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Considering the Exit Strategies
Traditional Exit Routes from an Investment
• Sale of the Company. Provides a complete and immediate exit from 

the investment.

• Initial Public Offering. A potentially attractive exit strategy used by 
private equity sponsors, as an IPO can provide the highest returns 
when optimal market conditions are present.

• Secondary Buyout. May be an option because it means shortening 
the life of an investment; complete vs. partial exit strategy varies.

Partial Exits:
Dividends and Recapitalizations

Option to achieve liquidity from
investment through a special dividend.

The type of dividend is defined by the
source the company (or the parent holding
company) uses to finance it:

• A non-leveraged dividend recapitalization
is financed by using cash that the company 
already has on hand (but likely subject to 
restrictions in financing documents).

• A leveraged dividend recapitalization
is financed by the company by
incurring additional debt.
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The Dual Track Process
• A Dual Track structure allows the sponsor to preserve optionality as it evaluates the attractiveness of multiple exit (or partial exit) options while 

hedging against IPO market volatility and overall deal uncertainty.

Initial Public Offering Sale Transaction Dual Track Process

Exit • Typically a partial exit opportunity (depending 
on the size of the secondary offering)

• Slow sale of securities not sold in the IPO 
(generally subject to affiliate restrictions under 
Rule 144 unless a follow-on offering occurs)

• Signaling to the market of potential upside

• Generally allows for a complete 
exit

• Escrow or hold back could 
cause some funds to be 
unavailable for a period of 
time

• Ability to choose best exit 
opportunity given the 
circumstances

• Higher negotiating leverage
• with potential buyers
• Generally the costliest option 

and a distraction to 
management

Valuation • Equity valuation determined by 
underwriters

• Charter provisions can give sponsors an 
effective veto right based on valuation

• No liquid market for shares, so 
valuation by company or its 
advisors is key

• Each process can inform the 
other

Future capital
raises

• Access to public capital markets for future
• financing
• Once an issuer becomes eligible for S-3 shelf 

registration and/or a WKSI, easy access to public 
markets

• Shifted to buyer
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The Dual Track Process
Initial Public Offering Sale Transaction Dual Track Process

Management • May have greater management support
• Current management will often stay on board 

post-IPO
• Greater visibility and enhanced corporate 

image
• Management retains its equity and is granted 

new equity

• May be subject to some resistance 
from management, as strategic 
buyers may have their own 
management teams

• Financial incentives for 
management may be great, 
including future appreciation 
through rollover

• Higher management 
distractions due to 
simultaneous IPO and sale 
transaction processes

• Management may favor IPO 
due to job security

Legal matters • Heavy compliance and disclosure 
obligations

• Ongoing Exchange Act reporting 
requirements

• Sarbanes-Oxley compliance

• Subject to antitrust and other anti-
competitive review

• Advanced preparation required 
to address legal concerns of 
both processes

Cost of 
transaction

• Expenses are high
• Disclosure costs, legal fees, underwriter fees
• Ongoing public company costs can add over $2 

million per year

• Expenses are high
• Risk that competitors may enter bids 

solely to gain access to confidential 
information

• Costs can be higher due to 
running two exit processes in 
tandem

• Overall cost is lower than if one 
type of exit fails and the other is 
commenced later

Timing of 
transaction

• Four to six months from organizational meeting 
to closing of the transaction

• Typically one to two months
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