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In the valuation of closely held companies and securities, two separate valuation discounts
are typically considered: the minority interest discount and the lack of marketability
discount. Trends in the broader markets often play a role in the level and direction of these
discounts.

Market Overview
Despite a year consisting of commodity market volatility, worldwide currency concerns,
interest rate adjustments, a growing threat of international violence, and political
uncertainty, the S&P 500 realized a 19.42% increase in the twelve months ending
December 31, 2017 to a closing price of 2,673.61. In the fixed income markets, the 10 and
30 year treasuries generally decreased over the past year to closes of 2.40% and 2.74%,
respectively, as of December 31, 2017. 3-month LIBOR increased from 0.998% at the end
of 2016 to 1.694% as of December 31, 2017, and the United States prime rate increased by
75 basis points to 4.50% over the same period. The Moody’s seasoned Baa corporate bond
yield decreased from 4.73% as of December 31, 2016 to 4.17% as of December 31, 2017.
The price of crude oil increased by approximately 12.5% over the last twelve months to
$60.42/barrel at December 31, 2017.
Short-term, mid-term and long-term Applicable Federal Rates (AFR) have increased since
September 30, 2017. AFR data are presented later herein.
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Minority Interest Discount Indications – Investment/Real Estate Companies*

Summary of Median Discounts for the Week Ended Friday, December 29, 2017
(Negative values indicate discounts; positive values indicate premiums)

Equity Closed-End Invst. Companies
Domestic Equity ............................... -4.4%
International Equity ....................... -10.8%
Global Equity .................................... -6.1%
Real Estate Equity ........................... -6.8%
Natural Resource Equity ............... -4.4%
Preferred Equity ............................... -0.5%

Debt Closed-End Invst. Companies
National Muni ................................... -4.8%
Single State Muni ............................. -8.2%
Domestic Corp. (Invst. Grade) ..... -4.7%
Domestic Corp. (Non-IG) ............... -7.6%
Global Bonds ..................................... -9.2%
Mortgage/Govt. Agency ................. -0.6%

Real Estate Limited Partnerships (a)
Overall Median ................................. -16.4%
10th Percentile ................................. -4.1%
90th Percentile ................................. -36.9%
Non-Distributing .............................. -36.7%
Low-Distributing ............................. -17.0%
High-Distributing ............................. -12.6%

Summary of Median Discounts for the Week Ended Friday, September 29, 2017
(Negative values indicate discounts; positive values indicate premiums)

Equity Closed-End Invst. Companies
Domestic Equity ............................... -4.1%
International Equity ....................... -10.4%
Global Equity .................................... -5.7%
Real Estate Equity ........................... -6.6%
Natural Resource Equity ............... -2.3%
Preferred Equity ............................... 0.6%

Debt Closed-End Invst. Companies
National Muni ................................... -2.7%
Single State Muni ............................. -5.1%
Domestic Corp. (Invst. Grade) ..... -4.9%
Domestic Corp. (Non-IG) ............... -6.3%
Global Bonds ..................................... -5.2%
Mortgage/Govt. Agency ................. -3.2%

Real Estate Limited Partnerships (a)
Overall Median ................................. -16.4%
10th Percentile ................................. -4.1%
90th Percentile ................................. -36.9%
Non-Distributing .............................. -36.7%
Low-Distributing ............................. -17.0%
High-Distributing ............................. -12.6%

*This market data is for informational purposes only, and should not be considered as appropriate for (or reflective of) a
particular entity or security without meaningful additional analysis. Also refer to the disclaimer at the end of this report.
Note:
(a) Includes real estate limited partnerships (“RELPs”) in the 2016 Partnership Profiles Study, which was published in
December 2016 and contains pricing data as recent as September 30, 2016. A small portion of the discounts at which these
RELPs were trading include an allowance for limited marketability.
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Discount for Lack of Marketability Model
As previously stated, the S&P 500 increased 19.42% in the twelve months ended
December 31, 2017. In addition, the VIX (volatility index) decreased from 14.04 as of
December 31, 2016 to 11.04 at December 31, 2017. We note that the VIX remains at
historically low levels in comparison to years with high stock market volatility (e.g., 2008,
2009). This is indicative of an increase in investor sentiment and a reduction in fear in the
markets, as investors are paying less for puts on the S&P 500, a form of insurance. The
trend in volatility is notable, as it is one of many key factors when determining a discount
for lack of marketability.
For many years, MPI has been a leader in its analysis and interpretation of the Rule 144
private placement market. We have long held that, when applied correctly, this market
provides valuable data for purposes of developing a private company lack of marketability
discount. Our staff has collected 30 years of transaction data from this market, which is
now the basis of a peer reviewed and published proprietary, multivariate regression model.
We develop private company discounts for lack of marketability for companies of various
shapes and sizes by applying this regression model. Our model includes consideration of
the following factors: size as measured by market capitalization, the price-to-book ratio,
block size, holding period, stock price volatility, S&P 500 performance, and Treasury bond
yields. Our research has found that both company specific factors and market conditions
on the date of valuation are critical.
We have found that discounts for lack of marketability vary significantly from company to
company. It is not uncommon for small, highly volatile companies to be priced at
substantial discounts for lack of marketability. On the other hand, large and more stable
companies tend to be priced at lower discounts.
Given this variability, we ask that you contact us for guidance on a specific situation. It is
also important to note that, similar to the market in general, discounts tend to vary over
time.
For more information on our proprietary discount for lack of marketability study, please
contact us or refer to our published study, which can be found on the MPI website.
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Applicable Federal Rates (AFR)
Applicable Federal Rates (AFR) for December 2017

