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Abstract 

The main purpose of this study was to update and measure the private company discount. We 

chose to use the valuation multiples transaction method to compare 1,759 private company 

transaction multiples from the database PrivCo, 496 private company transaction multiples from 

the database SDC and 1,842 public company transaction multiples from the database SDC. We 

chose to look at four-year period from 2014-2018 and to use the valuation multiple Enterprise 

Value/Revenue (“EV/R”). We compared the mean EV/R valuations from the PrivCo and SDC 

Private Company datasets to the SDC Public Company dataset and found statistically significant 

(with an alpha of .05 and H0 = mean difference of zero) premiums of 7.60% and 24.42%, 

between the PrivCo versus SDC Public data and between the SDC Private versus SDC Public 

data, respectively. We also looked at the trends of the means and medians for all three datasets 

but found no compelling arguments to be made from this period. Finally, by breaking down the 

classification of buyers, we found that there was a larger premium amongst the strategic private 

and public buyers versus the financial buyers. We believe the main reason we found a premium 

instead of the traditional discount could be due to the multiple or time frame that we used. We 

also believe that the finding could suggest a change in investor sentiment to favor private 

transactions or the premium could be a result of the increased capital within the private market, 

however, we do not have empirical evidence to fully support these beliefs at this time.  
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Introduction 

 Numerous studies have attempted to quantify and explain the discount in valuation that is 

applied to private companies. Implicitly, a practitioner may just look at private companies and 

know that they should be valued less and thus applies a multiple that they feel comfortable gives 

them room to breathe considering the extra risks they are taking investing in a private company 

instead of a similar public company. Explicitly, a practitioner may apply a certain discount to the 

firm’s overall value once they have completed an in-depth valuation. The main purpose of this 

paper is to examine this private firm discount. This study tests for the private company discount 

using an updated database of private firm merger and acquisition transactions. The most recently 

published paper discussing the topic of private firm valuations was in 2015 by Abudy, Benninga, 

and Shust (2015) and the most recently published quantification of the private firm discount was 

in 2007 by Stanley Block (2007).  

Literature Review 

Practitioners may pull discount rates from researchers like Koeplin, Sarin, Clara, and 

Shapiro (2000), who quantified private company discounts by looking at similar public and 

private transaction multiples and using the following formula: Private Company Discount = 1 – 

(Private Company Multiple/Public Company Multiple). This gave Koeplin et. al. (2000) 

different discount rates based on the different multiples that they tracked. The Koeplin et. al. 

(2000) method would allow practitioners to apply the different discounts depending on what 

multiple they were focusing on. But why would practitioners want to apply a discount rate in the 

first place? The main reason will be further explored in this literature review, but it can be 

primarily attributed to illiquidity of private companies. 
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 Private company valuation varies from public company valuation because there is no 

actively traded stock price that gives you an idea of how other investors perceive the value of 

that company. Furthermore, as Koeplin et. al. (2000) points out, investors cannot compare 

private companies with their peers in a comparable valuation because private companies do not 

have observable market values. This lack of general investor sentiment that gives investors 

market values is also the main reason, as cited by Koeplin et. al. (2000), Damodaran (2005), Dyl 

and Jiang (2006), Block (2007), Capron and Shen (2007), Comment (2012), and Abudy et. al. 

(2015), as to why private companies are often discounted compared to their public peers. 

Liquidity, being the speed at which an asset is redeemable and therefore, illiquidity being the 

inability to liquidate said asset. The reasoning behind this is quite clear and straight forward – for 

public companies there is an entire market in which investors can liquidate their assets in a 

company. Although, as Abudy et. al. (2015) point out, illiquidity can arise from having a large 

controlling block of a public firm as well, so illiquidity is not impossible within a public firm, 

but it is certainly less likely than with a private firm, especially as the volume of traded shares 

increases with the size of a public firm. For private companies, however, there is no direct 

market in which the investor in a private firm can go and sell their shares of said company. The 

investor would have to personally find a new buyer in the private markets if they wanted to 

liquidate their assets in the private firm which can be significantly more risky as they may never 

find a new buyer or they may not be able to find a buyer when the firm would be at its most 

advantageous to sell, causing them to lose out on potential gains.  

While illiquidity is the main reason that private firms often see a discount, Koeplin, et. al. 

