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1. Summary of Findings
[bookmark: _Int_qtsOKTuO]Manufacturer Buyout Partners acquires a service-oriented business at 7× trailing EBITDA ($42M purchase price) using maximum available leverage. Despite exiting at a compressed 6× multiple after a one-year hold, the deal delivers an IRR of 43.3% and MOIC of 1.43×. Entry D/E is 6.2×; exit D/E improves to 4.3× (note: net debt reduction from cash sweep is partially offset by PIK accrual on the sub-debt). Total interest requirement in 2025 is $4.0M ($2.8M cash, $1.2M PIK). The return clears the 20% IRR hurdle comfortably but falls short of the 2.0× MOIC benchmark typical of PE targets. The central finding: returns are almost entirely a function of revenue execution rather than financial engineering or multiple arbitrage.
Depreciation assumptions: D&A for 2025 has been corrected to $2.2M using a half-year convention on new capex ($0.2M on $2M), versus a full-year assumption previously. This flows through to slightly higher EBT ($1.4M), net income ($1.05M), and FCF ($1.2M), with minor adjustments to exit equity and returns.
2. Deal Structure and Capital Formation
EBITDA at entry is $6M: revenue of $50M at a 20% gross margin produces $10M in gross profit; SG&A of $4M yields EBITDA of $6M. The negotiated 7× entry multiple gives a purchase price of $42M. With $1M in transaction fees, total uses are $43M.
Manufacturer Buyout maximizes leverage across four tranches. The revolver is drawn to $2.0M (80% of the $2.5M commitment). The term loan is asset-based: advance rates on receivables (80%), inventory (50%), and PP&E (70%) produce a $26.0M facility. Sub-debt of $6.0M is sized at 1× EBITDA, structured as 20% PIK with balloon maturity - no cash interest. The seller note is $3.0M at zero interest with a 2-year balloon. Combined with $2.0M in seller rollover equity, total non-sponsor sources reach $39M. Sponsor equity plugs to $4.0M.
Resulting capital structure: total debt of $37.0M against total equity of $6.0M. D/E = 6.2×. Every dollar of equity supports over six dollars of debt. This is aggressive but consistent with the case instruction to use maximum leverage. The $1M in transaction fees reduces book equity to $5.0M at close, which is reflected in the balance sheet. The practical consequence is that the return profile is highly convex - small changes in EBITDA or exit multiple produce large changes in equity returns.
3. Operating Projection (2025)
Revenue grows 20% to $60M. Gross margin is held at 20% ($12M gross profit). SG&A grows 10% to $4.4M. EBITDA = $7.6M, a 26.7% increase driven by operating leverage: the gap between revenue growth (20%) and cost growth (10%) compounds at the EBITDA line.
D&A totals $2.2M: $2.0M on existing PP&E at $10M/5yr straight-line, plus $0.2M on $2M new capex ($2M ÷ 5yr, half-year convention applied since capex occurs during the year). EBIT = $5.4M.
Total interest requirement is $4.0M. Cash interest: revolver $0.2M (10% on $2M), term loan $2.6M (10% on $26M). PIK interest: sub-debt $1.2M (20% on $6M) - this accrues to the sub-debt balance rather than being paid in cash. Seller note carries 0% interest. EBT = $1.4M; taxes at 25% = $0.35M; net income = $1.05M.
Cash from operations is $3.2M after adding back D&A ($2.2M) and PIK ($1.2M) and absorbing $1.25M in working capital investment (AR +$1.75M, inventory +$1.0M, offset by CL +$1.5M). Capex of $2.0M reduces FCF to $1.2M, which is swept against the term loan.
4. Exit and Returns
Exit EBITDA of $7.6M at the 6× downside multiple produces enterprise value of $45.6M. No exit fees (friendly buyer, per case). Total debt at exit is $37M: term loan reduced to $24.8M post-sweep, sub-debt grown to $7.2M via PIK, revolver ($2.0M) and seller note ($3.0M) unchanged. Exit equity = $45.6M − $37M = $8.6M.
Against $6.0M total invested equity (sponsor $4.0M + rollover $2.0M): MOIC = 1.43×. IRR = (Exit Equity / Entry Equity) − 1 = ($8.6M / $6.0M) − 1 = 43.3% for the 1-year hold period. D/E at exit = $37.0M / $8.6M = 4.3×, reflecting EBITDA growth (which raises EV) partially offset by PIK accrual on the sub-debt.
5. Return Attribution and Sensitivity
The return decomposition reveals the tension in this deal. Holding the entry multiple at 7×, EBITDA growth alone would produce exit EV of $53.2M and equity return exceeding 170%. The one-turn compression from 7× to 6× destroys $7.6M of enterprise value - consuming the majority of operational upside at the equity level. The deal still works because 6.2× leverage amplifies a modest $2.6M absolute equity gain into a 43% percentage return.
Margin of safety is thin. At 15% revenue growth, EBITDA falls to $7.1M, exit EV to $42.6M, IRR compresses to ~−6%. At 10% growth, the deal destroys capital. The return profile is far more sensitive to revenue execution than to any structuring decision Manufacturer Buyout can make. Leverage is already maximized. Exit multiple is fixed. The only variable that moves returns is whether the business grows at 20%.
The $4.5M judgment against the seller motivated the favorable 7× entry, but it should prompt scrutiny: is the seller’s legal exposure symptomatic of broader business risk? If so, the “discount” may not be a discount at all.
Supporting Calculations
Table A. Sources & Uses ($M)
	Sources
	Amount
	
