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Executive Summary 

The private equity industry is infamous for its use of debt to increase their returns. I will use this thesis to shed 

light on how the debt is used practically to increase the returns. 

The analysis of the three case buyouts shows first of all that they have a good fit with a potential leveraged 

buyout being able to sustain the large service of debt and still be able to grow as businesses at the same time. 

The initial full LBO models of the buyouts show that the three cases could potentially yield large returns to the 

respective funds. However they do not show whether it is only because of leverage or only because of a great 

development of the businesses. 

In the next set of models I show how the buyout could potentially have been done without the use of any debt to 

finance them. It is possible, and the returns are decent however compared to the levered buyouts the returns are 

up to 40 % lower. This off course makes a point for doing leveraged buyouts, but it does not show which factors 

lead to the higher returns. 

I later show that the pure leverage effect is actually what is driving most of the value to the investments and not 

the tax advantage of debt. The tax advantage is there but it is not comparable to the leverage effect. This is the 

case across all three structures, but there is a slight difference in the distribution between the factors.  

Another way to take advantage of the tax legislation especially in Sweden (and not Denmark) is the use of a 

shareholder loan which can increase the returns even further. This is especially advantageous if there is a lot of 

profit to be taxed. 

I have also analyzed the performance fee to the private equity company and the overall takeaway is that they 

potentially can earn quite a lot, but their interest are aligned with those of the investor. The investors on the other 

hand still are able to get a high return despite of the promote payment.  
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1. Introductory Chapter 

a. Introduction  

The private equity industry could be one of most controversial industries through the history. It has been known 

to be an industry that stops at nothing to deliver the highest returns, whether being the cost cutting which could 

lead to loss of jobs of the workers or possible environmental damage.  

The industry is able to use a large portion of debt to finance its investments, which again is perceived very 

negatively in general. This perception could be seen as more illogical because the use of debt should not affect 

others than the equity investors and the debt investors, both which are part of the decision to structure the 

investments. The use of debt is not directly affecting the strategy and the therefore is not a factor for the 

mentioned unethical behaviors. 



4 
 

Even though the use of debt might be viewed negatively by the public it is still a used tool for private equity 

companies to achieve higher returns. Compared to the part of the industry which is trying to grow the company 

and making it more efficient the financing side has is basically a very simple mechanic; if one can finance a part 

of the investment with debt and pay a low interest rate compared to what the company is delivering in returns 

one can pocket the difference and get a relative higher return on the investment. There is a tax advantage which 

can be exploited, but there are also other ways for the private equity players to optimize the tax payments, which 

is why this point is not as relevant. 

The mechanic is very simple, but even though it might not interfere directly with the operational side of the 

company it does affect the risk profile of the investment. It is therefore interesting to investigate how much value 

is generated by the debt and how much from which mechanics of the value creation from debt. The relationship 

between the ultimate investor and the private equity manager can be questioned and analyzed, does the structure 

and contractual relationship between the two might have an effect in the decision of utilizing debt in the capital 

structure.  

It is the aim of this thesis to shed some light of this subject and to put in in the context of the industry. I will be 

using the methods used in the industry (LBO model) to evaluate the investment which means that even though 

the assumptions might not hold up, but the conclusions made of how the mechanics of returns from the debt 

financing versus the agency relationship will most likely be consistent. 

b. Problem statement 

Private equity is a somewhat controversial asset class which is infamous for its use of debt to increase returns. It 

is often put in a very negative light because of exactly the debt. I will in this assignment try to shed light over 

“How does the use of debt in private equity deals affect the returns?” 

To structure the work better I will analyze the problem using the following more specific questions. 

 How is the private equity industry structured? 

 How is the private equity firms remunerated from their investments? 

 Which factors of debt in the capital structure affect the returns?  

 How much are the returns of the investment affected by the utilization of debt and how much does each 

factor contribute with? 

 Are the interests aligned between the ultimate investor and the private equity firm? 
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I will discuss the traditional capital structure theories which are not only applicable for private equity owned 

companies, but for all companies in general. The capital structure theories will show how certain factors should 

affect the capital structure decision of the company and/or private equity firm. 

I will discuss the private equity industry briefly and discuss the mechanisms so that I will be able to conduct the 

forthcoming analysis. 

I will use 3 case studies and examine through LBO models, how the returns are affected by the given structures. 

I will not only analyze the returns to the fund, but also examine how the performance fee and returns to the 

limited partners are affected. 

c. Methods and data 

This thesis is based on case studies showing how the debt can impact a private equity buyout and which factors 

matters the most. The accounting data is from annual reports which are very robust data, meaning that it is very 

unlikely (however not impossible) that they contain false information. It can however be that they have been 

distorted by accounting practices. The structures of the deals are found from reliable sources (Debtwire), even 

though the structures cannot be confirmed from official parties they are probably not very far off from the actual. 

Even in the case that the structures are wrong it actually doesn’t matter that much as the thesis is not supposed to 

be an empirical analysis of the value creation in private equity. These are case studies to show how the 

mechanics work in a realistic environment. It does not matter if the actual transactions are a bit off. 

The Leveraged Buyout model I will be using can be classified as a garbage-in-garbage-out model, meaning that 

if the assumptions are unrealistic the results will be so too. The model is a mathematical interpretation of the 

assumptions, but the model is not in itself biased.  

d. Delimitations 

This thesis is as described about debt and how it affects the returns of the private equity investment. I will 

concentrate my analysis on the subjects that can be related or should effect the decision of financing the buyout 

through debt. 

The analysis will have the “point of view” of the private equity company, I will evaluate the returns to the fund 

seen from their perspective, how the performance fee is affected by the leveraging of the companies, and also 

what the returns are to the ultimate investor. The final point could be viewed as redundant, but because the 

private equity companies are selling a product much earlier than the transaction it is important for them to 

understand how everything is evaluated by the ultimate investor.  
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I will not discuss whether the private equity industry is adding value in general, there are many studies of this, 

but even if there is no value added by the private equity firm it still remain as an industry where this problem 

statement is relevant. I will also not touch much upon the moral issues of the industry, even though it has been 

known to be even and cost cutting companies to the bone. How the private equity firms practically change the 

companies have no direct effect on the  

The private equity industry themselves pride themselves of being able to add values by innovating and 

implementing new strategies for the companies, cost cutting etc. I will in the thesis not discuss how this is done 

practically (or theoretically for that matter). I will include an evaluation of the characteristics of the chosen 

companies and their fit with the private equity as a leveraged buyout, as this follows naturally with the debt 

service requirement in a leveraged buyout. 

I will describe how I do the forecasting of the income statement and balance sheet items; however it should be 

noted that it is by no means a scientific exercise with a narrow margin. Forecasting has a very large confidence 

interval, it is almost impossible to be certain of practically anything. The positive side of this is that it is also 

done the same way within the private equity industry before a deal.  

e. Structure 

I will structure the thesis by first to describe the private equity industry briefly and discuss the main 

characteristics of the firms suited for an LBO. This will set the scene for the subsequent analysis. Capital 

structure has been discussed vastly in the financial literature and it is very relevant for LBO’s. I will therefore 

also dedicate a part of the thesis to discuss the most relevant and renowned theories. 

In the analysis I will discuss three case companies KMD, Ahlsell and Bravida, which were all acquired by 

different private equity companies. I will analyze the deals by making some reasonable assumptions about their 

operations, the structures are known, but I will make a couple of further assumptions to simplify the analysis. To 

measure the effect of the leverage I will make several models of each company, this will also enable me to 

measure the effect from different factors of value creation from the debt.  

2. The Private Equity industry 

Private Equity funds invest in assets typically by buying 100% of the equity in a company and try to make a 

large return over 4-7 years. 

The typical structure of a private equity fund is as follows. The main player is the PE firm, also known as the 

General Partner (GP). The GP is the one taking the decisions of which companies to invest in and what to do 
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with the investments. Before the GP is able to make any investments it needs to raise a fund of committed capital 

which it can invest on behalf of. The capital is committed by the limited partners (LPs), which typically are 

institutional investors (insurance companies, pension funds etc.). (Rosenbaum 2009)  

 

Figure 1: Typical ownership structure of a private equity fund 

The LP makes a return from the investment but has to pay a fee to the GP. The fee is typically split between a 

management fee and performance fee or promote. The management fee is typically an annual fee of around 2% 

or between 1.5% and 2.5% of the committed funds pr. year in most cases according to Robinson and Sensoy 

(2011). This means that each year the investor pays a fixed amount to the GP even though it doesn’t invest 

anything. It is easy to see that this will not incentivize the GP to do anything at all. For this reason the GP is also 

receiving a promote of typically 20% of the net returns of the fund above a certain hurdle rate which is typically 

between 10% and 20% (Rosenbaum 2009). The hurdle rate is typically set around 8% according to Preqin 

(Unsworth, Sarah,2012), which is the value I will be using as it is most likely more up-to-date.  

To be more precise the GPs will be pay the management fee no matter what, based on the committed capital. 

Then after the fund is successful and generates a return, then the LPs will get the invested amount + and interest 

up to the hurdle rate. After this the carried interest kicks in and the GP will get 20% of the investment above the 

hurdle rate. 

This will incentivize the GP to make an effort to find the best investments and get a high return to earn a 

promote. The incentives are however not completely aligned, especially if the GP is very far from qualifying for 

the promote. This means that it could be economically beneficial for them to make a risky investment that would 

possibly get them into the promote if successful and if not they wouldn’t lose anything. It is also often seen that 
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the GPs own a small stake of their “own” funds which aligns the incentives better. Also the fact that the GP has a 

reputation and probably is going to raise new funds at a later stage will most likely decrease the agency problem. 

If the PE firm is managing several fund or just have one large fund, and therefore have a lot capital under 

management, have potentially very large management fees compared to the number of employees. One could 

say that the management of the PE firms are set, they don’t need to perform and get promote to earn very big 

salaries.  

a. Leveraged Buyouts 

A Leveraged buyout (LBO) refers to a buyout of a company, business unit or business assets are acquired by 

using a substantial amount of financial leverage. That is using large loans to fund the acquisition and minimize 

the equity capital needed.  

As the company needs to service the debt payments they are typically cash generative and relative mature. As 

the PE fund grow the company, making it more efficient, merge it with another etc., they can hopefully sell it off 

to another investor or list the company with a large profit. The return will be much larger because the initial 

equity investment is smaller. 

The debt is raised for the specific use to buy the company and the debt is structured within the acquired 

company. This means that it is only the company that is liable and not the fund. This means that risk is actually 

transferred to the banks, if one investment in the PE fund is going bankrupt, it will of course hurt the 

performance of the fund, but it only loses the equity investment in the company, and the rest of the fund can 

potentially still get in “the money”. Even some of the downside risk is transferred to the banks the relative risk is 

greater.  

b. Characteristics of a Strong LBO Candidate 

Strong Cash Flow Generation 

Given the nature of an LBO it goes without saying that the underlying company should be able to generate a 

sustainable cash flow. It is essential that the business is able to demonstrate a predictable and not too volatile 

cash flow to be able to service its debt’s interest payments and repayments.  

Strong candidates often operate in mature or niche markets and in end markets. Even though the growth 

prospects might not be as high as in completely new markets, this features a more predictable cash flow which is 

more important than having an uncertain large cash flow. 
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Sensitivity analysis can be made to ensure that the business is able to support the financing structure, even under 

challenging conditions. (Rosenbaum & Pearl 2009) 

Leading and Defensible Market Positions 

This point basically reflects that a suitable candidate should be in a position with some certainty of the 

sustainability of their business. Good customer relationships, brand name, differentiated products, cost structure, 

economies of scale etc. These factors can create barriers of entry and also affect the predictability of the cash 

flows described in the previous chapter. The sponsor will ensure this characteristic through due diligence. 

(Rosenbaum & Pearl 2009) 

Growth Opportunities 

The two previous points were mainly due to the fact that the financing structure is highly levered. Another factor 

is that the sponsor is seeking to generate a large return to get remunerated accordingly. For this reason the 

candidates should ideally have some kind of growth potential, either organically or through bolt-on acquisitions. 

Sales growth is of course only relevant if it is profitable and therefore driving EBITDA, cash flows of the 

company positively and ultimately the value of the firm. The growth should also be able to be sustained after the 

investment is realized which will drive the firm value further. 

Larger companies also generally tend to benefit from scale, market share, purchasing power, and lower risk 

which will then again also affect the drive firm value. (Rosenbaum & Pearl 2009) 

Efficiency Enhancement Opportunities  

Another way the sponsor can increase the returns of the investment is to take advantage of “Effciency 

Enhancement Opportunities”. Even though the company should have a good foundation, there should generally 

also be room for improvement.  

The operations can potentially be improved in several ways. Private Equity funds are sometimes perceived very 

negatively due to cost cutting, where people are laid off, which is of course bad for the people, but probably is 

good for the company, the investor, and probably also the society as a whole. 

It is also possible that companies can be streamlined in other ways, and making the company more productive 

without letting people go. Contracts with suppliers might be up for negotiation, IT systems can be improved etc.  

It is however also important to note how the efficiency is affecting the topline, one doesn’t want to cut costs at 

any “cost”. It is important to keep existing sales and be aware of new opportunities that can be taken advantage 

of. For example it is very easy to cut costs and increase cash flows by cutting away R&D and marketing, but this 
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will probably impact the future sales (because of lack of advertising) and future opportunities (R&D), and 

therefore leave the company in a very bad state. (Rosenbaum & Pearl 2009) 

Low Capex Requirements  

Low Capital Expenditures is preferred over very investment intense industries and companies, because that by 

definition if you need a lot of Capex there will be less cash for the investor.  

It is however not that simple that there is a given threshold of Capex which is required to be met. Capex can be 

required to take advantage of new opportunities. Capex is often differentiated in “Maintenance Capex” and 

“Growth Capex”, where Maintenance Capex is the investments required to sustain the operation of the business 

and Growth Capex is new investments.  

An LBO candidate with substantial Capex requirements need to have a better growth story or higher margins to 

compensate for the high level of needed investments. (Rosenbaum & Pearl 2009) 

Strong Asset Base 

Because the investment is highly levered it needs to be able to get financing from some kind of debt investor at a 

reasonable low interest rate. The debt investors are naturally concerned with how safe their investment is and if 

they have some kind of security they can offer a much lower rate. If the company has a strong asset base debt 

investors will be able to recover a much larger amount in the event of bankruptcy  

Furthermore a strong asset base can also function as a barrier to entry and will keep potential competitors out of 

the market. 

Again it is important to stress that a company can still be a good candidate even without a large asset base, it just 

has to have a great cash flow to make up for it. (Rosenbaum & Pearl 2009) 

Proven Management Team 

A strong management team is important for every company, but even more so for an LBO candidate. The 

management is imperative to maneuver the company in with a highly levered capital structure and with 

demanding owners, which also requires the company to grow. It is an advantage that the management team has 

prior experience with either business integration, restructuring processes or what the situation might be in the 

company. 

The sponsor can as the owner decide to replace part of or the whole management team, and put in a stronger 

team. However it is more common that the management is kept in place but with better incentive structures in 
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place. They can either invest themselves or granted a part of the equity to align their interest with the sponsor. 

(Rosenbaum & Pearl 2009) 

3. Literature Overview 

In this part of the thesis I will give an overview of the most well regarded capital structure theories. They are not 

focused on leveraged buyouts, but are investigating how one should optimize the capital structure of the 

company to maximize the returns. 

It is not the purpose of this thesis to be a mathematical review of the deductions of the theories; this chapter is 

merely an overview over the literature on capital structure, which is quite relevant to my problem. 

a. Modigliani & Miller 1958 (without taxes) 

Modigliani and Miller proposed a theory in 1958 a remarkable theory, that under certain circumstances that the 

capital structure of the company did not matter, that it did not affect the value of the company. 

The first Modigliani and Miller  capital structure assumes that the following is true: 

 Investors’ are price takers (cannot affect the prices). 

 All market participants can borrow and lend money at the same risk free rate. 

 No cost of financial distress. 

 Only financing options are risk free equity and risk free debt. 

 Same operational risks for all companies (risk class). 

 No taxes. 

 Full or equal information between market participants. 

 Aligned interests between owners and management (no agency costs). 

Intuitively they argue that a given company no matter its capital structure will have the same cash flows to its 

stakeholders (shareholders and creditors). The only differences will be the distribution of the cash flows between 

the shareholders and creditors. Furthermore they argue that companies also have the same operational risk at any 

capital structure. Therefore the same cash flows at the same risk should have the same value, if not the market 

efficient market would neutralize this imperfection. This is Proposition I: 

       

   is the value of the 100% equity financed company which should equal    which is the levered company.  
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Similarly they derive their Proposition II: 

      
 

 
       , 

Where    is the required rate of return on the equity,    is the return on the assets, D = market value of the debt, 

E = market value of equity,    = required rate of return on the debt. 

 

Figure 2: Adapted from Modigliani, Miller 1963 

The assumptions are off course very different from what can be observed in real life. However the M&M 1958 is 

the background for analyzing the capital structure and looking at returns vs. risk, and the market value of the 

company. 

Later the assumptions can be relaxed as M&M does themselves in 1963.  

b. Modigliani & Miller 1963 (with taxes) 

In 1963 M&M proposes an amendment to their previous paper by including corporate taxes. 

Companies pay taxes on their reported profits in most countries (incl. Denmark and Sweden), which is a 

percentage (e.g. 25% in Denmark) of their earning after interest payments. This means that debt gets a tax 

advantage compared to equity. M&M assume that the corporate taxes are fully deductible that means that a 

company gets an advantage each year of the interests multiplied by the tax rate. If one assumes that the debt is an 

perpetuity paying an interest each year, then the present value of the tax shield will be     . Then Proposition 

I can be amended to: 
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Where    is the corporate tax rate and D the market value of debt. The market value of the company clearly is 

maximized by have more debt, thus the optimal capital structure would be 100% debt, under the given 

assumptions as in their former model, except the corporate taxes.  

M&M similarly amended Proposition II to: 

      
 

 
              

It can also easily be deducted that the return requirement for the equity is higher for the levered firm, but not as 

much as without taxes because of the        factor. 

 

Figure 3: Adapted from Modigliani & Miller, 1963 

c. Miller (1977) model with Corporate and Personal/Investor Taxes 

Miller revisits the problem again in 1977, where he includes taxes on the investor. The basics are the same as in 

the previous model from 1963, but Miller now includes 2 new types of investor taxes, a tax rate for equity 

investors,    and one for debt investors,    . 

      [  
            

    
]  

One observation is that if      , then it equals the 1963 M&M model. If       then the tax advantage is 

greater than the old model, and vice versa if       the advantage would be less. Intuitively it makes great 

sense, because if debt is taxed the same as equity, it should not impact compared to the no-tax scenario, 
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furthermore, if the       then equity is taxed more than debt and the capital structure should be skewed 

towards to debt (Miller, 1977) 

d. Static Trade-off Theory 

Trade-off theory basically suggests that one should take on debt up until the point where the marginal benefit 

from additional debt is superseded by the additional cost of debt. 

The previous described M&M models had omitted one very important factor which is the larger the portion of 

debt is the greater the risk is for the company to go bankrupt, and that this bankruptcy is costly.  

Direct bankruptcy costs are all the administrative costs to lawyers, financiers, sale of assets to below market 

price. All costs which are occurred under a formal bankruptcy. 

Indirect bankruptcy costs are the costs occurred before the bankruptcy is actually certain. Customers might 

abstain from using the company because they fear the effects if there is a bankruptcy, the management might not 

take on certain projects even though they are profitable just because they fear that it could put the company over 

the edge. It can also have the opposite effect that the management tries to save the company by taken on a very 

risky and not profitable project because that if the project is successful the company will survive and the 

downside is not that big because the company is already close to bankruptcy.  
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Figure 4: Adapted from Modigliani  

Combining the cost of financial distress and the value of the tax shield it is easy to see that there are to factors 

impacting the capital structure in opposite ways. It follows that the optimal capitall structure is at the point where 

the marginal benefit of debt equals the marginal disadvantage of increased financial distress. This will maximize 

value of the company. 

One can also see it from a point of view from the capital costs. A company should finance itself such that the 

weighted average cost of capital (WACC) is minimized. Also at the same point as described above. 

The M&M and trade-off theory is the foundation of capital structure. The assumptions the theories are based on 

are a long way from the reality, but they capture very well the aspects of capital structure in the long term. 

e.  Pecking Order Theory 

Pecking order theory was presented by Stewart C. Myers and Nicolas Majluf in 1984, which is very diiferent 

from the previous discussed models which all assumed perfect information. One important factor in Myers' and 

Majluf's theory is assymetric information. 

When a company raises new money from the capital markets whether it is debt or new equity financing it occurs 

substantial transaction costs. This means that profitable companies that uses the internal generated cash flows to 

invest in new projects they save a substantial amount compared to raising new money to finance the projects. 

The argument is very like the reasons why enterprises are being formed, to avoid having to negotiate contracts 

for every task being made in the company. (Myers and Majluf, 1984) 

As mentioned one important for the above is assymetric information. The managers of a company have 

proprietary information not known to outsider which means they at least has the better information to base their 
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valuation of their company than outside investors. Managers and the company therefore have the opportunity to 

take advantage of this and try to raise new funds when the company is overvalued. Outside investors know this, 

and they will therefor require a premium and adds to the cost of the outside financing and make the outside 

financing option less attractive (Myers and Majluf, 1984). 

The conclusion of the theory is that a company should obtain financing through the order of: 

1. Internal generated funds 

2. External debt 

3. New equity 

This pecking order of financing options means that a company should if at all possible try to internally finance 

new projects, and when there is not sufficient cash flow they should finance it with external debt. If both these 

options are not sufficient the company should issue new equity. 

This implies that there is not a given optimal capital structure. A company's capital structure is a function of 

whether it is able to generate a cash flow to finance its new projects and obtain external debt and equity 

financing. Very profitable companies will be able to finance its projects internally and less profitable companies 

will obtain debt to finance new projects and will therefore be more levered. 

Pecking order theory is opposed to trade-off theory focused on short term value that generated or destroyed 

through capital structure decisions. Both theories have very valid points even though the conclusions are very 

different from each other. 

f. Agency Theory 

The previous theories have all taken the point of view of the Company, disregarding the fact that a Company is 

most likely to be run by a manager with different interests than the shareholders. Agency theory is focusing on 

this fact and how it is affected by the capital structure of the Company. 

