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DEFINITION OF DLOM 
<illustrated by Transaction Method> 

{Non-Publicly Listed Company B}

Same Business: 

• Kindergarten

Same Asset:

• Real Property of HKD 30 Million

Same Size:

• 2024 Revenue: HKD 50 Million

Same Profitability:

• 2024 Net Proft: HKD 10 Million

Valuation (Different):??

• Sold at HKD 70 Million

Price/Earnings Ratio (Different): 

• 70 Million/10 Million = 7x

DLOM:

• 30%

{Publicly Listed Company A}

Same Business: 

• Kindergarten

Same Asset:

• Real Property of HKD 30 Million

Same Size:

• 2024 Revenue: HKD 50 Million

Same Profitability:

• 2024 Net Proft: HKD 10 Million

Valuation (Different):??

• Market Cap of HKD 100 Million

Price/Earnings Ratio (Different): 

• 100 Million/10 Million = 10x

DLOM:

• 0%



DEFINITION OF DLOM 

(INTERNATIONAL VALUATION STANDARDS, 2024):

Discount for Lack of Marketability (the “DLOM”) is “an amount or 

percentage deducted from the value of an ownership interest to 

reflect the relative absence of marketability”. 

• The Marketability of an asset is a measure of how easily and 

quickly it can be transferred in return for cash or a cash 

equivalent.

(INTERNATIONAL ACCOUONTING STANDARDS, 2024):

• Discount for Lack of Marketability (the “DLOM”) quantifies the 

inability to convert an asset into a predictable amount of cash 

quickly and at a reasonably low cost. 

• DLOM is different from a blockage factor in that a lack of 

marketability discount applies for any size holding, including for an 

individual asset. 



LITERATURE REVIEW OF DLOM 

• Ample empirical studies of DLOM by both Quantitative and Qualitative 

Approach were done in USA or Europe in past several decades. 

• All acquisition and transaction of in the world have been compulsorily 

applying those findings (DLOM) in past several decades due to the regulation 

of International Accounting Standard and Listing Rule of Stock Exchange.

• Empirical studies revealed that DLOM is ranged from 5% to 65% as shown 

below:
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LITERATURE REVIEW OF DLOM 

• (ROZARIO and MA, 2025) only examined the 

DLOM in Hong Kong on a quarterly basis

• Average of Three to Five Year DLOM is more 

objective and acceptable for application according 

the IAS and HKEx.

• Both experts from famous universities and 

investors from famous financial institution are 

desperate for a three to five year DLOM 

database



AIM OF MY THESIS

Finding the average of 3-to-5 years Discount 

for Lack of Marketability (the “DLOM”) for 

the Hong Kong market is the main goal of my 

thesis. My thesis will be the first of its kind to 

examine the DLOM in the Hong Kong market, 

filling a GAP in the literature that is both 

thorough and reliable. 



RESEARCH PROPOSAL

Quantitative Approach

• Shareholder Cash Flow Adjustment Method 

• Option Pricing Method

Qualitative Approach

• Restricted Stock Method

• Pre-IPO Method
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RESEARCH PROPOSAL

Shareholder Cash Flow Adjustment Method

• takes into account minority owners' 

interests when applied to privately held 

firms using discounted cash flow inputs. 

• Given the strong correlation between 

company projections and shareholder 

expectations for growth, risk, and cash 

flows

• assesses nonmarketable minority claims 

concurrently with an enterprise valuation.



RESEARCH PROPOSAL

Option Pricing Method

• A put option imitate the cost (DLOM) to bring 

one’s unmarketable private company to 

publicly listed.

• put option considered the underlying 

investment's risk, volatility, holding time, 

and, occasionally, dividend yields.



RESEARCH PROPOSAL

Restricted Stock Method

compare the selling prices of publicly traded 

shares with its restricted shares from the 

same company to measure the effect of 

limited marketability.



CRITIQUE THE RESEARCH PROPOSAL

Pre-IPO Method

• A company's stock is not freely tradeable 

before its initial public offering (IPO), but 

after the IPO, it is fully liquid

• Differences in marketability can be further 

illustrated by highlighting the gap between 

the two prices
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CRITIQUE THE RESEARCH PROPOSAL

Shareholder Cash Flow Adjustment Method

• overly dependent on assumptions as 

there are a number of assumptions built into 

the Method's valuation approach.  

• equity risk premium is a contentious 

point for many previous researchers 



CRITIQUE THE RESEARCH PROPOSAL

Option Pricing Method

• the Black-Scholes put value declines as 

option terms increase after reaching a peak, 

this model could not be sufficient for 

DLOM evaluations conducted over the long 

run

• distributions are supposed to minimize 

marketability discounts in theory, the model 

overvalues the discount on dividend-

yielding assets



CRITIQUE THE RESEARCH PROPOSAL

Restricted Stock Method

• outdated market data

• economic factors beyond price cuts 

indicate that the product is unmarketable

• hedging strategies would actually lead to 

reduced discounts



CRITIQUE THE RESEARCH PROPOSAL

Pre-IPO Method

• time it takes to go from a pre-IPO agreement 

to an IPO is too long to follow

• unrelated factors were responsible for the 

price increase due to the long period

• undervaluation is a typical tactic in pre-IPO 

agreements to guarantee full subscription
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ALTERNATIVE APPROACH

Quantitative Approach

• Shareholder Cash Flow Adjustment Method 

• Option Pricing Method

Qualitative Approach

• Acquisition Method

• Survey Method



ALTERNATIVE APPROACH

Acquisition Method

• compares the purchase pricing multiples 

of public firms that serve as guidelines with 

those of private enterprises

• Simple and Easily Understandable

• Empirical Studies include (Koeplin, Sarin 

and Shapiro, 2000), (Kooli, Kortas and L’her, 

2003), (Officer, 2007), (Paglia and Harjoto, 

2010), (ROZARIO and MA, 2025)...etc.



ALTERNATIVE APPROACH

Acquisition Method (Methodology)

• collect publicly available information related 

to transaction of private company from the 

Hong Kong Stock Exchange. 

• compare the multiples of Ratio Price/Sales, 

Price/Earnings, and Price/Book between the 

acquirer and the target, two companies 

involved in an acquisition transaction. 

• calculate and analyse the difference 

between these three ratios. 



ALTERNATIVE APPROACH

Survey Method < 10 questions from BVR (2025) >

Q1  Which of the following methodologies or tools do you use to estimate a DLOM? 

Q2  If you selected "Other" in Question 1, which ones of these do you use?

Add: Q2 What is the period of DLOM do you use?

Q3  If you use option pricing models, which ones do you use? 

Add: Q3 What do you expect the value of DLOM in your potential acquisition?

Q4  If you use restricted stock studies, which studies do you use? 

Q5  If using restricted stock studies, what overall approach do you use?

Q6  Do you consider the ten Mandelbaum factors?

Q7  Do you consider the IRS DLOM Job Aid when estimating DLOM?

Q8  Would you apply a DLOM to a 100% interest in a private company?

Q9  How many DLOM methods do you typically include in your valuation reports?

Q10  Please give us any additional comments or observations about...



ALTERNATIVE APPROACH

Survey Method (Methodology)

• start with the 10 questions from the 

Business Valuation Resources, LLC (2021)

• focus group to trim or add questions which 

are more relevant and meaningful regarding 

the DLOM in Hong Kong

• final survey with 50 Chief Executive 

Officers or Chief Financial Officers from both 

listed companies or non-listed companies in 

Hong Kong.
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EXPECTED OUTCOMES AND 
CONTRIBUTIONS 

Acquisition Method

• Ample empirical research

• We expect the results from our research will be 

similar to those of empirical research

Survey Method

• Only one empirical research

• No fixed expectation 



EXPECTED OUTCOMES AND 
CONTRIBUTIONS 

Contribution:

• First comprehensive study about the DLOM in 

Hong Kong. 

• A more accurate and reliable DLOM data for the 

compulsory use by accountants, valuers, 

investors in Hong Kong

• DLOM database is a long-term project providing 

long-term contribution because the financial 

and investment industry in Hong Kong will never 

stop buying or investing. 

• Provide a model or paradigm for similar 

research topic in Hong Kong e.g. Discount for 

Minority. 



REFERENCE
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