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What is EBITDA and how does it affect Insurance Agency Valuations? 
 

Recently we wrote about Commission and EBITDA multiples, and why it is important to 

understand the differences between the two methods.  To dive deeper into the topic, let’s review 

how to calculate EBITDA, why buyers come up with different EBITDA figures for the same 

agency and current EBITDA valuation ranges. 

 

What does EBITDA stand for? 

 

EBITDA is an accounting acronym for Earnings Before Interest Taxes Depreciation and 

Amortization, or simply the cash flow of the agency.  In a future article, we will discuss why 

EBITDA doesn’t always represent the true amount of cash an owner puts in his/her pocket each 

year, because it doesn’t account for working capital, capital expenditures or taxes.  There are 

financial professionals who push back on using EBITDA as a valuation method because it doesn’t 

account for those things.  However, an insurance brokerage does not require an owner to invest 

heavily in capital expenditures, like the manufacturing industry which must purchase equipment, 

land and buildings to make products.  What EBITDA does allow a buyer, seller or lender to do is 

compare the earning potential of similar businesses by eliminating an owner’s personal expenses, 

non-recurring items and other obligations not tied to the business’ core operating activities.   

 

How to calculate EBITDA 

 

The formula: 

 

Net Income  

+ Interest payments  

+ Taxes 

+ Depreciation  

+ Amortization 

+ Non-recurring expenses 

- Replacement Cost for the Owner 

EBITDA 

 

EBITDA is different than the owner’s annual compensation amount 

 

Many sellers make a big error when trying to determine the EBITDA figure for their business by 

not allowing for an adequate replacement cost for the owner’s role in the operation.  The figure 

they calculated is the Seller’s Discretionary Earnings, which is the amount an owner/operator 

could expect to make from the business.  This is frequently used for smaller agencies, where the 

owner may have a couple of full/part time employees and handles most of the sales activity.  If an 

agency is worth 6x EBITDA and it costs a buyer $75,000 per year to hire an employee to take over 

the owner’s day to day duties, a seller could make a $450,000 miscalculation in value by not 

including the replacement cost.  It happens often and is one of my least favorite conversations to 

have with clients when they’ve been expecting a certain figure at closing, only to realize they 
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weren’t applying the 6x multiple to the correct earnings amount.  You can use a SDE multiple to 

estimate the value of your firm, but you need to use a much lower multiple when you do.   

 

EBITDA is in the eye of the beholder 

 

It’s normal during a transaction for us to speak with 20 potential buyers.  Without fail, buyers will 

argue that the EBITDA calculation used by the seller is incorrect and offer a lower price.  I try to 

explain to interested buyers the way they run their operation, and plan to run the seller’s operation, 

may be different than other acquirers.  Often, they can’t understand why anyone would disagree 

with their calculation because the EBITDA amount is the EBITDA amount.  Technically they may 

not be wrong, they just don’t have the same plans for the agency that other buyers do.  Another 

buyer may have enough bandwidth on their team to absorb the seller’s book of business and 

downsize staff.  This buyer may consolidate two office locations into one, thus lowering rent.  A 

third buyer could have a staff member who could replace the seller for $50K, rather than $100K. 

This buyer is willing to pay the seller 6x EBITDA, offering $300K more than the first buyer.  

Guess who is going to win that deal? 

 

What EBITDA multiple is my agency worth? 

 

It’s a million-dollar question with an answer that varies anywhere between 3x – 10x, based on 

transactions we’ve seen the last 18 months.  The only way to really determine the amount is to 

have a professional valuation completed or blindly throw it up for sale and see what happens.  You 

can get a rough estimate based upon the size of agency you have: 

 

Revenue Size  EBITDA Range 

< $250K  3.0x – 4.0x 

$250K - $500K 3.5x – 5.5x 

$500K - $1M  5.0x – 6.5x 

$1M – $2.5M  5.5x – 7.5x 

$2.5M - $5M  6.5x – 8.5x 

>$5M   7.0x – 10x+ 

 

Good M&A professionals cringe when throwing out general ranges like the ones above, because 

it accounts for such a small piece of the overall puzzle (and doesn’t cover earnouts vs guaranteed 

amounts, cash at closing vs seller notes, or future employment compensation), but hopefully they 

provide some guidance and a starting point for discussion.   

 

It’s possible for an agency with $1.2M in revenue to sell for a lower multiple than an agency with 

$750K in revenue.  The size of the agency is just the first domino to fall when determining a 

valuation.  There are several additional factors, both quantitative and qualitative which drive the 

value up or down within any given pricing range.  Read our article on Agency Value Drivers for 

more information.   
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Bottom Line 

 

EBITDA is a very valuable tool for buyers, sellers and lenders.  Much more useful than trying to 

say a business is worth a multiple of commissions.  It allows, in most cases, for an apples to apples 

comparison to be made on the ability of a company to generate cash flow in the future versus its 

peers.   

 

This valuation method is becoming more and more prevalent within the insurance industry and 

failing to understand it could mean severely under valuing an agency, being outbid by a competitor 

or delaying the sale of your agency because the value isn’t as high as you expected.   

 

 

 

About INS Capital Group 

 

INS Capital Group, LLC is an M&A and Capital Solutions advisory firm specializing in the 

insurance industry.  Over the past 10 years, our advisors have been a part of over 150 insurance 

transactions representing over $250M in transaction values.  Our clients include Retail Agents, 

MGAs and Program Administrators.  To find out more visit our website, 

www.inscapitalgroup.com, or contact us at info@inscapitalgroup.com.   
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