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247–251

Howard v. Shay, 74, 93, 100, 231–232,

340–341, 343

Howell v. Howell, 81, 234

Huber v. Commissioner, 227–228

Hubris factor, 65

Hypothecation, 206

IBA Market Database, 334

Income approach:

asset appraisal in fee-simple interest

using, 377

control premiums/minority discounts

affected by, 26–27, 39

fair value for financial reporting using,

365–366

level of value affected by, 8–9, 26–27

Quantitative Marketability Discount

Model based on, 213–223

size effect within, 323–327

Income capacity value, 310–311

Income taxes, 38, 70–74, 273–274, 308

Industry:

control premiums by, 51–53, 62–63

pre-IPO discounts by, 159–160

Information access and reliability, 29–30,

115

Initial public offerings (IPOs):

restriction of share resales in, 416,

420

studies of pre-IPO discounts for lack of

marketability, 90–92, 128–180, 182–

185, 192, 410–411

In re 75,629 Shares of Common Stock of

Trapp Family Lodge, Inc., 78, 282

In re Dissolution of Bambu Sales, Inc.,

330–331

In re Emerging Communications, Inc.

Shareholders Litigation, 331

In re Frezzo, 82, 283

In re Harvey, 394

In re Penepent, 352–353

In re the Marriage of Buchanan,

271–272

In re the Marriage of Connor, 235

In re the Marriage of Deviny, 286

In re the Marriage of Hay, 283–284

In re the Marriage of Nelson, 271

In re the Marriage of Tofte, 236, 244

In re Valuation of Common Stock of

Penobscot Shoe Company, 79

Institutional purchasers:

blockage discounts affected by, 121

definition of, 443–444

discounts for lack of marketability by,

96–97
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Institutional purchasers: (Continued )

SEC Institutional Investor Study on, 96–

99, 192, 193, 194–195, 196, 426–428

SEC Rule 144A affecting, 90, 442–447

Insurance, 301

Interests:

assignee, 312–313

controlling, 200–211, 241–246, 251–

253, 312, 399 (see also Control;

Control premiums)

fee-simple, 374–375, 376–379

50 percent, 24–25

limited liability companies, 306–322

limited partnership (see Limited

partnership interests)

majority, 16

minority (see Minority interests)

partnership, 7, 188–189, 230–231, 312,

399 (see also Limited partnership

interests)

undivided, 373–395

unity of, 374

Internal Revenue Service (IRS):

on limited partnerships, 308, 309

on partition actions, 386

recognition of discounts for trapped-in

capital gains taxes by, 279–280

recognition of empirical marketability

discount studies by, 92–93, 424–429

recognition of key person discounts by,

263–264

Revenue Ruling 77-287 by, 92, 424–429

on valuation of restricted securities, 92,

424–429

In the Matter of Markman, 356–357

Investment Company Act (1940), 426

Investment letter stock, 425. See also

Restricted stock/securities

Investment value, 11, 64, 398

Investor’s Guide to Closed-End Funds,

The, 414

IPOs. See Initial public offerings (IPOs)

IRS. See Internal Revenue Service (IRS)

ITT, 293

Jahn v. Kinderman, 356

Jefferies, Spencer, 189

Jin, Justine, 209

John Emory pre-initial public offering

discount studies, 128–180, 192, 410–

411

Johnson, Bruce, 110

Johnson Study, 110, 111, 196, 198

Johnson v. Johnson, 355

Joint tenancy, 373–374, 376

Kaiser v. Kaiser, 284

Kaplan, Steven, 65

Kapp v. Kapp, 304

Keating v. Keating, 356

Kerr v. Commissioner, 316

Key person discounts/premiums:

court cases on, 266–274

empirical data supporting, 261–263

factors affecting magnitude of,

264–265

IRS recognition of, 263–264

in marital dissolutions, 270–272, 346

quantifying, 265–266

reasons for, 260–261

Kimbell v. United States, 317

King, David, 325, 329

King v. F.I.J., Inc., 78

Knight v. Commissioner, 298, 316

Knotts v. Knotts, 285

Knott v. Commissioner, 315

Koeplin, John, 208

Koeplin, Sarin, and Shapiro Study, 208

Korpacz Real Estate Investor Survey, 388,

415

Kosman v. Commissioner, 255

Kramer, Yale, 246

Lack of control, 5–7, 375, 379–380, 382–

386. See also Discounts for lack of

control; Minority interests

Lack of marketability, 5–8, 86–87, 375,

379–380, 382–386. See also

Discounts for lack of marketability;

