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Copyright and Usage 

Copyright © 2024 by IB Interview Questions. All rights reserved. 

This material is provided free of charge for individual educational and interview 
preparation purposes only. Commercial use, reproduction for profit, redistribution for 
commercial gain, or incorporation into paid services or products is strictly prohibited. 
Students and professionals are encouraged to share this document for educational 
purposes while respecting these usage terms. 

About This Document 

This comprehensive guide contains 350+ technical and behavioral interview questions 
specifically designed for investment banking and private equity roles. All questions and 
explanations have been developed through extensive research, real interview 
experiences, and industry expertise to provide students and professionals with practical 
preparation resources for finance career opportunities. 

About IB Interview Questions App 

This document is published by IB Interview Questions (IB IQ), a mobile application 
designed to help finance students excel in their interviews through interactive practice, 
detailed explanations, and comprehensive question banks covering all major investment 
banking topics. The app includes brainteasers, progress tracking, and regularly updated 
content, allowing students to prepare anytime, anywhere directly from their phone - 
whether commuting, between classes, or during study breaks. 

Download the App! 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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IB and PE Interviews 
Understanding the IB and PE Interview Process 

The Stakes and the Opportunity: Investment banking and private equity interviews 
represent some of the most competitive and rigorous selection processes in the finance 
industry, even for junior positions such as summer internships. These roles offer 
unparalleled learning opportunities, substantial financial rewards, and direct access to 
high-stakes transactions that shape the global economy. However, the interview process 
is designed to identify candidates who can thrive under pressure, demonstrate technical 
mastery, and exhibit the professional maturity required for client-facing roles. 

The Interview Landscape 

Multiple Rounds and Varying Complexity: Investment banking and private equity 
interview processes can range from 2-3 rounds to as many as 10+ rounds, depending on 
the firm size, role level, and market conditions. The typical structure includes: 

• Initial Screening: Phone or video calls focusing on background, motivation, and
basic technical knowledge

• First Rounds: In-person or virtual interviews combining behavioral questions
with intermediate technical problems

• Superday/Final Round: Extended interview sessions with multiple team
members, including senior bankers, covering advanced technical concepts and case
studies

Ongoing Culture and Fit Evaluation: Throughout all interview rounds, firms 
continuously assess culture fit, personality alignment, and team compatibility through 
both formal questions and informal interactions. This isn't a separate interview but rather 
an integral part of every conversation you'll have. 

Interview Participants: You'll typically meet with analysts, associates, vice presidents, 
and managing directors. Each level brings different perspectives and evaluation criteria, 
from technical precision (junior bankers) to strategic thinking and client management 
potential (senior bankers). 

What Firms Are Really Looking For 

Role and Position Variations: Evaluation criteria vary significantly depending on the 
specific position, seniority level, and functional area within investment banking or 
private equity. Summer interns face different expectations than experienced associates, 
and coverage groups may emphasize different skills than product teams. 

Technical Mastery: Regardless of the specific role, candidates must demonstrate solid 
foundational knowledge across core finance disciplines, including understanding how 
transactions flow through financial statements, comfort with valuation methodologies 
like DCF analysis and comparable company analysis, market awareness of recent deals 
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and industry dynamics, and overall analytical sharpness and logical thinking capabilities 
that extend beyond pure quantitative skills. 

Behavioral Excellence and Fit: Technical skills get you in the door, but behavioral 
competencies and cultural fit ultimately determine your success. Candidates who reach 
final rounds typically make few or no mistakes on technical questions – technical 
mastery is the baseline expectation. The real differentiation happens through 
demonstrating the perfect "fit" for the team and organization. 

Firms Seek Candidates Who: exhibit resilience and work ethic, clear communication 
skills when explaining complex concepts, proven team collaboration abilities, client-
ready professional presence, and genuine passion for finance and deals. However, beyond 
professional excellence, people ultimately want to hire someone they genuinely want to 
work with during long hours and high-pressure situations. Your personality, humor, and 
interpersonal chemistry often matter as much as your technical capabilities. 

Cultural Alignment: Each firm has its own culture, values, and working style. 
Successful candidates research thoroughly and articulate why they're drawn to that 
specific organization beyond generic factors like prestige or compensation. 

Strategic Interview Preparation 

Technical Foundation Building: Begin with core concepts and progressively tackle 
more complex problems. Focus on understanding the "why" behind financial principles 
rather than memorizing formulas. 

• Daily Practice: Dedicate time each day to reviewing technical concepts and
solving practice problems

• Concept Integration: Connect accounting, valuation, and M&A concepts to see
how they interrelate

• Current Events: Stay updated on market developments and recent transactions in
your target sectors

• Mock Interviews: Practice explaining technical concepts clearly and concisely

Behavioral Story Development: Craft compelling narratives that demonstrate your key 
qualities through specific examples. 

• STAR Method: Structure responses using Situation, Task, Action, and Result
frameworks

• Diverse Examples: Prepare stories covering leadership, teamwork, overcoming
challenges, and demonstrating initiative

• Quantifiable Impact: Include metrics and outcomes wherever possible to
substantiate your claims

• Authentic Voice: Ensure your stories reflect genuine experiences and personal
growth

Firm-Specific Research: Tailor your preparation to each target firm's unique 
characteristics. 
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• Recent Deals: Study transactions the firm has advised on in the past 12-18 months
• Team Structure: Understand the specific group or team you're applying to join
• Market Position: Know how the firm differentiates itself from competitors
• Cultural Values: Research the firm's stated values and how they manifest in day-

to-day operations

Industry and Sector Specialization: While this document covers essential foundational 
knowledge applicable across all investment banking and private equity roles, remember 
that each industry sector has specific nuances and technical requirements.  

Financial institutions coverage requires understanding of regulatory capital and bank-
specific metrics. Real estate groups focus heavily on property valuation methodologies 
and REIT structures. Technology, Media, and Telecommunications (TMT) teams 
emphasize growth metrics and sector-specific multiples.  

Research your target sector's key characteristics and recent market developments. 
Additionally, each specific interview and position will require tailored preparation 
beyond these fundamental concepts, including role-specific technical knowledge and 
firm-specific deal experience. 

Maximizing This Preparation Guide 

Structured Learning Path: This document contains over 350 carefully curated questions 
across technical and behavioral categories. Approach them systematically: 

• Start with Fundamentals: Master accounting and basic valuation before
progressing to complex M&A scenarios

• Progress Gradually: Work through Easy questions before attempting Medium and
Hard levels

• Review Regularly: Revisit challenging concepts until they become second nature
• Time Yourself: Practice answering questions within realistic interview timeframes

Active Learning Techniques: Simply reading through questions isn't sufficient – engage 
actively with the material. 

• Explain Aloud: Verbalize your answers as if speaking to an interviewer
• Write Out Solutions: For technical questions, work through calculations step-by-

step
• Create Connections: Link concepts across different sections to build

comprehensive understanding
• Identify Weaknesses: Focus additional study time on areas where you struggle

Supplementary Resources: While this guide provides comprehensive coverage, consider 
complementing your preparation with additional tools and resources. 

• Interactive Practice: For dynamic learning and immediate feedback, the IB
Interview Questions app offers mobile-friendly practice sessions that allow you
to prepare during commutes, between classes, or whenever you have spare
moments

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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• Industry Publications: Stay current with financial news through sources like
WSJ, FT, and Bloomberg

• Networking Events: Attend finance club meetings, alumni events, and industry
conferences

• Peer Study Groups: Collaborate with other candidates to practice interview
scenarios

Conclusion 

Investment banking and private equity interviews are challenging but manageable with 
proper preparation and strategic approach. This guide provides the foundation you need 
to succeed, but remember that interview skills develop through practice and repetition. 
Use these questions to build confidence, identify areas for improvement, and develop the 
expertise that will set you apart from other candidates. 

The path to securing your target role requires dedication, persistence, and smart 
preparation. By mastering the technical concepts and behavioral frameworks in this 
guide, you'll be well-positioned to demonstrate the competencies that top-tier firms value 
most. Your success depends not just on knowing the right answers, but on developing 
the analytical thinking and communication skills that will serve you throughout your 
finance career. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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About IB Interview Questions App 

Master Investment Banking Interviews Anytime, 
Anywhere 

The IB Interview Questions app brings comprehensive 
interview preparation directly to your mobile device, 
allowing you to practice and perfect your skills whether 
you're commuting to class, taking a study break, or 
traveling between interviews. 

Key Features: 

• 350+ Expert-Crafted Questions covering technical
concepts, M&A, private equity, and behavioral scenarios
with detailed explanations
• Fit Interview Preparation with insider tips, sample
questions, and strategic advice for presenting your best
professional self
• Challenging Brainteasers to sharpen analytical
thinking skills essential for banking interviews
• Finance Reading List featuring industry-recommended
books curated by finance professionals
• Progress Tracking to monitor your improvement across
different question categories

Why Choose IB IQ? 

• Mobile-First Design: Study during commutes, between classes, or whenever you
have spare moments. Your interview prep is no longer confined to a desk.

• Industry-Expert Content: All questions and explanations are developed by
finance professionals with real banking experience.

• Regular Updates: Stay current with evolving interview trends and new question
types as they emerge in the market.

• Perfect for: Finance students preparing for IB/PE interviews, professionals
brushing up on skills, and anyone serious about breaking into investment banking.

Ready to ace your interviews? Download IB IQ: 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Intro to Technical Questions 

Purpose and Application 

• Foundation of Interview Success: Technical questions form the backbone of
investment banking and private equity interviews, testing your understanding of
accounting principles, valuation methodologies, financial modeling, and
transaction mechanics. Mastery of these concepts is the baseline expectation that
allows you to progress to behavioral and fit discussions.

• Cross-Functional Relevance: While you may be targeting a specific role or
sector, whether M&A advisory, private equity, or industry coverage groups, all
technical questions in this document provide valuable training for any finance
interview. The Accounting and Valuation sections are essential for every candidate
regardless of focus area. M&A concepts are crucial even for PE interviews, as
private equity professionals must understand transaction mechanics. Similarly,
LBO knowledge benefits M&A candidates when advising on buyout transactions.
These fundamental concepts represent core competencies that every finance
professional should master.

Question Structure and Approach 

• Difficulty Progression: Questions are organized into Easy, Medium, and Hard
levels across four categories: Accounting, Valuation, M&A, and Private Equity &
LBOs. Start with Easy questions to ensure solid foundations before progressing to
more complex scenarios.

• Active Practice: Work through calculations, explain your reasoning aloud, and
focus on understanding the logic behind financial concepts rather than memorizing
formulas. In interviews, demonstrating clear thought processes matters as much as
reaching correct answers.

• Continuous Review: Technical mastery requires repetition. Regularly revisit
challenging questions until key concepts become automatic recall.

For interactive practice with immediate feedback, the IB Interview Questions app 
complements this comprehensive question coverage with mobile-friendly sessions 
perfect for on-the-go preparation. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Accounting – Easy 

Question 1: Can you explain what EBITDA represents? 

EBITDA is an acronym for Earnings Before Interest, Taxes, Depreciation, and 
Amortization. 

This financial metric is a useful indicator of a company's operational profitability, 
essentially showing how much cash is generated through business operations that can be 
used to cover expenses like interest, capital expenditures, and so on. 

The formula for calculating EBITDA is: 

𝑬𝑩𝑰𝑻𝑫𝑨 = 𝑶𝒑𝒆𝒓𝒂𝒕𝒊𝒏𝒈	𝑰𝒏𝒄𝒐𝒎𝒆	(𝑬𝑩𝑰𝑻) + 𝑫&𝑨 

Additionally, EBITDA is frequently utilized in evaluating companies through the 
EV/EBITDA ratio, which is common in comparing companies and in precedent 
transaction analyses. 

Question 2: Can you provide a detailed explanation of a cash flow 
statement? 

The cash flow statement is a financial report that tracks the movement of cash within a 
company over a specific period.  

It is divided into three main sections: operating activities, investing activities, and 
financing activities.  

The cash flow from operating activities is derived from the company's net income, 
adjusted for non-cash items from the income statement, which includes depreciation and 
amortization, deferred taxes, and other non-cash expenses, along with the changes in 
working capital.  

The cash flow from investing activities reflects the cash spent or received from various 
investments, encompassing capital expenditures, acquisitions and divestitures, and 
transactions involving securities.  

Finally, the cash flow from financing activities involves the movement of cash resulting 
from transactions in debt, equity, and distributions, which primarily includes debt 
payments or issuances, equity financing, share buybacks, and dividend payments.  

The total of these three sections gives the net cash flow for the period covered by the 
statement. 

Question 3: How is net working capital defined and what does it signify? 

Net working capital is determined by subtracting current liabilities from current assets. 

𝑵𝒆𝒕	𝑾𝒐𝒓𝒌𝒊𝒏𝒈	𝑪𝒂𝒑𝒊𝒕𝒂𝒍 = 𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑨𝒔𝒔𝒆𝒕𝒔 − 𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔 
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This metric is essential in evaluating a company's short-term financial health, 
particularly its ability to settle short-term obligations using its short-term assets.  

Current assets typically include items like inventory, accounts receivable, and prepaid 
expenses, while current liabilities comprise accounts payable, accrued expenses, and 
other similar obligations.  

An increase in net working capital indicates that more cash is being utilized in day-to-
day operations, often due to an increase in inventory or accounts receivable.  

Conversely, a decrease suggests less cash is tied up, which might be due to factors like 
reducing inventory or extending the time to pay suppliers.  

A positive net working capital indicates the company's capability to cover its short-term 
liabilities, whereas a negative value might signal potential financial distress, potentially 
leading to bankruptcy if the company is unable to secure additional financing or dip into 
cash reserves. 

Question 4: How does an increase in net working capital affect free cash 
flow? 

An increase in net working capital leads to a decrease in free cash flow. 

This is because net working capital is fundamentally the cash tied up in the business's 
day-to-day operations.  

When there's an increase in net working capital, it implies that more cash is being 
utilized, typically in the form of assets like inventory or accounts receivable.  

Remember, an increase in assets signifies cash outflow (use of cash), while an increase 
in liabilities indicates cash inflow (source of cash).  

Therefore, when calculating free cash flow, any increase in net working capital is 
subtracted, signifying that more cash is tied up in operations and less is available as free 
cash flow. 

Question 5: Can you explain the structure of an income statement in 
detail? 

An income statement begins with the total sales or revenue of a company, eventually 
leading to the net income figure.  

Initially, the cost of goods sold, which are the expenses directly tied to the production of 
goods or services, is subtracted from revenue to calculate gross profit.  

Subsequently, operating expenses, including key items like sales, general and 
administrative expenses, along with marketing and advertising costs, are deducted from 
the gross profit.  
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This calculation results in EBITDA (Earnings Before Interest, Taxes, Depreciation, and 
Amortization).  

Depreciation, the cost linked to tangible assets' wear and tear, and amortization, 
associated with intangible assets, are then deducted from EBITDA, yielding EBIT 
(Earnings Before Interest and Taxes).  

Following this, interest expenses are subtracted from EBIT to arrive at EBT (Earnings 
Before Taxes), which is then taxed to determine the net income.  

Additionally, after calculating net income, sections for equity distributions, like 
noncontrolling interest expenses and dividends, as well as non-recurring or extraordinary 
items, are considered.  

Finally, earnings per share is computed by dividing the net income by the number of 
outstanding shares. 

Question 6: What constitutes cash flow from operations? 

Cash flow from operations is calculated by starting 
with the net income and then adjusting for various 
non-cash items and changes in working capital.  

These adjustments include adding back depreciation 
and amortization (D&A), deferred taxes, other non-
cash expenses, and accounting for the changes in 
working capital components such as accounts 
receivable, inventory, and accounts payable. 

Question 7: How does net income differ from cash flow? 

Net income is a measure of a company's profitability, including both cash and non-cash 
components, while cash flow specifically tracks the actual cash movements within the 
business.  

Net income includes items like depreciation, which don't affect cash, whereas cash flow 
focuses solely on the inflows and outflows of cash from operations, investing, and 
financing activities. 

Question 8: Why might an investor prioritize cash flow over net income 
when assessing a company? 

Investors often prioritize cash flow over net income because cash flow provides a more 
accurate picture of the actual cash generated or spent by the company, reflecting its true 
financial health.  

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Net income, although indicative of profitability, may include non-cash items, making it 
less reliable for understanding how much cash is truly available for purposes like 
dividends, reinvestment, or debt repayment.  

The adage 'Cash is king' is particularly relevant here, as investors are primarily interested 
in the returns they can receive in cash. 

Question 9: What is the difference between maintenance CAPEX and 
growth CAPEX? 

Maintenance CAPEX refers to the capital expenditure incurred to maintain or extend the 
life of existing assets, ensuring ongoing operations.  

On the other hand, growth CAPEX is the capital expenditure aimed at acquiring new 
assets or expanding existing ones to increase the company's capacity or market presence, 
thereby contributing to its growth. 

Question 10: Could you detail the components of a balance sheet? 

A balance sheet is a financial statement that provides a snapshot of a company's assets, 
liabilities, and shareholder's equity at a specific point in time.  

Assets, which are resources with economic value, are categorized into current and non-
current.  

Current assets, like cash, accounts receivable, and inventories, are expected to bring 
economic benefit within a year.  

Non-current assets include long-term investments such as property, plant, and equipment 
(PP&E), goodwill, intangible assets, and securities.  

Liabilities, representing debts or obligations, are similarly divided into current and non-
current.  

Current liabilities, due within a year, include accounts payable, accrued expenses, and 
short-term debts, while long-term liabilities encompass debts like long-term loans and 
deferred tax liabilities.  

Shareholder's equity comprises retained earnings, share capital, and less Treasury shares. 

The balance sheet has to 'balance', it follows the fundamental equation:  

𝑻𝒐𝒕𝒂𝒍	𝑨𝒔𝒔𝒆𝒕𝒔 = 𝑻𝒐𝒕𝒂𝒍	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔 + 𝑺𝒉𝒂𝒓𝒆𝒉𝒐𝒍𝒅𝒆𝒓!𝒔	𝑬𝒒𝒖𝒊𝒕𝒚 

Question 11: How are the three financial statements interconnected? 

The three financial statements are intricately linked. 
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The net income from the income statement is transferred to the top of the cash flow 
statement and also affects the shareholder's equity section of the balance sheet.  

Every item in the cash flow statement influences a corresponding item in the balance 
sheet, be it an asset, liability, or equity.  

The total cash at the end of the cash flow statement alters the cash balance on the balance 
sheet.  

Depreciation, calculated separately, affects the income statement, cash flow statement, 
and the PP&E on the balance sheet.  

Variations in working capital items impact both the cash flow statement and their 
respective items on the balance sheet.  

Interest income and expense, calculated in the debt schedule, affect the income statement. 

Debt issuances or repayments reflected in the financing section of the cash flow 
statement are mirrored in the debt balances on the balance sheet. 

Question 12: What is the purpose of working capital in a company? 

Working capital, calculated as current assets minus current liabilities, serves as a key 
indicator of a company's short-term financial health and operational efficiency.  

It represents the liquidity available to a business for its day-to-day operations. 

A positive working capital indicates that the company has sufficient short-term assets to 
cover its short-term liabilities, ensuring smooth operation and financial stability.  

Conversely, negative working capital might signal potential liquidity issues. 

Question 13: Could you explain the three financial statements? 

The three financial statements are the Income Statement, Balance Sheet, and Cash Flow 
Statement.  

The Income Statement details a company's revenue and expenses, culminating in Net 
Income, the bottom line of the statement.  

The Balance Sheet presents the company's Assets, such as Cash, Inventory, and Property, 
Plant & Equipment, alongside its Liabilities, including Debt and Accounts Payable, and 
its Shareholders' Equity.  

It's based on the fundamental equation where Assets equal Liabilities plus Shareholders' 
Equity.  

The Cash Flow Statement starts with Net Income and adjusts for non-cash expenses and 
changes in working capital.  
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It also accounts for cash flow from investing and financing activities, ending with the 
net change in cash during the period. 

Question 14: What are some prominent items on the Income Statement, 
Balance Sheet, and Cash Flow Statement? 

On the Income Statement, important items include Revenue, Cost of Goods Sold, SG&A 
(Sales, General & Administration Expenses), Operating Income, Income Before Taxes, 
and Net Income.  

In the Balance Sheet, key elements are Cash, Accounts Receivable, Inventory, Property, 
Plant & Equipment (PP&E), Accounts Payable, Liabilities, Debt, and Shareholders' 
Equity.  

The Cash Flow Statement primarily includes Net Income, Depreciation & Amortization, 
Stock-Based Compensation, Adjustments for Working Capital Changes, Cash Flow From 
Operations, Capital Expenditures, Cash Flow From Investing, Securities Transactions, 
Payouts of Dividends, and Financing Activity Cash Flows. 

Question 15: Where on the Income Statement does amortization typically 
appear? 

Amortization is usually listed as an operating expense. 

However, it can also be included in the cost of goods sold or shown as a separate line 
item near operating income, depending on the company's accounting practices. 

Question 16: Why does a change in Inventory not impact the Income 
Statement? 

Changes in Inventory levels do not immediately affect the Income Statement because 
Inventory is recorded as an expense only when the associated goods are sold. 

Question 17: What is the formula for working capital and how is it applied 
in financial analysis? 

The formula for working capital is: 

𝑾𝒐𝒓𝒌𝒊𝒏𝒈	𝑪𝒂𝒑𝒊𝒕𝒂𝒍 = 𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑨𝒔𝒔𝒆𝒕𝒔 − 𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔 

It's used to assess a company's ability to cover its short-term obligations with its short-
term assets. 

Question 18: Can you explain the primary components of Shareholders' 
Equity? 

Shareholders' Equity is composed of several key elements. 



Technical Questions: Accounting 
 

 19 

Common Stock represents the par value of the company's issued stock.  
 
Retained Earnings reflect the accumulated net income that the company has retained 
rather than distributed as dividends.  
 
Additional Paid-In Capital accounts for the total value of stock-based compensation and 
the excess amount over par value garnered from equity offerings like IPOs.  
 
Treasury Stock is the total cost of the shares the company has repurchased.  
 
Lastly, Accumulated Other Comprehensive Income serves as a catch-all category 
encompassing various items not classified elsewhere, such as the impact of foreign 
currency exchange rate fluctuations. 
 
Question 19: How are Retained Earnings calculated? 
 
Retained Earnings are calculated by adjusting the previous period's Retained Earnings 
balance. The formula is:  
 
𝑹𝒆𝒕𝒂𝒊𝒏𝒆𝒅	𝑬𝒂𝒓𝒏𝒊𝒏𝒈𝒔 = 𝑷𝒓𝒆𝒗𝒊𝒐𝒖𝒔	𝑷𝒆𝒓𝒊𝒐𝒅	𝑹𝒆𝒕𝒂𝒊𝒏𝒆𝒅	𝑬𝒂𝒓𝒏𝒊𝒏𝒈𝒔 + 𝑵𝒆𝒕	𝑰𝒏𝒄𝒐𝒎𝒆 − 𝑫𝒊𝒗𝒊𝒅𝒆𝒏𝒅𝒔	𝑷𝒂𝒊𝒅 
 
Question 20: Can you explain the concepts of assets, liabilities, and equity 
in a business context? 
 
Assets are the economic resources that a company owns or controls, expected to provide 
future benefits.  
 
This includes tangible items like cash, investments, and property, plant, and equipment 
(PP&E), as well as intangibles like accounts receivable.  
 
Liabilities, on the other hand, are the company's 
financial obligations or debts owed to outside 
parties.  
 
These could be loans taken from banks, credit 
extended by suppliers, or any other form of financial 
obligation that requires future cash outflows.  
 
Equity represents the residual interest in the assets of the company after deducting 
liabilities.  
 
It includes funds invested by the company's owners, shareholders, or other investors, 
along with the retained earnings accumulated over time through the company's 
operations. 
 
 
 
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 21: Why doesn't the income statement fully reveal a company's 
liquidity situation? 

The income statement, while valuable, falls short in accurately depicting a company's 
liquidity due to its nature and accounting methods.  

For instance, a business might show a profit yet face challenges in actual cash collection, 
particularly from credit sales.  

Such cash collection issues, crucial for liquidity, aren't visible on the income statement. 

Moreover, accrual accounting, which underpins the income statement, allows for a degree 
of managerial judgment.  

This flexibility can lead to earnings management, potentially obscuring the true 
operational performance.  

To bridge this gap, the cash flow statement becomes essential. 

It offers a clearer view of a company's liquidity by tracking actual cash movements from 
operational, investing, and financing activities, providing a realistic picture of the cash 
impacts and the company's ability to meet short-term obligations. 

Question 22: Is land subject to depreciation in company accounting? 

In company accounting, land is not depreciated. 

Despite being a long-term asset on the balance sheet, land is considered to have an 
indefinite useful life under accrual accounting principles.  

As a result, unlike other tangible assets such as buildings or machinery, which depreciate 
over time due to wear and tear or obsolescence, land does not lose value from aging or 
use.  

Therefore, the accounting standards prohibit the depreciation of land, reflecting the 
understanding that its value does not typically diminish over time under normal 
circumstances. 

Question 23: What is the effect on the balance sheet if a company's share 
price rises by 5%? 

A 5% increase in a company's share price does not impact its balance sheet. 

This is because the balance sheet reflects the book value of shareholders' equity, not the 
market value.  

Shareholders' equity on the balance sheet is based on historical accounting values and 
represents the residual value that would be returned to shareholders after liquidating all 
assets and settling all liabilities.  
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In contrast, the market capitalization, or equity value, of a company is determined by the 
stock market and represents the current market value of the company's equity based on 
supply and demand dynamics. 

Question 24: What is the meaning of 'above the line' and 'below the line' 
in financial terminology? 

In financial terminology, 'above the line' and 'below the line' refer to the distinction 
between operational and non-operational items on an income statement, the line is EBIT, 
the top line is Revenue, and the bottom line is Net Income.  

'Above the line' pertains to items that affect a company's operational performance, 
located above the operating income on the income statement.  

