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INTRODUCTION

The concept of marketability deals with the liquidity of an
asset—that is, how quickly and certainly the asset can be con-
verted into cash at the owner’s discretion. The markets for
most assets value liquidity. Accordingly, market participants
will extract a price premium for liquidity or, conversely,
demand a price discount for the lack of liquidity.

The common stock of a closely held company is not as liq-
uid as the comparative common stock of a publicly traded
company. This is because the closely
held stock does not have the same
degree of marketability as the com-
parative publicly traded stock. All
other factors being equal, the closely
held stock is less valuable than the
equivalent publicly traded stock, its
value reflecting a discount for lack of
marketability.

Empirical research attempting to
quantify this valuation discount for
lack of marketability generally falls
into two fields of analysis: 

1. studies of private transactions in the restricted stock of
publicly traded companies (restricted stock studies) and

2. studies of private transactions in the stock of companies
that have implemented initial public offerings (pre-IPO
studies).

Willamette Management Associates has previously pub-
lished the results of empirical research studies concerning the
discount for lack of marketability covering the years 1975-
1997. Recently, Willamette Management Associates has com-
pleted three additional pre–initial public offering (pre-IPO)
studies covering the years 1998-2000.

The results of these pre-IPO discount for lack of mar-
ketability studies are presented in this article.

RESTRICTED STOCK STUDIES

Studies of the private sales of restricted shares of the stock
of publicly traded companies have been performed to quan-
tify the discount for lack of marketability. Restricted stock is
almost identical to the freely traded stock of the same public

company. However, the shares of the restricted stock cannot
be sold on the stock market for a specified period of time.

Numerous restricted stock price studies have been per-
formed since the late 1960s. These restricted stock studies
have concluded average price discounts for restricted shares—
compared to the price of identical freely traded shares—in the
range of 13 to 45 percent.

The price discounts concluded in the more recent restrict-
ed stock studies are smaller than the price discounts conclud-

ed in the older studies. One explana-
tion for this result is the increase in vol-
ume of privately placed stock (i.e.,
Rule 144(a)) in the past several years.
Also, a change in the holding period
required by the SEC under Rule 144—
from two years to one year—took
place as of April 29, 1997.

The discounts for lack of mar-
ketability indicated by the restricted
stock studies are typically lower than
the discounts indicated by studies of
private transactions prior to initial
public offerings. Restricted stock

shares cannot currently be traded on the stock market.
However, the owner of the restricted stock has certainty that,
in a relatively short period of time, the stock sale restrictions
will be lifted.

However, shares of a closely held company may never be
traded on an organized stock exchange. The prospect of ready
marketability is lower for these closely held company shares;
therefore, the discount for lack of marketability is higher for
closely held shares than for restricted public stock shares.

PRE–INITIAL PUBLIC OFFERING STUDIES

A second type of study that attempts to quantify the discount
for lack of marketability is the pre–initial public offering study.
A pre-IPO study examines the private stock sale transactions of
a closely held company that subsequently completed a suc-
cessful initial public offering of its stock.

In a pre-IPO study, lack of marketability discounts are deter-
mined by quantifying the difference between (1) the price at
which the stock was issued at the IPO and (2) the price at
which the same stock was sold (in a private arm’s-length trans-
action) prior to the IPO.

“The discounts for lack of 
marketability indicated by 

the restricted stock studies are
typically lower than the 

discounts indicated by studies of
private transactions prior to 

initial public offerings.”

http://www.willamette.com
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WILLAMETTE MANAGEMENT ASSOCIATES

Willamette Management Associates has published the results
of 18 pre-IPO studies covering the years from 1975 to 1997.
We have recently completed three additional pre-IPO studies
related to the years 1998, 1999, and 2000.

As in our previous pre-IPO studies,
we attempted to include only private
stock sale transactions that were con-
summated on an arm’s-length basis.
The data that we analyzed included:
(1) the sale of stock in private place-
ments and (2) the repurchase of trea-
sury stock by the pre-IPO companies.

We eliminated from consideration
in this study transactions involving
the granting of stock options. In addi-
tion, any sale transactions (1) with corporate insiders or (2)
between related parties were eliminated from consideration in
this study. We eliminated these transactions unless we could
verify (by telephone interview of the transaction principals)
that the stock sale transactions were bona fide, arm’s-length
transactions.

