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Section 1:
Introduction
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Introduction

• The concept of a control premium is familiar to most appraisers and 
many individuals (estate planning attorneys, others) that work 
frequently with business appraisers

• Control premium development and use has been the subject of 
divergence in practice

• Views on control premiums are changing as there is increasing 
recognition that premiums reflect transaction synergies and not 
simply the value of “control”

• A draft document on Market Participant Acquisition Premiums 
developed by a task force in conjunction with The Appraisal 
Foundation provides important insights on transaction premiums
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Key Definitions from International Glossary of 
Business Valuation Terms (IGBVT)

• Control—the power to direct the management and policies of a 
business enterprise.

• Control Premium—an amount or a percentage by which the 
pro rata value of a controlling interest exceeds the pro rata 
value of a noncontrolling interest in a business enterprise to 
reflect the power of control.
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Key Definitions from IGBVT

• Discount for Lack of Control—an amount or percentage 
deducted from the pro rata share of value of 100% of an 
equity interest in a business to reflect the absence of some 
or all of the powers of control.

• Minority Discount—a discount for lack of control applicable 
to a minority interest.

• Note subtle differences between lack of control and minority 
discounts which are similar but not identical concepts based 
on IGBVT definition
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Key Definitions AICPA Glossary of Additional Terms
SSVS No. 1 Appendix C

• Control Adjustment—A valuation adjustment to financial 
statements to reflect the effect of a controlling interest in a 
business. An example would be an adjustment to owners’ 
compensation that is in excess of market compensation.
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Key Definitions – Market Participant Acquisition Premium

• Market participant acquisition premium can be defined 
as the premium that describes the price paid by 
market participants in order to acquire a controlling 
interest.
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Historical Uses of Control Premiums

• Control premiums have been typically used in two different ways:
1. For the application of the Guideline Public Company Method of 

the Market Approach, “add” a control premium adjustment to the 
value developed based on guideline public company multiples to 
derive a control level value for a business enterprise

2. Use a control premium to develop a minority interest discount for 
the valuation of minority interest in the equity of a private 
company
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Possible Problems with Control Premiums

• Measurement date selection for measurement of the premium –
possible problems include:
• Has information on subject transaction leaked into marketplace
• Has other transaction activity in the industry pushed up prices to 

reduce premiums
• Potential synergies included in transaction can be difficult to 

estimate
• Relatively few transactions
• Transaction is from a different point in time and not the 

measurement date
• Form of consideration

• Valuation of stock included in the transaction
• Was contingent consideration included?
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Possible Problems with Control Premiums (cont’d)

• Preference to reflect items in cash flows rather than in
• Control premium
• Risk adjustment (for discount rate derivation)

• Most typically related to acquisitions of operating companies – does 
this reduce their meaningfulness in valuing an enterprise that is a 
“holding company”

 Why use if the guideline transaction multiple is available?



Contact Information

13

Insights on Importance of Cash Flows

• As subsequent discussion will make clear, there is a strong 
preference for capturing as much of the valuation process in cash 
flows rather than in other adjustments

• Appraisers have frequently used company specific risk 
adjustments to “adjust” projections for optimistic bias (or 
occasionally reduce a discount rate when projections are 
viewed as overly conservative)

• Control premium adjustments used to capture value of 
market participant synergies rather than model the market 
participant synergies directly

• The following slides present the FASB preference for capturing 
risk in cash flows rather than discount rate adjustments.  This 
concept can be applied to capturing a transaction premium in 
cash flows rather than what is essentially an adjustment to a 
pricing multiple (remember pricing multiples are simply a function 
of risk and growth or (1 / (k – g))
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Insights on Importance of Cash Flows – Forms of 
Projections

• ASC 820 notes there are two types of present value techniques:
—Traditional approach 
—Expected cash flow approach

• Traditional approach uses a specific set of cash flow 
projections
— Risk of achieving forecast cash flows is captured in the 

discount rate
— Discount rate includes risk free rate plus a risk premium (what 

factors are included in a possible company specific risk 
premium)

• Expected cash flow approach uses a composite set of expected 
cash flow projections which capture probabilities of scenarios. 
Expected cash flows are converted into a present value indication

• Expected (market composite) cash flows should reflect weighted 
expectation of market participants
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Insights on Cash Flows – Forms of Projections 
(cont’d)

• The traditional approach is more typically seen but the expected 
cash flow approach would be theoretically preferable.