This includes revenues and expenses directly related to the core business activities, such 
as cost of goods sold and operating expenses.  

They reflect the company's operational efficiency independent of its financing structure 
and tax considerations.  

Conversely, 'below the line' refers to items that appear below the operating income, 
representing non-operational or discretionary financial activities.  

Metrics like net income are considered 'below the line' as they encompass all operational 
and non-operational items, providing a comprehensive view of a company's overall 
financial performance. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Accounting – Medium 
 
Question 25: If you had to choose only one financial statement to evaluate 
the overall health of a company, which would it be and why? 
 
The Cash Flow Statement would be the most essential financial statement for evaluating 
a company's overall health.  
 
This statement offers a clear picture of the company's cash generation capability, 
independent of non-cash accounting factors such as depreciation and amortization. 
 
Assessing a business's financial health fundamentally revolves around its ability to 
generate cash, as this underpins the company's capacity to sustain operations, service 
debts, and pursue growth opportunities. 
 
Question 26: What do return on assets (ROA) and return on equity (ROE) 
measure in a company? 
 
Return on Assets (ROA) and Return on Equity (ROE) are key metrics for assessing a 
company's profitability and managerial efficiency in using its resources.  
 
ROA evaluates how effectively a company uses its assets to generate earnings.  
 
It is calculated by dividing Net Income by the average of the beginning and ending total 
assets.  
 
A higher ROA indicates efficient use of assets to produce profits, while a lower ROA 
suggests less effective asset utilization.  
 
ROE, on the other hand, measures how well a company uses equity financing to generate 
profits. It is calculated as Net Income divided by the average of the beginning and ending 
book value of equity.  
 
A higher ROE indicates that management is efficiently using shareholder capital to 
generate earnings, whereas a lower ROE can suggest less efficient use of equity capital. 
 
Question 27: Given a firm with a leverage ratio of 5x and an interest 
coverage ratio of 4x, how would you determine its interest rate? 
 
To ascertain the interest rate for a firm with a leverage ratio of 5x and an interest coverage 
ratio of 4x, we can use two key equations.  
 
The first equation is the leverage ratio, which is Debt / EBIT = 5.  
 
The second equation is the interest coverage ratio, defined as EBIT / (Debt * Interest 
rate) = 4.  
 
By solving these equations simultaneously, we find that the firm's interest rate is 5%.  
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This calculation assumes that the leverage ratio is defined in terms of debt to EBIT, 
which is a common interpretation in financial analysis. 
 
Question 28: With an EBITDA of $300 million, which factor would have 
the most significant effect on EBITDA, assuming all other conditions are 
constant: a) A $5 million decrease in costs, b) A 5% increase in pricing, 
or c) A 5% increase in volume? 
 
The correct answer is option b, a 5% increase in pricing.  
 
EBITDA, standing at $300 million, is influenced by changes in revenue, which is a result 
of price and volume.  
 
A 5% increase in pricing would lead to a corresponding 5% rise in revenue, which would 
increase EBITDA by at least $15 million (and more in any realistic business with 
operating costs). 
 
In contrast, a 5% rise in volume would increase both revenue and variable costs 
proportionally, resulting in a net EBITDA increase of $15 million—the 5% growth 
applied only to the current profit margin. 
 
Therefore, the net impact of a volume increase would be less substantial than that of a 
pricing increase.  
 
Option a, the $5 million decrease in costs, would be less impactful compared to the 
revenue boost from a 5% price hike. 
 
Question 29: If limited to only two financial statements for assessing a 
company's prospects, which would you choose and why? 
 
In such a case, selecting the Income Statement and the Balance Sheet would be most 
advantageous.  
 
The Income Statement offers insight into the company's profitability, including its 
revenue generation and expense management.  
 
The Balance Sheet, on the other hand, presents a snapshot of the company's assets, 
liabilities, and shareholders' equity, offering a picture of its financial stability and 
liquidity.  
 
Moreover, with the before and after versions of the Balance Sheet that correspond to the 
period covered by the Income Statement, it's possible to construct the Cash Flow 
Statement. 
 
Question 30: What is the effect on the financial statements if Depreciation 
increases by $20? 
 
With a $20 increase in Depreciation, the financial statements are affected as follows:  
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On the Income Statement, Operating Income drops by $20, and with a tax rate of 30%, 
Net Income decreases by $14.  
 
In the Cash Flow Statement, this reduced Net Income lowers the initial amount by $14, 
but the increased Depreciation, a non-cash expense, is added back, leading to a net 
increase in Cash Flow from Operations by $6.  
 
On the Balance Sheet, the increase in Depreciation reduces Property, Plant & Equipment 
by $20, while Cash increases by $6 due to the Cash Flow Statement changes, resulting 
in a net decrease in total Assets by $14.  
 
Correspondingly, Shareholders' Equity on the Liabilities and Shareholders' Equity side 
also falls by $14 due to the reduced Net Income, ensuring the Balance Sheet remains 
balanced. 
 
Question 31: If Amortization is a non-cash expense, why does it impact 
the cash balance? 
 
Even though Amortization is a non-cash expense, it remains relevant for cash flow due 
to its tax-deductible nature.  
 
Amortization influences cash by reducing the amount of taxes a company pays. 
 
Question 32: How does an increase of $10 in Inventory, paid for with cash, 
affect the financial statements? 
 
If Inventory increases by $10, paid for with cash, and there are no changes to the Income 
Statement.  
 
On the Cash Flow Statement, the increase in Inventory results in a $10 reduction in Cash 
Flow from Operations, and consequently, the Net Change in Cash decreases by $10.  
 
On the Balance Sheet, Inventory under Assets increases by $10, reflecting the additional 
stock.  
 
Simultaneously, Cash decreases by $10 due to the expenditure, and the Balance Sheet 
remains in equilibrium. 
 
Question 33: What is the impact on a company's financial statements if it 
purchases $200 worth of new machinery using debt at the beginning of 
the year? 
 
The impact is reflected on the Cash Flow Statement and the Balance Sheet, but not the 
Income Statement.  
 
In the Cash Flow Statement, the purchase appears as a $200 outflow in Cash Flow from 
Investing Activities. This outflow is offset by a $200 inflow under Cash Flow from 
Financing Activities, representing the debt raised, resulting in no net change to the cash 
balance.  
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On the Balance Sheet, Property, Plant, & Equipment (PP&E) increases by $200 due to 
the acquisition of machinery, thereby increasing total Assets by $200.  
 
Simultaneously, there's a $200 increase in Liabilities, reflecting the new debt, which 
keeps the Balance Sheet in balance. 
 
Question 34: If a company sells a product, resulting in $40 revenue with 
a cost of $20, how does this transaction affect the three financial 
statements? 
 
The impact on the financial statements would be as follows:  
 
The Income Statement shows an increase in Revenue by $40 and Cost of Goods Sold 
(COGS) by $20, leading to a Gross Profit increase of $20.  
 
Assuming a 40% tax rate, the Net Income would rise by $12.  
 
On the Cash Flow Statement, the Net Income at the top 
increases by $12.  
 
The reduction in Inventory due to product sales, 
amounting to $20, is a negative change in working 
capital, resulting in a total increase in Cash Flow from 
Operations by $32, elevating the Net Change in Cash 
by the same amount.  
 
On the Balance Sheet, Cash rises by $32, while Inventory decreases by $20, causing total 
Assets to increase by $12.  
 
Correspondingly, the increase in Net Income leads to a $12 rise in Shareholders' Equity, 
ensuring that the Balance Sheet remains balanced. 
 
Question 35: Can a company have negative Shareholders' Equity? What 
are the implications of this? 
 
A company can indeed have negative Shareholders' Equity, generally under two 
circumstances.  
 
The first scenario involves consistent financial losses leading to a dwindling Retained 
Earnings balance, which can turn Shareholders' Equity negative.  
 
The second scenario occurs in Leveraged Buyouts with dividend recapitalizations, where 
substantial equity, often cash, is extracted from the company, potentially leading to a 
negative equity balance.  
 
Negative Shareholders' Equity doesn't inherently convey a definitive interpretation, but 
it often signals financial distress, particularly in the case of continuous losses. 
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 36: What implications does negative Working Capital have, and 
is it always a negative indicator? 
 
Negative Working Capital doesn't automatically imply a negative situation; its 
interpretation depends on the company's business model and context.  
 
For instance, companies with subscription models or long-term contracts might exhibit 
negative Working Capital due to substantial Deferred Revenue balances.  
 
Retail and restaurant businesses often operate with negative Working Capital as well, as 
they receive payments upfront and use this cash to cover Accounts Payable, which can 
signify operational efficiency.  
 
However, negative Working Capital can signal financial distress when it stems from 
declining cash balances while obligations remain high, inability to maintain adequate 
inventory due to cash constraints, or when the company cannot meet short-term 
obligations despite the negative working capital. The key is distinguishing between 
strategic negative working capital (like customer prepayments) versus distress-driven 
negative working capital (like depleted cash reserves). 
 
Question 37: Under what circumstances would a company receive cash 
from a customer but not record it immediately as revenue? 
 
A company typically defers recording revenue when it receives cash in advance for 
services or products to be delivered in the future.  
 
This is common in businesses with subscription models or where services are 
contractually scheduled over time.  
 
According to GAAP and IFRS, revenue is recognized when the service is performed or 
the product is delivered, not when the payment is received.  
 
Hence, cash is recorded in the Assets, and simultaneously, an equal amount is recorded 
as Deferred Revenue in the Liabilities.  
 
This Deferred Revenue is gradually reduced and corresponding revenue recognized in 
the income statement as the company fulfills its service or product delivery obligations. 
 
Question 38: Can you explain the difference between accounts receivable 
and deferred revenue? 
 
Accounts Receivable represents the amount of money that customers owe to the company 
for goods or services already delivered or performed but not yet paid for.  
 
It is an asset on the balance sheet, indicating expected cash inflow.  
 
On the other hand, Deferred Revenue is money that the company has received in advance 
for goods or services that it has yet to deliver or perform.  
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It is recorded as a liability on the balance sheet, reflecting the company's obligation to 
provide these goods or services in the future.  
 
Thus, while Accounts Receivable indicates pending cash inflows from sales made, 
Deferred Revenue represents the obligation to earn the cash that has already been 
received. 
 
Question 39: What criteria determine whether a purchase should be 
capitalized or expensed? 
 
The decision to capitalize or expense a purchase hinges on the asset's expected useful 
life.  
 
Generally, if an asset has a useful life extending beyond one year, it is capitalized, 
meaning it's recorded as an asset on the Balance Sheet and then depreciated (for tangible 
assets) or amortized (for intangible assets) over its useful life.  
 
Examples of such purchases include long-term assets like factories or equipment.  
 
In contrast, expenses that only yield benefits in the short term, such as employee salaries 
or the cost of manufacturing products, are immediately recognized as expenses on the 
Income Statement. 
 
Question 40: Why do companies present both GAAP/IFRS and non-
GAAP/IFRS (Pro Forma) earnings in their financial reports? 
 
Companies report both GAAP/IFRS and non-GAAP/IFRS (Pro Forma) earnings to 
provide a more comprehensive view of their financial performance.  
 
GAAP/IFRS earnings are standardized and include all financial transactions, including 
various non-cash charges like Amortization of Intangibles or Stock-Based Compensation.  
 
However, some argue that these non-cash items can obscure the true operational 
profitability of a company.  
 
Pro Forma earnings, which typically exclude these non-cash expenses, are often 
presented to offer an alternative perspective that might better reflect the company's actual 
financial health and operational efficiency.  
 
EBITDA, for example, a common non-GAAP/IFRS metric, is included in Pro-Forma 
earnings but not in GAAP/IFRS earnings.  
 
By providing both sets of figures, companies allow investors and analysts to consider 
both the strict accounting perspective and an adjusted view that might be more indicative 
of the company's ongoing operational performance. 
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Question 41: How can a company with consistently positive EBITDA go 
bankrupt? 
 
A company with a history of positive EBITDA can still face bankruptcy due to several 
factors not captured in the EBITDA metric.  
 
First, excessive capital expenditures, which are not reflected in EBITDA, can lead to 
negative cash flow.  
 
Second, a high interest expense might make it difficult for the company to service its 
debt.  
 
Third, the company could face a situation where its debt matures and it is unable to 
refinance, thus running out of cash when repaying the debt.  
 
Fourth, substantial one-time charges, like litigation costs, could financially cripple the 
company.  
 
Since EBITDA doesn't account for capital investments, depreciation, interest, and one-
time expenses, these factors can critically impact a company's financial health, leading 
to bankruptcy despite positive EBITDA. 
 
Question 42: What leads to Goodwill impairment on a company's balance 
sheet, and what does it signify? 
 
Goodwill impairment occurs when the carrying value of a reporting unit (including its 
goodwill) exceeds its fair value.  
 
Companies must test goodwill for impairment annually or when triggering events occur, 
such as significant changes in business conditions, market declines, or poor financial 
performance. This often happens when an acquisition fails to generate the expected 
synergies or cash flows that justified the original purchase price premium. 
 
Goodwill impairment can also arise when a company discontinues part of its operations, 
necessitating a write-down of the associated goodwill.  
 
An impairment charge reflects a decrease in the perceived long-term value of these assets 
and is recorded as an expense on the Income Statement, which can lead to a substantial 
net loss.  
 
Such impairments indicate a change in the company's prospects or the realization that it 
overvalued the assets during the acquisition. 
 
Question 43: How are deferred tax assets and liabilities generated? 
 
Deferred tax assets (DTAs) and deferred tax liabilities (DTLs) emerge from temporary 
differences in the timing of tax deductions as recognized in a company's financial 
accounting and its tax filings.  
 



Technical Questions: Accounting 
 

 29 

DTLs arise when book income exceeds taxable income (like using straight-line 
depreciation for books but accelerated for tax), creating future tax obligations. DTAs 
arise when taxable income exceeds book income (like warranty reserves deductible only 
when paid), creating future tax benefits. 
 
A common scenario leading to these items is during asset revaluations in mergers and 
acquisitions: an increase in asset value (asset write-up) leads to a DTL, as future tax 
payments will increase, whereas a decrease in asset value (asset write-down) leads to a 
DTA, anticipating future tax relief. 
 
Question 44: Can you explain the process of constructing a revenue 
model? 
 
Building a revenue model can be approached in two primary ways: the bottoms-up 
method and the tops-down method.  
 
The bottoms-up approach involves starting with granular data, such as individual product 
lines or customer segments, and estimating average sales value or customer value. From 
there, it incorporates growth rates in sales volume and sale values to construct the overall 
revenue model.  
 
Alternatively, the tops-down approach begins with macro-level analysis, focusing on the 
total market size and then determining the company's estimated market share and its 
potential growth or change over time. The resulting revenue is calculated by applying 
the company's market share to the overall market size.  
 
Generally, the bottoms-up approach is more widely accepted and deemed more reliable 
because it's grounded in more detailed and specific data, whereas estimating market-wide 
metrics in the tops-down approach can be speculative and less precise. 
 
Question 45: Can you detail the steps involved in developing an expense 
model for a company? 
 
Creating a comprehensive expense model for a company involves a detailed bottoms-up 
build process.  
 
This begins with analyzing each department, factoring in the number of employees, their 
average salaries, bonuses, and benefits, and forecasting these elements for future periods.  
 
Typically, the growth in the number of employees is correlated with revenue growth. 
Growth rates for salaries, bonuses, benefits, and other metrics are then assumed.  
 
The Cost of Goods Sold (COGS) should be directly linked to revenue, with each unit 
produced incurring specific expenses.  
 
Additionally, other expenses like rent, capital expenditures, and miscellaneous costs are 
modeled either based on the company's strategic plans for expansion or, in simpler 
models, linked directly to revenue. 
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Question 46: If a company's financial disclosures are insufficient for 
modeling, what steps would you take? 
 
In scenarios where detailed data is lacking for modeling, estimations become essential.  
 
If specific information about product lines or business divisions is unavailable, a general 
approach is to apply a straightforward growth rate projection for future years.  
 
For costs, in the absence of detailed employee-level data, a practical method is to treat 
major expenses, such as SG&A, as a fixed percentage of revenue, and continue this 
assumption into future projections. 
 
Question 47: What types of non-recurring charges should be adjusted for 
in a company's EBIT/EBITDA calculations? 
 
When analyzing a company's EBIT or EBITDA, certain non-recurring charges should be 
adjusted.  
 
These include Restructuring Charges, Goodwill 
Impairment, Asset Write-Downs, Bad Debt 
Expenses, Legal Expenses, Disaster Expenses, and 
Changes in Accounting Procedures.  
 
It's crucial to note that these adjustments are only 
relevant if they impact Operating Income on the 
Income Statement. 
 
Question 48: In a three-statement financial model, how are items like 
Accounts Receivable and Accrued Expenses projected? 
 
In projecting items like Accounts Receivable and Accrued Expenses in a three-statement 
model, straightforward assumptions are typically used, often relating these items to a 
percentage of revenue, cost of goods sold, or operating expenses.  
 
These percentages can be held constant or adjusted slightly in future years, depending 
on the company's specific circumstances and trends. 
 
Question 49: What methods are used to project Depreciation and Capital 
Expenditures in financial modeling? 
 
There are two primary approaches to projecting Depreciation and Capital Expenditures 
in financial modeling.  
 
The simpler method involves estimating them as a percentage of revenue or as a 
proportion of the previous Property, Plant, and Equipment (PP&E) balance.  
 
A more intricate method involves constructing a detailed PP&E schedule.  
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This schedule breaks down various assets by their respective useful lives, applies 
straight-line depreciation over each asset's life, and determines capital expenditures 
based on the company's historical investment patterns. 
 
Question 49: How do Net Operating Losses (NOLs) impact the three 
financial statements of a company? 
 
To account for Net Operating Losses (NOLs) in a company's financial statements, there 
are two approaches.  
 
The simplified method involves reducing the Taxable Income by the usable amount of 
NOLs each year, applying the tax rate, and then deducting this new tax figure from the 
original Pretax Income.  
 
The more accurate approach entails creating a book versus cash tax schedule.  
 
This involves calculating Taxable Income considering the NOLs, then determining the 
tax liability without the NOLs, and recording the difference as an increase in the Deferred 
Tax Asset on the Balance Sheet. 
 
This latter method accurately distinguishes between cash savings from NOLs and their 
book impact, reflecting the rise in cash flow as an increased liability. 
 
Question 50: What causes the disparity between the Depreciation & 
Amortization figures on the Income Statement and the Cash Flow 
Statement? 
 
The difference in Depreciation & Amortization (D&A) figures between the Income 
Statement and the Cash Flow Statement arises when D&A is incorporated within other 
line items on the Income Statement.  
 
In such scenarios, it's crucial to use the D&A figure from the Cash Flow Statement for 
accurate EBITDA calculation.  
 
Relying on the Income Statement alone may lead to an underestimation of D&A, as it 
might not fully capture the expenses embedded in other line items. 
 
Question 51: Why do most companies choose straight-line over 
accelerated depreciation? 
 
In financial reporting, many companies opt for straight-line depreciation primarily due 
to its impact on early-year financials.  
 
With straight-line depreciation, the depreciation expense is evenly distributed over the 
asset's useful life, leading to lower depreciation charges in the initial years compared to 
accelerated depreciation methods.  
 
This results in higher net income and earnings per share (EPS) in these early years, which 
is often a focal point for companies concerned with short-term financial performance.  
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Though the accelerated method may result in lower depreciation charges later in an 
asset's life, the preference for straight-line depreciation persists, as the near-term 
financial appearance is a key consideration for many companies.  
 
This preference is particularly pronounced in companies that are continuously investing 
in new assets, delaying the point at which the lower depreciation impact of the 
accelerated method would take effect. 
 
Question 52: How is the value of a machine, originally purchased for $20 
million with $10 million in accumulated depreciation and a current fair 
market value of $50 million, recorded on the balance sheet? 
 
The value of the machine on the balance sheet would be $10 million.  
 
This is because, under typical accounting standards, assets are recorded at their net 
historical cost, not their current fair market value.  
 
In this scenario, the original purchase price of the machine is $20 million, and with $10 
million in accumulated depreciation, its net book value is $10 million, this accounting 
treatment applies even though the machine's current fair market value is $50 million.  
 
While IFRS does permit revaluation of property, plant, and equipment (PP&E) to reflect 
fair value, this practice is not commonly adopted, and under US GAAP, such revaluation 
is not allowed. 
 
Question 53: What types of intangible assets are typically subject to 
amortization? 
 
Amortization, the intangible asset equivalent to depreciation for tangible assets, is 
applicable to intangible assets that have a finite useful life.  
 
This includes assets such as customer lists, copyrights, trademarks, and patents.  
 
Each of these assets is amortized over its estimated useful life, reflecting the period over 
which the asset is expected to contribute economic benefits to the business.  
 
For instance, a patent might be amortized over the period of its legal protection.  
 
The amortization process systematically reduces the carrying value of these intangible 
assets on the balance sheet, recognizing the usage and economic value depletion over 
time. 
 
Question 54: Why does an increase in accounts receivable lead to a 
reduction in cash on the cash flow statement? 
 
An increase in accounts receivable represents a reduction in cash on the cash flow 
statement because it indicates that a portion of the company's revenues has not yet been 
received in cash.  
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The cash flow statement starts with net income, which includes all revenue earned by the 
company, regardless of whether it was received in cash or recorded as credit sales 
(accounts receivable).  
 
When accounts receivable rise, it means that more sales were made on credit rather than 
in cash.  
 
Therefore, to accurately reflect the company's cash position, a downward adjustment is 
made to the net income on the cash flow statement.  
 
This adjustment accounts for the fact that, although these revenues have been earned and 
recognized, the actual cash has not yet been collected and is instead represented as 
receivables on the balance sheet. 
 
Question 55: How does an increase in accounts payable affect cash flow? 
 
An increase in accounts payable is shown as an increase in cash flow on the cash flow 
statement.  
 
This is because when accounts payable, representing the company's short-term liabilities 
to suppliers or vendors, increase, it implies that the company is taking longer to pay its 
bills.  
 
By delaying these payments, the company retains more cash in the short term.  
 
Although these are liabilities that will need to be settled, the temporary retention of cash 
boosts the company's cash position.  
 
Consequently, on the cash flow statement, this increase in accounts payable is treated as 
a cash inflow, reflecting the fact that less cash has been expended during the period in 
question. 
 
Question 56: What are the impacts on the three financial statements when 
a company declares a dividend? 
 
When a company declares a dividend, the three financial statements are affected as 
follows:  
 

• On the income statement, there is no direct impact, as dividends are not an expense 
but a distribution of earnings. However, the dividend per share might be noted 
below the net income line to indicate the amount distributed to shareholders.  

 
• On the cash flow statement, the dividends paid are reflected as a cash outflow in 

the financing activities section, reducing the net cash flow and consequently 
lowering the ending cash balance.  
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• On the balance sheet, the declaration of a dividend results in a decrease in cash 
within the assets, and the offset is a reduction in retained earnings under 
shareholders' equity, as dividends are paid out of these earnings. 

 
Question 57: What is the impact of an increase in inventory on the cash 
flow statement? 
 
On the cash flow statement, an increase in inventory is treated as a cash outflow in the 
operating activities section.  
 
This treatment reflects the fact that more cash has been used to purchase inventory than 
has been sold.  
 
The rise in inventory levels indicates that the company has spent cash to acquire more 
inventory than it has expensed through cost of goods sold on the income statement.  
 
Consequently, to reconcile net income to cash generated from operating activities, an 
increase in inventory is deducted as it represents cash that has been used, but not yet 
recovered through sales. 
 
Question 58: What are the differences between the LIFO and FIFO 
inventory methods and their respective impacts on net income? 
 
LIFO (Last In, First Out) and FIFO (First In, First Out) are two distinct methods for 
accounting inventory costs.  
 
Under FIFO, the earliest purchased or produced 
inventory items are considered sold first.  
 
This method often results in lower cost of goods sold 
(COGS) and higher net income during periods of 
rising inventory costs, as older, usually cheaper 
inventory is sold off first.  
 
Conversely, in a scenario where inventory costs are decreasing, FIFO would lead to 
higher COGS and lower net income, reflecting the sale of more expensive, older 
inventory.  
 
LIFO, on the other hand, assumes that the most recently acquired inventory is sold first.  
 
In an environment of rising inventory costs, this leads to higher COGS and lower net 
income, since the newer, more expensive inventory is accounted for first.  
 
Alternatively, when inventory costs are decreasing, LIFO results in lower COGS and 
higher net income, as the less expensive, more recent inventory is recognized in COGS. 
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Question 59: Can you explain the average cost method in inventory 
accounting? 
 
The average cost method in inventory accounting is an alternative to the FIFO and LIFO 
methods.  
 
It involves calculating the cost of inventory based on the weighted average cost of all 
items available for sale during the period.  
 
To apply this method, the total cost of goods available for sale is divided by the total 
number of units available, resulting in an average cost per unit.  
 
This average cost is then applied to both the cost of goods sold (COGS) and the remaining 
inventory.  
 
The key characteristic of this method is that it treats all inventory units as having the 
same cost, irrespective of when they were purchased or produced.  
 
This method is particularly suitable for businesses with large volumes of similar or 
identical products, as it simplifies inventory tracking and valuation, but may not be 
appropriate for products with significant cost or sale price variations. 
 
Question 60: What is the retention ratio and how does it relate to the 
dividend payout ratio? 
 
The retention ratio is a financial metric that indicates the proportion of a company's net 
income that is retained or reinvested in the business rather than distributed to 
shareholders as dividends.  
 
The formula is:  
 

𝑹𝒆𝒕𝒆𝒏𝒕𝒊𝒐𝒏	𝑹𝒂𝒕𝒊𝒐 =
𝑵𝒆𝒕	𝑰𝒏𝒄𝒐𝒎𝒆 − 𝑫𝒊𝒗𝒊𝒅𝒆𝒏𝒅𝒔

𝑵𝒆𝒕	𝑰𝒏𝒄𝒐𝒎𝒆  
 
The dividend payout ratio, on the other hand, represents the opposite - it measures the 
percentage of net income that is paid out to shareholders as dividends.  
 
