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How to Use the Latest DLOM Study for the 
Johnson/Park Empirical Method

Over a quarter (27%) of valuation practitioners 
surveyed say they use the Johnson/Park Empiri-
cal Method for determining discounts for lack of 
marketability (DLOM) in the valuation of interests 
in privately held entities.1 The recently released 
“2022 Discount for Lack of Marketability (DLOM) 
Study” provides current DLOM rates of return to 
use when implementing the method.2

In a nutshell. The method is based on the fun-
damental financial concept of risk and reward, 
i.e., when risk increases, an investor will demand 
a higher return. But just how much higher? The 
Johnson/Park Empirical Method provides a basis 
to determine how much of an increase in the rate 
of return is required to compensate investors for 
the lack of marketability of a subject interest. The 
method involves making an analytical adjustment 
(applying a DLOM) to increase the rate of return 
of the investment to compensate for the addition-
al risks an investor is exposed to when holding 
a nonmarketable interest. The application of the 

1 “BVR Survey on Methods Used for Estimating a 
Discount for Lack of Marketability (DLOM)”—July 2021; 
free download available at: 

2 Available at bvresources.com/products/2022-
discount-for-lack-of-marketability-study.

DLOM results in an increase in the effective rate 
of return of the investment.

Three research studies are used (published an-
nually): “Private Equity vs. Public Equity Returns,” 
“Restricted Stock Transactions,” and “LT vs. ST 
Bond Horizon Risk.” This methodology was in-
troduced in 1995 and has been used in several 
tax court cases including the first family limited 
partnership (FLP) case to go to trial.

2022 rates. The three annual studies the 2022 
report examines show that investors continue to 
demand 30% to 45% higher rates of return for the 
additional risk of holding a nonmarketable invest-
ment or being exposed to increased risk over the 
holding period. Comparing the 2022 findings 
with the research that has been conducted since 
2006 indicates a similar range of results for the 
average increase in the required rate of return 
(see Exhibit 1). 

By applying a DLOM to a noncontrolling, mar-
ketable value, the average return on a privately 
held interest can effectively be increased to a 
reasonable level to compensate an investor for 
the lack of marketability and the additional risks 

Exhibit 1. Increase in Rates of Return Required to Hold a Nonmarketable Investment

Studies 2018 2019 2020 2021 2022 AVG

Private Equity vs. Public Equity Returns 36.4% 37.6% 35.7% 43.6% 44.8% 39.6%

Restricted Stock Transactions 29.5% 29.5% 29.5% 29.5% 29.5% 29.5%

LT vs. ST Bond Horizon Risk 43.5% 42.2% 46.5% 51.6% 43.1% 45.4%
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associated with the ownership of the privately 
held interest.

example. Assume the subject interest is an in-
terest in a limited partnership that owns an es-
tablished apartment complex. The value of a 1% 
limited partnership interest is $80,000 on a non-
controlling, marketable basis, and the cash flow 
to the 1% interest is $9,000 per year. Dividing the 
annual cash flow by the noncontrolling, market-
able value results in a rate of return (as measured 
by yield) of 11.25% (see Exhibit 2).

The research in the 2022 study indicates that an 
increase in the rate of return of 30% to 45% would 
be reasonable to compensate for the additional 

Business Valuation Update™ (ISSN 2472-3657, print; ISSN 2472-3665, online) is 
published monthly by Business Valuation Resources, LLC, 111 SW Columbia Street, 
Suite 750, Portland, OR 97201-5814. Periodicals Postage Paid at Portland, OR, and at 
additional mailing offices. Postmaster: Send address changes to Business Valuation 
Update (BVU), Business Valuation Resources, LLC, 111 SW Columbia Street, Suite 750, 
Portland, OR 97201-5814.
The annual subscription price for the BVU is $459. Low-cost site licenses are 
available for those who wish to distribute the BVU to their colleagues at the same 
firm. Contact our sales department for details. Please contact us via email at 
customerservice@bvresources.com, phone at 503-479-8200, fax at 503-291-7955 
or visit our website at bvresources.com. Editorial and subscription requests may be 
made via email, mail, fax or phone.
Please note that, by submitting material to BVU, you grant permission for BVR to 
republish your material in this newsletter and in all media of expression now known 
or later developed.
Although the information in this newsletter has been obtained from sources that BVR 
believes to be reliable, we do not guarantee its accuracy, and such information may 
be condensed or incomplete. This newsletter is intended for information purposes 
only, and it is not intended as financial, investment, legal, or consulting advice.
copyright 2022, Business Valuation resources, LLc (BVr). All rights reserved. No 
part of this newsletter may be reproduced without express written consent from BVR. 
Please direct reprint requests to permissions@bvresources.com.

