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Recapitalization Introduction



WHY DO IT?

HOW CAN 
IT BE DONE?

EXIT CASH 
FLOW

WHAT IS IT?

LBO target takes on extra 
debt part way through its life 

Pays a dividend 
to its shareholders
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Paying a dividend to shareholders 
part way through the LBO’s life

INCREASES

Overall returns (or IRR) to shareholders
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Borrows new debt Pays off old debt

The excess is paid as a dividend
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HOW CAN 
IT BE DONE?

EXIT CASH 
FLOW

WHAT IS IT?

WHY DO IT?

Borrowing is based on EBITDA multiples

HIGH EBITDA
Can borrow more

Initial cash 
flows were 
uncertain

Banking conditions 
have improved
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The exit cash flow to 
shareholders is reduced

New dividend cash flow to shareholders 
compensates for that reductionEXIT CASH 

FLOW
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Recapitalization Steps
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The Steps



$ Determine timing and level of recapitalization

The Steps

Amend debt schedule and                                 
assess prepayment penalties
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Incorporate changes in interest rates

The Steps
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Amend cash flows
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Determine use of proceeds – dividends

The Steps
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Incorporate the dividend into the                      
equity returns and IRR calculation

The Steps
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Modeling Issues

Ensure circular 
switch is off when 
modeling changes

Balance sheet might 
only balance when 

circular switch is on
Particularly if PIK interest exists
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