• “The Board found the expected cash flow approach to be a 
more effective measurement tool than the traditional 
approach in many situations.  In developing a measurement, 
the expected cash flow approach uses all expectations 
about possible cash flows instead of the single most-likely 
cash flow.” (paragraph 45, Concepts Statement 7).

• While expected present value technique is technically 
preferable, as stated at paragraph 51 “Like any accounting 
measurement, the application of an expected cash flow 
approach is subject to a cost-benefit constraint.” 
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Section 2:
Insights from the MPAP Draft Document
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Market Participant Acquisition Premium (MPAP) -
Introduction

• The Appraisal Practices Board of The Appraisal Foundation released 
an Exposure Draft dated September 1, 2015, The Measurement and 
Application of Market Participant Acquisition Premiums (“MPAP 
Exposure Draft”).

• There is limited guidance and significant divergence in practice in 
the measurement and application of “control” premiums.

• Lack of understanding on whether the premium is being paid for:
• Control or
• Market participant synergies

• Control of the target entity allows the buyer to execute additional 
strategies that can increase value through:

• Increased cash flows
• Reduced risk
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MPAP - Contents of Exposure Draft on MPAP

• Background
• Introduction and Scope
• Market Participant Acquisition Premium
• Conceptual Considerations
• Business Characteristics Influencing MPAP
• Analytical Methods
• The Fair Value Context
• Selecting and Assessing MPAP – Examples
• Reconciliation of Market Capitalization (Revised Carrying Value 

Example)
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MPAP – Purpose of New Term

• The document introduces the term Market Participant 
Acquisition Premium (MPAP)

• The purpose of introducing this new term is twofold:
— to emphasize the importance of the market 

participants’ perspective when measuring fair value
— to distinguish this premium from the more general (and 

occasionally controversial) notion of the control 
premium
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MPAP – Definition

• Market participant acquisition premium can be defined as the 
premium that describes the price paid by market participants in 
order to acquire a controlling interest

• An MPAP is the difference between: 
— The pro rata fair value of the subject controlling interest and its 

“Foundation” 
— Foundation is measured with respect to the current 

stewardship of the enterprise
• The Working Group believes that valuation specialists most 

commonly associate the Foundation with the pro rata fair value of 
marketable, non-controlling equity interests in the enterprise.  
Therefore, for publicly traded companies, the Foundation is equal to 
the quoted market price for the company’s shares.  

• As will be discussed subsequently, an MPAP measured with an 
“Equity Foundation” is viewed as less meaningful than one 
measured using an “Total Invested Capital Foundation”
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MPAP – Fundamental Perspectives

• Fundamental Perspectives of the MPAP Task Force include:
— The prerogatives of control have little inherent value, but 

rather have value to the extent that their exercise 
enhances the economic benefits available

— Control may be valuable if the exercise of control will 
enhance the enterprise’s cash flows and/or reduce the 
enterprise’s risk

— Premiums for control may not always be warranted
— A benchmark control premium resulting from the analysis 

of comparable transactions typically should not serve as 
the sole input for the estimation of subject control value

— Detailed analysis of the enhanced cash flows attributable 
to control provides the best form of support for control 
premiums
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MPAP – Potential Sources of Economic Benefits

• Enhanced cash flow (cf and g)
• Revenue synergies
• Increased Margin (through expense synergies)

• Reduce expenses at target company
• Potential for spreading operating expenses of buyer 

across the combined revenue base of buyer and target
• Working capital or capital expenditure efficiencies
• Other efficiencies (infrequent)

• Reduced risk (k)
• Optimal capital structure
• Resultant greater size and diversity
• Reduce operating risk
• Reduce potential future financial performance volatility 

leads to reduced volatility and lower WACC
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MPAP – Measurement of MPAP - Example  

Source: MPAP Exposure Draft
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MPAP – Measurement on TIC and not Equity 
Basis 

• The exposure draft notes a preference to express and apply MPAP 
to Total Invested Capital (TIC) rather than Equity Value
• Economic benefits enhance fair value of the enterprise not 

just the equity
• Revenue, expense and cash flow impacts are at the 

enterprise and not the equity level
• Improves comparability for companies with different capital 

structures
• Measurement based on business enterprise value enhancement on 

a before and after basis and not simply the application of a control 
premium to a preliminary value indication.