(2000) also points out that there could be other reasons associated with the discount that can 

make it difficult to discern why an investor may pay less for the firm. For example, Koeplin et. 
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al. (2000) points out that part of the private firm discount may come from other variables such as 

compensation for due diligence on the investors behalf which allowed the private firm valuable 

equity financing that it may have not had access to otherwise. Also, again as Koeplin et. al. 

(2000) notes, typically private company investors (think: private equity and venture capital) 

commit to provide valuable advisory services as well. These advisory services and due diligence 

fees are just two other examples of other variables that could be wrapped into the private 

company discount that tends to be seen. Illiquidity is the common thread among all the 

researchers who have investigated this, and they believe it is a significant portion of the private 

company discount, still this paper would be negligent if it did not point out some of the other 

factors that could influence the private company discount.  

Typical methodologies used to quantify the private company discount include restricted 

stock studies, pre-IPO discounts, and transaction-based multiples method. The restricted stock 

studies compare prices of a publicly traded company’s private placement stock to its publicly 

traded stock priced. This method is mentioned by Koeplin et. al. (2000) who points out the flaws 

of some of these studies that were indicated earlier in the paper, namely that they ignore the due 

diligence fees and advisory services fees that private investors may be considering when they 

value a private company. The restricted stock study has been completed as recently as 2012 with 

Comment’s (2012) paper. In this research, Comment (2012) notes the issues with previous 

studies that used the restricted stock method, saying that they did not consider the four following 

factors: 1) assuming discounts in private placements are attributable solely to marketability (like 

the reasoning that Koeplin et. al. (2000) mentions), 2) overlooking the effect of OTC status, 3) 

overlooking the change in the market price of the stock over the several weeks before the deal, 

and 4) overlooking the dispersion in discounts from one deal to the next. Comment (2012) deals 
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with these errors by 1) showing the discount for lack of size (“DLOS”) in comparison to the 

discount of lack of marketability (“DLOM”) by breaking down the different company sizes and 

preparing separate analysis for each block of company sizes, 2) taking OTC status deals out of 

the data, 3) take into consideration any large movements in stock prices before a private 

placement deal is done, and 4) deals with drawing conclusion of the data and being weary that t-

statistical significance is a low hurdle when sample sizes are as large as Comment (2012). Table 

one shows the findings from Comment (2012) and the restricted stock study that was conducted.  

The second methodology used to estimate private company discounts is the pre-IPO 

discount method. According to Koeplin et. al. (2000), the pre-IPO discount is found by 

comparing the initial public offering (“IPO”) price of a stock to the valuation transactions that 

occurred when the company was private. Koeplin et. al. (2000) points out three major issues with 

this method: 1) unreported management compensation is often included in the low private 

valuation transactions, 2) the valuation transactions tend to be for restricted options issued to 

management, in other words they are not shares that have been freely traded for cash, 3) a 

company going public is a clear selection bias as far as the data is concerned, since it means that 

the company was successful whereas unsuccessful firm’s data will be ignored. Onur Bayar and 

Thomas J. Chemmanur (2012) used the pre-IPO method. 

The third methodology used to estimate private company discounts is the comparable 

transactions method that was first used by Koeplin et. al. (2000) and has since been replicated by 

several other researchers, including Block (2007). The comparable transactions method 

compares valuation ratios of acquisitions of private company shares to similar acquisitions of 

public company shares. The likeness focuses on similar industries, same countries, and in the 

same year. Koeplin et. al. (2000) once again acknowledges that this is not a complete focus on 
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illiquidity by explaining that, “The companies that choose to be acquired before they go public 

may be fundamentally different than the companies that first get listed and are subsequently 

sold… Even though the lack of marketability [or illiquidity] may be an important part of this 

discount, the private company discount is more comprehensive in that it captures the valuation 

consequences for firms that continue to remain private.” Ultimately, Koeplin et. al. (2000) 

admits that this does not display merely the illiquidity discount but gives instead a more 

comprehensive view of private company discount, hence why it has been held to a high standard 

in the private company discount literature. This paper will use a similar approach to the 

comparable transactions approach but will pull from newer data and from different databases 

than Koeplin et. al. (2000) and Block (2007).  

