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Introduction

Valuation blends models with judgment, whereas bias can distort projections and price...

Valuation sits at the intersection of art and science. On one hand, it is grounded in
structured financial models such as discounted cash flow analysis, comparables, and
asset-based approaches, all of which provide a framework for estimating value. These
methods rely on established principles of finance, including time value of money, risk
assessment, and expected returns, giving valuation a strong scientific foundation.

However, valuation is never purely mechanical. The outputs of any model are only as
reliable as the quality of assumptions that underpin them. Forecasted revenue growth,
operating margins, discount rates, and terminal values are not observable facts, they are
judgments about an uncertain future. This is where the human element (the arts)
becomes central, and where bias can quietly enter the process.

Cognitive biases, incentive pressures, and organisational expectations often shape how
assumptions are formed. Optimism bias may lead to overly aggressive growth
projections, while anchoring bias can cause analysts to rely too heavily on historical
trends. In corporate settings, these biases may be reinforced by performance targets,
deal incentives, or stakeholder expectations, subtly distorting forecasts without explicit
intent.
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The consequences of such distortions can be significant. Biased valuations can lead to
overpayment in acquisitions, misallocation of capital, and flawed investment decisions.
They can also result in missed strategic opportunities and weakened investor
confidence. Over time, repeated mispricing erodes trust in both financial reporting and
managerial decision-making.

In this context, valuation becomes more than a technical exercise; it reflects
exceptional judgment. Managing bias is therefore not optional; it is essential to ensuring
that projections translate into credible prices.

Ultimately, the challenge for practitioners is not eliminating subjectivity, but managing it.
Robust valuation processes, transparent assumptions, independent review
mechanisms, and scenario analysis all play a role in reducing distortion.

By acknowledging the dual nature of valuation as both art and science, organisations
can better bridge the gap between projections and price, ensuring decisions are
grounded in both rigor and reality.
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Common types of biases!/2

Overconfidence bias

Overconfidence bias is the tendency to overestimate assumptions which ultimately affects
the forecast and valuation outcomes. The effect is rarely linear. A modest 3—-5%
overstatement in revenue growth or margin assumptions can, through compounding and
terminal value sensitivity, translate into a 20-30% uplift in valuation, depending on model
structure and assumptions, particularly under the Discounted Cash Flow (DCF) valuation
approach. In addition, forecast ranges become usually narrow, emphasising
overconfidence in the output.

This bias typically manifests at the core of the model including revenue growth
assumptions, margin expansion, and terminal value construction. In a recent case,
management projected over 100% revenue CAGR based on planned capacity expansion,
despite limited evidence of market absorption or contracted demand from off-takers. In
addition, the model reflected strong margin expansion, assuming operational efficiencies,
scale seamlessly but with no downside scenarios or execution risks.

Investors relying on such projections risk overpaying for growth that is not yet validated.
More critically, capital allocation decisions based on overstated cash flows can result in
subsequent write-downs, impaired returns, and erosion of investor confidence.
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Anchoring bias

Anchoring bias is the reliance on an initial reference point which disproportionately
shapes subsequent valuation judgments. Anchoring often presets expectations before
the model is even built, through prior funding rounds, management guidance, or early-
stage negotiation signals. It then influences both DCF calibration and multiples
selection.

How does this distort output? Rather than valuation informing price, the process is
reversed: Models are implicitly prepared to justify a pre-determined range. This is often
seen in reverse-engineered discount rates, selectively chosen comparables and lack of
adjustment for differences in scale, geography or risk. Essentially, the result is not an
independent valuation, but a validated anchor.

A case example is where management indicates that initial investor discussions have
been centered around a N120 billion valuation. Subsequent modelling aligns closely
with this range, selected peer multiples are in the upper quartile, company-specific
discounts are not considered, and discount rates are adjusted downward to support the
implied equity value.

Anchoring creates a false sense of market validation. Investors may unknowingly
contribute to market pricing driven more by narratives than fundamentals, increasing
the risk of mispricing and limiting downside protection.
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Common types of biases/2

Confirmation bias

Confirmation bias is the tendency to prioritise information that supports an existing view
while discounting contradictory evidence. In valuation, this results in models that are
structurally one-sided rather than balanced assessments of risk and return.

