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More Complex LBO Models and Case Studies: Debt Schedule, Part 3: Dividend Recap 

Welcome to the third part of our debt schedule in this more advanced LBO model. We're going 

to build in support for the dividend recap here.  

It's not that difficult, but a few of the formulas and the formula changes are a bit tricky, so I'll 

take some time to go through those.  

Let's start with a description of the dividend recap. Then we'll go through changes to the debt 

schedule, and then we'll look at how to integrate the dividend recap on the financial 

statements and the difference it makes overall in the company's debt balance, interest, and 

debt repayments.  

So, a dividend recap we actually covered all the way back in Module 12, and we discussed it 

there in the context of possible exit strategies. And we said that, in some cases, especially in 

emerging and frontier markets, it's not possible for a private equity firm to exit a company in a 

traditional way by selling the company or taking it public. So, instead, it may have to issue 

dividends continually and just take those dividends in the form of cash distributions.  

[00:54] 

And if the company grows enough, it can usually realize some kind of decent IRR on this deal. 

Maybe it's not what they would get in a traditional deal where they might target a 20% or 25% 

IRR, but they can usually at least get some multiple of their money back over time if the 

company grows enough, they issue more and more dividends, and the distribution of the 

dividends is consistent over time.  

So, dividends are an exit strategy, but they are also something that private equity owners can 

do during the holding period. And the basic idea is that the company takes on additional debt 

and then issues the cash proceeds from that debt in the form of dividends to the private equity 

firm.  

So, the result is that the company's debt balance and interest expense go up. The private equity 

firm's IRR, internal rate of return, often increases because they earn back some of their 

investment earlier in the holding period. They don't have to wait until they exit in Year 3 or 4 or 

5 or 7 or whatever it is.  

Now, in general, dividend recaps do not make a huge difference in models, but they can boost 

the IRR a little bit. So, maybe if the IRR is 18%, a dividend recap can take it up to 20% or 21%. Or 

if the IRR is 10%, maybe it can go up to 12% or 13% or something like that.  
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[02:09] 

If the company grows very quickly or it repays its debt very quickly, sometimes dividend recaps 

can be more impactful because then the company can keep issuing debt year after year and 

keep distributing dividends year after year.  

We're not going to be able to implement everything here because some parts of the dividend 

recap will factor in, in the returns calculations below where we have the returns to sponsor. So, 

parts of it will show up down there. But we will finish what we can on the debt schedule for 

now.  

I'm going to start here with the sources of funds, and we're going to factor in the additional 

Term Loan A issuance. We're assuming that since the company's repayment priority is Term 

Loan A first, they're going to repay or pay down that Term Loan A balance the most quickly out 

of all the different tranches of debt here. Therefore, it makes the most sense to assume that 

the additional debt for the dividend recap comes from an additional Term Loan A issuance.  

[03:05] 

I'll expand this grouping for now because we're going to need some assumptions at the top.  

The first thing I want to do here is do a quick check and look at our current date and then 

compare this to the year that we've set for the dividend recap. This is all the way up in the debt 

assumptions at the top. So, we have the dividend recap year right here.  

Now, to get the appropriate size here, we need to look at EBITDA in this year. So, let's go all the 

way up and get this. We'll go to cell L93.  

Now, you might be looking at this and saying, "Wait, this is wrong because this is a stub period, 

and this is only three months' worth of EBITDA." But remember, the dividend recap cannot 

actually take place in this stub period, so this first column doesn't really matter. We're just 

setting this up for consistency. 

I'll multiply by the dividend recap multiple right here. And if we're not in the year, which we've 

restricted to two options here, fiscal 2024 and 2025, then we simply get nothing. 

[04:02] 

So, let's copy this over. And so we get this in fiscal 2024 here. The other option would be fiscal 

2025.  
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This part is blue because I believe originally it was hard-coded. So, I could change it back and 

make it hard-coded again. It doesn't really matter. And then after that, we have black for all 

formulas.  

The other thing we have to do is factor in the issuance fees. So, let's take this number and then 

just multiply by the issuance fee percentage, which we have near the top as well, the debt 

issuance fee percentage there. So, now we're deducting this.  

And let's copy this across. And so we have that.  

Now, quickly looking at the rest of this model, it seems like we are already factoring in correctly 

the dividend recap into the Term Loan A balance here. We get it in fiscal 2024 and the balance 

by the end of the year goes up in that case. 

[04:55] 

And then looking down at the rest of this, the optional repayments already seem to account for 

this dividend recap because we repay a huge amount of it with the extra cash flow from it. This 

will change, of course. This is not correct. Once we actually factor in the dividend payment on 

the cash flow statement, this will go down to a much, much lower number.  

Before we get to integrating this on the cash flow statement, though, we need to change a few 

of these other formulas.  