Table one shows the results from all the studies referenced in this paper. It should give a 

general idea of how the private company discount has changed with time and with the different 

methodologies utilized. It should also give a reference point when viewing the data and research 

presented later in this paper. Table one, two, and three breaks down the historical results of the 

three methods that have been discussed within this paper; the comparable transactions, the 

restricted stock method, and the pre-IPO method.   

 

 

 

 

 

 

 

Table 1
Results of Previous Attempts to Quanitfy the Private Company Discount

Comparable Transactions Method

Study Year Mean Discount Median Discount Study Year Mean Discount Median Discount

Koeplin et. al. 2000 Domestic Transactions Block 2007 Domestic Transactions

EV/EBIT 1984-1998 28.26% 30.62% P/E 1996-2006 25.22% 23.25%

EV/EBITDA 1984-1998 20.39% 18.14% EV/EBIT 1996-2006 27.10% 24.29%

EV/BV 1984-1998 17.81% -7.00% EV/EBITDA 1996-2006 24.56% 22.49%

EV/Sales 1984-1998 -2.28% 0.79% EV/BV 1996-2006 16.25% 14.47%

Foreign Transactions EV/Sales 1996-2006 26.35% 24.49%

EV/EBIT 1984-1998 43.87% 5.96%

EV/EBITDA 1984-1998 53.85% 23.49%

EV/BV 1984-1998 34.86% 19.64%

EV/Sales 1984-1998 42.70% 17.18%
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Table 3
Results of Previous Attempts to Quanitfy the Private Company Discount

Pre-IPO Method

Study (years) Number of IPO Prospectuses Reviewed Number of Qualifying Transactions Mean Median

1997 - 2000 92 53 54 54

1995 - 1997 732 91 43 42

1994 - 1995 318 46 45 45

1991 - 1993 443 54 45 44

1990 - 1992 266 35 42 40

1989 - 1990 157 23 45 40

1987 - 1989 98 27 45 45

1985 - 1986 130 21 43 43

1980 - 1981 97 13 60 66

All 9 Studies 2333 363 47 44

Source:  Block, Stanley (2007). The Liquidity Discount in Valuing Privately Owned Companies. 

Discounts %

Table 2
Results of Previous Attempts to Quanitfy the Private Company Discount

Restricted Stock Method

Study Years Number of Transactions Average Discount

SEC Institutional Investor 1/66 - 6/69 398 25.80%

Milton Gelman (1972) 1/68 - 12/70 89 33.00%

Robert Trout (1977) 1/68 - 12/72 60 33.50%

Moroney (1973) 1/68 - 12/72 148 35.60%

Maher (1976) 1/69 - 12/73 33 35.40%

Standard Research Consultants 10/78 - 6/82 28 45.00%

Willam Silber (1991) 1/81 - 12/88 69 33.80%

FMW Opinions 1/79 - 4/92 >100 23.00%

Management Planning, Inc. 1/80 - 12/96 53 27.10%

Bruce Johnson (1999) 1/91 - 12/95 70 20.00%

Columbia Financial Advisors 1/96 - 4/97 23 21.00%

Columbia Financial Advisors 5/97 - 12/98 15 13.00%

Source:  Block, Stanley (2007). The Liquidity Discount in Valuing Privately Owned Companies. 
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Hypothesis and Methodology 

As seen in the summary table, each study that has been discussed has shown that there is 

a statistically significant private company discount to at least some effect. As such, we believe 

that our data will showcase a similar result. That result is that the private company will be valued 

at a discount when compared to its public counterparts. To test this hypothesis, we pulled private 

firm transaction data from PrivCo and SDC Platinum and public company data from SDC 

Platinum. We then chose to use the transaction-based multiples method to compare the 

respective valuations. We determined, based on previous studies, that the Enterprise Value to 

Revenue Multiple (“Enterprise Value/Revenue” or “EV/R”) would be the best to look at 

considering it cannot include any meddling with private expenses like some of the other 

multiples could. Table four shows the summary statistics of the data we pulled. The data shows a 

period from 2014 to 2018 for US targets and US Buyers for which EV/R was available. For this 

period, we found 1,759 private valuations from PrivCo., 1,842 public target valuations from 

SDC, and 496 private target valuations from SDC. There were some extreme valuations that we 

decided to treat as outliers and dropped from the dataset (Facebook/WhatsApp is a good example 

of an EV/R north of 1,000x compared to a mean shown below of around 3x).  

