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academicians, compilers of market data,
and business appraisers have given
considerable attention to the KPD.
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Definition of 'Key Person Discount - KPD'

A method used to help calculate the value
for a company with thin management and
a strong dependency on the efforts of a
single individual. The theory behind KPD is
that a discount exists between the value of
a company's operations (i.e., enterprise
value) that has and has not a key person
dependency. Various methods have been
used to quantify the discount that can be
applied including the court cases method,
key man loss method and the actuarial
method.
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The key person discount ("KPD") is often
the second largest value adjustment
business appraisers must consider. It can
exceed 25% in many cases.

However, there is no perfect way to
measure it, and there are disagreements
over its causes.

As a result, the Internal Revenue Service,
the Tax Court, other courts across the U.S,
regulatory agencies (the Securities and
Exchange Commission, the Financial
Accounting Standards Board, and the
Department of Labor, among others),
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