Jensen and Meckling defines an agency relationship as: 

”A contract under which one or more persons (the principal(s)) engage another person (the agent) to perform 

some service on their behalf which involves delegating some decision making authority to the agent.”(Jensen 

and Meckling, 1976) 
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An interesting observation for the later deductions is that an agency relationship doesn’t only covers the 

relationship between the owner and the manager, but can also cover the relationship between a creditor and the 

owner/manager. 

Agency costs of equity 

When external management is brought to run a company it is practically impossible to align the management 

interests with the owners, unless they buy the company. This is true even though the managements compensation 

is heavily connected to the performance of the company. 

The shareholders are interested in maximizing their utility and therefore also the value of the firm, it is the 

management which runs the company, the management is not by default incentivized to take care of the 

shareholders, even though the shareholders would want them to be. The management’s only mission is to 

maximize their own utility. This is affected by a range of factors, one is compensation, which can be more or 

less correlated to the performance of the company, however it is fair to assume that the manager has some kind 

of disutility of exerting effort. The management might get some utility by using some of the Company’s cash 

flows for perks (e.g. private jet, fancy offices, assistants etc.). A manager is probably also more risk adverse, if 

not just because it is impossible to diversify its human capital over several jobs. 

It is easy to see that there is a conflict of interests between the owner and manager. Some problems can be solved 

by specifying the contract, but it is not possible to write a contract over every possible contingency of the state of 

the world in the future, and you also want the manager to have some kind of discretion over the cash flows, and 

to be able to take advantage over arising opportunities in the operations of the Company. 

Perks that increase the productivity of the company and has a net positive effect on the value of the company 

should of course not be included as they don’t represent any extra cost compared to an owner-controlled 

company. 

Both the owner and the management have an interest in aligning their interests and therefore minimizing the 

agency costs.  

Jensen & Meckling summarizes agency costs of equity into the following categories: 

1. The monitoring expenditures by the principal, 

2. The bonding expenditures by the agent, 

3. The residual loss. 
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The monitoring expenditures by the principal are the costs that arises when the owner will try to monitor the 

agent and in that way minimize the agency costs by using the agent. The costs can stem from various sources but 

they all try to commit the management to take the right decisions, the decisions that are aligned with the 

shareholders’ interests. 

The bonding expenditures by the agent arise from the fact that the management also want to credibly show the 

owners that they are committed to doing a good job and not trying to extracting cash flows from the company. 

The owners will rightly factor in the agency costs as a part of the total costs of the manager, if the manager can 

do something that commits him to do the right thing the owners can in return give him a higher salary. The 

manager will optimize his utility as a function of perks, salary, effort etc. It is probably a reasonable assumption 

that $1 dollar of salary gives more utility than $1 dollar worth of perks because $1 dollar can be used for 

anything that the manager wants. (Jensen & Meckling 1976) 

The residual loss is what cannot be taken away by either monitoring or bonding. 

                                                           

Agency costs of debt 

When a company introduces debt into the capital structure another agency relationship arises between the debt 

holders and the owners, here assuming that the management is cooperating fully with the owners. The owners 

want to maximize the returns of their investment in the equity, and the debt investors want to maximize their 

returns of the debt investment. It is only the equity owners that benefit from any upside above what is required 

for the company to pay their debt financiers. Practically any additional risk obtained by the company can only 

hurt the debt investors because of this. 

When the management on behalf of the owners decides how to run the company they can effectively decide how 

much risk the company should have given the investments they make along the way. It is fair to assume that 

there will be situations where the management can decide to take on additional risks, but not gaining any total 

value to the company (     ). This means that there all else being equal will be more situations than before 

with high returns, and therefor high returns to the equity, but the debt investors do not gain anything extra. And 

when the investment does not workout it hurts the debt investors. This means the equity holders gain the whole 

upside, but only some of the downside. 

The debt holders know that these “costs” exist and will therefore rightly want to be compensated for this factor. 

The larger the portion of debt in the capital structure the larger this effect will be and thus the pricing of the debt 

will be greater. (Jensen & Meckling 1976)  
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Total agency costs 

Jensen og Meckling
 
(1976) concludes that when you introduce external financing whether it is debt or equity that 

it carries some form of agency cost with it. The larger the portion is from either side is the greater the agency 

costs are.  

The optimal capital structure will be where the agency costs are minimized as shown in the illustration, which is 

with a combination of debt and equity. 

Ae (E) is agency costs of equity at E, which is the share of equity and similarly Af (E) the agency costs of debt at 

the same share of equity. The sum of the two functions Ae + Af (E) are the aggregated agency costs as illustrated 

below. (Jensen & Meckling 1976) 

 

Figure 5: Adapted from Jensen & Meckling 1976 

The optimal capital structure seen from an agency cost perspective is the one that minimized the total agency 

costs which is where the two functions intersect. 

g. Key points from capital structure theory 

I have in the previous chapters discussed the Miller & Modigliani and trade-off theory which focused one the tax 

advantage of debt and the cost of financial distress, and concludes that the optimal long term capital structure is a 

combination of debt and equity. 

Pecking order theory argued that asymmetric information meant that a company should prefer in the short term 

to finance its projects through internal funds instead of obtaining new debt or as a last resort to issue new equity. 

From an agency cost perspective the optimal capital structure is to not use external financing. But if it is 

necessary a combination of debt and equity is the best way to minimize the costs. 
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All the theories have different point about the optimal capital structure is in theory. In the real world there are 

many factors that will distort the picture. It is not possible to adjust the capital structure all the time because it 

costs money and time, the debt has to be structured etc. 

In the case of LBO's all the theories can be applied. Debt is used to first of all increase returns of the investment 

and get a tax advantage as in trade-off theory. Pecking order theory is affecting how the capital structure should 

develop after the investment. Agency costs are also important and to the ultimate investor it is at utmost 

importance that the private equity company is aligned with their interests and that the interests of the 

management by giving them a stake in the company. 

The effect of the factors described by Miller and Modigliani and trade-off theory can actually be calculated. The 

agency costs are difficult to quantify. 

4. Case companies 

KMD 

KMD was founded in 1972 and is today one of Denmark’s largest IT and software companies. The company was 

inaugurated in 1972. The company has more than DKK 4 billion in revenue and over 3,000 employees. The 

Swedish private equity fund EQT acquired KMD in 2009 where it was sold by the municipalities (KMD, 2012).  

KMD primarily develops IT software solutions and services to the Danish municipalities and central 

government. The company has developed Nemkonto and “the unified pin code” (KMD, 2013). It furthermore is 

handling all the payments from the government to the population in Denmark. The company was naturally also 

the developer of the IT element of the merger of the Danish municipalities. 

The company is the clear market leader within IT and Software development/services for the municipalities in 

Denmark. KMD has given their position in Denmark where it is very connected to the governmental bodies 

unique competencies for developing services for those types of clients in 2006.  

Locally KMD has limited competition by companies of similar size with the same focus area. The largest local 

company which could provide similar services as KMD would be NNIT, but there are also smaller companies 

like Logica and Medialogic (subsequently acquired by KMD in 2013) which compete against KMD. The smaller 

players have a hard time competing against KMD on large project due to their size. Internationally there are 

large players as CSC and IBM which has the scale as KMD, but not the local anchor.  
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KMD has a unique position in the local market and far ahead of the competition, but could face challenges when 

trying to expand globally. (EQT, 2012)  

Ahlsell 

Ahlsell is a “technical trading company in installation products and tools & machinery, furthermore it offers 

products and services to professional users within heating & plumbing, electrical, tools and machinery, 

refrigeration and DIY.” (Ahlsell, 2013). The company basically buys and sells products within these areas.  

Ahlsell operates in the Nordics, the Baltics and Russia. The Ahlsell Group has an aggregate turnover of approx. 

SEK 21 BN (in Euros?) generated by 4,500 employees. 

Ahlsell is Sweden’s only trading company that can offer a full range of products within the installation sector 

and which occupies strong positions within all product areas. In its other trading countries, Ahlsell is one of the 

leading players within several product areas. (Ahlsell, 2013)  

Bravida 

The company was founded as Aktiebolaget BPA Byggproduktion AB in 1967. In 1993 BPA focused the 

business towards building services. BPA acquired a series of companies and became Bravida in 2000 when they 

merged with Telenor’s building services in 2000. The company was later further focused with the main 

operations concentrated around “electrical, heating & plumbing and HVAC”. Bravida was in 2006 acquired by 

the PE fund Triton.  

As mentioned the focus areas of the company are electrical, heating & plumbing and HVAC. Bravida offers 

integrated solutions meaning that they deliver both components, install them, and service the products 

afterwards. 

YIT is the closest competitor to Bravida in the sense that they both offers integrated of several areas and 

markets. There is however also very strong competition from more local and specialized companies. The biggest 

competitors are NVS and NEA in Sweden, Kemp & Lauritzen in Denmark and GK in Norway. (Bravida, 2012) 

Comparison 

The obvious similarities are of course that the three companies all operate in the Nordic market. KMD is 

concentrated on the Danish market, Bravida is servicing all the Nordic countries and Ahlsell has an even broader 

market including Russia and others.  
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With regards to the size of the companies, one could argue that they are all comparable. Ahlsell is the largest 

with more than SEK 20 bn in revenue, Bravida with a bit more than half of that and KMD as the smaller one of 

the three with almost DKK 5 bn in revenues. 

The companies are in three different industries though Bravida and Ahlsell are close to each other. Ahlsell is a 

trading company of tools and machinery to professional users where Bravida could be one of them as Ahlsell is 

supplying to the areas covered by Bravida. Ahlsell will have  a relative low margin because ss a trading company 

with very limited value-adding services as price will be the most important factor in the market. Bravida will 

have a relative higher margin because they are able to deliver an integrated service and there will be able to 

charge a relative higher price as the services will be more differentiated. KMD is within a totally unrelated 

industry compared to the other two. It will as Bravida also be able to sustain a much higher margin and maybe 

even more so. The company is delivering “tailor-made” products, services or projects for its customers. The 

product is therefore as differentiated as it possibly can be, thus being able to have a high margin. 

The three companies all have very strong market position, but in three different aspects. KMD has a very strong 

local position with certain customers, whereas Ahlsell has a strong position due to the size of the company, and 

Bravida has established themselves as the preferred partner within integrated solutions. 

All three cases are secondary buyouts, which mean that it is the second time they have been acquired by a capital 

fund. This can have both advantages and disadvantages.  

First of all there has been another fund trying to grow the company and making it more efficient, this means that 

all the low hanging fruits have been picked. The new private equity company needs to have a new strategy for 

the company if they want to make a great return, or simply they believe that they are that much better of the 

former owner. 

On the other hand the company which is being taken over has most likely a much more professional setup, with 

a management team which is more capable of executing on the new strategy. In a secondary buyout there is 

much less risk of the outcome, which is very positive as limiting the downside is very important for a private 

equity firm as that could potentially kill much of the performance of the fund. 

a. Characteristics of the case companies 

KMD  

The Cash flow generation of KMD is superb. The company’s operating activities generated more than 0.4 bn on 

average between 2007 and 2011. They are able to convert their sales and profit into cash, which is imperative for 
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a company that is financed by a lot of debt and naturally will have to have large negative cash flows from 

financing activities.    

KMD has a very strong market position. The company is a clear market leader within IT and software solutions 

to the Municipalities in Denmark. The market position is also very robust meaning that it is very difficult for a 

competitor to fight KMD in their market segment. A service like handling social and pension benefits for the 

municipalities is very difficult for other companies to compete against, because Denmark is the company which 

is furthest ahead in digitalizing their operations, meaning that no other company is delivering a service similar to 

KMD.  

Given KMD’s very solid market position in Denmark for the municipalities it gives the company an advantage 

in competing for contracts with foreign governmental bodies for similar services as in Denmark. The company 

has proven themselves and has the best competencies for delivering the service. This means there are a strong 

potential for growth internationally.  

EQT has through their ownership focused in making the company more cost efficient, but there is no reason that 

one should believe the efficiency opportunities are fully exploited. As the company grows and possibly expands 

into other countries only because of scale KMD should be able to cut their costs on new projects substantially.  

The nature of the IT business means that KMD is needed to invest in new services they can offer to their 

customers and keep their market position. Also there is needed some degree of Capex to maintain the IT 

infrastructure on a high level, but compared to other industries the costs are negligible. 

The management team led by Lars Monrad-Gylling has proven themselves leading the company from before 

private equity ownership, through the ownership of EQT and is now leading the company for Advent 

International. They have shown themselves to be very competent. 

As described above KMD is a very good candidate for an LBO, it is cash generative, efficient, but also has a 

good growth story and the investment has potential large upside. 

Ahlsell 

The company has a strong cash generative base, in the first half year of 2011 the company generated despite a 

slight negative net income of SEK 8 million, an operating cash flow of SEK 290 million and the same trend is 

showing in earlier reports as well.  
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Ahlsell has very strong positions in its markets. The HVAC market is consolidated and Ahlsell together with a 

couple of other companies dominate the Nordic market. The electrical market has also experienced a lot of 

acquisitive companies where European companies have acquired smaller local players. Within tools and 

machinery the market is fragmented with many smaller players. 

The company is a very large player in the Nordics, but there should still be room for growth especially within the 

market of tools and machinery which as just mentioned is a very unconsolidated market. Ahlsell could grow in 

the market both organically and pressure the competition or simply just acquiring the smaller players.  

As the company is growing in its less dominated markets it will quite possible be able to take advantage of both 

economies of scale and scope delivering products in several markets and to different industries.  

The balance sheet shows a relative small tangible asset base. However the intangible assets have much more 

value on their books. This doesn’t necessarily need to mean anything, because it is only book values. But what is 

important is that Ahlsell has a brand and that the customers are aware of the company. The company has a size 

which makes it difficult for smaller competitors to compete with them, which is where the real value lies. 

Ahlsell does not require use capital expenditures to operate, as a trading company it actually requires very little. 

The decision of acquiring competitors will be a way of using capex, but in that event it would be done, because 

the owner and management felt that it would be economical beneficent to do so.  

Ahlsell’s management team has under the ownership of Cinven proven themselves in growing the company both 

organically and through acquisition, which will most likely be very important to be able to continue to do under 

the new ownership of Goldman Sachs (Rusli & Scott, 2012) 

Bravida 

The company has not recently very strong cash flows to the company, below SEK 100m in both 2011 and 2012, 

this was however this was a function of around SEK 500m of operating but large negative cash flow flows from 

financing activities. To be acquired by a private equity company what is important is the operating activity 

because this is what is bought, the financing can be structured in another way. 

Bravida has a strong market position, though it has as described earlier quite a lot of competitors, it has 

positioned itself as the leader in the Nordics together with YIT. It is also pressured by smaller companies, but 

has the advantage of being able to service several areas. 
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Even though the company is probably has a relative efficient operations the Annual Report still highlights that 

they need to increase efficiency. This is very positive because then the private equity has some room for 

improvement of the company, which will ultimately affect the cash flows and the exit value of the investment. 

Bravida has few tangible assets, and also very little need for investments, this is inherited in the business model, 

but this does not make it less attractive though. Bravida has large intangibles which is possibly a function of 

M&A activity.  

The management team of Bravida has a long track record with the company and has almost all been employed in 

the company for a long time. This can be a good thing, but it can also be a bad thing that the management is very 

entrenched, and not on their toes, trying to perform their best. 

b. Financing structures 

The three deals I will discuss in this chapter were all acquired in 2012, it wasn’t disclosed directly in the media 

how the deals were structured, but in the well regarded media Debtwire there was articles indicating the precise 

structures of the deals, which for the purposes of the exercise in the thesis is more than sufficient. Where we 

need further information I will try to make reasonable assumptions.  

There are two important parts of information needed for the further analysis. First of all we have the amount, 

pricing and maturity of the debt, which is important for me to model it. Also it is ideal to have some information 

of the pricing of the company, which I will later use in the model, both to know what is invested and what we 

should be able to get for the company when the investment is realized later in the process. 

KMD   

KMD was rumored to have a deal value of around DKK 7 bn (Børsen 2012), however no precise numbers have 

been disclosed in any reliable way. I will assume the price to be DKK 7 bn. On an EBITDA a above DKK 700m 

that is an EBITDA multiple of almost 10x.  

The debt was supposedly all in all DKK 3.7bn (EUR 492m), in an all-senior club financing in a 9 bank club deal. 

The debt was split in: 

 Term Loan A: DKK 1.3bn, six-year, paying Libor+ 450bps,  

 Term Loan B: DKK 2.125bn seven-year,  paying L+ 500bps  

o Carveout of EUR 100m Euribor+ 500bps  
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 Revolving Credit Facility: DKK 250m, six-year, paying L+ 450bps.  

I will in the model just assume that Term Loan B without the carveout, just because it will not bring any real 

difference to the model. And it will complicate the model without bringing any new conclusions than the 

simplified model. Leverage through the senior debt will be 4.2x. (Debtwire 2012) 

Ahlsell (CVC from Cinven and Goldman Sachs)  

Ahlsell was bought for around EUR 1.8bn (Debtwire 2012) or SEK 15.6bn was financed a bit more “advanced” 

with 2 amortizing term loans and a CAPEX facility. The full structure should comprise of: 

 Term Loan A(1): SEK 3bn (EUR 346m), six-year, Libor+ 500bps,  

 Term Loan A(2): SEK 1bn, six-year, L+ 500bps,  

 Term Loan B: EUR 530m, seven-year, E+ 550bps,  

 CAPEX facility: SEK 1bn, six-year, L+ 500bps  

 Revolving Credit Facility:: SEK 500m 6 year, L+ 500bps. 

Leverage at close was 4.25x. (Debtwire 2012). This also means that the EBITDA multiple was approximately  

Bravida (Bain Capital from Triton Partners)  

Bravida was acquired for around SEK 6 bn (EUR 666m) according to Debtwire or an EBITDA multiple of 

around 9x. The debt structure was as follows:  

 Term Loan A: SEK 981m, Libor+ 500bps,  

 Term Loan B: SEK 1.823bn, L+ 550bps,  

 Revolving Credit Facility: SEK 850m, L+ 500bps.  

As seen above there was no information on maturity of the loans, but as it is very common at the moment to 

have 6 years amortizing term loans/RCFs and 7 years bullet loans, we can probably assume the same for the 

Bravida deal. (Debtwire 2012) 

Leverage was around 4.3x, based on LTM adjusted EBITDA of SEK 652m. (Debtwire, 2012) 
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Comparison 

As seen above the structures are very similar compared to each other. All three has both TLA and TLB’s 

however it differs a bit what fraction is committed to each type of loan. KMD and Bravida have approximately a 

1:2 split between the TLA and TLB, whereas the Ahlsell deal is financed using almost 50% TLA, this could be 

an indicator that CVC is either more positive on the cash generative nature of the company or that they are not 

expecting to use as much of the cash generated to invest in the business. 

All three deals feature an Revolving Credit Facility which is basically a credit which the company can choose to 

use or not. Ahlsell has furthermore a Capex facility which is basically the same thing a facility which the 

company can choose to use if they need for capital expenditures. The fact that CVC has prioritized to include a 

capex facility could indicate that they expect to have large capital expenditures. 

As the three deals are all done in 2012 it is no surprise that the pricing of the debt is comparable. The debt is 

priced around Libor +500 bps. The slight difference of pricing can also be an effect of negotiations and is not a 

proof of one business being more reliable than the other. 

The loans are all floating rate based loans, Libor +X bps. I will not in this thesis attempt to forecast the 

development in the floating rates, I will therefore assume that the loans will be swapped to a fixed interest rate 

for 5 years. Even though I have the dates when the buyouts were announced this is not necessarily the same date 

as the loans will be swapped. I will use the average swap rate for 2012, this also means that the base rate will be 

the same for both of the Swedish companies. The average 5 year DKK swap rate in 2012 was 1.2880% and for 

SEK it was 1.889% according to Nasdaq OMX. 

5. Introduction of the Leveraged Buyout Model  

a. Overview of an LBO model 

A Leveraged Buyout model is what is primarily used in the private equity industry to evaluate potential 

investments. As the general partner is managing the fund he is as written earlier incentivized to achieve a high 

IRR, which is the end result of the model. 

Rosenbaum and Pearl (2009) described very thoroughly how to perform an LBO analysis. LBO analysis is the 

core of how PE firms evaluate potential investments. An LBO model basically evaluates what returns the PE 

fund will get from the investment based on their assumptions. As with the discounted cash flow model the value 
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of the results very much depend on the inputs and the assumptions, if the assumptions are unrealistic, the results 

from the model will not be reliable.  

To calculate the IRR one needs to project the cash flows for the investment, this is done by forecasting the 

Income Statement, Cash Flow Statement and Balance Sheet given a set of assumptions. The three parts cannot 

be forecasted independent on each other because they naturally interact, e.g. as an extra operational cash flow 

could be used to make a repayment of debt (balance sheet/cash flow statement), which would lead to smaller 

interest payments in the future (Income Statement/Cash flow statements). 

First I will state my assumptions which are based on forecasts of the operations, structures of financing which 

are known in the market. I will afterwards show the full model(s) and comment on how they have come about. 

b. Timing of the models 

The models I which I will use to analyze the buyouts will be annual models. Where all cash flows are in general 

will be assumed to fall in the end of the year. Even though this of course not is realistic it will only affect the 

returns marginally if even at all. 

Even though cash flows fall in the end of the year, I will adjust the start date so that it matches the real buyout 

date. This will make the returns more realistic as it will have a significant impact whether a company is acquired 

in January or December. Meaning that if modeled wrongly cash flows and forecast could potentially be distorted 

by a year. The buyout dates are taken as follows: 

 KMD was acquired by Advent International on October, 15 2012 (KMD, 2012) 

 Ahlsell was acquired by CVC on May 9, 2012. (Ahlsell, 2012) 

 Bravida was acquired by Bain Capital on May, 14 2012 (PE Hub, 2012) 

c. LBO Analysis 

The Income Statement has to be forecasted to get to EBIT. The first item to be estimated is the Revenue, the 

driver of this is revenue growth which can be estimated using both previous years revenue growth and 

knowledge of the strategy and expectations of the development of the company’s market position. To get to 

EBITDA, one can either estimate the costs or EBITDA directly as a percentage of revenue and the operating 

costs as the residual; I will do the latter and forecast the EBITDA margin. Again this is based on previous year’s 

development factoring in what is expected in the future.  The depreciation and amortizations are non-cash flow 

items, and are in themselves not important for our analysis but as they are tax deductible they will have an 

impact. They are naturally connected to the intangible and tangible assets and D&A can be forecasted as a 
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fraction those. The interest costs are directly estimated by the structuring assumptions which are covered earlier. 