It is calculated as:  
 

𝑫𝒊𝒗𝒊𝒅𝒆𝒏𝒅	𝑷𝒂𝒚𝒐𝒖𝒕	𝑹𝒂𝒕𝒊𝒐 =
𝑫𝒊𝒗𝒊𝒅𝒆𝒏𝒅𝒔	𝑷𝒂𝒊𝒅
𝑵𝒆𝒕	𝑰𝒏𝒄𝒐𝒎𝒆  

 
 
These two ratios show how a company allocates its earnings between reinvestment in the 
business and distribution to shareholders. 
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Question 61: How do organic and inorganic revenue growth differ? 
 
Organic and inorganic revenue growth represent two distinct pathways through which a 
company can expand its revenues.  
 
Organic growth is achieved through the company's internal efforts, such as expanding to 
new markets, refining sales and marketing strategies, enhancing product or service 
offerings, or introducing innovative products.  
 
This type of growth is characterized by a focus on operational improvements and revenue 
generation from existing business activities, like optimizing pricing strategies or 
targeting the most suitable markets.  
 
In contrast, inorganic growth refers to growth that is achieved externally, primarily 
through mergers and acquisitions.  
 
This pathway is often faster and more immediate than organic growth.  
 
Inorganic growth allows a company to quickly gain access to new customer bases, 
combine complementary products or services, and diversify its revenue streams.  
 
It typically comes into play when a company has maximized its potential for organic 
growth and seeks to expand through strategic acquisitions. 
 
Question 62: Which ratios are useful for evaluating a company's working 
capital management efficiency? 
 
To assess a company's working capital management efficiency, several key ratios are 
commonly used: Days Inventory Held (DIH), Days Sales Outstanding (DSO), and Days 
Payable Outstanding (DPO).  
 
DIH calculates the average time it takes for a company to turn its inventory into sales.  
 
It is calculated as: 
 

𝑫𝑰𝑯 =
𝑰𝒏𝒗𝒆𝒏𝒕𝒐𝒓𝒚

𝑪𝒐𝒔𝒕	𝒐𝒇	𝑮𝒐𝒐𝒅𝒔	𝑺𝒐𝒍𝒅 ∗ 𝟑𝟔𝟓 

 
A lower DIH indicates efficient inventory management.  
 
DSO measures the average time taken to collect receivables from sales.  
 
It is calculated as: 
 

𝑫𝑺𝑶 =
𝑨𝒄𝒄𝒐𝒖𝒏𝒕𝒔	𝑹𝒆𝒄𝒆𝒊𝒗𝒂𝒃𝒍𝒆

𝑹𝒆𝒗𝒆𝒏𝒖𝒆 ∗ 𝟑𝟔𝟓 
 
A lower DSO suggests quicker collection of credit sales, improving cash flow.  
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DPO assesses the average time a company takes to pay its suppliers. 

It is calculated as: 

𝑫𝑷𝑶 =
𝑨𝒄𝒄𝒐𝒖𝒏𝒕𝒔	𝑷𝒂𝒚𝒂𝒃𝒍𝒆
𝑪𝒐𝒔𝒕	𝒐𝒇	𝑮𝒐𝒐𝒅𝒔	𝑺𝒐𝒍𝒅 ∗ 𝟑𝟔𝟓 

A higher DPO can indicate better cash management, as the company retains cash longer. 

Question 63: How do the current ratio and quick ratio differ in assessing 
a company's liquidity? 

The current ratio and quick ratio are both liquidity metrics used to evaluate a company's 
ability to meet its short-term obligations, but they differ in the types of assets they 
consider.  

The current ratio includes all current assets in its calculation, providing a broader view 
of the company's short-term liquidity.  

It is calculated as: 

𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑹𝒂𝒕𝒊𝒐 =
𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑨𝒔𝒔𝒆𝒕𝒔

𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔

A current ratio greater than 1 typically indicates that the company has enough resources 
to cover its short-term debts.  

The quick ratio, also known as the acid-test ratio, offers a more conservative perspective 
by only including the most liquid assets, which are cash and cash equivalents, accounts 
receivable, and short-term investments.  

It is calculated as: 

𝑸𝒖𝒊𝒄𝒌	𝑹𝒂𝒕𝒊𝒐 =
𝑪𝒂𝒔𝒉	&	𝑪𝒂𝒔𝒉	𝑬𝒒𝒖𝒊𝒗𝒂𝒍𝒆𝒏𝒕𝒔 + 𝑨𝒄𝒄𝒐𝒖𝒏𝒕𝒔	𝑹𝒆𝒄𝒆𝒊𝒗𝒂𝒃𝒍𝒆 + 𝑺𝑻	𝑰𝒏𝒗𝒆𝒔𝒕𝒎𝒆𝒏𝒕𝒔

𝑪𝒖𝒓𝒓𝒆𝒏𝒕	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔

This ratio assesses a company's ability to fulfill its short-term obligations without relying 
on the sale of inventory, which may not be as quickly convertible into cash. 

Question 64: What does the Return on Invested Capital (ROIC) metric 
indicate? 

Return on Invested Capital (ROIC) is a key metric used to evaluate how effectively a 
company's management is allocating its capital resources.  

It measures the company's ability to generate returns from its total capital investments, 
which includes debt and equity.  

ROIC is calculated as: 
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𝑹𝑶𝑰𝑪 =
𝑵𝒆𝒕	𝑶𝒑𝒆𝒓𝒂𝒕𝒊𝒏𝒈	𝑷𝒓𝒐𝒇𝒊𝒕	𝑨𝒇𝒕𝒆𝒓	𝑻𝒂𝒙	(𝑵𝑶𝑷𝑨𝑻)

𝑰𝒏𝒗𝒆𝒔𝒕𝒆𝒅	𝑪𝒂𝒑𝒊𝒕𝒂𝒍  

 
A high ROIC compared to the company's Weighted Average Cost of Capital (WACC) 
indicates that management is efficiently deploying capital in profitable ventures, 
suggesting potential competitive advantages and value creation for shareholders.  
 
Essentially, ROIC provides insight into the returns a company earns for every dollar of 
capital invested, making it a crucial measure for assessing the overall efficiency and 
effectiveness of a company's capital allocation strategies. 
 
Question 65: How does a share repurchase affect Earnings Per Share? 
 
A share repurchase typically results in an increase in Earnings Per Share (EPS) due to a 
reduction in the number of outstanding shares.  
 
When a company buys back its own shares, the total 
share count decreases, which means the company's 
net income is divided among fewer shares, leading 
to a higher EPS.  
 
However, if the share repurchase is funded using 
excess cash, there could be a slight decrease in net 
income due to the loss of interest income that the 
cash would have generated.  
 
Nevertheless, this impact on net income is often minor, especially if the returns on excess 
cash are low. 
 
Question 66: What are the effects on the three financial statements when 
a company purchases a building? 
 
The purchase of a building impacts a company's financial statements as follows:  
 
On the income statement, there is initially no effect since the purchase is capitalized 
rather than expensed.  
 
However, over the building's useful life, depreciation expense will be recognized 
annually, reducing net income.  
 
This depreciation is tax-deductible, so it also affects the tax expense.  
 
On the cash flow statement, the purchase of the building is reflected as an outflow in the 
cash from investing activities section, reducing the company's cash balance.  
 
On the balance sheet, the cash asset decreases by the building's purchase price.  
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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This decrease in cash is offset by an increase in property, plant, and equipment (PP&E), 
representing the capitalized cost of the building.  
 
Over time, as the building is depreciated, the PP&E value will decrease, reflecting the 
allocation of the building's cost over its useful life. 
 
Question 67: What is the financial impact of selling a building with a book 
value of $10 million for $50 million? 
 
Selling a building for $50 million that has a book value of $10 million impacts the 
financial statements in the following ways:  
 
On the income statement, a gain of $40 million (sale price of $50 million minus book 
value of $10 million) is recognized, increasing net income by this amount.  
 
On the cash flow statement, this $40 million gain, being a non-cash item, is deducted 
from net income in the operating activities section.  
 
In the investing section, the cash proceeds of $50 million from the sale are recorded as 
an inflow.  
 
On the balance sheet, the $10 million book value of the building is removed from assets, 
while cash increases by the $50 million proceeds, resulting in a net increase in assets of 
$40 million.  
 
Retained earnings on the liabilities and equity side increase by the $40 million net income 
gain, balancing the equation.  
 
However, it's important to note that the gain on the sale will incur taxes, which will be 
accounted for on the income statement, reducing net income and consequently retained 
earnings, as well as decreasing cash on the asset side. 
 
Question 68: What causes circularities in financial models? 
 
Circularities in financial models occur when a calculation within the model refers back 
to its own output, either directly or indirectly, creating a loop.  
 
A typical example involves the calculation of interest expense and interest income. 
Interest expense is often based on the beginning and ending balances of a company's 
debt, which may include a revolving credit facility (revolver).  
 
The amount drawn from or repaid to the revolver can be influenced by the company's 
interest expense.  
 
This creates a circular reference: the interest expense affects the revolver balance, and 
the revolver balance, in turn, affects the interest expense.  
 
Such circularities can complicate financial models, as they require iterative calculations 
to resolve the interdependencies and arrive at a consistent set of financial figures. 
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Question 69: How do subsidiary companies differ from affiliate 
companies? 
 
The primary distinction between a subsidiary and an affiliate company lies in the degree 
of control or influence exerted by the parent company.  
 
A subsidiary is a company where the parent company holds a majority stake, typically 
over 50% of the shares.  
 
This majority ownership allows the parent company significant control over the 
subsidiary's operations and decision-making processes.  
 
On the other hand, an affiliate company is one where the parent company owns a minority 
stake.  
 
In this case, the parent company has a significant, but not controlling, interest, usually 
amounting to less than 50% of the shares. 
 
 

  

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Accounting – Hard 
 
Question 70: What are the impacts on a company's financial statements 
when it purchases $200 worth of new machinery with debt at the start of 
Year 1? And at the start of Year 2? 
 
At the start of Year 1, the immediate impacts are on its Cash Flow Statement and Balance 
Sheet.  
 
In the Cash Flow Statement, there is a $200 outflow in investing activities and a $200 
inflow in financing activities, netting to zero change in cash.  
 
On the Balance Sheet, PP&E increases by $200, and there's a corresponding $200 rise in 
liabilities due to the new debt.  
 
Moving to Year 2, assuming a 5% interest rate on the debt and a 20% depreciation rate 
on the machinery, the financial statements are further impacted.  
 
The Income Statement shows a decrease in Operating Income by $40 due to depreciation. 
 
Combined with an interest expense of $10, it reduces the Pre-Tax Income by $50.  
 
With a 40% tax rate, Net Income falls by $30.  
 
In the Cash Flow Statement, the $40 in depreciation added back surpasses the $30 
decrease in Net Income, leading to a $10 increase in Cash Flow from Operations. 
 
Therefore, overall cash increases by $10. On the Balance Sheet, Cash is up by $10, PP&E 
is reduced by $40 (depreciation), totaling a $30 decrease in Assets.  
 
On the Liabilities & Equity side, Shareholders’ Equity decreases by $30, balancing the 
sheet.  
 
The debt value remains unchanged as no repayment is assumed. 
 
Question 71: What are the effects on the financial statements if Accrued 
Compensation increases by $15? 
 
With a $15 increase in Accrued Compensation, assuming it's recognized as an expense, 
the Operating Expenses on the Income Statement increase by $15.  
 
If we assume a 40% tax rate, Pre-Tax Income and Net Income decrease by $15 and $9, 
respectively.  
 
On the Cash Flow Statement, this decrease in Net Income lowers the starting amount by 
$9.  
 
However, the increase in Accrued Compensation, which is a non-cash expense, is added 
back, resulting in a $6 net increase in Cash Flow from Operations.  
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The Net Change in Cash at the bottom of the Cash Flow Statement also goes up by $6.  
 
Moving to the Balance Sheet, the Cash increase by $6 leads to an equivalent rise in total 
Assets.  
 
On the Liabilities & Equity side, the increase in Accrued Compensation as a liability 
adds $15, while Retained Earnings decrease by $9 due to the lower Net Income, balancing 
out the changes. 
 
Question 72: In what situations might Goodwill on a company's balance 
sheet increase? 
 
An increase in Goodwill on a company's balance sheet typically occurs in two scenarios:  
 
Firstly, if the company itself is acquired or bought out, the Goodwill amount may be 
adjusted to reflect the purchase price, acting as an accounting 'plug' in the transaction.  
 
Secondly, and more commonly, Goodwill increases when the company acquires another 
business and pays a price exceeding the fair market value of the acquired company's net 
assets.  
 
While technically Goodwill could increase if its value is reassessed upwards, such 
upward revaluations are rare in practice. 
 
Question 73: What are the key differences between GAAP/IFRS 
accounting and tax accounting? 
 
The primary differences between GAAP/IFRS and tax accounting are found in their 
approach to recording transactions and managing financial statements.  
 
Firstly, GAAP/IFRS operates on an accrual basis, recognizing revenues and expenses 
when they are incurred, regardless of actual cash flow.  
 
In contrast, tax accounting typically follows a cash basis, recording transactions only 
when cash is exchanged.  
 
Secondly, while GAAP/IFRS allows for various methods of depreciation, such as 
straight-line depreciation, tax accounting usually employs accelerated depreciation 
methods.  
 
Lastly, GAAP/IFRS is more comprehensive and aims to provide a more accurate 
reflection of a company's financial position, tracking assets and liabilities in detail. 
 
Question 74: How is Additional Paid-In Capital (APIC) determined? 
 
Additional paid-in capital (APIC) is a component of shareholders’ equity that reflects the 
value received in excess of the par value from issuances of preferred or common shares. 
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The formula is:  
 

𝑨𝑷𝑰𝑪 =
𝑰𝒔𝒔𝒖𝒆	𝑷𝒓𝒊𝒄𝒆
𝑷𝒂𝒓	𝑽𝒂𝒍𝒖𝒆 ∗ 𝑵𝒖𝒎𝒃𝒆𝒓	𝒐𝒇	𝑺𝒉𝒂𝒓𝒆𝒔	𝑶𝒖𝒕𝒔𝒕𝒂𝒏𝒅𝒊𝒏𝒈 

 
APIC reflects the capital raised by a company beyond the par value of its stock, often 
through stock-based compensation and the exercise of stock options. 
 
Question 75: Can you explain the purpose of the Statement of 
Shareholders' Equity? 
 
The Statement of Shareholders' Equity provides a detailed account of the changes in a 
company's equity over a specific period.  
 
It includes components such as Common Stock, Retained Earnings, Additional Paid-in 
Capital, Treasury Stock, and Accumulated Other Comprehensive Income.  
 
The statement is particularly useful for analyzing changes in equity due to stock-based 
compensation, stock options, dividends, and other equity-related activities. 
 
Question 76: What are some examples of management decisions that can 
lead to inflated earnings? 
 
Several discretionary management decisions can potentially inflate a company's reported 
earnings.  
 
One common method is extending the estimated useful life of capital assets, thereby 
reducing annual depreciation expenses.  
 
Additionally, switching from LIFO to FIFO inventory accounting in a rising cost 
environment can increase reported net income.  
 
Management might also avoid writing down impaired assets to sidestep recognizing 
impairment losses, which would negatively impact net income.  
 
Another tactic involves changing policies to capitalize costs, such as software 
development expenses, instead of expensing them.  
 
Share repurchases can also be used strategically to decrease the number of shares 
outstanding, artificially boosting the earnings per share (EPS).  
 
Lastly, deferring capital expenditures (CapEx) or research and development (R&D) 
expenses to future periods can create an illusion of higher current period profitability 
and cash flow, and implementing more aggressive revenue recognition policies can 
further inflate earnings. 
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Question 77: What are the key differences in accounting for defined 
contribution and defined benefit pension plans? 
 
Defined contribution and defined benefit plans are the two main types of pension plans, 
and they differ significantly in their accounting treatments.  
 
In a defined contribution plan, the employer's responsibility is limited to making 
specified contributions into an employee's pension fund.  
 
The accounting for this type of plan is relatively straightforward: the employer records 
the contributions as a pension expense on the income statement, typically under SG&A.  
 
On the other hand, a defined benefit plan requires 
the employer to provide predetermined benefits to 
employees upon retirement, which involves 
estimating the future obligations and contributions 
needed to meet these commitments.  
 
Accounting for defined benefit plans is more 
complex due to these estimations.  
 
The pension expense is still recorded in SG&A, but the corresponding balance sheet entry 
can vary: it could be a liability if the actual contributions are less than the pension 
expense recorded, or an asset (pre-paid expense) if contributions exceed the pension 
expense. 
 
Question 78: If a company incurs $2,000 in operating expenses and opts 
to raise a $1,000 revolving credit line to meet these expenses, how does 
this affect the income statement, cash flow statement, and balance sheet, 
assuming a 30% tax rate? 
 
Raising a $1,000 revolving credit line to pay $2,000 in operating expenses affects the 
financial statements as follows.  
 
On the income statement, the $2,000 operating expense is recorded, reducing net income 
by $1,400 after considering the 30% tax shield ($2,000 x (1 - 30%)).  
 
On the cash flow statement, the net income decreases by $1,400, but cash increases by 
$1,000 due to the new debt. Thus, the net change in cash is a decrease of $400.  
 
On the balance sheet, cash decreases by $400, while short-term debt increases by $1,000.  
 
The equity section decreases by $1,400 due to the reduced net income after taxes. 
 
 
 
 
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 79: When is EBITDAR used instead of EBITDA, and in which 
industries is it most applicable? 
 
EBITDAR, which stands for Earnings Before Interest, Taxes, Depreciation, 
Amortization, and Rent, is often employed in industries where renting or leasing is a 
significant operational expense, such as in the airline and retail sectors.  
 
This metric is particularly useful for assessing the performance of companies with 
different capital structures and operating leases.  
 
For instance, comparing two airlines, EBITDAR provides a clearer comparison by 
excluding rent or lease expenses, thus focusing on the operational efficiency of their core 
business activities.  
 
In retail, comparing two companies with different strategies for real estate, one owning 
its properties, the other leasing, EBITDAR gives insight into the companies' operational 
performance without the impact of how their properties are financed. 
 
Question 80: A corporation faces $20,000 in sudden expenses and decides 
to cover these costs by acquiring a $10,000 loan at an interest rate of 10%. 
What are the implications of this action on the income statement, cash 
flow statement, and balance sheet, considering a tax rate of 30%? 
 
To navigate the financial repercussions of the $20,000 in unexpected expenses covered 
by a loan, we analyze the effects in stages.  
 
Initially, the income statement reflects the $20,000 expense, reducing pre-tax income, 
and subsequently net income, by $14,000 after a $6,000 tax benefit.  
 
The cash flow statement shows a $14,000 outflow, mirrored in the balance sheet by a 
$14,000 decrease in cash and retained earnings.  
 
Addressing the debt, there's no income statement change, but the cash flow statement 
and balance sheet both show a $20,000 increase in cash and debt respectively.  
 
Considering the interest, the income statement lists a $1,000 interest expense, offset by 
a $300 tax saving, reducing net income by $700.  
 
The cash flow statement presents a $700 outflow, affecting the balance sheet with a $700 
decrease in cash and retained earnings.  
 
Consolidating these steps, the income statement exhibits a $14,700 net income reduction, 
including expenses and interest, minus tax savings.  
 
The cash flow statement records a $4,700 net decrease, while the balance sheet reflects 
a $4,700 decrease in cash, a $10,000 increase in debt, and a $14,700 decrease in retained 
earnings. 
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Question 81: Is an increase in Net Working Capital (NWC) typically a 
positive or negative indicator for a company, and what does it imply? 
 
An increase in Net Working Capital (NWC) can be ambiguous, as it might imply both 
positive and negative aspects for a company.  
 
On the positive side, a rising NWC could indicate that the company is growing and 
therefore requires more capital to fund its operational activities.  
 
This growth can lead to holding more inventory or granting more credit to customers, 
both of which increase NWC.  
 
However, a higher NWC can also be a sign of managerial inefficiency, such as if the 
company is taking too long to collect receivables or is holding excess inventory than 
necessary, which can tie up liquidity that could otherwise be used more productively.  
 
Hence, whether an increase in NWC is good news depends on the context of the 
company's operations and efficiency. 
 
Question 82: Among the Net Debt/EBITDA and Debt/Equity ratios, which 
is more relevant in assessing the risk of a company's debt structure? 
 
The Net Debt/EBITDA ratio is generally more relevant than the Debt/Equity ratio for 
assessing the risk associated with a company's debt structure.  
 
Net Debt/EBITDA measures the company's leverage and indicates how many years it 
could take to pay off its net debt if EBITDA is maintained at current levels, thus acting 
as a gauge of debt serviceability and company solvency.  
 
While the Debt/Equity ratio, which compares the company's total debt to its equity, can 
also indicate leverage levels, it is less suitable for understanding short-term financial 
risk.  
 
This is because it does not provide direct insight into the company's operational cash 
flow and its ability to meet debt obligations.  
 
Creditors often prefer Net Debt/EBITDA as it is directly related to the cash flows 
necessary to service and repay debt.
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Valuation – Easy 
 
Question 83: How do you determine the net debt if the enterprise value is 
$100 million and the equity value is $60 million? 
 
Use the basic Enterprise Value formula:  
 

𝑬𝑽 = 𝑬𝒒𝒖𝒊𝒕𝒚	𝑽𝒂𝒍𝒖𝒆 + 𝑵𝒆𝒕	𝑫𝒆𝒃𝒕 + 𝑷𝒓𝒆𝒇𝒆𝒓𝒓𝒆𝒅	𝑺𝒕𝒐𝒄𝒌 +𝑴𝒊𝒏𝒐𝒓𝒊𝒕𝒚	𝑰𝒏𝒕𝒆𝒓𝒆𝒔𝒕 
 
Assuming there are no preferred stocks or minority interests in this case, the net debt can 
be determined by subtracting the equity value from the enterprise value.  
 
Therefore, the net debt would be 100 - 60 = $40 million. 
 
Question 84: How do you compute the terminal value in a DCF using the 
Exit Multiple Approach? 
 
In a DCF model, the Exit Multiple Approach determines the terminal value based on the 
assumption that the business could be sold for a specific multiple of a financial metric, 
like EBITDA, which is reflective of the current market multiples for comparable 
companies.  
 
The calculation is straightforward: Terminal Value (TV) equals the chosen financial 
metric (e.g., EBITDA for the last projected year) multiplied by the applicable trading 
multiple (e.g., 8x).  
 
This yields a terminal value that represents an estimate of what the business could be 
worth if it were to be sold at the end of the projection period using market-based 
multiples. 
 
Question 85: What is the difference between a market multiple and a 
purchase multiple? 
 
A market multiple is derived from the current valuation of a company, reflecting its value 
as perceived by the market. It is often calculated using ratios like price-to-earnings or 
market value to EBITDA.  
 
On the other hand, a purchase multiple is based on the actual price paid in a transaction 
for acquiring a company, representing the valuation agreed upon by the buyer and seller. 
 
Question 86: Why do we prefer to discount cash flows instead of net 
income in valuation analyses? 
 
Discounting cash flows rather than net income is preferred in valuation analyses because 
cash flows provide a more accurate representation of a company's actual financial 
performance.  
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Cash flow is considered a more accurate measure of a company's output, as it reflects the 
real cash generated by the business, whereas net income can include non-cash items and 
may not necessarily indicate cash generation.  

Investors are more interested in the actual cash that can be generated and returned, 
making cash flows a more reliable metric for predicting future financial returns. 

Question 87: What is a key advantage of using discounted cash flow 
analysis? 

A significant advantage of the discounted cash flow analysis is its technical precision. 

This method bases its valuation on the projected cash flows derived from detailed 
financial models of the company, as opposed to relying on market-based data like in 
comparable company analysis.  

It offers a more intrinsic valuation by focusing on the company's own financial forecasts 
and cash flow projections. 

Question 88: What are some major drawbacks of the discounted cash flow 
analysis? 

The discounted cash flow analysis has several notable disadvantages: 

The terminal value, which can constitute a large 
portion of the overall valuation, is based on a 
perpetuity or multiple and can introduce significant 
uncertainty.  

The model projections might be inaccurate, either 
overstated or understated, depending on the 
assumptions driving them.  

The discount rate, critical in determining the present value of cash flows, can be 
challenging to estimate accurately and may not apply uniformly in all situations. 

Question 89: What is a major advantage of the comparable company 
analysis? 

A key advantage of the comparable company analysis is its timeliness and market 
relevance.  

This method reflects the current market conditions as it is based on the latest stock prices 
and financials of comparable companies, providing an up-to-date market perspective of 
the company's value. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 90: What is a key advantage of using precedent transactions 
analysis? 

A major advantage of precedent transactions analysis is that it accounts for the 
acquisition premium in the purchase price.  

When considering an acquisition, this method offers valuable insight into the potential 
premium that might be required to persuade the current owners or shareholders to sell.  

This premium reflects the additional value a buyer is willing to pay over the market value 
to gain control of the company, which is crucial information for formulating a 
competitive and realistic acquisition offer. 

Question 91: What are the main disadvantages of using precedent 
transactions analysis? 

The precedent transactions analysis has several disadvantages. 

Firstly, it is based on historical data, which may not be relevant in a significantly 
different economic context.  

Secondly, finding comparable transactions can be challenging, especially in sectors with 
few acquisitions.  

Lastly, even when relevant transactions are identified, obtaining detailed data to 
calculate accurate multiples can be difficult.  

These challenges can limit the effectiveness of this method in certain situations, such as 
rapidly evolving industries or unique business models. 

Question 92: What is the formula for calculating unlevered free cash 
flows? 

To calculate unlevered free cash flows (UFCF), you have to tax-effecting EBIT to Net 
Operating Profit After Tax (NOPAT = EBIT * (1 - Tax Rate)), non-cash items are added 
back, working capital adjustments are made, and capital expenditures are subtracted.  

