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Getting ready for an exit: 409A valuation and 
other complex equity compensation issues
As private companies move towards realizing their exit strategy, there 
are often key milestones where valuations are required. This article offers 
insights and practical advice to help business leaders understand the 
process and techniques used to value different equity classes within a 
complex capital structure. 

A daunting but necessary exercise for private companies 
Valuations play a critical role in tax reporting, financial reporting, and in 
informing strategic decisions. Additionally, stakeholders who have made 
an investment in a private enterprise may require a valuation to understand 
the performance of their investment on an interim basis.

Listed below are various approaches used by valuation specialists.  

When and why is a 
valuation need?

Tax purposes 

A timely valuation of 
an enterprise’s 
shares may be 
required to tax 
compliance if 
management plans 
to issue share-based 
awards in the form 
of options or 
restricted stock.  

Financial reporting 
purposes 

Financial reporting 
guidelines frequently 
recommend 
disclosures to aid 
investors.  

Strategic purposes 
and goals 

Valuation can be 
essential to the 
process of raising 
capital. 
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Total equity valuation 
approaches 

 — Income approach

 — Market approach

 — Asset-based approach

Equity allocation  
approaches

 — Simple capital structure

 — Complex capital structure

“Valuation of various equity classes issued by an enterprise, 
sometimes within a complex capital structure, can be a 
daunting but necessary exercise for a private company when 
certain key business milestones occur or for meeting tax and 
financial reporting requirements.”

— Anthony Doughty, Jr.,  
KPMG’s Managing Director of Economic and Valuation Services



Learn more...

The valuation process helps 
enterprises prepare for major 
transitions and milestones,  
such as IPOs, mergers and 
acquisitions, and regulatory 
compliance.  

This Privately Speaking issue 
has provided a high-level 
summary. For additional 
information, please download 
the book The Entrepreneur’s 
Roadmap: From Concept to 
IPO and reference chapter 38. 

Privately Speaking focuses on the issues that matter 
most to privately held entities, including private equity- 
and venture capital-backed companies. 

KPMG LLP’s (KPMG) Private Markets Group understands what it takes 
to drive private company growth. In each edition of Privately Speaking, 
we share our insights—along with practical and actionable tips—to help 
boards, executives, and management grow, strengthen, and transition 
their privately held businesses. 
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Growing your 
business

Do not miss a thing

The environment for private 
companies is changing rapidly, 
and new opportunities are 
emerging every day. 

Do not let an opportunity pass 
you by—sign up to receive 
KPMG’s Privately Speaking 
series and make sure you  
are making the best  
decisions possible for  
your private company. 

Register here to subscribe  
to KPMG’s Privately  
Speaking series: 

The eNTRePReNeUR’S 
ROADMAP  

FROM CONCePT TO IPO

www.nyse.com/entrepreneur

Some or all of the services described herein may not be permissible for 
KPMG audit clients and their affiliates.

Subscribe
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BACKGROUND
Valuation of various equity classes issued by an enterprise, sometimes within a 

complex capital structure, can be a daunting but necessary exercise for a private 

company when certain key milestones occur (e.g., exploring another round of 

financing or granting share-based compensation to employees) or for meeting 

tax and financial reporting requirements. The sections below will offer a thorough 

explanation of the valuation process and will describe the key features of various 

instruments commonly encountered when valuing equity classes within a complex 

capital structure. This article is not intended to provide specific accounting or tax 

guidance. Moreover, given the complexities involved, this article will focus on the 

overall goal and intent of the valuation techniques versus extensive discussion on 

option theory or nuances underlying the approaches.

BASICS
Securities within complex capital structures predominantly include preferred stock, 

common stock, and share-based awards.

Preferred stock: The rights of preferred stock can be divided into two broad yet distinct 

categories—economic rights and control rights. Economic rights offer an advantage 

to preferred stockholders as compared to common stockholders, since these rights 

directly correlate with the timing, preference, and amounts of returns these preferred 

stockholders receive. Control rights ensure that preferred stockholders can influence or 

control the enterprise in ways that are disproportionate to their ownership percentages.

Common stock: Common stock represents the residual claim on enterprise value 

after debt and preferred equity holders have been repaid. Common stock is typically 

the foundation for benchmarking the relative ownership percentage of the various 

classes: ownership interests related to preferred equity and share-based awards are 

often expressed as a percentage of their fully diluted common share equivalents.

Share-based compensation: This may include various derivative instruments; chief 

among these instruments are options, which allow holders to purchase or sell a 

certain amount of equity shares in a company at a predetermined price, referred 

to as the “strike price” or “exercise price.” It may also include awards of restricted 
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