
 
 
 
Capshare 409A Calculator User Guide 
 
Thanks for using the Capshare 409A Valuation Calculator to perform 
your own 409A valuation!  

This guide will walk you through the 409A Calculator step by step.  

Please keep in mind that while the content of this guide is based on 
our many years of experience in finance, valuation and venture capital, 
it is not foolproof by any means. Ultimately, you are responsible for 
the results of the valuation. We merely provide a software and some 
tips to help you use it most effectively.  

 
  



IMPORTANT 

Before you go any further, we want  to reiterate that the calculator is only useful if your 
company meets the following criteria. 
 

409A CALCULATOR CHECKLIST 
1. Your company has not yet found a source of consistent revenue 
2. Your company has not raised more than $500K 
3. Your company has not raised money through a convertible security instruments 

(KISS, SAFE, convertible debt) 
4. Your company has no preferred or convertible securities 
5. Your company does not reasonably anticipate an IPO in the next 180 days or an 

acquisition in the next 90 days 
6. No shareholders have sold their stock in a secondary sale (different from the 

company issuing new stock) 
7. The company has less than $100K in assets 

 
If your company does not meet the criteria above, you should consider working with a 
qualified, independent valuation services provider.  
 
Nothing in this guide should be construed as investment advice. We make no claims 
about the reliability of this guide or the 409A calculator in any capacity, including but not 
limited to the "safe harbor" standards set forth by IRC 409A regulations. Any appeal to 
safe harbor must be made solely on the merits of the Preparer's qualifications and 
background. 
 
We hope you find this guide helpful, along with the 409A calculator. Feel free to send us 
feedback as to how we can improve it. 
 

We’re Here To Help 
If you find yourself getting stuck, feel free to reach out to us at support@capshare.com. 
You can also chat with us using the chat tool on the website. 
  

http://capshare.com/409a-quote
mailto:support@capshare.com


Valuation Methodology Primer 
Before we dive in, we want to give you just a little bit of background on valuation 
methodology in general. There are 3 kinds of generally accepted valuation approaches: 
the cost approach, the income approach, and the market approach.  
 
COST APPROACH 
The cost approach establishes value based on the cost of reproducing or replacing the 
property.  Or put differently, this approach involves valuing a company by summing the 
cost of its parts.  The idea here is that the value of any asset (including a business) is 
just the sum of the cost of its components.  
 
This method is generally not applicable for established companies unless a liquidity or 
liquidation event is imminent. 
 
INCOME APPROACH 
The income approach states that the value of any asset (including a business) is simply 
the present value of the cash flows it can generate in the future. The present value of 
future cash flow is primarily affected by the risks of actually receiving that cash. 
 
The most common implementation of the income approach is the discounted cash flow 
(“DCF”). A typical DCF has two major components: 1) an explicit forecast period, and 2) 
a terminal value (the value of a business into perpetuity).  The value of cash from both 
these components is discounted to the present using appropriate discount methods.  
 
Key assumptions of the DCF model include: 

1. Expected cash flows for 5 years 
2. Expected “steady-state” cash flows into perpetuity 
3. The discount rate used to discount expected cash flows back to the present 

 
MARKET APPROACH 
The market approach involves finding and using comparables, or “comps.”  Comps are 
assets similar to the asset you are valuing.  For example, if you wanted to sell a rare 
coin that hasn’t been sold for many years, you might estimate its value by finding the 
most recent sale values of other similar rare coins. 
 



The idea here is that value of any asset (including a business) is equal to the value of a 
similar asset you could buy or sell in an active market.  If an active market does not 
exist, you find an active market for a similar asset and infer a valuation by extension.  
 
When valuing a privately-held business, the market approach typically involves finding 
and applying valuation ratios.  These ratios are applied to the target business while 
controlling for key differences in size, scale, etc. 
 
The most common ratios involve a market value in the numerator and a financial 
operating metric in the denominator.  Examples include Price/Sales, Equity 
Value/EBITDA, Enterprise Value/Revenue, Price/Earnings, Price/Book Value, etc. 
 
For early-stage companies that might not have profits for many years, valuation 
analysts focus on finding revenue multiples.  Estimating revenue already involves a lot 
of assumptions, let alone estimating some lower-level financial metric like profit.  
 
Typical sources of revenue multiples include comparable public companies, M&A 
transactions and venture financings.  

The 409A Calculator Methodology Overview 
If your company meets the 409A Calculator Checklist, even the best valuation experts 
would probably have a hard time valuing your company using the traditional valuation 
approaches mentioned above. With no revenue, no product, no assets and no legitimate 
financial projections, you really don’t have much to work with.  
 
In the absence of reliable operating history and financial information, the best we can 
do is make some estimates based on statistical outcomes for startups. Accordingly, the 
409A Calculator is pre-populated with probable outcomes for a startup in the earliest 
stages. You can adjust these probabilities according to your unique situation if needed.  
 