The tax rate is assumed to be constant and equal to the tax rate in the country of the mother company, however it 

is very likely that the respective companies are able to optimize with regards to the tax and get an even lower 

efficient tax rate. 

As one can deduct from the past we will need balance sheet items to estimate some of the P&L and Cash flow 

items. I will assume that there is no refinancing of the structure during the investment period. One the asset side 

one can forecast the Tangible and Intangible assets as a percentage of revenue, this percentage can be argued to 

decrease if there are economies of scale and the fixed assets can generate more revenue. Net working capital, 

defined by Current Assets-Current Liabilities, will be forecasted as a percentage of Revenue. More Revenue will 

increase the need for Working capital in general. For the remaining part of the liabilities I will as mentioned use 

the structures which are known from reliable sources. 

The important is the cash flows for the company; this can be deducted from the previously estimated items. In 

my model I will start from EBITDA and subtract changes in Net Working Capital, Capital Expenditures, and tax 

to get to Cash Flow Available for Debt Service (CFADS). The tax is already calculated in the pro forma income 

statement, the Change in NWC is the difference between the yearly NWC. CAPEX is what is needed each year 

to maintain the level of non-current assets considering the depreciation each year. The CFADS is used to pay for 

amortization of the debt and interest payments. This will be estimated from the known structure. What will be 

left is the free cash flow to the equity (FCFE), this can either be used to pay down debt, kept as on balance sheet 

cash or paid out as a dividend to the investors. I will assume that the excess cash will be used to pay down debt. 

The reason for this is that if the cash is kept on the balance sheet it will hurt the IRR, because it cannot make any 

decent return. At the same time it is a bit of a hassle to payout dividends to the investors if the General Partner 

manages several funds each with several portfolio companies and many investors, they need to return a very 

large dividend to make it worth it.  

d. Tax regimes 

As shown in the theory chapter. One benefit is the tax deductibility of the interest of the loans. However it is not 

always possible to deduct all the interest from the taxable income as I will explore in this chapter. I will look at 

the legislation in Denmark and Sweden which are the relevant countries for the subsequent analysis. This should 

not be seen as a full review of the tax laws, but a short description of what the implications are on the final 

model. 
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Denmark 

The corporate tax in Denmark was in 2012, 25% of the taxable income, this might change in 2013, but I will 

assume for the analysis that the 25% is expected to carry on forever. “Taxable income is calculated on the basis 

of the annual accounts adjusted to comply with prevailing tax rules.”(KPMG 2012). 

In Denmark there are thin capitalization rules, which mean that there are limits to the tax deductibility of debt. 

The “rules apply to loans provided to a Danish company by a company which controls the Danish company if 

the debt/equity ratio exceeds 4:1. “ If the D/E ratio supersedes this the extra debt is not deductible. This means 

that for example the sponsor (E.g. Advent International) gives a loan to the company (E.g. KMD) which is the 

interest is not deductible if the D/E is too high. However all debt below DKK 10 m is always deductible. (KPMG 

2012) 

Denmark has furthermore established an “interest ceiling”, which also affects the deductibility of debt. The 

interest ceiling is 5% of the total tax value of the assets of the company. Meaning that the maximum tax 

deductible net financing costs are 5% of the assets each year, however any interest below DKK 21.3 Million 

(2010) will always be deductible; in the cases I am discussing this rate is almost never relevant. 

Finally there is the “EBIT-model” which limits the deductibility of net financing costs. This was in 2010, 80% of 

EBIT. Again deduction of net financing costs not exceeding DKK 21,300,000 (2010) is always allowed. 

As written above, Denmark has much stricter rules than the theory assumes .This means that the tax advantage 

will be much less than expected, if the legislation kicks in i.e. when one of the limit are overruled. 

Sweden 

Sweden has less strict rules when it comes to thin capitalization and deductibility of debt. In fact they don’t have 

any formal thin capitalization rules in place.  

In fact also sponsor loans can be put in place and deducted from the taxable income, which means that a sponsor 

can very effectively minimize its tax payments. 
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6. Application of the LBO Model 

a. KMD – LBO Model 

Operating statistics forecasted 

Starting with KMD they have seen a large growth in both revenue and profits on a pre-levered basis. The 

revenue has increase by 1 bn between 2007 and 2011. I have included year twelve in the table even though it 

wasn’t known at the time of the acquisition. EBITDA and EBIT have just about doubled in the same period. 

          Table 1 

 

The balance sheet also shows growth, however with a dip from 2007 to 2008. This dip is related to the 

divestment of properties. The current assets follow the growth in revenue. On the liability side it should be noted 

that the Current liabilities seem to have no correlation with the turnover.  

Table 2 

 

Historic Income Statement - KMD A/S Figures in DKK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Revenue 3.230,9     3.475,6     3.826,9     3.951,9     4.266,3     4.698,7     

Expenses (2.908,8)    (3.166,6)    (3.568,8)    (3.469,8)    (3.697,1)    (3.987,3)    

Other operating income 0,1            2,2            7,9            19,8          

EBITDA 322,1        309,0        258,2        484,3        577,1        731,2        

Adjusted EBITDA 322,1        309,0        386,7        526,3        696,0        856,3        

D&A (101,6)       (115,5)       (129,6)       (129,6)       (135,6)       (139,3)       

EBIT 220,5        193,5        128,6        354,7        441,5        591,9        

Net financials (9,0)           (2,2)           (11,2)         (25,2)         (10,5)         10,5          

Tax (60,5)         (47,8)         (27,3)         (85,3)         (108,4)       (154,1)       

Net profit for the year 151,0        143,5        90,1          244,2        322,6        448,3        

Historic Balance Sheet - KMD A/S Figures in DKK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Intangible assets 149,3        224,2        316,0        406,0        730,1        844,1        

Property Plant and equipment 1.648,3     404,5        382,6        373,8        378,2        338,7        

Investments 15,8          58,4          40,8          42,4          46,4          44,3          

Total non-current assets 1.813,4     687,1        739,4        822,2        1.154,7     1.227,1     

Inventories 38,1          35,4          19,4          11,5          8,5            9,3            

Total receivables 883,5        919,6        1.062,4     835,5        921,3        1.132,5     

Securities 3,7            3,5            3,2            2,7            2,2            1,5            

Cash 25,5          2,3            103,6        264,8        115,6        211,2        

Total current assets 950,8        960,8        1.188,6     1.114,5     1.047,6     1.354,5     

Total assets 2.764,2     1.647,9     1.928,0     1.936,7     2.202,3     2.581,6     

Total equity 1.196,3     419,7        426,1        674,2        699,4        969,2        

Provisions 36,4          22,2          27,5           

Non-current liabilities 363,8        20,8          283,9        211,9        225,6        113,4        

Current liabilities 1.167,7     1.185,2     1.190,5     1.050,9     1.277,3     1.499,0     

Total liabilities 1.531,5     1.206,0     1.474,4     1.262,8     1.502,9     1.612,4     

Total equity and liabilities 2.764,2     1.647,9     1.928,0     1.937,0     2.202,3     2.581,6     
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The Net Working Capital is calculated as Current Assets- Current Liabilities. These are in general negative 

which show that the company is actually able to finance the Working Capital needs by Operating Liabilities. 

This is very positive because it limits the need for financing. 

Table 3 

  

We can now take a look at the statistics we need to forecast for the following years. The company has 

experienced positive growth from 2008 and onwards of 7.6% and above except in 2010 where they only had 

3.3% revenue growth. Given the growth story and angle Advent International has one would expect them to aim 

at keeping the growth very high. I will assume a growth rate of 10% in years 2013-2015 and after that a decrease 

in growth to more sustainable levels.  

The EBITDA margin has increase substantially from 2007 to 2011/2012. However with the assumption that the 

company will grow as much as I have assumed it will probably need to take a hit on the margins. I will assume 

an EBITDA margin of 16% in 2013-2015 and expect an increase later towards the 18% which KMD achieved in 

2012.  

The depreciations seem pretty stable at around 15% of non-current assets, after the disposal of the properties 

with a much longer depreciation period. I will keep the ratio at that level. 

The negative net working capital might be an unrealistic assumption to keep constant, I have let it go towards 

zero over the budget period. 

Historic Balance Sheet - KMD A/S Figures in DKK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Intangible assets 149,3        224,2        316,0        406,0        730,1        844,1        

Property Plant and equipment 1.648,3     404,5        382,6        373,8        378,2        338,7        

Investments 15,8          58,4          40,8          42,4          46,4          44,3          

Total non-current assets 1.813,4     687,1        739,4        822,2        1.154,7     1.227,1     

Inventories 38,1          35,4          19,4          11,5          8,5            9,3            

Total receivables 883,5        919,6        1.062,4     835,5        921,3        1.132,5     

Securities 3,7            3,5            3,2            2,7            2,2            1,5            

Cash 25,5          2,3            103,6        264,8        115,6        211,2        

Total current assets 950,8        960,8        1.188,6     1.114,5     1.047,6     1.354,5     

Total assets 2.764,2     1.647,9     1.928,0     1.936,7     2.202,3     2.581,6     

Total equity 1.196,3     419,7        426,1        674,2        699,4        969,2        

Provisions 36,4          22,2          27,5           

Non-current liabilities 363,8        20,8          283,9        211,9        225,6        113,4        

Current liabilities 1.167,7     1.185,2     1.190,5     1.050,9     1.277,3     1.499,0     

Total liabilities 1.531,5     1.206,0     1.474,4     1.262,8     1.502,9     1.612,4     

Total equity and liabilities 2.764,2     1.647,9     1.928,0     1.937,0     2.202,3     2.581,6     

Historic Operating Statistics - KMD A/S

2007 2008 2009 2010 2011 2012 Average

Revenue Growth -4,6% 7,6% 10,1% 3,3% 8,0% 10,1% 7,8%

EBITDA Margin 10,0% 8,9% 10,1% 13,3% 16,3% 18,2% 13,4%

Depreciation/Non-current assets 5,6% 16,8% 17,5% 15,8% 11,7% 11,4% 14,6%

Net Working Capital /Revenue -6,7% -6,5% 0,0% 1,6% -5,4% -3,1% -2,7%

Intangible assets/Revenue 4,6% 6,5% 8,3% 10,3% 17,1% 18,0% 12,0%

Property Plant and equipment/Revenue 51,0% 11,6% 10,0% 9,5% 8,9% 7,2% 9,4%

Investments/Revenue 0,5% 1,7% 1,1% 1,1% 1,1% 0,9% 1,2%

Year end, 31 dec
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Non-current asset/Revenue is after the disposal of the properties also fairly stable, however with a small increase 

from 2010 to 2011, I will expect the ratio to stabilize at 25% in 2013. 

Table 4 

 

With these five statistics forecasted it is possible to forecast the profit loss statement down to EBIT and the 

Balance sheet on high levels. Cash flows can be estimated as well except for tax and financing activities. As 

shown in the table below: 

Table 5 

 

The posts have been calculated as: 

                                             

                                  

                                           
            

        
 
             

             
 

                                          

After EBIT we need to assume a financial structure which will follow later in the modeling. In our comparative 

analysis I will first forecast the operations for the remaining two cases. I will however be briefer in my 

descriptions as the method is the same. 

  

Forecasted Operating Statistics - KMD A/S

Year end, 31 dec 2012 2013 2014 2015 2016 2017 2018

Revenue Growth 10,1% 10,0% 10,0% 10,0% 8,0% 6,0% 4,0%

EBITDA Margin 18,2% 16,0% 16,0% 16,5% 17,0% 17,5% 18,0%

Depreciation/Non-current assets 11,4% 15,0% 15,0% 15,0% 15,0% 15,0% 15,0%

Net Working Capital /Revenue -3,1% -2,6% -2,1% -1,6% -1,2% -0,8% -0,4%

Intangible assets/Revenue 18,0% 18,0% 18,0% 18,0% 18,0% 18,0% 18,0%

Property Plant and equipment/Revenue 7,2% 7,0% 7,0% 7,0% 7,0% 7,0% 7,0%

Investments/Revenue 0,9% 1,0% 1,0% 1,0% 1,0% 1,0% 1,0%

Income Statement - KMD At Closing Stub (Figures in DKK millions)

Year end, 31 dec 2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 4,698.7    3,712.0      986.7         5,168.6   5,685.4   6,254.0   6,754.3   7,159.5   7,445.9   

Revised Adj. EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Depreciation & Amortisation (139.3)     (110.0)       (29.3)         (201.6)     (221.7)     (243.9)     (263.4)     (279.2)     (290.4)     

EBIT 717.0      566.4         150.6         625.4      687.9      788.0      884.8      973.7      1,049.9   
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Modelling of the financing structure  

The modeling of the financing structure is fairly simple. The drawn facilities, the term loan A’s and term loan 

B’s are structured in from the beginning of the year. The undrawn facilities will be used if there is a negative 

cash flow to the company for the year. In other words if there is a need for the facilities they will be obtained. 

An amortizing term loan can be amortized in many different ways; the only limits are what the parties are able to 

negotiate. For simplicity’s I will assume the amortization rates in the table below for the amortizing term loans:  

 

Leftover cash will be used to pay down debt on first the undrawn facilities if they have been drawn, then the 

TLA and then on the TLB, one could argue there should be paid an early repayment penalty. I will not include it 

as it will not affect our results significantly whether to include them or not.  

The mechanics in the model will affect the cash balance in a way such that the cash balance is kept at zero as 

long as the loans have not been paid out yet. After this point the cash is accumulated on the balance sheet before 

the investment is exited. One could argue that there could be a need for a working capital, which is probably also 

the case, but even if there is a need for some capital, it would only effectively be increase in the purchase price. 

Also the fact that there is a revolving credit facility also will assist the working capital needs. 

The interest rate will be calculated on basis of the average debt amount during the year, however to avoid any 

circular references I will assume that the voluntary repayment of debt is happening at the end of the year, thus 

not affecting the interest rate calculation. 

Balance sheet 

The first thing to be done is to make the opening balance. The opening balance and adjusted closing balance is 

shown in Table 6. I will assume that the cash is paid out before closing and that the additional purchase price of 

the DKK 7 bn – the remaining assets will be added as goodwill. On the Liability side the existing debt is taken 

out and the new TLA and TLB is added. The retained earnings are cleaned out and Equity is added in the amount 

that fits with the amount such that the balance sheet will balance also at closing. 

Contractual Amortisation Schedule

2012 2013 2014 2015 2016 2017 2018

Term Loan A -              5,0 %       10,0 %     15,0 %     20,0 %     25,0 %     25,0 %     
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Table 6 

 

It can be noted I have added an NWC adjustment because I will only track the changes in Net Working Capital 

and not the individual lines separate. Inventories, Receivables, Securities and Current Liabilities will be constant, 

but they will be adjusted in the NWC adjustment. 

  

Balance Sheet - KMD PF OpeningAdj. PF Closing

Year end, 31 dec 15 Oct 12 + - 15 Oct 12

Cash 115.6 (115.6) –

Inventories 8.5 8.5

Receivables 921.3 921.3

Securities 2.2 2.2

Total Current Assets 1,047.6 (115.6) 932.0

Goodwill from transaction – 6,297.4 6,297.4

Intangible assets 730.1 730.1

Property Plant and equipment 378.2 378.2

Other non-current assets 46.4 46.4

Total Fixed Assets 1,154.7 6,297.4 7,452.1

Total Assets 2,202.3 6,181.8 8,384.1

Accounts Payable 969.4 – 969.4

- NWC Adjustment – – –

Other Short Term Liabilities 308.0 – 308.0

Total Short Term Liabilities 1,277.4 – 1,277.4

Exisiting Debt 118.9 (118.9) –

Term Loan A – 1,300.0 1,300.0

Term Loan B – 2,125.0 2,125.0

Undrawn facility – –

Other Long Term Liabilites 106.7 – 106.7

Total Long Term Libilities 225.6 3,306.1 3,531.7

Total Liabilites 1,503.0 3,306.1 4,809.1

Shareholders Equity 240.0 3,335.0 3,575.0

Retained Income 459.3 (459.3) –

Total Shareholders Equity 699.3 2,875.7 3,575.0

Total Liabilities +Equity 2,202.3 6,181.8 8,384.1
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Cash flow statement 

The most important thing in the analysis I the pro forma cash flow statement. The EBITDA is linked directly to 

the  

Table 7 

 

The changes in working capital are linked to the revenue as the absolute working capital is forecasted as a 

percentage of the revenues. Likewise the capital expenditure is forecasted to match the need to keep the level of 

assets despite the depreciation and amortizations. 

Completing the Model  

As I have mentioned before the model is very entangled meaning that one year is basically an iteration which 

have to be done to get to the next. At this point it does not make sense to split the description sheet by sheet, for 

only the items that can be calculated from the given assumptions. 

The balance sheet is completed as in Table 8. The cash is linked to the end cash balance calculated after the cash 

flow statement. The Current Assets and liabilities are kept constant but the changes in Net Working Capital are 

added up in the NWC adjustment, I have put it on the liability side as it in most cases where there is a positive 

Net Working Capital, the adjustment will be a liability.  

The goodwill added from the transaction is added as indicated earlier, but it is not amortized during the 

investment period. The remaining fixed assets (Intangible Assets, Property Plant & Equipment and non-current 

assets are forecasted as percentages of revenues corresponding to the percentages written earlier.  

On the debt side the loans are just linked to the amortization schedules so the end of year values match. The 

retained income is aggregated from the net income. 

Cash Flow Statement - KMD At Closing Stub (Figures in DKK millions)

2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Changes in Working Capital (85.2)       (67.3)         (17.9)         (11.4)       (15.1)       (19.5)       (19.1)       (23.9)       (27.6)       

Capital Expenditure -              -                 (101.7)       (318.3)     (356.1)     (391.7)     (393.5)     (384.6)     (364.9)     

Tax Payable -              -                 (26.7)         (104.4)     (123.2)     (151.9)     (180.8)     (208.4)     (233.3)     

Cash Flow Before Debt Service -              -                33.6           392.8      415.2      468.8      554.8      636.1      714.5      

Year end, 31 dec
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Table 8 

 

The amortization schedules are shown in Table 9 and Table 10. One can note that the TLA is paid out first 

earlier due to the voluntary repayment and the TLB is repaid afterwards. 

Table 9 

 

Balance Sheet - KMD PF OpeningAdj. PF Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 + - 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Cash 115.6 (115.6) – – – – – – – –

Inventories 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5

Receivables 921.3 921.3 921.3 921.3 921.3 921.3 921.3 921.3 921.3

Securities 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2

Total Current Assets 1,047.6 (115.6) 932.0 932.0 932.0 932.0 932.0 932.0 932.0 932.0

Goodwill from transaction – 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4

Intangible assets 730.1 730.1 844.1 930.3 1,023.4 1,125.7 1,215.8 1,288.7 1,340.3

Property Plant and equipment 378.2 378.2 338.7 361.8 398.0 437.8 472.8 501.2 521.2

Other non-current assets 46.4 46.4 44.3 51.7 56.9 62.5 67.5 71.6 74.5

Total Fixed Assets 1,154.7 6,297.4 7,452.1 7,524.5 7,641.2 7,775.6 7,923.4 8,053.5 8,158.9 8,233.3

Total Assets 2,202.3 6,181.8 8,384.1 8,456.5 8,573.2 8,707.6 8,855.4 8,985.5 9,090.9 9,165.3

Accounts Payable 969.4 – 969.4 969.4 969.4 969.4 969.4 969.4 969.4 969.4

- NWC Adjustment – – – (17.9) (29.3) (44.4) (63.9) (83.0) (106.9) (134.4)

Other Short Term Liabilities 308.0 – 308.0 308.0 308.0 308.0 308.0 308.0 308.0 308.0

Total Short Term Liabilities 1,277.4 – 1,277.4 1,259.5 1,248.1 1,233.0 1,213.5 1,194.4 1,170.5 1,143.0

Exisiting Debt 118.9 (118.9) – – – – – – – –

Term Loan A – 1,300.0 1,300.0 1,300.0 1,125.1 904.8 616.4 223.3 – –

Term Loan B – 2,125.0 2,125.0 2,125.0 2,125.0 2,125.0 2,125.0 2,125.0 1,852.4 1,254.3

Undrawn facility – – 10.3 – – – – – –

Other Long Term Liabilites 106.7 – 106.7 106.7 106.7 106.7 106.7 106.7 106.7 106.7

Total Long Term Libilities 225.6 3,306.1 3,531.7 3,542.0 3,356.8 3,136.5 2,848.1 2,455.0 1,959.1 1,361.0

Total Liabilites 1,503.0 3,306.1 4,809.1 4,801.5 4,604.9 4,369.5 4,061.6 3,649.4 3,129.6 2,504.0

Shareholders Equity 240.0 3,335.0 3,575.0 3,575.0 3,575.0 3,575.0 3,575.0 3,575.0 3,575.0 3,575.0

Retained Income 459.3 (459.3) – 80.0 393.4 763.1 1,218.8 1,761.1 2,386.3 3,086.4

Total Shareholders Equity 699.3 2,875.7 3,575.0 3,655.0 3,968.4 4,338.1 4,793.8 5,336.1 5,961.3 6,661.4

Total Liabilities +Equity 2,202.3 6,181.8 8,384.1 8,456.5 8,573.2 8,707.6 8,855.4 8,985.5 9,090.9 9,165.3

Term Loan A At Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Debt at Beginning of Year 1,300.0      1,300.0        1,300.0        1,125.1        904.8           616.4           223.3           -                   

Contractual Amortisation -                   (65.0)            (130.0)          (195.0)          (260.0)          (223.3)          -                   

1,300.0        1,235.0        995.1           709.8           356.4           -                   -                   

Voluntary debt repayment (end of year) -                   (109.9)          (90.2)            (93.4)            (133.1)          -                   -                   

1,300.0        1,125.1        904.8           616.4           223.3           -                   -                   

Average Debt Balance 1,300.0        1,267.5        1,060.1        807.3           486.4           111.7           -                   

Interest Expense 15.8             73.363         61.356         46.728         28.152         6.463           -                   

5.788

All-in-Margin 5.79% 5.79% 5.79% 5.79% 5.79% 5.79% 5.79%

Opening Margin + 450 bps + 450 bps + 450 bps + 450 bps + 450 bps + 450 bps + 450 bps

Base Rate + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps

Debt at End of year (before voluntary repayments)

Debt at End of year (after voluntary repayments)
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Table 10 

 

With all the interest payments it is also possible to finish the pro forma Income Statement. The interest is 

subtracted and tax is calculated on basis of the EBT. 

Table 11 

 

It should be noted that the Net Income matches the retained earnings in the Balance Sheet. 