The formula for UFCF is: 

𝑼𝑭𝑪𝑭 = 𝑵𝑶𝑷𝑨𝑻 + 𝑫&𝑨 − 𝑪𝒉𝒂𝒏𝒈𝒆𝒔	𝒊𝒏	𝑵𝒆𝒕	𝑾𝒐𝒓𝒌𝒊𝒏𝒈	𝑪𝒂𝒑𝒊𝒕𝒂𝒍 − 𝑪𝒂𝒑𝒆𝒙 

This formula helps in determining the cash flows generated by a company's operations 
before the impact of its capital structure. 

Question 93: How do you correctly discount a future cash flow? 

To properly discount a future cash flow, you use the formula: 

𝑼𝒏𝒍𝒆𝒗𝒆𝒓𝒆𝒅	𝑭𝒓𝒆𝒆	𝑪𝒂𝒔𝒉	𝑭𝒍𝒐𝒘	(𝑼𝑭𝑪𝑭)/(𝟏 + 𝑫𝒊𝒔𝒄𝒐𝒖𝒏𝒕	𝑹𝒂𝒕𝒆)𝑷𝒆𝒓𝒊𝒐𝒅 
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This formula accounts for the time value of money by adjusting the future cash flows 
back to their present value, using a discount rate that reflects the risk associated with the 
cash flows. 

Question 94: Can you describe the process of conducting a discounted 
cash flow (DCF) analysis? 

Discounted Cash Flow (DCF) analysis is a valuation method that estimates a company's 
value by projecting its future cash flows and calculating a terminal value.  

The process begins by forecasting the company's unlevered free cash flows for a set 
period, typically five years.  

Unlevered free cash flows are determined by taking the company's Earnings Before 
Interest and Taxes (EBIT), adding back non-cash items like depreciation, amortization, 
deferred taxes, then adjusting for changes in working capital, capital expenditures, and 
taxes.  

These projected cash flows are then discounted to their present value using a chosen 
discount rate, often the Weighted Average Cost of Capital (WACC).  

Next, a terminal value is calculated using either a multiple of the final year's EBITDA 
or the perpetuity formula applied to the final year's unlevered free cash flow.  

This terminal value is then also discounted to present value. 

The sum of the present values of the projected cash flows and the terminal value provides 
the total estimated value of the business. 

Question 95: In a Comparable Company Analysis, why might one prefer 
using EV/EBITDA multiples over P/E multiples? 

In Comparable Company Analysis, the choice to use EV/EBITDA multiples over P/E 
multiples is often due to the broader applicability of the former.  

EV accounts for a company's entire capital structure, including debt and equity, whereas 
EBITDA measures a company's operational performance without the effects of financing 
and accounting decisions.  

This makes EV/EBITDA a more uniform and comprehensive measure, offering a clearer 
comparison of companies' core operations, particularly when they have different capital 
structures, tax rates, and depreciation policies. 

Question 96: What is the rationale behind examining both Enterprise 
Value and Equity Value? 

Enterprise Value represents the total value of a company, including both its equity and 
debt, and is useful in comparing companies with different capital structures.  
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Equity Value is the value attributable to shareholders. Looking at both gives a complete 
picture of a company's valuation from both a shareholder perspective and a total value 
perspective, including debt. 

Question 97: In an acquisition scenario, which is more critical: Enterprise 
Value or Equity Value? 

Enterprise Value is often more critical in an acquisition scenario because it represents 
the total cost to acquire a company, including taking on its debt and receiving its cash. 

Question 98: What is the simplified formula for calculating Enterprise 
Value? 

Enterprise Value is calculated as the sum of Equity Value plus Debt, Minority Interest, 
and Preferred Stock, minus Cash and Cash Equivalents.  

This formula gives the total value of the company, including all sources of capital, but 
excluding the non-operating assets like excess cash. 

Question 99: What is the practical use of a valuation? 

Valuations are used for a variety of practical purposes, including merger and acquisition 
transactions, investment analysis, capital budgeting, and financial reporting.  

They help in determining the price an acquirer is willing to pay to purchase a company, 
the value of a company for initial public offerings, and the fair value of assets and 
liabilities for financial reporting purposes. 

Question 100: Why is cash subtracted when calculating Enterprise Value? 

Cash is subtracted in the Enterprise Value formula because it is considered a non-
operating asset.  

When acquiring a company, the buyer can use the cash on the target's balance sheet to 
partially fund the purchase, effectively reducing the acquisition price.  

Another perspective to consider is that cash can be viewed as a form of negative debt, 
and it has the potential to be used to offset or reduce existing debt.  

However, this may not always be accurate if the cash is required for operations or is not 
freely available to the firm. 

Question 101: Is it possible for a company to have a negative Equity 
Value? 

A negative Equity Value is not possible because it would imply that the company has a 
negative share price, which is not feasible. 



Technical Questions: Valuation 
 

 53 

Question 102: What are the three primary methods of company 
valuation? 
 
The three cornerstone valuation methodologies are Comparable Companies Analysis, 
Precedent Transactions, and Discounted Cash Flow Analysis.  
 
Comparable Companies involves valuing a company based on the valuation multiples of 
similar public companies.  
 
Precedent Transactions involves valuing a company based on the prices paid for similar 
companies in past M&A transactions.  
 
Discounted Cash Flow Analysis values a company based on its projected cash flows, 
discounted back to their present value at the company's Weighted Average Cost of Capital 
(WACC). 
 
Question 103: What are the most frequently used valuation multiples? 
 
The most commonly used valuation multiples include Enterprise Value (EV) multiples 
such as EV/EBITDA, EV/EBIT, and EV/Revenue, as well as Equity Value multiples like 
Price-to-Earnings (P/E), Price-to-Book (P/B), and Price-to-Sales (P/S).  
 
These multiples are used to compare companies on a relative basis and are chosen based 
on industry standards and the financial characteristics of the companies being valued. 
 
Question 104: Is it ever appropriate to use Equity Value in conjunction 
with Revenue? 
 
While it is not standard practice, Equity Value may be 
used with Revenue in certain circumstances, such as 
when a company has no debt, and thus the distinction 
between Enterprise Value and Equity Value is minimal.  
 
However, this is not common and can lead to 
misleading comparisons, especially when comparing 
companies with different capital structures. 
 
Question 105: What is the approach to valuing a private company? 
 
Valuing a private company typically involves using Comparable Companies, Precedent 
Transactions, and DCF, but with a discount for the lack of liquidity versus public 
comparables. 
 
Question 106: What is the typical time frame considered for public 
company comparables and precedent transaction multiples? 
 
The typical time frame for public company comparables is the most recent fiscal year, 
the last twelve months, and one-year forward.  
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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While for precedent transactions, it's generally the past one to two years. 

This time frame can vary depending on the industry dynamics and the availability of 
relevant data. 

Question 107: Why are DCF projections typically limited to 5 or 10 years? 

DCF projections are typically limited to 5 or 10 years because the further out the 
projection, the less reliable it becomes.  

Beyond this period, it's difficult to make accurate assumptions about growth rates, 
margins, and capital expenditures.  

Therefore, a terminal value is used to capture the value beyond the explicit projection 
period. 

Question 108: What discount rate is commonly used in a DCF? 

The discount rate commonly used in a DCF is the Weighted Average Cost of Capital 
(WACC), which reflects the average rate of return required by all of the company's 
investors.  

It takes into account the cost of equity, the cost of debt, and the company's capital 
structure. 

Question 109: How is the Weighted Average Cost of Capital (WACC) 
calculated? 

WACC is calculated by multiplying the cost of each capital component (equity and debt) 
by its proportional weight and then summing the results.  

𝑾𝑨𝑪𝑪 = 𝑪𝒐𝒔𝒕	𝒐𝒇	𝑬𝒒𝒖𝒊𝒕𝒚 ∗
𝑬𝒒𝒖𝒊𝒕𝒚

𝑫𝒆𝒃𝒕 + 𝑬𝒒𝒖𝒊𝒕𝒚
+ 𝑪𝒐𝒔𝒕	𝒐𝒇	𝑫𝒆𝒃𝒕 ∗

𝑫𝒆𝒃𝒕
𝑫𝒆𝒃𝒕 + 𝑬𝒒𝒖𝒊𝒕𝒚

∗ (𝟏 − 𝑻𝒂𝒙	𝑹𝒂𝒕𝒆) 

It reflects the overall cost of capital, including the risk-free rate, the market risk premium 
adjusted for the beta of the company, and the cost of debt after tax adjustments. 

Question 110: How do you determine the Beta used in the Cost of Equity 
calculation? 

Beta is determined by analyzing the volatility of a company's stock price relative to the 
market.  

This can be done by running a regression of the company's stock returns against the 
market returns.  

If the company is private, you can estimate its beta by utilizing the betas of publicly 
traded comparable companies. 
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Question 111: Between a manufacturing company and a technology 
company, which is expected to have a higher Beta? 

Typically, a technology company would have a higher Beta than a manufacturing 
company because technology companies are often more sensitive to market fluctuations 
due to rapid innovation, product cycles, and consumer trends, whereas manufacturing 
companies may have more stable and predictable cash flows. 

Question 112: How do you calculate the Terminal Value in a DCF? 

The Terminal Value in a DCF can be calculated using the Gordon Growth Model, which 
assumes a perpetual growth rate for the company's cash flows, or by applying an exit 
multiple to the company's projected financial metrics at the end of the projection period, 
such as EBITDA or EBIT. 

Question 113: Should the Cost of Equity be higher for a smaller company 
compared to a larger one? 

Generally, the Cost of Equity should be higher for a smaller company due to the higher 
risk associated with smaller companies, which often have less predictable cash flows, 
less diversified operations, and a higher risk of bankruptcy compared to larger, more 
established companies. 

Question 114: How does company size affect the Weighted Average Cost 
of Capital (WACC)? 

Company size can affect WACC because smaller companies typically have higher costs 
of debt and equity due to their higher risk profiles.  

This can lead to a higher WACC compared to larger, more stable companies that can 
borrow at lower rates and whose equity is seen as less risky.  

However, size alone is not the sole determinant of the WACC; factors such as varying 
capital structures can result in a smaller company having a lower WACC than a larger 
one. 

Question 115: Can you explain the principle of present value and its 
significance in business valuations? 

The principle of present value is founded on the idea that a dollar today is more valuable 
than a dollar in the future, attributed to the time value of money.  

This is because current funds can be invested to yield interest. 

The formula for present value is:  

𝑷𝑽 =
𝑪𝒂𝒔𝒉	𝑭𝒍𝒐𝒘	(𝒏)

(𝟏 + 𝒓)𝒏
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Where 'n' symbolizes the specific time period when a cash flow is received.  
 
In terms of business valuation, a company's worth is calculated as the total of the present 
values of all future cash flows it is expected to generate.  
 
A high valuation of a company indicates it consistently undertakes projects with positive 
net present value ('NPV'), suggesting high returns on invested capital and relatively 
lower risk associated with its cash flows. 
 
Question 116: How is the fully diluted share count determined? 
 
To calculate the fully diluted share count, the treasury stock method is utilized, focusing 
on options, warrants, and other dilutive securities that are currently 'in-the-money', 
meaning their exercise would be profitable.  
 
The treasury stock method assumes all in-the-money options and warrants are exercised. 
The proceeds from exercise are then assumed to be used to repurchase shares at current 
market price. The fully diluted share count equals basic shares plus new shares issued 
from option exercises minus shares repurchased with the proceeds. 
 
Question 117: What is the effect on a company's enterprise value if it 
secures an additional $100 million in debt? 
 
In theory, raising an additional $100 million in debt should not affect a company's 
enterprise value, as enterprise value is designed to be neutral to the capital structure.  
 
The increase in debt would be offset by a corresponding rise in cash balance.  
 
However, in practice, the cost associated with this new financing, such as financing fees 
and interest expenses, could potentially reduce the company's profitability.  
 
This decrease in profitability might lead to a diminished valuation due to the increased 
cost of debt. 
 
Question 118: Why is it crucial to omit non-operating income/expenses in 
business valuations? 
 
In valuations, specifically in Discounted Cash Flow and comparable companies (comps) 
analyses, it's essential to focus on the core operations of a business.  
 
This necessitates separating and normalizing figures associated with the company's main 
operations.  
 
In a DCF analysis, projected cash flows should exclusively arise from the business's 
regular operations, like sales of goods or services, excluding non-operating incomes such 
as investment incomes, dividends, or profits from asset sales, which are non-recurring 
and not integral to core operations.  
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Similarly, in comps analysis, to achieve an 'apples to apples' comparison between the 
target company and its peers, it's vital to remove non-core operating incomes/expenses 
and any one-time items.  
 
This ensures a fair benchmarking of the core operations across different companies. 
 
Question 119: What would be the Weighted Average Cost of Capital 
(WACC) for a debt-free company? 
 
For a company that operates without any debt in its capital structure, its Weighted 
Average Cost of Capital (WACC) would be equal to its cost of equity.  
 
This is because WACC is a blend of the costs of equity and debt financing, weighted 
according to their proportion in the company's capital structure.  
 
In the absence of debt, the company's capital structure is solely composed of equity, 
making the WACC identical to the cost of equity.  
 
It's noteworthy that many mature companies opt for some level of leverage once their 
operations stabilize, as debt financing can often be obtained at lower costs compared to 
equity. 
 
Question 120: How does a higher beta impact a company's valuation? 
 
A higher beta for a company indicates greater risk 
and volatility compared to the overall market, 
meaning the company's stock price is more 
sensitive to market fluctuations.   
 
As a result, investors will use a higher discount 
rate to value the company's cash flows.  
 
This higher discount rate reflects the increased risk, leading to a lower valuation of the 
company, assuming all other factors remain constant.  
 
Essentially, the higher the beta, the greater the perceived risk, and consequently, the 
lower the valuation of the company's future cash flows. 
 
Question 121: Under what circumstances should a company opt to 
distribute dividends? 
 
Dividend distribution is typically most suitable for companies experiencing low growth, 
with limited opportunities for profitable reinvestment in their business.  
 
Such companies choose to pay dividends as a way of signaling confidence in their long-
term profitability and stability.  
 
This approach also targets a specific type of investor – those who are interested in long-
term, dividend-yielding investments.  

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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By distributing dividends, these companies essentially communicate that they can afford 
to return cash to shareholders, reflecting a mature, stable financial position. 
 
Question 122: Can you explain the concept of CAGR and its calculation 
method? 
 
Compound Annual Growth Rate (CAGR) represents the mean annual growth rate over a 
specified time period longer than one year.  
 
CAGR can be calculated using the formula:  
 

𝑪𝑨𝑮𝑹 = (
𝑬𝒏𝒅𝒊𝒏𝒈	𝑽𝒂𝒍𝒖𝒆
𝑩𝒆𝒈𝒊𝒏𝒊𝒏𝒈	𝑽𝒂𝒍𝒖𝒆)

(𝟏𝒕) − 𝟏 

 
Where 't' represents the number of years.  
 
This formula calculates the CAGR as an average rate of growth over multiple periods, 
assuming the investment grows at a steady rate. 
 
Question 123: What does the discount rate signify in financial terms? 
 
The discount rate symbolizes the expected rate of return on an investment relative to its 
risk level.  
 
Essentially, it reflects the degree of risk associated with the cash flows of the investment.  
 
The discount rate acts as a benchmark against which the minimum acceptable return on 
an investment is measured, compared to other investments carrying similar risks.  
 
A higher discount rate indicates a higher level of risk associated with the investment, 
necessitating a higher expected return to justify the investment.  
 
Conversely, a lower discount rate suggests lower risk and, therefore, a lower required 
rate of return. 
 
Question 124: Can you explain the significance of the Price-to-Earnings 
(P/E) ratio in stock valuation? 
 
The Price-to-Earnings (P/E) ratio is a critical metric in stock valuation, extensively 
utilized by investors to assess a company's relative value compared to its industry and 
peers.  
 
The P/E ratio essentially gauges how much investors are willing to pay for one dollar of 
a company's earnings, serving as an indicator of market sentiment about the company.  
 
It is calculated by dividing the current share price by the EPS, which can be derived from 
the company's net income.  
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A high P/E ratio might suggest that the company is overvalued or that investors expect 
high future growth, whereas a low P/E ratio could indicate undervaluation or potentially 
lower growth expectations.  
 
By comparing a company's P/E ratio with industry averages and those of similar 
companies, investors can gain insights into whether the company's stock is undervalued, 
fairly valued, or overvalued. 
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Valuation – Medium 

Question 125: How is the Cost of Equity calculated? 

The Cost of Equity is typically determined by the formula: 

𝑪𝒐𝒔𝒕	𝒐𝒇	𝑬𝒒𝒖𝒊𝒕𝒚 = 𝑹𝒊𝒔𝒌	𝑭𝒓𝒆𝒆	𝑹𝒂𝒕𝒆 + (𝑩𝒆𝒕𝒂 ∗ 𝑬𝒒𝒖𝒊𝒕𝒚	𝑹𝒊𝒔𝒌	𝑷𝒓𝒆𝒎𝒊𝒖𝒎) 

The risk-free rate reflects the expected return on a government bond with negligible risk 
of default and is usually sourced from stable governments; for instance, the yield on the 
10-year US Treasury bond or the German 10-year bund could be used, depending on the
region being analyzed.

Beta measures the relative volatility or systemic risk of a stock in comparison to the 
broader market, using the performance of similar companies as a gauge.  

The Equity Risk Premium quantifies the expected excess return of stocks over risk-free 
assets, signifying how much additional return investors demand to compensate for the 
extra risk.  

For a thorough evaluation, some models also incorporate size premiums, which suggest 
that smaller firms could outperform larger ones, and industry premiums, which capture 
sector-specific risk and the potential for higher returns in certain industries. 

Question 126: In a Discounted Cash Flow (DCF) model, which factor has 
a greater impact: the discount rate or the sales growth rate? 

In a Discounted Cash Flow (DCF) analysis, both the discount rate and the sales growth 
rate are key variables.  

However, the discount rate typically has a more significant impact on the valuation than 
operational assumptions like the sales growth rate.  

The discount rate directly influences the present value of future cash flows, with a higher 
discount rate substantially reducing the present value, thereby affecting the overall 
valuation more markedly than changes in sales growth rate.  

While the sales growth rate is important for projecting future revenues, the discount 
rate's role in determining the time value of money and risk adjustment is more influential 
in the final valuation. 

Question 127: What factors can lead to an increase or decrease in a 
company's Present Value? 

The Present Value (PV) of a company can be influenced by several key factors. 

An increase in the company's PV can be attributed to a rise in its cash flows, signaling 
enhanced future value, an escalation in the growth rate of these future cash flows, or a 
decrease in the discount rate.  
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On the other hand, the PV may decrease due to a variety of reasons: an elevated discount 
rate, which makes future cash flows less valuable in present terms; a delay in the receipt 
of these future cash flows, extending the time horizon and thus reducing their current 
worth; or a slowdown in the growth rate of future cash flows, indicating a less robust 
financial future. 
 
Question 128: Is the market risk premium the same as the average return 
of the market? 
 
No, the market risk premium is not the same as the average market return.  
 
The market risk premium is calculated as Rm (the average return of the market) minus 
Rf (the risk-free rate).  
 
It represents the additional return expected by investors for taking on the higher risk of 
investing in the stock market over a risk-free asset. 
 
Question 129: Can you explain what terminal value is and outline the two 
primary methods for calculating it? 
 
Terminal value is a key component in financial modeling, representing the value of a 
company beyond the forecast period.  
 
It's crucial in valuation analyses, like discounted cash flow (DCF), as it accounts for a 
significant portion of the total value.  
 
There are two primary methods for calculating terminal value: the multiples method and 
the perpetuity growth method.  
 
The multiples method involves applying a valuation multiple, like EV/EBITDA, to the 
company's projected financial metrics.  
 
The perpetuity growth method, on the other hand, calculates terminal value by assuming 
the company will grow at a steady, perpetually constant rate.  
 
This method uses the formula:  
 

𝑻𝑽 = 𝑼𝑭𝑪𝑭	𝒊𝒏	𝒕𝒉𝒆	𝒇𝒊𝒏𝒂𝒍	𝒚𝒆𝒂𝒓 ∗
𝟏 + 𝒈𝒓𝒐𝒘𝒕𝒉	𝒓𝒂𝒕𝒆

𝒅𝒊𝒔𝒄𝒐𝒖𝒏𝒕	𝒓𝒂𝒕𝒆 − 𝒈𝒓𝒐𝒘𝒕𝒉	𝒓𝒂𝒕𝒆 

 
Question 130: Which of the three major valuation methods usually results 
in the lowest valuation? 
 
The answer to which valuation method results in the lowest valuation can vary depending 
on several factors.  
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Comparable Company Analysis, which uses market multiples, could lead to a higher 
valuation if the market values are elevated, and to the lowest if the market values are 
low.  

On the other hand, the DCF approach, based on financial projections and models, might 
yield a higher valuation if aggressive assumptions are used.  

Typically, conservative DCF models that discount future cash flows to their present value 
tend to result in lower valuations than Comparable Company Analysis.  

The key lies in understanding the drivers behind each method to adequately support any 
conclusion. 

Question 131: With 150 shares priced at $20 each and 10 options at an 
exercise price of $10, what is the fully diluted equity value using the 
treasury stock method? 

The treasury stock method determines the impact of stock options on the fully diluted 
equity value.  

First, you calculate the number of shares that can be purchased with the proceeds from 
the options exercised.  

In this case, for each option exercised at $10, a share is bought at the current price of 
$20, resulting in 0.5 shares per option (because $10 exercise proceeds buy half of a $20 
share).  

So, 10 options x 0.5 = 5 new shares. 

The fully diluted share count is the original 150 shares plus these 5 new shares, totaling 
155 shares.  

The fully diluted equity value is 155 shares multiplied by the current share price of $20, 
which equals $3,100. 

Question 132: If a company has 100 shares at $8 each and 20 options at 
$10 each, what's the fully diluted equity value? 

Since the exercise price of the options is higher than the share price, they are out of the 
money and would not be exercised.  

Therefore, the fully diluted equity value remains the same as the basic equity value, 
which is 100 shares * $8 = $800. 

Question 133: Is it always correct to add Debt to Equity Value in the 
Enterprise Value calculation? 

Adding Debt to Equity Value is a standard part of calculating Enterprise Value because 
it represents the total capital deployed in the business.  
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However, it may not be accurate if the debt is non-interest bearing or if it's operational 
rather than financial in nature, as these types of debt do not represent financing the 
company has received. 

Question 134: Why is Preferred Stock added to the Enterprise Value 
equation? 

Preferred Stock is added to Enterprise Value because it is a form of financing that is 
senior to common equity but often has characteristics of both debt and equity.  

Including Preferred Stock ensures that the Enterprise Value reflects all sources of capital 
financing the company. 

Question 135: How are convertible bonds treated in the Enterprise Value 
formula? 

Convertible bonds are treated as a potential source of dilution in the Enterprise Value 
formula.  

If they are in-the-money, meaning the conversion 
price is below the current share price, they are 
assumed to be converted into equity, and the number 
of shares outstanding is adjusted accordingly.  

If they are out-of-the-money, their face value is 
included when calculating the company's total debt. 

Question 136: If a company has 800,000 shares at $150 each and $5 million 
in convertible bonds that convert at $100 per share, how would you 
calculate the diluted shares? 

Using the treasury stock method, to calculate the diluted shares, you first determine the 
number of shares the convertible bonds can be converted into.  

This is calculated by dividing the total value of the bonds by the conversion price. Here, 
$5 million in bonds divided by the $100 conversion price equals 50,000 shares.  

Then, the fully diluted share count would be the sum of the original 800,000 shares and 
the 50,000 new shares from the conversion, totaling 850,000 shares. 

Question 137: How do Equity Value and Shareholders' Equity differ? 

Equity Value represents the market value, for public companies it is the market 
capitalization, determined by the current stock price multiplied by the number of 
outstanding shares.  

Shareholders' Equity reflects the book value, as recorded on the company's balance sheet. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Equity Value cannot be negative, as share prices and the number of shares outstanding 
are always non-negative, while Shareholders' Equity can theoretically assume any value. 

In most instances, especially for financially robust companies, the Equity Value 
substantially surpasses the Shareholders' Equity. 

Question 138: What is the detailed formula for calculating Enterprise 
Value? 

The detailed formula for calculating Enterprise Value is: 

𝑬𝒏𝒕𝒆𝒓𝒑𝒓𝒊𝒔𝒆	𝑽𝒂𝒍𝒖𝒆
= 𝑬𝒒𝒖𝒊𝒕𝒚	𝑽𝒂𝒍𝒖𝒆 + 𝑵𝒆𝒕	𝑫𝒆𝒃𝒕 + 𝑷𝒓𝒆𝒇𝒆𝒓𝒓𝒆𝒅	𝑺𝒕𝒐𝒄𝒌𝒔 +𝑴𝒊𝒏𝒐𝒓𝒊𝒕𝒚	𝑰𝒏𝒕𝒆𝒓𝒆𝒔𝒕𝒔
− 𝑨𝒔𝒔𝒐𝒄𝒊𝒂𝒕𝒆𝒔 + 𝑼𝒏𝒇𝒖𝒏𝒅𝒆𝒅	𝑷𝒆𝒏𝒔𝒊𝒐𝒏	𝑳𝒊𝒂𝒃𝒊𝒍𝒊𝒕𝒊𝒆𝒔 + 𝑷𝒓𝒐𝒗𝒊𝒔𝒊𝒐𝒏𝒔
+ 𝑪𝒂𝒑𝒊𝒕𝒂𝒍	𝑳𝒆𝒂𝒔𝒆𝒔

Equity Value is the fully diluted equity value using the treasury stock method. 

Net Debt reflects a company's financial debt offset by cash and equivalents.  

Preferred Stocks are included in calculations as they're not part of Equity Value, 
representing a different aspect of ownership.  

Minority Interests are the non-owned portions of fully consolidated subsidiaries, 
indicating partial control.  

