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Leveraged Buyout Overview

A leveraged buyout (“LBO”) is an acquisition of a company (the “Target”) by an investor or group of investors
(the “Buyout Investors”), who use debt to fund a significant portion of the purchase price. The assets of the
Target are used as collateral, and the cash flow of the Target is used to pay interest and principal on the debt.
Buyout Investors typically borrow between 50-75% of the total purchase price and invest 25-50% of equity
to finance the remaining portion of the purchase price.

Buyout Investors target public companies (a type of going private transaction), private companies, family
owned businesses, and divisions of public and private companies that generally share the following
characteristics: steady cash flows, strong market positions, good growth prospects, a proven management
team, and a viable exit strategy in three to five years, among others.

Buyout Investors rely on the combination of debt reduction and earnings growth to boost the value of their
equity investment in the Target during their holding period which is typically three to five years. Buyout
Investors generally pursue whole or partial monetization of their investments during the holding period
through a sale transaction, dividend recapitalization(s), or through an initial public offering (“IPO”) and
subsequent secondary share sales. Buyout Investors typically target an 18+ percent compound annual return
or internal rate of return (“IRR”) and 2.0+ times cash-on-cash return.

Buyout Investors compete against corporations and other Buyout Investors for acquisition opportunities.
Typically corporations have a lower cost of borrowing and much lower cost of equity capital. As a result,
Buyout Investors are best positioned to deploy capital when interest rates are low, the lending environment
is favorable (higher leverage, less restrictive covenants, etc.), and valuations are moderate. 2007 was the
most active year for LBOs in U.S. history.
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Source: Thomson Reuters

Note: A financial sponsor is another term for a Buyout Investor

U.S. Buyside Financial Sponsor Activity

Increased leverage from LBO transactions can add significant financial risk to a Target. Debt typically
includes financial covenants that place constraints on the Targets operations, and high interest costs that
divert operating cash flow from investments to fund the Targets operations and future growth initiatives. In
some cases, increased leverage can lead to a balance sheet restructuring and / or bankruptcy.
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Leveraged Buyout Investors

Private Equity Firms

Private equity firms form specific fixed-life limited partnerships (“Funds”) and invest pools of committed
capital from group(s) of limited partners. These limited partners include pension funds, high net worth
individuals, family offices, endowments, and other institutional investors. Funds typically have a 10 year
term. In the first four to six years of the fund, private equity firms acquire Target companies (the
“Investment Period”) and for the next four or five years, private equity firms monetize their investments
through recapitalizations, sale transactions and initial public offerings or secondary share sales (the
“Harvest Period”). Proceeds are typically returned to limited partners as soon as they are received. Private
equity firms are typically compensated with an annual fee based on total assets under management during
the Investment Period and based on invested capital during the Harvest Period (typically 2% in both cases);
a percentage of profits gained from the sale of portfolio companies (typically 20%); and transaction fees
and portfolio company monitoring fees paid by the Targets. Funds often have specific mandates about the
size of investments they can pursue and the industries in which they can invest. Private equity firms often
also develop specific areas of focus (company size, company stage, turnaround, etc.) and industry expertise.

22%

37%

2010 2014

% of Family Offices with 3 or
more Investment Professionals

Family Offices (Direct Investing)

Single-family and multi-family offices are often limited partners in private
equity funds, but are becoming increasingly active in investing in leveraged
buyouts directly. When participating as direct investors in leveraged buyout
transactions, family offices often do not have defined guidelines on the timing
to return capital allowing a longer-term investment horizon on direct
investments. Family offices often specialize in specific industries where the
family has deep industry knowledge. Family offices have also been among the
early adopters of investing in mission-driven and impact-focused businesses.

Source: Pitchbook, McNally Capital

Private Equity Fundraising
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Ideal Characteristics for a Leveraged Buyout Candidate

Steady and predictable cash flow generation

Leading industry / market position(s)

Non-cyclical industry and stable customer demand

Attractive growth opportunities

Proven and experienced management











Strong tangible asset base 

Limited capital requirements (capital expenditures and working capital)

Viable exit strategy (sale, secondary LBO, IPO, or recapitalization)
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Source: Keene Advisors estimates

Note: Uses of proceeds excludes transaction-related expenses

Illustrative Leveraged Buyout Mechanics

The following is an illustration of a leveraged buyout transaction (the “Illustrative LBO”), demonstrating the
typical structure and mechanics in a conventional leveraged buyout scenario. The Illustrative LBO assumes a
company with $25 of earnings before interest, taxes, depreciation and amortization (“EBITDA”) is acquired
for 8.0 times EBITDA, implying a total transaction value of $200. The $200 transaction value is funded with
$140 of new debt (representing 5.6 times EBITDA and 70% of the total purchase price) and $60 of new
investor equity (30% of the total purchase price). Proceeds from the sale are used to repay existing debt of
the target company and the remaining $180 is used to purchase all of the equity interests from existing
shareholders. Note: Buyout Investors often require management, and in some cases existing investors, to
rollover a portion of their existing equity interest into a new equity investment.

The following page demonstrates the mechanics of the Illustrative LBO for the next five years after the
transaction closes, culminating with a sale of the Target at the end of Year 5. During years one through five,
the Target grows revenue and EBITDA and uses cash generated from operations to pay interest expense and
principal on the $140 of debt that was used to fund the purchase.

In Year 5, the company, which is now generating $30.7 of EBITDA, is sold at an 8.0 times EBITDA multiple
valuing the company at $245.4. After repaying $105.8 of remaining debt, the remaining equity value is
$139.6. Based on an initial investment of $60, the equity holders have earned a 2.3x “cash-on-cash” return
(implied equity value / initial investment) and a compound annual return or internal rate of return (“IRR”)
of 18.4%.