AFR
110% AFR
120% AFR
130% AFR

Annual
1.52%
1.67%
1.82%
1.97%

AFR
110% AFR
120% AFR
130% AFR
150% AFR
175% AFT

Annual
2.11%
2.32%
2.54%
2.75%
3.17%
3.71%

AFR
110% AFR
120% AFR
130% AFR

Annual
2.64%
2.90%
3.16%
3.44%

Short-term
Mid-term
Long-term

Short-Term
Semi-Annual
1.51%
1.66%
1.81%
1.96%

Mid-Term
Semi-Annual
2.10%
2.31%
2.52%
2.73%
3.15%
3.68%

Long-Term
Semi-Annual
2.62%
2.88%
3.14%
3.41%

Boston

Chicago

Monthly
1.51%
1.65%
1.80%
1.95%

Quarterly
2.09%
2.30%
2.51%
2.72%
3.14%
3.66%

Monthly
2.09%
2.30%
2.51%
2.71%
3.13%
3.65%

Quarterly
2.61%
2.87%
3.13%
3.40%

Monthly
2.61%
2.86%
3.12%
3.39%

Adjusted AFR for December 2017
Annual
Semi-Annual
Quarterly
1.12%
1.12%
1.12%
1.57%
1.56%
1.56%
1.96%
1.95%
1.95%

Source: http://apps.irs.gov/app/picklist/list/federalRates.html
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About MPI
Management Planning Inc., a prestigious national consulting firm founded in 1939, specializes in business
valuation, forensic accounting, litigation support and corporate advisory work. MPI provides fairness
opinions, sell-side and buy-side advisory services through its investment banking affiliate MPI Securities,
Inc. MPI conducts every project as if it is going to face the highest level of scrutiny, and its senior
professionals have extensive experience presenting and defending work product in front of financial
statement auditors, management teams, corporate boards and fiduciaries, the IRS, other government
agencies, and in various courts.
For additional information pertaining to MPI or MPIS and our valuation and advisory services, visit
www.mpival.com.

DISCLAIMERS: The information provided in this publication is only general in nature. It has been prepared without taking
into account any specific objectives, financial circumstances or needs. Accordingly, MPI disclaims any and all guarantees,
undertakings and warranties, expressed or implied, and shall not be liable for any loss or damage whatsoever (including human
or computer error, negligent or otherwise, or actual, incidental, consequential or any other loss or damage) arising out of or in
connection with any use or reliance upon the information or advice contained within this publication. The viewer must accept
sole responsibility associated with the use of the material in this publication, irrespective of the purpose for which such use or
results are applied. This material should not be viewed as advice or recommendations. This information is not intended to, and
should not, form a primary basis for any investment, valuation or other decisions. MPI is not acting as a fiduciary, an expert or
advisor in any capacity whatsoever in providing the information set forth herein. The information set forth herein may not be
relied upon and is not a substitute for competent legal and financial advice. The viewer of this material is cautioned and advised
to consult with his or her own legal and financial counsel in evaluating the information provided herein.
The information provided in this publication is based on public information. MPI makes every effort to use reliable and
comprehensive information, but makes no warranties or representations of any kind relating to the accuracy, completeness or
timeliness of the information provided herein and MPI shall not have liability for any damages of any kind relating to any
reliance on such data. Further, the information set forth herein is continuously subject to change and may fluctuate. MPI has
no obligation to update the information set forth herein or to advise the viewer when opinions or information may change.
Investment banking and transaction advisory services are provided by MPI Securities, Inc., member FINRA/SIPC. Persons
affiliated with MPI Securities, Inc. are registered representatives of and securities are offered through MPI Securities, Inc. This
publication is not a solicitation or offer to buy or sell securities. The information contained in this publication was prepared for
information purposes only and was not intended or written to be used as investment or tax advice or as a recommendation to
buy or sell securities.
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For More Information Please Contact:
Todd G. Povlich, CFA, ASA
Partner
(212) 390-8310
tpovlich@mpival.com
John L. Varga, III, ASA
Partner
(212) 390-8374
jvarga@mpival.com
Justin A. Etter, CFA
Partner
(609) 955-5720
jetter@mpival.com
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