With both the Balance Sheet and Income Statement, the cash flow statement can be deducted. Starting from the 

EBITDA we subtract the Changes in NWC. The NWC is as noted earlier a fraction of revenue. Capital 

Expenditures are calculated as: 

                                                    

That is what is needed to keep the forecasted amount of fixed assets, such that the three financial statements are 

congruent with each other. 

Term Loan B At Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Debt at Beginning of Year 2,125.0      2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        1,852.4        

Contractual Amortisation -                   -                   -                   -                   -                   -                   -                   

Debt at End of year 2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        1,852.4        

Voluntary debt repayment (end of year) -                   -                   -                   -                   -                   (272.6)          (598.0)          

Debt at End of year (after voluntary repayments) 2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        1,852.4        1,254.3        

Average Debt Balance 2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        2,125.0        1,852.4        

Interest Expense 28.1             133.620       133.620       133.620       133.620       133.620       116.476       

6.288

All-in-Margin 6.29% 6.29% 6.29% 6.29% 6.29% 6.29% 6.29%

Opening Margin + 500 bps + 500 bps + 500 bps + 500 bps + 500 bps + 500 bps + 500 bps

Base Rate + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps + 129 bps

Income Statement - KMD At Closing Stub (Figures in DKK millions)

Year end, 31 dec 2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 4,698.7    3,712.0      986.7         5,168.6   5,685.4   6,254.0   6,754.3   7,159.5   7,445.9   

Revised Adj. EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Depreciation & Amortisation (139.3)     (110.0)       (29.3)         (201.6)     (221.7)     (243.9)     (263.4)     (279.2)     (290.4)     

EBIT 717.0      566.4         150.6         625.4      687.9      788.0      884.8      973.7      1,049.9   

Net Interest Expense -              -                 (43.9)         (207.6)     (195.0)     (180.3)     (161.8)     (140.1)     (116.5)     

Term Loan A -              -                 (15.8)         (73.4)       (61.4)       (46.7)       (28.2)       (6.5)         -              

Term Loan B -              -                 (28.1)         (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (116.5)     

Undrawn facility -              -                 -                 (0.6)         -              -              -              -              -              

Shareholder loan interest -              -                 -                 -              -              -              -              -              -              

Profit Before Tax -              -                 106.7         417.8      493.0      607.7      723.0      833.6      933.4      

Taxable Income -              -                 106.7         417.8      493.0      607.7      723.0      833.6      933.4      

Corporate Tax Payable -              -                 (26.7)         (104.4)     (123.2)     (151.9)     (180.8)     (208.4)     (233.3)     

Net Income -              -                 80.0           313.3      369.7      455.7      542.3      625.2      700.0      
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Table 12 

 

For KMD as it is based in Denmark must comply to the thin capitalization rules, as described in a previous part. 

In Table 13 I have specified the calculation which is a limit for the deductibility of the interest. I have not 

included the calculation for D/E ratio as there is not a loan applicable for this rule in this case, it will however be 

relevant later in the thesis. 

Table 13 

 

Comparing the max deductible interest cost to the total interest costs from all the loans show that it is actually far 

from hitting the ceiling.  

  

Cash Flow Statement - KMD At Closing Stub (Figures in DKK millions)

2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Changes in Working Capital (85.2)       (67.3)         (17.9)         (11.4)       (15.1)       (19.5)       (19.1)       (23.9)       (27.6)       

Capital Expenditure -              -                 (101.7)       (318.3)     (356.1)     (391.7)     (393.5)     (384.6)     (364.9)     

Tax Payable -              -                 (26.7)         (104.4)     (123.2)     (151.9)     (180.8)     (208.4)     (233.3)     

Cash Flow Before Debt Service -              -                33.6           392.8      415.2      468.8      554.8      636.1      714.5      

Net Cash Interest Expense -              -                (43.9)         (207.6)     (195.0)     (180.3)     (161.8)     (140.1)     (116.5)     

Term Loan A -              -                 (15.8)         (73.4)       (61.4)       (46.7)       (28.2)       (6.5)         -              

Term Loan B -              -                 (28.1)         (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (116.5)     

Undrawn facility -              -                 -                 (0.6)         -              -              -              -              -              

Contractual Debt Repayment -              -                -                (65.0)       (130.0)     (195.0)     (260.0)     (223.3)     -              

Term Loan A -              -                 -                 (65.0)       (130.0)     (195.0)     (260.0)     (223.3)     -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                10.3           (120.2)     (90.2)       (93.4)       (133.1)     (272.6)     (598.0)     

Term Loan A -              -                 -                 (109.9)     (90.2)       (93.4)       (133.1)     -              -              

Term Loan B -              -                 -                 -              -              -              -              (272.6)     (598.0)     

Undrawn facility -              -                 10.3           (10.3)       -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec

Thin Cap. Limits Stub (Figures in DKK millions)

Year end, 31 dec 2012E 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

5% of assets 5% 88.8 428.7 435.4 442.8 449.3 454.5 458.3

80% of EBIT 80% 120.5 500.3 550.3 630.4 707.8 779.0 839.9

Max deductible interest costs 88.8 428.7 435.4 442.8 449.3 454.5 458.3

Interest costs 43.9 207.6 195.0 180.3 161.8 140.1 116.5
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Exit waterfall  

To calculate our final IRR we need to know the cash flows from an EXIT. I will assume, for now, that the 

company will be exited at an EBITDA-multiple of 9x, i.e. if the EBITDA is 1m the company will be sold with 

an Enterprise Value of 9m. This is actually a bit less than what the company was sold for in 2012 if the 10x 

actually holds to be true.  

Any residual cash is added and remaining loan balances are subtracted, this leaves the cash flow to equity. This 

is done for each year and IRR’s and money multiples can be found for each year. 

 

The IRR’s are found solving the formula: 

                              
                     

      
   

Where n is the number of year the asset is held before it is exited. One can also calculate the money multiple 

easily as: 

               
                     

                         
 

A characteristic pattern appears and that is that the IRR is decreasing as the exit date is moved further into the 

future but the Money Multiple increases. This is not surprising; the nominal value of the proceeds increases, 

which increases the MM, the IRR is however hurt by the discount factor of the future cash flow. 

Exit Waterfall - KMD Initial Investment (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 856.3         827.0         909.7         1,031.9      1,148.2      1,252.9      1,340.3      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Add: Cash -                -                -                -                -                -                -                

Distributable Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Less: Term Loan A (1,300.0)    (1,125.1)    (904.8)       (616.4)       (223.3)       -                -                

Less: Term Loan B (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (1,852.4)    (1,254.3)    

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 4,281.7      4,192.7      5,157.2      6,545.8      7,985.7      9,423.9      10,808.1    

Initial Equity Investment (3,575.0)      

IRR's 135.2% 14.1% 18.0% 20.7% 21.0% 20.4% 19.5%

Money Multiple 1.20x 1.17x 1.44x 1.83x 2.23x 2.64x 3.02x



41 
 

Given the assumptions the investment is looking to be very profitable, with a large return to the fund. As 

discussed in an earlier part of the thesis, the general partner charges a performance fee dependent on the 

performance of the fund. If we assume the generic promote which is 20% of the returns above 8%, an exit end of 

2016 and that KMD is the only investment of the fund, then the promote can be calculated as: 

                                                          

Where C is the percent in promote e is the exit cash flow, h is the hurdle rate, n is the length of the investment 

period and I is the investment. The promote is calculated as 20% of all the returns above 8%. In this specific case 

the General Partner is effectively cashing in about 10% of the exit value of the company. This means that we can 

calculate the IRR to the investor as: 

√
               

     

    

         

The promote is not surprisingly hurting the IRR quite a bit for the ultimate investor. Whether that is fair given 

the work and expertise of the General Partner I will not be the judge of. I will however note that 24% is a very 

high return which might make up for the fact that private equity is a risky and illiquid asset class. I will in the 

next part try to examine the sensitivity of the returns to the fund, General and Limited Partners in the next part.  

Sensitivity analysis 

It is luckily very simple and fast to make a couple of data tables analyzing the IRR’s and money multiples for 

different scenarios, depending on exit date and exit multiple. It is shown that the trend is the same the longer the 

investment period is the greater the multiple, but with a lower IRR. And that higher multiple leads to higher a 

higher IRR. It is actually the main driver of the IRR, but even with no multiple expansion (i.e. Exit 

multiple=entry multiple) the investment has a return of about 20%, which is still a very acceptable return, and 

will also lead to the general partner earning a large promote.  

Table 14 

 

21.0% 8.50x 9.00x 9.50x 10.00x 10.50x 223.4% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.2% 18.0% 22.6% 27.0% 31.2% dec 2014 131.5% 144.3% 157.0% 169.7% 182.4%

dec 2015 17.7% 20.7% 23.6% 26.4% 29.0% dec 2015 168.7% 183.1% 197.5% 212.0% 226.4%

dec 2016 18.9% 21.0% 23.0% 24.9% 26.8% dec 2016 207.3% 223.4% 239.4% 255.5% 271.6%

dec 2017 18.9% 20.4% 21.9% 23.3% 24.7% dec 2017 246.1% 263.6% 281.1% 298.7% 316.2%

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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As we did previously it is possible to examine the promote of the multiple) the investment large promote. In 

Table 14, it can be seen that that the exit multiple drives the promote to the GP, but the length of the investment 

period also has a very large impact, if the exit date is postponed a year it has actually a greater effect than 1 exit 

multiple higher, this is partly due to growth in the period, but also given the fact that the promote has been 

earned over several years. 

Table 15 

 

To the right in Table 15 I have taken the present value of the promotes at a discount rate equal to the hurdle rate 

of 8%, even then it is optimal for the general partner to keep the investment in the fund and continue to earn the 

promote. 

When we examine the returns to the limited partner in Table 16 it shows the same pattern as pre promote. A 

longer investment period hurts the IRR in general.  

Table 16 

 

One could jump to the conclusion that the interests are totally opposite, but I would not do that. They are not 

perfectly aligned that is very clear. The limited partner also has an interest in keeping the investment as long as 

possible to get as much value as possible, even though this might result in the IRR decreasing a bit. When IRR 

drops a couple of percentage points (e.g. from 25% to 23%) but the asset is held for a year more, it could be 

analyzed as two separate investments. The first with a 25% IRR, and then a second one with 20% IRR, the 

Limited Partner has the interest in investing in the “second” period as well because they still get a return which is 

(probably) higher than their required return, even though the average IRR will decrease because of this. The 

limited partner has to reinvest the money no matter what, which both is costly in time and money, if they had to 

608.49   8.50x 9.00x 9.50x 10.00x 10.50x 440.06   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 92.94       183.91     274.88     365.84     456.81     dec 2014 78.41       155.15     231.89     308.64     385.38     

dec 2015 290.68     393.87     497.06     600.25     703.44     dec 2015 227.07     307.68     388.29     468.90     549.51     

dec 2016 493.66     608.49     723.31     838.13     952.95     dec 2016 357.02     440.06     523.10     606.14     689.18     

dec 2017 691.80     817.09     942.38     1,067.67  1,192.96  dec 2017 463.27     547.18     631.08     714.98     798.89     

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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x
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18.8% 8.50x 9.00x 9.50x 10.00x 10.50x 206.4% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 12.2% 16.1% 19.9% 23.5% 27.0% dec 2014 1.29x 1.39x 1.49x 1.59x 1.70x

dec 2015 15.9% 18.4% 20.9% 23.2% 25.4% dec 2015 1.61x 1.72x 1.84x 1.95x 2.07x

dec 2016 17.0% 18.8% 20.5% 22.1% 23.7% dec 2016 1.94x 2.06x 2.19x 2.32x 2.45x

dec 2017 17.0% 18.4% 19.7% 20.9% 22.1% dec 2017 2.27x 2.41x 2.55x 2.69x 2.83x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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x
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commit their capital for a very short period they would need a much higher return to make up for the transaction 

costs, both in time and monetary terms. I would therefor argue that the interests are actually aligned in a way, 

which makes the general partner work towards the same goals as the limited partner. 

b. LBO Model - Bravida 

Operating statistics forecasted 

Looking at income statement for Bravida it is shows that the company has not developed much the past years. 

There has been a slight growth in revenue. However the EBITDA/EBIT has increased relatively. The company 

has not grown a lot but has become more cost effective. It can also be noted that there is barely any depreciations 

or amortizations.  

Table 17 

  

The balance sheet shows that the company has very few tangible fixed assets, which are in great correlation with 

the low depreciation level, there is however a significant amount of intangibles, which are probably also being 

amortized. 

The inventories are also pretty efficient, but with a relative high level of receivables, meaning that the company 

gives some kind of credit to its customers, in general there is nothing wrong with this if it can lead to more sales 

or profits, but there is a sharp increase in current receivables from 2010 to 2012, and the revenues or profits has 

not matched this level at all. 

Historic Income Statement - Bravida Figures in SEK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Revenue 10,062        10,511        10,831        10,345        10,768        11,400        

Operating costs (9,576)        (9,859)        (10,269)      (9,709)        (10,093)      (10,786)      

EBITDA 486            652            562            636            675            615            

D&A (129)           (137)           (26)             (15)             (12)             (12)             

EBIT 357            515            536            621            663            603            
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Table 18 

 

The cash balance decreased in 2010 and kept low onwards. Seen from an IRR point of view it is much better to 

keep as much cash off the balance sheet as possible. As it is just more capital that needs to be capitalized which 

has no direct value before they are invested. 

The current liabilities have increased which is could be falsely be assumed to be negative, it is positive because 

the more current liabilities the more of the company is being financed the operations itself. 

Looking at the same operating statistics it is easier to make assumptions about the future growth and 

profitability.  

Historic Balance Sheet - Bravida Figures in SEK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Intangible assets 1,859        1,765        2,151        2,134        2,203        2,276        

Property Plant and equipment 39             47             48             34             34             36             

Financial assets 402           279           428           333           375           322           

Total non-current assets 2,300        2,090        2,627        2,501        2,613        2,634        

Inventories 58             55             65             65             70             66             

Current receivables 2,337        2,524        2,483        2,394        3,158        4,691        

Short-term investments and 

restricted funds 10             11             11             8               2               3               

Cash 441           650           905           35             76             50             

Total current assets 2,846        3,240        3,464        2,502        3,306        4,810        

Total assets 5,146        5,330        6,091        5,002        5,919        7,445        

Total equity 1,073        1,121        1,720        1,355        2,120        1,652        

Provisions 408           282            

Non-current liabilities 850           800           963           133           221           207           

Current liabilities 2,815        3,127        3,408        3,514        3,576        5,584        

Total liabilities 3,665        3,927        4,371        3,647        3,797        5,792        

Total equity and liabilities 5,146        5,330        6,091        5,002        5,917        7,444        
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Table 19 

 

In general the indications we had seems to be true. The revenue growth has been very low and the EBITDA 

margin has been stable. This is definitely a very mature company, where there is probably not many possibilities 

for growth, I will assume that the new owners have an angle with the company which would enable them to 

grow the company at some level and expand the EBITDA margin. 

Table 20 

 

I will assume that the levels of fixed assets will be the same in the future, and as will the depreciation of the non-

current assets be the same as well. 

Modelling 

The modeling is done exactly as before, so I will skip straight to the full model. It can be observed directly in the 

Income statement that the TLA is paid out in 2014 as the last interest is paid in that year. The TLB is also paid 

out before time, which of course is a positive indication of the investment. The undrawn facility is not used at 

all. 

Historic Operating Statistics - Bravida

2007 2008 2009 2010 2011 2012* Average

Revenue Growth 5.9% 4.5% 3.0% -4.5% 4.1% 5.9% 2.6%

EBITDA Margin 4.8% 6.2% 5.2% 6.1% 6.3% 5.4% 5.8%

Depreciation/Non-current assets 5.6% 6.6% 1.0% 0.6% 0.5% 0.5% 1.8%

Net Working Capital /Revenue 0.3% 1.1% 0.5% -9.8% -2.5% -6.8% -3.5%

Intangible assets/Revenue 18.5% 16.8% 19.9% 20.6% 20.5% 20.0% 19.5%

Property Plant and equipment/Revenue 0.4% 0.4% 0.4% 0.3% 0.3% 0.3% 0.4%

Financial assets/Revenue 4.0% 2.7% 4.0% 3.2% 3.5% 2.8% 3.2%

Year end, 31 dec

Forecasted Operating Statistics - Bravida

2013 2014 2015 2016 2017 2018

Revenue Growth 5.0% 4.5% 4.0% 3.5% 3.0% 2.5%

EBITDA Margin 5.6% 5.8% 6.0% 6.2% 6.4% 6.6%

Depreciation/Non-current assets 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%

Net Working Capital /Revenue -7.3% -7.7% -8.1% -8.5% -8.7% -8.9%

Intangible assets/Revenue 20.0% 20.0% 20.0% 20.0% 20.0% 20.0%

Property Plant and equipment/Revenue 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%

Financial assets/Revenue 2.8% 2.8% 2.8% 2.8% 2.8% 2.8%

Year end, 31 dec
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Table 21 

 

Down to the cash flow statement it is observed that the previous observation about the repayment of the loans 

were true. 

Table 22 

 

Income Statement - Bravida At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 11,400.4  4,218.1      7,182.3      11,970.4 12,509.1 13,009.5 13,464.8 13,868.7 14,215.4 

Revised Adj. EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Depreciation & Amortisation (12.0)       (4.4)           (7.6)           (12.6)       (13.2)       (13.7)       (14.2)       (14.6)       (15.0)       

EBIT 602.8      223.0         379.8         656.9      711.5      765.9      819.7      872.0      922.2      

Net Interest Expense -              -                 (127.4)       (165.1)     (139.3)     (112.9)     (77.1)       (35.4)       -              

Term Loan A -              -                 (42.6)         (30.4)       (4.6)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (112.9)     (77.1)       (35.4)       -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Shareholder loan interest -              -                 -                 -              -              -              -              -              -              

Profit Before Tax -              -                 252.3         491.7      572.2      653.0      742.6      836.6      922.2      

Taxable Income -              -                 252.3         491.7      572.2      653.0      742.6      836.6      922.2      

Corporate Tax Payable -              -                 (55.5)         (108.2)     (125.9)     (143.7)     (163.4)     (184.1)     (202.9)     

Net Income -              -                 196.8         383.6      446.3      509.4      579.2      652.6      719.3      

Cash Flow Statement - Bravida At Closing Stub (Figures in SEK millions)

2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Changes in Working Capital 504.5       186.7         317.8         98.6        89.3        90.5        90.7        62.0        58.6        

Capital Expenditure -              -                 (7.6)           (144.3)     (137.6)     (129.3)     (119.4)     (107.9)     (95.1)       

Tax Payable -              -                 (55.5)         (108.2)     (125.9)     (143.7)     (163.4)     (184.1)     (202.9)     

Cash Flow Before Debt Service -              -                642.1         515.6      550.5      597.2      641.8      656.7      697.8      

Net Cash Interest Expense -              -                (127.4)       (165.1)     (139.3)     (112.9)     (77.1)       (35.4)       -              

Term Loan A -              -                 (42.6)         (30.4)       (4.6)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (112.9)     (77.1)       (35.4)       -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Contractual Debt Repayment -              -                -                (49.1)       (98.1)       -              -              -              -              

Term Loan A -              -                 -                 (49.1)       (98.1)       -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (514.6)       (301.4)     (313.0)     (484.3)     (564.7)     (478.8)     -              

Term Loan A -              -                 (514.6)       (301.4)     (17.8)       -              -              -              -              

Term Loan B -              -                 -                 -              (295.2)     (484.3)     (564.7)     (478.8)     -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              142.5      697.8      

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              142.5      697.8      

Beginning Cash Balance -              -                 -                -              -              -              -              -              142.5      

Retained Excess Cash -              -                 -                 -              -              -              -              142.5      697.8      

End Cash Balance -              -                 -                -              -              -              -              142.5      840.3      

Year end, 31 dec



47 
 

I will in these exclude the balance sheet calculation as they will only serve as a check whether the model is 

functioning correctly and as intermediate results. Likewise I will exclude the detailed flows and interest 

calculations, as they are exactly the same as for the first model.  

I will instead skip forward to the exit waterfall in Table 23. 

Table 23 

 

I have also kept the exit ratio at roughly the same level as the entry multiple. If it is sold straight away there will 

be a very low IRR, this is of course a bad investment and not why a private equity company would invest in a 

company. However over the investment period the IRR increases up above 20% which is decent investment. 

I have also for this investment varied the inputs using data tables.  

Table 24 

 

Exit Waterfall - Bravida Initial Investment (Figures in SEK millions)

Year end, 31 dec 14 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 614.8         669.5         724.6         779.6         833.8         886.6         937.2         

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      7,979.4      8,434.8      

Add: Cash -                -                -                -                -                142.5         840.3         

Distributable Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      8,121.9      9,275.1      

Less: Term Loan A (466.4)       (115.9)       -                -                -                -                -                

Less: Term Loan B (1,823.0)    (1,823.0)    (1,527.8)    (1,043.5)    (478.8)       -                -                

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 3,243.8      4,086.4      4,993.9      5,973.2      7,025.9      8,121.9      9,275.1      

Initial Equity Investment (3,196.0)      

IRR's 2.4% 16.2% 18.5% 18.8% 18.5% 18.0% 17.4%

Money Multiple 1.01x 1.28x 1.56x 1.87x 2.20x 2.54x 2.90x

18.5% 8.50x 9.00x 9.50x 10.00x 10.50x 219.8% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 15.1% 18.5% 21.7% 24.7% 27.7% dec 2014 1.45x 1.56x 1.68x 1.79x 1.90x

dec 2015 16.6% 18.8% 20.9% 22.9% 24.8% dec 2015 1.75x 1.87x 1.99x 2.11x 2.23x

dec 2016 17.0% 18.5% 20.0% 21.4% 22.8% dec 2016 2.07x 2.20x 2.33x 2.46x 2.59x

dec 2017 16.8% 18.0% 19.1% 20.2% 21.2% dec 2017 2.40x 2.54x 2.68x 2.82x 2.96x

SPONSOR IRR ANALYSIS M.M. ANALYSIS
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Table 25 

 

Table 26 

 

The pattern is a bit different from what was seen in the first model. For large exit multiples the IRR is decreasing 

as the exit year is pushed to later. But as the exit multiple is decreased it flattens out and the IRR pattern is more 

flat. It makes sense that if there is only a small multiple expansion or it is non-existent, the IRR will come from a 

growing EBITDA, and there is not a quick profit to be made.  

