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Business Valuation Benchmarks

There are four main approaches that can be used to value a minority interest.  

In this article, we address the following:  
�����7YV]PKL�H�IYPLM�Z\TTHY`�VM�LHJO�VM�[OL�HWWYVHJOLZ�HUK�OPNOSPNO[�[OLPY�THPU�HK]HU[HNLZ
   and disadvantages; 
�L[�V\[�[OL�MHJ[VYZ�`V\�ZOV\SK�JVUZPKLY�^OLU�LZ[PTH[PUN�[OL�SL]LS�VM�+PZJV\U[�MVY�3HJR�VM:��
���4HYRL[HIPSP[`��¸+364¹��VM�H�TPUVYP[`�PU[LYLZ[��IV[O�MHJ[VYZ�[OH[�^PSS�PUJYLHZL�HUK�VY�
���KLJYLHZL�[OL�+364�"�HUK
�`]WSHPU�OV^�`V\�^V\SK�LZ[PTH[L�[OL�+PZJV\U[�MVY�3HJR�VM�*VU[YVS��¸+36*¹��VM�[OL�TPUVYP_,��
   interest.

Valuation approaches

Valuing a minority interest: Have you 

considered all methods and factors?

Approach Advantages / Disadvantages

1. Value by comparison 
to previous arm’s length 
transaction of minority 
interests, typically in the 
subject company being 
valued, or in comparable 
companies, if transaction 
information is available. 

;OL� ÄYZ[� WVPU[� VM� JHSS� ZOV\SK� HS^H`Z� IL� [V� SVVR� H[� [OL�
previous transactions in the shares of the subject 
company.  The previous transactions must meet the 
KLÄUP[PVU� VM� MHPY� THYRL[� ]HS\L� �VY� [OL� ]HS\L� KLÄUP[PVU�
Z[PW\SH[LK�PU�[OL�:OHYLOVSKLY»Z�(NYLLTLU[�PM�P[�PZ�KPMMLYLU[�
P�L�� MHPY� ]HS\L��� � ;OPZ� HWWYVHJO� OHZ� [OL� HK]HU[HNL� VM�
JHW[\YPUN� IV[O� +PZJV\U[� MVY� 3HJR� VM� 4HYRL[HIPSP[`�
�¸+364¹��HUK�+PZJV\U[�MVY�3HJR�VM�*VU[YVS��¸+36*¹����

6M[LU�[OPZ�PZ�]LY`�NVVK�L]PKLUJL�VM�]HS\L�

2. Estimate the control value 
for the subject company 
(using either the Market 
Approach and/or the Income 
Approach) and take explicit 
discounts for lack of control 
and lack of marketability 
from a pro rata control value 
for the subject company.

This is subjective in that the valuer needs to determine 
[OL� +36*� HUK� +364�� HS[OV\NO� [OLZL� KPZJV\U[Z� JHU�
IL� Z\WWVY[LK� ^P[O� LTWPYPJHS� L]PKLUJL� �ZLL� JVTTLU[Z�
ILSV^����

Generally, depending on the size of the holding, it is 
preferable to use the minority interest income stream 
PUZ[LHK�HZ�PU�����ILSV �̂��
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3. Capitalise or discount the 
JHZO�ÅV^�[OH[�PZ�H]HPSHISL�[V�
the minority interest holding, 
and apply a Discount for 
Lack of Marketability. The 
JHZO�ÅV^�H]HPSHISL�[V�H�
minority interest is dividends, 
therefore you need to project 
the dividend payments from 
the forecasts in the near 
future and discount them 
based on dividend yields 
on guideline publicly listed 
companies, operating in 
the same industry, and 
^OPJO�JHU�IL�JVUZPKLYLK�
reasonably comparable to 
the subject company.

The main advantage of this approach is that it does 
UV[� YLX\PYL�HU�L_WSPJP[�+36*��ILJH\ZL� [OPZ�KPZJV\U[� PZ�
PUOLYLU[�PU�[OL�JHZO�ÅV^�Z[YLHTZ�\ZLK�PU�[OL�]HS\H[PVU��
^OPJO� HYL� TPUVYP[`� PU[LYLZ[� JHZO� ÅV^Z�� � /V^L]LY�� [OL�
disadvantage is that it assumes current policies will last 
PU�WLYWL[\P[`��L�N��KP]PKLUK�KPZ[YPI\[PVUZ����

>OLU�LZ[PTH[PUN�[OL�+364��`V\�ZOV\SK�LUZ\YL�[OH[�`V\�
JVUZPKLY�HSS�[OL�MHJ[VYZ��ZLL�ILSV^��

4. Apply multiples derived 
from publicly listed compa-
nies for the minority income 
Z[YLHT�Z\JO�HZ�5L[�7YVÄ[�
After Tax and take a discount 
for lack of marketability.

;OL�THPU�HK]HU[HNL�PZ�[OH[�P[�KVLZ�UV[�ULLK�HU�L_WSPJP[�
+36*�� HUK� PZ� H� ^LSS�LZ[HISPZOLK� [YHKP[PVUHS� WYHJ[PJL���
/V^L]LY�KPZJV\U[Z�^PSS�IL�YLX\PYLK�MVY�V[OLY�KPMMLYLUJLZ�
to the subject company, including, but not limited, to the 
+PZJV\U[�MVY�3HJR�VM�4HYRL[HIPSP[ �̀�

Determining a Discount for Lack of Marketability (“DLOM”)

4HYRL[HIPSP[`� PZ�[OL�HIPSP[`�[V�X\PJRS`�JVU]LY[�WYVWLY[`�[V�JHZO�H[�TPUPTHS�JVZ[�� �;OL�+364�
PZ�[OL�HTV\U[�VY�WLYJLU[HNL�KLK\J[LK�MYVT�[OL�]HS\L�VM�HU�V^ULYZOPW�PU[LYLZ[�[V�YLÅLJ[�[OL�
YLSH[P]L�HIZLUJL�VM�THYRL[HIPSP[ �̀��

0M�̀ V\�]HS\L�H�JVTWHU`�IHZLK�VU�H�+P]PKLUK�@PLSK�HWWYVHJO�VY�\ZPUN�W\ISPJ�JVTWHU`�T\S[PWSLZ�
MVY�[OL�TPUVYP[`�PUJVTL�Z[YLHT��57(;���[OLZL�YLWYLZLU[�H�TPUVYP[`�PU[LYLZ[�[YHKLK�]HS\L���;O\Z��
[OPZ�]HS\L� PZ�VUL� PU�HU�HJ[P]L� [YHKPUN�THYRL[�^OLYLI`�[OL�TPUVYP[`�OVSKLY�JHU� PUZ[HU[S`�ZLSS�
ZOHYLZ�^P[OPU�H�MYHJ[PVU�VM�H�WVPU[�VM�[OL�SHZ[�YLWVY[LK�ZHSLZ��HUK�JHU�YLJLP]L�JHZO�^P[OPU���
business days.  This is not the case with a minority shareholding in a private company.

>L�SVVR�[V�[OL�<UP[LK�:[H[LZ�MVY�LTWPYPJHS�L]PKLUJL�VM�+364��HUK�[OL�TVZ[�JVTTVU�ZV\YJLZ�
PUJS\KL��I\[�HYL�UV[�SPTP[LK�[V��[OL�9LZ[YPJ[LK�:[VJR�HUK�7YL�076�Z[\KPLZ����;OLYL�PZ�HSZV�JHZL�
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SH^�PU�[OL�<:�[OH[�JHU�WYV]PKL�ZVTL�\ZLM\S�N\PKHUJL�HZ�[V�[OL�+364�WLYJLU[HNLZ�[OL�JV\Y[Z�
accepted in particular cases, and the factors they considered relating to the minority interests 
�^L�OH]L�ZLLU�KPZJV\U[Z�YHUNL�MYVT�����[V� �����

(�THQVY�JVUZPKLYH[PVU�̂ OLU�LZ[PTH[PUN�[OL�+364�PZ�[OL�L_WLJ[LK�[PTL�[V�SPX\PKP[`�L]LU[�PU�[OL�
TPUVYP[`�ZOHYLZ��ZPUJL�[OL�NYLH[LY�[OL�[PTL�L_WLJ[LK�[V�ZLSS�H�TPUVYP[`�PU[LYLZ[��[OLU�[OL�OPNOLY�
the discount and vice versa, as evidenced in the empirical data.

0U�X\HU[PM`PUN�[OL�+364��̀ V\�ZOV\SK�H[�SLHZ[�JVUZPKLY�[OL�MVSSV^PUN�MHJ[VYZ��IYPLÅ`�Z\TTHYPZLK�
MYVT�<:�JHZL�SH �̂�PU�YLSH[PVU�[V�`V\Y�Z\IQLJ[�JVTWHU`�HUK�H�TPUVYP[`�OVSKPUN�[OLYLPU�

Factors decreasing the size of the 

discount

���4PUVYP[`�OHZ�W\[�YPNO[Z�VY�MH]V\YHISL
   terms in a buy-sell agreement
P]PKLUK�7H`TLU[Z+��
]YHJ[P]L�JVTWHU`���WYVÄ[HIPSP]])�� �̀�NYV^[O����
   prospects
]YHJ[P]L�PUK\Z[Y`���WYVÄ[HIPSP]])�� �̀�NYV^[O�
   prospects
`]VVK�WYVZWLJ[Z�MVY�ZHSL�VM�[OL�TPUVYP.��
   interest
��3HYNL�WVVS�VM�H]HPSHISL�I\`LYZ
���4PUVYP[`�OHZ�NVVK�HJJLZZ�[V�YLSPHISL
   information (I.e.. Company is audited 
   therefore good information)

Factors increasing the size of the 

discount

��9LZ[YPJ[P]L�[YHUZMLY�WYV]PZPVUZ�PU�WSHJL

��5V�KP]PKLUK�WYVZWLJ[Z
`UH[[YHJ[P]L�JVTWHU>��

`UH[[YHJ[P]L�PUK\Z[Y>��

��5V�WYVZWLJ[�MVY�ZHSL

�L^�PKLU[PÄHISL�I\`LYZ-��
���7VVY�HJJLZZ�[V�PUMVYTH[PVU�VY�\UYLSPHISL
   information.  

Empirical support for a Discount for Lack of Control 

(“DLOC”)

;OLYL�HYL�UV�LTWPYPJHS�Z[\KPLZ�H]HPSHISL�YLSH[PUN�[V�+36*�MVY�TPUVYP[`�PU[LYLZ[Z���
0[�PZ�PTWVY[HU[�[V�UV[L�[OH[�[OL�+36*�PZ�[OL�PU]LYZL�VM�[OL�*VU[YVS�7YLTP\T��HZ�ZOV^U�ILSV^!�

(Z�Z\JO��PU�VYKLY�[V�X\HU[PM`�[OL�+36*��`V\�ZOV\SK�[`WPJHSS`�ZLLR�[YHUZHJ[PVU�L]PKLUJL�
MVY�*VU[YVS�7YLTP\TZ�WHPK�PU�[OL�PUK\Z[Y`�VM�[OL�Z\IQLJ[�JVTWHU �̀��-YVT�[OLZL�*VU[YVS�
7YLTP\TZ��`V\�JHU�[OLU�PTWS`�[OL�+36*��


