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Executive Summary
Facing the challenge of structuring an acquisition deal, Risher, Printicomm’s controller and vice
president must structure the acquisition deal to bridge the significant valuation gap between
Printicomm and Digitech, largely due to differing expectations of futures performance. Monte Carlo
simulations on operating profit, influenced by sales growth and profit margin, indicate that Digitech’s
DCF value is close to $37.3 million, including the value of the tax shield. Structure 1 appear more
beneficial for retaining management longer, while still remaining cost effective for Printicomm.
Introducing a 25% bonus cap on additional earnings, ensures financial predictability for Printicomm
while motivating Digitech, with the earnout’s total value estimated to be $22.96 million. To hedge
against risks, we recommend implementing equity rollover options and clauses to weather economic
fluctuations.

Perception Gap in Earnout Valuation Between Buyer and Seller
At its core, the significant difference in the earnout value between the buyer (Printicomm) and the
seller (Digitech) lies in their subjective opinions about future prospects. Risher, representing
Printicomm, expects Digitech's sales growth to be at a minimum of 5% and a maximum of 15%, with
the most likely scenario being 10%. Greene, representative for Digitech, anticipates a sales growth of
at least 10%, up to 30%, with a most likely scenario of 20%, thus 10 percentage points higher than
Risher's expectations. Risher believes that growth in sales and profit margins are the key value drivers
for Digitech, suggesting that a disagreement of 10 percentage points could significantly impact the
price difference between owner and buyer. Greene, also the company's founder, has an emotional
attachment to the company as described. This can result in him having a private value that exceeds
the common value. This, along with his active involvement in the company for a decade, may mean he
possesses insights into Digitech's future that could cause his view of the earnout value to diverge from
Risher's. 

Assessing Digitech’s DCF value
To calculate Digitech's Discounted Cash Flow (DCF) value, we began by outlining best-case, most
likely-case, and worst-case scenarios. We started by defining a probable range for both sales growth
and operating margin using the most likely case from each of the perspectives, ending up with an
interval of 10% – 20% with a standard deviation of 5% and an average of 15% (exhibit 1). Employing
the properties of the triangular- and cumulative distribution alongside Excel's RAND() function, we
simulated the random draws for each case in each scenario (exhibit 2), ensuring concentration around
the mode for both sales growth and operating profit margin. Then we used these measures to
calculate the new projected operating profit in the forecasting period (exhibit 3). To perform the
Monte Carlo simulation, we first determined the input variables, specifically the calculated operating
profits for the projected years. Next, we defined the total number of simulations and prepared the
data table, filling in trial numbers (1 through 1,000) in the first column and connecting outputs in the
top row. We then used the data table function in Excel to populate the remaining 999 rows and
making the average of the 1,000 simulations our new most likely estimate for operating profit (exhibit
4). The utilization of the Monte Carlo simulation over the operating profits resulted in an average
DCF value for Digitech within the approximate range of $36.2 to $36.9 millions, depending on the
discount rate of 10% and a more conservative terminal growth rate of 3% (GDP growth minus
inflation rate in 1998). To pinpoint the value even further, we conducted another Monte Carlo
simulation using 10,000 trials, attaining a more exact DCF value, making us more confident that the
DCF value of Digitech is close to $36.4 millions (exhibit 5), totaling at $37.3 millions when including
the tax shield (exhibit 6).
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Strategic Earnout Plan for Sustained Growth
The advantage of earnout structure 1 is that it ensures the management team, which constitutes a
significant portion of the company's value, remains for 5 years instead of 3. This extended
commitment is highly valuable for Printicomm, as it ensures the retention of key personnel critical to
the continued success and integration of the acquisition. According to Printicomm's forecasts,
Structure 1 requires the lowest payment to Digitech (exhibit 7) at $20.33 millions total, with a present
value (PV) of the paid earnout of $332 thousand, as opposed to Structure 2’s total value of $29.3
millions with a PV of earnout paid of $1.29 millions. This arrangement also ensures a leadership
tenure that is extended, with higher targets to aim for, potentially enhancing performance. While
some may argue that higher targets could demotivate the leadership, we believe, based on what we
have read about the management and a scheme for percentage-based bonus earnings above target,
that this is something the management will handle well. Based on Digitech's own forecasts, we see a
higher present value in Structure 1, although with a lower total value than in Structure 2 (exhibit 7).
The total value is $39.2 millions, with a PV of the paid earnout of $19.2 millions, as opposed to
structure 2’s total value of $39.3 millions with a PV of earnout paid of $11.3 millions. However, the
differences in total value are so marginal that we wouldn't dismiss the possibility of Digitech accepting
the deal. Therefore, we think that Structure 1 is the best option for Risher, as it provides the most to
Printicomm, and is also an arrangement we believe will satisfy Greene. Adding on top the possibility
of the earnout being expensed and tax deductable, the present value of the tax shield is higher for
Structure 1, when assuming a slight tilt towards best case scenario (exhibit 8). When valuing the
different earnout structures using Monte Carlo simulations, we used the same approach as described
in valuation section but tailored it to match Printicomm’s and Digitech’s operating profit, which
depend on their individual forecasts for sales growth and operating profit margin (exhibit 9 & 10).