The performance fee can potentially be very large, but again it is correlated with performance of the investment, 

which is how it should be to incentivize the private equity company to do the best deal. 

c. Ahlsell – LBO Model 

Operating statistics forecasted 

Before showing the income statement of Ahlsell I would mention that it is not required by law for a company to 

disclose all information we ideally would have before conducting the analysis. There are not detailed annual 

reports for Ahlsell for the years 2011 and 2012. This means that our information is not as complete as for the two 

other cases, but it is by no means impossible to make assumptions on a level which is needed for my analysis.  

In Table 27, I have shown the information which is available from the annual reports. We have not information 

about the EBITDA level for 2011 and 2012 which is why I have included EBITA which we can later use as a 

proxy for the development of the EBITDA margin. The growth is basically non-existent, but there seems to be a 

slight indication of a growth in the profitability, especially if one is looking at the EBITA of 2011 and 2012. 

492.17   8.50x 9.00x 9.50x 10.00x 10.50x 344.57   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 143.64     216.10     288.57     361.03     433.49     dec 2014 117.31     176.49     235.67     294.85     354.03     

dec 2015 271.44     349.40     427.37     505.33     583.29     dec 2015 205.27     264.23     323.19     382.15     441.11     

dec 2016 408.79     492.17     575.56     658.94     742.33     dec 2016 286.20     344.57     402.95     461.33     519.71     

dec 2017 549.74     638.40     727.06     815.72     904.38     dec 2017 356.39     413.86     471.34     528.82     586.29     

Promote for General Partner Present value of Promote
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te
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x
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 D
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te

16.7% 8.50x 9.00x 9.50x 10.00x 10.50x 204.4% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.8% 16.5% 19.1% 21.7% 24.2% dec 2014 1.40x 1.49x 1.59x 1.68x 1.77x

dec 2015 15.0% 16.8% 18.6% 20.3% 21.9% dec 2015 1.66x 1.76x 1.86x 1.95x 2.05x

dec 2016 15.4% 16.7% 18.0% 19.2% 20.3% dec 2016 1.94x 2.04x 2.15x 2.25x 2.36x

dec 2017 15.3% 16.3% 17.3% 18.2% 19.1% dec 2017 2.23x 2.34x 2.45x 2.56x 2.67x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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x

it
 D

a
te

E
x

it
 D

a
te
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Table 27 

 

In Table 28 I have also shown the available information, and again there is no information from 2012, but it is 

still possible to make some important observations.  

Table 28 

 

This is a challenge to forecast precisely as there is a gap of information that is not available for the analysis, this 

information and much more would be revealed in the acquisition process. Instead of abandoning the whole 

analysis I will forecast the data as with the other companies. This will of course impact the results, but as in 

many other cases it will not impact the final conclusions of the thesis. 

Historic Income Statement - Ahlsell Figures in SEK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Revenue 21,586        21,979        18,985        19,256        20,434        20,639        

Operating costs (20,253)      (20,446)      (17,784)      (17,904)      

EBITDA 1,333          1,533          1,201          1,352          

EBITA 1,472          1,108          1,250          1,626          1,617          

D&A (552)           (626)           (461)           (482)           

EBIT 780             907             740             871             

Historic Balance Sheet - Ahlsell Figures in SEK millions

Year end, 31 dec 2007 2008 2009 2010 2011 2012

Intangible fixed assets 11,201.0     10,841.5     10,577.4     9,877.2       10,481.3     10,586.4     

Tangible fixed assets 704.0          670.8          602.7          595.4          631.8          638.2          

Financial assets 71.9            864.5          371.8          131.5          139.5          140.9          

Total non-current assets 11,976.9     12,376.8     11,551.9     10,604.1     11,252.6     11,365.5     

Inventories 3,310.5       3,149.3       2,749.3       2,742.9       

Current receivables 3,832.1       3,280.7       3,143.7       3,009.9       

Cash & Cash equivalents 1,040.6       1,425.7       1,585.4       1,940.9       

Assets held for sale 50.1            3.1              239.5          

Total current assets 8,183.2       7,905.8       7,481.5       7,933.2       -                 -                 

Total assets 20,160.1    20,282.6    19,033.4    18,537.3    11,252.6    11,365.5    

Total equity 2,681.8       1,964.9       2,151.7       2,630.4       

Provisions

Non-current liabilities 13,209.3     14,386.4     13,259.5     11,343.2     

Current liabilities 4,269.0       3,931.3       3,622.2       4,563.7       

Total liabilities 17,478.3     18,317.7     16,881.7     15,906.9     -                 -                 

Total equity and liabilities 20,160.1    20,282.6    19,033.4    18,537.3    -                 -                 
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In Table 29, the historic operating statistics are shown. The “red” values are the ones which are not known, those 

are rough estimates. The reason for the relative high estimates of the EBITDA margin in 2011 and 2012 is 

because of the fact that the EBITA margin is at a high level. The rest of the estimates are kept at the 2010 level. 

Table 29 

 

The forecasted operating assumptions in Table 30 are of also a result of the previous estimation. Even though the 

revenue has been fairly low the in the previous years I have assumed that the growth to be a bit more positive 

with 8% in 2013. The company has earlier shown that it can deliver high growth and that is probably also what 

the new owners expect to do. 

Table 30 

 

The forecasted operating assumptions are a bit more conservative than KMD and Bravida, however Ahlsell is a 

more mature company. The growth in EBITDA margin might be a bit on the positive side, but not at all 

unrealistic. 

  

Historic Operating Statistics - Ahlsell

2007 2008 2009 2010 2011 2012 Average*

Revenue Growth 22.3% 1.8% -13.6% 1.4% 6.1% 1.0% 3.2%

EBITDA Margin 6.2% 7.0% 6.3% 7.0% 8.5% 8.5% 6.6%

EBITA Margin 0.0% 6.7% 5.8% 6.5% 8.0% 7.8% 5.8%

Depreciation/Non-current assets 4.6% 5.1% 4.0% 4.5% 4.5% 4.5% 4.5%

Net Working Capital /Revenue 18.1% 18.1% 20.3% 17.5% 17.5% 17.5% 18.5%

Intangible fixed assets/Revenue 51.9% 49.3% 55.7% 51.3% 51.3% 51.3% 52.1%

Tangible fixed assets/Revenue 3.3% 3.1% 3.2% 3.1% 3.1% 3.1% 3.1%

Financial assets/Revenue 0.3% 3.9% 2.0% 0.7% 0.7% 0.7% 1.7%

*Average for the known values

Year end, 31 dec

Forecasted Operating Statistics - Ahlsell

Year end, 31 dec 2012 2013 2014 2015 2016 2017 2018

Revenue Growth 1.0% 8.0% 7.5% 7.0% 6.5% 5.5% 5.5%

EBITDA Margin 8.0% 8.5% 9.0% 9.3% 9.5% 9.8% 10.0%

Depreciation/Non-current assets 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%

Net Working Capital /Revenue 17.5% 17.0% 16.5% 16.0% 15.5% 15.0% 14.5%

Intangible fixed assets/Revenue 51.3% 50.0% 48.0% 46.0% 44.0% 42.0% 40.0%

Tangible fixed assets/Revenue 3.1% 3.1% 3.1% 3.1% 3.1% 3.1% 3.1%

Financial assets/Revenue 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.7%
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Modelling 

Again I will go straight to the modeling which again is done the same way. 

Tabel 31 

 

The income statement shows again a development in the operating profit. In the other cases there was an 

immediate repayment of the loans. Now it shows that there is actually a need for the undrawn facilities. This is 

expected as they went out of their way to secure an extra capex facility. 

Tabel 32 

 

Income Statement - Ahlsell At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 20,639.0  7,430.0      13,209.0    22,290.1 23,961.9 25,639.2 27,305.8 28,807.6 30,392.0 

Revised Adj. EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Depreciation & Amortisation (516.2)     (185.8)       (330.4)       (544.4)     (563.4)     (579.6)     (592.5)     (598.9)     (604.2)     

EBIT 1,134.9   408.6         726.4         1,350.3   1,593.1   1,792.0   2,001.6   2,209.8   2,435.0   

Net Interest Expense -              -                 (401.9)       (613.1)     (623.7)     (606.1)     (571.1)     (516.3)     (413.8)     

Term Loan A -              -                 (176.4)       (260.6)     (239.9)     (205.5)     (157.3)     (95.3)       (30.4)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (31.3)       (48.2)       (61.4)       (68.6)       (31.0)       

Shareholder loan interest -              -                 -                 -              -              -              -              -              -              

Profit Before Tax -              -                 324.4         737.2      969.4      1,185.9   1,430.5   1,693.5   2,021.2   

Taxable Income -              -                 324.4         737.2      969.4      1,185.9   1,430.5   1,693.5   2,021.2   

Corporate Tax Payable -              -                 (71.4)         (162.2)     (213.3)     (260.9)     (314.7)     (372.6)     (444.7)     

Net Income -              -                 253.1         575.0      756.2      925.0      1,115.8   1,320.9   1,576.5   

Cash Flow Statement - Ahlsell At Closing Stub (Figures in SEK millions)

2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Changes in Working Capital (35.9)       (12.9)         (23.0)         (177.9)     (164.4)     (148.6)     (130.1)     (88.7)       (85.7)       

Capital Expenditure -              -                 (443.2)       (1,165.3)  (983.2)     (935.3)     (875.9)     (740.2)     (721.6)     

Tax Payable -              -                 (71.4)         (162.2)     (213.3)     (260.9)     (314.7)     (372.6)     (444.7)     

Cash Flow Before Debt Service -              -                519.1         389.3      795.7      1,026.9   1,273.3   1,607.2   1,787.2   

Net Cash Interest Expense -              -                (401.9)       (613.1)     (623.7)     (606.1)     (571.1)     (516.3)     (413.8)     

Term Loan A -              -                 (176.4)       (260.6)     (239.9)     (205.5)     (157.3)     (95.3)       (30.4)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (31.3)       (48.2)       (61.4)       (68.6)       (31.0)       

Contractual Debt Repayment -              -                -                (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (882.8)     

Term Loan A -              -                 -                 (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (882.8)     

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              (837.9)     

Voluntary Debt Repayment -              -                (117.2)       423.8      228.0      179.2      97.8        (90.9)       (490.6)     

Term Loan A -              -                 (117.2)       -              -              -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              (490.6)     

Undrawn facility -              -                 -                 423.8      228.0      179.2      97.8        (90.9)       -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec
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Going forward to the exit waterfall, for Ahlsell I have used an exit ratio of 9x, which might seem high, but this is 

actually very close to the ratio of what we know, so it might actually be pretty realistic. 

Tabel 33 

 

The results in Table 34, Table 35Table 36show the same development as with Bravida and a similar pattern of 

the returns. 

Table 34 

 

Table 35 

  

Exit Waterfall - Ahlsell Initial Investment (Figures in SEK millions)

Year end, 31 dec 09 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 1,651.1      1,894.7      2,156.6      2,371.6      2,594.0      2,808.7      3,039.2      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 14,860.1    17,051.9    19,409.1    21,344.6    23,346.4    25,278.6    27,352.8    

Add: Cash -                -                -                -                -                -                -                

Distributable Value 14,860.1    17,051.9    19,409.1    21,344.6    23,346.4    25,278.6    27,352.8    

Less: Term Loan A (3,882.8)    (3,682.8)    (3,282.8)    (2,682.8)    (1,882.8)    (882.8)       -                

Less: Term Loan B (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,279.4)    

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 6,207.3      8,599.2      11,356.3    13,891.9    16,693.6    19,625.9    23,073.4    

Initial Equity Investment (7,430.0)      

IRR's -24.3% 9.3% 17.4% 18.7% 19.0% 18.8% 18.6%

Money Multiple 0.84x 1.16x 1.53x 1.87x 2.25x 2.64x 3.11x

19.0% 8.50x 9.00x 9.50x 10.00x 10.50x 224.7% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.0% 17.4% 21.5% 25.4% 29.0% dec 2014 138.3% 152.8% 167.4% 181.9% 196.4%

dec 2015 15.9% 18.7% 21.4% 24.0% 26.4% dec 2015 171.0% 187.0% 202.9% 218.9% 234.8%

dec 2016 17.0% 19.0% 20.9% 22.8% 24.5% dec 2016 207.2% 224.7% 242.1% 259.6% 277.0%

dec 2017 17.2% 18.8% 20.2% 21.6% 22.9% dec 2017 277.0% 277.0% 277.0% 277.0% 277.0%

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple

E
x

it
 D
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E
x

it
 D

a
te

###### 8.50x 9.00x 9.50x 10.00x 10.50x 849.01   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 234.16     449.82     665.48     881.13     1,096.79  dec 2014 191.04     366.98     542.92     718.86     894.80     

dec 2015 574.15     811.31     1,048.47  1,285.64  1,522.80  dec 2015 433.74     612.90     792.06     971.22     1,150.39  

dec 2016 954.56     1,213.97  1,473.37  1,732.78  1,992.18  dec 2016 667.59     849.01     1,030.44  1,211.86  1,393.28  

dec 2017 1,349.68  1,630.55  1,911.42  2,192.30  2,473.17  dec 2017 874.05     1,055.95  1,237.84  1,419.74  1,601.63  

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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x

it
 D

a
te

E
x

it
 D

a
te
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Table 36 

 

One could be very tempted to compare the returns across the cases, however I am reluctant to do so because 

7. All-equity financing assumption 

a. KMD – “Equity Only” 

For the next discussion I will imagine the buyout being solely financed via equity, meaning that no debt is 

obtained at all, how would that affect the returns and promote. I will in this chapter not go through how the 

model is built as it is exactly the same process as before except that debt is put as 0. 

I will use exactly the same assumptions as before, the only difference being that the debt is eliminated from the 

capital structure. The projected balance sheet is seen in Table 37. The only items that are different from the 

earlier model (Table 8) are Cash, Term loan A, Term loan B and retained income. 

Table 37

 

 

17.1% 8.50x 9.00x 9.50x 10.00x 10.50x 208.3% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 12.1% 15.6% 19.0% 22.2% 25.3% dec 2014 1.35x 1.47x 1.58x 1.70x 1.82x

dec 2015 14.4% 16.8% 19.1% 21.2% 23.3% dec 2015 1.63x 1.76x 1.89x 2.02x 2.14x

dec 2016 15.4% 17.1% 18.8% 20.3% 21.8% dec 2016 1.94x 2.08x 2.22x 2.36x 2.50x

dec 2017 15.6% 17.0% 18.2% 19.4% 20.6% dec 2017 2.27x 2.42x 2.57x 2.72x 2.88x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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x

it
 D

a
te

E
x

it
 D

a
te

Balance Sheet PF Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Cash – 22.6 363.6 730.0 1,153.7 1,668.1 2,269.1 2,954.5

Inventories 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5

Receivables 921.3 921.3 921.3 921.3 921.3 921.3 921.3 921.3

Securities 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2

Total Current Assets 932.0 954.6 1,295.6 1,662.0 2,085.7 2,600.1 3,201.1 3,886.5

Goodwill from transaction 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4

Intangible assets 730.1 844.1 930.3 1,023.4 1,125.7 1,215.8 1,288.7 1,340.3

Property Plant and equipment 378.2 338.7 361.8 398.0 437.8 472.8 501.2 521.2

Other non-current assets 46.4 44.3 51.7 56.9 62.5 67.5 71.6 74.5

Total Fixed Assets 7,452.1 7,524.5 7,641.2 7,775.6 7,923.4 8,053.5 8,158.9 8,233.3

Total Assets 8,384.1 8,479.1 8,936.8 9,437.6 10,009.2 10,653.6 11,360.0 12,119.9

Accounts Payable 969.4 969.4 969.4 969.4 969.4 969.4 969.4 969.4

- NWC Adjustment – (17.9) (29.3) (44.4) (63.9) (83.0) (106.9) (134.4)

Other Short Term Liabilities 308.0 308.0 308.0 308.0 308.0 308.0 308.0 308.0

Total Short Term Liabilities 1,277.4 1,259.5 1,248.1 1,233.0 1,213.5 1,194.4 1,170.5 1,143.0

Other Long Term Liabilites 106.7 106.7 106.7 106.7 106.7 106.7 106.7 106.7

Total Long Term Libilities 106.7 106.7 106.7 106.7 106.7 106.7 106.7 106.7

Total Liabilites 1,384.1 1,366.2 1,354.8 1,339.7 1,320.2 1,301.1 1,277.2 1,249.7

Shareholders Equity 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0

Retained Income – 112.9 582.0 1,097.9 1,688.9 2,352.5 3,082.8 3,870.2

Total Shareholders Equity 7,000.0 7,112.9 7,582.0 8,097.9 8,688.9 9,352.5 10,082.8 10,870.2

Total Liabilities +Equity 8,384.1 8,479.1 8,936.8 9,437.6 10,009.2 10,653.6 11,360.0 12,119.9
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The reason why it is only these items that are affected is because all the operating assumptions are the same, less 

debt should have no direct impact on the need for working capital, the fixed assets etc. In theory if the company 

evaluated their investment using an NPV criteria and a weighted average cost of capital and they have less debt 

lowering increasing their WACC, some of the investment might become unprofitable, and should be left alone.  

The items that are directly affected are of course the term loans which are eliminated. The retained income is 

also affected because of the interest cost that is being paid on the loan and therefor lowering income, but also 

lowers the tax. In the equity financed case there are no interest costs and the EBT is higher, and that will increase 

the taxes, but the net effect is positive on the net income and therefor also the retained income. In the end this 

will also increase the cash flow and the cash balance, the cash balance is also “helped” because it cannot repay 

any loans. 

In Table 38 it can observe how the Income statement is affected; here the only effect is the lack of interest 

expenses, which will lead to higher Profit before tax, higher taxes but in total a net positive effect on net income. 

Table 38 

 

Looking at the cash flow statement we can continue to see the effects of having no debt. The only item before 

CFADS is the taxes that are increased. But now we have no amortization of the loans nor any interest cost 

payments, which means that the cash flow will be far greater and there will be accumulated a lot of cash in the 

company. 

Balance Sheet PF Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Cash – 22.6 363.6 730.0 1,153.7 1,668.1 2,269.1 2,954.5

Inventories 8.5 8.5 8.5 8.5 8.5 8.5 8.5 8.5

Receivables 921.3 921.3 921.3 921.3 921.3 921.3 921.3 921.3

Securities 2.2 2.2 2.2 2.2 2.2 2.2 2.2 2.2

Total Current Assets 932.0 954.6 1,295.6 1,662.0 2,085.7 2,600.1 3,201.1 3,886.5

Goodwill from transaction 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4 6,297.4

Intangible assets 730.1 844.1 930.3 1,023.4 1,125.7 1,215.8 1,288.7 1,340.3

Property Plant and equipment 378.2 338.7 361.8 398.0 437.8 472.8 501.2 521.2

Other non-current assets 46.4 44.3 51.7 56.9 62.5 67.5 71.6 74.5

Total Fixed Assets 7,452.1 7,524.5 7,641.2 7,775.6 7,923.4 8,053.5 8,158.9 8,233.3

Total Assets 8,384.1 8,479.1 8,936.8 9,437.6 10,009.2 10,653.6 11,360.0 12,119.9

Accounts Payable 969.4 969.4 969.4 969.4 969.4 969.4 969.4 969.4

- NWC Adjustment – (17.9) (29.3) (44.4) (63.9) (83.0) (106.9) (134.4)

Other Short Term Liabilities 308.0 308.0 308.0 308.0 308.0 308.0 308.0 308.0

Total Short Term Liabilities 1,277.4 1,259.5 1,248.1 1,233.0 1,213.5 1,194.4 1,170.5 1,143.0

Other Long Term Liabilites 106.7 106.7 106.7 106.7 106.7 106.7 106.7 106.7

Total Long Term Libilities 106.7 106.7 106.7 106.7 106.7 106.7 106.7 106.7

Total Liabilites 1,384.1 1,366.2 1,354.8 1,339.7 1,320.2 1,301.1 1,277.2 1,249.7

Shareholders Equity 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0 7,000.0

Retained Income – 112.9 582.0 1,097.9 1,688.9 2,352.5 3,082.8 3,870.2

Total Shareholders Equity 7,000.0 7,112.9 7,582.0 8,097.9 8,688.9 9,352.5 10,082.8 10,870.2

Total Liabilities +Equity 8,384.1 8,479.1 8,936.8 9,437.6 10,009.2 10,653.6 11,360.0 12,119.9

Income Statement - KMD At Closing Stub (Figures in DKK millions)

Year end, 31 dec 2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 4,698.7    3,712.0      986.7         5,168.6   5,685.4   6,254.0   6,754.3   7,159.5   7,445.9   

Revised Adj. EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Depreciation & Amortisation (139.3)     (110.0)        (29.3)          (201.6)     (221.7)     (243.9)     (263.4)     (279.2)     (290.4)     

EBIT 717.0      566.4         150.6         625.4      687.9      788.0      884.8      973.7      1,049.9   

Corporate Tax Payable -              -                 (37.6)          (156.3)     (172.0)     (197.0)     (221.2)     (243.4)     (262.5)     

Net Income -              -                 112.9         469.0      516.0      591.0      663.6      730.3      787.4      
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Table 39 

 

I have chosen in the model to accumulate all cash in the company, if the General Partner for some reason would 

make an investment without any debt they would probably take out a dividend at some point.  

If we take a look at the returns or the waterfall the exit enterprise value will be the same, this is completely in 

line with the Miller and Modigliani Proposition I that the value of the company is independent of the capital 

structure. The cash is added afterwards, which is as noted earlier far greater than before, and furthermore there is 

no loan which has to be repaid. The end result is that the distribution to equity will be much higher than before, 

but the initial investment is also far greater. 

Table 40 

 

The IRR’s and money multiples are diminished quite a bit, almost 8 percentage point difference comparing the 

exit end of 2016. This is exactly what was expected, with financial leverage, the absolute returns will decrease 

but the relative returns increase.  

Looking at the sensitivity analysis of the unlevered investment the same pattern as the levered investment 

appears, the IRR is increased as the exit multiple is increased and the IRR is hurt by postponing the exit. 

However the returns are much closer to each other. The leverage increases the returns but also makes them more 

volatile.    

