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Leveraged 
Buy Out

Acquisition 
Transaction

Acquirer is a 
financial 
sponsor

3-5 year
investment 

horizon, 
followed by a

saleBig part is 
financed with 

debt to 
enhance 
returns

Ability to 
generate cash 

flows and 
repay debt is 

key

Operational 
improvements 
are integral to 

increasing 
cash flows

Leveraged Buy Out − Definition
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IRR and Value Analysis

Entry Exit Comment

EBITDA 36.3 62.7 Today and estimated for exit

EBITDA multiple 6.0 x 7.0 x Assumption based on expected performance within industry

Enterprise value 217.8 438.9 Calculate = EBITDA * multiple

Debt 108.9 65.3 From debt capacity and forecast paydown

Equity 108.9 373.6 Calculate = EV – debt

IRR – exit year 4 36.1% Calculate = (equity on exit / equity on entry) ^ (1 / 4) - 1

Value created 264.7 Calculate = equity on exit – equity on entry

Debt repayment 43.6 Calculate = debt on entry – debt on exit

EBITDA improvement 158.4 Calculate = (exit EBITDA – entry EBITDA) * entry multiple

Multiple expansion/(contraction) 62.7 Calculate = (exit multiple – entry multiple) * exit EBITDA 

Value created 264.7 Debt repayment + EBITDA improvement + multiple expansion
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LBO Analysis Model Map and Steps
M

od
el

 In
pu

ts • Acquisition assumptions
• Interest rate assumptions
• Exit assumptions
• Fees
• Sources and uses of funds M

od
el

 O
ut

pu
ts

• Credit ratios
• Equity IRRs
• Sensitivity tables
• Levered valuation

Ca
sh

 S
w

ee
p • Operating forecast − income statement, balance sheet  items & 

cash flow statement
• Cash sweep
• Debt schedule
• Interest calculations

Remember to have the iteration setting turned OFF before starting
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Assumptions

Acquisition premium, driven by comparable transactions

Acquisition price = (1 + premium %) * current price

All dilutive securities , incl. RSU’s , PSU’s & stock options

Dilution = MAX ((price – strike) / price * no units), 0)

Acquisition equity value = acquisition price* diluted shares

Net debt from most current balance sheet

Other claims on the business might be refinance, e.g. 
pensions and operating leases

Entry multiple
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Assumptions

Exit year
The shorter the time horizon the higher the returns

Exit multiple is usually set equal to entry multiple, 
the figure is usually sensitized

Assumptions on fees. Drives sources and uses of 
funds.
Debt fees are amortized. Advisory fees are 
expensed immediately post acquisition.

Assumptions on base interest rates
Debt tranches will be priced via spread over base 
rates
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Sources and Uses of Funds

Equity purchase 
price

Equity financing 
from private 
equity funds

Debt financing

Uses of funds Sources of funds

Refinanced net 
debt

Fees (advisory 
and financing)

Equity financing = uses 
of funds minus debt 
raised
Might be split into 
ordinary shares and 
prefs

From banks  and / or 
public debt markets

Consists of multiple 
tranches

Is an assumption driven 
by capital markets

From 
assumptions

From 
assumptions

From 
assumptions
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Sources of Funds

Term B

Term A

Term C

Mezzanine

High yield notes

Preference equity

Common equity

2nd lien

• All debt structures are different
• A particular debt tranche might or might not 

be present in a structure
• Term structure, pricing and amounts of each 

tranche are variable, and depend on the 
market and cash flow profile of the business

• Clear transparent loan documentation is key
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Model Intro and Steps

Remember to have the iteration setting turned OFF before starting

Build the forecast income statement except for interest

Forecast key balance sheet operating items

Build the cash flow available for debt service

Calculate debt repayments via cash sweep mechanism

Calculate interest expense

Link interest expense to income statement and cash flow statement

Turn iterations ON and recalculate the model
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Entry valuation Exit valuation

Levered Valuation

Enterprise value

EBITDA multiple

Equity

Net debt

at entry

Enterprise value

EBITDA multiple
Equity

Net debt

Remaining at exit
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Levered Valuation

Assumption Value Comment

Exit EBITDA 250.0 From the model

Exit multiple 7.0x Assumption based on expected performance within industry

Exit enterprise value 1,750.0 Calculate = exit EBITDA * exit multiple

Exit net debt 750.0 From the model

Exit equity valuation 1,000.0 Calculate = exit enterprise value – remaining net debt

Required IRR 25% Assumption

Exit year 4 Assumption

IRR implied entry equity valuation 409.6 Calculate = exit equity valuation / (1+ IRR)n

Available debt financing, entry 1,600.0 Assumption

IRR implied enterprise value 2,009.6 Calculate = available financing + IRR implied equity valuation

Target’s refinanced net debt 250.0 Assumption

Target’s implied equity purchase price 1,759.6 Calculate = IRR implied enterprise value – refinanced net debt

Current target market cap 1,600.0 Assumption

Implied premium / (discount) 10.0% Calculate = target’s implied purchase price / target market cap

In LBO models indicative LBO valuation range is usually derived by either changing the 
purchase premium or via sensitivity data tables
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Please do not redistribute these materials without the express 
permission of Financial Edge Training.

Please do not redistribute these materials without the express 
permission of Financial Edge Training.
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