Strengthening Earnout Terms for Buyer Security
A bonus must be provided if Digitech achieves its targets, here we recommend incorporating a fixed
bonus amount in the earnout structure similar to the prior values. To ensure that Digitech remains
motivated to continue delivering strong results after potentially reaching the target, we would also
like there to be a percentage-based bonus per dollar earned above target. By incorporating such a cap,
we will ensure greater predictability for Printicomm, and, importantly, enhanced protection. We
suggest that this bonus-based percentage cap could be fixed at 25% per dollar earned above the target.
By incorporating a cap into the earnout strategies, we get a present value of the earnout paid and a
total value for Structure 1 of respectively $2.94 and $22.94 millions. In Structure 2, it is respectively
$1.71 and $29.71 millions (exhibit 11). We wish to include the possibility of an equity rollover, so that
Digitech's owners can maintain their incentives to maximize Digitech's performance and leverage the
strengths and opportunities identified in our SWOT analysis (exhibit 12). Agreement points that
incorporating safeguards against macroeconomic and/or political events such as recessions and
industry regulations like tax levels or new laws are also something we would like to suggest to
Printicomm to mitigate risk factors. Finally, as much of Digitech's value resides in its highly skilled
management team, we are committed to ensuring bonus schemes for key personnel who wish to
continue in their roles. Additionally, we propose the incorporation of a clause stipulating that the
current management will provide a training phase for the incoming leadership decreasing the only
high probability and high impact risk identified by our risk heatmap (exhibit 13). These provisions
should specifically address how Digitech's management will mentor the future leaders, which may
include mentorship programs, lectures, and involving them in hands-on work and projects. 
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Exhibits:

Exhibit 1

Exhibit 2

Exhibit 3

Exhibit 4

Exhibit 4 are illustrative and serve solely to demonstrate the methodology used for our Monte Carlo
simulations. 

3



E
xh

ib
it 

5

E
xh

ib
it 

5 
ar

e 
ill

us
tr

at
iv

e 
an

d 
se

rv
e 

so
le

ly
 t

o 
de

m
on

st
ra

te
 t

he
 m

et
ho

do
lo

gy
 u

se
d 

fo
r 

ou
r 

D
C

F
 v

al
ua

tio
n.

 T
he

 n
um

be
rs

 in
 e

xh
ib

it 
5 

ar
e 

no
t 

to
 b

e 
in

te
rp

re
te

d 
as

 t
he

y 
 

fr
eq

ue
nt

ly
 u

pd
at

es
. 

4



Exhibit 6

Exhibit 7

Exhibit 8
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Exhibit 9

Exhibit 10
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Exhibit 11

Exhibit 12

*Fixed percentage payout of 25% of value above earnout target
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Exhibit 13
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