Cash Flow Statement - KMD At Closing Stub (Figures in DKK millions)

2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Changes in Working Capital (85.2)       (67.3)          (17.9)          (11.4)       (15.1)       (19.5)       (19.1)       (23.9)       (27.6)       

Capital Expenditure -              -                 (101.7)        (318.3)     (356.1)     (391.7)     (393.5)     (384.6)     (364.9)     

Tax Payable -              -                 (37.6)          (156.3)     (172.0)     (197.0)     (221.2)     (243.4)     (262.5)     

Free cash flow to equity (FCFE) -              -                 22.6           340.9      366.5      423.7      514.4      601.0      685.4      

Beginning Cash Balance -              -                 -                 22.6        363.6      730.0      1,153.7   1,668.1   2,269.2   

Retained Excess Cash -              -                 22.6           340.9      366.5      423.7      514.4      601.0      685.4      

End Cash Balance -              -                 22.6           363.6      730.0      1,153.7   1,668.1   2,269.2   2,954.5   

Year end, 31 dec

Exit Waterfall - KMD Initial Investment (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 856.3         827.0         909.7         1,031.9      1,148.2      1,252.9      1,340.3      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Add: Cash 22.6           363.6         730.0         1,153.7      1,668.1      2,269.2      2,954.5      

Net Proceeds To Equity 7,729.3      7,806.3      8,917.0      10,440.9    12,002.2    13,545.4    15,016.9    

Initial Equity Investment (7,000.0)      

IRR's 60.0% 9.4% 11.6% 13.3% 13.7% 13.5% 13.1%

Money Multiple 1.10x 1.12x 1.27x 1.49x 1.71x 1.94x 2.15x
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Table 41 

 

We can now also analyze the promote for the general partner as earlier, on one hand because the returns are 

much lower we would expect the promote to decrease, but on the other hand the investment is much larger and 

the absolute returns are higher which would have a positive return on the promote. The results are in Table 42. 

Table 42 

 

The promote has in decreased quite a but not as much as the returns have decreased. This is due to the fact that 

the investment is larger and will get a higher absolute return. It would be more relevant to look at the promote as 

a % of the invested equity, because if the PE fund has raised e.g. EUR 5 bn they can make investments of EUR 

5bn in equity, therefore they should and are incentivized to try to maximize the promote of the whole fund. 

Table 43 

 

b. Bravida – “Equity only” 

Again the operational side is the same as the levered case. No interest is paid because there are not loans, taxes 

are higher, because of a higher EBT, but the net income results in being higher. 

13.7% 8.50x 9.00x 9.50x 10.00x 10.50x 171.5% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 9.0% 11.6% 14.1% 16.6% 19.0% dec 2014 1.21x 1.27x 1.34x 1.40x 1.47x

dec 2015 11.5% 13.3% 15.0% 16.6% 18.2% dec 2015 1.42x 1.49x 1.57x 1.64x 1.71x

dec 2016 12.3% 13.7% 14.9% 16.1% 17.3% dec 2016 1.63x 1.71x 1.80x 1.88x 1.96x

dec 2017 12.5% 13.5% 14.5% 15.4% 16.4% dec 2017 1.85x 1.94x 2.02x 2.11x 2.20x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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464.60   8.50x 9.00x 9.50x 10.00x 10.50x 336.00   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 32.94       123.91     214.88     305.84     396.81     dec 2014 27.79       104.53     181.28     258.02     334.76     

dec 2015 192.82     296.01     399.20     502.39     605.58     dec 2015 150.63     231.24     311.85     392.46     473.07     

dec 2016 349.77     464.60     579.42     694.24     809.06     dec 2016 252.96     336.00     419.04     502.08     585.12     

dec 2017 493.20     618.49     743.78     869.07     994.37     dec 2017 330.28     414.18     498.08     581.99     665.89     

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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x
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te

12.6% 8.50x 9.00x 9.50x 10.00x 10.50x 164.8% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 8.8% 10.9% 12.9% 14.9% 16.9% dec 2014 1.20x 1.26x 1.31x 1.36x 1.41x

dec 2015 10.8% 12.3% 13.7% 15.0% 16.4% dec 2015 1.39x 1.45x 1.51x 1.57x 1.63x

dec 2016 11.5% 12.6% 13.6% 14.7% 15.7% dec 2016 1.58x 1.65x 1.71x 1.78x 1.85x

dec 2017 11.6% 12.5% 13.3% 14.1% 14.9% dec 2017 1.78x 1.85x 1.92x 1.99x 2.06x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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x
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x
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 D
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The cash flow statement shows no new results. Because there are no loans to be repaid the cash is accumulated 

on the balance sheet instead. Again the private equity company could choose to take out a dividend, but that 

could be a bigger hassle than the potential advantage on the IRR of the earlier cash flow to the fund. 

 

I will skip the balance sheet again as it does not contribute with any new and relevant information. Compared to 

the levered case the major difference is that there are no loans and the cash is accumulated. 

 

The exit waterfall shows logically not change in the exit EV. There is as earlier mentioned more accumulated 

cash and no loans to be repaid. The distribution to equity is therefore substantially higher, but the same is true for 

the initial investment, which makes the IRR’s much smaller than the levered case. 

Income Statement - Bravida At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 11,400.4  4,218.1      7,182.3      11,970.4 12,509.1 13,009.5 13,464.8 13,868.7 14,215.4 

Revised Adj. EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Depreciation & Amortisation (12.0)       (4.4)            (7.6)            (12.6)       (13.2)       (13.7)       (14.2)       (14.6)       (15.0)       

EBIT 602.8      223.0         379.8         656.9      711.5      765.9      819.7      872.0      922.2      

Corporate Tax Payable -              -                 (83.5)          (144.5)     (156.5)     (168.5)     (180.3)     (191.8)     (202.9)     

Net Income -              -                 296.2         512.4      554.9      597.4      639.3      680.2      719.3      

Cash Flow Statement - Bravida At Closing Stub (Figures in SEK millions)

2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Changes in Working Capital 504.5       186.7         317.8         98.6        89.3        90.5        90.7        62.0        58.6        

Capital Expenditure -              -                 (7.6)            (144.3)     (137.6)     (129.3)     (119.4)     (107.9)     (95.1)       

Tax Payable -              -                 (83.5)          (144.5)     (156.5)     (168.5)     (180.3)     (191.8)     (202.9)     

Free cash flow to equity (FCFE) -              -                 614.0         479.2      519.8      572.4      624.9      648.9      697.8      

Beginning Cash Balance -              -                 -                 614.0      1,093.3   1,613.1   2,185.5   2,810.3   3,459.2   

Retained Excess Cash -              -                 614.0         479.2      519.8      572.4      624.9      648.9      697.8      

End Cash Balance -              -                 614.0         1,093.3   1,613.1   2,185.5   2,810.3   3,459.2   4,157.0   

Year end, 31 dec

Exit Waterfall - Bravida Initial Investment (Figures in SEK millions)

Year end, 31 dec 14 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 614.8         669.5         724.6         779.6         833.8         886.6         937.2         

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      7,979.4      8,434.8      

Add: Cash 614.0         1,093.3      1,613.1      2,185.5      2,810.3      3,459.2      4,157.0      

Net Proceeds To Equity 6,147.2      7,118.6      8,134.7      9,202.1      10,314.9    11,438.6    12,591.7    

Initial Equity Investment (6,000.0)      

IRR's 3.9% 11.0% 12.3% 12.5% 12.4% 12.1% 11.8%

Money Multiple 1.02x 1.19x 1.36x 1.53x 1.72x 1.91x 2.10x
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Table 44 

 

Table 45 

 

Table 46 

 

Looking at the sensitivities the same is true across the board, much smaller IRR’s at all points in time. The 

performance fees are again substantially smaller because of the lack of leverage. The difference is actually very 

similar to the KMD case, here it is about 7% on the IRR.  

c. Ahlsell – “Equity Only” 

For Ahlsell the same procedure is done as for the two other companies. One could actually be a bit surprised that 

the case is actually going through. As there was actually a need for extra debt the first years to make up for the 

investments, but this effect is countered by the lack of repayment of the TLA. 

12.4% 8.50x 9.00x 9.50x 10.00x 10.50x 171.9% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 10.3% 12.3% 14.1% 16.0% 17.7% dec 2014 1.30x 1.36x 1.42x 1.48x 1.54x

dec 2015 11.2% 12.5% 13.8% 15.0% 16.3% dec 2015 1.47x 1.53x 1.60x 1.66x 1.73x

dec 2016 11.4% 12.4% 13.4% 14.3% 15.2% dec 2016 1.65x 1.72x 1.79x 1.86x 1.93x

dec 2017 11.3% 12.1% 12.9% 13.6% 14.3% dec 2017 1.83x 1.91x 1.98x 2.05x 2.13x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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348.97   8.50x 9.00x 9.50x 10.00x 10.50x 244.32   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 85.14       157.61     230.07     302.53     374.99     dec 2014 69.54       128.72     187.90     247.08     306.26     

dec 2015 175.66     253.62     331.59     409.55     487.51     dec 2015 132.84     191.80     250.76     309.72     368.67     

dec 2016 265.58     348.97     432.35     515.74     599.12     dec 2016 185.94     244.32     302.69     361.07     419.45     

dec 2017 348.02     436.68     525.34     613.99     702.65     dec 2017 225.61     283.09     340.57     398.04     455.52     

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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11.6% 8.50x 9.00x 9.50x 10.00x 10.50x 166.1% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 9.9% 11.4% 13.0% 14.4% 15.9% dec 2014 1.28x 1.33x 1.38x 1.43x 1.47x

dec 2015 10.6% 11.6% 12.7% 13.7% 14.7% dec 2015 1.44x 1.49x 1.54x 1.60x 1.65x

dec 2016 10.8% 11.6% 12.4% 13.1% 13.9% dec 2016 1.61x 1.66x 1.72x 1.77x 1.83x

dec 2017 10.7% 11.4% 12.0% 12.6% 13.2% dec 2017 1.77x 1.83x 1.89x 1.95x 2.01x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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Table 47 

 

The cash flow statement again shows the same pattern with accumulating the cash instead of it being used to pay 

down debt. 

Table 48 

 

 

Table 49 

 

The IRR’s are very poor, which is not surprising at all. The levered case had lower IRR’s than the two other 

cases, and this case would also be expected to be worse on an unlevered basis. It can be seen that it is actually 

possible within the base cases under certain circumstances that there will be no performance fee for the general 

partner. 

Income Statement - Ahlsell At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 20,639.0  7,430.0      13,209.0    22,290.1 23,961.9 25,639.2 27,305.8 28,807.6 30,392.0 

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Depreciation & Amortisation (516.2)     (185.8)        (330.4)        (544.4)     (563.4)     (579.6)     (592.5)     (598.9)     (604.2)     

EBIT 1,134.9   408.6         726.4         1,350.3   1,593.1   1,792.0   2,001.6   2,209.8   2,435.0   

Corporate Tax Payable -              -                 (159.8)        (297.1)     (350.5)     (394.2)     (440.3)     (486.2)     (535.7)     

Net Income -              -                 566.6         1,053.2   1,242.6   1,397.8   1,561.2   1,723.7   1,899.3   

Cash Flow Statement - Ahlsell At Closing Stub (Figures in SEK millions)

2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Changes in Working Capital (35.9)       (12.9)          (23.0)          (177.9)     (164.4)     (148.6)     (130.1)     (88.7)       (85.7)       

Capital Expenditure -              -                 (443.2)        (1,165.3)  (983.2)     (935.3)     (875.9)     (740.2)     (721.6)     

Tax Payable -              -                 (159.8)        (297.1)     (350.5)     (394.2)     (440.3)     (486.2)     (535.7)     

Free cash flow to equity (FCFE) -              -                 430.7         254.4      658.5      893.6      1,147.7   1,493.6   1,696.2   

Beginning Cash Balance -              -                 -                 430.7      685.1      1,343.6   2,237.2   3,384.9   4,878.5   

Retained Excess Cash -              -                 430.7         254.4      658.5      893.6      1,147.7   1,493.6   1,696.2   

End Cash Balance -              -                 430.7         685.1      1,343.6   2,237.2   3,384.9   4,878.5   6,574.6   

Year end, 31 dec

Exit Waterfall - Ahlsell Initial Investment (Figures in SEK millions)

Year end, 31 dec 09 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 1,651.1      1,894.7      2,156.6      2,371.6      2,594.0      2,808.7      3,039.2      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 14,860.1    17,051.9    19,409.1    21,344.6    23,346.4    25,278.6    27,352.8    

Add: Cash 430.7         685.1         1,343.6      2,237.2      3,384.9      4,878.5      6,574.6      

Net Proceeds To Equity 15,290.8    17,737.0    20,752.7    23,581.8    26,731.3    30,157.1    33,927.4    

Initial Equity Investment (16,200.0)    

IRR's -8.5% 5.7% 9.8% 10.8% 11.4% 11.6% 11.8%

Money Multiple 0.94x 1.09x 1.28x 1.46x 1.65x 1.86x 2.09x
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Table 50 

 

Table 51 

 

Table 52 

 

8.  The Leverage effect 
I previously showed that debt can be used to increase the returns on a fund and investor level. This increase can 

be divided into two measurable factors, the leverage effect and tax effect. The leverage effect is the additional 

value (IRR, performance fee) which is added by the debt if the interest cost were not tax deductible. On top of 

this comes the tax effect which is the extra value that is “created” because the interest cost is deducted from the 

taxable income.  

a.  KMD– “Leverage Only” 

I have previously modeled the all-equity case and the LBO case, the difference between the two will be the sum 

of the tax and leverage effect. To estimate how much is coming from pure leverage I have made a same model as 

LBO, however where the interest payment are not tax deductible, that is calculating the taxable income is equal 

to EBIT. The final model(s) is shown below: 

11.4% 8.50x 9.00x 9.50x 10.00x 10.50x 165.0% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 7.6% 9.8% 11.9% 14.0% 16.0% dec 2014 1.21x 1.28x 1.35x 1.41x 1.48x

dec 2015 9.3% 10.8% 12.3% 13.8% 15.2% dec 2015 1.38x 1.46x 1.53x 1.60x 1.68x

dec 2016 10.2% 11.4% 12.5% 13.6% 14.7% dec 2016 1.57x 1.65x 1.73x 1.81x 1.89x

dec 2017 10.7% 11.6% 12.5% 13.4% 14.2% dec 2017 1.77x 1.86x 1.95x 2.03x 2.12x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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713.54   8.50x 9.00x 9.50x 10.00x 10.50x 499.03   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 -           179.15     394.81     610.46     826.12     dec 2014 -           146.16     322.10     498.04     673.98     

dec 2015 190.32     427.48     664.65     901.81     1,138.97  dec 2015 143.78     322.94     502.10     681.26     860.43     

dec 2016 454.13     713.54     972.94     1,232.35  1,491.75  dec 2016 317.61     499.03     680.45     861.87     1,043.29  

dec 2017 747.47     1,028.35  1,309.22  1,590.10  1,870.97  dec 2017 484.07     665.96     847.85     1,029.75  1,211.64  

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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10.7% 8.50x 9.00x 9.50x 10.00x 10.50x 160.6% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 7.6% 9.5% 11.2% 12.8% 14.5% dec 2014 1.21x 1.27x 1.32x 1.38x 1.43x

dec 2015 9.0% 10.3% 11.5% 12.7% 13.9% dec 2015 1.37x 1.43x 1.49x 1.55x 1.60x

dec 2016 9.8% 10.7% 11.7% 12.6% 13.5% dec 2016 1.54x 1.61x 1.67x 1.73x 1.80x

dec 2017 10.2% 11.0% 11.7% 12.4% 13.1% dec 2017 1.73x 1.80x 1.87x 1.94x 2.01x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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Table 53 

 

The Taxable income is equal to the EBIT because the interest payments are assumed to be non-deductible, which 

is definitely a measurable difference compared to the deductible structuring.  

Table 54 

 

Income Statement - KMD At Closing Stub (Figures in DKK millions)

Year end, 31 dec 2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 4,698.7    3,712.0     986.7       5,168.6   5,685.4   6,254.0   6,754.3   7,159.5   7,445.9   

Revised Adj. EBITDA 856.3       676.5        179.8       827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Depreciation & Amortisation (139.3)     (110.0)       (29.3)       (201.6)     (221.7)     (243.9)     (263.4)     (279.2)     (290.4)     

EBIT 717.0      566.4        150.6      625.4      687.9      788.0      884.8      973.7      1,049.9   

Net Interest Expense -              -                (43.9)       (208.3)     (198.7)     (187.1)     (171.5)     (149.8)     (133.0)     

Term Loan A -              -                (15.8)       (73.4)       (65.0)       (53.4)       (37.9)       (16.1)       -              

Term Loan B -              -                (28.1)       (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (133.0)     

Undrawn facility -              -                -              (1.3)         -              -              -              -              -              

Profit Before Tax -              -                106.7       417.1      489.3      600.9      713.3      823.9      916.9      

Taxable Income -              -                150.6       625.4      687.9      788.0      884.8      973.7      1,049.9   

Corporate Tax Payable -              -                (37.6)       (156.3)     (172.0)     (197.0)     (221.2)     (243.4)     (262.5)     

Net Income -              -                69.1         260.7      317.3      403.9      492.1      580.5      654.4      

Cash Flow Statement - KMD At Closing Stub (Figures in DKK millions)

2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 856.3       676.5        179.8       827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Changes in Working Capital (85.2)       (67.3)         (17.9)       (11.4)       (15.1)       (19.5)       (19.1)       (23.9)       (27.6)       

Capital Expenditure -              -                (101.7)     (318.3)     (356.1)     (391.7)     (393.5)     (384.6)     (364.9)     

Tax Payable -              -                (37.6)       (156.3)     (172.0)     (197.0)     (221.2)     (243.4)     (262.5)     

Cash Flow Before Debt Service -              -                22.6        340.9      366.5      423.7      514.4      601.0      685.4      

Net Cash Interest Expense -              -                (43.9)       (208.3)     (198.7)     (187.1)     (171.5)     (149.8)     (133.0)     

Term Loan A -              -                (15.8)       (73.4)       (65.0)       (53.4)       (37.9)       (16.1)       -              

Term Loan B -              -                (28.1)       (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (133.0)     

Undrawn facility -              -                -              (1.3)         -              -              -              -              -              

Contractual Debt Repayment -              -                -              (65.0)       (130.0)     (195.0)     (260.0)     (325.0)     -              

Term Loan A -              -                -              (65.0)       (130.0)     (195.0)     (260.0)     (325.0)     -              

Term Loan B -              -                -              -              -              -              -              -              -              

Undrawn facility -              -                -              -              -              -              -              -              -              

Voluntary Debt Repayment -              -                21.2        (67.6)       (37.8)       (41.6)       (82.9)       (126.3)     (552.4)     

Term Loan A -              -                -              (46.4)       (37.8)       (41.6)       (82.9)       (116.3)     -              

Term Loan B -              -                -              -              -              -              -              (10.0)       (552.4)     

Undrawn facility -              -                21.2         (21.2)       -              -              -              -              -              

Cash Flow Less Debt Service -              -                -              -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -              -              -              -              -              -              -              

Beginning Cash Balance -              -                -              -              -              -              -              -              -              

Retained Excess Cash -              -                -              -              -              -              -              -              -              

End Cash Balance -              -                -              -              -              -              -              -              -              

Year end, 31 dec
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Table 55 

 

The sensitivity of the returns and promote can again be analyzed across time and exit multiple. The results are 

shown in Table 56, Table 57and Table 58.  

Table 56 

 

Table 57 

 

Exit Waterfall - KMD Initial Investment (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 856.3         827.0         909.7         1,031.9      1,148.2      1,252.9      1,340.3      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Add: Cash -                -                -                -                -                -                -                

Distributable Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Less: Term Loan A (1,300.0)    (1,188.6)    (1,020.8)    (784.2)       (441.3)       -                -                

Less: Term Loan B (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (2,115.0)    (1,562.6)    

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 4,281.7      4,129.1      5,041.2      6,378.0      7,767.8      9,161.3      10,499.8    

Initial Equity Investment (3,575.0)      

IRR's 135.2% 12.6% 16.8% 19.8% 20.2% 19.8% 18.9%

Money Multiple 1.20x 1.15x 1.41x 1.78x 2.17x 2.56x 2.94x

20.2% 8.50x 9.00x 9.50x 10.00x 10.50x 217.3% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 11.9% 16.8% 21.5% 25.9% 30.2% dec 2014 1.28x 1.41x 1.54x 1.66x 1.79x

dec 2015 16.7% 19.8% 22.7% 25.5% 28.1% dec 2015 1.64x 1.78x 1.93x 2.07x 2.22x

dec 2016 18.1% 20.2% 22.3% 24.2% 26.1% dec 2016 2.01x 2.17x 2.33x 2.49x 2.65x

dec 2017 18.2% 19.8% 21.3% 22.8% 24.1% dec 2017 2.39x 2.56x 2.74x 2.91x 3.09x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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564.90   8.50x 9.00x 9.50x 10.00x 10.50x 408.53   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 69.74       160.71     251.68     342.65     433.61     dec 2014 58.84       135.58     212.32     289.07     365.81     

dec 2015 257.12     360.31     463.50     566.69     669.88     dec 2015 200.86     281.47     362.08     442.69     523.30     

dec 2016 450.08     564.90     679.72     794.54     909.37     dec 2016 325.49     408.53     491.57     574.61     657.65     

dec 2017 639.27     764.56     889.85     1,015.15  1,140.44  dec 2017 428.10     512.00     595.90     679.81     763.71     

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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x
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Table 58 

 

The pattern of the sensitivities does not show any new development. 

b. Bravida – “Leverage Only” 

Going forward with the case of Bravida, the operational assumptions are kept, but again the interest rates are set 

to be non-deductible. The exactly same differences as in the KMD models can be seen again. The highlight from 

the model is shown below. 