Associates are significant but not fully controlled investments, typically between 20% to 
50%, not integrated into financial statements.  

Unfunded Pension Liabilities are considered in the EV as they can be considered as debt 
to employees.  

Provisions are included when potential losses have over a 50% likelihood.  

Capital Leases are added to the EV, acknowledging them as debts to the lessor. 

Question 139: When calculating Enterprise Value, should you use book 
value or market value for each component? 

For calculating Enterprise Value, the ideal approach is to use the market values for all 
components.  

However, this is often impractical due to the difficulty in determining market values for 
certain items.  

Consequently, in practice, the market value is typically used only for calculating Equity 
Value.  
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For other components, book values from the company's most recent financial statements 
are commonly used 

Question 140: What level of dilution in Equity Value is generally 
considered excessive? 

There is no hard and fast rule for what constitutes excessive dilution as it varies by 
industry and individual company circumstances.  

However, dilution that significantly reduces earnings per share or diminishes control for 
existing shareholders may be considered excessive.  

Typically, dilution above 20% might warrant closer examination and justification. 

Question 141: How would you sequence the three valuation methodologies 
from the one that typically yields the highest value to the lowest? 

Generally, Precedent Transactions yield higher values due to the control premium paid 
for acquiring a company, driven by factors such as anticipated synergies.  

Next is Public Comparables, which might yield slightly lower values as it reflects the 
market's perception of the value of similar companies, but doesn't include a control 
premium.  

Discounted Cash Flow Analysis can produce either the highest or the lowest valuation, 
as it is highly sensitive to both the discount rate and assumptions about future cash flows. 

Question 142: Under what circumstances might a Discounted Cash Flow 
(DCF) valuation not be the best tool? 

A DCF is not ideal when a company has unpredictable or unstable cash flows, when it is 
not possible to forecast cash flows with reasonable accuracy, or when the capital structure 
of the company is complex.  

It is also less useful for companies that are not capital-intensive or for valuation scenarios 
that require a quick assessment, as a DCF analysis is time-consuming and data-intensive. 

For companies with persistently negative cash flows and uncertain paths to profitability, 
DCF analysis becomes highly speculative and less reliable. 

Question 143: When is a Liquidation Valuation most applicable? 

A Liquidation Valuation is most applicable when a company is bankrupt or near 
bankruptcy, and its assets are likely to be sold off individually rather than the company 
being sold as a going concern. It is also used when a company's operations are more 
valuable in parts than as a single entity, or when assessing the downside scenario in a 
distressed investment situation. 
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Question 144: In what scenarios would you employ a Sum of the Parts 
Valuation? 

A Sum of the Parts Valuation is used for diversified companies with multiple, distinct 
business units or investments that may not be accurately reflected in a consolidated view. 

This method is particularly useful when the business units have different growth rates, 
profitability, and risk profiles, and could potentially be worth more if valued separately 
or if sold off to different buyers.  

Example: when a business unit might be valued at 20x revenue while the whole company 
is valued at 5x revenue. 

Question 145: When would you consider using an LBO Analysis in 
valuation? 

An LBO Analysis is used when valuing a company for a leveraged buyout, particularly 
by private equity firms or financial sponsors.  

It is suitable when the company has strong cash flows that can support high debt levels, 
and when the buyer aims to improve the company's performance, reduce costs, or spin 
off profitable divisions to pay down debt quickly. 

Question 146: Typically, would an LBO or DCF yield a higher valuation 
for a company? 

Typically, a DCF might yield a higher valuation because it is based on the intrinsic value 
of a company's future cash flows, which can capture the full potential of a company's 
growth prospects.  

An LBO valuation often yields a lower valuation because it is based on the financial 
buyer's required rate of return, usualy at 20-25% for private equity investors, and the 
company's ability to support debt—factors that can limit the maximum price a buyer is 
willing to pay. 

Question 147: How would you explain the different valuation 
methodologies to a company or its investors? 

When presenting different valuation methodologies to a company or its investors, it's 
important to explain that each method provides a different perspective on value.  

Comparable Companies Analysis offers a market-based perspective, showing what 
investors are currently willing to pay for similar companies.  

Precedent Transactions provide historical market-based evidence of what buyers have 
paid for similar companies in the past, often including a control premium.  

The DCF analysis presents an intrinsic value based on the company's own future cash 
flow projections, discounted to present value.  
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Each method has its own set of assumptions and uses, and the final valuation is often a 
weighted average or range derived from all the methodologies employed. 

Question 148: How would you approach valuing an orange tree? 

Valuing an orange tree would involve several steps. 

First, you would assess the tree's current and historical yield, pricing, and cost structure 
to understand its operating income.  

Then, you would consider comparable sales of similar trees to gauge market value. 

A DCF analysis could be performed based on 
projected future harvests and cash flows, discounted 
at a rate appropriate for the risk profile of 
agricultural operations.  

Additionally, you might consider the replacement 
cost of the tree and the land if you were to grow a 
new tree.  

Factors such as location, size, variety of oranges, and brand reputation would also play 
a role in the valuation. 

Question 149: Why is the multiple of Equity Value to EBITDA wrong, as 
opposed to Enterprise Value to EBITDA? 

Equity Value to EBITDA is wrong because EBITDA represents earnings before interest, 
taxes, depreciation, and amortization, and is therefore a proxy for the cash flow available 
to all providers of capital, not just equity holders.  

Using Enterprise Value, which includes debt, preferred stock, and minority interest, in 
conjunction with EBITDA provides a more accurate reflection of the value of the 
company to all stakeholders, not just equity holders. 

Question 150: When might a Liquidation Valuation result in the highest 
valuation? 

A Liquidation Valuation could result in the highest valuation if the company's assets are 
significantly undervalued on its balance sheet or if there is a high demand for the 
company's assets in the market.  

This situation is rare and might occur in industries with valuable tangible assets, such as 
real estate or natural resources, where the market value of the assets has increased 
significantly since they were acquired. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 151: How would you value a social media platform like Twitter 
in its early stages with no profit and no revenue? 

Valuing an early-stage company like Twitter would require a focus on potential rather 
than current earnings. Comparable Companies Analysis and Comparable Transactions 
Analysis could be used, looking at the valuation of similar companies at similar stages 
and comparable transactions.  

Given the uncertainty of the result, it is advisable not to use DCF, as attempting it with 
very long-term projections and a high discount rate may pose challenges and lead to an 
irrelevant valuation.  

Other methods might include assessing the value of the user base and the network effect, 
the potential for future monetization, and the strategic value to potential acquirers. The 
valuation would be highly speculative and would likely involve a wide range of potential 
values. 

Question 152: Should Free Cash Flow multiples be paired with Equity 
Value or Enterprise Value? 

Free Cash Flow to the Firm (FCFF), which is cash flow before interest payments and is 
available to all capital providers, should be paired with Enterprise Value.  

Free Cash Flow to Equity (FCFE), which is cash flow after interest payments and is 
available only to equity holders, should be paired with Equity Value.  

The choice of multiple depends on whether the cash flow being considered is available 
to all stakeholders or just equity holders. 

Question 153: How do you select companies for Comparable Company 
Analysis or Precedent Transactions? 

Companies are selected for Comparable Company Analysis or Precedent Transactions 
based on a number of criteria, including industry classification, financial metrics such 
as revenue size, growth rate, profitability, risk profile, and capital structure. Geographic 
location and market conditions are also considered.  

The goal is to identify companies or transactions that are similar to the subject company 
in key operational and financial aspects to ensure a relevant and accurate comparison. 

Question 154: How do you apply the three main valuation methodologies 
to determine a company's worth? And how can you present the valuation? 

To determine a company's worth using the three main valuation methodologies—
Comparable Companies, Precedent Transactions, and Discounted Cash Flow (DCF)—you 
start by selecting a range of appropriate multiples for Comparable Companies and 
Precedent Transactions.  
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For the DCF, you project the company's free cash flows into the future and discount them 
to their present value using the company's Weighted Average Cost of Capital (WACC).  

The values obtained from each method are then synthesized to establish a valuation range 
for the company, which can be visually represented using a football field graph that 
displays the valuation range derived from each method. 

Question 155: Why might a company exhibit a valuation premium 
compared to its peers with similar growth and profitability? 

A company may exhibit a valuation premium compared to its peers due to factors such 
as a stronger brand, better management, more efficient operations, proprietary 
technology, or a more favorable market position.  

These factors are not always reflected in the financials and can lead to expectations of 
better future performance, justifying a higher valuation. 

Question 156: What are the limitations of using public company 
comparables in valuation? 

The limitations of using public company comparables include the potential for market 
inefficiencies to distort prices, differences in growth prospects and risk profiles that may 
not be reflected in the multiples, and the challenge of finding truly comparable companies 
due to unique characteristics or business models. 

Question 157: How do you factor a company's competitive edge into its 
valuation? 

A company's competitive edge can be factored into its valuation by adjusting the 
forecasted cash flows to reflect the additional revenue or higher margins that the 
competitive advantage is expected to generate.  

Alternatively, a higher multiple might be applied in the Comparable Companies or 
Precedent Transactions analysis to reflect the company's superior market position. 

Question 158: Is it standard to always use the median multiple from a set 
of comparables? 

While the median multiple is commonly used to mitigate the effect of outliers, it is not 
always appropriate.  

Analysts may choose to use a different percentile or an average if it better reflects the 
central tendency of the dataset or if the median is not representative due to a skewed 
distribution of multiples. 
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Question 159: Can you think of a scenario where Precedent Transactions 
do not yield a higher valuation than Comparable Companies? 
 
Precedent Transactions may not yield a higher valuation if the market conditions have 
improved since the transactions occurred (e.g., if at the time of the transaction multiples 
where lower), if the transactions involved distressed sales, or if the precedent 
transactions were not truly comparable due to size, market, or strategic synergies that 
are not applicable to the company being valued. 
 
Question 160: How could two companies with identical financials be 
acquired at vastly different EBITDA multiples? 
 
Two companies with identical financials could be acquired at different EBITDA multiples 
due to factors such as differences in growth prospects, market conditions at the time of 
sale, strategic fit with the acquirer, competitive advantages, or the negotiation skills of 
the parties involved. 
 
Question 161: What is the distinction between EV/EBIT, EV/EBITDA, 
and P/E multiples, and when should each be used? 
 
EV/EBIT includes the impact of depreciation and amortization, making it useful for 
companies where capital expenditures are significant.  
 
EV/EBITDA provides a view of profitability before these non-cash charges and is often 
used for comparing companies with different depreciation policies or capital structures.  
 
P/E is based on net income and is most relevant for assessing the value of a company's 
equity rather than its entire capital structure. 
 
Question 162: Why might you discount the multiples from public 
comparables when valuing a private company, but not adjust precedent 
transaction multiples? 
 
Public comparables are discounted when valuing a private company to account for the 
lack of liquidity and marketability that public company shares possess. Precedent 
transaction multiples are typically not discounted because they already reflect the price 
paid for entire companies, capturing the illiquidity inherent in such transactions. 
 
Question 163: How are banks and financial institutions valued differently 
compared to other companies? 
 
Banks and financial institutions are valued differently because traditional valuation 
metrics like EBITDA do not apply due to interest being a critical part of their operations 
and regulatory capital requirements affecting their business models.  
 
Valuation for these institutions often focuses on metrics such as Price to Earnings, Price 
to Book, Net Asset Value (NAV), and Return on Equity, and are valued using the Dividend 
Discount Model instead of the DCF Model. 
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Question 164: Describe the valuation process for a company in the lead-
up to its Initial Public Offering (IPO). 
 
In IPO valuations, the focus is on public company comparables.  
 
Unlike typical valuations, IPO valuations primarily involve identifying publicly traded 
companies in the same industry that closely resemble the company preparing for an IPO.  
 
Once these comparables are identified, the next step is choosing the most relevant 
valuation multiple.  
 
Using this selected multiple, an estimate of the company's Enterprise Value is calculated, 
encompassing both debt and equity.  
 
To derive Equity Value, the process reverses from Enterprise Value, subtracting the IPO 
proceeds, representing the new capital infused through the public offering.  
 
Finally, the per-share price is determined by dividing Equity Value by the total shares 
outstanding, including both existing and new shares created during the IPO. 
 
Question 165: How do you calendarize financial statements to reflect 
Trailing Twelve Months (TTM)? 
 
To calendarize financial statements for TTM, you 
start with the most recent annual period, add the 
figures from the most recent interim period, and then 
subtract the corresponding interim period from the 
previous year.  
 
This adjusts the financials to reflect the most recent 
12-month period, giving a more current view of the 
company's performance. 
 
Question 166: How do you conduct an M&A premiums analysis? 
 
To conduct an M&A premiums analysis, you assess the extra cost a buyer is willing to 
pay over the target company's current share price.  
 
If a company with a share price of $40 is bought for $60 per share, there's a 50% 
premium.  
 
You begin by identifying comparable M&A deals based on industry, time frame, and 
company size.  
 
Then, you look at the historical share price of companies that were acquired, at 1, 30, or 
90 days before the acquisition was made public, and you calculate the premium at each 
of these time points.  
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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The next step is to average these premiums to estimate what kind of premium might be 
applied to the company you're looking at, based on its current and historical share prices. 

The set of transactions you examine will often be broader than the set used in a precedent 
transactions analysis to give a fuller picture of the possible premium. 

Question 167: Can you explain the process of a Sum-of-the-Parts 
valuation? 

A Sum-of-the-Parts valuation is a method where you appraise each segment of a business 
separately and then combine them for the total valuation.  

Let's say a company is segmented into three parts: a tech division with $200 million in 
EBITDA, a retail division with $100 million EBITDA, and a healthcare division with 
$50 million EBITDA.  

If the chosen comparable companies and transaction multiples yield 6x EBITDA for tech, 
7x EBITDA for retail, and 2x EBITDA for healthcare, the valuation would be the sum of 
each division's EBITDA multiplied by its respective multiple: $200 * 6 + $100 * 7 + $50 
* 2.

This results in a combined valuation of $2 billion for the entire company. 

Question 168: If precedent transaction information is incomplete, how 
can you find missing data like EBITDA? 

To locate missing EBITDA information for companies in precedent transactions, one 
might start with an internet search for press releases or news articles that might disclose 
such financial figures.  

The next step is to consult financial databases such as Capital IQ, Pitchbook, and Factset, 
which may have the numbers disclosed or provide estimates.  

As a last resort, equity research reports for the acquiring company published around the 
transaction date can be a useful source; analysts might have made educated guesses about 
the seller's financials. 

Question 169: What could be misleading about comparing the EBITDA 
multiples of two companies with large differences in EBITDA margins? 

Comparing EBITDA multiples of two companies with significant differences in their 
EBITDA margins, such as one with a 35% margin at a 7x multiple and another with a 
10% margin at a 14x multiple, might yield a skewed perspective.  

The company with the higher margin is often assigned a lower multiple, which could 
erroneously imply that it has a lesser intrinsic value. This distortion stems from the 
mechanics of how multiples are computed rather than genuine differences in company 
value.  
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To avoid this, it's advisable to sort companies by their EBITDA margins and remove 
those with exceptionally high or low margins from the comparison set.  

Normalizing EBITDA multiples to balance out margin differences is generally not 
practiced because it could distort the valuation process. 

Question 170: How do you derive Free Cash Flow from Revenue in 
financial projections? 

To derive Free Cash Flow from Revenue, you subtract Cost of Goods Sold (COGS) and 
Operating Expenses to get Operating Income, adjust for taxes (* (1 - t)) to obtain Net 
Operating Profit After Taxes (NOPAT), add back non-cash charges like Depreciation and 
Amortization, and subtract Capital Expenditures and changes in Net Working Capital. 

Question 171: Why is it necessary to un-lever and re-lever Beta in your 
analysis? 

Un-levering and re-levering Beta is necessary to remove the financial risk associated 
with a company's capital structure from its Beta, thus isolating the business or 
operational risk.  

This allows for a comparison of Betas across companies with different capital structures 
and then re-levering it according to the specific company's debt levels for a more accurate 
analysis, such as for calculating the Cost of Equity.  

𝑼𝒏𝒍𝒆𝒗𝒆𝒓𝒆𝒅	𝑩𝒆𝒕𝒂 =
𝑳𝒆𝒗𝒆𝒓𝒆𝒅	𝑩𝒆𝒕𝒂

𝟏 + (𝟏 − 𝒕𝒂𝒙	𝒓𝒂𝒕𝒆) ∗ 𝑫𝒆𝒃𝒕
𝑬𝒒𝒖𝒊𝒕𝒚

𝑳𝒆𝒗𝒆𝒓𝒆𝒅	𝑩𝒆𝒕𝒂 = 𝑼𝒏𝒍𝒆𝒗𝒆𝒓𝒆𝒅	𝑩𝒆𝒕𝒂 ∗ (𝟏 + (𝟏 − 𝒕𝒂𝒙	𝒓𝒂𝒕𝒆) ∗
𝑫𝒆𝒃𝒕
𝑬𝒒𝒖𝒊𝒕𝒚) 

Question 172: In a DCF, how do you treat a company with a significant 
debt load that is paying off a large portion of its principal annually? 

In a DCF, you do not account for the repayment of debt principal because it is reflected 
in the Cash Flow from Financing section, which is not included in the calculation of Free 
Cash Flow.  

Free Cash Flow is calculated using Cash Flow from Operations minus Capital 
Expenditures, without considering financing transactions. 

Question 173: Why might you use the Gordon Growth Model over the 
Multiples Method for calculating Terminal Value? 

In banking, the multiples method is predominantly favored over the Gordon Growth 
Model.  
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However, the Gordon Growth Model can be used when a company is expected to grow at 
a steady, perpetual rate, which is often considered more conservative and appropriate for 
stable, mature companies.  
 
The Multiples Method is based on current market valuations, which can be more volatile 
and may not be as sustainable in the long term. 
 
Question 174: What growth rate is appropriate when calculating the 
Terminal Value with the Gordon Growth Model? 
 
An appropriate growth rate for calculating the Terminal Value is typically a conservative 
rate that reflects the long-term sustainable growth of the economy, often approximated 
by the long-term GDP growth rate or the rate of inflation. 
 
Question 175: How do you select the appropriate exit multiple when 
calculating Terminal Value in a DCF? 
 
The appropriate exit multiple is selected based on the multiples at which comparable 
companies are trading and historical transaction multiples.  
 
It is important to select a multiple that reflects the industry standard and the company's 
expected future state at the end of the projection period. 
 
Question 176: What is a potential issue with using current public company 
comparables to set terminal multiples? 
 
Using current public company comparables to set terminal multiples can be problematic 
because it assumes that the current market conditions and multiples will be the same in 
the future.  
 
This may not be the case, and it can lead to an overvaluation or undervaluation if the 
market conditions change significantly. 
 
Question 177: What indicates an over-reliance on future projections in a 
DCF model? 
 
An indication that a Discounted Cash Flow (DCF) model relies too heavily on future 
projections is when the Terminal Value constitutes an excessively large proportion of the 
company's Enterprise Value, particularly when this figure exceeds 50%.  
 
While it's common for the Terminal Value to represent more than half of the Enterprise 
Value in many DCF analyses, a Terminal Value that approaches or exceeds 70% could 
signal that the assumptions regarding the company's long-term prospects are overly 
optimistic, and thus, a reassessment of these projections might be necessary to ensure a 
balanced valuation. 
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Question 178: What is the relationship between a company's debt and its 
Cost of Equity? 

As a company takes on more debt, the risk to equity holders typically increases because 
debt holders have priority over equity holders in a bankruptcy situation.  

In the Cost of Equity formula, this translates to a higher beta. 

This increased risk leads to a higher Cost of Equity as equity investors demand a higher 
return for the increased risk they are taking on. 

Question 179: If two companies are identical but one has debt and the 
other does not, which will have a higher WACC? 

If two companies are identical but one has debt, the one with debt will typically have a 
lower WACC up to a certain point because debt is less expensive than equity, and debt 
benefits from the interest tax shield.  

However, beyond a certain level of debt, the cost of debt may increase due to higher risk, 
and the WACC may become higher. 

Question 180: Which has a greater impact on a company's DCF valuation: 
a 10% change in revenue or a 1% change in the discount rate? 

The impact depends on the specific circumstances, but 
generally both can have significant effects. A discount 
rate change affects the present value of ALL cash 
flows through the discounting mechanism, while 
revenue changes flow through to all future cash flows. 
The relative impact depends on factors like the 
terminal value proportion and growth assumptions. 

Question 181: What types of sensitivity analyses would we look at in a 
DCF? 

In a Discounted Cash Flow analysis, sensitivity analyses are crucial for understanding 
how changes in key assumptions impact the valuation.  

Analysts typically adjust the discount rate and the terminal growth rate and/or exit 
multiple, as these can significantly alter the outcome.  

Additionally, sensitivities might be run on revenue growth rates, operating margins, 
capital expenditures, changes in working capital, and other assumptions that affect the 
projection of free cash flows.  

The goal is to create a range of values that provide a perspective on the potential 
valuation under different scenarios, helping to understand the risk and potential upside 
or downside in the valuation. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 182: How do you calculate the Weighted Average Cost of Capital 
(WACC) for a private company? 
 
Calculating the WACC for a private company is more complex due to the absence of 
market capitalization (equity value) and beta, which are readily available for public 
companies.  
 
To estimate the cost of equity, one might use industry betas and unlever them to reflect 
only the business risk, then re-lever them according to the private company's debt 
structure.  
 
The cost of debt can be estimated based on the current interest rates paid by the company, 
or the rates available to similar risk-profile companies in the market.  
 
The weights for debt and equity in the WACC calculation are based on the target or 
optimal capital structure, which may be derived from industry standards or the company's 
financial strategy.  
 
It's also important to include a size premium in the cost of equity to account for the 
additional risk associated with investing in smaller, less liquid companies. 
 
Question 183: If you are skeptical about management's projections in a 
DCF model, what steps should you take? 
 
When management's projections for a DCF model seem overly optimistic or not credible, 
it's important to perform a detailed analysis of the projections.  
 
This involves benchmarking the projections against historical performance, industry 
averages, and competitors.  
 
Analysts should also conduct a sensitivity analysis to understand how changes in key 
assumptions impact the valuation.  
 
It's advisable to develop alternative scenarios, such as a base case, a pessimistic case, 
and an optimistic case, to provide a range of possible outcomes.  
 
Additionally, checking the projections against third-party equity research or expert 
industry forecasts can provide a sanity check. 
 
Question 184: What is the rationale for not applying a DCF analysis to 
banks or financial institutions? 
 
A Discounted Cash Flow (DCF) analysis is typically not suitable for banks or financial 
institutions primarily because of the unique way these entities utilize debt.  
 
Unlike other businesses that might invest debt into operations for growth, banks and 
financial institutions leverage debt as a means to create financial products.  
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Moreover, the importance of interest income and expense in their business models, 
coupled with significant working capital reflected on their balance sheets, makes the 
traditional DCF approach less relevant.  
 
Instead, valuation methods such as the Dividend Discount Model are more commonly 
applied for these types of firms as they are designed to accommodate the sector-specific 
financial structure and income generation patterns. 
 
Question 185: How is the terminal value calculated in a DCF using the 
Perpetual Growth Method? 
 
The Perpetual Growth Method for calculating the terminal value in a DCF analysis is 
favored for its solid theoretical underpinnings.  
 
It is based on the premise that a company will generate Free Cash Flow indefinitely at a 
steady growth rate.  
 
The formula for this method is: Terminal Value (TV) equals the Free Cash Flow of the 
final forecast period (FCFn) multiplied by one plus the perpetual growth rate (g), divided 
by the difference between the Weighted Average Cost of Capital (WACC) and the 
perpetual growth rate (g).  
 
Mathematically, it is expressed as: 
 

𝑻𝑽 =
𝑭𝑪𝑭𝒏 ∗ (𝟏 + 𝒈)
𝑾𝑨𝑪𝑪 − 𝒈  

 
This approach captures the present value of all future free cash flows when the business 
is expected to grow at a stable, sustainable rate beyond the forecast period. 
 
Question 186: How is the per-share value of a public company derived in 
a DCF model? 
 
To derive the per-share value of a public company in a DCF model, one must first 
calculate the total Enterprise Value by discounting the projected free cash flows and 
terminal value.  
 
After adjusting the Enterprise Value for net debt to arrive at the Equity Value, the next 
step is to divide this Equity Value by the number of fully diluted shares outstanding.  
 
This calculation includes the effects of options, warrants, convertible debt, and other 
potential dilutive securities.  
 
The fully diluted shares outstanding take into account the 'treasury stock method,' which 
assumes that any in-the-money options and warrants are exercised and the company uses 
the proceeds to buy back shares at the current share price. 
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Question 187: Why aren't acquisitions considered in the computation of 
Free Cash Flow? 
 
Free Cash Flow calculation focuses on the cash inflows and outflows stemming from a 
company's regular, ongoing operations.  
 
Acquisitions, being one-off, unpredictable events, are excluded from this calculation.  
 
In contrast, capital expenditures (capex) are included as they represent recurring 
expenses essential for maintaining the company's operational capabilities.  
 
Capex is considered a routine part of business operations, necessary for the company's 
sustainability, whereas periodic acquisitions are not part of these routine operations. 
 
Question 188: What constitutes a share buyback and when is it considered 
an appropriate action? 
 
Share buybacks, also known as stock repurchase programs, occur when a company uses 
its available cash to purchase its own shares, either through a tender offer directly from 
shareholders or on the open market.  
 
These transactions result in a cash outflow on the cash flow statement and are recorded 
under treasury stock on the balance sheet.  
 
The ideal circumstance for executing a share buyback is when a company believes its 
stock is undervalued by the market.  
 
This action decreases the total shares outstanding, leading to an immediate increase in 
Earnings Per Share (EPS) and possibly a higher Price-to-Earnings (P/E) ratio.  
 
Market interpretation of a buyback can be positive, often seen as a sign of management's 
confidence in the company's future earnings potential. 
 
Question 189: Can you differentiate between Free Cash Flow to the Firm 
(FCFF) and Free Cash Flow to Equity (FCFE)? 
 