Sources & Uses

Amount % of total

Sources

New Investor Equity $60.0 30.0%

New Debt 140.0 70.0%

Total Sources $200.0 100.0%

Uses

Purchase Equity $180.0 90.0%

Retire Existing Debt $20.0 10.0%

Total Uses $200.0 100.0%

Transaction Summary Financial Summary

Year 1 EBITDA $25.0

Entry Multiple 8.0x

Transaction Value $200.0

 Target Company valued at 8.0x Year 1 EBITDA 
of $25 resulting in a transaction value of $200

 Between 50% and 75% of the transaction is 
financed with debt ($140 in this scenario)

 New Investor contributes $60 in new equity 
into the transaction

 Management and existing shareholders may 
rollover existing equity into the transaction

 Existing debt of $20 is repaid or retired 
 Existing shareholders receive $180 of proceeds 

for their existing equity interests



Financial Summary

Year 1 Year 2 Year 3 Year 4 Year 5

Revenue $250.0 $265.0 $278.3 $292.2 $306.8

% growth 8.0% 6.0% 5.0% 5.0% 5.0%

EBITDA $25.0 $26.5 $27.8 $29.2 $30.7

% margin 10.0% 10.0% 10.0% 10.0% 10.0%

Less: Depreciation & Amortization (2.5) (2.7) (2.8) (2.9) (3.1)

Earnings before Interest and Taxes $22.5 $23.9 $25.0 $26.3 $27.6

Less: Interest Expense (13.8) (13.3) (12.6) (11.9) (11.0)

Earnings before Taxes $8.7 $10.6 $12.4 $14.4 $16.6

Less: Taxes (3.5) (4.2) (5.0) (5.8) (6.6)

Net Income $5.2 $6.4 $7.4 $8.6 $9.9

Plus: Depreciation & Amortization 2.5 2.7 2.8 2.9 3.1

Less: Change in Net Working Capital (0.6) (0.8) (0.7) (0.7) (0.7)

Less: Capital Expenditure ("CapEx") (2.5) (2.7) (2.8) (2.9) (3.1)

Levered Free Cash Flow $4.6 $5.6 $6.8 $7.9 $9.2

Beginning Debt $140.0 $135.4 $129.7 $123.0 $115.0

Ending Debt $135.4 $129.7 $123.0 $115.0 $105.8

Credit Statistics

Total Debt / EBITDA 5.4x 4.9x 4.4x 3.9x 3.4x

EBITDA / Interest Expense 1.8x 2.0x 2.2x 2.5x 2.8x

EBITDA - CapEx / Interest Expense 1.6x 1.8x 2.0x 2.2x 2.5x

Exit Summary

Year 5 EBITDA $30.7

Exit Multiple 8.0x

Transaction Value $245.4

Less: Debt (105.8)

Implied Equity Value $139.6

Initial Equity Invested $60.0

"Cash-on-cash" return 2.3x

Compound Annual Return ("IRR") 18.4%

Illustrative Leveraged Buyout Mechanics (cont’d.)
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Source: Keene Advisors estimates

Note: Uses of proceeds excludes transaction-related expenses

 Assumes the Target is sold for the same 
multiple that was paid by the Buyout 
Investor (8.0x Year 5 EBITDA)

 $139.6 implied equity on a $60 equity 
investment results in a 2.3x “cash-on-cash” 
return and an 18.4% IRR

 Debt borrowed 
to finance the 
transaction 
bears an 
illustrative 
10% annual 
interest rate

 Interest and 
principal of the 
debt is paid 
with the cash 
flow generated 
by the business
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Our team at Keene Advisors leverages diverse experience having advised clients, ranging from Fortune 500
to emerging growth companies, on over $40 billion of corporate finance transactions in the last 15 years.
Our team has advised companies across a broad range of industries, including:

Building Products & Materials

Consumer & Retail

Food & Beverage

Government Services

Healthcare

Homebuilding

Industrials

IT Services & Staffing

Media

Technology

Key Focus Areas

Disruptive Innovation

Family-owned Businesses

Health & Wellness

Millennial Trends

Social Enterprises

Sustainability
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We care deeply about people. We donate our time and share our profits with
charitable organizations that are having a positive, long-term impact on the
world. We minimize our impact on the environment with smart, responsible
business practices.

We combine the experience of a large Wall Street investment bank with the
focus and independence of a boutique firm. We provide highly personalized
advice and service to our clients and we leverage our deep experience and
broad network to deliver outstanding results.

We work with incredible clients. We help them craft captivating stories and
deliver them in creative ways. We leverage technology to enhance our
storytelling, redefine collaboration, eliminate common bottlenecks, and
provide unparalleled real-time information and transparency to our clients.

Expert 
Advice

Innovative 
Approach

Social 
Responsibility

is a new kind of investment bank. We specialize in providing clients with strategic and
financial advice in connection with corporate sales, divestitures, and capital raising transactions. We unite
two passions: providing clients with outstanding advice on complex corporate finance transactions and
being catalysts for positive, lasting change in the world.

About Us



CONTACT INFORMATION

745 Atlantic Ave, 8th Floor

Boston, MA 02111

Tel: 617-765-2055

info@KeeneAdvisors.com

www.KeeneAdvisors.com

NOTICE

Securities related services are provided through Burch & Company, member FINRA / SIPC.

Keene Advisors, Inc. and Burch & Company are not affiliated entities.

Keene Advisors, Inc. does not provide legal, tax, or accounting advice. 
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http://www.finra.org/
http://www.sipc.org/