The The 409A Calculator methodology most closely resembles a valuation tool called 
the Probability Weighted Expected Return Method (“PWERM”), although it is a very 
simplified version of the tool.  
 
In essence, it estimates the value of your company by proposing three expected 
outcomes for the future. These future outcomes are weighted according to the 
probability of occurrence, then the resulting value is discounted to the present. We’ll get 
into more detail next, but that is the gist of how it works.  



Step 1 — Basic Info 
This section gathers basic info on your company.  
 
COMPANY 
This is the name of the company you are valuing. 
 
VALUATION DATE 
Compliance valuations are always performed as of a specific date.  The date is 
important because it will mark the beginning of a 12-month window during which your 
valuation will remain effective for 409A purposes.  However, you should keep in mind 
that major changes at the company or to the cap table may trigger a need for a new 
valuation.  The 409A Calculator Checklist at the beginning of this guide is a pretty good 
list of potential triggers.  You can reach out to us if you ever have questions about 
whether or not you might need an updated valuation.  You may find it particularly helpful 
to choose a date at the end of a fiscal quarter since the valuation calculator will use 
inputs from your balance sheet as of the valuation date. 
 
PREPARER NAME 
The name of the individual preparing the valuation.  
 
COMMON SHARES OUTSTANDING 
One of the most important inputs for the valuation is the total number of common 
shares outstanding as of the valuation date.  If you meet the criteria outlined in the 
409A Calculator Checklist, your company should only have common shares.  This input 
asks for the total number of common shares outstanding as of the valuation date. 
 
COMPANY DESCRIPTION 
Valuation reports typically include a brief description of your company’s business. 
Please include a high-level description of your company’s business or business plan. 
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Step 2 — Estimated Enterprise Value 
In this section you determine some likely potential outcomes for your company. The 
calculator loads with some defaults that probably make sense for most early-stage 
startups.  

 
SCENARIO VALUES 
The preset values for each of the scenarios (Downside, Midcase, and Upside) are 
somewhat arbitrary, but most things are for companies in the earliest stages. The 
downside scenario represents failure. Failure may not necessarily mean $0, but it’s 
probably a reasonable assumption for common shareholders.  
 
The midcase and upside scenario presets probably don’t represent what you hope to 
ultimately achieve, so you should change them based on any knowledge or expectations 
you may have. Keep in mind, however, that although you may have lofty hopes for your 
fledgling startup, your assumptions should be grounded in reality.  
 
You might also consider potential outcomes for your next major valuation event, i.e., 
your next financing round.  
 
Whatever basis you use for the scenario values, make sure you use an appropriate 
timeframe in the next section, Discounted Enterprise Value.  



 
SCENARIO PROBABILITIES 
The preset probabilities assume that (historically speaking) your startup has a 70% 
chance of failure. You can adjust the probabilities with the slider as you see fit, but quite 
frankly, if you truly have visibility into better success rates, then you probably shouldn’t 
be using the 409A Calculator.  
 
ESTIMATED ENTERPRISE VALUE 
The purpose of this section is to arrive at a an estimated enterprise value for your 
company. This implies that, given the value and probability of the three scenarios, your 
company will be worth, on average, some value after some time period (this time period 
is specified in the next section). 
 
In reality, your company may eventually be worth much more than this estimated 
enterprise value, but it hasn’t achieved that value yet. The estimated value is merely an 
approximation of the company’s worth today based on the probability of outcomes in 
the future. 

Step 3 — Discounted Enterprise Value 
The next step is to determine the present value of the estimated enterprise value from 
the previous section. This essentially means that we are factoring in the time and the 
risk involved in actually achieving the estimated value. Or in other words, although we 
may believe the company could be worth something in the future, the risk that we never 
get there makes it worth less today. 
 

 



 
YEARS TO EXIT 
This field allows you to adjust the timeframe you are using for the previous step, 
Estimated Enterprise Value.  Generally you should tie this timeframe to the time when 
you think that you will be in a position for a liquidity event like selling your company or 
taking it public.  
 
The tool is preset with 7 as the default setting, because the average successful startup 
now takes 6-8 years before it achieves a liquidity event. But you could also pick a 
timeframe until your next major valuation event, like a financing round. Just make sure 
that the values in the scenarios correspond to the timeframe of the event you’re 
estimating. 
 
DISCOUNT RATE 
Understanding the discount rate probably goes beyond the scope of this document.  It 
includes the “time-value” of money as well as the idea that investors demand more 
return for more risk.  Accordingly, the higher the discount rate, the higher the risk. 
 
Startups are very high risk, so we recommend keeping the discount rate high here.  In 
general, later stage private companies will have discount rates in the 20-35% range. The 
earliest stage startups could have discounts as high as 60%.  Since the only good 
candidates for the 409A Calculator are extremely young companies, the default is set at 
the high end of the rage at 60%. 