We obtained the list of initial public offerings to consider in
our study from the Corporate New Issues database provided
by Thomson Financial Securities Data. We eliminated from our
IPO analysis: (1) financial institutions, (2) real estate invest-
ment trusts (REITs), (3) natural resource companies, (4) offer-
ings priced at $1 or less per
share, and (5) offerings of units
or warrants. We eliminated
these offerings from the study
because these IPOs may have
unique characteristics.

The source documents that
we used to identify the private
sale transactions were complete
SEC registration statements, pri-
marily Forms S-1. We analyzed
all private sale transactions in
the pre-IPO stock that took
place during the 36 months
prior to the company’s initial
public offering. If a company had more than one pre-IPO stock
sale transaction that met the study’s criteria, all such transac-
tions were included. Multiple pre-IPO stock sale transactions
within 12 months occurring at the same price were treated as
a single sale transaction.

For each stock sale transaction for which meaningful earn-
ings data were available in the registration statement as of
both the private transaction and public offering dates, we
compared (1) the price/earnings multiple of each private trans-
action with (1) the subsequent initial public offering
price/earnings multiple. Companies that had no meaningful

earnings as of the private transaction date and/or as of the
initial public offering date were eliminated from the study.

Because the private sale transactions occurred over a peri-
od of up to three years prior to the initial public offering, we
made adjustments to reflect differences in market conditions
for stocks of the respective industries between (1) the time of

each private transaction and (2) the
time of each subsequent public offer-
ing. We adjusted the price/earnings
multiples for differences in the indus-
try average price/earnings multiple
between (1) the time of the private
transaction and (2) the time of the ini-
tial public offering.

The results of the Willamette
Management Associates pre-IPO stud-
ies, including the three most recent

studies, are presented in Table 1.
In addition to the Willamette Management Associates stud-

ies, other recent pre-IPO lack of marketability discount studies
include: (1) the studies performed by John D. Emory and (2)
the studies performed by Valuation Advisors LLC.

JOHN D. EMORY PRE-IPO STUDIES

John D. Emory, president of Emory Business Valuation, LLC, has
conducted a series of pre–initial public offering studies for the

period from 1980 to 2000.
Emory’s most recent pre-IPO
study in the series covers the
time period of May 1997 to
December 2000.1

For the 1997-2000 period,
Emory concluded (1) an aver-
age discount for lack of mar-
ketability of 48 percent and (2)
a median discount for lack of
marketability of 44 percent.
These results are consistent
with Emory’s previous pre-IPO
studies that concluded median
discounts for lack of marketabil-
ity ranging from (1) 40 percent

in his 1989-1990 and 1990-1992 studies to (2) 66 percent in
his 1980-1981 study.

Emory also performed (1) a dot-com pre-IPO study and (2)
an expanded pre-IPO study during the same period.

Emory’s dot-com pre-IPO study2 included companies that
had “.com” in their names. These types of companies are prin-
cipally Internet-related. With the 92 dot-com IPOs in the May
1997 to December 2000 time period, Emory found 53 sales
transactions to use in his pre-IPO study. The mean discount for
lack of marketability and the median discount for lack of mar-
ketability conclusions for this study were both 54 percent.

“The source documents that we
used to identify the private sale
transactions were complete SEC

registration statements, 
primarily Forms S-1.”

“Because the private transactions
occurred over a period of up to three years

prior to the initial public offering, we
made adjustments to reflect differences in

market conditions for stocks of the 
respective industries between (1) the time

of each private transaction and (2) the
time of each subsequent public offering.”
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In his expanded pre-IPO study,3 Emory included companies
he did not include in his “regular” pre-IPO study due to their
financial condition. In this expanded pre-IPO study, companies
that were not determined to be “reasonably sound” were
included.

The discounts for lack of mar-
ketability concluded in this expanded
pre-IPO study were somewhat higher
than the discounts concluded in
Emory’s limited study. In the expanded
pre-IPO study, the mean discount for
lack of marketability was 50 percent
and a median discount for lack of mar-
ketability was 52 percent.

