Private Equity Exam Outline
Section I – LBO
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Section II – VC Start-up 
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Section III – PRIVATE CREDIT – DEBT CAPACITY
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Sources:

Years

(Maturity)

Debt

 Capacity 

(EBITDA x)

Amount

$

% Capital

Interest / 

Expected 

Return

Interest /

Exp. Return 

(After Tax)

WACC

 (After Tax)

EBITDA 

Multiple

(x)

Bank Loan 7 3.0x 60,000,000         43.5% 6.126% 4.778% 2.08% 3.0x

Mezzanine Note 10 40,000,000         29.0% 8.000% 6.240% 1.81% 2.0x

  Total Debt 5.0x 100,000,000       72.5% 3.89% 5.0x

Equity 38,000,000         27.5% 20.00% 20.00% 5.51% 1.9x

  Total Sources 6.6x 138,000,000       100.0% 9.39% 6.9x

Uses:

Based 

Zero Year's

EBITDA

Multiple

Amount

($)

 % of 

Total

 Uses

Purchase Price (EV - including Debt) 6.0x 120,000,000       87.0% Tax Rate= 22.00%

Property Renovation 15,000,000         10.9%

Transaction Fees & Expenses (based on Total Debt) 3.0% 3,000,000           2.2%

ZERO YEAR'S EBITDA=

20,000,000      

  Total Uses 6.9x 138,000,000       100.0%
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DEBT ASSUMPTIONS & RETURN ANALYSIS

Bank Loan Debt IRR Terms 1 2 3 4 5 6 7

Amount Outstanding (End of Year) 60,000,000         57,000,000       53,000,000    48,000,000       43,000,000       37,000,000       30,000,000       -                       

Schedule Principal Payments 7 years 3,000,000         4,000,000      5,000,000         5,000,000         6,000,000         7,000,000         30,000,000           

Interest Payment (Calc based on last Year's Outstanding) 6.13% 3,000,000         3,135,000      3,180,000         3,360,000         3,010,000         2,590,000         2,100,000             

  Total Financing Payment for Bank Loan 6.126% (60,000,000)        6,000,000         7,135,000      8,180,000         8,360,000         9,010,000         9,590,000         32,100,000           

   LIBOR Rate Increase Assumptions 0.00% 0.50% 0.50% 1.00% 0.00% 0.00% 0.00%

  LIBOR RATE  1.00% 1.00% 1.50% 2.00% 3.00% 3.00% 3.00% 3.00%

   Spread Price 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%

Interest Rate (LIBOR + Spread) 5.00% 5.50% 6.00% 7.00% 7.00% 7.00% 7.00%

Mezzanine Note

Amount Outstanding 40,000,000         40,000,000       40,000,000    40,000,000       40,000,000       40,000,000       40,000,000       40,000,000           

Schedule Principal Payments 10 Years -                   -                -                   -                   -                   -                  -                       

Interest Payment (Calc based on last Year's Outstanding) 8.00% 3,200,000         3,200,000      3,200,000         3,200,000         3,200,000         3,200,000         3,200,000             

  Total Financing Payment for Mezzanine Note 8.000% (40,000,000)        3,200,000         3,200,000      3,200,000         3,200,000         3,200,000         3,200,000         3,200,000             

Total Debt Financing (Principal + Interest Payments) 9,200,000         10,335,000    11,380,000       11,560,000       12,210,000       12,790,000       35,300,000           

Total Debt Outstanding 100,000,000       97,000,000       93,000,000    88,000,000       83,000,000       77,000,000       70,000,000       40,000,000           
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EQUITY VALUATION & RETURN ANALYSIS

Entry Year Year 1 Year 2 Year 3 Year 4 Year 5 Exit Year

Terminal Value (EV at Exit Year) 0 1 2 3 4 5 6

  EV using EBITDA Multiple Method (initial purch. multiple) Growth 6.9x EBITDA x EBITDA Multiple = 184,933,198    

  EV using Perpetuity Method  (using WACC + growth) 0.00% 9.39% Next Year's CFBF / (WACC - Growth Rate) = 213,687,873    

