, 11:30 AM – 12:30 PM EDT
• Lost Profits in the Era of COVID-19
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Our Series Continues

Each webinar qualifies for 1.0 hour of CPE based on Ohio CPE requirements and 1.0 hour 
of CLE pending approval by the Ohio Supreme Court and Kentucky Bar Association.

Visit our events page to see what else we have scheduled and view our past webinar 
recordings here.

https://gbq.com/event/lower-company-values-create-estate-planning-opportunity/
https://gbq.com/event/financial-implications-family-law-matters/
https://gbq.com/event/exploring-m-a-environment-during-uncertain-times/
https://gbq.com/event/lost-profits-era-of-covid-19/
https://gbq.com/events/
https://gbq.com/thinking/?cat=817


Craig Hickey
CFA

Director, 
Valuation Services

614-947-5315
chickey@gbq.com

Jeremy Bronson
CPA

Director, Accounting & 
Business Advisory Services

419-885-8338
jbronson@gbq.com

Kelly Noll
CFA

Director, 
Valuation Services

614-947-5227
knoll@gbq.com

Rebekah Smith
CPA, CFF, CVA, MAFF

Director, Forensic & Dispute 
Advisory Services

614-947-5300
rsmith@gbq.com

Contact Information

51


	Impact of COVID-19 on Business Value: A General Overview
	Who We Are
	Who We Are
	Speakers
	Impact of COVID-19 on Businesses
	Agenda
	Current Market Overview
	Current Market Overview
	Current Market Overview
	Current Market Overview
	Current Market Overview
	Current Market Overview
	COVID Impact on Consumer Behaviors
	Transformation of the Economy
	Old Way vs New Way
	What Happens to Densely Populated Cities?
	What Will Retail Look Like in the Future?�Consumer Behavior Will Be Our Guide
	Consumer Spending
	Changes
	Change in Consumer Landscape
	Subsequent Events in Valuations
	Subsequent Events
	Subsequent Events
	Subsequent Events
	Subsequent Events
	�Subsequent Events�
	�Subsequent Events (continued)�
	Subsequent Events (continued)
	Subsequent Events (continued)
	�Subsequent Events (continued)�
	Slide Number 31
	How Companies Are Valued
	Value is a Function of…
	Developing a Forecast During COVID-19
	Developing a Forecast During COVID-19
	Discounted Cash Flow Method
	Discounted Cash Flow Method (Example)
	Market Approach Overview
	Shortcomings of “Rules of Thumb”
	Enterprise Value vs. Equity Value
	Leverage and Volatility
	Other Considerations
	Impact on M&A and Other Considerations
	Key Takeaways for M&A
	Key Takeaways for Estate Planning
	Key Takeaways for Family Law
	Key Takeaways for Lost Profits, Business Interruption, and Fraud
	Questions?
	GBQ’s Valuation Practice
	Our Series Continues
	Contact Information