Free Cash Flow to the Firm (FCFF) and Free Cash Flow to Equity (FCFE) represent 
different aspects of a company's cash flow.  
 
FCFF, or Unlevered FCF, is the cash flow a company generates from its core operations, 
accounting for all operating expenses and investments.  
 
It begins with EBIT, which doesn't include interest or lender payments, making it 
'unlevered'.  
 
After tax-effecting EBIT to Net Operating Profit After Tax (NOPAT = EBIT * (1 - Tax 
Rate)), non-cash items are added back, working capital adjustments are made, and capital 
expenditures are subtracted.  
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The formula for FCFF is:  
 

𝑭𝑪𝑭𝑭 = 𝑵𝑶𝑷𝑨𝑻 + 𝑫&𝑨 − 𝑪𝒉𝒂𝒏𝒈𝒆𝒔	𝒊𝒏	𝑵𝒆𝒕	𝑾𝒐𝒓𝒌𝒊𝒏𝒈	𝑪𝒂𝒑𝒊𝒕𝒂𝒍 − 𝑪𝒂𝒑𝒆𝒙 
 
On the other hand, FCFE, or Levered FCF, is the cash flow available after making 
payments to lenders.  
 
It starts with net income, adds back non-cash items, adjusts for working capital changes, 
subtracts capital expenditures, and accounts for cash flows from new borrowings net of 
debt payments.  
 
FCFE formula is:  
 

𝑭𝑪𝑭𝑬 = 𝑪𝒂𝒔𝒉	𝒇𝒓𝒐𝒎	𝑶𝒑𝒆𝒓𝒂𝒕𝒊𝒐𝒏𝒔 − 𝑪𝒂𝒑𝒆𝒙 − 𝑫𝒆𝒃𝒕	𝑷𝒓𝒊𝒏𝒄𝒊𝒑𝒂𝒍	𝑷𝒂𝒚𝒎𝒆𝒏𝒕𝒔 
 
Question 190: What is the equity risk premium in the context of the 
Capital Asset Pricing Model (CAPM)? 
 
In the CAPM, the equity risk premium (ERP) represents the additional return expected 
from investing in equities over risk-free securities.  
 
It quantifies the extra risk or return that equity 
investors seek in comparison to risk-free investments.  
 
Historically, the ERP typically falls between 4% and 
6%, reflecting the historical spread between returns 
on a broad equity index like the S&P 500 and the 
yields of risk-free bonds.  
 
The formula for calculating the equity risk premium in CAPM is:  
 

𝑬𝒒𝒖𝒊𝒕𝒚	𝑹𝒊𝒔𝒌	𝑷𝒓𝒆𝒎𝒊𝒖𝒎	(𝑬𝑹𝑷) = 𝑬𝒙𝒑𝒆𝒄𝒕𝒆𝒅	𝑴𝒂𝒓𝒌𝒆𝒕	𝑹𝒆𝒕𝒖𝒓𝒏 − 𝑹𝒊𝒔𝒌	𝑭𝒓𝒆𝒆	𝑹𝒂𝒕𝒆 
 
Question 191: What are the limitations of using a Discounted Cash Flow 
(DCF) method for valuing early-stage startups? 
 
While the DCF method is fundamentally based on future cash flows and can technically 
be applied to early-stage startups, its reliability is questionable in such scenarios.  
 
Early-stage startups often lack a clear path to becoming cash flow positive in the 
foreseeable future, making it challenging to project future free cash flows accurately, 
especially over long periods exceeding 15 years.  
 
DCF valuations are more credible for mature companies with established market 
positions, predictable cash flows, and defined business models, as opposed to early-stage 
or pre-revenue companies where many critical factors like business model, market 
strategy, or target customer base are still undetermined. 
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Question 192: In financial forecasting, should the effective tax rate or the 
marginal tax rate be used? 
 
When conducting financial forecasting, particularly for methods like DCF, the choice 
between using the effective tax rate or the marginal tax rate hinges on the assumption 
that the tax rate applied will be consistent into perpetuity.  
 
Generally, the effective tax rate is lower than the marginal tax rate, as companies often 
defer tax payments, leading to the creation of deferred tax assets (DTAs) and liabilities 
(DTLs).  
 
Utilizing the effective tax rate implies a perpetual deferral of taxes, which may not be 
accurate since DTAs and DTLs eventually balance out to zero.  
 
The recommended practice is to base near-term tax rate assumptions on the effective tax 
rate, reflecting historical trends over the last 3-5 years.  
 
However, as the forecast extends into the second stage of the DCF, the tax rate should be 
'normalized' to align more closely with the marginal tax rate, accounting for the eventual 
unwinding of deferred taxes. 
 
Question 193: Could you explain the steps involved in 'spreading comps' 
for company valuation? 
 
The process of 'spreading comps', or comparable company analysis, involves several 
steps, and it's crucial to first clarify whether the focus is on trading comps or transaction 
comps. Though the procedures for both are similar, they cater to different peer groups.  
 
The first step is determining the Comparable Peer Group, which for trading comps 
comprises publicly traded companies in similar industries, and for transaction comps 
includes companies recently involved in M&A within the same or related industries.  
 
Next is Collecting Relevant Information, which involves gathering qualitative data on 
industry trends, developments, and company-specific details.  
 
The third step, Inputting Financials, requires pulling financial data for each comparable 
company, adjusting for non-recurring items and other differences to ensure consistent 
comparison.  
 
The fourth step involves Multiples Calculation, where valuation multiples are calculated 
and benchmarked for the peer group, considering various metrics and removing outliers 
if necessary.  
 
The final step, Applying Multiple to Target, entails applying the median or mean multiple 
to the target company's corresponding metric to estimate its value. 
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Question 194: What factors contribute to higher control premiums in 
mergers and acquisitions, besides encouraging existing shareholders to 
sell? 
 
Several factors can lead to higher control premiums in mergers and acquisitions.  
 
Competitive deals are a primary driver; the presence of multiple buyers increases 
competition and can significantly drive up the price.  
 
Another factor is the potential for synergies; if an acquirer foresees considerable 
synergies from the acquisition, they may be willing to pay a higher premium.  
 
Asset scarcity also plays a role; a strategic acquirer might pay more for an asset that is 
central to their future plans, especially if there are no suitable alternatives.  
 
Perceived undervaluation of the target can also lead to higher premiums, as the buyer 
might view the purchase price as reasonable against their own valuation.  
 
Lastly, mismanagement of the target company is a factor; acquirers may pay a premium 
believing that they can unlock value through operational improvements and management 
restructuring post-acquisition. 
 
Question 195: In what situations is it appropriate to value a company 
using a revenue multiple instead of an EBITDA multiple? 
 
Valuing a company using a revenue multiple is particularly applicable when the company 
is not profitable and has negative EBITDA, rendering EBITDA multiples meaningless.  
 
In such cases, where traditional profitability-based multiples cannot be applied due to 
the absence of positive earnings or EBITDA, revenue multiples provide a viable 
alternative.  
 
They offer a way to assess the company's value based on its top-line performance, 
enabling valuation when profit-based metrics are not applicable.  
 
Revenue multiples are especially relevant for early-stage companies, high-growth 
sectors, or businesses investing heavily in expansion, where current profitability is not 
the primary focus. 
 
Question 196: What approach would you take to value a pre-revenue 
early-stage internet company? 
 
Valuing a pre-revenue early-stage internet company typically involves focusing on user 
engagement metrics rather than traditional financial metrics.  
 
Since the company has no revenue or profits, traditional valuation methods like P/E ratios 
or EBITDA multiples are not applicable.  
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Instead, metrics such as subscriber count, monthly active users (MAU), daily active users 
(DAU), and website traffic are used.  
 
These engagement metrics provide insights into the company's growth potential, user 
base size, and engagement level, which are crucial for early-stage internet companies.  
 
Valuation often involves applying multiples like Enterprise Value per Daily Active User 
(EV/DAU) or Enterprise Value per Monthly Active User (EV/MAU) to these metrics.  
 
This method gives a relative valuation based on the company's user engagement, which 
is a significant indicator of potential future revenue and growth. 
 
Question 197: What is the purpose of calendarization in comparable 
company analysis? 
 
Calendarization is a crucial step in comparable company analysis, primarily used to align 
the fiscal year-end dates of the companies being compared.  
 
Since different companies may have varying fiscal year-end dates, calendarization 
standardizes these dates, typically to a year-end in December.  
 
This standardization is important because differences in fiscal year timing can lead to 
skewed results due to seasonal variations and business cycles.  
 
By aligning the financials to the same fiscal year-end, calendarization ensures a more 
accurate and meaningful comparison among the companies, eliminating discrepancies 
that could arise from comparing companies with different reporting periods. 
 
Question 198: Why might one choose to use the median EV/EBITDA 
multiple of a peer group instead of the mean when valuing a target 
company? 
 
Using the median EV/EBITDA multiple of a peer group rather than the mean is often 
preferred to minimize the distortion caused by outliers.  
 
In a larger peer group, outliers – companies with exceptionally high or low multiples – 
can significantly skew the mean, leading to a less representative average multiple.  
 
The median, by contrast, is less sensitive to these extremes and provides a more central 
tendency of the dataset.  
 
It's particularly useful when the peer group is large, with a varied range of multiples.  
 
However, in smaller peer groups with fewer than five companies and no significant 
outliers, the mean might be a more appropriate measure as it takes into account all values 
in the dataset. 
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Question 199: Can you describe a different method to compute Free Cash 
Flow other than starting with Net Income? 
 
An alternative approach to calculating Free Cash Flow is to begin with Cash Flow from 
Operations (CFO) and then deduct Capital Expenditures (CapEx), which provides you 
with Levered Free Cash Flow.  
 
To arrive at Unlevered Free Cash Flow, you need to make further adjustments: add back 
Interest Expense after tax effects and deduct Interest Income after tax effects.  
 
This method bypasses the need to start with Net Income and adjust for non-cash charges 
and working capital changes, providing a shortcut directly from the cash flow statement. 
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Valuation – Hard 
 
Question 200: What are the pros and cons of using Last Twelve Months 
(LTM) versus forward multiples in company valuation? 
 
When valuing a company using multiples, both LTM and forward multiples have their 
respective trade-offs.  
 
LTM multiples are based on actual, historical results, providing a concrete, verifiable 
basis for valuation.  
 
This reliability is especially important for smaller public firms, where future EBITDA, 
EBIT, and EPS forecasts might be less reliable and harder to obtain.  
 
However, LTM figures can be misleading due to non-recurring expenses and income, 
which may distort the company's ongoing operating performance.  
 
Therefore, it's crucial to adjust LTM results to exclude non-recurring items for a 'clean' 
multiple.  
 
On the other hand, forward multiples are based on projections of future performance, 
aligning more closely with the notion that acquisitions are often made based on future 
potential.  
 
The downside is that these projections can be subjective and less certain.  
 
Typically, valuations present both LTM and forward multiples side-by-side to provide a 
comprehensive view, as each offers unique insights into the company's value. 
 
Question 201: Why do you need to add Minority Interest to Enterprise 
Value? 
 
Minority Interest is added to Enterprise Value to ensure consistency in valuation metrics, 
as it reflects the portion of a subsidiary not owned by the parent company but still 
included in its consolidated financial statements.  
 
When a company holds a majority stake but not full ownership in another company, it 
must consolidate 100% of that subsidiary's financials into its own, despite not owning 
all of it.  
 
To maintain an 'apples-to-apples' comparison in valuation, especially when using 
Enterprise Value to represent the entire value of the firm, including Minority Interest 
ensures that the value attributed to all operational components is complete and that both 
the numerator (Enterprise Value) and denominator (in performance metrics) align for the 
total operations. 
 
 
 



Technical Questions: Valuation 
 

 85 

Question 202: Could a company have a negative Enterprise Value? What 
would that imply? 
 
A company can indeed have a negative Enterprise Value, which occurs when the 
company's net cash position (cash and cash equivalents minus debt) exceeds its market 
capitalization.  
 
This unusual situation might arise in cases where a company is facing severe financial 
distress and its market capitalization has plummeted, signaling potential bankruptcy.  
 
Alternatively, it could occur in instances where a company has accumulated a substantial 
cash reserve that dwarfs its equity value.  
 
This is often observed in financial institutions like banks that naturally hold significant 
cash balances. 
 
Question 203: Apart from the three main valuation methodologies, what 
other methods can be used? 
 
Other valuation methodologies include Liquidation Valuation, which assesses the net 
value if a company's assets were sold off and liabilities were paid off.  
 
Leveraged Buyout Analysis can be used to determine the price a financial buyer could 
pay for the company and still achieve an acceptable internal rate of return.  
 
Replacement Cost is another method, where the cost to replicate the company's assets 
and operations is estimated.  
 
Finally, the Sum of the Parts valuation is used for conglomerates with disparate business 
units, valuing each separately and adding them together to get the total value. 
 
Question 204: Can you provide examples of industry-specific valuation 
multiples? 
 
Industry-specific valuation multiples take into account the unique drivers of value in 
different sectors.  
 
For example, in the technology sector, EV/Unique Visitors or EV/Subscribers may be 
used for internet companies.  
 
In the healthcare sector, EV/EBITDA may be adjusted for biotech firms to account for 
the R&D pipeline.  
 
In real estate, multiples like Price/Building Square Foot or EV/Room for hotels are 
common.  
 
These multiples reflect the operational metrics that are most closely tied to value creation 
in a particular industry.  
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Ensure you have a thorough understanding of the industry-specific key metrics and 
multiples relevant to the sector for which you are interviewing. 
 
Question 205: Why is Enterprise Value used with industry-specific 
multiples instead of Equity Value? 
 
Enterprise Value is used with industry-specific multiples because it provides a more 
comprehensive measure of a company's total value, including both its equity and debt.  
 
This is important in industries where capital structure can vary significantly between 
companies, and where the value drivers are related to the entire business rather than just 
the equity portion.  
 
Using EV allows for a more apples-to-apples comparison across companies with different 
levels of debt and equity. 
 
Question 206: What could be a reason to prefer EBIT multiples over 
EBITDA multiples? 
 
EBIT multiples are sometimes favored over EBITDA multiples because EBIT includes 
depreciation and amortization, which are indicative of capital expenditures.  
 
EBITDA, on the other hand, excludes these costs and may not fully reflect a company's 
capital expenditure, potentially leading to a less precise assessment of its financial 
performance. 
 
Question 207: Would you value a delivery vehicles business higher if you 
owned the vehicles versus leasing them? 
 
You would pay a higher multiple for the company that leases the vehicles.  
 
In both cases, the Enterprise Value remains the same. However, in the depreciated 
scenario, the cost is not included in EBITDA, resulting in a higher EBITDA figure and a 
lower EV/EBITDA multiple.  
 
Conversely, in the leased scenario, the lease expenses are reflected in SG&A, leading to 
a lower EBITDA and a higher EV/EBITDA multiple.  
 
In addition, a company that leases vehicles enjoys greater flexibility and the potential to 
scale without significant capital expenditures.  
 
This business model may be perceived as more valuable than the other, which is more 
capital-intensive, further influencing its valuation. 
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Question 208: How do you incorporate the value of Net Operating Losses 
in a company's valuation? 
 
To incorporate Net Operating Losses into a company's valuation, you estimate the tax 
savings that they will provide in the future and then calculate the present value of these 
savings.  
 
Essentially, you're assessing the reduction in future tax payments due to the NOLs being 
carried forward.  
 
The valuation of NOLs is a bit nuanced; while they are acknowledged for their tax-saving 
potential, they are not typically added directly to the valuation as cash would be.  
 
However, when transitioning from equity value to enterprise value, if you were to account 
for NOLs, you would deduct their value, similar to how you would adjust for cash. 
 
Question 209: What is the best approach to selecting an equity research 
report for company projections when dealing with public company 
comparables? 
 
When choosing an equity research report for company projections amidst public company 
comparables, you can opt for reports that offer the most comprehensive and detailed 
analysis, and the ones whose figures are representative of the consensus by taking the 
middle ground within the range of available projections.  
 
Importantly, the selection should not be biased by the originating bank; choosing reports 
just because they are from the bank you work for is not advisable as it could compromise 
the objectivity of your valuation. 
 
Question 210: How can dividend yield be factored into the Cost of Equity 
calculation? 
 
Dividend yields are inherently incorporated into 
Beta, as Beta characterizes returns that surpass the 
overall market performance, encompassing dividends 
within those returns.  
 
Therefore, dividends should not be considered when 
calculating the Cost of Equity, as their impact is 
already reflected in the Beta. 
 
Question 211: In a DCF, how do you treat a company's significant debt 
repayments? 
 
Within the framework of a Discounted Cash Flow (DCF) analysis, significant debt 
repayments are not directly adjusted for because they are part of the Cash Flow from 
Financing activities, which is separate from the calculations of Free Cash Flow (FCF).  
 
The FCF is derived from Cash Flow from Operations, minus Capital Expenditures.  
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While interest expense might decrease in future periods due to the reduction in principal, 
the actual repayment of debt principal does not factor into the DCF computation.  
 
However, it may indirectly affect the analysis through its impact on the cost of debt and 
consequently the weighted average cost of capital. 
 
Question 212: What is the justification for using the mid-year convention 
in DCF calculations? 
 
The mid-year convention is employed in DCF calculations to more accurately reflect the 
timing of cash flows.  
 
It is based on the premise that cash flows are not received in a lump sum at the end of 
the year but are instead distributed evenly throughout the year.  
 
This convention adjusts the discounting process to consider the cash flow as if it were 
received at the midpoint of each year, which can be particularly relevant for businesses 
with consistent cash flow throughout the year.  
 
It is a method to align the timing of cash flows with their actual occurrence, which can 
lead to a slightly higher valuation due to the earlier receipt of cash flows when compared 
to the end-year convention. 
 
Question 213: Can you explain the process of applying the Dividend 
Discount Model in valuing financial institutions? 
 
To apply the Dividend Discount Model (DDM) for financial institutions, you should 
follow a series of steps similar to a Discounted Cash Flow (DCF) analysis but focuses 
on dividends as the cash flow to shareholders.  
 
Firstly, forecast the bank's earnings and determine the Earnings Per Share (EPS).  
 
Next, decide on a dividend payout ratio, reflecting the proportion of EPS paid to 
shareholders as dividends, with consideration to historical payout patterns and capital 
adequacy requirements. Utilizing this ratio, estimate the annual dividends for the next 5 
to 10 years.  
 
These dividends are then discounted to present value using the Cost of Equity, not the 
WACC, because dividends are a return to equity holders.  
 
The terminal value is calculated by applying an appropriate Price-to-Earnings (P/E) ratio 
to the final year's EPS, which is then also discounted to present value using the Cost of 
Equity.  
 
Finally, the intrinsic value per share is found by summing the present value of the 
estimated dividends and the present value of the terminal value. 
 
 



Technical Questions: Valuation 

89 

Question 214: How should convertible debt be treated when calculating 
the Levered Beta in WACC? 

When calculating the Weighted Average Cost of Capital (WACC), convertible debt 
presents a unique challenge.  

If the convertible debt is in-the-money, meaning the current share price is above the 
conversion price, it should be treated as equity because there is a high likelihood that it 
will be converted into shares.  

If the convertible debt is out-of-the-money, it is treated as debt since the likelihood of 
conversion is low. In this case, the interest rate on the convertible debt would be used in 
the cost of debt calculation for the WACC.  

The treatment of convertible debt in WACC calculations requires careful consideration 
of the terms of the debt and the current share price relative to the conversion price. 

Question 215: In a DCF, how do you incorporate a future capital 
expenditure, such as a factory purchase, and what is its effect on the 
calculated Enterprise Value? 

Incorporating a future capital expenditure in a DCF involves adjusting the projected free 
cash flows to reflect the cash outflow at the time of the expenditure.  

For instance, if a company plans to purchase a factory in the future for a significant sum, 
this amount is treated as a cash outflow in the capital expenditures line item in the year 
of the purchase.  

This reduces the free cash flow for that year, which in turn affects the present value of 
future cash flows and the overall Enterprise Value.  

The specific impact on Enterprise Value is calculated by discounting the cash outflow 
back to its present value at the appropriate discount rate and subtracting this amount 
from the initial Enterprise Value. 

Question 216: What is the effect of a reduced tax rate on a company's 
valuation in a Discounted Cash Flow (DCF) analysis? 

In a Discounted Cash Flow (DCF) analysis, a lower tax rate impacts a company's 
valuation in several ways.  

Firstly, it leads to higher Free Cash Flows due to increased net income; with fewer taxes 
to pay, a company retains more earnings, resulting in increased cash flow.  

Secondly, a reduced tax rate elevates the after-tax cost of debt. 

Since the tax shield from interest deductions is diminished, the after-tax cost of debt 
rises, potentially increasing the re-levered beta.  
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Thirdly, a lower tax rate can result in a higher levered beta, which in turn may increase 
both the cost of equity and the WACC.  

Although the higher cash flows suggest a higher valuation, the increased cost of capital 
could offset this effect.  

The overall impact on valuation depends on the company's specific fundamentals and 
requires a thorough DCF analysis to determine whether the increased free cash flows 
outweigh the heightened WACC. 

Question 217: How is an LBO Model employed for the purpose of valuing 
a company? 

Using an LBO (Leveraged Buyout) Model for company valuation involves a process 
similar to constructing a standard LBO model, with a crucial distinction.  

Typically, in a standard LBO model, you would input the initial enterprise value (EV) to 
calculate the projected internal rate of return (IRR).  

However, when employing an LBO Model for valuation, you reverse this approach by 
inputting a desired IRR (e.g., 25%) to determine the entry valuation that would be 
required to achieve this target IRR. 

Question 218: Why are Associates deducted in the calculation of 
Enterprise Value? 

Associates are companies where the parent holds a significant minority stake, typically 
between 20% to 50% of voting shares. This gives the parent significant influence but not 
control. 

When ownership exceeds 50%, the company becomes a subsidiary, and its financials are 
fully consolidated. But for associates, only the equity method of accounting is used. 

Under the equity method, the investment appears as an asset on the parent's balance sheet. 
The parent's proportional share of the associate's net income is recorded below operating 
income as ‘Income from Associates.’ 

Critically, the associate's operating metrics - Revenue, EBITDA, and EBIT - are NOT 
consolidated into the parent's financial statements. Only the bottom-line income share 
appears. 

Enterprise Value is designed to represent the value of the core operating business. When 
we calculate EV multiples like EV/EBITDA, the denominator (EBITDA) excludes the 
associates' operations. 

For consistency, the numerator (EV) should also exclude these investments. Otherwise, 
we'd be including associate values in EV while excluding their operating performance 
from our metrics. 
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Subtracting Associates ensures we're measuring the parent company's standalone 
operational value, not a mix of operations plus separate investments. This maintains an 
apples-to-apples comparison when using EV multiples for valuation. 

Question 219: How does inflation affect the computation of a company's 
Enterprise Value using the Discounted Cash Flow method? 

Inflation impacts the calculation of a company's Enterprise Value (EV) through the 
Discounted Cash Flow (DCF) method by influencing the Weighted Average Cost of 
Capital (WACC).  

The WACC is used to discount future cash flows to 
their present value and a change in inflation is 
directly mirrored in the risk-free rate, which is a 
component of the WACC.   

As inflation expectations rise, so do the risk-free rate 
and government bond yields, leading to a higher 
WACC.  

This higher discount rate reduces the present value of future cash flows. 

Additionally, inflation affects the projections of free cash flow, as it can lead to increased 
costs of raw materials, which in turn could reduce the cash flow if the company is unable 
to pass these costs onto customers.  

The Perpetual Growth Rate (PGR) used in the Terminal Value calculation also 
incorporates inflation, as it represents the expected growth rate of cash flows beyond the 
forecast period.  

These integrations of inflation into the DCF model ensure that the calculated Enterprise 
Value remains reflective of the purchasing power at the time of valuation. 

Question 220: In the computation of Enterprise Value, how are Benefit 
Plans factored in? 

Unfunded defined benefit plans are incorporated into the Enterprise Value (EV) 
calculation since they represent a financial obligation of the company to its employees, 
akin to debt.  

These plans, when not fully funded, indicate that the company has a liability that it will 
need to settle in the future.  

Therefore, in the EV calculation, the extent of the unfunded portion of a benefit plan is 
considered.  

If a benefit plan is partially funded, only the unfunded portion — the liability remaining 
after accounting for the plan's assets — is included in the EV.  
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This approach is consistent with the treatment of other forms of debt and ensures that the 
EV reflects all material claims on the company's cash flows. 
 
Question 221: How would you determine the value of a firm that generates 
$100 million in sales, with 60% from software sales and 40% from 
consulting services, and with a negative EBITDA margin? 
 
For a company with $100 million in revenue, where software sales constitute 60% and 
consulting services 40%, and which operates at a negative EBITDA margin, the valuation 
should be based on revenue multiples derived from public and transaction comparables.  
 
Since the company is not profitable, utilizing EBITDA multiples would not be 
appropriate.  
 
Instead, we assign different revenue multiples to each segment based on industry 
standards, for instance applying a 6x multiple for software and a 3x multiple for 
consulting.  
 
By calculating the weighted average of these multiples (60% of revenue at 6x for 
software and 40% of revenue at 3x for consulting), we reach an effective EV/Revenue 
multiple of 4.8x.  
 
Applying this to the total revenue, we estimate the company's enterprise value to be 
approximately $480 million. 
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Mergers & Acquisitions

Mergers & 
Acquisitions 
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M&A – Easy 

Question 222: In merger models, which is typically given more weight: 
revenue or cost synergies? 

Cost synergies are often given more weight because they are easier to estimate and more 
within the control of the acquiring company.  

Revenue synergies can be more speculative and harder to achieve, so they are often 
viewed with more skepticism by analysts and investors. 

Question 223: What sensitivities are typically analyzed in a merger model, 
and which variables are considered? 

In a merger model, sensitivities around the purchase price, the mix of cash/stock/debt, 
and the extent of revenue and cost synergies are commonly analyzed.  

