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Introduction 
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Fairness opinions and their roles in corporate transactions can 

differ widely for different types of deals, influencing nearly every 

aspect of the practitioner's approach to the engagement. 

This presentation will discuss a few of the more common types 

of fairness opinions—as well as some of the less common 

types—and will address issues such as: 

 the role of the fairness opinion 

 typical opinion conclusion formulations 

 who the opinion typically “runs to” 

 the basis on which the opinion will be supported 

 core valuation analyses used in fairness opinions 

 other commonly-used analytical procedures 

 factors driving requests for opinion disclosure 

 how the type of fairness opinion can drive variation in opinion fees 
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Stock-for-Stock Opinion 

Whether the Exchange Ratio provided for 

in the Transaction is fair to the holders of 

Target Company stock from a financial 

point of view 

General Types of Fairness Opinions 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

Sell-Side Opinion 

Whether the Consideration to be 

received by the holders of Target 

Company stock in the Transaction is fair 

to such holders from a financial point of 

view 

Buy-Side Opinion 

Whether the Consideration to be paid by 

the Acquiror for all of the outstanding 

shares of common stock of the Target in 

the Transaction is fair to the Acquiror 

from a financial point of view 

Non-standard Opinions 

 Financing opinions 

 Indenture-related opinions 

 Recapitalization transactions 

 Relative fairness opinions 

 Not-for-profit conversion opinions 
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The Many Roles of the Fairness Opinion 
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Fairness opinions in corporate transactions function in multiple roles; some 

intended, and some unintended (from the perspective of the opinion issuer): 

 
Intended (Valid) Roles: Unintended (Invalid) Roles: 

 To inform the board whether the proposed 

consideration to be received (or paid) is fair, from 

a financial point of view, to the party receiving (or 

paying) such consideration 

 To provide the board of directors with an 

independent analysis of a proposed transaction 

 To aid in the board’s decision making 

Unintended (Valid) Roles: 

 To demonstrate the board has attempted to fulfil 

its fiduciary duties—particularly the duty of care 

 To mitigate the risk of litigation 

 To inform the board as the fairness of aspects of 

the proposed Transaction other than the 

consideration 

 To enhance the company’s communication with its 

shareholders 

 A recommendation that the board vote to approve 

a potential transaction 

 A tool to influence shareholder approval of a 

potential transaction 

 A tool to deter shareholder approval of a potential 

transaction 
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Sell-Side Opinion (Cash Only) 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

• Whether the Consideration to be received by the holders of Target company 
stock in the Transaction is fair to such holders from a financial point of view 

Typical Opinion 
Conclusion 

• Compares the proposed transaction consideration with the value ranges 
indicated by valuation analyses of the target company 

Basis for 
the Opinion 

• Selected public companies 

• Selected transactions 

• Discounted cash flow Core Valuation 
Analyses 

• Premiums paid analysis 

• Present value of future stock price 

• Trading history analysis 

• LBO analysis 

Additional 
Analyses 

• Disclosure is generally required if target is a listed company 

• Disclosure triggers: "going private" (13e-3) transactions; requirement for 
stockholder approval 

Disclosure 

• Non-contingent (fixed) fee 

• Increased fee triggers: disclosure, transaction size, control stockholder, affiliate 
transaction, no sale process 

Opinion Fee 
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Premiums Paid Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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PV of Future Stock Price Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Trading History Analysis 
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Leveraged Buy-Out (LBO) Analysis 
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Buy-Side Opinion (Cash Only) 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

• Whether the Consideration to be paid by the Acquiror for all of the outstanding 
shares of common stock of the Target in the Transaction is fair to the Acquiror 
from a financial point of view 

Typical Opinion 
Conclusion 

• Compares the proposed transaction consideration with the value ranges 
indicated by valuation analyses of the target company 

Basis for 
the Opinion 

• Selected public companies 

• Selected transactions 

• Discounted cash flow Core Valuation 
Analyses 

• Synergies analysis 

• Accretion/dilution analysis 

• Premiums paid analysis Additional 
Analyses 

• Disclosure is not generally required 

• Disclosure triggers: requirement for stockholder approval; issuance of [20%] of 
new equity 

