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		Abstract

		Lawyers, experts, courts and clients often face the tricky problem of how to find the fair market valuation for a court-ordered mandatory minority shareholding buyback. This paper explores various relevant factors that should be considered and included in any computations.

A scenario that frequently occurs in family, divorce, HNWI, and corporate disputes is the mandatory court or tribunal ordered buyout of a minority shareholder by the majority shareholder or occasionally vice versa, leaving one original shareholder ex post with 100% of the target shares and the other original shareholder ex post with 0%. In the rare case where the relevant company shares are publicly quoted with liquid pricing, then a fair market price can be established for a marginal share sale and purchase, and an appropriate premium or discount then potentially calculated and used to adjust this price, to reflect the size of and differential market demand for the whole transaction tranche.

However in the much more frequent cases where the company shares at stake are unquoted, unlisted and where there is no liquid pricing available, then some form of bespoke pricing model will be needed to establish a fair price for the share sale. A typical question that arises in such cases is whether a minority discount should be applied to the share sale and purchase price, reflecting the lack of corporate control of the minority shareholder, compared to the majority shareholder (as typically argued for by the majority share owner and minority stake purchaser) arguably reflecting the situation just before any purchase, where the valuation process and proposed transaction conceptually starts. 

Alternatively should the share price applied to the minority shareholding just be pro rata and the same price per share as the majority shares, reflecting the fungibility and interchangeability of all shares in the same class, just after any purchase when the valuation process and proposed transaction conceptually ends? Or perhaps some intermediate, hybrid pricing solution?

To explore and develop this line of question further, this paper uses a simple corporate, minority and majority share valuation model The impact of standalone minority share discounts is considered, as well as the impact of any additional standalone fire-sale discounts (if applicable) and any buyout premia and status quo disruption premia that would be needed to persuade a more reluctant share seller to sell. The model also considers the impact not only of company assets and liabilities just before any share sale, but also of company contingent assets and contingent liabilities, which could for example be off-balance sheet and excluded from statutory accounts, but still financially highly valuable and significant. Furthermore the model considers these factors both just before, and just after the proposed sale, where there could have been intervening step changes. Various potential real life illustrative scenarios are also considered in the Appendix.
 
The conclusion is that while a minority share discount can be important, it is just one factor, typically â€œcherry-pickedâ€� and highlighted to the court by the purchaser, whose affect can be attenuated and even swamped by any required buyout premia and status quo disruption premia. Moreover these factors may well be further swamped by the expected change in company value via expected changes in both non-contingent and contingent assets and liabilities, following and flowing from the consolidation or change of company control.
  
Depending on the degree to which either the minority shares seller or shares buyer is to receive the benefit from any expected change in company value flowing from the shares sale, so there will typically be a zone of potential agreement (ZOPA) and range of potential fair market share prices at which the minority shares could be sold and bought, with the court determining where in this broader range it would be just to draw the specific fair market price line. But the net result of this analysis can often be that a significant premium rather than discount needs to be applied to the prior pro rata calculated share price, if company value is expected to rise . Conversely, it can also be the case that the fair price of the sale could be at a significant discount or even zero or negative, if the company equity value is expected to fall in value significantly after the sale.
   
Finally, mutatis mutandis, the implication of including or excluding these additional valuation factors for corresponding ultra-high value post-M&A disputes is also considered. 
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