	Uses
	Amount

	Revolver (80% funded)
	$2.0
	
	Purchase Price (7× EBITDA)
	$42.0

	Term Loan (asset-based)
	$26.0
	
	Transaction Fees
	$1.0

	Sub-Debt (1× EBITDA)
	$6.0
	
	
	

	Seller Note
	$3.0
	
	
	

	Seller Rollover Equity
	$2.0
	
	
	

	Sponsor Equity (plug)
	$4.0
	
	
	

	Total Sources
	$43.0
	
	Total Uses
	$43.0



Sponsor equity = Total Uses − (Revolver + Term Loan + Sub-Debt + Seller Note + Rollover). Total Debt = $37.0M; Total Equity (pre-fees) = $6.0M; D/E = 6.2×.
Table B. Term Loan  -  Collateral Calculation ($M)
	Asset
	Book Value
	Advance Rate
	Loan Value

	Accounts Receivable
	$17.5
	80%
	$14.0

	Inventory
	$10.0
	50%
	$5.0

	PP&E
	$10.0
	70%
	$7.0

	Total Term Loan
	
	
	$26.0



PP&E treated as Fixed Assets for advance rate purposes. Asset-based lending: each tranche sized by lender advance rate applied to balance sheet collateral.
Table C. Income Statement ($M)
	Line Item
	2024
	2025
	Driver

	Revenue
	$50.0
	$60.0
	20% growth

	COGS
	($40.0)
	($48.0)
	80% of revenue

	Gross Profit
	$10.0
	$12.0
	20% margin

	SG&A
	($4.0)
	($4.4)
	10% growth

	EBITDA
	$6.0
	$7.6
	

	D&A
	($2.0)
	($2.2)
	SL 5yr; half-yr on new capex

	EBIT
	$4.0
	$5.4
	

	Cash Interest
	
	($2.8)
	Rev + TL

	PIK Interest
	
	($1.2)
	Sub-debt

	Total Interest
	
	($4.0)
	$2.8M cash + $1.2M PIK

	EBT
	
	$1.4
	

	Taxes (25%)
	
	($0.35)
	

	Net Income
	
	$1.05
	



D&A: $2.0M existing PP&E ($10M / 5yr) + $0.2M on $2M new capex (half-year convention). Cash interest: revolver 10% × $2M + term loan 10% × $26M. PIK: 20% × $6M sub-debt; non-cash. EBT = $5.4M EBIT − $4.0M total interest = $1.4M.
Table D. Balance Sheet ($M)
	Balance Sheet
	Entry 12/31/24 ($M)
	Exit 12/31/25 ($M)
	Note

	Assets
	 
	 
	 

	Cash
	$0.0
	$0.0
	Cash-free entry; FCF swept

	Accounts Receivable
	$17.5
	$19.25
	+10% growth

	Inventory
	$10.0
	$11.0
	+10% growth

	PP&E (net)
	$10.0
	$9.8
	+$2M capex, -$2.0 D&A exist., -$0.2 D&A new

	Goodwill
	$19.5
	$19.5
	Not amortized

	Total Assets
	$57.0
	$59.55
	 

	Liabilities & Equity
	 
	 
	 

	Current Liabilities
	$15.0
	$16.5
	+10% growth

	Revolver
	$2.0
	$2.0
	No amort (1yr term)

	Term Loan
	$26.0
	$24.8
	$1.2M cash sweep

	Sub-Debt (PIK)
	$6.0
	$7.2
	+$1.2M PIK accrual

	Seller Note
	$3.0
	$3.0
	0% int., balloon yr 2

	Total Debt
	$37.0
	$37.0
	 

	Total Equity (post-fees)
	$5.0
	$6.05
	Entry: $6M - $1M fees; +NI $1.05

	Total Liabilities & Equity
	$57.0
	$59.55
	



Entry: cash-free/debt-free transaction; $1M transaction fees reduce book equity to $5.0M. Goodwill = $42M purchase price − $22.5M net tangible assets ($37.5M gross assets − $15M current liabilities) = $19.5M; not amortized per case. Exit: PP&E = $10M − $2.0M D&A (existing) + $2.0M capex − $0.2M D&A (new, half-year) = $9.8M
Table E. Debt Schedule ($M)
	Tranche
	Beg Bal
	Rate
	Interest
	Amort
	End Bal

