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Background
Alan Smith and his two sons, Barry and Charles, own respectively, 20%, 40% and 40% of the shares in their printing business, Fast Colour Limited. This is a jobbing commercial printer with a 25,000sq ft printworks in Bristol. 
Alan is the Chief Executive of the business, whilst Barry and Charles are the Sales Director and Finance Director respectively. There is also a Managing Director who does not have any shareholding.  There is no shareholder agreement and the articles of association are standard.

A protracted dispute has occurred among the directors of the company culminating in Alan bringing unfair prejudice proceedings under s.994 Companies Act 2006 against the other shareholders.  Alan has petitioned the court to order a purchase of his shares by the other two shareholders.    

Expert accountants have been engaged by Alan and his sons to value his 20% interest in the company:
· Alan has instructed Geoff Mesher of Grant Thornton UK LLP and is represented by Stefan Ramel of Guildhall Chambers.
· The sons have jointly instructed Nick Andrews of KPMG LLP and are represented by Lucy Walker of Guildhall Chambers.


The company      
Fast Colour prints short run digital print jobs, and has heavily invested in machinery and software technology to organise and produce an efficient print process. Fast Colour has a large number of customers. These include commercial printing jobs for businesses (good margins) and print management companies (low margin). Its main competition is from the general printing market, which comprises several thousand companies, most fairly small. In the current economic climate there have been many closures and acquisitions especially of smaller and medium sized businesses.

In recent years Fast Colour has worked hard to maintain its turnover levels and has filled its print capacity with the lower margin print management jobs, with the result that it has a larger number of individual customers each spending less and generating less profit. It has improved its performance in the Print Week Top 500, and has an impressive turnover per employee and plates per hour key performance indicator for the industry.
Figure 1: Summary of Experts' positions
	
	Geoff Mesher
	Nick Andrews

	EBITDA
	3 yr weighted (3,2,1) average
	£1.6m
	5 yr simple average
	£1.5m

	Directors' remuneration
	
	£0.2m
	
	-

	
	
	 £1.8m
	
	£1.5m

	
	
	
	
	

	EBITDA multiple
	Average of 4 cos.
	7
	Average specific 2 cos.
	6

	Discount to multiple
	
	40%
	
	50%

	Discounted multiple
	
	4.2
	
	3.0

	Valuation of Fast Colour
	
	£7.56m
	
	£4.5m

	20% pro rated shareholding
	
	£1.5m
	
	£0.9m

	Minority discount
	10% premium
	10%↑
	20% discount
	20%↓

	
	
	£1.66m
	
	£0.72m

	
	
	
	
	


Figure 2: Alternative valuations

	
	Expert 1
	Expert 2

	Alternative methodologies:
	
	
	
	

	Discounted cash flow
	
	£2.0m
	
	N/A

	
	
	
	
	

	Recent market transaction
	
	N/A
	
	£0.6m

	
	
	
	
	

	Average valuation using EBITDA and alternative
	
	£1.8m
	
	£0.65m



Both experts have also undertaken an alternative valuation, but both concur that the EBITDA methodology provides the most suitable valuation to this case. 
Figure 3: Summary historic financial performance

	
	2006
£m
	2007
£m
	2008
£m
	2009
£m
	2010
£m 

	
	
	
	
	
	

	Turnover 
	10.9
	11.3
	11.8
	11.2
	11.1

	
	
	
	
	
	

	Gross profit 
	2.4
	2.5
	2.6
	2.3
	2.2

	
	
	
	
	
	

	Gross profit margin
	22.0%
	22.1%
	

22.0%
	20.5%
	19.8%

	Operating profit
	0.7
	0.8
	0.8
	0.7
	0.6

	Profit before tax
	0.6
	0.6
	0.7
	0.4
	0.3

	
	
	
	
	
	

	Add back:
	
	
	
	
	

	· depreciation
	0.6
	0.5
	0.8
	0.8
	0.9

	· interest
	0.2
	0.2
	0.2
	0.3
	0.3

	· reorganisation
	-
	0.1
	-
	-
	0.1

	· professional
	-
	-
	0.1
	-
	-

	
	
	
	
	
	

	EBITDA
	1.4
	1.4
	1.8
	1.5
	1.6



In addition, the four directors receive remuneration totalling £600,000. According to market surveys, the average remuneration for a senior director in the sector for a business of this size is £100,000.
Figure 4: Summary listed comparator
	
	Print.com
	News Press
	Colour Plc
	Money Print

	Description
	Broad range of print products through high street stores and on-line
	Newspaper printing
	Print and display services
	Security printing (currencies, passport credit cards)

	Turnover
	£20m
	£800m
	£150m
	£1,200m

	EBITDA
	£3m
	£60m
	£10m
	£80m

	Market capitalisation
	£24m
	£60m
	£40m
	£1,200m

	
	
	
	
	

	EBITDA ratio
	8
	1
	4
	15


Issues in dispute between the expert accountants
Following an experts’ meeting, the experts were unable to reach agreement in relation to the following issues which the Court will now be required to determine.
	
	Issue
	Expert 1
	Expert 2

	1.
	EBITDA
	3 year weighted average
	5 year simple average

	2.
	EBITDA multiple
	Average of all 4 companies as Fast Colour is not exactly comparable to any of the comparator companies.
	Average of 2 companies (Print.com & Colour plc) on the basis that these are closer in nature to the business of Fast Colour.  News Press & Money Print operate in a specialist field and are not as comparable to Fast Colour as the other two.

	3.
	Directors’ remuneration
	The £600k of directors’ remuneration charged to the profit and loss account for the year includes an element of profit taking by the shareholder/directors of the company.  Given that a more reasonable level of directors’ remuneration is thought to be in the region of £100k per annum per director, it would seem necessary to add back some £200k of directors’ remuneration per annum to arrive at a more reasonable level of maintainable earnings.
	No adjustment is required as £600k is not an unreasonable level of remuneration for four directors.  Were Alan to leave the business, it is likely that the company would need to replace him either with an external appointment or his responsibilities might need to be shared among the other directors.  In either case, the amount of his remuneration would continue to be an ongoing expense of the company. 

	4.
	Discount to multiple
	40% - to reflect the fact that the comparators are listed companies whereas Fast Colour is not.
	50% - to reflect the fact that the comparators are listed companies whereas Fast Colour is not.

	5.
	Minority discount – special purchaser
	10% premium reflects the possibility of Barry and Charles being special purchasers since Alan’s 20% interest would when added to the 40% interest of either Barry or Charles would give that shareholder a greater than 50% interest in and hence control over the company.
	The 20% discount reflects the lack of control.  The shares are not attractive to any other third party purchaser.

Any consideration of the other two shareholders as possible special purchasers needs to take into account the likelihood of either or both being in a position financially to pay a premium.

It is also possible that the two shareholders may want to maintain their equal share in the company by purchasing 10% each of Alan’s shares.

	6.
	Alternative valuations
	DCF valuation
	Recent market transaction valuation.
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