Liquidity

Lappo v. Commissioner, 230

Laro, David, 92

Larson, James A., 261

Larson/Wright Study, 261–262

Lawson Mardon Wheaton, Inc. v. Smith,

233–234
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Lease, McConnell, and Mikkelson Study,

246

Lease, Ronald, 246

Le Beau v. M. G. Bancorporation, Inc.,

333

Lee, Mark, 34–35

LeFrak v. Commissioner, 315

Legal cases. See Courts/court cases

Legal constraints, 25. See also Regulations

Legal costs, 206

LeRoy v. LeRoy, 332

Level of value, 8–9, 26–28

Liddle v. Liddle, 285–286

Limited liability companies interests. See

also Limited partnership interests

discounts for lack of control of, 311–315

discounts for lack of marketability of,

312–315

income capacity of, 310–311

minority, 306–307, 311–313

ownership of, 309–310

tax considerations for, 309

underlying adjusted net asset value of,

310

valuation of, 306–322

Limited partnership interests. See also

Limited liability companies interests

courts cases on valuation of, 315–321

discounts for lack of control of, 189–

190, 311–315, 383–386

discounts for lack of marketability of,

231–232, 312–315, 383–386

discounts from net asset value of, 66,

412–413

distributions by, 188–189, 311

income capacity of, 310–311

minority, 306–307, 311–313

ownership of, 309–310

publicly registered, 190, 313–314

public vs. private, 190

real estate, 187–190, 319

tax considerations for, 308–309, 316–

321

underlying adjusted net asset value of,

310

valuation of, 187–190, 306–322

Liquidity. See also Degree of

marketability; Lack of marketability

benchmark based on, 86

definition of, 92–93

marketability vs., 7, 202

of minority interests in publicly traded

companies, 6–7, 29, 31

prospects for, 191–193 (see also

Holding period)

relative degrees of, 31–32, 33, 34

of restricted stock, 89

LiquiStat database, 88–89, 111, 113–117,

411

Litigation discounts, 302, 303–304

Litman v. United States, 125–126, 273–

274

Maher, J. Michael, 101

Maher Study, 101

Majority control, 16. See also

Supermajority requirements

Majority interests, 16. See also Controlling

interests

Manacher v. Reynolds, 251, 254–255

Management, 25, 206, 260–274

Management Planning Study, 104–110,

192, 194, 195–196, 197

Mandelbaum v. Commissioner, 3, 92, 227,

231

Marital dissolutions:

active vs. passive appreciation in, 347

contingent liability discounts in, 304

control premiums/minority discounts in

valuation for, 38, 80–82, 345

discount for personal goodwill in, 346–

347

discounts for lack of control in, 346

discounts for lack of marketability in,

234–237, 243–244, 345–346

discounts for trapped-in capital gains

taxes in, 283–286

key person discounts in, 270–272, 346

size premiums in, 332

undivided interest discounts in, 394

voting vs. nonvoting stock in, 258, 346

Marketability:

benchmarks for, 86–87, 202, 399–400

definition of, 92–93

degree of, 5–8 (see also Lack of

marketability; Liquidity)
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Marketability: (Continued )

factors affecting, 87

lack of, 5–8, 86–87, 375, 379–380, 382–

386 (see also Discounts for lack of

marketability; Liquidity)

liquidity vs., 7, 202

security values affected by restrictions

on, 416–422

Market approach:

control premiums/minority discounts

affected by, 27–28, 39, 398–399

fair value for financial reporting using,

367

level of value affected by, 9, 27–28

size effect within, 325, 328–329

Market conditions, 110

Market exposure, 122, 210

Market makers, 121

Mart v. Severson, 358

Matthew G. Norton Co. v. Smyth, 233,

282–283

Matthews, Gilbert E., 35–36, 251

McCann Ranch, Inc. v. Quigley-McCann,

77

McCarter, Mary, 32

McCauley v. Tom McCauley & Son, Inc.,

355

McConnell, John, 246

McCord v. Commissioner, 230

Mercer, Chris, 31, 64, 201, 279

Mergent, 335

Mergers and acquisitions:

hubris factor in, 65

market approach for (see Guideline

merged and acquired company

method)

premiums paid in, 41–62

sources of data on, 334–335

state voting requirements on, 21–23

stock market relationship to market for,

34–35, 36

as synergistic transactions, 38, 64, 368–

369, 398

Mergerstat/BVR Control Premium Study:

announcement/closing dates and equity

value in, 45–47

company descriptions in, 54–58

contact information for, 334, 410

control premiums by industry in, 51–53,

62–63

control premiums in, 49–65

definition of terms for, 42–45

description of, 410

on premiums paid in acquisitions, 41–62

on private vs. public company

acquisition multiples, 207–208

purchase price per share in, 47–49

statistical problems with, 63–65

target financials in, 58–60

target multiples in, 61–62

Mergerstat Review, 334

Mexic v. Mexic, 235

Meyers, Roy, 104

Michael v. Michael, 236

Mikkelson, Wayne, 246

Minority discounts. See also Discounts for

lack of control

in bankruptcy cases, 82

control premium relation to, 16–17

court cases accepting, 70–73, 74–75,

79–80, 81–82

court cases rejecting, 73–74, 76–78, 80–

81, 232

data resources on, 410

definition of, 16

discount for lack of control vs., 69

in ESOP cases, 74–75, 343–344

factors affecting, 18–25

federal tax valuation affected by, 38, 70–

74

in marital dissolution cases, 38, 80–82

percentage discounts from net asset

value as proxy for, 66

publicly traded minority stock prices

reflecting, 29–37

purpose of valuation affecting, 37–38

in shareholder dispute cases, 75–78

in shareholder oppression cases, 351–

354, 355

valuation approach affecting, 25–28, 39,

398–399

Minority Interest Discount Database, 188,

412–413

Minority interests. See also Lack of

control; Minority discounts

controlling interests vs., 201–202, 399
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court cases on marketability discounts

for, 225–238

definition of, 16

director election by, 25

discount database on, 188, 412–413

discounts for lack of marketability for,

86–94, 186–198, 201–202, 213–223,

225–238

in limited partnerships/limited liability

companies, 306–307, 311–313

liquidity of, 6–7, 29, 31

oppression of (see Shareholder

oppression)

portfolio discounts for, 292

private vs. public, 31

publicly traded stock prices for, 29–37

QMDM valuation of, 213–223

shareholder level discounts/premiums

reflecting, 6–7

voting vs. nonvoting stock prices for,

246–251

Model Business Corporation Act, 11, 75–

76, 355

Moore v. Commissioner, 315

Morningstar, 323–327, 329, 388, 414

Moroney, Robert, 101

Moroney Study, 101, 102

Much, Paul, 247

Murphy v. U.S. Dredging Corp., 357

Mutual funds, 66, 100–101, 314, 413–414

NAREIT Industry Data & Performance,

413

Nath, Eric (Nath hypothesis), 28, 29, 31,

32

Nebel v. Southwest Bancorp., 79

Negative premiums, 51, 63–64

Net asset value:

as control value basis, 204

discounts from, 66, 412–414

of partnership interests, 188–189, 399

percentage discounts from, 66

of underlying assets/liabilities, 310, 399

Net asset value method, 28, 39

Newman, Derek, 265

New York Stock Exchange, 96–97

Noncontrolling interests. See Minority

interests

Nonhomogeneous assets discounts, 291–

298

Non-pro rata distributions, 216, 219

Northwest Investment Corp. v. Wallace,

79

Oatey v. Oatey, 81

Officer, Micah, 208

Officer Study, 208–209

Okerlund v. United States, 91, 92, 229,

258

Oliver, Robert, 104

Operational business enterprises, 380

Oppression of shareholders. See

Shareholder oppression

Options, 116, 339–340, 369–371

O’Shea, Kevin, 247

O’Shea and Siwicki Study, 247

Osteryoung, Jerome, 265

Over-the-counter reporting/nonreporting

companies, 96–97

Owens v. Owens, 284

Partition, 374, 376, 378, 379–380, 386–

388

Partner oppression. See Shareholder

oppression

Partnership interests, 7, 188–189, 230–

231, 312, 399. See also Limited

partnership interests

Partnership Profiles, Inc., 188, 383, 385,

412–413

Partnership Re-sale Discount Studies,

187–190, 192–193, 314, 383–385,

412

Payne v. Commissioner, 302

Pearson, Brian, 182

Peracchio v. Commissioner, 231

Percentage discounts, 66

Personal goodwill. See Goodwill

Phillips, Freeman Study, 207–208

Phillips, John, 207

Pittock, William, 101

Pluris Valuation Advisors LLC, 113

Pool of potential buyers, 193–194

Portfolio discounts, 291–298

Powell v. Anderson, 353

Pratt’s Stats, 334
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Pre-initial public offering discount studies:

IRS recognition of, 92–93

John Emory studies, 128–180, 192,

410–411

overview of, 90–91, 410–411

Valuation Advisors study, 182–185, 411

Premiums:

acquisition, 16, 32, 35–36, 38, 41–62,

64, 382 (see also Control premiums)

American Society of Appraisers on, 12–

13

appraisals impacted by, 2–3

control (see Control premiums)

entity/enterprise level, 2–4, 213–223,

261, 291

errors in applying, 397–402

information access and reliability

affecting, 29–30, 115

key person, 260–274, 346

negative, 51, 63–64

public company data to quantify, 9–10,

41–62

shareholder level, 2, 4–8, 213–223

size, 323–334

standards of value affecting, 10–12, 38,

365–369

for swing vote potential, 24

for voting vs. nonvoting stock, 245–258

Present value discount rate, 387–388

Price differentials, 245–258. See also

Discounts; Premiums

Price pressure, 122

Price stability, 109, 120

Price trends, 121

PriceWaterhouseCoopers, 388, 415

Privately traded companies:

acquisition multiples of, 207–210

discount for lack of control in, 31

discount for lack of marketability of,

89–91

initial public offerings of (see Initial

public offerings)

key person discounts/premiums in, 260–

274

limited partnerships as, 190

premiums paid in acquisitions of, 64

Private placement stock, 425. See also

Restricted stock/securities

Private transactions:

of blocks of stock, 122

restricted stock sold in, 88–90, 101,

103–111, 113–116

Product liability discounts, 300–301

Professional and administrative costs, 205–

206

Pro Finish USA Ltd. v. Johnson, 232

Profitability, 195–196. See also Earnings

Property taxes, 308

Public company data, 9–10, 41–62. See

also Empirical data

Publicly registered limited partnerships,

190, 313–314

Publicly traded companies:

acquisition multiples of, 207–210

initial public offerings of (see Initial

public offerings)

key person discounts in, 262–263

limited partnerships as, 190, 313–314

market approach for (see Guideline

publicly traded company method)

minority stock prices reflecting control

value in, 29–37

premiums paid in acquisitions of, 41–

62, 64

restricted stock of, 88–90, 95–111

Public market benchmarks. See

Benchmarks

Public offering value, 204

Pueblo Bancorporation v. Lindoe, Inc., 76,

232

Put options, 339–340

Quantitative Marketability Discount

Model (QMDM), 213–223

Rapid-American v. Harris, 37

Rate of return, 26, 32, 387–388

Rattee v. Rattee, 237

Real Estate Investment Trusts (REITs), 66,

293, 319, 382, 413

Real estate limited partnership interests,

187–190, 319

Real Estate Operating Companies, 413

Real Estate Report, 388, 415

Real Estate Research Corporation, 388,

415
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Realty Stock Review, 413

