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OITPEAEJIEHUE ITPEMUU 3A KOHTPOJIb BUBHECOM
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Bormpoc 000CHOBaHUSI MCIHOJB30BAHHBIX KOPPEKTUPOBOK IIPU OLIEHKE IMaKETOB aKLIVi
CTAaHOBUTCS Bce 0oJjiee aKTyalbHBIM B MOCJIEIHEEe BpeMs B CBSI3U C YBEJMYCHUEM KOJIMYECTBA
MPEIJIOXKEHUI CO CTOPOHBI COOCTBEHHUKOB. [IpemioxkeHa MeTOAMKA pacIipeaeeHUs PhIHOY-
HOI cTOMMOCTM OM3Heca B 3aBMCMMOCTM OT pa3Mepa OlieHMBaeMoro nakera. Iloie3HOocCTb
MaKeTa 3aBUCUT OT HOPMATUBHO MOATBEPXKICHHBIX IPaB YYacTUs B YIpaBIeHUU KOMIIAHUU
Oymyuiero obyagaTesis makera. B mpemiaraemoii MeToauke (pakTU4eCKoe KOJIMYECTBO WIECHOB
B COBeTe AMPEKTOPOB MOJIEIMPYETCs Ha OCHOBAaHMM aHAIM3a peecTpa akuuoHepos. Ipema-
raemMasi METOAMKA MO3BOJISIET MEPEHTH OT IMPONOPLIMOHAIBHON CTOMMOCTU aKLIMU K €€ Pbl-
HOYHOI CTOMMOCTM B COCTaBe KOHKPETHOrO makera. Ilepexod ocyllecTBIsSeTCs 3a CYeT Ha-
3HAYEeHUsI BECOBBIX KO3(@UILMEHTOB, IMOJYYEHHBIX METOJOM MTEPAllMOHHBIX BBIYMCIICHUIA.
BecoBbie K03 GULIMEHTHI TTOAOMPAIOTCS UISI KOMIITAHUM C M3BECTHOM PBIHOYHOM CTOMMO-
CTBIO CTOIPOLIEHTHOrO TakKeTa aklMii, HA OCHOBAaHUM JAaHHBIX (DOHIOBOTO PHIHKA O PHIHOY-
HOI CTOMMOCTHM aKIMM B MUHOpUTApHOM Takete. Ha ocHOBaHMM TIpeIOKEHHONW METOIMKHN
OIIpeNessieTCsl CTOMMOCTD aKILIMKM B pa3IMYHbIX Nakerax. [IpeMuio 3a KOHTPOJIb TpeiaracTest
paccyuThIBaTh KaK OTHOILIEHWE aKIMM B KOHTPOJBHOM MakKeTe K akKlM{ B MUHOPUTAPHOM
nakete. [ToaydeHbl BecoBble KO3(MMULIMEHTHI ISl 3HAUMMBIX MaKEeTOB aKIMOHEPHOIo OOllle-
CTBa U BBIBEIACHBI PHIHOYHBIE TIPEMUU 3a KOHTPOJb 10 (prHaHCOBOI oTyeTHOCTH TTAO «Jly-
Kol Ha nekabpb 2016 r. TTosyyeHa peiHOUHAg mpeMus Ha ypoBHe 39,9 % nis KOHTPOJIb-
Horo makera pasmepom 6osee 90 %. s Apyrux MakeToB IMPEMUU PACCUMTAHbI C MPUMEHE-
HHMeM JIMHeWHOM ammpokcuMmanuu. IToje3HocTh TmakeTa 3aBHCHUT OT HOPMATHMBHO TTOATBEP-
JKIEHHBIX TIpaB YJ4acTUs B yIpaBICHUM KOMITAHMM Oymyllero oGJyiajaTesisl MakeTa. YTOYHEH-
Hasl B JaHHOM UCCJIeIOBAaHUM METOAWKA ITO3BOJIIET TIEPEHTH OT IPOITOPLIMOHAIBHONM CTOU-
MOCTH aKIIMHM K €€ CTOMMOCTH B COCTaBe KOHKPETHOTO IMakeTa. JlaHHas METOAMKA OTIMYAeT-
¢ OT aBTOPCKMX HapabOTOK, MPEACTaBICHHBIX paHee, BO3MOXHOCTBIO YUECTh BIUSHHUE pac-
TIpeNieNIeHNsT aKIMii cpeld cOOCTBEHHMKOB. IIpeMun 3a KOHTPOJIb, TTOJYYeHHBIE TT0 TIpeiia-
raemMoii METOAMKe, MPOLUIM SMIIMPUYECKYIO TIPOBEPKY.

