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Key characteristics and considerations of an LBO financing structure

3

A leveraged buyout (LBO) 

refers to a financing in the 

event of an acquisition of a 

company by new owners 

(usually a financial sponsor) by 

partially funding the purchase 

price as well as transaction 

related costs

The amortisation and interest 

payment of the loan is the 

responsibility of the acquired 

company

The assets of the company 

and its subsidiaries being 

acquired or refinanced 

typically serve as collateral for 

the loans. Lenders have no 

recourse on the sponsor 

The debt financing process 

runs in parallel to the M&A 

process – preparation usually 

starts before non-binding 

offers of interested parties are 

submitted

Example all equity Example using leverage

The leverage effect describes the effect of debt on the return on equity: Additional debt can increase the return on equity for the 

sponsor. This applies as long as the total return on the equity investment is higher than the cost of additional debt

In €m, simplified structure assuming a tax rate of 30% and an interest rate of 10%

Asset value 100 

Debt value 0

Equity value 100 

Operating income 20

(-) Interest expenses 0

Pretax income 20

(-) Taxes (6)

Net income 14

Return on equity 14.0%

Asset value 100 

Debt value 50 

Equity value 50 

Operating income 20

(-) Interest expenses (5)

Pretax income 15

(-) Taxes (5)

Net income 10.5

Return on equity 21.0%



LBO market in perspective and development

4

Equity sponsor perspective Lender perspective

Leverage effect increases equity returns for investors

Ability to acquire larger targets with a relatively low equity 

ratio

High flexibility for buy-and-build, growth and capex financing

Leverage provides a tax shield

Higher returns for banks than a classic corporate financing 

structure

Cross-sell opportunities for LBO banks

Recurring business opportunities with financial sponsors

Attractive risk-return profile for assets managers or funds with 

steady cash flows and diversification of their asset allocation

Total number of deals in the DACH market

28
37

63 70
77

113
102 106 108

184 185

149

61 65

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 H1 2023 H1 2024
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Process steps

• Advise on market 

conditions, timeline, 

financing structure, and the 

selection of appropriate 

potential financing parties

• Preparation of marketing 

materials

• Advice on appropriate 

providers and scope for a 

buy-side due diligence

PREPARATION 

PHASE
In case of a proprietary 

transaction or refinancing

• Approach of potential 

financing partners

• Provision of vendor 

due diligence materials

• Negotiation of key 

commercial terms

• Provision of buy-side due 

diligence materials

• Financing case and financial 

covenant calculations

• Preparation of the 

management presentation

• Credit approval based 

on long-form term 

sheet (drafted by 

borrower counsel)

• Advise on the selection 

of an MLA or a 

financing club (as 

appropriate)

• Negotiation of a 

commitment letter (if 

necessary)

COMMERCIAL PROJECT

PHASE

• SFA negotiation

• Coordination of the 

fulfilment of conditions 

precedent

PREPARATION LENDER

APPROACH

€

ANALYSIS &

COORDINATION

CREDIT

APPROVAL

€ €

DOCUMENTATION

& CLOSING

DOCUMENTATION

PHASE

Estimated timeline for an acquisition financing process of c. 3 months. IC approval of financiers within 1-2 weeks after final DD reports

Duration 1 month Duration 1 month Duration 1 month



Relevant documents in an LBO financing process
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Marketing materials and financing Case Due diligence reports

Term sheet negotiation Documentation

Teaser / debt memorandum

Management presentation

Commercial term sheet

Financing case

Legal long-form term sheet

Commitment letter

Senior facilities agreement

Further relevant finance documents 

(fee letter, intercreditor)

Financial Commercial

Tax Legal

Tax structure Other

Actual Actual Actual pre-Closing 01/07/2024

in EURm 2021 2022 2023 YTD Q2 2024 Adj. Start 2024 2025 2026 2027 2028 2029 2030 2031