R. JAMES ALERDING, CPA/ABV 
ALERDING CONSULTING LLC 

INDIANAPOLIS, IN 

CHRISTINE BAKER, CPA/ABV/CFF 
ADVANCED ARCHITECTURAL PRODUCTS LLC 

ALLEGAN, MI 

NEIL J. BEATON, CPA/ABV, CFA, ASA 
ALVAREZ & MARSAL VALUATION SERVICES 

SEATTLE, WA

JOHN A. BOGDANSKI, ESQ. 
LEWIS & CLARK LAW SCHOOL 

PORTLAND, OR

ROD BURKERT 
BURKERT VALUATION ADVISORS LLC 

SIOUX FALLS, SD

DR. MICHAEL A. CRAIN, CPA/ABV, CFA, CFE 
FLORIDA ATLANTIC UNIVERSITY 

BOCA RATON, FL

MARK O. DIETRICH, CPA/ABV 
FRAMINGHAM, MA

JOHN-HENRY EVERSGERD, ASA, CFA, MBA 
FTI CONSULTING 

SYDNEY, AUSTRALIA

JAY E. FISHMAN, FASA, FRICS 
FINANCIAL RESEARCH ASSOCIATES 

BALA CYNWYD, PA

LANCE S. HALL, ASA 
STOUT RISIUS ROSS 

IRVINE, CA

THEODORE D. ISRAEL, CPA/ABV/CFF 
ISRAEL FREY GROUP LLP 

SAN RAFAEL, CA

HAROLD G. MARTIN JR. 
CPA/ABV/CFF, ASA, CFE 

KEITER 
GLEN ALLEN, VA

GILBERT E. MATTHEWS, CFA 
SUTTER SECURITIES INC. 

SAN FRANCISCO, CA

Z. CHRISTOPHER MERCER, ASA, CFA 
MERCER CAPITAL 

MEMPHIS, TN

JOHN W. PORTER, ESQ. 
BAKER & BOTTS 
HOUSTON, TX

RONALD L. SEIGNEUR, 
MBA, ASA, CPA/ABV, CVA 

SEIGNEUR GUSTAFSON 
LAKEWOOD, CO

LISA ANN SHARPE, ESQ. 
LASHER HOLZAPFEL SPERRY & EBBERSON 

SEATTLE, WA

ANDREW Z. SOSHNICK, ESQ. 
FAEGRE DRINKER BIDDLE & REATH LLP 

INDIANAPOLIS, IN

ANDREW STRICKLAND, FCA, 
SCRUTTON BLAND 
UNITED KINGDOM

EDWINA TAM, ASA, CBV 
DELOITTE 

HONG KONG

JEFFREY S. TARBELL, ASA, CFA 
HOULIHAN LOKEY 

SAN FRANCISCO, CA

GARY R. TRUGMAN, 
CPA/ABV, FASA, MVS 

TRUGMAN VALUATION ASSOCIATES 
PLANTATION, FL

KEVIN R. YEANOPLOS, CPA/ABV, ASA 
BRUEGGEMAN & JOHNSON YEANOPLOS PC 

TUCSON, AZ

EDITORIAL ADVISORY BOARD

BUSINESS VALUATION UPDATE
Executive Editor: Andrew Dzamba

Managing Editor: Monique Nijhout-Rowe

Senior Copy Editor: David Solomon

Customer Service: Sarah Foster

Executive Legal Editor: Jim Alerding

Chief Revenue Officer:  Lisa McInturff

President: Lucretia Lyons

CEO: David Foster

Exhibit 2. Application of DLOM to Increase Rate 
of Return

Annual cash-flow forecast $ 9,000

Divided by noncontrolling, marketable value  80,000

Yield on a noncontrolling, marketable basis 11.25%

Value of a 1% noncontrolling, marketable interest $80,000

Discount for lack of marketability 25% (20,000)

Value of a 1% noncontrolling, nonmarketable interest $60,000

Annual cash-flow forecast $ 9,000

Divided by noncontrolling, nonmarketable value  60,000

Yield on a noncontrolling, nonmarketable basis  15.0%

Exhibit 3. Increase to Rate of Return After DLOM

Rate of 
Return

Before discount for lack of marketability 11.25%

After discount for lack of marketability 15.00%

 3.75%

Incremental increase 33.33%
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risks due to the lack of marketability. The second 
calculation in Exhibit 2 shows that applying a 
DLOM of 25% increases the rate of return and 
lowers the value to $60,000 for a 1% noncontrol-
ling, nonmarketable interest. The final calculation 
in Exhibit 2 shows the rate of return after the ap-
plication of the DLOM, which results in a rate of 
return (yield) of 15%. 

In this example, discounting the noncontrolling, 
marketable value by 25% effectively increases 

the projected annual return of a noncontrolling 
interest by 33.3%, from a rate of 11.25% to a rate 
of 15% (Exhibit 3).

Final point. Just where a subject interest falls 
within the 30%-to-45% range will depend on 
the facts and circumstances of the valuation. 
The 2022 study describes those factors, which 
include volatility of the underlying interests, his-
torical results, size attributes, growth outlook, 
and more. u
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