	Revolver
	$2.0
	10%
	$0.2 cash
	 - 
	$2.0

	Term Loan
	$26.0
	10%
	$2.6 cash
	($1.2) sweep
	$24.8

	Sub-Debt (PIK)
	$6.0
	20% PIK
	$1.2 PIK
	 - 
	$7.2

	Seller Note
	$3.0
	0%
	 - 
	 - 
	$3.0

	Total (pre-sweep)
	$37.0
	
	$4.0
	
	$37.0

	Cash Sweep → TL
	
	
	
	($1.2)
	

	Total (post-sweep)
	
	
	
	
	$37.0



Sub-debt end balance = $6.0M + $1.2M PIK = $7.2M. Term loan post-sweep = $26.0M − $1.2M = $24.8M. Total exit debt = $2.0 + $24.8 + $7.2 + $3.0 = $37.0M.
Table F. Cash Flow Statement  -  2025 ($M)
	Line Item
	Amount
	Note

	Net Income
	$1.05
	From IS

	+ D&A
	$2.2
	Non-cash

	+ PIK Interest
	$1.2
	Non-cash

	Δ Accounts Receivable
	($1.75)
	$17.5 × 10%

	Δ Inventory
	($1.0)
	$10 × 10%

	Δ Current Liabilities
	$1.5
	$15 × 10%

	Cash from Operations
	$3.2
	

	− Capex
	($2.0)
	Annual

	Free Cash Flow
	$1.2
	Swept to TL



Working capital changes driven by 10% growth assumption on AR, Inventory, and Current Liabilities. PIK interest added back as non-cash charge. FCF fully swept to term loan; cash balance remains $0 post-sweep.
Table G. Exit and Returns Summary
	Metric
	Value

	EBITDA at Exit
	$7.6M

	Exit Multiple
	6.0×

	Enterprise Value at Exit
	$45.6M

	Total Debt at Exit
	$37.0M

	Equity Value at Exit
	$8.6M

	Equity Invested
	$6.0M

	MOIC
	1.43×

	IRR (1-Year Hold)
	43.3%

	D/E at Entry
	6.2×

	D/E at Exit
	4.3×



IRR calculation (1-year hold): IRR = (Exit Equity / Entry Equity) − 1 = ($8.6M / $6.0M) − 1 = 43.3%. MOIC = $8.6M / $6.0M = 1.43×. D/E at exit = Total Debt / Exit Equity = $37.0M / $8.6M = 4.3×.
Table H. Revenue Growth Sensitivity
	Revenue Growth
	EBITDA (2025)
	Exit EV (6×)
	Exit Equity
	MOIC
	IRR

	10%
	$6.6
	$39.6
	$2.6
	0.43×
	−56.7%

	15%
	$7.1
	$42.6
	$5.6
	0.93×
	−6.7%

	20% (base)
	$7.6
	$45.6
	$8.6
	1.43×
	43.3%

	25%
	$8.1
	$48.6
	$11.6
	1.93×
	93.3%

	30%
	$8.6
	$51.6
	$14.6
	2.43×
	143.3%



Sensitivity assumes SG&A grows 10% in all scenarios; D&A held at $2.2M; exit debt held constant at $37.0M. Exit equity = EV − Debt. Demonstrates high convexity of equity returns to revenue growth assumptions.
Key Assumptions
Cash-free / debt-free transaction structure: no legacy cash or debt carried onto the acquisition balance sheet. Entry cash balance = $0.
Transaction fees: $1.0M expensed at close, reducing book equity from $6.0M (sources) to $5.0M (balance sheet).
PP&E = Fixed Assets: the case term loan advance rate on 'Fixed Assets' is applied to PP&E ($10M) on the balance sheet.
New capex D&A (half-year convention): $2M annual capex assumed to occur evenly throughout the year; half-year convention applied, yielding $0.2M D&A in 2025 on new capex ($2M ÷ 5yr × 0.5).
Seller Note treated as Debt; Seller Rollover treated as Equity: Seller Note ($3M, 0% interest, 2yr balloon) is included in total debt for D/E calculations. Seller Rollover Equity ($2M) is included in total equity alongside sponsor equity.
Sub-debt PIK: 20% PIK interest accrues to the sub-debt principal balance ($6.0M → $7.2M); no cash service required in year 1.
Cash sweep: excess FCF applied to the term loan (most senior amortizing tranche). Sub-debt PIK accrual and seller note are not affected by the cash sweep.
Goodwill: equals purchase price ($42M) minus net tangible assets at entry ($22.5M) = $19.5M. Not amortized per case instruction.
Exit fees: none assumed (friendly buyer per case instruction).
IRR formula: for a 1-year hold period, IRR = (Exit Equity / Entry Equity) − 1. This is mathematically equivalent to standard IRR for a single-period investment. Entry Equity = $6.0M (sponsor + rollover); Exit Equity = Enterprise Value − Total Debt = $45.6M − $37.0M = $8.6M.
Eshan Mukherjee | 
