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Paper LBO Modeling Test (NO EXCEL OR CALCULATORS) – 30 Minutes 

Valen Capital is considering a leveraged buyout of Ravello Refineries, a leading producer of oil 

and industrial chemicals. 

The company is planning to increase its CapEx significantly over the next several years to 

support higher growth, even if its margins fall. 

Valen plans to purchase the company for 10x LTM EBITDA, and it will use a Term Loan for 4x 

EBITDA and Senior Notes for 2x EBITDA, with Investor Equity funding the remainder. 

The Term Loan interest rate is 5%, and 2% of the initial principal must be repaid each year. 

Additionally, 100% of the company’s Free Cash Flow will be used to make optional repayments 

of the Term Loan. 

The Senior Note interest rate is 10%, and no principal repayments are allowed. 

Ravello’s LTM EBITDA is $250 million, and it spends 60% of its Revenue on COGS and 15% on 

SG&A. D&A is not included in these COGS and SG&A figures and is a separate expense. 

The company expects to grow its Revenue at 5.0%, 7.5%, 10.0%, 10.0%, and 10.0% over the 

next 5 years, and SG&A as a % of Revenue will increase by 1% per year. 

Ravello also plans to spend 8% of its Revenue on Capital Expenditures (CapEx) and 4% on the 

Purchases of Intangible Assets. The Change in Working Capital will be a source of funds at 2% of 

Revenue per year. 

The company expects Depreciation & Amortization to represent 5% of its annual Revenue, and 

its effective tax rate is 20%. 

Valen Capital expects that it will be able to sell Ravello for 12x EBITDA at the end of the 5-year 

holding period because of the higher growth rate. 

If Valen Capital is targeting a 20% IRR over 5 years, would you recommend this deal? Estimate 

the money-on-money multiple and IRR and show the FCF and Debt paydown calculations to 

support your answer. 

You MAY not use Excel or a calculator for this exercise. Complete all the calculations using 

pencil and paper and round the numbers to simplify the calculations. 

file:///D:/Dropbox%20(BIWS)/BIWS-All-Courses/10-Fundamentals-2021-Revision/12-LBO-Concepts-Simple-Models/12-06-30-Minute-Paper-LBO-Case-Part-1/%09https:/breakingintowallstreet.com

