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How This Handbook is Structured

The handbook follows a progression from understanding financial information to building a model,
validating it, and applying it to real-world financial decisions.

Part

Chapters

Focus

Primary Outcome

Part I — Foundations

1-3

Three financial statements,
their interdependencies, and
financial modeling
methodology

Understanding the
accounting and

methodological foundations
of financial modeling

acquisition modeling, and
LBO modeling

Part IT — Preparing 4-7 Modeling objectives, business | A clear understanding of
for Modeling and value drivers, historical what the model should
financials, and financial answer and the business and
statement analysis financial information
required to build it
Part III — Building 8-20 Model planning, supporting A tully integrated three-
the Model schedules, forecasting, and statement financial model
integration of the three
financial statements
Part IV — Validating 21-23 | Model validation, sensitivity A validated model with an
the Model analysis, and scenario analysis | understanding of its key
sensitivities and outcomes
Part V — Financial 24-28 | DCF valuation, relative Ability to apply financial
Modeling valuation, investment models to valuation,
Applications decisions, transaction and investment, transaction, and

financing decisions

The progression is deliberate. The reader first learns how financial information is structured and
how businesses should be understood, then how to translate that understanding into an
integrated financial model, followed by how to validate and analyze the model, and finally how to
use it as a decision-making tool.

The objective throughout is not to memorize formulas or reproduce templates, but to develop a
repeatable way of thinking about financial models:

Understand the business — Identify its drivers — Build the model — Validate the model —
Analyze the results — Support the decision.

That is the methodology that underlies the entire handbook.



Part 11T — BUILDING THE MODEL / Debt Schedule

Step 1: Roll-Forward Each Debt Facility

Fach debt facility should be rolled forward from its opening balance to its closing balance by reflecting
the relevant financing movements during the period. These may include new borrowings, scheduled
principal repayments, optional repayments, and other changes affecting the outstanding debt balance.

The roll-forward provides the basic structure for tracking how each debt facility evolves throughout
the forecast period.

The general structure is:
Opening Debt Balance
+ New Borrowings
— Principal Repayments
+ Other Material Adjustments
= Closing Debt Balance

For term debt, principal repayments should reflect the applicable contractual or forecast repayment
assumptions.

Where a facility has a scheduled amortization profile, the repayment should be modeled according to
the relevant repayment schedule rather than treated as a generic percentage of debt.

The closing balance of each facility becomes the opening balance for the following period.

Step 2: Model New Borrowings

New borrowings should be incorporated where the selected financing framework requires additional
debt to fund forecast cash requirements, refinance maturing obligations, or execute identified financing
transactions.

The timing and amount of new borrowing should be determined by the assumptions established in
the previous section and the logic of the selected forecasting methodology.

Where borrowing is used as a balancing mechanism, the schedule should calculate the required
financing after considering the relevant cash sources and uses.

The schedule should distinguish between:

e scheduled or committed borrowing;

e refinancing of existing debt;

e discretionary borrowing; and

e balancing borrowings, where applicable.

This distinction improves transparency and allows the user to understand why the debt balance
changes.

Step 3: Model Revolving Credit Facilities and Cash Sweep

Where the company has a Revolving Credit Facility, the schedule should separately model drawdowns
and repayments based on projected financing requirements.

A revolver may be used to fund temporary cash shortfalls, while excess cash may be used to repay
outstanding revolving debt where permitted by the financing structure. The resulting revolver balance
therefore adjusts dynamically with the company's projected liquidity position.

Where a Cash Sweep mechanism applies, repayments should also reflect any minimum cash balance
or other liquidity requirement that must be maintained before excess cash is used to reduce debt.

The schedule should therefore consider:

e opening revolver balance;
available facility capacity;
required drawdowns;
repayments;

minimum cash requirements; and

201
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Part 111 — BUILDING THE MODEL / Debt Schedule
e cash sweep assumptions, where applicable.

Where the revolver is used to maintain a minimum cash balance, the required draw can be calculated
as:

Revolver Draw, = max(0, Minimum Cash Target, — Unadjusted Cash;)

Where a cash sweep mechanism applies, excess available cash may be used to repay eligible debt:

Cash Sweep Repayment, = min(Available Cash Sweep,, Prepayable Debt Balance,)

The closing revolver balance 1s then calculated as:

Closing Revolver, = Opening Revolver; + Revolver Draw, — Revolver Repayment,

The revolver should not be allowed to exceed its contractual borrowing capacity. Where a cash sweep
mechanism applies, excess available cash should be applied according to the relevant contractual or
modeling assumptions.