VALUATION ADVISORS, LLC PRE-IPO
STUDY

Valuation Advisors, LLC, performed a  pre-IPO discount for lack
of marketability study for each of the years 1999, 2000, and
2001.

The results of the 1999 pre-IPO study indicated an average
one-year discount for lack of marketability of 51.91 percent.4

In the 2000 pre-IPO study, the average one-year discount for
lack of marketability was 47.07 percent.5 And, the average
one-year discount for lack of marketability concluded in the

2001 pre-IPO study was 22.41 per-
cent.6

However, the average discount for
lack of marketability became 40.84
percent when a narrowed discount
range of 10 to 90 percent was used.
This narrowed discount range was
selected in order to reduce the impact
of (1) “cheap” stock or stock options
and (2) price premiums paid due to
changing market conditions.

INTERPRETATION OF DISCOUNT FOR LACK OF

MARKETABILITY RESULTS

The mean and median discounts for lack of marketability con-
cluded by the Willamette Management Associates 1998 pre-

TTaabbllee  11
WWiillllaammeettttee  MMaannaaggeemmeenntt  AAssssoocciiaatteess  PPrree--IIPPOO SSttuuddyy

SSuummmmaarryy  ooff  PPrriiccee  DDiissccoouunnttss  ffoorr  PPrriivvaattee  SSttoocckk  SSaallee  TTrraannssaaccttiioonnss
CCoommppaarreedd  ttoo  SSuubbsseeqquueenntt  IInniittiiaall  PPuubblliicc  OOffffeerriinngg  PPrriicceess
((DDaattaa  AAddjjuusstteedd  ffoorr  CChhaannggeess  iinn  IInndduussttrryy  PP//EE  MMuullttiipplleess))

Number of Number of Standard Trimmed
IPO Private Stock Sale Mean Mean Median

Time Companies Transactions Price Price Price Standard
Period Analyzed Analyzed Discount Discount* Discount Deviation

1975–78 17 31 34.0% 43.4% 52.5% 58.6%
1979 9 17 55.6% 56.8% 62.7% 30.2%

1980–82 58 113 48.0% 51.9% 56.5% 29.8%
1983 85 214 50.1% 55.2% 60.7% 34.7%
1984 20 33 43.2% 52.9% 73.1% 63.9%
1985 18 25 41.3% 47.3% 42.6% 43.5%
1986 47 74 38.5% 44.7% 47.4% 44.2%
1987 25 40 36.9% 44.9% 43.8% 49.9%
1988 13 19 41.5% 42.5% 51.8% 29.5%
1989 9 19 47.3% 46.9% 50.3% 18.6%
1990 17 23 30.5% 33.0% 48.5% 42.7%
1991 27 34 24.2% 28.9% 31.8% 37.7%
1992 36 75 41.9% 47.0% 51.7% 42.6%
1993 51 110 46.9% 49.9% 53.3% 33.9%
1994 31 48 31.9% 38.4% 42.0% 49.6%
1995 42 66 32.2% 47.4% 58.7% 76.4%
1996 17 22 31.5% 34.5% 44.3% 45.4%
1997 34 44 28.4% 30.5% 35.2% 46.7%
1998 14 21 35.0% 39.8% 49.4% 43.3%
1999 22 28 26.4% 27.1% 27.7% 45.2%
2000 13 15 18.0% 22.9% 31.9% 58.5%

* Excludes the highest and lowest deciles of indicated price discounts.

“The mean and median dis-
counts for lack of marketability 

concluded by the Willamette
Management Associates 1998
pre-IPO study are consistent
with our previous studies.”
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IPO study are consistent with our previous studies. However,
the discounts for lack of marketability indicated by our 1999
and 2000 pre-IPO studies are significantly lower than:

1. the discounts indicated by our previous pre-IPO studies,

2. the discounts reported by Valuation Advisors, LLC, for the
same years, and

3. the discounts reported by John Emory for the period from
May 1997 through December 2000.

The first question one may ask upon reading these discount
for lack of marketability results is, “Does this indicate a down-
ward trend in discounts for lack of marketability?” Though this
conclusion is possible, we believe that there are several other
reasons that the results of the 1999 and 2000 pre-IPO studies
may be atypical compared to long-term discount for lack of
marketability indications.

