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DO YOU KNOW...

Morningstar’s Ibbotson SBBI 2011 Valuation Yearbook, Market Results for Stocks, Bonds, Bills, and 
Inflation 1926-2010 says the following on pages 61-62:

“Since most companies in the S&P 500 and NYSE are minority held, some assume that the risk 
premia derived from these return data represent minority returns and therefore have a minority 
discount implicit within them. However, this assumption is not correct.  The returns that are 
generated by the S&P 500 and the NYSE represent returns to equity holders.  While most of these 
companies are minority held, there is no evidence that higher rates of return could be earned if these 
companies were suddenly acquired by majority shareholders.  The equity risk premium represents 
expected premiums that holders of securities of a similar nature can expect to achieve on average 
into the future.  There is no distinction between minority owners and controlling owners.”

“When performing discounted cash flow analysis, adjustments for minority or controlling interest 
value may be more suitably made to the projected cash flows than to the discount rate.”

“Most public companies have no majority or controlling owner.  There is no distinction between 
owners in this setting.  One cannot assume that publicly held companies with no controlling owner 
have the same characteristics as privately held companies with both a controlling interest owner 
and a minority interest owner.”  

We recommend that valuation analysts read the entire section on this topic in the 2011 Ibbotson 
Valuation Yearbook (www.global.morningstar.com/SBBIYearbooks).
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…that the Duff & Phelps Risk Premium Report contains a 
formula to convert Ibbotson industry risk premiums to Duff 
& Phelps industry risk premiums?

DO YOU KNOW...

Duff & Phelps Risk Premium Report 2011, page 56, shows the following formula:

“IRPadjusted = SBBI IRP x (ERP estimate used in Buildup 2 / historical ERP estimate from 1926 
to present)”

The Buildup 2 referred to is from page 26:

“COEBuildup 2 = (Risk Free Rate) + (Equity Risk Premium) + (Size Premium) + (Adjusted Industry 
Risk Premium)”

Illustration of formula only:  
Assuming an Ibbotson IRP of 2.5%, an Ibbotson equity risk premium of 6.7% (a) and a Duff & 
Phelps unadjusted equity risk premium of 4.4% (b) the Duff & Phelps IRP is as follows:

IRP (D&P) = 2.5% X (4.4% / 6.7%)
IRP (D&P) = 1.64%

(a)   Morningstar’s Ibbotson SBBI 2011 Valuation Yearbook, Market Results for Stocks, Bonds, 
Bills, and Inflation 1926-2010, last page.

(b)   Duff & Phelps Risk Premium Report 2011, page 32.

We recommend that valuation analysts read the entire section on this topic in the 2011 Duff & 
Phelps Risk Premium Report (www.bvresources.com/dp).
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If there were an award for “Hot Topics
in Business Valuation,” then cost of cap-
ital would surely win! There has been
so much information disseminated on
this topic— especially over the past
year—  we felt an obligation to review
and summarize the information for
our readers. We hope you’ll enjoy and
learn from the front-page article.

In this issue,  Derald Lyons takes
a look at another continually popular
topic in valuation, pass-through enti-
ties. Using an example, Derald shows
us the implications of taxes in a com-
pany transaction setting.

Bob Grossman then presents a
scenario many of us are familiar with,
starting a business valuation practice
in a public accounting firm. Bob points
out the pros and cons of this endeavor
and discusses some practical consider-
ations when doing so.

Also in the area of firm manage-
ment, Tom Burrage examines the
impact of increasing regulation within
the BV industry and its impact on the
value of our practices and future bene-
fit streams.

Moving into forensics/fraud,
Darrell Dorrell discusses some tools to
help valuation analysts enrich their
reports and testimony with science
and empirical analyses rather than just
the use of “professional judgement.”
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There is much to learn on cost of capi-
tal from all the publications and pre-
sentations in 2010.  We will summarize
some of the more important factors
and issues from this very busy year.
This summary is not all inclusive but is
a very important read.   The topics pre-
sented here are:
• Adjusted vs. unadjusted equity risk

premiums
• Conditional vs. unconditional equi-

ty risk premiums
• Suggested uses and examples when

using Duff and Phelps (D&P) and
Ibbotson data – 2010 update

• Levels of accuracy in using D&P vs.
Ibbotson data

• Recent Daubert challenge and deci-
sion on Butler Pinkerton and Total
Beta 

• New thoughts on unlevering and
relevering betas in the cost of equity
capital calculation