KmioueBble cioBa: olieHKa Ou3Heca; MpeMUsl 32 KOHTPOJIb; MAKeT aKIMid; pbIHOYHAS
CTOMMOCTD aKIIMW; MUHOpUTapHas CTOMMOCTh
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DETERMINING THE CONTROL PREMIUM IN BUSINESS VALUATION
OF SHARES
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Substantiating the adjustments used in the valuation of share packages has become
especially important recently due to a growing number of offers on the part of owners. The
paper proposes a methodology for distributing the business market value depending on the
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size of the package to be assessed. The utility of a package depends on the legally certified
rights of the future package holder to participate in the company’s management. The
suggested methodology models the actual number of members in the Board of directors on
the basis of the analyzed register of shareholders. The methodology proposed in this paper
allows making a transition from the proportional value of a share to the market value of a
share within the specific package. The transfer is possible due to designation of weight
coefficients obtained by the iterative calculation method. The weight coefficients are
selected for a company with the specified market value of one hundred percent share
package based on the data of the stock market about the market value of a share in the
minority package. Based on the methodology proposed in the paper, the value of a share is
determined in various packages. It is suggested that the control premium should be
calculated as a ratio of a share in the controlling interest package to a share in the minority
package. The paper describes the obtained weight coefficients for significant packages of the
joints stock company and derived market control premiums according to the financial
statements of PJSC LUKOIL for December 2016. In the paper, the market premium has
been obtained at the level of 39.9 % for a controlling interest package as big as 90 %. For
other packages premiums are calculated by using linear approximation. The methodology
detailed in this paper allows making a transition from the proportional value of a share to
the market value of a share in the composition of a certain package. The proposed
methodology is different from the methods developed earlier as it makes it possible to take
into account the effect of share distribution among owners. The control premiums, obtained
in accordance with the methodology proposed in this paper, have been empirically checked.
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Introduction. The publication of the federal
standards on valuation «Business Valuation (FVS
No. 8)!» has caused a new wave of discussions
and disputes in the valuating community
regarding the issue of substantiating the
adjustments used in share package valuation. It
should be noted that the transaction method in
the comparative approach as well as the methods
of income and cost approaches in business
valuation allow calculating the preliminary value
of one hundred percent share package. If a
smaller package is subject to valuation, the
valuator has to correct the proportional (to the
participation share in the equity capital) package
value according to the correcting reduction
coefficient, which takes into account the utility
of the package for the future owner. The utility
of the package depends on the legally® certified
rights of the future package holder to participate

! Federal valuation standards «Business Valuation
(FVS No.8)», approved by the Order of the Ministry of
Economic Development of Russia on 01 June 2015 No. 326.

2 Federal Law «On Joint Stock Companies»
No0.208-FZ (last edition), passed by the State Duma on
24.11.1995. URL: http://www.consultant.ru/document
/cons_doc_LAW 8743/ (Date of visit 05.05.2017).
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in company management. The methodology
proposed in [1, 2] and detailed in this paper
allows making a transition from «the
proportional value of a share to the market value
of a share in the composition of a certain
package». The proposed methodology is different
from the methods developed by different authors
[3-20], making it possible to take into account
the effect of share distribution among owners.
The control premiums, obtained in accordance
with the methodology proposed in this paper,
have been empirically checked.

Methodology. «The market value of a
company is understood as the market value of
one hundred percent share package of the
company owned by a single holder» [1]. As
described in [2], «an objective to determine the
market value of packages is reduced to the
distribution of the company market value
between packages according to the rights
associated with it».