Step 4: Calculate Closing Debt Balances

Closing debt should be calculated for each material debt facility before calculating the total debt
balance.
The schedule should then aggregate the closing balances:

M
Total Debt, = ) Closing Debt;,

j=1

where Closing Debt;, — closing balances of individual debt facilities

Where relevant, debt should also be separated into current and non-current portions based on
contractual maturity and the applicable accounting treatment.
The total debt balance should reconcile directly to the corresponding Balance Sheet debt balances.

Step 5: Calculate Interest Expense

Interest expense should be calculated for each material debt facility based on the applicable interest
rate and outstanding debt balance. Where debt balances change materially during the period, interest is
generally calculated using the average opening and closing balance to better reflect the amount of debt
outstanding throughout the period.

The general relationship is:

M
Interest Expense, = ) (Average Debt;, x Interest Rate;,)
=
For a simple annual model:
Opening Debt;, + Closing Debt;,
2

Average Debt;; =

Using average balances generally provides a more appropriate approximation where borrowing or
repayment occurs during the period rather than exclusively at period-end.

Where the timing of borrowings or repayments is known, a more detailed calculation may be
appropriate.

For floating-rate debt, the applicable benchmark rate and spread should be incorporated according to
the assumptions established in the Debt Schedule.

Interest expense should be calculated separately for material debt facilities where their interest rates
or financing terms differ materially.
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Technical Accuracy

Technical accuracy ensures that the model performs calculations correctly. This includes verifying that
formulas, cell references, and calculations function as intended and that the model is free from mechanical
errors such as broken links, incorrect references, sign errors, omitted calculations, and unresolved circular
references.

Without technical accuracy, even well-reasoned assumptions may produce unreliable outputs.

Internal Consistency

Internal consistency confirms that all components of the financial model remain fully integrated. The
three financial statements, supporting schedules, assumptions, and scenarios should reconcile correctly,
and changes made in one part of the model should propagate appropriately throughout the entire model.

A model may contain no formula errors yet still produce mnconsistent financial statements if the
relationships between different sections are not properly maintained.

Economic Reasonableness

Formula precision guarantees mathematical accuracy, but only economic context guarantees model
validity. A model that balances perfectly can still project a company into an impossible commercial reality.

Economic reasonableness evaluates whether the model's outputs ate realistic and consistent with the
economics of the underlying business. Forecast financial statements should reflect plausible relationships
between revenue growth, profitability, working capital, capital expenditures, financing, and cash
generation.

For example, rapidly increasing revenue accompanied by declining working capital requirements,
expanding profit margins, and minimal capital investment may indicate unrealistic assumptions, even if
every formula in the model is technically correct.

Professional judgment is therefore an essential component of model validation. Analysts should
evaluate not only whether the model calculates correctly, but also whether its results make business and
economic sense.

Together, these three objectives provide confidence that the financial model is technically reliable,
internally consistent, and capable of supporting informed financial analysis and decision-making. The
following sections introduce practical techniques for achieving each of these objectives.

21.2 Design a Validation Framework

Effective model validation should be structured rather than performed as an informal review.
Although individual supporting schedules contain their own embedded checks and reconciliations, the
completed model requires a separate framework for monitoring its overall integrity.

The validation framework should establish what 1s being checked, how the result is assessed, and
where the results are monitored. Model-level validation should focus on the three objectives established
above: technical accuracy, internal consistency, and economic reasonableness. Where practical, the results
of key validation checks should be consolidated in a central location so that the overall status of the
model can be assessed quickly and consistently.

Build a Centralized Check Sheet

As financial models grow m complexity, validation checks become distributed across multiple
worksheets and supporting schedules. Reviewing each worksheet individually 1s inefficient and increases
the risk that important errors may be overlooked.

Professional financial models therefore consolidate key model-level validation tests into a dedicated
Check Sheet (also referred to as a Control Sheet or Audit Sheet), providing a centralized overview of the
model's integrity.