First, there were relatively few IPO companies and private
sale transactions that qualified for inclusion in our pre-IPO
studies in the 1999 and 2000 years. The results for a larger
data set would likely be indicative of long-term trends.

Second, 1999 and 2000 were not typical years for the stock
market in general (see Chart 1). The height of the dot-com
price “bubble” occurred during this time frame. A large num-
ber of dot-com companies implemented IPOs during this peri-
od, and a large number of those IPO dot-com companies sub-
sequently failed.

Third, the average first-day trading returns for IPO stocks,
measured from (1) the initial offer price to (2) the first day list-
ed closing price, were extraordinarily high in 1999 and 2000.
These data are presented in Table 2.

One possible explanation for this result is that many of the
1999-2000 IPOs may have been underpriced. There have also
been allegations of IPO “spinning” by securities firms.
According to these allegations, “hot” initial public stock offer-
ings were allocated to corporate executives—so that the shares
could be sold or “spun” for a quick profit—in exchange for
investment banking business.

Furthermore, underwriters were alleged to have (1)
charged excessive brokerage commissions to investors to
whom lucrative IPO allocations were made and (2) required
customers to buy shares of a new stock after the IPO at higher
prices.
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Due to all of these influences during 1999 and 2000, the
IPO prices may not be a good indication of the intrinsic fair
market value of the subject stocks on the IPO date. To the
extent that IPO prices were artificially low—allowing some
underwriters and corporate executives to make excessive prof-
its—the discounts for lack of marketability concluded in the
various pre-IPO studies may be understated.

The discounts for lack of marketability indicated by
Willamette Management Associates pre-IPO studies differ from
the conclusions of the Valuation Advisors study and the Emory
studies for two primary reasons. First, the criteria for the inclu-
sion of private stock sale transactions vary between the respec-
tive pre-IPO studies.

Second, and more importantly, changes (1) in subject com-
pany earnings and (2) in the prices and earnings within the
subject company’s industry (between the time of the private
transaction and the IPO) are included in the calculation of the
discount for lack of marketability in the Willamette
Management Associates pre-IPO studies. The discounts for lack
of marketability in the Valuation Advisors study and in the
Emory studies are calculated by simply comparing (1) the prior
private stock sale transaction price to (2) the IPO price.

TTaabbllee  22
AAvveerraaggee  FFiirrsstt--DDaayy  TTrraaddiinngg  RReettuurrnnss

FFoorr  IIPPOO OOffffeerriinnggss
DDuurriinngg  tthhee  PPeerriioodd  11998800--22000011

SUMMARY AND CONCLUSION

We have explained (1) the concept of marketability and (2) the
types of research that have been performed to assist in esti-
mating a discount for lack of marketability. We have presented
the results of the most recent Willamette Management
Associates pre–initial public offering studies within the context
of other published pre-IPO studies.

In estimating a discount for lack of marketability, the ana-
lyst should consider the facts and circumstances of each par-
ticular case. There are times when the restricted stock studies
are more relevant, and there are times when the pre-IPO stud-
ies are more relevant. This is because “lack of marketability” is
a relative term.

The concept of marketability is often intertwined with the
concept of control (e.g. a noncontrolling ownership interest as
compared to a controlling ownership interest)—both in the
courts and in actual transactions.

A thorough understanding of how marketability and con-
trol (or lack of the same) can affect the value of an asset is
essential when estimating valuation discounts or premiums.
These ownership attributes are most often an issue in the val-
uation of closely held company stock. However, these owner-
ship attributes may also be considered in the valuation of other
types of assets.
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Number of Average
Initial Public First-Day

Year Offerings Return %

1980 70 14.5
1981 191 5.9
1982 77 11.4
1983 442 10.1
1984 172 3.6
1985 179 6.3
1986 378 6.3
1987 271 6.0
1988 97 5.4
1989 105 8.1
1990 104 10.8
1991 273 12.1
1992 385 10.2
1993 483 12.8
1994 387 9.8
1995 432 21.5
1996 621 16.7
1997 432 13.8
1998 267 22.3
1999 457 71.7
2000 346 56.1
2001 80 14.0

Source: Ritter, Jay R., and Ivo Welch, “A Review of IPO Activity,
Pricing, and Allocations,” The Journal of Finance, August 2002,
pp. 1795-1828.
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