• The example on the following slide highlights potential MPAP 
measurement differences depending on choice of the Foundation.
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MPAP – Measurement of MPAP from Guideline 
Transactions– Example  

More Debt Less Debt
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Capital Structure and TIC and Equity Premiums 

Debt / IC CP – Equity Basis CP-IC Basis
0% 30% 30%

10% 33% 30%
20% 38% 30%
30% 43% 30%
40% 50% 30%
50% 60% 30%
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MPAP – Assessing Reasonableness 

• Relative Value Measures - Does comparison of the implied 
multiples to the guideline public company multiples reveal a 
coherent narrative?

• Prospective Return Analysis – Does the implied discount  
rate makes sense when compared to Market Participant 
WACC?

• Calibration to Prior Transactions in Subject Entity – Is the 
estimated new value in line with value paid previously and 
observed changes in the subject entity and the market?
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MPAP – Application – Income and Market 
Approaches

• Treatment of an MPAP will differ based on the valuation 
method
• DCF Method – By including market participant synergies 

in the cash flows and discount rate in the valuation model, 
the MPAP would be fully incorporated in the DCF valuation

• Guideline Transactions Method – Guideline transactions 
(if available and meaningfully comparable) would include 
MPAPs specific to the transactions

• Guideline Public Company Method – An MPAP 
adjustment should be considered.  An estimated $ amount 
could be added to the value or potentially a percentage 
premium added to the base value.  Procedures to confirm 
reasonableness of premium would be required (cash flow 
and risk benefits).
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MPAP – Application – Income and Market 
Approaches 
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Controlling Interests and Marketability Discounts

• 90 The Working Group believes that it is usually inappropriate to 
apply discounts for lack of marketability when measuring the 
fair value of controlling interests.

• 98 Controlling interests should not be held to the same 
standard of marketability as publicly traded equities because 
the markets (and associated marketing periods) differ. For 
controlling interests in business enterprises, the usual and 
customary marketing activities may be time-consuming.  [The 
markets for small blocks of public equities differ dramatically from 
the market for a control block.]
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Controlling Interests and Marketability Discounts

 869 With respect to controlling interests in business enterprises, 
the Working Group believes that the principal market is that for 
mergers and acquisitions, in which strategic, financial, and 
conglomerate buyers evaluate controlling interests in business 
enterprises with a view toward the economic benefits expected from 
ownership of such interests in the context of the perceived risk and 
expected rewards of the investment.

 1017 If the market participants for the non-controlling interest are 
not  expected to have access to the full range of incremental 
economic benefits anticipated by the controlling interest acquirer, 
the fair value of the non-controlling interest should reflect the 
associated decrement to value
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MPAP Assessment – Interaction of Buyers

• 130 In each case, the task of the valuation specialist is to identify 
and evaluate the feasibility of the available strategies from the 
perspective of market participants for the subject interest. The 
appropriate MPAP considers not only the magnitude of the available 
economic benefits, but also the degree to which such potential 
benefits will influence the price paid by market participants for 
the subject controlling interest in an orderly transaction at the 
measurement date.
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MPAP Assessment – Interaction of Buyers (cont’d)

 290 The Working Group cautions that it may not be appropriate to 
assume that market participants will always incorporate all 
economic benefits of control into the price paid for a controlling 
interest in a subject business, even if such benefits exist. In other 
words, market participants ordinarily do not give away all of 
their upside - the incremental economic benefits - that may arise 
from a transaction. How much of the upside is included in the 
transaction price depends, in part, on the competitive dynamics 
of the sale process.

 415 the market participant would be unwilling to pay more than the 
value of the economic benefits available to the next most 
advantageously positioned market participant.
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MPAP Assessment – Interaction of Buyers - Example

• Assume a group of prospective buyers (SB = strategic buyer and FB 
= financial buyer) have the following investment values for the equity 
of an operating business (firm is debt-free).  