Step 4 — Estimated Equity Value 
This section calculates the equity value of the company.  Equity value is simply the 
enterprise value (from earlier) plus debt, less cash.  
 
LESS: DEBT 
The total value of all debt that you have on your company’s balance sheet as of the 
valuation date. 
 
PLUS: CASH 
The total value of any cash or marketable securities that you have on your company’s 
balance sheet as of the valuation date. 
 
 



Step 5 — Fair Market Value Per Share 
The last step is to calculate the fair market value per share of common stock. The math 
here is simple. First the equity value (from the previous section) is divided by the 
number of common shares. The resulting number is then adjusted for lack of 
marketability by applying a 25% discount. 
 

 
 
MARKETABILITY DISCOUNT 
The term “marketability” refers to the ability to readily sell an asset in the market. The 
adjustment for marketability is also referred to as an “illiquidity” discount.  This simply 
means that there is no active market for buying and selling an asset. 
 
Marketability applies to the value of your company’s common shares because there is 
no marketplace for you to easily sell them. Unlike public shares, which can change 
hands in seconds, commons shares in your company cannot easily be bought and sold. 
 
Since marketability is somewhat difficult to empirically observe and quantify, the 
valuation industry has debated appropriate values to use here. The 409A Calculator 
uses a conservative value of 25% to avoid any argument that it’s too high.  
 
 
  



Step 6 — Get The Report 
The final section of the calculator allows you to get a PDF report of the valuation 
analysis. IRC 409A regulations require that you evidence your valuation work with a 
formal report. We require an email so that you will automatically have an electronic copy 
stored in your inbox. 
 
The report contains additional language and supporting material that will help with 
defensibility.  
 
Before we send you the report, we ask you to check any conditions that might disqualify 
your company as a good candidate for the tool.  These conditions are the same as the 
ones listed at the top of this guide. We highly recommend that you talk to you a 
qualified, independent valuation provider if any of the conditions apply, as the 409A 
Calculator is not likely adequate for your situation. 

Next Steps 
Once your 409A valuation is complete, the next step is to issue options. Sign up on 
Capshare to create an online cap table for your company. From there you can issue 
options and get signatures electronically. No paper certificates or agreements needed. 

Conclusion 
Thanks for using this guide!  Congratulations on starting your company, and we wish 
you the best. 
 
If you need more clarification, check out the example below. Please let us know if you 
have any questions by e-mailing support@capshare.com or chatting with us from the 
website.  
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An Example Valuation Using the 409A Calculator 
Let’s assume you are starting a brand new software-as-a-service (Saas) company 
named Handbook. The cap table has 10 million common shares, and you need to value 
the company as of June 30, 2015. 
 

 
 
You will compete in a “small-ish” market of $200M.  Your competitors have been valued 
at 3-5x sales, and other Saas companies are raising money from investors using similar 
multiples (as an aside, Quora can be a great place to find multiples for your company).  
 
You reasonably anticipate that within 5 years you could win 0.5% market share, so you 
would have $1M in revenue.  Using a 4x revenue multiple you conclude that your 
company would be worth ~$4M in 5 years.  
 
If you fail, your company will probably be worth nothing. 
 
However, you might make it big and achieve 2% market share in 5 years. This gets you 
to $4M in sales resulting in a $16M valuation using the same 4x revenue multiple. 



 
You figure that your odds for success are the same as the industry, so you’ll just want to 
leave the scenario probabilities as is. With these inputs, we end up with an estimated 
enterprise value of ~$2.3M.  
 

 
 
As mentioned before, you’re working with a 5 year timeframe. Since the future is very 
uncertain, and there are a lot of risks ahead, you probably just want to leave the 
discount rate at 60%. This results in a discounted enterprise value of about ~$217k. 
 

 



Whoa! The value just went from $2.3M to $217k. Doesn’t that seem a little extreme? Not 
really. Startups face enormous amounts of risk, so while the potential payout may be 
huge, the present value of that outcome is heavily discounted.  
 
Just ask yourself how much you would be willing to pay an entrepreneur today if they 
promised to give you $25M in 5 years. That’s a pretty lofty promise, so you would only 
invest at a significant discount. 
 
The last part is already done for you based on the information from above. With the 
$217k equity value, the 10 million shares and the 25% marketability discount, the 
resulting fair market value per share is ~$0.01. 
 

 
 
And that’s it! Just enter your email address and click the button, and you’ll have a formal 
valuation report for your records.  
 
It’s not too fancy, but what more can you expect for a brand-new startup? Plus it’s free!  
  



 
About Capshare 

Capshare is an online cap table management and electronic shares 
platform started by a group of former valuation analysts. We build 

software to help companies manage all their equity needs. 

 
 

The best way to issue shares  
and manage your cap table 

 

 

http://capshare.com/