Rather than containing calculations, the Check Sheet summarizes the results of the model's most
mmportant validation tests, allowing analysts to determine quickly whether the model 1s functioning
correctly and identifying the areas requiring further investigation.
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A typical Check Sheet may include:
e Balance Sheet balancing checks;
Cash Flow Statement reconciliation checks;
retained earnings reconciliation;
cash balance reconciliation;
scenario integrity checks;
model error counters; and

an overall model status indicator (PASS/FAIL).

The Check Sheet should normally be one of the first worksheets reviewed after assumptions are
modified and before the model is used for analysis, valuation, or decision-making.

Example Check Sheet Template

Category Check Description / Logic Status
Balance Sheet Total Assets = Total Liabilities + Equity PASS
Cash Flow Closing Cash Reconciliation PASS
Retained Earnings Ending Retained Earnings Reconciliation PASS
Debt Balance Balance Sheet Debt = Debt Schedule Closing Debt PASS
Formula Integrity No Excel Error Values PASS
Scenario Switch Scenario Selector Within Valid Range PASS
Master Summary Total Unresolved Errors 0

Design Clear Validation Tests

Validation tests should be simple, objective, and easy to interpret. Wherever possible, each test should
produce a binary PASS/FAIL tesult based on a cleatly defined condition.

For example, a Balance Sheet check may confirm that total assets equal total liabilities and equity
within an acceptable tolerance. A formula integrity check may confirm that no cells contain broken
references or unexpected errors.

Checks should be designed to identify a specific condition rather than reproduce the underlying model
calculation.

Make Errors Visible

Validation checks provide value only if failures are immediately apparent. Error indicators should
therefore be prominently displayed and difficult to overlook.
Common practices include:
e conditional formatting to highlight failed checks;
e color coding for PASS and FAIL indicators;
e dedicated warning messages for critical errors; and
[ )

an overall error counter summarizing the number of failed validation tests.

The objective is not merely to detect errors but to ensure that they are visible before the model is
relied upon for analysis or decision-making.

Validate Continuously

Validation should continue throughout the model's lifecycle rather than being performed only after
the model has been completed. Changes to assumptions, formulas, scenarios, or model structure can
mtroduce new errors or affect previously validated relationships.

The Check Sheet should therefore be reviewed whenever material changes are made to the model and
before the model is used for analysis, valuation, or decision-making.
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For the illustrative valuation, Terminal Value is calculated using the Gordon Growth Method:
_FCF,x(1+g)
" WACC-g

where:
e FCFF, = Free Cash Flow to the Firm in the final explicit forecast year;
e g = perpetuity growth rate;
e WACC = Weighted Average Cost of Capital.

The perpetuity growth rate should reflect a sustainable long-term growth rate consistent with the
company's mature operating profile and the economic environment in which it operates. For the
lustrative example, a 2,5% perpetuity growth rate is assumed.

Using Year 3 FCFF of $3,66m, WACC of 8,9%, and a perpetuity growth rate of 2,5%:

$3,66m x (1 + 2,5%)

Terminal Value = 8.9% — 2.5% = $58,59m

The resulting Terminal Value of approximately $58,59m represents the value, at the end of Year 3, of
the company's cash flows expected to be generated beyond the explicit forecast period.

As a reasonableness check, the implied Terminal Value can later be compared with relevant valuation
multiples and assessed for consistency with the company's expected long-term growth, profitability, and
reinvestment requirements.

Step 4. Discount FCFF and Terminal Value to Present Value

The projected FCFF and Terminal Value represent cash flows expected to be generated in future
periods and must therefore be discounted to their present value using the 8,9% WACC determined in
Step 2.

The discount factor for each forecast period 1s calculated as:

1

Discount Factor,; = m

The present value of each projected cash flow is then calculated as:

PV of FCFF, = FCFF, x Discount Factor,

All monetary amounts are presented in $m.

Year 1 Year 2 Year 3
FCFF 3,07 2,95 3,66
Discount Factor @ 8,9% 0,9183 0,8432 0,7743
PV of FCFF 2,82 2,49 2,83

The present value of the explicit forecast period is therefore:

PV of Forecast FCFF = $2,82m + $2,49m + $2,83m = $8,14m

The Terminal Value calculated in Step 3 is also discounted from the end of Year 3 to the valuation
date:

PV of Terminal Value = $58,59m x 0,7743 = $45,36m

Enterprise Value 1s then calculated as:

Enterprise Value = PV of Forecast FCFF + PV of Terminal Value
Enterprise Value = $8,14m + $45,36m = $53,5m

The resulting Enterprise Value of approximately $53,5m represents the present value of the
company's projected operating cash flows attributable to all providers of capital.
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Step 5. Bridge Enterprise Value to Equity Value

The DCF calculation in Step 4 produces Enterprise Value, which represents the value of the
company's operating business attributable to all providers of capital. To determine the value attributable
specifically to shareholders, Enterprise Value must be adjusted for the company's net financial position
and other relevant non-operating claims or assets.

