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TERMINOLOGY
PART ONE: 
VALUATION & 
RETURNS



IN BRIEF

Investment jargon is so frequently used that it often loses meaning. Investment bankers and private 

equity investors toss around EBITDA multiples, public equity professionals discuss intrinsic value, while 

limited partners talk in terms of TVPI. Over time it can be easy to forget what you are really saying, when 

certain measures make sense, and what they leave wanting. A back to basics, first principles mindset 
is a helpful reset to make more thoughtful investment decisions. In the first of our four-part series on 

Terminology, we cover Valuation & Returns.

ENTERPRISE VALUE | NOPAT

Enterprise Value = Net Operating Profit After Tax x (1 + growth) x 

Enterprise Value = Market Capitalization + Debt + Minority Interests - Excess Cash

WHAT IS IT? 

 •  Value of the company to all stakeholders (debt, equity, and minority)

 •  NOPAT (net operating profit after tax) used above is not as frequently used as EBITDA 

(earnings before interest tax and depreciation), but is the most informative measure of firm level profitability as it 

considers depreciation, amortization, and tax

WHY DOES IT MATTER? 

 •  This is what the business is worth today; at their core, all valuation methods attempt to capture the sum of the 

discounted cash flows of the company

 •  In addition to the above formulas, enterprise value can be calculated utilizing various other methodologies, e.g., 

discounted cash flow, precedent transactions, or comparable public companies
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Enterprise Value NOPAT EBITDA Multiple Equity Value PE Multiple

Market Price Optimal Exit Year IRR TVPI | MOIC DPI

Pre / Post Money Market Capitalization Diluted Ownership Intrinsic Value RVPI

1
Growth 

Return on Invested Capital

Cost of Capital-Growth
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EBITDA

EBITDA MULTIPLE

EQUITY VALUE | MARKET CAPITALIZATION

EBITDA = Earnings Before Interest, Taxes, Depreciation, and Amortization

EBITDA = Sales - Cost of Goods - Selling, General, & Administrative

Equity Value | Market Capitalization = Enterprise Value - Debt - Minority Interests + Excess Cash

Market Capitalization = Price Per Share × Diluted Shares Outstanding

WHAT IS IT?

 • A proxy for cash flow of the business available to all stakeholders

WHAT ARE THE ISSUES?

 •  Does not consider depreciation & amortization, which are real costs to upkeep the business over the long run, and 

which can vary widely across different industries

 • Does not consider tax ramifications of businesses operating in different geographies

WHAT IS IT?

 • A multiple comparing the enterprise value of the business to EBITDA

HOW IS IT USED? 

 •  Commonly utilized by investment banking and private equity professionals as shorthand when discussing valuation 

and comparing companies, e.g., that business sold for 10x EBITDA

WHAT ARE THE ISSUES?

 •  The shortfalls of EBITDA are built into the EBITDA multiple, and as a result, important nuance is lost, especially when 

contemplating the capital intensity of different businesses

WHAT IS IT? 

 •  Equity value of the company to equity holders after all other obligations are paid; in public markets, equity value it is 

commonly referred to as market capitalization

WHY DOES IT MATTER? 

 •  Equity holders are the last claimants on the assets and cash flow of the business; enterprise value is not the value 

you receive on sale

EBITDA Multiple =
Enterprise Value

Earnings before Interest, Taxes, Depreciation, and Amortization
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NET INCOME (EARNINGS)

PE MULTIPLE

INTRINSIC VALUE 

WHAT IS IT?

 • A proxy for cash flow to equity holders

WHAT ARE THE ISSUES?

 •  Earnings (net income) is accrual based, not cash, so can be manipulated and distort the true profitability of a 

company in the short run

WHAT IS IT?

 • Equity value represented as a multiple of net income

HOW IS IT USED?

 •  Frequently used by public equity professionals as shorthand to compare transactions and companies, e.g., that 

business trades for 15x earnings

WHAT ARE THE ISSUES?

 • Earnings can be negative or elevated for many years resulting in distorted multiples

 • Certain industries have significant depreciation tax shields, which can render the PE multiple meaningless

WHAT IS IT?