From this data we tested our hypothesis using a two tailed t-test analysis. Our null 

hypothesis was that there would be no difference in EV/R multiples between public and private 

valuations. To add to the private company discount discourse, we are updating research to see if 

private discounts have changed since they were last published on – using the transaction 

multiples method – and we have chosen to analyze individual years to see if the private company 

discount has changed over time as well. The primary question this paper seeks to answer is: “Is 

there a discount in private company valuations when looking at the enterprise value/revenue 
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multiple?” Below in the analysis section we will dissect our data and talk about what it has 

revealed in context to our question.  

 

 

 

 

 

 

 

Data Analysis 

Within our data, we found a statistically significant private company premium of 7.60%. 

While many of the research studies we looked at in our literature review found that there was a 

statistically significant discount between private and public valuations, there was one study that 

did show a premium in private firm valuations when looking at the EV/Revenue multiple like we 

did for this study. That study was Koeplin et. al. (2000) the premium can be found in table one 

under the domestic transaction multiples for EV/Sales. The mean discount column reflects a 

negative 2.28% or a premium of 2.28%, however, the premium was not deemed statistically 

significant.  Block (2007), on the other hand, found a mean discount of 26.35% for the EV/R 

valuation multiple. The only difference, besides the sample time frame, in Block’s (2007) 

methodology is that Block (2007) included financial firms and regulated utilities while Koeplin 

et. al. (2000) removed them from their sample of transactions. Also, while the sample time 

frames are different, Block (2007) also looked at a longer time period of ten years while Koeplin 

et. al. (2000) focused on a time period of four years like our study.  

Table 4
Sumary of EV/Revenue Data

PrivCo.
SDC Public 

Target

SDC Private 

Target

Mean 3.259 3.012 3.985

Median 2.030 2.360 2.643

Standard Deviation 3.643 2.923 4.206

Min 0.000 0.010 0.001

Max 20.000 19.982 19.804

# of Observations 1759 1842 496

EV/R Summary Table
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Had Koeplin et. al.’s (2000) premium been a larger and statistically significant figure, we 

may have noted our research question differently to reflect an assumption that given the multiple 

we were planning to use we suspected a premium instead of a discount. However, we did not 

choose this path, but have put together the data that rejects our null hypothesis (i.e. reject that the 

EV/R difference between private and public companies is zero) and our research question thesis 

wrong (i.e. there is actually a premium in private company valuations when compared to public 

company transactions).  

 

 

 

 

 

 

 

 

 

Table five shows the first t-test that we ran between the PrivCo dataset and the SDC 

Public dataset. The mean reported for PrivCo. was 3.2592 and the SDC Public data was 3.0116, 

representing a 0.2476 mean premium in the private firm valuations, or a 7.597% premium, which 

is 5.317% higher than Koeplin et. al. (2000) found between years 1984 to 1988. Although the 

direction of the difference in valuation multiples is counter to the notion of a private firm 

discount, we were able to find that the premium is significant with an alpha of .05 using a t-test. 

Table 5 
EV/R Two Tailed T-Test Summary

Privco SDC Public Mean Difference

Mean 3.2592 3.0116 0.2476

t Stat 2.2433

P(T<=t) two-tail 0.0249 Premium %

7.60%

SDC Private SDC Public Mean Difference

Mean 3.9846 3.0116 0.9731

t Stat 4.8465

P(T<=t) two-tail 1.5849E-06 Premium %

24.42%
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In other words, we can reject the null hypothesis that the mean between the PrivCo and SDC 

Public data is zero.  

Table five also shows the second t-test that was performed between the SDC Private 

valuations dataset and the SDC Public valuations dataset. The mean reported for SDC Private 

valuations was 3.9846 which compared to the SDC Public mean of 3.0116 showed a mean 

premium of 0.9731 or a negative 24.419% discount, or a 24.419% premium, which is 22.139% 

higher than Koeplin et. al.’s (2000) premium of 2.28% found between the years 1984 to 1988. 

The mean difference is significant with an alpha of .05 using a t-test for the SDC Private versus 

SDC Public data as well, meaning we can safely reject the null hypothesis that the mean 

difference is zero. The PrivCo. data has a larger sample size, so we believe the 7.597% premium 

is more accurate.  