Average Terminal Value Average Terminal Value = 199,310,535    

Debt Outstanding 70,000,000      

Equity Value (Terminal Value  - Debt) 129,310,535    

Equity Cash Flows (38,000,000)        5,871,486         5,485,346      5,226,649         5,872,267         6,089,166         135,824,231    

PV Table (Expected Equity Rate) Using Discount Rate= 20.00% 4,893,027         3,809,458      3,024,908         2,832,202         2,447,405         45,494,084      

Sum of PV (Value of the Equity) PV = 62,501,084        

Initial Investment (38,000,000)       

Net Present Value (NPV) NPV= 24,501,084        

Equity Return  IRR = 32.72%
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INCOME METHOD (DCF)

DEVELOPMENT STAGE COMMERCIALIZATION

2024 2025 2026 2027 2028 2029 2030 2031 2032 2032

Revenues 133,812    276,545    312,228    330,070     330,070     285,466      

EBITDA 46,834      96,791      109,280    115,524     115,524     99,913         

Less Working Capital (1,338)       (2,765)       (3,122)       (3,301)        (3,301)        (2,855)          

Less Development Cost (3,000)      (3,000)   (6,000)         (20,000)   -             -             -             -              -              -                

Financiang -             -             -             -              -              -                

  Cash Flow 35%

53,825      

(3,000)      (3,000)   (6,000)         (20,000)   45,496      94,025      106,158    112,224     112,224     97,058         

Dev Cost (32,000)  
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OPTION PRICING METHOD (OPM)

Cost of Drug Development 

(K)

€ 32,000

Value of Drug -commerecialized 

(St)

53,825                

Patent Technology Expiration 

(t)

 years 10

Variance 

(σ^2)

28.09%

Volatility 

(σ)

53.00%

Risk Free Rate

 (r)

=

4.0%

Cost of Delay 

(δ)

20.0%

Options Pricing Black Scholes Methodology Steps

Ln ( S / X) 0.52000

[(i - 

δ + (

σ^2)/2)]t

-0.19555

σ.(

√t )

1.67598

Deviation (d1) 0.19359

Deviation (d2) -1.48239

Normal Distribution N (d1) Probability 0.57675

Normal Distribution N (d2) 0.06912

e^-rt 0.67032

Valuation using Option Pricing - Call 29,561             
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Debt Capacity based on Debt Coverage Ratio (DCR)

Dec-23 Dec-24 Dec-25 Dec-26 Dec-27 Dec-28 Dec-29 Dec-30

Total Revenue 2,049,897     1,321,912      1,227,795   1,630,750   1,687,919   1,764,470    1,847,669     1,939,339    

Total Cost of Revenue (969,601)       (646,243)        (600,232)     (978,450)     (843,960)     (862,596)      (903,270)       (948,084)      

Total Operating Expenses (256,157)       (165,187)        (153,426)     (282,246)     (219,430)     (211,736)      (221,720)       (232,721)      

EBITDA

824,139        510,482         474,137       370,054       624,530       690,137        722,679        758,534        

Less Capex

(266,487)       (79,315)          (73,668)        (130,460)     (202,550)     (229,381)      (240,197)       (252,114)      

Less Working Capital

1,151             (11,123)          (1,682)          17,728         (8,413)          277                1,487             1,557             

Less Cash Taxes (71,943)         20,995            35,686         87,098         (4,135)          (29,181)        (56,561)         (76,435)         

Cash Flow Available for Debt Service (Unlevered) 486,860        441,040         434,473       344,421       409,432       431,852        427,408        431,542        

EBITDA Multiple

Terminal Value (Enteprise Value based on EBITDA Multiple) 8.9x 5,531,723  

Cash Flows Available for Debt Service including Terminal Value 486,860        441,040         434,473       344,421       5,941,155  

WACD

Present Value of Cash Flows Uisng the Loan Rate 10.01% 442,552        364,417         326,320       235,142       3,686,995  

Total Present Value of Cash Flows to support Debt Service 5,055,427    

Cushion %

Adjusting for cushion 20.00% (1,011,085)   PV= FV (1+i)^t

Maximum Debt based on DCR  4,044,342    

Current Initial Debt Proposal 3,800,000    

 Max/Proposed 1.06x

PROJECTED