It is proposed to conditionally break the
calculation of equity capital market value
distribution between the packages of various sizes
into 10 phases.
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Table 1

Bec cnenuaibHbIX MPeUMYIIECTB MAKETOB Pa3HBIX Pa3MepoB

The weight of special advantages

for packages of different sizes

(BoD)

Right Package size — J Weight coefficient —k;
Share in a negligibly small package, allowing receiving Less than 10 % 1
dividends, demanding the share’s repurchase
Right to conduct audit and call an extraordinary meeting 10 % 2
Bringing one personal representative to the Board of Directors 1 3

1 + members _BoD

Blocking some decisions

25 %+1 share

Selecting the Managing Director

50 %+1 share

Insurance of taking any decisions (lack of blocking package) 75 %

Insurance of taking any decisions (lack of 10 %)

Sla|lwv| &~

90 %+1 share

1. The minimal size of the package (share in
the equity capital) for obtaining a seat in the
Board is determined by the formula [1]:

c +1 action, (1)

0+l
where ¢ is the required and sufficient size of the
package; Q is the total number of members in
the Board of directors, stipulated in the company
charter.

2. The calculated value of the number of
members in the Board (g) whose election the
package owner can reliably provide, not
depending on how the rest of the shares are
distributed, is determined as:

q=C (Q+1), ()

where Q is the total number of members in the
Board governed by the company charter; C; is
the size of an i-th package.

3. Appointment of the actual number of
members in the Board which the package owner
can reliably expect in the current situation. The
actual number of members in the Board is
modeled on the basis of the analyzed register of
shareholders.

4. Determination of the composition of
rights belonging to every package.

The packages are broken down into parts,
ensuring the most significant rights. First, it is
necessary to segregate the part of the package
which ensures the most significant power among
those described in [2, Tab. 1]. The remainder,

which makes it possible to additionally give
shares vested with certain legal powers, is divided
into components until the remaining part
becomes smaller than the significant package
allowing to bring the holder’s representative into
the Board of Directors.

5. Determination of the «preliminary» weight
for every package.

In order to obtain the value of packages, the
«preliminary weight» is calculated depending on
the special advantages, which are powers enacted
in the Federal Law «On Joint Stock Companies»®.

— calling an extraordinary meeting and
conducting an audit (10 % share package);

— appointing a member of the Board (the
threshold «9.09 % + 1 share» corresponds to fen
members of the Board in case of cumulative
voting);

— blocking some decisions (25 % + 1 share);

— taking most decisions and selecting the
Managing Director (50 %+1 share);

— taking any decision (75 % and more).

Initially, every secondary right adds 1
conventional unit, see Tab. 1.

In order to obtain the «preliminary» weight,
the allocated shares within the package are to be
multiplied by the relevant weight coefficient
from Tab. 1. For example, it is suggested in
[1, p. 160] that the value of packages amounting

3 Federal Law «On Joint Stock Companies»

No.208-FZ (last edition), passed by the State Duma
on 24.11.1995. URL: http://www.consultant.ru/docu
ment/cons_doc LAW 8743/ (Date of visit 05.05.2017).
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to 95% (V95 %) and 42 % (V42 %) of the
assumed quantity of voting shares presented in
the General Meeting of Shareholders, should be
calculated in the following way (in conventional
units):

Vosee =(90%-7+5%-1)N;

Vo =(25%-4+12.5%-3+4.5%-1)N,

where N is the total quantity of the company’s
voting shares.

If the structure of the company capital is
such that the minority part of the package gives
it a secondary right to select a member in the
Board, then the coefficient of the minority part
of the package is calculated as

kmin = (k3 = k3) Guqa + Ky (3)

where k,,;, is the the coefficient for the minority
part of the package, giving a secondary right to
elect a member in the Board, &; is the coefficient
for the package giving the right to eclect one
member in the Board, k, is the coefficient for the
package giving the right to call an extraordinary
meeting and conduct an audit, k, is the
coefficient of the minority package giving the
right to receive dividends, g,, is the the number
of additional representatives in the Board.

6. The dividend value («package dividends»
in the example) for every package is calculated
by the formula:

D, = Yin,-,

4

4

where D; is the dividend value of an ith package,
d is the number of dividends per share, #;is the
number of shares in an ith package, Y, is the
capitalization rate (calculated in accordance with
the weight-average capital cost (WACC) model).

The dividend value is calculated with an
assumption that dividends per share remain
constant throughout a long period.

