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WHEN A 
DCF IS 
NOT 
ENOUGH



IN BRIEF

Alternative and family office investors rely heavily on the DCF to value their business on an ongoing 
basis. Although a useful data point, a DCF alone can lead to an incorrect assessment of valuation, 
especially for early stage and high growth companies. It is important for alternative investors to 
triangulate value using multiple valuation methodologies. A football field valuation can be a useful tool to 
visualize and conclude the valuation range for your portfolio companies.

WHAT IS A DISCOUNTED CASH FLOW (DCF)?

WHEN TO USE A DCF

Discounted cash flow (DCF) is a valuation method used to estimate the present value of a company or an 
investment based on its future cash flows. DCF analysis uses the forecasted free cash flows of a company 
and discounts them back to arrive at the present value estimate, which forms the basis for the potential 
value at the present time.

Many investors utilize DCF valuation as their mark-to-market valuation methodology, as they view a DCF 
as a repeatable industry standard and a reliable way to judge the value of an investment. While a DCF is 
certainly a useful data point and may not be an unreasonable mark-to-market, relying solely on discounted 
cash flow to make investment and liquidity decisions can be risky for alternative investors.
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WHAT GOES INTO A DCF CALCULATION?

CASH FLOW FROM THE BUSINESS & GROWTH IN THAT CASH FLOW

Let’s dig a little deeper into main the factors that contribute to a DCF. The primary inputs for a DCF are:

The chart below shows how each factor in a DCF flows together at a high level:

Source: Capital Clarity  

1. Cash flow from the business

2. Growth in cash flow

3. Risk in earning cash flow

There are a variety of assumptions that go into projecting and growing cash flow, with varying degrees 
of certainty depending on the industry and life cycle stage of the business. In a mature cash-flowing 
business, it is common that management will have a good handle on their near-term projections, with 
tighter confidence intervals around range of future outcomes. 
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However, many alternative investors are investing in early-stage high-growth businesses, some of which 
have not even hit break-even. The cash flow projections for these companies are highly variable, which 
can lead to great variability in DCF output. It is extremely difficult even for an experienced CEO or CFO 
to know if their business will go from losing $800K this year to $1.0M or $1.2M or $2.1M of free cash flow 
(FCF) in three years, yet a DCF valuation will change dramatically depending on this outcome. The chart 
below demonstrates how variability can lead to a large range of possible outcomes in outer years:

 Source: Capital Clarity

RISK IN EARNING CASH FLOW

After cash flows are projected, next is accounting for the risk that they are not earned. Put another way, 
what is the risk adjusted rate of return you require of investments in at a similar life cycle stage and in 
a similar industry? Many investors choose weighted average cost of capital (WACC) to calculate the 
discount rate, which incorporates the capital structure of the business, the cost of debt, and the cost of 
equity. The cost of equity is further broken into the risk-free rate of return, the return premium required 
for a similar investment, and the systematic risk (beta). See the formulas for each below:

Cost of Equity = Risk Free Rate + Return Premium x Systematic Risk

WACC = Cost of Debt x x (1 - Tax Rate) + Cost of Equity ×
Debt

Debt + Equity

Equity

Debt+Equity



We run into the same issue in calculating cost of equity that we ran into above with growth in cash flow: risk in 
early-stage and high-growth businesses is increasingly difficult to quantify, which creates large variability when 
estimating cost of equity. We highlight this increasing uncertainty in appropriate discount rate below:
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WHEN A DCF ISN’T ENOUGH

WHAT IS A “FOOTBALL FIELD” VALUATION?

In order to understand the value of a portfolio company, it is critical for alternative investors and family 
offices to look at multiple valuation methodologies and triangulate a valuation range, given the myriad 
uncertainties we discussed above. 

To make a well-informed decision about selling, holding or continuing to invest, a “football field” 
valuation showing multiple valuations derived from a combination of comparable market trading 
multiples and comparable transaction multiples will provide much greater visibility and will demonstrate 
current market dynamics. Because elements of this valuation exercise do not depend on future 
projections, it is an appropriate exercise for younger and faster-growing companies with less reliable 
forward data. Using comparables valuation data in conjunction with a DCF valuation provides a more 
robust valuation picture especially for alternative investors and family offices.

The football field valuation shows multiple methodologies of valuation in a format that bears some 
resemblance to a football field, hence the name. In practice, it is a tool to visualize the possible range of 
valuations of your company and help conclude what the market may pay for your business. 

For example, imagine you have several possible DCF scenarios, a table listing relevant precedent 
transactions in your industry over the past several years, and statistics on publicly traded comparable 
companies - here’s how this information may look when laid out as a football field valuation:

In our example, the public comparables imply a valuation range of $100 million to $140 million, the 
precedent transactions a range of $90 million to $130 million and the DCF a range of $60 to $105 
million. With appropriate weighting, we triangulate an estimated valuation of $120 million for the 
company.

Source: Capital Clarity



IN SUMMARY

A discounted cash flow is a useful tool, though should not be relied upon exclusively when valuing your portfolio 
company, especially for early-stage or fast-growing businesses. A football field valuation is a useful tool to 
visualize different methodologies and best infer the price of your company in the market today.

ABOUT US

Capital Clarity specializes in instituting valuation and performance tracking for your portfolio companies and 
helping you maximize the value of those companies over the long-term. Our solutions include performance 
dashboarding, periodic portfolio company reporting, mark-to-market valuations, and capitalization or liquidity 
advisory representation. Please contact a member of our team to learn more: info@capital-clarity.com
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