Disclosure 

• Non-contingent (fixed) fee 

• Increased fee triggers: disclosure, transaction size, control stockholder, affiliate 
transaction, comprehensive sale process 

Opinion Fee 
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Synergies Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Accretion/Dilution Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Stock-for-Stock Opinion (Fixed Exchange Ratio) 

The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

• Whether the Exchange Ratio provided for in the Transaction is fair to the holders 
of Target Company stock from a financial point of view 

Typical Opinion 
Conclusion 

• Compares the proposed transaction share exchange ratio with the exchange 
ratio ranges indicated by relative valuation analyses of both companies 

Basis for 
the Opinion 

• Selected public companies 

• Discounted cash flow 

Core Valuation 
Analyses 

• Trading history analysis 

• Relative contribution analysis 

Additional 
Analyses 

• Disclosure is generally required for a listed company Disclosure 

• Non-contingent (fixed) fee 

• Increased fee triggers: control stockholder; need to analyze both parties 
Opinion Fee 
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Relative Contribution Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Financing Opinion 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

• Whether the Consideration to be received by the Company in the Financing 
Transaction is fair to the Company from a financial point of view 

Typical Opinion 
Conclusion 

• Compares the proposed financing consideration with the value ranges indicated 
by valuation analyses of the to-be-issued securities 

Basis for 
the Opinion 

• Selected public companies 

• Selected transactions 

• Discounted cash flow 

• Liquidation analysis 

Core Valuation 
Analyses 

• Equity allocation analysis 
Additional 
Analyses 

• Disclosure is generally not required 

• Disclosure triggers: requirement for stockholder approval; issuance of [20%] of 
new equity 

Disclosure 

• Non-contingent (fixed) fee 

• Increased fee triggers: disclosure, transaction size, financial distress, control 
stockholder, affiliate transaction, no transaction process 

Opinion Fee 
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Liquidation Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Equity Allocation Analysis 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 

(figures in millions, except per share data) 

Note: Risk-Free Rate and Volatility are based on the liquidity time horizon. 
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Series A Preferred Stock 34.8 34.8 0.0% 0.0% 100.0% 0.0% 0.0% 0.0% 

Series B Preferred Stock 131.4 131.4 0.0% 100.0% 0.0% 0.0% 0.0% 0.0% 

Series C Preferred Stock 154.9 154.9 100.0% 0.0% 0.0% 0.0% 0.0% 

Percentage of Value in Range Allocable to Each Security 

Common Common $0.0 $80.0 $145.7 $154.4 $200.6 $267.2 

Shares Equivalents $80.0 $145.7 $154.4 $200.6 $267.2 & Greater 

33.5% 

Common Stock 154.0 154.0 0.0% 0.0% 0.0% 100.0% 50.0% 33.3% 

Options Issued 154.0 154.0 0.0% 0.0% 0.0% 0.0% 50.0% 33.3% 

Total 633.1 633.1 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Value of Option to Receive Percentage of Value in Range 