The basic relationship is:

Equity Value = Enterprise Value + Cash — Debt + Other Adjustments

For the illustrative valuation, the relevant balances are taken from Year 0, representing the valuation
date. At the Year 0 valuation date, before discretionary capital allocation is applied, the integrated model
reports Cash of $4,21m and Total Debt of $2,68m.

Value, $m
Enterprise Value 53,50
Add: Cash 421
Less: Debt -2,68
Equity Value 55,03

Accordingly, the resulting Equity Value of $55,03m represents the estimated value attributable to
shareholders. In practice, the bridge may also include other material non-operating assets or debt-like
liabilities.

Step 6. Perform Reasonableness Checks

The DCF result should be assessed for economic reasonableness before it is interpreted or used for
decision-making. The objective 1s to determine whether the implied value is consistent with the
company's operating petformance, long-term assumptions, and obsetrvable valuation benchmarks.

For the illustrative valuation, the following checks atre particulatly relevant:

Terminal Value Contribution
The Present Value of Terminal Value is $45,36m, compared with total Enterprise Value of $53,5m:

Terminal Value Contribution = $45,36m + $53,5m = 84,8%

The high contribution reflects the short three-year explicit forecast and highlights the importance of
carefully assessing the terminal assumptions.

Implied EV/EBITDA Multiple
Year 3 EBITDA i1s calculated as:

Year 3 EBITDA = EBIT + Depreciation = $4,75m + $0,4 = $5,15m

The resulting Enterprise Value therefore implies:
Implied EV/EBITDA = $53,5m + $5,15m = 10, 4x

This multiple can be compared with relevant Comparable Companies or Precedent Transaction
multiples to assess whether the DCF valuation is broadly consistent with observable market evidence.

Implied terminal EV/EBITDA multiple
The Terminal Value can also be exptessed as an implied terminal EV/EBITDA multiple:
Implied Terminal EV/EBITDA = $58,59m + $5,15m = 11,4x
Although Terminal Value is calculated using the Gordon Growth Method rather than an exit multiple,

expressing the resulting value as an implied multiple provides an additional reasonableness check and
helps assess whether the terminal assumptions imply a valuation level that is economically plausible.
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Resolving the Circularity

Calculating interest using the average debt balance creates a circular relationship. Closing Debt is
required to calculate average debt and interest, while interest affects both cash taxes and the cash
ultimately available to determine Closing Debt:

Closing Debt — Average Debt —» Cash Interest - Cash Taxes —» Cash Generation —
Closing Cash Before Debt Repayment — Cash Available for Debt Repayment —
Closing Debt

This circularity can be demonstrated using Year 1.

At the beginning of Year 1, the company has $16,54m of Opening LBO Debt and $2,50m of
Opening Cash. Before considering interest and taxes, the cash potentially available for debt repayment
can be determined after preserving the required $2,50m Minimum Cash Balance:

Year 1 $m
Opening Cash 2,50
EBITDA 4,43
Less: CapEx -0,42
Less: Increase in NWC -0,13
Less: Minimum Cash Balance -2,50
Cash Available Before Interest and Taxes 3,88

The $2,50m of Opening Cash is not included in the $3,88m above, as it represents cash already
held by the company at the beginning of the year rather than cash generated during Year 1. It will be
incorporated when determining Closing Cash and the amount available for debt repayment.

Cash Interest and Cash Taxes cannot yet be determined because both ultimately depend on the
unknown Closing Debt. The model therefore resolves this circularity through iteration.

It begins with an estimate of Closing Debt, uses that estimate to calculate average debt, interest, taxes,
and cash available for debt repayment, and then recalculates Closing Debt. The resulting Closing Debt
becomes the estimate for the next iteration, while Opening Debt remains unchanged. This process
continues until the estimated and recalculated Closing Debt are effectively the same.