7. Calculation of the additional value of the
ith package. The additional value of the package
can be obtained by distributing the rights,
depending on the weight appointed in phase 5,
by the formula:

Wi

Vi ZZ_W(I/IUO%_ZDi)’ (&)

1

where V7, is the additional value, w; is the weight
of the ith package, V4 is the value of the
company.

128

8. Calculation of the package value
V.=V, +D,, 6)

1 0

where V; is the value of the ith package, D, is the
dividend value of the ith package.

9. Calculation of the value of one share in
the package. The ratio of the package value to
the number of shares in the package gives the
value of one share in the package.

Vi =L, ™

o
n;

where Vj, is the value of one share in the ith

package, n, is the number of shares in the package.

10. Calculation of weight coefficients.

Since the value of one share in the minority
package is known, the «preliminary weights» of the
significant packages can be adjusted by the iterative
calculation method so that the value of one share,
confirmed by the stock market, would be equal to
the preliminary expected value of one share in the
minority package of the model. The distribution of
«weight coefficients» between packages is changing
according to linear dependency.

Main Part. Let us consider how the proposed
methodology can be used in a specific context.
According to the data [14, p. 6], the value of the
equity capital of PJSC LUKOIL as of 31.12.2016
comprised 3,220,880 mil. rubles. There are only
ordinary shares in the company in the amount of
851 mil. The face value of shares is 21 mil.
rubles. «Dividing the obtained result by the total
number of the company's shares gives a
proportional value of one share within the one
hundred percent package, as if it was owned by a
single holder> [1]. The structure of the equity
capital of the company is presented in Tab. 2.

The sufficient size of a package (number of
votes at the general meeting of shareholders) for
electing one representative in the Board of Directors
of PJSC LUKOIL must be 1/11 = 9.09 %.

Tab. 3 shows a distribution model of
representatives in the Board of Directors from
every shareholder, given the cumulative voting at
the meeting of shareholders.

By a majority vote, an additional representative
in the Board of Directors is taken by the
principal shareholder.

Let us use Tab. 4 to determine the content
of rights for every package by breaking the
existing packages down to significant shares with
additional advantages.
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Table 2
Crpykrypa akuuonepHoro kamuraia ITAO «Jlykoitn»
The structure of the equity capital of PJSC LUKOIL

, Share in the
Shareholder’s name Equity Capital, %

Non-bank financial institution, closed 92.56 %
joint stock company National

Settlement Depository (NSD)

Specialized depositary company 2.52 %
Garant (SDC Garant)

Minority packages (MP) 492 %
Total 100 %

According to the data of PJSC LUKOIL
http://www.lukoil.ru/

Table 3

Pacuer yncna npeacraBureseit
B Cosete mupexktopos (CII)

The calculated number of representatives
in the Board of Directors (BoD)

Expected value .
Package | of the number Add1t1ongl
Shareholders . representative
size of members in the BoD
in the BoD (g)
NSD 92.56 % |9~0.7767/0.0909 1
SDC Garant | 2.52 % |0~0.1186/0.0909 0
MP 492 % 0 0

In the next phase let us calculate the weight

(w) for every package, using the -coefficients
presented in Tab. 1. Additional advantages of the
principal shareholder are considered with the
difference of weights of two packages, for
example, the weight of 9.09 % package, allowing

appointing one representative in the Board of
Directors, and that of the package preceding in
terms of rights. This difference can be called a
contribution per one vote in the Board of
Directors. Let us calculate the weight coefficients
of packages:

W s = 90 % x 7+2.56 % x (3 — 2) + 1) = 6.35;
Wz‘sz% = 252 % X 1 = 003,
Wi = 4.92 % x 1 = 0.49;

In December 2016, it was decided at a meeting
of shareholders to pay dividends in the amount of
75 rubles per share. The return rate on invested
capital is determined in [14, p. 60] as 10 %.

The dividend value is calculated assuming
that dividends per share remain constant
throughout a long period. Let us calculate the
dividend value by packages, using formula (4).
The calculation of the additional value and
redistributed value are given in Tab. 5.