• The reliability and credibility of
using the new Ibbotson 10w, 10x,
10y and 10z size premium data.
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Cost of Capital Update:
In FVLE Issues 24 (April/May 2010)
and 25 (June/July 2010), we presented
the cost of equity capital using D&P
and Ibbotson data.  The costs of equity
were calculated as of December 31,
2009 and December 31, 2007.  We also
presented eight different sets of inputs
using the build up method (BUM) and
the modified capital asset pricing
model (MCAPM).  We also calculated
the costs of equity using raw unadjust-
ed data as well as adjusted data.  These
calculations were for a smaller compa-
ny where the Ibbotson 10th decile and
the D&P 25th category would be appli-
cable.  The ranges of costs of equity
were as follows (see Charts 1 and 2 on
page six for the unadjusted costs of
equity):1

December 31, 2009
• Unadjusted    18.3% to 21.8%
• Adjusted        20.0% to 22.0%

December 31, 2007
• Unadjusted    19.5% to 23.0%
• Adjusted        21.0% to 23.0%
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Letter from
the editor

Robert L. Dunn, J.D.
attydunn@comcast.net

The second issue of Dunn on Damages
contains four superb articles from con-
tributors on our Panel of Experts.  My
contribution in this issue is “The Ten
Key Economic Damages Cases of
2010.” Through my research for my
books, I read, every year, the great ma-
jority of the economic damages cases
decided that year.  (Yes, I do read the
cases myself.  There isn’t a staff of law
clerks doing the work for me.)  It is
possible for me to make  a rough judg-
ment about what cases will be most
important to you, our readers.  Last
year there were some big cases on im-
portant points and some smaller cases
on smaller— but significant and unset-
tled—questions.  A review of this arti-
cle will help keep the  reader  up to
date on recent legal developments.  We
plan to make this case law review an
annual feature in the first issue of the
new year of Dunn on Damages.  

The next article is by nationally
known expert and attorney Brian P.
Brinig, “Achieving Reasonable Cer-
tainty in Quantifying Lost Profits
Damages.”  Mr. Brinig addresses the
full range of common problems in
proof of lost profits damages.  Next is
Michael Wagner’s “A Primer on Patent
Damages.”  Also a widely-recognized
expert, Mr. Wagner lays the ground-
work for understanding how patent
damages are calculated.  In a future
Continued on next page
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The Ten Key ecoNoMic Damages
cases of 2010
This article initiates what will be a regu-
lar feature in Dunn on Damages— a re-
view in the first issue of the year of 10
key economic damages cases decided in
the preceding year.  The cases have been
chosen for their general importance to at-
torneys and damages experts, their deci-
sions on unsettled questions of law, and
their ground-breaking impact on current
hot issues in economic litigation.  Ten is
an arbitrary number, of course.  Cases
that could be ranked 11 or 12 may be
more important to practitioners in a par-
ticular area than some of the ones that
made the list.  But the line has to be
drawn to limit content somewhere and it
is necessarily a judgment call.  I have
made some effort to rank the cases in
order of importance within the list but
this is an even more subjective judgment
than picking the cases to include. My ob-
jective is to give our readers a summary
of some of the key economic damages

cases, in total, for the year.  A summary,
by definition, omits much of the material
summarized; readers who find a case of
interest are urged to read the entire deci-
sion.  For the convenience of our readers,
we have included a link to the full opin-
ion in each of the 10 cases.

1.  Anchor Savings Bank, FSB v. United
States, 597 F.3d 1356 (Fed. Cir. 2010).
Anchor Savings is one of the last cases
arising out of the savings and loan crisis
of the 1970s and 1980s. The case stands
for  damages principles of major signifi-
cance although it arises from a technical
corner of substantive banking law. Some
background is necessary to put the rul-
ing in context.  In order to prevent col-
lapse of hundreds of insolvent
institutions, the government offered
stronger savings and loans the induce-
ment to acquire the weaker ones in the
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