• Q1: Discuss the likely fair value for the equity of the company
• SB1 $200
• SB2 $190
• SB3 $189
• FB1 $170
• FB2 $160
• Other FB $120 to $150
• Seller $150
• Q2: Now assume the investment value to the seller is $210 (no 

longer $150).  At what price will the business transact?
• Q3: What is the maximum transaction price that is economically 

viable to SB1?
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MPAP Assessment

• 140 The Working Group believes that MPAPs should be 
supported by reference to either enhanced cash flows or a 
lower required rate of return from the market participant 
perspective. The referenced economic benefits should be sufficient 
to provide market participants with an adequate return on the 
concluded fair value of the controlling interest.

• 147 the Working Group acknowledges the merit of analyzing 
historical data regarding observed premiums from closed 
transactions. Such data might provide some examples of the extent 
to which buyers have expected improvement in cash flows or 
reduction of risk in specific transactions. However, to conform to 
best practices, valuation specialists should critically evaluate the 
quality and relevance of such benchmark premium data to 
assess its applicability to the valuation subject. It is inconsistent 
with best practices to rely solely on benchmark premium data to 
evaluate the reasonableness of the MPAP in a fair value 
measurement.
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Prerogatives of Control per MPAP Document

166
1. Appointing or changing operational management
2. Electing members of the board of directors
3. Determining management compensation and perquisites
4. Setting operational and strategic policy for the business
5. Acquiring, leasing, or liquidating business assets
6. Selecting suppliers, vendors, and subcontractors
7. Negotiating and consummating mergers and acquisitions
8. Liquidating, dissolving, selling, or recapitalizing the company
9. Selling or acquiring treasury shares
10. Registering the company’s equity securities for an initial or 

secondary public offering
11. Registering the company’s debt securities for public offering



Contact Information

37

Prerogatives of Control (cont’d)

12. Declaring and paying dividends
13. Changing the articles of incorporation or bylaws
14. Selecting joint venture and other business partners
15. Making product and service offering decisions
16. Making marketing and pricing decisions
17. Entering into licensing and other agreements regarding intellectual 

property
18. Blocking any or all of the above actions
• 184 The Working Group believes that the prerogatives of control 

noted above have no inherent value, but are rather the means 
through which market participants implement strategies designed 
to  generate economic benefits.
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Examples of Revenue Synergies

• Greater financial capacity (willingness to make additional 
investments)

• Complementary products and/or services
• Enhanced pricing power
• Existing relationships with previously inaccessible customers
• Expanded distribution networks
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Margin Expansion and Capital Synergies

• Expense / Margin Synergies
• Operating cost reduction (redundancies)
• Variable cost coverage
• Increased volume discounts

• Cost of Capital Synergies
• Optimized capital structure
• Company size benefits
• Reduced operating risk (lower dispersion of future returns, i.e., 

volatility)
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Factors Influencing Acquisition Premiums

• Transactions in an industry could increase MPAP as buyers have to 
pay more

• Prior transactions could reduce MPAP if prices are bid up prior to a 
future transaction

• Growth stage firms might expect higher MPAP due to greater 
synergies

• Larger buyers may be able to realize greater economic benefits and 
pay a higher MPAP (spread benefit over a larger existing customer 
base)

• Financial distress reduces MPAP
• Pre-existing relationship can increase or reduce MPAP
• Stock price and volume fluctuations prior to transaction
• 642 deliberate selling and marketing effort administered by 

competent investment bankers, a hostile takeover, a bidding war, or 
negotiation with a single acquirer.
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Prospective Financial Information Adjustments

• Process for developing market participant cash flows
• Start with buyers projections
• Assess for reasonableness – avoid overly optimistic or 

pessimistic projections but focus on realistic, market perspective
• Exclude any buyer specific synergies
• Add any market participant synergies
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MPAP and Selection Bias

 691 Selection bias. Acquisition premiums and other transaction data 
may be subject to selection bias since the population of observed 
transactions is limited to those companies that have been acquired.