Series A Preferred Stock 

Series B Preferred Stock 

Series C Preferred Stock 

Common Stock 

Options Issued 

Indicated Value $0.0 

$80.0 

$80.0 

$145.7 

$145.7 

$154.4 

$154.4 

$200.6 

$200.6 

$267.2 

$267.2 

& Greater Per-Share Per-CSE Total 

$0.09 

$0.28 

$0.50 

$0.15 

$0.06 

$0.09 

$0.28 

$0.50 

$0.15 

$0.06 

$3.3 

$36.7 

$77.7 

$22.8 

$9.6 

$0.0 $0.0 $3.3 $0.0 $0.0 $0.0 

$0.0 $36.7 $0.0 $0.0 $0.0 $0.0 

$73.5 $0.0 $0.0 $0.0 $0.0 $4.2 

$0.0 $0.0 $0.0 $13.2 $5.4 $4.2 

$0.0 $0.0 $0.0 $0.0 $5.4 $4.2 

Total $150.0 $73.5 $36.7 $3.3 $13.2 $10.7 $12.6 

Assumptions 

Exercise Price of Option $0.0 $80.0 $145.7 $154.4 $200.6 $267.2 

Black-Scholes Option Value $150.0 $76.5 $39.8 $36.5 $23.3 $12.6 

Differential in Black-Scholes Option Value $73.5 $36.7 $3.3 $13.2 $10.7 $12.6 

Value of Equity $150.0 

Volatility 45.0% 

Time to Liquidity 2.00 

Risk-Free Rate 0.64% 



Equity Allocation Analysis (cont.) 
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The option pricing method allocates the Company’s estimated aggregate equity value to 
each of its securities. The securities can be viewed as options exercisable in a future 
liquidity event. For example, in a common-only capital structure, the common stock is 
analogous to an option with a strike price of $0.00. An option can represent the payoff 
diagram for all ranges of equity value. Various strike prices are determined by “break- 
points.” A break-point is a company valuation point where the next class of security 
begins to have value. Break-points can be determined by differing rights and privileges 
such as liquidation preference and strike prices of options and warrants. The change in 
option value between these break-points is allocated to the appropriate securities. 

This methodology is based on the Black-Scholes option pricing model. Principal 
components of this model include the estimated stock price, exercise price, volatility, time 
to expiration and the risk-free rate. 

 The stock price was estimated as the Company’s aggregate equity value. 

 Volatility was based on the implied volatility of a portfolio of comparable companies. 

 Time to expiration was based on the estimated time to a Company liquidity event. 

 Exercise prices were based on our analysis of relative rights, privileges and 
preferences of the securities. 

 The risk-free rate was based on the U.S. Treasury note yields. 

The Option Pricing Method is appropriate to use when specific future outcomes are 
difficult to predict. 
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Equity Allocation Analysis (cont.) 
The Different Roles of 

Fairness Opinions in 

Different Types of 

Deals 
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Houlihan Lokey is a trade name for Houlihan Lokey, Inc. and its subsidiaries and affiliates, which 
include: United States: Houlihan Lokey Capital, Inc., a SEC-registered broker-dealer and member of 
FINRA (www.finra.org) and SIPC (www.sipc.org) (investment banking services); Houlihan Lokey 
Financial Advisors, Inc. (financial advisory services); Houlihan Lokey Consulting, Inc. (strategic 
consulting services); Houlihan Lokey Real Estate Group, Inc. (real estate advisory services); Europe: 
Houlihan Lokey (Europe) Limited, authorized and regulated by the U.K. Financial Conduct Authority 
(investment banking services); Hong Kong SAR: Houlihan Lokey (China) Limited, licensed in Hong 
Kong by the Securities and Futures Commission to conduct Type 1, 4 and 6 regulated activities to 
professional investors only (investment banking services). China: Houlihan Lokey Howard & Zukin 
Investment Consulting (Beijing) Co., Limited (financial advisory services); Japan: Houlihan Lokey K.K. 
(financial advisory services); Australia: Houlihan Lokey (Australia) Pty Limited (ABN 74 601 825 227), 
a company incorporated in Australia and licensed by the Australian Securities and Investments 
Commission (AFSL number 474953) in respect of financial services provided to wholesale clients. In 
the European Economic Area and Hong Kong, this communication may be directed to intended 
recipients including professional investors, high net-worth companies or other institutional investors. 

Houlihan Lokey gathers its data from sources it considers reliable; however, it does not guarantee the 
accuracy or completeness of the information provided within this presentation. The material presented 
reflects information known to the authors at the time this presentation was written, and this information 
is subject to change. Houlihan Lokey makes no representations or warranties, expressed or implied, 
regarding the accuracy of this material. The views expressed in this material accurately reflect the 
personal views of the authors regarding the subject securities and issuers and do not necessarily 
coincide with those of Houlihan Lokey. The presenter has gathered data from publicly available 
sources considered to be reliable, no proprietary market/industry data was used. 