Our findings reported in table five indicate that the private market valuation ratios are 

higher than the valuation ratios for the public companies. That is, public companies sell at a 

discount relative to comparable private companies when looking at the enterprise value/revenue 

multiple. Like Koeplin et. al. (2000) we estimate the public company discount as follow:  

Public Company Discount = 1 – (Public Company Multiple/Private Company Multiple)  

While Koeplin et. al. (2000) also found a premium when comparing the public and 

private firms’ enterprise value/revenue, they did not find it to be statistically significantly as our 

data did. Koeplin et. al. (2000) explain the premium and insignificance by saying “unlike the 

bottom line earnings, sales revenues may have different valuation implications in different 

industries; that is, the value of a dollar of sales varies more across industries than does a dollar of 

earnings” and “greater variability in sales multiples will also lead to less statistical significance 

in any comparisons of these ratios.” While this may have been the case when Koeplin et. al. 
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(2000) published their paper; we believe that this premium in favor of private firms may be due 

to the trend of start-ups deciding to stay private for a significantly longer period than they used 

to. The reason for this is a growth in private capital investments. For example, Apple was 

founded in 1976 and listed in its IPO in 1980, only four years later. Compared to similar tech 

giants today, Uber was founded in 2009 and they are planning their IPO for later this year, just 

over 10 years later. We believe the premium that Koeplin et. al. (2000) reported in their original 

study may have been a precursor for what was to come, but we currently do not explore this 

issue empirically.  

We do agree with Koeplin et. al.’s (2000) point that “unlike the bottom line, sales may 

have different valuation implications.” It could be that private company sales dollars are valued 

at a higher multiple than public company sales dollars due to their potentially higher growth rates 

than some public companies. We are unable to test this empirically in the current study due to 

data limitations. 

Other Insights from the Data 

 While our main test determined that private firms have a premium when compared to 

public firms for both sets of private data, we wanted to dig a little deeper and see if there were 

any other interesting trends in the data. As such, we decided to break down our different datasets 

into years. We also split the PrivCo data and SDC Public data into its separate classifications 

(Private, public, or PE/VC buyer for PrivCo and Private or Public buyer for the SDC Public 

dataset). The rest of this paper focuses on these datasets and summarizes interesting points. 

Finally, we provide a summary and conclusion.  

 

 

Table 6

All Dataset Mean Enterprise Value/Revenue Valuations by year

2014 2015 2016 2017 2018

PrivCo Mean 2.997 3.382 3.190 3.056 3.778

SDC Private Mean 3.982 5.266 3.550 3.446 3.070

SDC Public Mean 2.795 2.955 3.006 3.265 3.125

All Mean EV/R Valuations by Year
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Table 7

All Dataset Median Enterprise Value/Revenue Valuations by year

All Median EV/R Valuations by Year

2014 2015 2016 2017 2018

PrivCo Median 1.935 2.330 2.030 1.720 2.340

SDC Private Median 2.720 4.025 2.300 2.087 2.137

SDC Public Median 2.170 2.345 2.356 2.626 2.436
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Table six and seven and charts one and two show the trend over the last four years for 

PrivCo and SDC’s mean and median EV/R, respectively. For PrivCo, we see increasing 

valuations from 2014 to 2015 and then a decrease in valuation from 2015 to 2017 with a sharper 

increase in 2018. The other set of private data, SDC Private Target, tells a slightly different story 

than PrivCo, between 2014 to 2017 they show a similar trend, but they lack such a high spike in 

valuation seen in 2018 in the charts. The public company mean and median valuations from the 

SDC Public Target database show a steadily increasing valuation from 2014 to 2017 and then a 

slight drop in 2018. While interesting, with our current data limitations this small set of trends 

does not reveal any groundbreaking insights but does point to the dynamic nature of prevailing 

valuation multiples.  

 

 

 

 

 

 

 

 

 

 

 In tables eight and nine we take our initial analysis a step further by breaking down the PrivCo 

and SDC Public data and comparing the different types against respective classifications to see if 

there are any additional insights. Table eight shows a summary of the PrivCo classifications. 