Current Assets 1.6 2.1 2.1 2.4 (0.2) 2.2 4.3 3.8 1.6 2.4 4.1 7.4 12.8 10.1

Inventory 0.3 0.7 0.9 0.9 - 0.9 1.0 1.1 1.2 1.3 1.5 1.6 1.8 2.1

Trade receivables 0.0 0.0 0.1 0.1 - 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2

Cash 0.8 1.1 1.0 1.1 (0.1) 1.0 3.1 2.4 0.0 0.6 2.2 5.3 10.3 7.3

Other receivables and assets 0.2 0.3 0.1 0.2 - 0.2 0.2 0.2 0.3 0.3 0.3 0.4 0.4 0.5

Receivables from shareholders 0.2 0.1 0.1 0.1 (0.1) - - - - - - - - -

Non-Current Assets 20.9 20.5 18.8 19.0 9.7 28.7 28.4 31.0 32.9 32.8 32.3 31.2 30.0 28.6

Goodwill new - - - - 9.7 9.7 9.2 8.3 7.3 6.3 5.4 4.4 3.4 2.4

Goodwill old 13.4 12.0 10.7 9.9 - 9.9 9.2 8.2 7.2 6.1 5.1 4.1 3.1 2.0

Tangible assets 7.4 8.5 8.0 8.9 - 8.9 9.9 14.4 18.4 20.2 21.7 22.6 23.3 23.9

Intangible assets 0.0 0.0 0.0 0.0 - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Financial assets 0.0 0.0 0.0 0.0 - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Prepaid expenses 0.1 0.0 0.0 0.0 - 0.0 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Total Assets 22.4 22.7 20.9 21.3 9.5 30.8 32.8 34.8 34.5 35.2 36.4 38.7 42.8 38.7

Equity 11.5 11.8 11.4 11.6 7.5 19.2 18.4 17.7 17.3 17.5 18.5 20.7 24.4 29.9

Old equity (incl. SHL) 11.5 11.8 11.4 11.4 (11.4) - - - - - - - - -

New equity - - - - 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1 4.1

Preferred Equity - - - - 18.3 18.3 19.0 20.6 22.3 24.1 26.1 28.3 30.6 33.1

Retained earnings - - - 0.2 (3.5) (3.2) (4.7) (7.0) (9.1) (10.7) (11.7) (11.7) (10.3) (7.3)

Current Liabilities 2.7 3.3 3.5 3.7 - 3.7 3.9 4.3 4.7 5.6 6.3 7.1 7.9 8.7

Trade payables 0.3 0.5 0.5 0.6 - 0.6 0.7 0.8 0.9 1.0 1.1 1.2 1.3 1.5

Other liabilities 0.9 0.9 1.0 1.0 - 1.0 1.0 1.3 1.5 2.1 2.5 3.0 3.4 3.8

Tax provisions 0.3 0.1 0.2 0.2 - 0.2 0.2 0.2 0.3 0.3 0.4 0.4 0.5 0.5

Other provisions 0.7 0.5 0.6 0.7 - 0.7 0.7 0.8 0.9 1.0 1.1 1.3 1.5 1.7

Leasing liabilities 0.5 1.3 1.2 1.2 - 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2

Total debt 8.3 7.5 6.0 6.0 2.0 8.0 10.5 12.8 12.5 12.1 11.6 10.9 10.5 -

Debt 8.3 7.5 6.0 6.0 2.0 8.0 10.5 12.8 12.5 12.1 11.6 10.9 10.5 -

Total Equity + Liabilities 22.4 22.7 20.9 21.3 9.5 30.8 32.8 34.8 34.5 35.2 36.4 38.7 42.8 38.7
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Overview of potential financing structures
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RCF

Leveraged
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Mezzanine
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Leveraged 
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RCF
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4.0x 
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HoldCo PIK

5.0x 

Unitranche

RCF

Unitranche / 

HoldCo PIK
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525 - 675 475 - 575475 - 550
Average margin 

(bps) + base rate

Leverage

(Net Debt / EBITDA)

350 - 450

7

700 - 800+



4.0x 

Senior Debt

RCF

5.0x 

Unitranche

RCF
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Focus on senior and unitranche structures

