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What is an LBO Add-on Acquisition?
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Basic LBO acquisition Involves “adding on” Bolton

of a company another company later (“Buy and build”)
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Why Would an Acquirer Choose to Do This?
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To create more Cutting costs Better Expansion
value by growing through synergies or technical into new
the portfolio economies of scale ability geographies
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Common Characteristics
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Lower valuation ° But as soon ..cash flows may
multiples compared as the add-on be valued using the
to the acquirer is acquired...

higher acquirer
multiple before any

i synergies occur
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Companies Targeted
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The add-ons may be
underperforming companies:
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The acquirer can
quickly turn it around

Lack of resources

Lack of management
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How to Model an Add-on
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How Do We Model an Add-on?

Base Case LBO Add-on Model Base Case LBO +
Model Inputs Add-on
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( Model inputs ) ( Build forecast model ) ( Model outputs )

Purchase price Cash flows from running IRR

the business )
Sources and uses of funds Money multiple

Debt servicing

Interest rates

Sdles growth FINANCIALEDGE!
How Do We Model an Add-on?
Base Case LBO Add-on Model Base Case LBO +
Model Inputs Add-on
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Add-on Model Inputs
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( Add-on inputs

) ( Forecast model cash flows ) C

No outputs )

Purchase price
Sources and uses of funds
Sales growth

Tax rates
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Base Case LBO
Model

How Do We Model an Add-on?

Add-on Model
Inputs

Base Case LBO +
Add-on
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Base Case LBO + Add-on
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( Merge the base case and add-on models ) ( Updated model outputs )

New income statement and cash flows IRR
Calculate debt pay down and cash Money multiple

flows available for equity holders
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Timing and Synergies

Year O ‘ Year1 ‘ Year 2 ‘ Year3 ‘ Year 4 ‘ Year 5

Acquire base
case LBO
company

Sales Sales Sales Sales Sales

@
END OF YEAR O YEAR 1 ONWARDS

Acquisition Sales
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Timing and Synergies
Year O ‘ Year1 ‘ Year 2 ‘ Year3 ‘ Year 4 ‘ Year 5
Acquire base
case LBO
company
Sales Sales Sales Sales Sales
Year 0 | Yearl | Year 2 | Year 3 | Year 4 | Year5
Acquire add-on
company
Sales Sales Sales
Synergy 20% Synergy 50% Synergy 100%

SYNERGY REALIZATION (AFTER ACQUISITON) APPLY FIGURES m

20%inthe : B0%inthe : 100%inthe

tyear : ondyear :  3dyear Year 3,4 and 5 Use switches
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Please do not redistribute these materials without the
express permission of Financial Edge Training.
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