Table 4
OnpeneneHue cocTasa npas
NPUHAMJIEKANMX KAXKIOMY IMAKeTy

Determination of the content of rights
belonging to every package

Pacuer cToMMOCTH MAKETOB aKIuUsA € npeaBapuTebHbIMU BECAaMH

Calculation of the value of share packages with preliminary weights

Ensuring that any decision

Package size/ |is taken by a general meeting | Receiving

Right of shareholders dividends

(lack of 10 % package)
Weight 7 1
coefficient — k;
92.56 % 90 % 2.56 %
2.52 % 2.52 %
4.92 % 4.92 %
Table 5

Sharhotder | weigc | Pk doend | A06. puta o | Caleld s [ Prlipinary v
NSD 6.35 590,465 2,553,053 3,143,518 3,993
SDC Garant 0.03 16,065 10,123 26,188 1,223
MP 0.05 31,393 19,782 51,175 1,223
Total 6.43 637,922 2,582,958 3,220,880
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Pacyer cTOMMOCTH NAKETOB AKLHUS C PBIHOYHO 000CHOBAHHBIMH BECAMH

Calculation of the value of share packages with market-substantiated weights

Table 6

Sharcholders | Weight Packrz;lﬁi (}i{%(li{:nds, Add. r[r)l?fkﬁ% 1zalue, Calculat;cilipail{c[ljz{](ge value, 01}/[:1}:::;\]3%;
NSD 1.43 590,465 2,455,455 3,045,920 3,869
SDC Garant 0.03 16,065 43,160 59,225 2,765
MP 0.05 31,393 84,342 115,735 2,765
Total 1.51 637,922 2,582,958 3,220,880

Table 7

PoiHounblIe MPEeMHUH 32 KOHTPOJIb M CKHIKH 32 OTCYTCTBHEC KOHTPOJISA

Market control premiums and discounts for the lack of control

Package size Package weight coefficient Control premium Discount for lack of control

Less than 10 % 1 0% 0 %
10 % 1.09 6.7 % 6.2 %

1 1.19 13.3% 11.7 %
1 + members _BoD
25 %+1 share 1.28 20.0 % 16.6 %
50 %+1 share 1.37 26.6 % 21.0 %
75 %+1 share 1.47 33.3% 25.0 %
90 %+1 share 1.56 39.9 % 28.5 %

Given that one share costs 2,765 rubles on
the stock market (05.05.2017) [15], let us find
the weight coefficients of significant packages.
Using the iterative calculation method, let us
pick up the weight for the 92.56 % package so
that the preliminary value in the minority
package would be equal to the market value. The
weight in preliminary packages from the
minority package up to 90 % is distributed
linearly. The result of share revaluation with the
market-substantiated weights is given in Table 6.

Thus, the calculation has shown that the
market value of one share in the structure of the

92.56 % share package of PJSC LUKOIL
amounted to 3,869 RUR per share.
The obtained control premiums and

recalculated discounts for the lack of control are
given below in Tab. 7. The control premium for
92.56 % is calculated as a ratio of the value of
one share in the controlling interest package to
the value of one share in the minority package.
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In other packages the premium changes linearly.
The discount for the lack of control is calculated
by the formula [10]:

1
1 + premium

Discount =1 - 8)

Thus, the control premium for a package
ensuring that any decision is taken by a general
meeting of shareholders is 56 % in case there is
no 10 % package.

Conclusion. In order to obtain the market
value of the share package, the valuator must
apply final adjustments, which allow showing the
utility of the package purchased at the market
value for the owner in monetary terms,. This
paper proposes a methodology for market value
distribution of a hundred percent share package
among shareholders owning various packages.
The distribution occurs due to the appointed
weight coefficients proportionally to the utility of
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the purchased package. The weight coefficients,
which allow redistributing the value, are selected
by using the iterative calculation method based
on the data of the stock market about the market
value of shares in the minority package.

Given the market-selected weight coefficients
of packages, the redistributed market value of one
share is defined in every package. It is suggested
that the control premium should be calculated as

a ratio of one share in the controlling interest
package to one share in the minority package. In
the paper, the market premiums have been
obtained at the level of 39.9 % for a controlling
interest package as big as 90 %. The premium has
been calculated according to the financial
statements of PJSC LUKOIL, made for
December 2016 and officially presented on the
website of the company.
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