350 - 450

525 - 675

• Lower leverage and quantum compared to unitranche

• Depending on size, single lender, bank club or underwriting possible

• Less flexibility with regards to buy-and-build

• Can provide commercial banking products

Senior

Unitranche

• Higher leverage and debt quantum

• Usually, single lender or in a club with other debt funds

• Most flexibility regarding buy-and-build

• releveraging potentially above opening leverage

• quicker than senior lenders

Average margin 

(bps) + base rate

Average margin 

(bps) + base rate
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Indicative financing terms for senior and unitranche structures

Indicative senior structure(1) Indicative unitranche structure(1)

Max. Net Leverage

Margin TLA

Margin TLB

Base Rate(3)

TLA

TLB

Take-and-hold

Arrangement Fee

up to ~3.5 - 4.0x(2)

Base Rate + 350 - 400bps

Base Rate + 400 - 450bps

EURIBOR

30 - 40% 6 years, amortizing 

60 - 70% 7 years, bullet

20 - 25m per Bank 

2.25 - 2.75% (one-time)

Financial Covenant
Net Leverage +

30.0 - 32.5% Headroom

Max. Net Leverage

Margin

Base Rate(3)

Unitranche

Take-and-hold

Arrangement Fee

>5.0x(2)

Base Rate + 550 - 650bps

EURIBOR

100%
7 years,

bullet

up to 100% of debt volume

2.5 - 3.0% (one-time)

Financial Covenant
Net Leverage +

35.0 - 40.0% Headroom

Beyond senior and unitranche financing structure there are few other financing structures to consider such as, stretched senior, 

first-out last-out, sub-debt, nordic bonds, etc.

(1) Indicative terms – dependent on sector, company size and performance

(2) In relation to the company's LTM EBITDA at the time of the transaction

(3) Depending on the currency denomination, either the EURIBOR for Euros or the SARON for Swiss Francs is applied
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Selection of potential financing parties

Indicative senior structure Indicative unitranche structure

Exemplary lender universe (indicative)
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Our view on the current financing environment

                 
                     

Since the beginning of the year, we see 

decreasing margins especially when it comes 

to direct lending structures due to partially 

pass-through profits gained by base rates

In general, the mid-cap LBO market is very active 

again as the number of transactions in the first half of 

2024 is comparable to the same period in 2023

LBO banks as well as direct lending funds are 

generally open for business but also selective in 

terms of financing opportunities and focus on attractive 

sectors and resilient credits

Decreasing but still higher base rates (i.e. Euribor) 

still make financing more expensive and may have a 

negative impact on possible leverage

                       
                     

                      
                     

                       
                 

Key for raising successful capital 

is an advisor with strong and 

steady dealflow who is extremely 

close to the market and the 

lender universe
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28%
16% 23%

22% 28% 34%

19% 14% 13% 9% 12% 13% 16%
29% 27%

37% 33% 31%

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 H1 2024

New Financing (Primary) New Financing (Secondary+)

Refi/Recap Add-On

TOTAL NUMBER OF DEALS IN THE GERMAN MARKET (SENIOR AND UNITRANCHE)

FINANCING PURPOSES IN THE GERMAN MARKET (SENIOR AND UNITRANCHE)(1)

5 15 16 12
35 43 48 51

93 88
69

31

4 4

5

32

48 54 65

68 46
48 39

60 71

55
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2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 H1 2024

Debt Funds (Unitranche) Debt Funds (Senior) Banks

37

63 70 77

103
89

100 94

158

58

159

124

47%

53%

Note: Figures may not add up to 100% due to rounding.

(1) By number of deals.