 • The objective value of the company if held indefinitely

WHY DOES IT MATTER? 

 • The value of the portfolio company today to you and what you can sell it for today are frequently two different things

 •  The market might not realize the potential of the company, or conversely, may overstate the potential when there is 

too much capital chasing too few investment opportunities

Price Earnings Multiple =
Equity Value

Net Income

Net Income = Sales - Cost of Goods - Selling, General, & Administrative - Depreciation - Interest - Tax

MARKET PRICE 

WHAT IS IT? 

• What other buyers, i.e., the market, is willing to pay today for your business

WHY DOES IT MATTER? 

• Frequently not considered as distinct concept from intrinsic value

•  What the business will transact for and what you estimate it to be worth can be similar or entirely divorced, sometimes 

over long time periods
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OPTIMAL EXIT YEAR

INTERNAL RATE OF RETURN (IRR)

TOTAL VALUE TO PAID IN CAPITAL (TVPI) | MULTIPLE OF INVESTED CAPITAL (MOIC)

WHAT IS IT? 

 • The exit year which maximizes value to the business owners, considering both the Intrinsic Value and Market Price

WHY DOES IT MATTER? 

 •  The larger the spread between Market Price and Intrinsic Value, the more value you capture at the direct expense of 

the party you are transacting with

WHAT IS IT? 

 • The annualized return received from the cash flows of your portfolio company

 • The calculation isn’t straightforward, so utilize the XIRR formula in excel

WHY DOES IT MATTER? 

 •  Allows for easy comparison of several possible investment opportunities, as it does not consider the size of the 

transaction

WHAT ARE THE ISSUES? 

 •  Does not adjust for risk, so an opportunity with 15% IRR might be a better option than an option with 20% IRR if the 

risk to those cash flows is drastically different

WHAT IS IT? 

 •  The value of equity and distributions received to date, represented as a multiple of equity invested; also, the sum of 

DPI and RVPI (see below)

WHY DOES IT MATTER? 

 • A simple measure to easily compare performance across investments

 • Like IRR in that it allows comparison without regard to size

HOW IS IT USED?

 • Limited partners frequently use this metric to discuss private equity and venture capital fund level performance

 • Multiple on Invested Capital (MOIC) is the same calculation as TVPI, which is also sometimes used by investors

WHAT ARE THE ISSUES?

 •  Does not consider risk and does not adjust for the time value of money, i.e., distributions received in the past are 

treated no differently than the value of equity yet to be received; be wary of using when cash flow distribution 

patterns are atypical, or over extremely long or short time horizons

Total Value to Paid in Capital | Multiple of Invested Capital =
Equity Value + Distributions

Equity Invested
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DISTRIBUTIONS TO PAID IN CAPITAL (DPI)

RESIDUAL VALUE TO PAID IN CAPITAL (RVPI)

PRE- / POST-MONEY VALUATION & DILUTED OWNERSHIP %

WHAT IS IT? 

 • Distributions received to date, represented as a multiple of equity invested

WHY DOES IT MATTER? 

 • The portion of the return you have already realized

WHAT IS IT? 

 • The value of equity, represented as a multiple of equity invested

WHY DOES IT MATTER? 

 • The portion of the return you have not yet realized, with the commensurate risk associated

WHAT IS IT? 

 • Pre-money valuation is the value of the firm today

 • Post-money valuation is the value of the firm plus the incremental capital to be invested

 • Diluted ownership is the percentage of the business existing owners retain after the incremental capital is invested

HOW IS IT USED?

 •  Frequently used by venture capital and growth equity investors to quickly discuss valuation before and after a new 

round of invested capital

Post Money Value = Firm Value (Pre Money) + New Invested Capital

Diluted Ownership % =
Firm Value (Pre Money)

Post Money Value

Distributions to Paid in Capital =
Distributions to Equity

Equity Invested

Residual Value to Paid in Capital =
Equity Value

Equity Invested



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, and capitalization or liquidity advisory representation. Please 
contact a member of our team to learn more: info@capital-clarity.com

www.capital-clarity.com

415-644-5886

info@capital-clarity.com
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