Table 59 

 

Table 60 

 

18.1% 8.50x 9.00x 9.50x 10.00x 10.50x 201.5% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 11.2% 15.1% 18.9% 22.6% 26.1% dec 2014 1.26x 1.37x 1.47x 1.57x 1.67x

dec 2015 15.0% 17.6% 20.1% 22.4% 24.7% dec 2015 1.57x 1.68x 1.80x 1.91x 2.03x

dec 2016 16.3% 18.1% 19.8% 21.5% 23.1% dec 2016 1.89x 2.01x 2.14x 2.27x 2.40x

dec 2017 16.4% 17.8% 19.1% 20.4% 21.6% dec 2017 2.21x 2.35x 2.49x 2.63x 2.77x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple

E
x

it
 D
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te
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x

it
 D

a
te

Income Statement - Bravida At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 11,400.4  4,218.1      7,182.3      11,970.4 12,509.1 13,009.5 13,464.8 13,868.7 14,215.4 

Revised Adj. EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Depreciation & Amortisation (12.0)       (4.4)           (7.6)           (12.6)       (13.2)       (13.7)       (14.2)       (14.6)       (15.0)       

EBIT 602.8      223.0         379.8         656.9      711.5      765.9      819.7      872.0      922.2      

Net Interest Expense -              -                 (127.4)       (167.1)     (143.9)     (120.4)     (87.0)       (47.2)       (2.8)         

Term Loan A -              -                 (42.6)         (32.4)       (9.2)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (120.4)     (87.0)       (47.2)       (2.8)         

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Profit Before Tax -              -                 252.3         489.8      567.6      645.5      732.7      824.8      919.4      

Taxable Income -              -                 379.8         656.9      711.5      765.9      819.7      872.0      922.2      

Corporate Tax Payable -              -                 (83.5)         (144.5)     (156.5)     (168.5)     (180.3)     (191.8)     (202.9)     

Net Income -              -                 168.8         345.3      411.1      477.0      552.4      632.9      716.5      

Cash Flow Statement - Bravida At Closing Stub (Figures in SEK millions)

2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Changes in Working Capital 504.5       186.7         317.8         98.6        89.3        90.5        90.7        62.0        58.6        

Capital Expenditure -              -                 (7.6)           (144.3)     (137.6)     (129.3)     (119.4)     (107.9)     (95.1)       

Tax Payable -              -                 (83.5)         (144.5)     (156.5)     (168.5)     (180.3)     (191.8)     (202.9)     

Cash Flow Before Debt Service -              -                614.0         479.2      519.8      572.4      624.9      648.9      697.8      

Net Cash Interest Expense -              -                (127.4)       (167.1)     (143.9)     (120.4)     (87.0)       (47.2)       (2.8)         

Term Loan A -              -                 (42.6)         (32.4)       (9.2)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (120.4)     (87.0)       (47.2)       (2.8)         

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Contractual Debt Repayment -              -                -                (49.1)       (98.1)       -              -              -              -              

Term Loan A -              -                 -                 (49.1)       (98.1)       -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (486.6)       (263.1)     (277.8)     (452.0)     (537.9)     (601.6)     (37.8)       

Term Loan A -              -                 (486.6)       (263.1)     (84.1)       -              -              -              -              

Term Loan B -              -                 -                 -              (193.7)     (452.0)     (537.9)     (601.6)     (37.8)       

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              657.2      

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              657.2      

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              657.2      

End Cash Balance -              -                 -                -              -              -              -              -              657.2      

Year end, 31 dec
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Table 61 

 

Table 62 

 

Cash Flow Statement - Bravida At Closing Stub (Figures in SEK millions)

2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Changes in Working Capital 504.5       186.7         317.8         98.6        89.3        90.5        90.7        62.0        58.6        

Capital Expenditure -              -                 (7.6)           (144.3)     (137.6)     (129.3)     (119.4)     (107.9)     (95.1)       

Tax Payable -              -                 (83.5)         (144.5)     (156.5)     (168.5)     (180.3)     (191.8)     (202.9)     

Cash Flow Before Debt Service -              -                614.0         479.2      519.8      572.4      624.9      648.9      697.8      

Net Cash Interest Expense -              -                (127.4)       (167.1)     (143.9)     (120.4)     (87.0)       (47.2)       (2.8)         

Term Loan A -              -                 (42.6)         (32.4)       (9.2)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (120.4)     (87.0)       (47.2)       (2.8)         

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Contractual Debt Repayment -              -                -                (49.1)       (98.1)       -              -              -              -              

Term Loan A -              -                 -                 (49.1)       (98.1)       -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (486.6)       (263.1)     (277.8)     (452.0)     (537.9)     (601.6)     (37.8)       

Term Loan A -              -                 (486.6)       (263.1)     (84.1)       -              -              -              -              

Term Loan B -              -                 -                 -              (193.7)     (452.0)     (537.9)     (601.6)     (37.8)       

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              657.2      

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              657.2      

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              657.2      

End Cash Balance -              -                 -                -              -              -              -              -              657.2      

Year end, 31 dec

Exit Waterfall - Bravida Initial Investment (Figures in SEK millions)

Year end, 31 dec 14 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 614.8         669.5         724.6         779.6         833.8         886.6         937.2         

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      7,979.4      8,434.8      

Add: Cash -                -                -                -                -                -                657.2         

Distributable Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      7,979.4      9,091.9      

Less: Term Loan A (494.4)       (182.2)       -                -                -                -                -                

Less: Term Loan B (1,823.0)    (1,823.0)    (1,629.3)    (1,177.3)    (639.5)       (37.8)         -                

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Common Equity 3,215.8      4,020.1      4,892.3      5,839.3      6,865.2      7,941.6      9,091.9      

Initial Equity Investment (3,196.0)      

IRR's 1.0% 15.1% 17.6% 18.0% 17.9% 17.5% 17.1%

Money Multiple 1.01x 1.26x 1.53x 1.83x 2.15x 2.48x 2.84x

17.9% 8.50x 9.00x 9.50x 10.00x 10.50x 214.8% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 14.2% 17.6% 20.8% 23.9% 26.9% dec 2014 1.42x 1.53x 1.64x 1.76x 1.87x

dec 2015 15.8% 18.0% 20.2% 22.2% 24.1% dec 2015 1.71x 1.83x 1.95x 2.07x 2.19x

dec 2016 16.3% 17.9% 19.4% 20.9% 22.3% dec 2016 2.02x 2.15x 2.28x 2.41x 2.54x

dec 2017 16.3% 17.5% 18.7% 19.8% 20.8% dec 2017 2.35x 2.48x 2.62x 2.76x 2.90x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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Table 63 

 

Table 64 

 

c. Ahlsell – “Leverage Only” 

Finally the Ahlsell “Leverage Only” case is modeled.   

Table 65 

 

460.03   8.50x 9.00x 9.50x 10.00x 10.50x 322.07   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 123.34     195.80     268.26     340.73     413.19     dec 2014 100.73     159.91     219.09     278.27     337.45     

dec 2015 244.67     322.63     400.60     478.56     556.52     dec 2015 185.03     243.99     302.95     361.90     420.86     

dec 2016 376.65     460.03     543.42     626.80     710.19     dec 2016 263.69     322.07     380.45     438.83     497.21     

dec 2017 513.67     602.32     690.98     779.64     868.30     dec 2017 333.00     390.48     447.95     505.43     562.91     

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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16.2% 8.50x 9.00x 9.50x 10.00x 10.50x 200.4% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.0% 15.8% 18.4% 21.0% 23.5% dec 2014 1.38x 1.47x 1.56x 1.65x 1.74x

dec 2015 14.4% 16.2% 18.0% 19.7% 21.4% dec 2015 1.63x 1.73x 1.82x 1.92x 2.02x

dec 2016 14.9% 16.2% 17.5% 18.7% 19.9% dec 2016 1.90x 2.00x 2.11x 2.21x 2.32x

dec 2017 14.9% 15.9% 16.9% 17.8% 18.7% dec 2017 2.19x 2.30x 2.41x 2.52x 2.63x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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Income Statement - Ahlsell At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 20,639.0  7,430.0      13,209.0    22,290.1 23,961.9 25,639.2 27,305.8 28,807.6 30,392.0 

Revised Adj. EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Depreciation & Amortisation (516.2)     (185.8)       (330.4)       (544.4)     (563.4)     (579.6)     (592.5)     (598.9)     (604.2)     

EBIT 1,134.9   408.6         726.4         1,350.3   1,593.1   1,792.0   2,001.6   2,209.8   2,435.0   

Net Interest Expense -              -                 (401.9)       (619.1)     (640.2)     (634.0)     (610.9)     (568.3)     (445.9)     

Term Loan A -              -                 (176.4)       (266.7)     (246.0)     (211.6)     (163.4)     (101.4)     (33.5)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (41.7)       (69.9)       (95.1)       (114.5)     (60.0)       

Profit Before Tax -              -                 324.4         731.1      952.9      1,158.1   1,390.7   1,641.5   1,989.0   

Taxable Income -              -                 726.4         1,350.3   1,593.1   1,792.0   2,001.6   2,209.8   2,435.0   

Corporate Tax Payable -              -                 (159.8)       (297.1)     (350.5)     (394.2)     (440.3)     (486.2)     (535.7)     

Net Income -              -                 164.6         434.1      602.4      763.8      950.3      1,155.3   1,453.3   
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Table 66 

 

Table 67 

 

Again the sensitivities are shown: 

Cash Flow Statement - Ahlsell At Closing Stub (Figures in SEK millions)

2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Changes in Working Capital (35.9)       (12.9)         (23.0)         (177.9)     (164.4)     (148.6)     (130.1)     (88.7)       (85.7)       

Capital Expenditure -              -                 (443.2)       (1,165.3)  (983.2)     (935.3)     (875.9)     (740.2)     (721.6)     

Tax Payable -              -                 (159.8)       (297.1)     (350.5)     (394.2)     (440.3)     (486.2)     (535.7)     

Cash Flow Before Debt Service -              -                430.7         254.4      658.5      893.6      1,147.7   1,493.6   1,696.2   

Net Cash Interest Expense -              -                (401.9)       (619.1)     (640.2)     (634.0)     (610.9)     (568.3)     (445.9)     

Term Loan A -              -                 (176.4)       (266.7)     (246.0)     (211.6)     (163.4)     (101.4)     (33.5)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (41.7)       (69.9)       (95.1)       (114.5)     (60.0)       

Contractual Debt Repayment -              -                -                (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (971.2)     

Term Loan A -              -                 -                 (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (971.2)     

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              (1,624.8)  

Voluntary Debt Repayment -              -                (28.8)         564.8      381.7      340.4      263.2      74.7        (279.0)     

Term Loan A -              -                 (28.8)         -              -              -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              (279.0)     

Undrawn facility -              -                 -                 564.8      381.7      340.4      263.2      74.7        -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec

Exit Waterfall - Ahlsell Initial Investment (Figures in SEK millions)

Year end, 31 dec 09 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 1,651.1      1,894.7      2,156.6      2,371.6      2,594.0      2,808.7      3,039.2      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 14,860.1    17,051.9    19,409.1    21,344.6    23,346.4    25,278.6    27,352.8    

Add: Cash -                -                -                -                -                -                -                

Distributable Value 14,860.1    17,051.9    19,409.1    21,344.6    23,346.4    25,278.6    27,352.8    

Less: Term Loan A (3,971.2)    (3,771.2)    (3,371.2)    (2,771.2)    (1,971.2)    (971.2)       -                

Less: Term Loan B (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,770.0)    (4,491.0)    

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 6,118.9      8,510.7      11,267.9    13,803.4    16,605.2    19,537.4    22,861.8    

Initial Equity Investment (7,430.0)      

IRR's -25.9% 8.6% 17.0% 18.5% 18.9% 18.7% 18.4%

Money Multiple 0.82x 1.15x 1.52x 1.86x 2.23x 2.63x 3.08x
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Table 68 

 

Table 69 

 

Table 70 

 

9. Tax optimization with shareholder loans 
I showed that the “tax” effect has a significant impact to the returns, which of course is very beneficial for the 

private equity company. However there is still a substantial amount of tax which is being paid. A clever way to 

optimize tax payments is to structure the equity or a part of the equity as a shareholder loan.  

A shareholder loan is a loan given by the shareholders and in the case of the private equity the fund which 

acquires the company. Instead of investing DKK 1 bn as equity, it could be structured as 90% shareholder loan, 

i.e. DKK 900 mil. of shareholder loans and DKK 100 mil. Furthermore it could be structured as paid-in-kind 

which means that the interest payments are rolled up, meaning there will also be paid interest on the interest 

payments. It is important to note that this means that seen from a cash flow point of view nothing is changed 

compared to the normal equity case. The only items which are affected are the interest costs and the taxes.  

18.9% 8.50x 9.00x 9.50x 10.00x 10.50x 223.5% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 12.7% 17.0% 21.2% 25.0% 28.8% dec 2014 1.37x 1.52x 1.66x 1.81x 1.95x

dec 2015 15.6% 18.5% 21.2% 23.8% 26.2% dec 2015 1.70x 1.86x 2.02x 2.18x 2.34x

dec 2016 16.8% 18.9% 20.8% 22.7% 24.4% dec 2016 2.06x 2.23x 2.41x 2.58x 2.76x

dec 2017 17.1% 18.7% 20.1% 21.5% 22.8% dec 2017 2.44x 2.63x 2.82x 3.01x 3.20x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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 D
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###### 8.50x 9.00x 9.50x 10.00x 10.50x 836.65   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 216.48     432.13     647.79     863.45     1,079.10  dec 2014 176.61     352.55     528.49     704.43     880.37     

dec 2015 556.46     793.63     1,030.79  1,267.95  1,505.11  dec 2015 420.38     599.54     778.70     957.86     1,137.03  

dec 2016 936.88     1,196.28  1,455.69  1,715.09  1,974.50  dec 2016 655.23     836.65     1,018.07  1,199.49  1,380.91  

dec 2017 1,331.99  1,612.87  1,893.74  2,174.61  2,455.49  dec 2017 862.60     1,044.49  1,226.39  1,408.28  1,590.18  

Promote for General Partner Present value of Promote

Exit Multiple Exit Multiple
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x
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te
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x
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 D
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17.0% 8.50x 9.00x 9.50x 10.00x 10.50x 207.4% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 11.8% 15.3% 18.7% 22.0% 25.1% dec 2014 1.34x 1.46x 1.57x 1.69x 1.81x

dec 2015 14.2% 16.6% 18.9% 21.1% 23.1% dec 2015 1.62x 1.75x 1.88x 2.01x 2.13x

dec 2016 15.3% 17.0% 18.7% 20.2% 21.7% dec 2016 1.93x 2.07x 2.21x 2.35x 2.49x

dec 2017 15.5% 16.9% 18.1% 19.4% 20.5% dec 2017 2.26x 2.41x 2.56x 2.71x 2.87x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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x
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 D
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te

E
x

it
 D

a
te
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One could call the interest costs artificial because they are in reality the cost of equity which is being included in 

the income statement to minimize tax. As the “artificial” interest cost is being deducted from the taxable income 

the tax will be lower and it will benefit the IRR. There is no real value being created, but the value is transferred 

from the government to the private equity fund. It is not within the boundaries of this thesis to discuss whether 

this is beneficial for the economy as a whole; I will however note that it is not illegal in either Denmark or 

Sweden and is therefore off course a viable tool being used by private equity firms to increase returns. It can also 

be seen as a way to avoid double taxation because the ultimate investor will undoubtedly pay tax on the returns 

of the investment in the fund.  

I will in the final iteration of the three cases highlight how a shareholder can be used. I will assume that 90% of 

the equity will be structured as a shareholder loan. 

a. KMD - Shareholder Loan 

The shareholder loan for the structuring for 90% of the equity in the buyout of KMD amounts to DKK 1.97 bn. 

In Table 71 below, the interest is calculated.  

Table 71 

 

The interest is as mentioned rolled up over the years and as shown it will increase over time. The most 

significant difference will therefore be shown in the Income Statement.  

Table 72 

 

Shareholder Loan At Closing (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Debt at Beginning of Year 3,218          3,218           3,285           3,614           3,975           4,372           4,810           5,291           

10% Paid-In-Kind interest 68                329              361              397              437              481              529              

Debt at End of year 3,285           3,614           3,975           4,372           4,810           5,291           5,820           

Income Statement - KMD At Closing Stub (Figures in DKK millions)

Year end, 31 dec 2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 4,698.7    3,712.0      986.7         5,168.6   5,685.4   6,254.0   6,754.3   7,159.5   7,445.9   

Revised Adj. EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Depreciation & Amortisation (139.3)     (110.0)       (29.3)         (201.6)     (221.7)     (243.9)     (263.4)     (279.2)     (290.4)     

EBIT 717.0      566.4         150.6         625.4      687.9      788.0      884.8      973.7      1,049.9   

Net Interest Expense -              -                 (111.4)       (536.1)     (556.3)     (577.8)     (598.3)     (618.6)     (635.1)     

Term Loan A -              -                 (15.8)         (73.4)       (61.4)       (46.7)       (27.4)       (4.0)         -              

Term Loan B -              -                 (28.1)         (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (106.0)     

Undrawn facility -              -                 -                 (0.6)         -              -              -              -              -              

Loan Stock Interest -              -                 (67.6)         (328.5)     (361.4)     (397.5)     (437.2)     (481.0)     (529.1)     

Profit Before Tax -              -                 39.1           89.3        131.6      210.2      286.5      355.1      414.8      

Taxable Income -              -                 106.7         417.8      493.0      558.2      435.5      519.2      591.6      

Corporate Tax Payable -              -                 (26.7)         (104.4)     (123.2)     (139.6)     (108.9)     (129.8)     (147.9)     

Net Income -              -                 12.5           (15.2)       8.4          70.6        177.6      225.3      266.9      
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The taxable income is much larger than the EBT. The reason for this is the thin capitalization rules. In the “base” 

case there was not a difference. Now with larger interest costs it kicks in. 

The D/E ratio ceiling which was not calculated earlier is now relevant because of the shareholder loan. The rule 

is that only the share of the shareholder loan is deductible up to where the D/E ratio is 4. The equity (excluding 

the shareholder loan) end of 2013 is DKK 370m, the loans amounts to DKK 3,435m excluding the shareholder 

loan, this gives a D/E ratio of 9.29x. This makes the 0 percent of the interest costs related to the shareholder 

loans deductible, the intermediate result for the D/E ceiling is therefore equal to the interest costs related to the 

TLA, TLB. It later becomes relevant for the tax from 2016. 

Table 73 

 

The tax advantage of the structuring with a shareholder loan only kicks in after a couple of years. The IRR will 

therefore be affected less than it would without the thin capitalization rules.  

Thin Cap. Limits Stub (Figures in DKK millions)

Year end, 31 dec 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

5% of assets 88.8 428.7 435.4 442.8 449.3 454.5 458.3

80% of EBIT 120.5 500.3 550.3 630.4 707.8 779.0 839.9

Debt:Equity excl. Sh. Loan 9.29 x 9.16 x 8.34 x 6.292 x 3.70 x 2.02 x 0.90 x

Sh. loan:Equity 8.88 x 10.19 x 10.95 x 10.081 x 7.87 x 6.32 x 5.27 x

Deductible share of sh. Loan 0% 0% 0% 0% 4% 31% 59%

D/E ceiling 43.9 207.6 195.0 229.8 472.0 618.6 635.1

Max deductible interest costs 43.9 207.6 195.0 229.8 449.3 454.5 458.3

Interest costs 111.4 536.1 556.3 577.8 598.3 618.6 635.1

Equity 370.0 354.8 363.1 433.7 611.4 836.7 1103.6

Loans 3435.3 3250.1 3029.8 2729.0 2263.4 1686.3 992.4

Shareholder loan 3285.1 3613.6 3974.9 4372.4 4809.7 5290.6 5819.7
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Table 74 

 

Table 75 

 

Cash Flow Statement - KMD At Closing Stub (Figures in DKK millions)

2012E 15 Oct 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 856.3       676.5         179.8         827.0      909.7      1,031.9   1,148.2   1,252.9   1,340.3   

Changes in Working Capital (85.2)       (67.3)         (17.9)         (11.4)       (15.1)       (19.5)       (19.1)       (23.9)       (27.6)       

Capital Expenditure -              -                 (101.7)       (318.3)     (356.1)     (391.7)     (393.5)     (384.6)     (364.9)     

Tax Payable -              -                 (26.7)         (104.4)     (123.2)     (139.6)     (108.9)     (129.8)     (147.9)     

Cash Flow Before Debt Service -              -                33.6           392.8      415.2      481.1      626.7      714.7      800.0      

Net Cash Interest Expense -              -                (43.9)         (207.6)     (195.0)     (180.3)     (161.1)     (137.6)     (106.0)     

Term Loan A -              -                 (15.8)         (73.4)       (61.4)       (46.7)       (27.4)       (4.0)         -              

Term Loan B -              -                 (28.1)         (133.6)     (133.6)     (133.6)     (133.6)     (133.6)     (106.0)     

Undrawn facility -              -                 -                 (0.6)         -              -              -              -              -              

Contractual Debt Repayment -              -                -                (65.0)       (130.0)     (195.0)     (260.0)     (138.4)     -              

Term Loan A -              -                 -                 (65.0)       (130.0)     (195.0)     (260.0)     (138.4)     -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                10.3           (120.2)     (90.2)       (105.8)     (205.7)     (438.7)     (693.9)     

Term Loan A -              -                 -                 (109.9)     (90.2)       (105.8)     (205.7)     -              -              

Term Loan B -              -                 -                 -              -              -              -              (438.7)     (693.9)     

Undrawn facility -              -                 10.3           (10.3)       -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec

Exit Waterfall - KMD Initial Investment (Figures in DKK millions)

Year end, 31 dec 15 Oct 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 856.3         827.0         909.7         1,031.9      1,148.2      1,252.9      1,340.3      

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Add: Cash -                -                -                -                -                -                -                

Distributable Value 7,706.7      7,442.7      8,187.0      9,287.1      10,334.1    11,276.3    12,062.4    

Less: Term Loan A (1,300.0)    (1,125.1)    (904.8)       (604.0)       (138.4)       -                -                

Less: Term Loan B (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (2,125.0)    (1,686.3)    (992.4)       

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Equity 4,281.7      4,192.7      5,157.2      6,558.1      8,070.7      9,589.9      11,070.0    

Initial Equity Investment (3,575.0)      

IRR's 135.2% 14.1% 18.0% 20.8% 21.3% 20.8% 19.9%

Money Multiple 1.20x 1.17x 1.44x 1.83x 2.26x 2.68x 3.10x
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Tabel 76 

 

Tabel 77 

 

Tabel 78 

 

b. Bravida - Shareholder loan 

The shareholder loan for the structuring for 90% of the equity in the buyout of KMD amounts to DKK 3.7 bn. In 

Table 79 below the interest calculation  

Table 79 

 

21.3% 8.50x 9.00x 9.50x 10.00x 10.50x 225.8% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.2% 18.0% 22.6% 27.0% 31.2% dec 2014 1.32x 1.44x 1.57x 1.70x 1.82x

dec 2015 17.8% 20.8% 23.7% 26.4% 29.0% dec 2015 1.69x 1.83x 1.98x 2.12x 2.27x

dec 2016 19.2% 21.3% 23.3% 25.2% 27.0% dec 2016 2.10x 2.26x 2.42x 2.58x 2.74x

dec 2017 19.3% 20.8% 22.3% 23.7% 25.1% dec 2017 2.51x 2.68x 2.86x 3.03x 3.21x

SPONSOR IRR ANALYSIS M.M. ANALYSIS

Exit Multiple Exit Multiple
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625.47   8.50x 9.00x 9.50x 10.00x 10.50x 452.34   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 92.94       183.91     274.88     365.84     456.81     dec 2014 78.41       155.15     231.89     308.64     385.38     

dec 2015 293.15     396.34     499.53     602.72     705.91     dec 2015 229.00     309.61     390.22     470.83     551.44     

dec 2016 510.65     625.47     740.30     855.12     969.94     dec 2016 369.30     452.34     535.38     618.42     701.46     

dec 2017 725.00     850.29     975.58     1,100.88  1,226.17  dec 2017 485.51     569.41     653.31     737.22     821.12     