This bias is most evident where comparable company sets are not assembled through a
neutral screening process but are instead cherry-picked, often skewed toward high-
growth or premium-valued peers. The outcome is a valuation that appears rigorous but is
inherently selective. As a result, risk is heavily discounted and valuation ranges are
biased upward.

In the same case illustration discussed under “overconfidence bias”, management
strongly believed the company deserved a premium valuation due to its anticipated
capacity expansion and projected growth trajectory. Consequently, the valuation process
placed greater emphasis on high-growth comparable companies, while less weight is
given to project execution risks, operational uncertainties, and company-specific
constraints.

In such instances, investors may rely on valuations that overstate growth potential while
inadequately reflecting execution and operational risks.
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Strategic misrepresentation (Incentive bias)

Strategic misrepresentation arises where valuation assumptions are deliberately
designed to support a desirable outcome rather than reflect a balanced assessment of
underlying economics. Unlike confirmation bias, which may arise subconsciously,
strategic misrepresentation is often incentive-driven and linked to fundraising
objectives, transaction negotiations, performance-linked compensation structures, or
exit expectations.

This bias is particularly evident where financial forecasts are positioned as negotiation
tools rather than objective analytical outputs. Revenue growth assumptions may be
deliberately accelerated, margin pressures understated, execution risks deferred, and
capital requirements minimised to support a targeted valuation outcome or transaction
narrative.

In merger and acquisition and capital raising environments, such practices may
materially distort the relationship between price and intrinsic value. Where
management projections are intentionally prepared to justify elevated valuation ranges
while downplaying operational constraints and execution risks. In such cases, investors
risk paying for performance levels that are structurally difficult to achieve.

Across all four biases discussed, the pattern is consistent: valuation outcomes are shaped by the assumptions embedded within the model. Consequently, addressing bias is
not a theoretical exercise, but a necessary condition for producing valuations that are credible, decision-useful and defensible.
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Implication of biases in financial projections and valuation

Biases influence financial projections and valuation by shaping the assumptions behind
financial forecasts. These assumptions drive the projections, which in turn directly
influence valuation outcomes. Additionally, bias can also show up in how valuation is
executed. Even when the right tools are used, what often matters more is how the results
are interpreted and combined.

Areas of impact:

@ Revenue growth assumptions: Optimism bias leads to growth rates projections that
are not aligned with the company’s fundamentals and market trends. This results in
overstated market share and underestimated competitive pressures, together
producing an inflated picture of future revenue generation.

® Cost and margin projections: Biases often understate operating costs while
overstating margins. Assumptions about operating leverage and staff-headcount
efficiency are typically optimistic, resulting in EBITDA margin projections that are
difficult to achieve.

® Working capital and capital expenditure: Biased projections typically understate
working capital requirements and maintenance capital expenditure. This results in an
overstated view of free cash flow generation and masks the underlying reinvestment
needs of the business, ultimately undermining the credibility and deliverability of long-
term plans.

@ Comparable companies and multiples selection: Peer selection introduces a
degree of subjectivity that can materially influence valuation outcomes. The inclusion
of higher-performing companies and exclusion of weaker peers can skew the implied
valuation range upwards. For instance, benchmarking against high-growth
international comparables, while omitting similar domestic operators, may inflate
applicable valuation multiples.
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® Method of triangulation and interpretation: DCF, trading multiples, and
precedent transactions are usually used together. Bias can appear when one result
is given more importance simply because it produces a more favourable valuation,
rather than because it is more appropriate. For example, a company may place
more emphasis on trading multiples because they give a higher valuation, even
when the DCF is more reliable, because it is based on cash flow expectations.

Discount rate and risk assumptions (WACC): Valuation is highly sensitive to
discount rate inputs. Bias can impact assumptions used to estimate risk, including
beta, equity risk premium, country risk, and capital structure. For example, using a
lower beta or a more favourable risk premium can reduce the discount rate and
increase valuation, even if the underlying business risk has not changed.
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Mitigation of biases

Forecasts produced and reviewed by the same team
carry an inherent conflict of interest.