Registered limited partnerships, 190, 313–

314

Registration, 88, 89–90

Regulations, 25, 92–93, 308

Regulatory agencies. See Internal Revenue

Service; Securities and Exchange

Commission

Reich v. Hall Holding Co., 74, 343

REITs (Real Estate Investment Trusts), 66,

293, 319, 382, 413

Reporting units, 363–371

Resale agreement provisions, 427, 429

Restricted stock/securities. See also

Restricted stock studies

databases on, 88–89, 104, 111, 113–116,

411

definition of, 425, 432

earnings affecting discounts on, 426,

428–429

holding period of, 89–90, 95–96, 434–

436

IRS on valuation of, 92, 424–429

liquidity of, 90

private transactions on, 88–89, 101,

103–111, 113–116

of publicly traded companies, 88–90,

95–111

SEC restrictions on sale of, 89–90, 95–

96, 421, 426, 430–447

Restricted stock studies:

biases in, 114

Columbia Financial Advisors Study as,

110–111, 191

discounts for lack of marketability

quantified using, 88–90, 92–93, 95–

111, 113–116, 382, 399–400

FMV Opinions Study as, 103–104, 191,

194, 196, 197, 411

Gelman Study as, 100

IRS recognition of, 92–93

Johnson Study as, 110, 111, 196, 198

LiquiStat database as, 88–89, 111, 113–

116, 411

Maher Study as, 101

Management Planning Study as, 104–

110, 192, 194, 195–196, 197

Moroney Study as, 101, 102

prospects for liquidity in, 191–193 (see

also Holding period)

SEC Institutional Investor Study as, 96–

99, 192, 193, 194–195, 196, 426–428

Silber Study as, 101, 103, 194, 421

Standard Research Consultants Study as,

101, 192, 193, 195, 197

summary/synopsis of, 89, 95–111, 411

Trout Study as, 100–101

Revenues. See Earnings; Sales of issuer

Revised Model Business Corporation Act,

75–76, 355

Richardson, Gordon, 209

Right of survivorship, 374

Risk factors:

discounts for lack of marketability

affected by, 96, 98–99, 108–109,

194–198, 206, 216, 218–222

earnings as, 96, 99, 108–109, 194–196

risk of achieving expectations as, 206

sales/size of issuer as, 96, 98, 106–107,

109, 196–198

size effect as, 323–334

undivided interest as, 375

RJE Corp. v. Northville Indus. Corp., 303

Robak, Espen, 113

Robertson v. United States, 73

Robert W. Baird & Co., Inc., 128–129, 131

Robinson, Chris, 246

Robinson, Rumsey, and White Study, 246–

247

Robinson v. Commissioner, 124

Rogers v. Rogers, 270–271

Roll, Richard, 65

Ronald v. 4-C’s Packaging Inc., 358, 359

Rumsey, John, 246

Rushton v. Commissioner, 124

Sale of assets, 18–21

Sales comparison approach, 377–378

Sales of issuer. See also Earnings

discounts for lack of marketability

affected by, 96, 98, 106–107, 109,

196–198

restricted stock discounts affected by,

426–427, 428–429

Sarin, Atulya, 208

S corporations, 288
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SEC. See Securities and Exchange

Commission (SEC)

Secondary market, 188, 189, 383

Securities. See Stock

Securities Act (1933), 425, 430

Securities and Exchange Commission

(SEC):

definition of restricted stock by, 425,

432

discount recognition by, 370

Institutional Investor Study, 96–99, 192,

193, 194–195, 196, 426–428

restrictions on restricted stock

transactions by, 89–90, 95–96, 421,

426, 430–447

Rule 144A by, 89, 95, 442–447

Rule 144 by, 89, 95, 421, 425,

430–442

Securities Exchange Act (1934), 425

Shapiro, Alan, 208

Shareholder disputes. See also Shareholder

oppression

control premiums in, 78–79

court cases on, 76–80, 232–234, 251,

254–255, 272–273, 282–283, 331–

332, 333

discounts for lack of marketability in,

232–234

fair value for, 11, 38, 75–80, 234, 350–

360

key person discounts in, 272–273

minority discounts in, 76–78, 79–80

size premiums in, 331–332, 333

trapped-in capital gains tax discounts in,

282–283

voting vs. nonvoting stock as issue in,

251, 254–255

Shareholder level discounts/premiums, 2,

4–8, 213–223

Shareholder oppression:

California cases on, 350, 357–359

case law on, 80, 234

Delaware cases on, 349–350, 359–360

discounts for, 350–357

dissolution for, 349–351, 357–359

statutes on, 24, 350, 357–359

Shares outstanding, 100, 110, 120

Shartsis, Arthur, 359

Shepherd v. Commissioner, 316, 392–393

Sieg Co. v. Kelly, 232

Silber, William, 101, 103

Silber Study, 101, 103, 194, 421

Siwicki, Robert M., 247

Size of distributions. See Distributions

Size of issuer, 96, 98, 106–107, 109, 196–

198. See also Sales of issuer

Size of transactions. See Transaction size

Size premiums:

court cases involving, 329–333

criticisms of, 329

income approach to, 323–327

market approach to, 325, 328–329

Standard Research Consultants Study, 101,

192, 193, 195, 197

Standards of value. See Fair market value;

Fair value for financial reporting;

Fair value for shareholder disputes;

Investment value

Starcraft Automotive Corporation, 131

States. See also Delaware courts

on control premiums, 78–80

on definition of fair value for

shareholder disputes, 75

on limited liability companies, 315

on limited partnerships, 307–308

on marital dissolution, 80–82, 234–237

on marketability discounts, 232–237

on minority discounts, 76–82

on shareholder disputes, 75–80, 232–

234

on shareholder oppression, 234, 349–

360

voting requirements in, 18–24

Stayer v. Stayer, 81–82

Steinberg v. Commissioner, 124

Stock:

control of (see Control)

discounts for lack of marketability of,

227–230, 416–422

employee (see Employee Stock

Ownership Plans)

marketability restrictions affecting

prices of, 416–422

minority discounts affecting prices of,

29–37

options on, 116, 339–340, 369–371
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private placement, 425

restricted (see Restricted stock/

securities)

underlying asset relation to, 7, 399

voting vs. nonvoting, 245–258

Stock exchanges. See Trading markets

Stock market, 34–35, 36, 96–97

Stock options, 339–340, 369–371

Stocks, Bonds, Bills and Inflation, Classic

Edition Yearbook, 414

Stocks, Bonds, Bills and Inflation,

Valuation Edition, 388, 414

Stone v. United States, 394–395

Stryker, Charles, 101

Studies. See also Empirical data

Bajaj Study, 230, 231

Bolten/Wang Study, 262–263

Columbia Financial Advisors Study,

110–111, 191

Control Premium Study, 398, 400

data resources on, 410–415

De Franco, Gavious, Jin, and

Richardson Study, 209–210

Financial Valuation Group Study,

251

FMV Opinions Study, 103–104, 191,

194, 196, 197, 411

Gelman Study, 100

Houlihan Lokey Howard & Zukin

Study, 247–251

John Emory pre-initial public offering

discount studies, 128–180, 192, 410–

411

Johnson Study, 110, 111, 196, 198

on key person discounts/premiums,

261–263

Koeplin, Sarin, and Shapiro Study,

208

Larson/Wright Study, 261–262

Lease, McConnell, and Mikkelson

Study, 246

LiquiStat database, 88–89, 111, 113–

117, 411

Maher Study, 101

Management Planning Study, 104–110,

192, 194, 195–196, 197

Mergerstat/BVR Control Premium

Study, 41–65, 207–208, 334, 410

Moroney Study, 101, 102

Officer Study, 208–209

O’Shea and Siwicki Study, 247

Partnership Re-sale Discount Studies,

187–190, 192–193, 314, 383–385,

412

Phillips, Freeman Study, 207–208

pre-initial public offering studies,

91–93, 128–180, 182–185, 192,

410–411

on public vs. private company

acquisition multiples, 207–210

restricted stock studies (see Restricted

stock studies)

Robinson, Rumsey, and White Study,

246–247

SEC Institutional Investor Study,

96–99, 192, 193, 194–195, 196,

426–428

Silber Study, 101, 103, 194, 421

on size effect, 323–327

Standard Research Consultants Study,

101, 192, 193, 195, 197

Trout Study, 100–101

on undivided interests, 382–389
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