Promote for General Partner Present value of Promote
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19.0% 8.50x 9.00x 9.50x 10.00x 10.50x 208.3% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 12.2% 16.1% 19.9% 23.5% 27.0% dec 2014 1.29x 1.39x 1.49x 1.59x 1.70x

dec 2015 16.0% 18.5% 20.9% 23.2% 25.4% dec 2015 1.61x 1.72x 1.84x 1.95x 2.07x

dec 2016 17.2% 19.0% 20.7% 22.4% 23.9% dec 2016 1.95x 2.08x 2.21x 2.34x 2.47x

dec 2017 17.4% 18.7% 20.0% 21.2% 22.4% dec 2017 2.30x 2.44x 2.58x 2.73x 2.87x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple
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Shareholder Loan At Closing (Figures in SEK millions)

Year end, 31 dec 14 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Debt at Beginning of Year 2,876          2,876            3,058            3,363            3,700            4,070            4,477            4,924            

10% Paid-In-Kind interest 181               306               336               370               407               448               492               

Debt at End of year 3,058            3,363            3,700            4,070            4,477            4,924            5,417            
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Table 80 

 

Table 81 

 

Income Statement - Bravida At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 11,400.4  4,218.1      7,182.3      11,970.4 12,509.1 13,009.5 13,464.8 13,868.7 14,215.4 

Revised Adj. EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Depreciation & Amortisation (12.0)       (4.4)           (7.6)           (12.6)       (13.2)       (13.7)       (14.2)       (14.6)       (15.0)       

EBIT 602.8      223.0         379.8         656.9      711.5      765.9      819.7      872.0      922.2      

Net Interest Expense -              -                 (308.7)       (468.2)     (471.3)     (469.1)     (463.5)     (454.6)     (492.4)     

Term Loan A -              -                 (42.6)         (27.7)       (0.2)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (99.1)       (56.5)       (7.0)         -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Profit Before Tax -              -                 71.1           188.7      240.2      296.9      356.2      417.4      429.8      

Taxable Income -              -                 71.1           188.7      240.2      296.9      356.2      417.4      429.8      

Corporate Tax Payable -              -                 (15.6)         (41.5)       (52.8)       (65.3)       (78.4)       (91.8)       (94.6)       

Net Income -              -                 55.5           147.2      187.3      231.6      277.8      325.5      335.2      

Cash Flow Statement - Bravida At Closing Stub (Figures in SEK millions)

2012E 14 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 614.8       227.5         387.3         669.5      724.6      779.6      833.8      886.6      937.2      

Changes in Working Capital 504.5       186.7         317.8         98.6        89.3        90.5        90.7        62.0        58.6        

Capital Expenditure -              -                 (7.6)           (144.3)     (137.6)     (129.3)     (119.4)     (107.9)     (95.1)       

Tax Payable -              -                 (15.6)         (41.5)       (52.8)       (65.3)       (78.4)       (91.8)       (94.6)       

Cash Flow Before Debt Service -              -                681.9         582.2      623.5      675.6      726.8      748.9      806.1      

Net Cash Interest Expense -              -                (127.4)       (162.4)     (134.9)     (99.1)       (56.5)       (7.0)         -              

Term Loan A -              -                 (42.6)         (27.7)       (0.2)         -              -              -              -              

Term Loan B -              -                 (84.9)         (134.7)     (134.7)     (99.1)       (56.5)       (7.0)         -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Contractual Debt Repayment -              -                -                (49.1)       (6.6)         -              -              -              -              

Term Loan A -              -                 -                 (49.1)       (6.6)         -              -              -              -              

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (554.5)       (370.8)     (481.9)     (576.5)     (670.3)     (94.3)       -              

Term Loan A -              -                 (554.5)       (370.8)     -              -              -              -              -              

Term Loan B -              -                 -                 -              (481.9)     (576.5)     (670.3)     (94.3)       -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              647.6      806.1      

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              647.6      806.1      

Beginning Cash Balance -              -                 -                -              -              -              -              -              647.6      

Retained Excess Cash -              -                 -                 -              -              -              -              647.6      806.1      

End Cash Balance -              -                 -                -              -              -              -              647.6      1,453.8   

Year end, 31 dec
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Table 82 

 

 

c. Ahlsell - Shareholder loan 

As with the two other cases a shareholder loan is structured to optimize the tax payments. The results shown 

below are similar to what is expected and similar to the Bravida case since the legislation is the same for the two 

companies. 

Exit Waterfall - Bravida Initial Investment (Figures in SEK millions)

Year end, 31 dec 14 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Exit Proceeds

EBITDA 614.8         669.5         724.6         779.6         833.8         886.6         937.2         

Exit Ratio 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x 9.0x

Exit Enterprise Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      7,979.4      8,434.8      

Add: Cash -                -                -                -                -                647.6         1,453.8      

Distributable Value 5,533.2      6,025.3      6,521.6      7,016.7      7,504.6      8,627.0      9,888.5      

Less: Term Loan A (426.5)       (6.6)           -                -                -                -                -                

Less: Term Loan B (1,823.0)    (1,823.0)    (1,341.1)    (764.6)       (94.3)         -                -                

Less: Drawn portion of undrawns -                -                -                -                -                -                -                

Net Proceeds To Common Equity 226.1         832.3         1,480.8      2,182.4      2,933.7      3,702.7      4,471.8      

Initial Equity Investment (3,196.0)      

IRR's 4.4% 18.1% 20.1% 20.3% 19.9% 19.3% 18.6%

Money Multiple 1.03x 1.31x 1.62x 1.96x 2.32x 2.70x 3.09x

27,8% 8,50x 9,00x 9,50x 10,00x 10,50x 312,2% 8,50x 9,00x 9,50x 10,00x 10,50x

dec 2014 22,9% 26,3% 29,6% 32,7% 35,7% dec 2014 172,3% 185,1% 197,8% 210,6% 223,4%

dec 2015 23,7% 25,9% 28,0% 30,0% 31,9% dec 2015 216,4% 230,7% 245,0% 259,2% 273,5%

dec 2016 23,4% 24,9% 26,4% 27,8% 29,2% dec 2016 264,8% 280,6% 296,4% 312,2% 328,0%

dec 2017 22,7% 23,8% 24,9% 26,0% 27,0% dec 2017 316,1% 333,4% 350,7% 367,9% 385,2%

###### 8,50x 9,00x 9,50x 10,00x 10,50x 757,73   8,50x 9,00x 9,50x 10,00x 10,50x

dec 2014 318,51     400,24     481,96     563,69     645,41     dec 2014 260,13     326,87     393,62     460,36     527,10     

dec 2015 537,91     629,22     720,53     811,84     903,15     dec 2015 406,79     475,84     544,89     613,94     683,00     

dec 2016 779,41     880,38     981,34     1.082,30  1.183,26  dec 2016 545,68     616,36     687,04     757,73     828,41     

dec 2017 1.034,48  1.144,96  1.255,43  1.365,91  1.476,39  dec 2017 670,64     742,26     813,88     885,50     957,12     

24,7% 8,50x 9,00x 9,50x 10,00x 10,50x 278,3% 8,50x 9,00x 9,50x 10,00x 10,50x

dec 2014 20,2% 23,0% 25,8% 28,4% 30,9% dec 2014 1,62x 1,73x 1,83x 1,93x 2,03x

dec 2015 21,0% 22,8% 24,6% 26,4% 28,0% dec 2015 2,00x 2,11x 2,22x 2,34x 2,45x

dec 2016 20,8% 22,2% 23,5% 24,7% 25,9% dec 2016 2,40x 2,53x 2,66x 2,78x 2,91x

dec 2017 20,3% 21,4% 22,3% 23,3% 24,2% dec 2017 2,84x 2,98x 3,11x 3,25x 3,39x
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Table 83 

 

Table 84 

 

Table 85 

 

Shareholder Loan At Closing (Figures in SEK millions)

Year end, 31 dec 09 May 12 2012E 2013E 2014E 2015E 2016E 2017E 2018E

Debt at Beginning of Year 6,687          6,687           7,115           7,826           8,609           9,470           10,417         11,459         

10% Paid-In-Kind interest 428              711              783              861              947              1,042           1,146           

Debt at End of year 7,115           7,826           8,609           9,470           10,417         11,459         12,605         

Income Statement - Ahlsell At Closing Stub (Figures in SEK millions)

Year end, 31 dec 2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

Net Revenue 20,639.0  7,430.0      13,209.0    22,290.1 23,961.9 25,639.2 27,305.8 28,807.6 30,392.0 

Revised Adj. EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Depreciation & Amortisation (516.2)     (185.8)       (330.4)       (544.4)     (563.4)     (579.6)     (592.5)     (598.9)     (604.2)     

EBIT 1,134.9   408.6         726.4         1,350.3   1,593.1   1,792.0   2,001.6   2,209.8   2,435.0   

Net Interest Expense -              -                 (829.9)       (1,319.6)  (1,389.6)  (1,436.6)  (1,471.9)  (1,493.8)  (1,517.9)  

Term Loan A -              -                 (176.4)       (255.7)     (235.0)     (200.6)     (152.3)     (90.3)       (19.5)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (19.5)       (22.6)       (20.1)       (9.3)         -              

Shareholder loan interest -              -                 (428.0)       (711.5)     (782.6)     (860.9)     (947.0)     (1,041.7)  (1,145.9)  

Profit Before Tax -              -                 (103.5)       30.6        203.5      355.5      529.7      716.1      917.1      

Taxable Income -              -                 (103.5)       30.6        203.5      355.5      529.7      716.1      917.1      

Corporate Tax Payable -              -                 -                 (6.7)         (44.8)       (78.2)       (116.5)     (157.5)     (201.8)     

Net Income -              -                 (103.5)       23.9        158.8      277.3      413.1      558.5      715.4      

Cash Flow Statement - Ahlsell At Closing Stub (Figures in SEK millions)

2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Changes in Working Capital (35.9)       (12.9)         (23.0)         (177.9)     (164.4)     (148.6)     (130.1)     (88.7)       (85.7)       

Capital Expenditure -              -                 (443.2)       (1,165.3)  (983.2)     (935.3)     (875.9)     (740.2)     (721.6)     

Tax Payable -              -                 -                 (6.7)         (44.8)       (78.2)       (116.5)     (157.5)     (201.8)     

Cash Flow Before Debt Service -              -                590.5         544.7      964.2      1,209.6   1,471.5   1,822.2   2,030.1   

Net Cash Interest Expense -              -                (401.9)       (608.1)     (606.9)     (575.6)     (524.9)     (452.1)     (372.0)     

Term Loan A -              -                 (176.4)       (255.7)     (235.0)     (200.6)     (152.3)     (90.3)       (19.5)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (19.5)       (22.6)       (20.1)       (9.3)         -              

Contractual Debt Repayment -              -                -                (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (566.8)     

Term Loan A -              -                 -                 (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (566.8)     

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (188.6)       263.4      42.7        (34.0)       (146.6)     (370.2)     (1,091.3)  

Term Loan A -              -                 (188.6)       -              -              -              -              (244.6)     -              

Term Loan B -              -                 -                 -              -              -              -              -              (1,091.3)  

Undrawn facility -              -                 -                 263.4      42.7        (34.0)       (146.6)     (125.6)     -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec

Cash Flow Statement - Ahlsell At Closing Stub (Figures in SEK millions)

2012E 09 May 12 31 Dec 12 2013E 2014E 2015E 2016E 2017E 2018E

EBITDA 1,651.1    594.4         1,056.7      1,894.7   2,156.6   2,371.6   2,594.0   2,808.7   3,039.2   

Changes in Working Capital (35.9)       (12.9)         (23.0)         (177.9)     (164.4)     (148.6)     (130.1)     (88.7)       (85.7)       

Capital Expenditure -              -                 (443.2)       (1,165.3)  (983.2)     (935.3)     (875.9)     (740.2)     (721.6)     

Tax Payable -              -                 -                 (6.7)         (44.8)       (78.2)       (116.5)     (157.5)     (201.8)     

Cash Flow Before Debt Service -              -                590.5         544.7      964.2      1,209.6   1,471.5   1,822.2   2,030.1   

Net Cash Interest Expense -              -                (401.9)       (608.1)     (606.9)     (575.6)     (524.9)     (452.1)     (372.0)     

Term Loan A -              -                 (176.4)       (255.7)     (235.0)     (200.6)     (152.3)     (90.3)       (19.5)       

Term Loan B -              -                 (225.6)       (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     (352.5)     

Undrawn facility -              -                 -                 -              (19.5)       (22.6)       (20.1)       (9.3)         -              

Contractual Debt Repayment -              -                -                (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (566.8)     

Term Loan A -              -                 -                 (200.0)     (400.0)     (600.0)     (800.0)     (1,000.0)  (566.8)     

Term Loan B -              -                 -                 -              -              -              -              -              -              

Undrawn facility -              -                 -                 -              -              -              -              -              -              

Voluntary Debt Repayment -              -                (188.6)       263.4      42.7        (34.0)       (146.6)     (370.2)     (1,091.3)  

Term Loan A -              -                 (188.6)       -              -              -              -              (244.6)     -              

Term Loan B -              -                 -                 -              -              -              -              -              (1,091.3)  

Undrawn facility -              -                 -                 263.4      42.7        (34.0)       (146.6)     (125.6)     -              

Cash Flow Less Debt Service -              -                -                -              -              -              -              -              -              

Free cash flow to equity (FCFE) -              -                -                -              -              -              -              -              -              

Beginning Cash Balance -              -                 -                -              -              -              -              -              -              

Retained Excess Cash -              -                 -                 -              -              -              -              -              -              

End Cash Balance -              -                 -                -              -              -              -              -              -              

Year end, 31 dec
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Table 86 

 

Table 87 

 

Table 88 

 

10.  Cross Comparison of Structures 
I have the three companies using different structures. The reason I have done this is to be able to analyze how 

much the effect is from the different sources. The all-equity financed case was to analyze the pure operational 

result from the investment. To calculate the pure leverage effect of the debt I used the model where interest cost 

were not tax deductible. The base case includes both the tax advantage and the leverage effect. And on top of the 

basic effects it is possible to add a shareholder loan to get more efficient taxes. 

In this chapter I will highlight the splits of IRR to the fund from the investment, the performance fee to the 

general partner and the IRR to the limited partner. I have done this both varying the exit multiple and the exit 

date. 

d. Fund Level IRR 

First of all looking at the IRR split for the different exit multiples, the total IRR is higher with a larger exit 

multiple. However the difference is almost only contributed by the increase in operational IRR and leverage. 

19.1% 8.50x 9.00x 9.50x 10.00x 10.50x 225.6% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 13.3% 17.7% 21.7% 25.6% 29.3% dec 2014 1.39x 1.54x 1.68x 1.83x 1.97x

dec 2015 16.0% 18.9% 21.6% 24.1% 26.5% dec 2015 1.72x 1.88x 2.04x 2.20x 2.36x

dec 2016 17.1% 19.1% 21.1% 22.9% 24.6% dec 2016 2.08x 2.26x 2.43x 2.61x 2.78x

dec 2017 17.6% 19.1% 20.5% 21.9% 23.2% dec 2017 2.49x 2.68x 2.87x 3.06x 3.25x

SPONSOR IRR ANALYSIS M.M. ANALYSIS
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###### 8.50x 9.00x 9.50x 10.00x 10.50x 859.00   8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 248.44     464.09     679.75     895.41     1,111.06  dec 2014 202.68     378.62     554.56     730.50     906.44     

dec 2015 588.42     825.59     1,062.75  1,299.91  1,537.07  dec 2015 444.52     623.68     802.84     982.01     1,161.17  

dec 2016 968.84     1,228.24  1,487.65  1,747.05  2,006.46  dec 2016 677.58     859.00     1,040.42  1,221.84  1,403.26  

dec 2017 1,412.87  1,693.74  1,974.61  2,255.49  2,536.36  dec 2017 914.97     1,096.87  1,278.76  1,460.66  1,642.55  
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17.2% 8.50x 9.00x 9.50x 10.00x 10.50x 209.1% 8.50x 9.00x 9.50x 10.00x 10.50x

dec 2014 12.3% 15.8% 19.2% 22.4% 25.5% dec 2014 1.36x 1.48x 1.59x 1.71x 1.82x

dec 2015 14.5% 16.9% 19.2% 21.3% 23.4% dec 2015 1.64x 1.77x 1.90x 2.02x 2.15x

dec 2016 15.5% 17.2% 18.8% 20.4% 21.9% dec 2016 1.95x 2.09x 2.23x 2.37x 2.51x

dec 2017 15.9% 17.3% 18.5% 19.7% 20.8% dec 2017 2.30x 2.46x 2.61x 2.76x 2.91x

IRR to Limited Partner M.M. to Limited Partner

Exit Multiple Exit Multiple

E
x

it
 D

a
te

E
x

it
 D

a
te



76 
 

This makes sense as the tax advantage of the debt and shareholder loan is not affecting the sales value or the 

amount of equity needed, therefore the difference only lies in what they can affect from an operating standpoint, 

which does not change when the exit multiple is varied. 

Figur 6: Fund level IRR split vs. exit multiples, all exited in December 2016. 

 

Looking at the differences between the three cases is mostly how large the leverage and tax effect is compared to 

the pure operational standpoint. The tax advantage of debt is basically non-existent in the Ahlsell case at all 

levels, the reason for this is that the interest costs are very small compared to the rest of the value in Ahlsell. The 

tax advantage of the regular debt is larger for Bravida, and largest for KMD. The tax rate is greater in Denmark 

which will have an impact meaning that the tax advantage of the interest costs will be greater.  

The impact of the shareholder loan is very little in the KMD investment, which comes from the fact that the thin 

capitalization rules makes it difficult to tax optimize using this tool. In the case of Ahlsell is the difference is also 

very small, which must be that the cash tax advantage is very small compared to the rest of the cash flows. In the 

case of Bravida the tax advantage of the shareholder loan is relative large. The company is not limited by any 

thin capitalization rules and has taxes that are large enough compared to the exit value to make it count relative 

much. 

Figure 7: Fund level IRR split vs. exit dates 
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In Figure 7 the split is shown on an exit date basis. The general trend of the distribution of the 4 factors is the 

same; the operational value factors the most and the leverage effect second.  

The shareholder loan advantage is of course getting more important for KMD for later exits, when the thin 

capitalization is not limiting the deductibility, but it is also relatively more important for the Swedish companies 

as the leverage and operational effect declines.  

 

e. Performance Fee Split 

Now that we have the general IRR split it is interesting to analyze how the general partner’s performance fee is 

affected by the different structures. It is expected that the value of the performance fee should be closely related 

to the IRR. 

Figure 8: Performance Fee Split vs. Exit Multiples 

 

In Figure 8 the performance fee split is shown at different exit multiples, the distribution is very similar to the 

IRR split to the fund. However the weight is greater on the fee contributed from the tax advantage of the 

shareholder loan and the regular debt. The fee contributed from the pure leverage and operations are relative 

smaller portion of the fee. 

There are several factors that are the reason for this. First of all the pure equity case’s relative contribution to the 

fee is smaller because the IRR below 8% is not giving any fee at all, which means that any extra return from the 

same investment values more than the first 8%. However this does not explain the relative small fee contribution 

from pure leverage, the reason for this is that even though the IRR is much greater the invested equity and the 

absolute returns are less, which means that what the performance fee is not that much greater. 
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Figure 9: Performance Fee Split vs. Exit Dates 

 

Figure 9 shows that the fee is getting larger as the exit date is postponed, which makes sense as I have 

commented on before that even though the IRR is decreasing as the investment kept in the fund, it is still better 

to have a good investment (high IRR) for a longer period compared to a slightly better investment (slightly 

higher IRR) for a short amount of time. 

f. Limited Partner Level IRR 

To finish of the analysis the IRR split can also be shown after the deduction of the performance fee. The general 

trend is very similar to the fund level IRR, but naturally a bit lower because of the deduction.  

Figure 10: LP IRR split vs. exit multiples 

 

Both Figure 10 and Figure 11 show that the general pattern is the same as the fund level IRR split however with 

a smaller weight on the tax advantage both of regular debt and the shareholder loan, which is in line with what 

should be expected logically because of the deduction of the fees. 
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Figure 11: Limited Partner IRR Split vs. exit multiples 

 

Even though the distribution of value is not distributed evenly between the limited and general partners, the 

general partner does have an incentive to deliver the highest returns to the investors. The interests of the two 

parties are aligned in that sense. 

11.  Conclusion 
The thesis’ main purpose was to analyze how much value is contributed from the debt and how it is split into 

different factors. Second of all I wanted to show whether the remuneration structure of the industry does affect 

the way the investments are structure.  

First off all the three companies all fitted the characteristics of a company which is suitable for an LBO 

transaction. They are cash generative and have the good growth opportunities. This is exactly what is expected 

because the companies all were recently bought out in such transactions. The three companies however do not fit 

all the characteristics perfectly, but it is very unlikely to do so, i.e. it is difficult to dominate a market and still 

have very large growth opportunities.  

I showed with the three cases that the structuring of debt does result in larger returns to the funds. The returns 

resulted furthermore to large performance fees to the general partner, but the ultimate returns to the limited 

partners were still very positively affected by the leverage. This means that the debt adds value and that the 

incentives are aligned between the general partner and limited partner. 

The capital structure theories discuss the factors to the added value of debt. The factors which are possible to 

measure in a reliable way is are the leverage and tax effect. By structuring the investments in alternative ways it 

was possible to identify how much value each of these factors do. The operational value is the far greatest, but 

the leverage effect also has a very large impact on the returns. The tax advantage of the debt (both regular debt 

and shareholder loan) definitely impact the returns and deliver value, however  compared to the value delivered 

by the operational value and the leverage effect, the effect of the tax advantage is minimal. 
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Other factors which are discussed by the theories could have an impact which can definitely have an effect. The 

incentives are possibly affected whether external equity and debt is being used, but it is difficult to quantify in a 

case study like this.  
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