For illustration, the initial Closing Debt estimate 1s assumed to equal Opening Debt, implying no debt
repayment:

Initial Closing Debt Estimate = $16,54m

Opening Debt remains fixed at $16,54m throughout the Year 1 iterations. Only the estimate of
Closing Debt changes.

This estimate produces an Average Debt balance of $16,54m and Cash Interest of approximately
$1,16m:

$16,54m + $16,54m
2

Cash Interest = $16,54m X 7,0% = $1,16m

Average Debt =

= $16,54m

Using Year 1 EBIT of $4,06m, the corresponding Cash Taxes are approximately:
Cash Taxes = ($4,06m — $1,16m) x 20,0% = $0,58m

The resulting cash position before debt repayment is approximately:
Closing Cash Before Debt Repayment
=$2,50m + $4,43m — $1, 16m — $0,58m — $0,42m — $0, 13m = $4,64m

Because $2,50m must remain in the business, only the excess is available for debt repayment:
Cash Flow Available for Debt Repayment = $4,64m — $2,50m = $2,14m
The resulting Closing Debt is:
Closing Debt = $16,54m — $2,14m = $14,40m
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The Year 1 Opening Debt remains fixed at $16,54m, while the initial Closing Debt estimate of
$16,54m 1is replaced by the newly calculated amount of $14,40m. Using this revised Closing Debt
estimate, average debt, interest, taxes, and debt repayment are recalculated. The process is repeated until
the estimated and recalculated Closing Debt converge.

In each subsequent iteration, the Recalculated Closing Debt from the preceding iteration becomes the
new Closing Debt Estimate. Opening Debt remains unchanged because all iterations relate to the same
Year 1 period.

The iterative process continues as follows:

Iteration | Opening Closing Average Cash Cash Taxes | Recalculated
Debt Debt Debt Interest Closing Debt
Estimate
Initial 16,54 16,54 16,54 1,16 0,58 14,40
2 16,54 14,40 15,47 1,08 0,60 14,34
3 16,54 14,34 15,44 1,08 0,60 14,33
4 16,54 14,33 15,43 1,08 0,60 14,33

With each iteration, the difference between the estimated and recalculated Closing Debt becomes
smaller. When successive iterations produce effectively the same result, the calculation has converged.
For Year 1, the converged calculation can therefore be summarized as follows:
$16,54m + $14,33m

Average Debt = > =$15,43m

Cash Interest = $15,43m x 7,0% = $1,08m

Cash Taxes = ($4,06m — $1,08m) x 20,0% = $0,60m

The resulting Year 1 cash bridge is:

Year 1 $m
Opening Cash 2,50
EBITDA 4,43
Less: Cash Interest -1,08
Less: Cash Taxes -0,60
Less: CapEx -0,42
Less: Increase in NWC -0,13
Closing Cash Before Debt Repayment 4,71
Less: Minimum Cash Balance -2,50
Cash Available for Debt Repayment 2,21

The $2,21m available for debt repayment is first applied to the required $0,83m mandatory
repayment, with the remaining approximately $1,38m applied through the cash sweep:

Cash Sweep = $2,21m — $0,83m = $1,38m
Therefore:
Closing Debt = $16,54m — $0,83m — $1,38m = $14,33m
and:
Closing Cash = $2,50m

In Excel, this repeated recalculation can be performed automatically using iterative calculation.
When iterative calculation 1s enabled, Excel repeatedly recalculates the circular formulas, using the result
of each iteration as the input for the next. The process continues until the change between successive
calculations falls below a specified convergence threshold or the maximum number of iterations is

reached. In practice, the analyst should verify that the model converges to a stable result rather than
relying on iterative calculation without reviewing the outcome.
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Enterprise Value must then be converted into the equity value available to the sponsor. At the end of
Year 3, the debt repayment schedule developed in Step 4 results in $9,06m of Closing LBO Debt, while
the company retains its $2,50m Minimum Cash Balance. Exit Equity Value is therefore calculated as:

Exit Equity Value = Exit Enterprise Value + Cash — Closing LBO Debt
Exit Equity Value = $41,20m + $2,50m — $9,06m = $34,64m

The resulting $34,64m Exit Equity Value represents the value attributable to the sponsor at the end
of the three-year holding period. This amount provides the basis for calculating the sponsor’s investment
returns in the next step.

Step 6. Calculate Sponsor Returns

The next step is to calculate the return earned by the sponsor on the equity invested at acquisition. In
an LBO, sponsor returns are typically evaluated using two measures: Multiple of Invested Capital
(MOIC) and Internal Rate of Return (IRR).