Structural mitigations address this by redesigning
who challenges the numbers, and when.

Independent review hands the challenge function to
a team with no stake in the outcome. Knowing
scrutiny is coming changes behaviour upstream as
assumptions get documented, sensitivities tested,
uncomfortable scenarios questioned.

The devil's advocate role formalises what informal
challenge leaves to chance. One person mandated
to stress-test the forecast, not improve it. This role is
assigned and rotated, not volunteered and
permanent.

Blind analysis withholds contextual information from
reviewers until they form an independent view.
Knowing a forecast supports a deal biases
interpretation before assumptions are assessed.
Stripping the context, sponsor identity, headline
valuation, strategic stakes removes the social

Standardised templates enforce consistency across
business units by ensuring the use of same
structure, same line items, same sensitivity
requirements. When every forecast arrives in the
same format, gaps and omissions become visible
rather than hidden by presentation.

Documented assumptions create an auditable trail.
Every key input such as growth rate, margin
assumption, discount rate is recorded, versioned,
and attributed. This disciplines the forecaster and
gives reviewers something concrete to challenge
rather than a black box to accept.

Peer challenge sessions bring structured scrutiny
before a forecast reaches leadership. Unlike
informal feedback, these are scheduled, facilitated,
and mandatory which turns critique from a personal
act into a process requirement.

Awareness training teaches teams to name their
biases before they embed in the numbers.
Recognition is the first line of defense.

Building deliberate pauses into decision-making
processes for high-stakes projects creates room for
deeper challenge, reflection, and reassessment
before conclusions are finalised.

Diverse teams bring varied incentives,
backgrounds, and mental models to the forecast.
Where homogeneous teams converge, diverse
ones surface the assumptions worth questioning.

No single mitigation eliminates bias. The goal is not elimination, it is to build systems robust enough that bias is caught, challenged, and corrected before it reaches the price.
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During our recent webinar, survey polls were conducted among valuation practitioners across investment banking, venture capital and private equity and financial advisory to assess
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their approach to managing forecasting biases. The survey results were segmented and analysed to provide insights into the differing approaches adopted by market participants.

Q1: In your experience, how often do forecasts/projections remain valid for the
forecast period post-transaction?

Frequently

Rarely

Occasionally

Q2: When reviewing a management model, where do you spot the most
aggressive optimism bias?

The top line trap:

Survey responses show that optimism bias in management models is overwhelmingly
concentrated in revenue growth assumptions, cited by 67% of participants, with margin
expansion a distant second at 28%. By contrast, working capital and capital
expenditure assumptions were rarely identified as sources of aggressive bias.

For valuation professionals, this finding highlights the need to critically assess market
sizing, penetration rates, and competitive positioning within revenue forecasts, as even
minor biases at the top line can significantly distort valuation outcomes.

The myth of the base case:

The poll results reveal a significant credibility gap in financial forecasting, with 86% of
practitioners reporting that projections only "occasionally" or "rarely" remain valid post-
transaction. This overwhelming consensus confirms that models are frequently "priced
for perfection," failing to account for biases, real-world integration friction and
macroeconomic volatility. For valuation professionals, this data underscores the danger
of relying on a single deterministic “base case" and highlights a critical need to pivot
toward probabilistic modeling and rigorous historical benchmarking to bridge the gap
between aspirational narratives and post-deal reality.
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Working capital

Understated capital
expenditures

Margin Growth

Revenue Growth
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Q3: When you receive a forecast that feels overly optimistic, what is your primary
method for adjusting the valuation?

Key findings How KPMG can help Key contacts

Q4: What is the biggest roadblock you face when trying to mitigate or push back
on biased projections?

No adjustments; simply flag the risk qualitatively in
our memo/reports

Increase the discount rate (e.g., adding a higher 20%
Company Specific Risk Premium / Alpha). o
Adjust the cash flows directly (e.g., probability- 20%
weighted scenarios) °

Tight turnaround times and compressed deal 8Y%
schedules °

Difficulty in quantifying the exact numerical impact 17%
of the bias. °
Lack of reliable external benchmarking data for the 29%
specific sector/niche. °

Responding to overly optimistic forecasts:

Professionals largely prefer a balanced, multi-pronged approach when addressing overly
optimistic management forecasts. Nearly half of respondents (48%) indicated they adjust
valuations using a combination of cash-flow adjustments and discount-rate
modifications, reflecting an understanding that optimism bias can affect both expected
performance and perceived risk.