Variables such as revenue growth, EBITDA margins, and different financing scenarios 
are also considered to assess their impact on the deal's accretion or dilution. 

Question 224: What motivates companies to pursue a merger? 

Companies are often driven to merge for various strategic reasons, the most prominent 
being the pursuit of synergies that arise from integrating their operations.  

These synergies can lead to enhanced efficiency, reduced costs, and increased revenue. 

Other incentives for merging include expanding into new markets, consolidating 
operations for greater market dominance, acquiring brand recognition, scaling up the 
business size, or acquiring valuable assets, whether physical or intellectual.  

These assets may be more effectively obtained through a merger than by developing them 
independently, providing a quicker or more feasible path to growth or market expansion. 

Question 225: How do strategic buyers differ from financial buyers in the 
context of acquisitions? 

The key difference between a strategic buyer and a financial buyer lies in their underlying 
motives for acquiring a company.  

A strategic buyer is typically a corporation looking to purchase another company for 
business-related strategic reasons, such as achieving synergies, expanding growth 
potential, or enhancing operational efficiencies.  

For instance, an automobile manufacturer buying an auto parts supplier to gain better 
control over their cost of goods sold (COGS) and reduce expenses.  



Technical Questions: M&A 

95 

On the other hand, a financial buyer, like a private equity firm, acquires companies 
primarily as financial investments.  

Their focus is on the potential financial returns rather than on long-term strategic 
integration.  

An example would be a private equity fund conducting a leveraged buyout of a company. 

Question 226: How do mergers differ from consolidations in the business 
context? 

In the context of business combinations, a merger is the process where two or more 
entities join together, resulting in a single surviving entity.  

The other entity or entities cease to exist after the merger. 

In contrast, a consolidation involves the combination of multiple entities into a new 
entity.  

In this process, all original entities are dissolved, and a completely new entity is formed 
to carry on the combined operations. 

Question 227: What distinguishes a horizontal transaction from a vertical 
transaction? 

A horizontal transaction occurs between companies operating within the same industry. 

This type of transaction typically aims at consolidation within the industry, expanding 
market share or reach.  

A vertical transaction, however, occurs between companies at different levels of the 
supply chain within the same industry.  

This kind of transaction is aimed at gaining control over more stages of the production 
or distribution process, often to increase efficiency or reduce costs. 

Question 228: Can you provide some examples of different types of 
acquisitions? 

Various forms of acquisitions exist in the corporate world, each with unique 
characteristics.  

Examples include: 

• Asset Acquisition, where a company buys the assets of another company,
• Leveraged Buyout (LBO), involving the acquisition of a company using a

significant amount of borrowed money to meet the cost of acquisition,
• Management Buyout (MBO), where a company's executives purchase a controlling

stake in their own company, often taking it private.
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Question 229: What are some examples of corporate restructuring 
methods? 

Corporate restructuring encompasses various strategies to modify the structure or 
operations of a company.  

Common examples include:  

Share buyback, where a company repurchases its own shares from the stock market; 

Workforce reduction, which involves decreasing the number of employees for cost-saving 
purposes;  

Debt reconsolidation, a process of refinancing debt to improve the financial stability or 
liquidity of the company. 

Question 230: Explain the process of constructing a simplified acquisition 
model. 

In a simplified acquisition model, you start by making assumptions about the purchase 
price, financing (cash, debt, stock), and any synergies.  

Next, you project the target's financials and combine 
them with the acquirer's financials.  

Then, you adjust for financing costs and synergies 
and determine the accretion or dilution to the 
acquirer's earnings per share. 

Question 231: Define a merger and an acquisition. 

A merger is when two companies combine to form a new entity, while a takeover, or 
acquisition, is when one company purchases another and integrates it into its operations. 

The key difference lies in the end result: a merger typically involves a combination of 
companies of more similar size, while an acquisition is the absorption of one entity by a 
larger one. 

Question 232: What factors can lead to an acquisition being dilutive? 

An acquisition can be dilutive to earnings if the acquisition price is too high, if the deal 
is financed with expensive debt or equity, if expected synergies fail to materialize, or if 
the target's earnings are insufficient to offset the financing costs of the deal. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 233: Is there a general guideline to predict if an acquisition will 
be accretive or dilutive? 

A general rule of thumb is that if the acquirer's price-to-earnings (P/E) ratio is higher 
than the target's, the acquisition is likely to be accretive, as the acquirer is effectively 
buying earnings at a cheaper rate than its own.  

Conversely, if the acquirer's P/E is lower, the acquisition could be dilutive. 

Question 234: Why might a company opt not to pay entirely in cash when 
it has the capacity to do so in an acquisition? 

Even if a company can pay in cash, it may choose not to in order to preserve cash for 
other operations, avoid depleting cash reserves, maintain a stronger balance sheet, or 
because it believes its stock is overvalued and thus a cheaper currency than cash. 

Question 235: Why might a strategic buyer be prepared to pay a premium 
over a financial buyer for a company? 

A strategic buyer may anticipate synergies, such as cost savings, increased market share, 
or revenue growth, due to complementary business operations.  

They may also be looking to eliminate competition, enter new markets, or acquire new 
technologies, which can justify a higher price. 

Question 236: In the context of acquisitions, what is the difference 
between Goodwill and Other Intangible Assets? 

Goodwill arises when a company pays more than the fair value of the net identifiable 
assets of the target.  

Other Intangible Assets are non-physical assets like patents, copyrights, and brand 
recognition that are separately identifiable and have a clear value or future benefit. 

Question 237: Define synergies and provide examples of how they might 
be utilized in merger models. 

Synergies are the financial benefits that result from the combining of two companies. 

Examples include cost savings from layoffs or office consolidations, increased revenues 
from cross-selling products, and improved efficiency.  

In merger models, cost synergies reduce costs, and revenue synergies increase revenue, 
leading to an EPS increase; therefore, the likelihood for the deal to be accretive increases. 
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Question 238: What usually happens if a company pays more than the 
intrinsic value for an acquisition? 

If a company overpays, it would generate a lot of goodwill and other intangibles, and 
lead to shareholder backlash, financial strain, and difficulty in realizing the expected 
return on investment.  

Overpayment can lead to significant challenges in justifying the deal's value and 
achieving the desired synergies. 

Question 239: Why do many mergers and acquisitions not succeed? 

Mergers and acquisitions often fail due to a variety of reasons, including cultural clashes, 
poor integration execution, overestimation of synergies, regulatory hurdles, and 
resistance from stakeholders.  

Additionally, differing management styles and operational incompatibilities can lead to 
challenges post-merger. 

Question 240: In M&A negotiations, what is the function of a merger 
model? 

A merger model serves as a tool to test assumptions, forecast the financial impact of the 
deal, and evaluate whether the transaction will be accretive or dilutive to earnings per 
share.  

It helps in making informed decisions but is not the sole determinant in M&A 
negotiations. 

Question 241: Can you explain the role of a 'teaser' in the M&A sale 
process? 

A 'teaser' in the context of mergers and acquisitions is a concise, usually one to two-
page, marketing document created by a sell-side banker for their client.  

Its primary purpose is to pique the interest of potential buyers in the early stages of the 
sale process.  

The teaser serves as the initial point of contact, aiming to entice buyers to participate 
formally in the sale.  

It is crafted to be intriguing enough for a buyer to agree to sign a Non-Disclosure 
Agreement (NDA) in order to access the detailed Information Memorandum (IM).  

The teaser maintains strict confidentiality by not revealing the company's name, instead 
using a placeholder like 'Project X'.  
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It provides only essential information about the company, such as a brief overview of 
business operations, key investment highlights, and a summary of financials like revenue, 
operating income, and EBITDA for the last two or three years.  

This information is limited but sufficient to give a potential buyer an overview of what 
the business entails, its recent performance, and help them decide whether to engage 
further. 

Question 242: How do friendly acquisitions differ from hostile takeover 
attempts in M&A? 

In mergers and acquisitions, the dynamics of a friendly acquisition and a hostile takeover 
are markedly different.  

A friendly acquisition occurs when both companies' management teams and boards of 
directors consent to the takeover bid.  

In this scenario, negotiations are conducted amicably, with mutual agreement on the 
terms of the acquisition.  

The target company's board typically communicates the bid and its approval to the 
shareholders, who generally follow the board's recommendation.  

In contrast, a hostile takeover is often the result of unsuccessful friendly negotiations. 

Here, the target's management and board oppose the acquisition, but the acquirer persists 
by appealing directly to the shareholders, attempting to acquire a controlling stake 
against the wishes of the company's leadership.  

The hostile takeover is characterized by a lack of cooperation or agreement from the 
target company's management and board. 

Question 243: Would a bank typically prefer to engage in buy-side or sell-
side advisory services, and why? 

Banks typically favor sell-side advisory roles as they have a higher likelihood of 
successfully closing deals, which increases their chances of receiving payment.  

In contrast, in a buy-side scenario, the bank faces competition as there are often multiple 
bidders for the same target company, making the process more complex and uncertain. 
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M&A – Medium 

Question 244: What kind of content is typically included in an M&A 
pitchbook prepared by investment banks? 

An M&A pitchbook, crafted by investment banks, is a strategic marketing document 
designed to attract potential clients for specific transactions.  

While the content can vary across different banks, a typical M&A pitchbook includes 
several key sections:  

An introduction of the investment bank and the members of the team dedicated to the 
transaction.  

A situational overview, detailing the specifics of the deal and the client company 
involved.  

An analysis of current market and industry trends relevant to the transaction. 

An implied valuation range and a combined M&A model to demonstrate the financial 
implications of the deal.  

An outline of the proposed deal strategy, along with key considerations and potential 
challenges.  

A showcase of the bank's credentials, including tombstones of past deals and relevant 
industry experience.  

An appendix section, which typically contains additional information and detailed 
valuation models, providing deeper insights into the valuation and strategic approach. 

Question 245: In a scenario where a company with a forward P/E of 25x 
acquires another company with a forward P/E of 20x in an all-stock deal 
with a 15% premium, will the acquisition be accretive in the first year? 

In this scenario, the acquisition will be accretive in the first year.  

The key factor here is the relationship between the acquirer's and the target's P/E ratios. 

Since the acquirer's forward P/E ratio of 25x is higher than the target's P/E ratio of 20x, 
the deal is set to be accretive.  

The 15% premium on the target's P/E ratio increases it to 23x, which remains lower than 
the acquirer's P/E of 25x.  

This means that the earnings generated per share post-acquisition will be higher than the 
pre-acquisition level, making the deal accretive to the acquirer's earnings per share in 
the first year. 
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Question 246: What are the reasons a company might prefer issuing 
equity over debt for its financial needs? 

A company may opt to issue equity rather than debt for various strategic reasons. 

One key reason could be the company's perception that its stock value is currently 
overvalued, allowing it to raise substantial funds without significantly diluting the 
ownership stakes of existing shareholders.  

Another reason is the nature of the company's investments, especially if they are not 
expected to generate immediate or stable cash flows, making it challenging to meet 
regular debt obligations.  

Additionally, issuing equity can be part of a broader strategy to restructure the company's 
capital composition or to reduce existing debt levels.  

Lastly, issuing equity can be a way for the original owners to monetize a portion of their 
investment in the company. 

Question 247: What are the key variables that impact Earnings Per Share 
(EPS) in the context of raising debt and equity? 

In the context of raising capital through debt and equity, key variables impacting 
Earnings Per Share (EPS) differ for each.  

For debt, the critical variable is the interest rate, as it determines the cost of borrowing 
and thus affects the company's net income and, consequently, its EPS.  

For equity, the price per share at which new shares are issued is crucial, as it influences 
the degree of dilution of existing shares and therefore affects the EPS. 

Question 248: Is raising equity or debt typically more dilutive to EPS, and 
what are the exceptions? 

Generally, raising equity is more dilutive to Earnings Per Share (EPS) than raising debt. 

This is because issuing new equity shares increases the number of shares outstanding, 
thereby reducing the earnings attributable to each share.  

However, there are exceptions. 

For instance, if the company's stock is overvalued, issuing new equity may be less 
dilutive as the company can raise more capital per share.  

Another exception is when the interest rate on the debt is higher than the cost of equity; 
under such circumstances, raising debt could be more dilutive to EPS than raising equity. 
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Question 249: Can you explain the process of an accretion/dilution 
analysis? 

Accretion/dilution analysis evaluates the impact on Earnings Per Share (EPS) following 
a merger or acquisition.  

The process begins with determining the purchase price, followed by an analysis of the 
sources (such as equity, debt, or cash) and uses of funds (including the purchase price, 
target company's net debt repayment, and transaction fees).  

The financials of the target and acquiring companies are then combined, excluding the 
target's net debt-related items and shareholder equity.  

Key transaction adjustments to consider include post-
merger cost savings, amortization of new intangible 
assets, new interest expenses from any debt raised, 
and the effect of new shares issued for equity 
financing.  

The analysis then calculates the new EPS and 
compares it with the pre-transaction EPS to determine 
whether the transaction is accretive (increases EPS) 
or dilutive (decreases EPS). 

Question 250: What are the four major transaction adjustments in an 
accretion/dilution analysis? 

In an accretion/dilution analysis, four major transaction adjustments are crucial: 

• Post-merger cost savings, often referred to as synergies, which can result from
efficiency improvements or cost reductions,

• Amortization of identifiable intangible assets that arise from allocating a portion
of the purchase price to these assets,

• Interest expenses on any new debt raised to finance the transaction,
• The effect of new shares issued and any associated dividends if equity is raised as

part of the transaction financing.

Question 251: What are the four major components that contribute to the 
purchase price exceeding book value in a transaction? 

In transactions where the purchase price exceeds the book value, four major components 
often contribute to this difference:  

• Goodwill, which represents the excess of purchase price over the fair market value
of identifiable assets and liabilities,

• Newly identified intangible assets that were not previously recorded on the
balance sheet,

• Asset step-up, where assets are revalued to their current market value, often higher
than their book value,

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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• Deferred tax adjustments, which arise due to the differences in financial and tax
reporting.

Question 252: In a scenario where a higher P/E firm acquires a lower P/E 
company, would the transaction enhance or weaken earnings? 

Typically, when a higher P/E firm acquires a lower P/E company, the transaction is 
accretive, meaning it should enhance earnings.  

The higher P/E firm is buying the lower P/E company's earnings at a rate cheaper than 
its own market valuation, which should increase overall earnings per share. 

Question 253: When acquiring a company, which payment method is 
generally favored: cash, stock, or debt? 

The favored payment method depends on the acquirer's financial condition, stock price, 
and strategic objectives.  

Cash transactions are straightforward but use up liquid resources, stock transactions can 
be advantageous when the acquirer's stock price is high, and debt financing can be 
beneficial for its tax deductibility and when interest rates are low. 

Question 254: In an acquisition, what is the preferred method of payment 
from the perspective of a company with ample resources – cash, stock, or 
debt, and why? 

A company flush with resources would generally opt for a cash transaction when 
acquiring another company.  

Cash transactions are typically more cost-effective than using debt because the interest 
forgone on cash is usually lower than the interest payable on debt.  

Moreover, cash offers a lower risk profile; there's no uncertainty around raising funds as 
there would be with debt financing.  

While stock as a currency is harder to value in comparison to cash or debt, it tends to 
represent a more expensive option because equity is usually more costly than debt, given 
that the Cost of Equity exceeds the Cost of Debt.  

Additionally, utilizing stock introduces volatility, as the acquirer's stock price may 
fluctuate significantly in response to the acquisition news. 

Question 255: What factors contribute to setting the Purchase Price in a 
corporate acquisition? 

The Purchase Price in a corporate acquisition is influenced by several valuation 
methodologies, including Comparable Companies, Precedent Transactions, and 
Discounted Cash Flow Analysis.  
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When the target is a publicly traded company, the offered price typically includes a 
premium over the current trading price to incentivize shareholder approval, which often 
falls between 15% and 30%.  

For private targets, the focus shifts towards these traditional valuation techniques, 
considering the company's financials, market position, and future earnings potential to 
determine a fair value. 

Question 256: Illustrate how one would compute revenue synergies in the 
context of a merger. 

Revenue synergies occur when the combined performance of two merging companies 
exceeds their individual performances.  

To compute these, you would analyze potential increases in sales from cross-selling 
opportunities, price adjustments, expanded distribution channels, or improved product 
offerings.  

For instance, if Company A's technology complements Company B's product line, the 
additional revenue generated from selling a combined offering to both customer bases 
would be considered a revenue synergy.  

This calculation would involve estimating the increased unit sales, the potential uplift in 
pricing, and the timing of these benefits. 

Question 257: Explain the process of estimating cost synergies after a 
merger. 

Cost synergies are estimated by identifying and quantifying the cost savings that result 
from a merger.  

This includes reductions in workforce, consolidating facilities, streamlining supply 
chains, and eliminating redundant operations.  

For example, if two companies in the same industry merge, they may be able to close 
duplicate departments or negotiate better rates from suppliers due to increased volume.  

The process involves a detailed analysis of both companies' cost structures, identifying 
overlap, and calculating the savings over a specified period post-merger. 

Question 258: What causes the formation of deferred tax liabilities and 
assets in mergers and acquisitions? 

In mergers and acquisitions, deferred tax liabilities (DTLs) and deferred tax assets 
(DTAs) arise due to the adjustments in asset values.  

Specifically, a DTL is generated when asset values are written up to reflect their fair 
market value, resulting in higher future depreciation or amortization expenses, which 
leads to tax savings now but higher tax payments later.  
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Conversely, Deferred Tax Assets (DTAs) are established when asset values are written 
down, deferring tax savings to future periods due to lower expected depreciation or 
amortization expenses. 

Question 259: Define the exchange ratio in a stock-for-stock merger and 
its significance in determining the deal's terms. 

The exchange ratio in a stock-for-stock merger is the rate at which the acquiring 
company's shares are exchanged for the target company's shares.  

It is a crucial element of the deal's terms as it determines the relative ownership of the 
shareholders of the two companies in the combined entity.  

The ratio is typically determined based on the valuation of both companies and is 
influenced by factors such as relative size, performance, and negotiation outcomes.  

It ensures that the shareholders of the target company receive a fair proportion of equity 
in the acquiring company, reflecting the value of their shares at the time of the merger. 

Question 260: In what ways does an accretion/dilution analysis differ 
when dealing with a private seller as opposed to a public company? 

When conducting an accretion/dilution analysis for a private seller, the underlying 
procedures remain consistent, however, the likely the transaction structures will be an 
asset purchase.  

Since private sellers do not report Earnings Per Share, the analysis projects only up to 
Net Income on the seller's Income Statement.  

It's also pertinent to note that the concept of accretion/dilution does not apply when the 
buyer is private, as there are no Earnings Per Share figures to consider. 

Question 261: What is the process for determining 'break-even synergies' 
in a merger or acquisition, and what does this figure signify? 

To calculate 'break-even synergies,' you would adjust the required synergies in your 
model until the Earnings Per Share (EPS) impact of the acquisition is zero, indicating 
neither accretion nor dilution.  

This is typically done by using Excel to iteratively solve for the required cost savings or 
revenue increases needed.  

The significance of the break-even synergy figure lies in its ability to gauge the 
feasibility of a deal.  

A high break-even point implies that substantial synergies are necessary for the deal to 
be financially justifiable, thereby providing a numerical threshold for assessing the deal's 
potential success. 
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Question 262: How do you consolidate the complete set of financial 
statements in an accretion/dilution analysis? 

In an accretion/dilution analysis, after the initial step of combining the Income 
Statements of the buyer and seller, the next steps involve the Balance Sheet and Cash 
Flow Statement.  

First, you would merge the Balance Sheets of both companies, excluding the seller's 
Shareholders' Equity.  

Then, Pro-Forma Adjustments are made to account for the cash, debt, and changes in 
goodwill and intangible assets among other items.  

Following that, you would project the combined Balance Sheet based on conventional 
assumptions for each line item.  

The last step is to forecast the Cash Flow Statement by linking it to the newly projected 
Balance Sheet and the Income Statement, ensuring that all three financial statements 
dynamically reflect the transaction's impact. 

Question 263: From a seller's and buyer's perspective, which is generally 
more advantageous: a stock purchase or an asset purchase, and why? 

From a seller's perspective, a stock purchase is often more advantageous as it typically 
allows for a complete transfer of the company along with all its liabilities and may be 
subject to more favorable capital gains tax treatment.  

From a buyer's perspective, an asset purchase can be 
more advantageous as it allows for a 'pick and 
choose' approach to the assets and liabilities assumed 
and may provide a step-up in the tax basis of the 
acquired assets, leading to future tax deductions.  

However, the best structure depends on the specific 
circumstances of the deal and the relative bargaining 
power of the parties involved. 

Question 264: How do you account for various transaction-related 
expenses such as costs, financing fees, and miscellaneous outlays in a 
merger model? 

Usually, expensed transaction fees come out of retained earnings when adjusting the 
Balance Sheet in the merger model.  

These expenses, which include advisory fees, legal costs, financing fees, and other 
related outlays, are treated as cash outflows in the period they are incurred.  

They are typically funded from the financing raised for the transaction and can affect the 
overall cost of the deal and the financial projections of the combined company. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 265: Can you explain the distinction between forward and 
backward integration in the context of vertical integration? 

In the context of vertical integration, backward integration refers to the process where a 
company acquires entities further up in the supply chain, such as suppliers or 
manufacturers of its products.  

This means the company is expanding its control over production or raw materials. 

Conversely, forward integration is when a company acquires businesses further down in 
the supply chain, moving it closer to the final consumer.  

This could include acquiring distributors or companies that provide after-sales services. 

Essentially, backward integration is about control over production inputs, while forward 
integration focuses on the distribution and customer-facing aspects of the business. 

Question 266: Can you provide an in-depth analysis of a recent merger or 
acquisition? 

When preparing for an M&A interview, it's crucial to be able to thoroughly discuss a 
recent merger or acquisition.  

You should review key sources like press releases and industry commentary to understand 
the rationale and market reaction to the deal.  

Focus on several core aspects: the names and profiles of the acquirer and target company, 
the strategic reasoning behind the merger or acquisition (often detailed in the public 
announcements), and, if available, the approximate size of the transaction, the premium 
offered, and the form of consideration.  

Also important is the post-announcement share price movement of both companies. 

Lastly, offer a personal perspective on the deal, evaluating whether you believe it was a 
strategically sound decision.  

This requires an understanding of the competitive landscape and trends within the 
relevant industries, which can offer insights into why the transaction was pursued. 

Question 267: What are the two primary auction formats used in mergers 
and acquisitions? 

In mergers and acquisitions, two main auction structures are commonly used: Broad 
Auction and Targeted Auction.  

A Broad Auction involves the sell-side bank reaching out to a large pool of potential 
buyers.  
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The objective here is to increase the competitiveness of the auction by engaging as many 
interested parties as possible, thereby maximizing the chances of receiving the highest 
bid and avoiding undervaluation.  

On the other hand, a Targeted Auction is a more focused approach where the sell-side 
bank, often guided by the client's preferences, contacts a select group of buyers.  

These buyers are usually chosen based on their strategic alignment with the client or 
existing relationships with the seller.  

This method is less about creating widespread competition and more about finding a fit 
that aligns well with the seller's strategic objectives. 

Question 268: What are the key components of an Information 
Memorandum (IM) in M&A transactions? 

An Information Memorandum (IM) is a comprehensive document provided to potential 
buyers in M&A transactions, offering a detailed overview of the business for sale.  

This document becomes accessible to a buyer after they have signed a Non-Disclosure 
Agreement (NDA).  

Typically, the IM is a substantial document, ranging from 20 to 100+ pages, and is 
distributed by the sell-side investment bank to interested parties like private equity firms 
or strategic buyers.  

The contents of a IM are extensive and include a detailed profile of the company, a market 
overview, current industry trends, key investment highlights, and descriptions of 
business segments and product or service offerings.  

It also encompasses past financial summaries, future performance projections, 
biographies of the management team, and specifics about the transaction, including its 
timing.  

This document is designed to provide all the necessary information to help potential 
buyers make an informed decision about pursuing the acquisition. 

Question 269: What are the common elements included in a Letter of 
Intent (LOI) during an acquisition process? 

In the acquisition process, a Letter of Intent (LOI) is a critical document that signifies a 
buyer's serious interest in proceeding with a potential acquisition.  

It outlines the proposed initial terms of the deal. 

Key components of an LOI typically include the proposed purchase price, the nature of 
the consideration (such as cash, stock, or a combination), and the sources of financing 
planned for the acquisition.  
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Although the LOI is usually non-binding, it serves as a precursor to a definitive 
agreement, laying the foundation for what the final deal might entail.  

However, it's important to note that an LOI is not a conclusive document; there remains 
scope for negotiation, and terms can be revised as the deal progresses.  

Essentially, the LOI is a formal but preliminary step that expresses a buyer's intent and 
the broad structure of the proposed transaction. 

Question 270: What is the function of 'no-shop' provisions in the context 
of M&A transactions? 

In mergers and acquisitions, 'no-shop' provisions, are clauses included in deal agreements 
to ensure exclusivity for the buyer during the negotiation phase.  

These provisions restrict the sell-side from seeking or entertaining alternative offers, 
thereby preventing them from using the existing bid to leverage higher offers from other 
potential buyers.  

If the seller violates these no-shop clauses, they may be liable to pay a significant 
breakup fee.  

Additionally, such a violation could trigger an investigation into whether the sell-side 
bank unlawfully contacted other buyers during a legally mandated exclusivity period.  

Conversely, sellers can safeguard their interests using reverse termination fees, which 
obligate the buyer to pay a fee should they decide to withdraw from the deal.  

These provisions aim to protect both parties' interests by ensuring a committed 
negotiation environment. 

Question 271: Could you explain what a Material Adverse Change (MAC) 
is in M&A deals, and give some examples? 

A Material Adverse Change (MAC) in the context of mergers and acquisitions is a legal 
provision that safeguards the interests of the buying and selling parties from significant 
unforeseen changes between the signing of the merger agreement and the closing of the 
deal.  