 Stated another way – are only great businesses selling?  How do 
you value a “dog”?
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SEC Comment on Documentation of Premiums

 800 The SEC staff also indicated that while judgment may result in a 
range of reasonably possible premiums, they expect the rigor of 
documentation to increase as the magnitude of the premium 
increases.
— Robert G. Fox III, Goodwill Impairment on December 8, 2008, 

AICPA National Conference on Current SEC and PCAOB 
Developments



Contact Information

44

Discount Rate for Different Synergies

• Should revenue, expense or other synergies be valued using 
different discount rates?

• Some believe expense synergies are more achievable than many 
revenue synergies.

• Area of limited guidance and divergence in practice
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MPAP and Different Valuation Methods

• Inclusion of an MPAP will vary depending on the method used to 
develop a preliminary value estimate

• Cost Approach – Adjusted book value method – MPAP would not 
be included

• Market Approach
• Guideline Transactions Method – Included in the transaction 

multiples – no MPAP would be required.  Transaction multiples 
would require a variety of adjustments including a possible 
adjustment for different market participant synergies

• Guideline Public Company Method – Conceptually, an MPAP 
could be appropriate

• Income Approach – DCF Method – Cash flows should reflect a 
market participant perspective including any synergies consistent 
with a market participant perspective.  An MPAP would not be 
necessary.
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Section 4:
Control Premiums and Lack of Control Discounts
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Minority Discounts for Operating Companies -
Myth Busters per Jim Hitchner

• Is there a good source of data for minority discounts?

• No
• Is a minority discount the “opposite” of a control premium?

• No
• Are control premium studies a good source of data for 

calculating a minority discount?

• No
Source: Control Premiums and Minority Discounts for Operating 
Companies, The Facts, the Fiction and the Figments, Jim 
Hitcher, AICPA Forensic & Valuation Services Conference 
Orlando, FL  November 11-13, 2012
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Control Premiums for Operating Companies - Myth 
Busters per Jim Hitchner

• Are control premiums derived from control premium studies useful 
and supportable?

• No
• What is the best way to calculate the value of control and the 

discount for lack of control?

• Not control premium studies

• Any questions?
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MPAP – Differences in Value

 The Working Group notes that, if the pro rata fair value of the 
non-controlling interest differs from the pro rata value of the 
controlling interest, the sum of the two positions will be less 
than 100% of the enterprise value. In other words, the 
decrement to the fair value of the non-controlling interest 
does not accrue to the benefit of the controlling interest.
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SEC Comment on Lack of Control Discounts

• An SEC speech provides important insights on the application of 
lack of control discounts.

• “I think one example of that first category is what some have 
referred to as the "lack of control discount" or the "minority 
interest discount." This discount was purported to relate to the 
difference in value between a share held by a minority 
shareholder and one held by a controlling shareholder. In one 
fact pattern we evaluated, the registrant asserted that a lack of 
control discount was relevant to the income approach it used to 
value the enterprise. In evaluating this assertion, we focused on 
whether management could demonstrate that the cash flows 
used in the income approach included disproportionate returns 
to certain shareholders. That is, could management support with 
objective and reliable information that the controlling
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SEC Comment on Lack of Control Discounts 
(cont’d)

• shareholders received greater returns than the minority 
shareholders not through their rights as stockholders, but through 
their participation, perhaps as employees, in the ongoing operations 
of the business. In this case, management was unable to support 
such an assertion. And we also noted that pro rata dividends were 
paid by the company to shareholders which also demonstrated that 
the shareholders were not receiving disproportionate returns. The 
bottom line here is that if management cannot support with 
objective and reliable information that there is a 
disproportionate return to certain shareholders, either through 
the enterprise value cash flows or the equity rights, we do not 
believe that a lack of control discount is appropriate.”

• Speech by SEC Staff: 2004 Thirty-Second AICPA National 
Conference on Current SEC and PCAOB Developments by Todd E. 
Hardiman, Associate Chief Accountant, Division of Corporation 
Finance, U.S. Securities and Exchange Commission, Washington, 
D.C., December 6, 2004
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Section 4:
Selected Data on Transaction Premiums
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Public vs. Private Company Multiples

Source: Mergerstat Review, 2015, © 2015, FactSet Mergerstat, LLC
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Median P/E Offered
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Average P/E by Industry Sectors
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Industry Control Premiums
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Questions
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2 candidates globally.
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