Table 9
EV/R Two Tailed T-Test by Privco and SDC Classification

Private Buyer Privco vs. Private Buyer SDC Public

Privco SDC Public Mean Difference

Mean 3.4272 2.4702 0.9570

t-Stat 2.8340

P(T<=t) two-tail 0.0049

PE/VC Privco vs. Private Buyer SDC Public

Privco SDC Public Mean Difference

Mean 2.9228 2.4702 0.4526

t-Stat 2.0877

P(T<=t) two-tail 0.0373

Public Buyer Privco vs. Public Buyer SDC Public

Privco SDC Public Mean Difference

Mean 3.4272 3.1018 0.3254

t-Stat 1.1011

P(T<=t) two-tail 0.2722

Table 8
Privco Classifications

Private Public PE/VC

Mean 3.427 3.433 2.923

Median 2.375 2.010 2.000

Standard Deviation 3.754 3.973 2.981

Min 0.020 0.000 0.000

Max 20.000 19.840 18.750

# of Observations 172.0 966.0 596.0

Privco EV/R Summary by Classification
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Notice that there are less observations than in the original dataset, this is because there are a few 

samples that have blank classifications and two samples that are classified as State-Owned 

buyers. As such, we decided to omit these from the comparison tests. One other thing to note in 

table eight is the smaller mean provided by the Private Equity (“PE”) and Venture Capital 

(“VC”) buyer classification. We believe that we see a lower mean with these firms because they 

are considered financial buyers instead of strategic buyers. A strategic buyer may have more 

incentive to pay a higher valuation since they are more likely to realize deal synergies than 

financial buyers.  

Finally, in table nine we test the PrivCo classifications (Public, Private, and PE/VC 

buyers) against their Public classification counter parts (Public and Private buyers) using a two 

tailed t-test. In the Private Buyer PrivCo versus Private Buyer SDC Public test, our data reports a 

mean for the Private Buyer PrivCo EV/R of 3.4272 and a mean of 2.4702 for the Private Buyer 

SDC Public data. This represents a private firm premium of 0.9570 or 27.923%. We can deduct 

from this that private buyers place a large premium on purchasing other private firms versus 

public firms. This difference is statistically significant with an alpha of 0.05.  

In the PE/VC PrivCo versus Private Buyer SDC Public test, our data reports a mean for 

the PE/VC PrivCo EV/R of 2.9228 (the lowest private company valuation mean in our dataset) 

and a mean of 2.4702 for the Private Buyer SDC Public data. This represents a private firm 

premium of mean difference of 0.4526 in favor of the private company valuations again or a 

15.485% premium for the private firm valuations. This test is also significant with an alpha of 

0.05. While this data shows another variation where private firms are valued at a premium to 

public firms, it is technically not a direct comparison since the private buyers of the public firms 

could be strategic purchasers instead of financial purchasers like the PE/VC buyers of the Private 
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firms. Since PE/VC firms only purchase typically only purchase private firms, however, it would 

make a direct comparison for this set difficult, so our proxy of a private buyer is likely as close 

as we can get to measuring this premium.  

For the Public Buyer PrivCo data versus the Public Buyer SDC Public data, our data 

reports a mean for the Public Buyer PrivCo data of 3.4272 and a mean of 3.1018 for the Public 

Buyer SDC Public data. This is a mean difference of 0.3254 in favor of private companies, this 

represents a premium of 9.495%. However, our two tailed t-test found that the dataset was not 

statistically signicant, meaning that we could not reject our null hypothesis that the mean 

difference equals zero. This tells us that, statistically speaking, public buyers currently view 

private and public companies to have similar valuations when it comes to their strategic 

purchases, they are willing to pay similar EV/R multiples for both.  

 Conclusion 

Numerous studies have attempted to quantify and explain the discount in valuation that is 

applied to private company valuations. Throughout this paper, we have reviewed the previous 

literature, which all points towards a private firm discount, with a special focus on Koeplin et. al. 

(2000) since we used the methodology that they pioneered – the transaction multiples method. 

Our research found a striking divergence from the current literature and found a statistically 

significant premium of 7.60% for one data set and 24.42% for the other. These premiums could 

be due to the multiple we use, the sample period, or due to underlying changes in the private 

capital markets. Recall that Block’s research using the EV/R multiple found a statistically 

significant discount of 26.35% and Koeplin et. al. found a statistically insignificant premium of 

2.28%. As far as we are aware, we are the first study to find a statistically significant premium in 

private companies.  
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