Overall, the findings point to a clear preference for embedding skepticism directly into
valuation mechanics, rather than treating optimism bias as a purely disclosure-level
issue.
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Barriers to challenging biased projections:

Research shows that the primary obstacle to mitigating biased projections is not
technical capability, but stakeholder dynamics. Nearly half of respondents (46%) cited
pushback from management as the biggest roadblock, highlighting the influence of
incentives, deal pressure, and ownership of forecasts on valuation discussions. A
further 29% pointed to the lack of reliable external benchmarking data, particularly in
niche sectors, which can weaken the evidential basis for challenging assumptions.

This suggest that effective bias mitigation requires not only analytical rigor, but also
strong governance, clear communication, and the ability to anchor valuation judgments
in credible, independent evidence.
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Key findings from survey®/3

Q5: How formalised is your organisation’s back-testing process for forecasts and
pricing assumptions?

We review past forecasts occasionally, but not in a
structured way.

We rarely (or never) conduct detailed back-test 21%

We focus more on reforecasting than back-testing. 26%

We have a structured, documented back-testing
process embedded in governance.

g

Maturity of back-testing practices remains mixed:

Results suggest that while back-testing is recognised as important, its application
remains uneven across organisations. Just over a third of respondents (37%) indicated
that they have a structured and documented back-testing process embedded within
governance, pointing to a growing emphasis on accountability and learning from forecast
accuracy. This highlights a clear opportunity for valuation and corporate finance teams to
strengthen feedback loops between historical outcomes and forward-looking
assumptions. More robust back-testing frameworks can play a critical role in identifying
recurring biases and improving forecast discipline.
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The survey results show a clear gap between the importance of
projections in valuation and the confidence that professionals have in
their long-term accuracy, especially regarding overly optimistic revenue
estimates. While valuation experts often adjust their models to address
this risk, they face challenges such as governance issues, behavioral
dynamics, and inconsistent back-testing practices.

To improve the credibility of valuations, organisations should implement
stronger review processes, systematic back-testing, and independent
benchmarking within their valuation governance frameworks. This will
help ensure that future assumptions are clear and accountable.
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How KPMG can help

Reliable independent valuations:
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We provide board-ready advice throughout the deal cycle, delivering fairness opinions, as well as accounting,
tax and regulatory valuations, all of which can withstand scrutiny from investors, auditors and regulators.

Financial modelling and scenario analysis fit for decision-making purposes:

We combine in-depth sector knowledge with advanced analytics, simulation tools and visualisation techniques
to model various tariff scenarios and assess the impact on cash flows, cost of capital and enterprise value.
Strategic support focused on value:

Whether you are financing growth, navigating restructuring, resolving disputes, or setting up value-based
management systems, we help you unlock, protect, and maximise value across your organisation.
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Dolapo Adeosun Gbolahan Ashagbe Amos Donkor
Partner, Transaction Services Associate Director & Head, Valuations Associate Director,
Deal Advisory Deal Advisory Deal Advisory

KPMG West Africa KPMG West Africa KPMG West Africa

E: dolapo.adeosun@ng.kpmg.com  E: gbolahan.ashagbe@ng.kpmg.com E: ADonkor@kpmg.com

Contributors (KPMG West Africa)

Segun Adewumi Collins Obinwa Franklyn Onyejesi Michael Abiona
Assistant Manager Experienced Senior Associate Associate Experienced Analyst
Deal Advisory Deal Advisory Deal Advisory Deal Advisory

Guest Contributor

David Brown

Managing Partner,
Dbrown Consulting
E: david@dbrownconsulting.net
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Experienced Analyst
Deal Advisory

How KPMG can help

Key contacts

4 fa D


mailto:gbolahan.ashagbe@ng.kpmg.com

	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12