The relevant initial investment is the Sponsor Equity determined in the Sources & Uses schedule,
rather than the Entry Equity Value of the target company. In the illustrative transaction, the sponsor
contributes $19,54m at closing, while the remaining transaction funding is provided by LBO debt and
excess target cash.

At the end of Year 3, the sponsor receives the $34,64m Exit Equity Value calculated in Step 5.
Assuming no interim distributions to the sponsor during the holding period, the investment cash flows
are therefore:

Entry Year 1 Year 2 Year 3
Sponsor Equity -19,54 - - -
Investment
Exat Equity - - - 34,64
Proceeds
Sponsor Cash -19,54 - - 34,64
Flow

Multiple of Invested Capital
MOIC measures the total value realized by the sponsor relative to the amount of equity originally
invested:
Exit Equity Proceeds

MOIC =
Sponsor Equity Invested

For the llustrative transaction:

moirc = 3484 _ 4 47
~519,54m "
A 1,77x MOIC means that each dollar of sponsor equity invested at acquisition generates
approximately $1,77 of equity value at exit.

Internal Rate of Return

While MOIC measures the multiple of capital generated, it does not consider how long the capital is
mvested. IRR incorporates the timing of the investment and therefore expresses the sponsor’s return on
an annualized basis.

With no interim sponsor distributions and a three-year holding period, IRR can be calculated as:

1
Exit Equity Proceeds )Holdiny Period

Sponsor Equity Invested

IRR=(
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Therefore:

$34,64m

1
3
— ] -1 =~ 0
$19,54m) 1~21,0%

IRR=<

The resulting sponsor returns can be summarized as follows:

Result
Sponsor Equity Invested $19,54m
Exit Equity Proceeds $34,64m
Holding Period 3 years
MOIC 1,77x
IRR 21,0%

The llustrative LBO therefore produces a 1,77x MOIC and approximately 21,0% IRR over the
three-year holding period. These returns reflect the combined effect of the company’s operating
performance, the financing structure established at acquisition, and the reduction in LBO debt during
the holding period. The relative contribution of these factors 1s considered in the interpretation of the

LBO results.

Step 7. Interpret the Results and Key Return Drivers

The final step is to interpret the LBO results and understand the factors that generate the sponsot’s
return. The 1,77x MOIC and 21,0% IRR should not be viewed in isolation; the analyst should assess
how the operating performance of the business, the financing structure, and the exit assumptions
contribute to these outcomes.

In the illustrative LBO, three factors are particularly important.

EBITDA Growth. EBITDA increases from $4,13m in Year 0 to $5,15m in Year 3. Because the
Exit EV/EBITDA multiple remains unchanged at 8,0x, this growth increases Enterprise Value from
$33,08m at entry to $41,20m at exit. The model therefore does not rely on multiple expansion to
increase the value of the business.

Deleveraging. The company’s cash generation allows LBO debt to decline from $16,54m at
acquisition to $9,06m at exit, a reduction of approximately $7,48m. As debt is repaid, a greater portion
of Enterprise Value becomes attributable to equity holders. Deleveraging therefore represents an
important source of sponsor value creation even without any change in the valuation multiple.

Financial Leverage. The sponsor contributes $19,54m of equity to fund the acquisition, with the
remaining transaction requirement financed through LBO debt and excess target cash. This allows the
sponsor to control a business with an Entry Enterprise Value of $33,08m while investing substantially
less equity capital. Leverage therefore amplifies the return generated by EBITDA growth and debt
repayment, although it also increases financial risk.

The illustrative transaction can therefore be summarized as follows:

Key Return Driver Entry Exit Change
EBITDA $4.13m $5.15m +24.6%
EV/EBITDA 8,0x 8,0x -
Enterprise Value $33,08m $41,20m +$8,12m
LBO Debt $16,54m $9,06m -$7,48m
Sponsor Equity Invested / Exit Equity Value $19,54m $34,64m +$15,10m
MOIC 1,77x
IRR 21,0%

The table also highlights an important feature of LBO returns: multiple expansion is not required

to generate an attractive equity return. In this example, the Exit Multiple 1s identical to the Entry
Multiple. Sponsor value creation is instead supported by growth in EBITDA and the conversion of
operating cash flow into debt repayment.
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