Development of debt market 2013 until today
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30% 27%
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13%
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Healthcare Software and Technology
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Consumer Other

German unitranche and senior deals by sector

Note: Figures may not add up to 100% due to rounding.
13

• For H1 2024, deals from the software and technology segment represent the largest share, with 26% (+12%), followed by services (24%, -3%) and industrial 

products and manufacturing (16%, +2%). Healthcare (17%, -6%) and consumer (14%, -9%) showed the largest decreases in the second quarter.
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ARR financing

Industry

sectors

Sub-debt financing

M&A activity

Development of 

market participants 

UW perception in 

the market 

Other topics to discuss and Q&A

Buy-and-build 

driven platform 

deals in the context 

of financing 



This confidential presentation (the “Materials”) has been prepared by Houlihan Lokey Germany AG (“Houlihan Lokey”). These Materials are provided solely to the recipient hereof for information purposes only in connection with its potential appointment of a 

financial advisor.

IF YOU HAVE RECEIVED THESE MATERIALS IN ERROR, PLEASE RETURN THEM TO HOULIHAN LOKEY.

These Materials are preliminary and limited in nature, solely for the attention of the recipient. No dissemination of the contents hereof is permissible to anyone other than, on a confidential basis, to representatives of the recipient who need 

to know such information, without the written permission of Houlihan Lokey. These Materials are confidential and, save as provided in this paragraph above, may not be photocopied, reproduced or distributed to any other person at any 

time. If any person receives these Materials in breach of these restrictions, then it should be immediately returned to Houlihan Lokey. Houlihan Lokey retains the right to request the return of these Materials at any time.

Save where expressly otherwise stated herein, Houlihan Lokey has assumed and relied upon the accuracy and completeness of all information on which these Materials are based and has also assumed that any financial information reproduced herein 

and/or provided by its sources is complete, accurate, not misleading and based on reasonable assumptions. However, neither Houlihan Lokey, its affiliates nor any of its or their respective directors, officers, employees and agents is making any warranty or 

representation, express or implied, as to the accuracy or completeness of the information contained herein, or as to the reasonableness of the assumptions on which any of the same is based. Houlihan Lokey has not independently verified any of the 

contents of these Materials. 

These Materials are not intended, and should not be construed, to be financial or investment advice of any kind recommending any course of action. Furthermore, these Materials shall not be considered as tax, accounting or legal advice nor do they form 

part of any offer for purchase, sale or subscription of or solicitation or invitation of any offer to buy, sell or to subscribe for any securities or other financial instruments. 

These Materials may also contain forward-looking information and statements. These may include financial projections and estimates and their underlying assumptions, statements regarding plans, objectives and expectations with respect to future 

operations, and statements regarding future performance. Such information and statements are subject to various risks and uncertainties, many of which are difficult to predict, that could cause actual results and developments to differ materially from those 

expressed in, or implied or projected by, the forward-looking information and statements. 

Further to the maximum extent permissible under applicable law (but without limiting a person’s liability for fraud) each of Houlihan Lokey, its affiliates and its and their respective directors, officers, employees and agents expressly 

disclaim any and all liability for the contents of, or for omissions from, these Materials or any written or oral communication transmitted or made to any person in connection with these Materials. Houlihan Lokey shall only assume 

responsibility for providing financial advice following agreement of, and subject to, the terms of a binding letter of engagement executed by it relating to the matters discussed herein.

In furnishing these Materials Houlihan Lokey does not undertake any obligation to provide the recipient with access to any additional information or to update such Materials or any additional information or to correct any inaccuracies in any such information 

which may become apparent. The views expressed herein are subject to change. These Materials are based on business, general economic, market and other conditions that reasonably could be evaluated by Houlihan Lokey as of the date these Materials 

were prepared. Subsequent events that could affect the conclusions set forth in these Materials include adverse changes in market conditions and changes to the business, financial condition and results of operations of the company to which these Materials 

relate. These Materials should only be construed in light of the presentation to which they relate.

Debt Capital Markets

Thorsten Weber

Managing Director - Head of Sponsor Finance, DACH

Thorsten.Weber@HL.com

+49 170 4572063

Legal Disclaimer
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FLEX CAPITAL

Peter Waleczek 

Founder & Managing Partner

pw@flex.capital

+49 151 10411304 
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