The optional debt repayment formula for Term Loan A is actually fine as is. We're factoring in 

the mandatory repayments, the starting balance, the cash flow available, and then everything 

we've spent on other optional repayments above this one, such as for the revolver so far. So, 

we don't really need to change much of anything there.  

You could argue that we should factor in the amount issued to the beginning balance here and 

use that for the proper number, but I think it's a little bit weird to do that, to assume that we 

repay anything optionally of debt used to fund a dividend recap in the year in which it's issued. 

So, we're not going to make that change. 

[05:58] 

However, for the mandatory debt repayments, I would argue that we do need to make a 

change here. They are based on this initial Term Loan A balance of £303 million, but once we 

issue this additional £325 million in fiscal 2024, that needs to factor into the principal 

repayments as well.  
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If we repay 10% per year on the initial balance, it stands to reason that we would repay 10% per 

year on the dividend recap amount here as well.  

So, I'm going to go in and change the K244 part. I'll start by putting some parentheses around it.  

And I'm going to do a summation here of the dividend recap amounts so far, so K235 through 

K235. I'm going to anchor the first K there.  

And then just checking the parentheses. We want to close them out right here. And then 

everything else there looks correct.  

I can now copy this over. And when doing this, I just have to be careful to delete the stub period 

right here because we no longer need it.  

[07:01] 

These parentheses look fine. And now we can see that as expected, since we have factored in 

the dividend recap amount now, this has gone up to a much higher number. It's about twice as 

high as it was before, which makes sense because the dividend recap debt is just over twice as 

much as the initial Term Loan A balance right here. And so we have that.  

So, that's the only change we really need to make here. If you want, you can also go up and 

check the interest expense and see how this has changed. You can see that right after the 

recap, the Term Loan A interest goes up to more like £15 to £17 million as opposed to the £10, 

£11, or £12 million that it was at before.  

Let's now go to the next part of this and integrate this on the financial statements.  

Now, on the income statement, we actually don't need to do anything because the interest 

expense here already adjusts for this.  

Technically, yes, we should amortize the financing fees on this dividend recap over time, just as 

we did for the initial debt balances here. But this makes such a small difference, and it's only 

going to affect two years of the model, the last two years in this case, fiscal 2025 and 2026, that 

it doesn't really matter. And it's just not worth the effort to go in and modify this already 

somewhat complicated-looking formula to factor it in. So, we're going to ignore it here.  

[08:13] 

On the balance sheet, similarly, we don't really need to do anything.  
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On the cash flow statement, here is where we need to start making the first changes. So, for 

ordinary dividends paid, let's use a negative sign and then go and link down to our Term Loan A 

issuance right here.  

We'll copy this across. And now you can see this greatly reduces the cash flow available for debt 

repayment because this cash is not being used for debt repayment. It's being issued to the 

private equity firm.  

Then let's go down to the bottom and link to the issuances and then the issuance fees. We have 

all these.  

And now we can see that we stay at pretty much the company's minimum cash balance all 

throughout this. 

[08:54] 

If you go down and take a look, you can see how the interest on Term Loan A goes up to a much 

higher level now because we get much less in optional debt repayments.  

You can see how the balance goes up and stays at a higher level here.  

The mandatory repayments stay the same. There are still optional repayments, but we repay 

far less, if anything, of that Term Loan A issuance, the additional issuance in fiscal 2024 now.  

One other thing I wanted to change quickly here is that I actually made a small mistake with the 

ordinary dividends paid. I should be factoring in the Term Loan A issuance and then the 

issuance fees because the issuance fees are paid in cash. We have to assume that these are a 

deduction from the dividends that go to the private equity firm, so these will end up being a bit 

lower.  

And so with that, we're done. If you want, you could take a look at this on the balance sheet as 

well, and you can see that when the dividend recap takes place, the common shareholders' 

equity goes down, the debt balance goes up, and then the cash balance also changes slightly 

because of those fees. So, there are some changes on the balance sheet, but they're pretty 

simple and straightforward overall. 

[09:58] 

To summarize what we did here, we started by checking the year for the dividend recap and the 

Term Loan A issuance to support it. We deducted the issuance fees. Then we went down and 
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modified the mandatory repayment formula for Term Loan A so that we do factor in the 

dividend recap debt and the 10% principal repayments on that.  

Nothing else here needed to change, so then we went up. On the income statement, we 

ignored the additional amortization of issuance fees here because it's so small.  

On the cash flow statement, the main change was we had to factor in the ordinary dividends. 

And then we also had to factor in the Term Loan A issuance and the issuance fees down here to 

calculate the ending cash balance.  

And you saw how, overall, interest goes up by quite a bit with this. And then the debt balances 

also increase, and the mandatory repayments are also higher as a result of this.  

That's it for this lesson. Coming up next, we will take a look at the tax schedule, calculate the 

deferred income taxes, and then factor that into the financial statements. Once that is in place, 

then we will look at the credit stats and ratios and calculate the returns to both the equity 

investors and the lenders in this deal. 
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