These clauses are standard in almost all merger agreements and outline specific 
circumstances under which the buyer can legally withdraw from the transaction without 
facing penalties or legal consequences.  

Examples of scenarios that might constitute a MAC include major shifts in economic 
conditions, financial markets, credit markets, or capital markets. Other instances could 
be changes in relevant regulations, new accounting standards, litigation related to the 
transaction (such as anti-trust issues), natural disasters, geopolitical shifts, or failure to 
meet pre-agreed financial targets such as revenue or earnings.  
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Essentially, a MAC clause addresses substantial negative changes that could significantly 
impact the value or operations of the target company. 

Question 272: What is a divestiture in a business context, and what are 
the typical reasons for undertaking one? 

A divestiture involves a company selling off a specific business segment and its 
associated assets.  

This action is often taken when management concludes that the segment in question is 
not sufficiently contributing to the core business, perhaps due to it being redundant, 
distracting from core operations, or not synergizing well with other divisions.  

The primary goal of a divestiture is to enable the 
parent company to reduce costs, refocus on its core 
business activities, and potentially unlock the hidden 
value of the divested unit by making its operations 
more efficient.  

Divestitures may also be driven by strategic 
restructuring to avoid insolvency or due to regulatory 
pressures to dismantle monopolistic structures.  

From an investor's perspective, divestitures can be seen as an admission of a failed 
strategy if the divested business did not meet expectations.  

They may also indicate a need for cash, either for reinvestment or to improve liquidity. 

Often, such actions are influenced by activist investors advocating for the sale of non-
core assets, followed by a redistribution of the generated capital. 

Question 273: Can you define a spin-off in the corporate context and 
explain the reasons for its execution? 

A spin-off in a corporate context occurs when a parent company separates one of its 
divisions or subsidiaries, establishing it as an independent entity with its own shares.  

In this process, the existing shareholders of the parent company receive shares of the 
newly formed entity in proportion to their stake in the original company, known as a pro-
rata distribution.  

Shareholders then have the choice to retain or sell these shares in the open market. 

The primary motive for a spin-off often stems from shareholder pressure to divest a 
subsidiary that is believed to have greater potential as an independent company.  

This strategic move can be aimed at enhancing focus on the parent company's core 
operations, unlocking hidden value in the spun-off division, or responding to regulatory 
requirements. 
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Question 274: What is an exchange ratio in M&A transactions, and what 
are its two main types? 
 
An exchange ratio in mergers and acquisitions is a mechanism used in deals involving 
partial or entirely stock-based transactions, dictating the terms of share exchange 
between the acquiring and target companies.  
 
There are two primary types of exchange ratios: Fixed and Floating.  
 
A Fixed Exchange Ratio specifies a constant number of the acquirer's shares that will be 
exchanged for each share of the target company.  
 
This ratio remains unchanged regardless of share price movements post-agreement 
signing, placing the risk of share price decline on the target's shareholders.  
 
On the other hand, a Floating Exchange Ratio defines the value per share that the acquirer 
will pay for each share of the target, but in the form of the acquirer's shares.  
 
This approach offers downside protection to the target's shareholders, as the actual 
number of shares to be received adjusts if the acquirer's share price falls post-closing. 
 
Question 275: How is it determined if an all-stock acquisition will be 
accretive or dilutive? 
 
In all-stock deals, whether an acquisition is accretive or dilutive is primarily determined 
by comparing the Price-to-Earnings (P/E) ratios of the acquirer and the target.  
 
If the acquirer's P/E ratio is lower than that of the target, the acquisition tends to be 
dilutive.  
 
This occurs because the acquirer has to issue a larger number of shares to compensate 
for the lower valuation, leading to an increase in the total share count (the denominator 
in the Earnings Per Share calculation) and, consequently, a decrease in EPS.  
 
Conversely, if the acquirer's P/E ratio is higher than the target's, the acquisition is likely 
to be accretive.  
 
In this scenario, fewer shares need to be issued by the acquirer, resulting in a smaller 
increase in the total share count and potentially an increase in EPS, making the 
acquisition accretive. 
 
Question 276: What is the role of a fairness opinion in mergers and 
acquisitions? 
 
In the context of mergers and acquisitions, a fairness opinion serves as a critical 
assessment tool.  
 
This document is prepared by an independent investment bank (neither the advisor of the 
seller nor that of the buyer) and presented to the seller's board of directors.  
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Its primary purpose is to provide an independent and impartial evaluation of the fairness 
of the transaction from a financial standpoint.  

The fairness opinion aims to assure the selling shareholders that the terms and conditions 
of the deal, especially the price being offered, are fair and reasonable in the current 
market context.  

It acts as a safeguard for the board, ensuring that they are making an informed decision 
in the best interest of the shareholders, and can also serve as a defense against potential 
legal challenges regarding the transaction. 

Question 277: In your opinion, does an earn-out provision in M&A 
transactions generally favor the buyer or the seller more? 

Earn-out provisions in M&A transactions tend to favor the buyer more, primarily due to 
the risk distribution they involve.  

Earn-outs allow part of the purchase price to be contingent on the target's future 
performance, usually based on specific financial or operational milestones.  

This structure places the onus of achieving these targets on the seller, transferring the 
risk of underperformance from the buyer to the seller.  

From the buyer's perspective, this alignment of the seller's interests with their own is 
advantageous, as it incentivizes the seller to strive for the agreed-upon goals.  

For sellers, earn-outs often represent a compromise, allowing them to close a deal that 
might otherwise falter due to valuation disagreements.  

If the seller meets the set targets, they can receive the full or near-full value they initially 
sought.  

However, if they fail to meet these targets, the buyer benefits by not overpaying for the 
asset.  

In essence, earn-outs act as a risk allocation mechanism, deferring payment and placing 
the responsibility for achieving targets on the seller. 

Question 278: Why is EBITDA often chosen as the target metric in earn-
out arrangements in M&A transactions? 

EBITDA is commonly chosen as the target metric in earn-out arrangements due to its 
widespread use in valuations and its balanced representation of a company's operational 
performance.  

In many M&A transactions, company valuations are expressed as multiples of EBITDA. 
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For instance, if a seller believes their business with $5 million in EBITDA is worth 6.0x 
EBITDA, but the buyer is only willing to pay 5.0x, an earn-out based on EBITDA can 
bridge this valuation gap.  

The seller could receive an upfront payment based on the 4.0x EBITDA and potentially 
earn the additional amount if the EBITDA target is met.  

EBITDA is considered a more comprehensive metric for real value creation than revenue 
or net income.  

Revenue targets might encourage short-term, high-risk strategies to boost sales, while 
net income can be affected by non-operational factors like cost-cutting or asset sales.  

EBITDA, reflecting earnings before interest, taxes, depreciation, and amortization, 
offers a clearer view of a company's operational profitability and growth, making it a 
preferred metric for earn-outs. 
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M&A – Hard 
 
Question 279: Can you delineate the formula to compute Goodwill in the 
context of a merger or acquisition? 
 
Goodwill is computed with the formula:  
 

𝑮𝒐𝒐𝒅𝒘𝒊𝒍𝒍 = 𝑬𝒒𝒖𝒊𝒕𝒚	𝑷𝒖𝒓𝒄𝒉𝒂𝒔𝒆	𝑷𝒓𝒊𝒄𝒆 − 𝑺𝒆𝒍𝒍𝒆𝒓!𝒔	𝑩𝒐𝒐𝒌	𝑽𝒂𝒍𝒖𝒆
+ 𝑺𝒆𝒍𝒍𝒆𝒓!𝒔	𝑬𝒙𝒊𝒔𝒕𝒊𝒏𝒈	𝑮𝒐𝒐𝒅𝒘𝒊𝒍𝒍 − 𝑨𝒔𝒔𝒆𝒕𝒔	𝑾𝒓𝒊𝒕𝒆	𝑼𝒑𝒔
− 𝑰𝒅𝒆𝒏𝒕𝒊𝒇𝒊𝒆𝒅	𝑰𝒏𝒕𝒂𝒏𝒈𝒊𝒃𝒍𝒆	𝑨𝒔𝒔𝒆𝒕𝒔 + 𝑺𝒆𝒍𝒍𝒆𝒓!𝒔	𝑬𝒙𝒊𝒔𝒕𝒊𝒏𝒈	𝑫𝑻𝑳
− 𝑺𝒆𝒍𝒍𝒆𝒓!𝒔	𝑬𝒙𝒊𝒔𝒕𝒊𝒏𝒈	𝑫𝑻𝑨 + 𝑵𝒆𝒘	𝑫𝑻𝑳 − 𝑵𝒆𝒘	𝑫𝑻𝑨 

 
Here, 'Seller's Book Value' is the amount of the seller's Shareholders' Equity.  
 
The 'Seller's Existing Goodwill' is added because it is eliminated post-acquisition.  
 
'Asset Write-Ups' are deducted as they increase the total asset base, reducing the 
Goodwill needed.  
 
'Identified Intangible Assets' (such as patents, customer lists, trademarks) are subtracted 
from goodwill, as these separately identifiable assets increase the total identifiable net 
assets acquired, leaving less excess to be recorded as goodwill. 
 
The 'Seller's Existing Deferred Tax Liability (DTL)' is added, representing tax 
obligations we assume from the seller, which reduces the net assets acquired and 
therefore increases goodwill. 
 
The 'Seller's Existing Deferred Tax Asset (DTA)' is subtracted, representing tax assets 
we acquire from the seller, which increases the net assets acquired and therefore 
decreases goodwill. 
 
Any 'New Deferred Tax Liability' stemming from asset write-ups during the acquisition 
is added to the goodwill figure, as these new liabilities reduce the net assets acquired. 
 
Any 'New Deferred Tax Asset' created from asset write-downs during the acquisition is 
subtracted from goodwill, as these new assets increase the net assets acquired. 
 
Question 280: How would you estimate the amount of debt a company can 
issue for an acquisition? 
 
To estimate how much debt a company can issue for an acquisition, one would typically 
reference industry benchmarks from Comparable Companies or Precedent Transactions.  
 
The EBITDA of the combined entity for the last twelve months serves as a basis for this 
analysis.  
 
By identifying the median Debt/EBITDA leverage ratio among a selected peer group, one 
can apply this ratio to the combined company's EBITDA to estimate potential debt 
capacity.  
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Additionally, examining Debt Comps, or the debt structures of similar companies within 
the same industry, provides insights into prevalent market practices regarding debt 
tranches and instruments, further refining the debt capacity estimation. 

Question 281: How are Net Operating Losses (NOLs) treated in the 
financial modeling of a merger or acquisition? 

In the financial modeling of a merger or acquisition, NOLs are valuable tax assets 
because they can reduce future taxable income.  

The treatment of NOLs involves assessing the ability of the combined entity to utilize 
these losses while considering limitations imposed by tax laws.  

The model should reflect the timing and extent to which NOLs can be used, taking into 
account the profitability projections of the merged company and any valuation 
allowances against the NOLs if it's not likely they will be fully realizable. 

Question 282: How are deferred tax liabilities and assets accounted for on 
the pro-forma balance sheet in a merger or acquisition? 

In a merger or acquisition, deferred tax liabilities (DTLs) and deferred tax assets (DTAs) 
are recorded on the pro-forma balance sheet to reflect the tax effects of asset and liability 
revaluations.  

𝑫𝑻𝑨 = 𝑨𝒔𝒔𝒆𝒕	𝑾𝒓𝒊𝒕𝒆	𝑫𝒐𝒘𝒏 ∗ 𝑻𝒂𝒙	𝑹𝒂𝒕𝒆 

𝑫𝑻𝑳 = 𝑨𝒔𝒔𝒆𝒕	𝑾𝒓𝒊𝒕𝒆	𝑼𝒑 ∗ 𝑻𝒂𝒙	𝑹𝒂𝒕𝒆 

For example, if acquiring a company involves an asset write-up of $200 million and the 
applicable tax rate is 30%, the DTL created would be $60 million.  

Likewise, if there's an asset write-down of $50 million, the DTA created would be $15 
million.  

The generation of DTLs and DTAs will have an impact on the calculation of Goodwill 
and Other Intangibles resulting from the transaction. 

Question 283: Is it possible for deferred tax liabilities or assets to arise in 
an asset purchase transaction? 

Deferred tax liabilities (DTLs) or deferred tax assets (DTAs) do not arise in an asset 
purchase because the transaction involves a direct revaluation of the assets to their 
purchase price, aligning book basis with tax basis.  

This direct alignment occurs as the assets' historical cost is adjusted to reflect the price 
paid in the purchase, eliminating the disparities that give rise to DTLs or DTAs.  
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Such tax-related deferrals are typically encountered in stock purchases where the buyer 
assumes the target's book basis which may differ from the tax basis due to write-ups or 
write-downs without a corresponding adjustment for tax purposes. 

Question 284: What are the key elements to be aware of within a Purchase 
Agreement in the context of an M&A transaction? 

In the realm of M&A, a Purchase Agreement's crucial components include the Purchase 
Price, often articulated on a per-share basis for publicly traded entities.  

The Form of Consideration is also vital, detailing whether the transaction involves cash, 
stock, debt, or a mix.  

The Transaction Structure is another significant term, which can be in the form of a stock 
sale or asset sale.  

How outstanding Options are handled is paramount — will they be assumed, cashed out, 
or disregarded? Employee Retention clauses, especially regarding non-solicit or non-
compete agreements and the stance on management retention, are essential.  

Representations and Warranties define the assertions both buyer and seller must make 
about their businesses.  

Finally, the No-Shop/Go-Shop clause determines whether the seller can entertain other 
offers or must remain exclusive to the initial buyer. 

Question 285: Explain the concept of an Earnout in M&A transactions 
and the circumstances under which a buyer might propose it. 

An Earnout is a contractual provision used in M&A deals where additional, deferred, 
payment is made to the sellers based on the target's future performance.  

This mechanism is often proposed by buyers when there is a discrepancy between the 
seller's expected performance and the buyer's valuation.  

It serves to bridge valuation gaps by tying part of the payment to the realization of certain 
financial targets post-acquisition, thus aligning the seller's incentives with the buyer's 
goals and reducing the buyer's risk if the target underperforms.  

Buyers employ this strategy to encourage sellers to maintain strong performance and 
deter management teams from immediately leaving after the deal. 

Question 286: How do you manage the treatment of options, convertible 
debt, and other dilutive securities in the context of a merger model? 

In the context of a merger model, the handling of options, convertible debt, and other 
potentially dilutive securities is carefully considered to determine their effect on 
shareholder dilution.  
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The Treasury Stock Method is typically applied to options and warrants to calculate their 
influence on the share count, assuming these securities are exercised when in-the-money, 
and the company repurchases shares at the current market price with the proceeds.  
 
For convertible debt, it is presumed to be converted into equity if the conversion price 
is lower than the market price, thus raising the share count.  
 
Additionally, the exact treatment of these securities is guided by the Purchase 
Agreement's terms; they may either be assumed by the buyer or allowed to be cashed out 
by the seller if the purchase price per share exceeds the exercise prices, influencing the 
dilution calculations in the merger model. 
 
Question 287: Explain what a contribution analysis is and why we might 
look at it in a merger model. 
 
A contribution analysis in the context of a merger model assesses the relative 
contributions of the acquirer and the target company in terms of key financial metrics 
such as revenue, EBITDA, and Pre-Tax Income, which informs the determination of 
ownership stakes in the combined entity.  
 
For example, if a proposed ownership split is 50% for 
the acquirer and 50% for the target,  but the acquirer 
contributes $300 million in revenue while the target 
contributes $100 million, the contribution analysis 
might suggest that the acquirer deserves a larger share 
of ownership, specifically 75%, because it is 
responsible for 75% of the total revenue.  
 
This method is particularly useful in assessing 'mergers of equals' but may be less critical 
when one company significantly outweighs the other. 
 
Question 288: What are the two principal strategies employed in hostile 
takeover attempts? 
 
Hostile takeovers in mergers and acquisitions typically follow two main strategies: 
Tender Offers and Proxy Fights.  
 
In a Tender Offer, the acquirer publicly proposes to buy shares from the existing 
shareholders at a premium.  
 
The goal here is to accumulate a majority stake in the target company's equity, thereby 
gaining the control needed to finalize the takeover.  
 
This strategy bypasses the target's management, appealing directly to shareholders.  
 
A Proxy Fight, on the other hand, involves the hostile acquirer rallying the target's 
shareholders to replace the current management team and board of directors.  
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The acquirer aims to convince shareholders that the company is underperforming or being 
mismanaged under the current leadership.  

By winning over the shareholders' votes, the acquirer seeks to install a management team 
that will approve the takeover, effectively gaining control of the company. 

Question 289: Can you describe some common defensive strategies 
against hostile takeover attempts? 

Companies employ various strategies to defend against hostile takeover attempts. 

One such strategy is the 'Poison Pill', where the target company allows existing 
shareholders to buy additional shares at a discount, diluting the acquirer's stake and 
making it harder for them to achieve a majority.  

Another method is the 'Golden Parachute', which involves adjusting key employees' 
compensation packages to include substantial benefits in case of layoffs post-takeover, 
making the takeover more costly for the acquirer.  

Dead Hand' provisions prevent newly elected directors (potentially controlled by the 
acquirer) from redeeming a poison pill, ensuring only the original board can remove the 
takeover defense.  

Lastly, the 'Crown Jewel' involves making arrangements to sell off the company's most 
valuable assets, like patents or intellectual property, in the event of a takeover, thereby 
reducing the company's attractiveness to the acquirer. 

Question 290: What active strategies do companies use to thwart hostile 
takeover attempts? 

Companies adopt various active strategies to counter hostile takeover attempts. 

The 'White Knight' involves finding a more agreeable company to purchase the target, 
effectively disrupting the takeover by an unfriendly bidder.  

In contrast, the 'White Squire' entails a friendly entity buying a significant but non-
controlling stake in the target, sufficient to prevent the hostile takeover without 
surrendering majority control.  

The 'Acquisition Strategy' is when the target company makes an acquisition, using cash 
or incurring debt to make its balance sheet less attractive to the hostile bidder.  

'Pac-Man' is a bold counter-move where the target company tries to acquire the hostile 
bidder, acting as a deterrent rather than with the intention of completing the acquisition. 

Lastly, 'Greenmail' involves the target repurchasing its shares at a premium from the 
acquirer to prevent the takeover, though this strategy has become less feasible due to 
anti-greenmail regulations. 
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Question 291: How is an earn-out typically represented in the three 
financial statements of a company? 
 
On the Income Statement, adjustments related to the earn-out are shown in the non-
operating gains or losses section.  
 
This reflects changes in the likelihood of the earn-out being paid, with gains indicating 
a decreased probability of payout and losses suggesting an increased likelihood.  
 
On the Balance Sheet, earn-outs are recorded as contingent considerations under 
liabilities.  
 
Their value is measured at fair value at the acquisition date, based on the present value 
of expected future payments, adjusted periodically for changes in the probability of 
meeting the targets.  
 
In the Cash Flow Statement, actual payouts related to the earn-out are recorded as they 
occur.  
 
Additionally, non-cash changes in the value of the earn-out, reflecting fluctuations in the 
probability of payout, are also reported here, though these represent valuation 
adjustments rather than actual cash flows. 
 
Question 292: What is the function of seller notes in mergers and 
acquisitions? 
 
In mergers and acquisitions, a seller note serves as a financial instrument where the seller 
agrees to receive a part of the purchase price in the form of a debt instrument.  
 
This arrangement means the seller essentially becomes a lender to the company, with the 
note being a component of the overall purchase consideration, akin to an earn-out.  
 
The use of a seller note aligns the seller's interests with the continued success of the 
business, providing them with a vested interest in a smooth transition of ownership and 
effective ongoing management.  
 
If the seller remains involved in managing the business, they are likely to make more 
conservative, risk-averse decisions to ensure the company's stability and their ability to 
recoup the loan.  
 
Even if the seller is not staying on, they have a strong incentive to ensure that the new 
management is competent and the business remains viable, as the health of the company 
directly impacts their likelihood of receiving the full amount of the seller note payments. 
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Question 293: Is an M&A transaction accretive or dilutive when the 
purchasing company finances 100% of the acquisition of a target 
company, which is debt-free and valued at $50 million, with debt at a cost 
of 10%, considering the target has a net income of $6 million and a 30% 
tax rate? 
 
To assess whether an M&A deal is accretive or dilutive, we compare the cost of the debt 
to the earnings of the target.  
 
If the acquirer borrows $50 million at a cost of 10%, after accounting for a 30% tax 
shield, the annual cost of debt is $3.5 million (calculated as $50m * 10% * (1 - 30%)).  
 
Since the additional earnings from the acquisition ($6m) exceed the after-tax cost of the 
debt ($3.5m), the deal is accretive to the acquirer.  
 
It will increase the acquirer's earnings per share. 
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PE & LBOs – Easy 

Question 294: What are four common exit strategies in a leveraged buyout 
scenario? 

In a leveraged buyout, typical exit strategies include: 

• Strategic sale to another company in the industry,
• Selling the company to another financial sponsor,
• Initial Public Offering (IPO), where the company's shares are offered to the public,
• Dividend recapitalization, where dividends are paid to investors using additional

debt.

Question 295: How does the concept of a 'tax shield' function in a 
leveraged buyout? 

In a leveraged buyout, the 'tax shield' is a financial advantage arising from the tax 
deductibility of interest payments on debt.  

This feature results in tax savings, thereby enhancing the company's cash flow. 

It's important to recognize, however, that even with these tax savings, overall cash flow 
is reduced compared to a scenario without debt, due to the burden of interest expenses. 

Question 296: What are three critical factors that contribute to the 
success of a leveraged buyout? 

Three core components vital for the success of a leveraged buyout include: 

• Availability of cash, favorable interest terms, and efficient debt repayment
strategies,

• Operational improvements, particularly in EBITDA,
• Expansion of valuation multiples post-acquisition.

Question 297: What is the purpose of conducting a leveraged buyout 
analysis? 

The purpose of a leveraged buyout analysis is to determine the potential annualized 
returns (internal rate of return, or IRR) on an equity investment made in a business, 
considering a specific time horizon.  

This analysis helps investors assess the profitability and viability of the LBO transaction. 

Question 298: What are the most crucial variables to consider in an LBO 
analysis? 

Key variables in an LBO analysis include: 
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• Purchase price, as a higher price could lower investor IRR,
• Sources of cash, where more debt can increase potential returns,
• Interest rate, with lower rates reducing costs and improving IRR,
• Time frame, as shorter durations often yield higher IRRs,
• Operational performance, particularly EBITDA projections, influencing sale value

and cash flow,
• Cash flow projections, impacting debt repayment and IRR,
• Exit multiple, where a higher multiple can increase the return on investment.

Question 299: What are the main categories of fund uses in a leveraged 
buyout? 

In a leveraged buyout, the core categories for the use of funds are: 

• The purchase price of the target company,
• Net debt, which may include paying off the target's existing debt,
• Transaction fees, including legal, advisory, and other related costs.

Question 300: How can one conservatively estimate an exit multiple in a 
leveraged buyout analysis? 

A conservative approach to estimating an exit multiple in a leveraged buyout is to assume 
that the exit multiple will be the same as the purchase multiple.  

This method is grounded in prudence, avoiding overestimation of the potential sale value 
of the business. 

Question 301: What is a method to calculate the Internal Rate of Return 
(IRR)? 

One method to calculate the Internal Rate of Return (IRR) in leveraged buyout scenarios 
is by using the formula:  

𝑰𝑹𝑹 =
𝑬𝒙𝒊𝒕	𝑬𝒒𝒖𝒊𝒕𝒚	𝑽𝒂𝒍𝒖𝒆
𝑬𝒒𝒖𝒊𝒕𝒚	𝑰𝒏𝒗𝒆𝒔𝒕𝒆𝒅

- 𝟏
𝑵𝒖𝒎𝒃𝒆𝒓	𝒐𝒇	𝒀𝒆𝒂𝒓𝒔78𝟏

This formula provides the annualized rate of return on the equity investment. 

Question 302: Why is leverage commonly used in the acquisition of a 
company? 

Leverage is employed in the acquisition of a company to enhance the potential returns 
on the investment.  
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By incorporating a higher ratio of borrowed funds, for example, using $4 billion in debt 
versus $1 billion in equity in a $5 billion acquisition, the acquirer can significantly 
increase the return on their equity investment.  

This is because the acquirer leverages the borrowed funds to finance a larger portion of 
the purchase price, reducing the amount of their own capital at risk.  

Additionally, by conserving their own capital through the use of debt, the acquiring firm 
has more resources available for other opportunities, thereby maximizing its investment 
capacity and strategic flexibility. 

Question 303: Why are Goodwill & Other Intangibles generated in a 
Leveraged Buyout? 

Goodwill and Other Intangibles are generated in an LBO to account for the excess of the 
purchase price over the fair market value of the target's identifiable net assets.  

They also serve as balancing elements, adjusting to ensure that variations in Liabilities 
and Equity are appropriately matched by corresponding changes on the Assets side of the 
balance sheet.  

This often occurs because the buyer is willing to pay a premium for the target due to 
strategic advantages, such as market position, brand value, or expected synergies. 

Question 304: Why would a private equity firm opt to use debt in a 
Leveraged Buyout instead of paying entirely in cash? 

A private equity firm opts to use debt in an LBO to increase the potential return on its 
equity investment.  

This is due to the leverage effect, where the firm can 
achieve a higher return on equity as long as the 
company's return on assets exceeds the cost of debt.  

The use of debt also provides tax benefits, as the 
interest expense is tax-deductible.  

Additionally, having a significant amount of debt on the company's Balance Sheet can 
instill a sense of financial discipline in management, focusing them on generating 
sufficient cash flow to service the debt. 

Question 305: What strategies might a private equity firm use to 
maximize returns from a leveraged buyout? 

A private equity firm can employ multiple strategies to augment returns from a leveraged 
buyout.  

Negotiating a lower acquisition price, increasing the leverage or debt component, aiming 
for a higher sale price at exit (when the exit multiple is higher than the entry multiple), 
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spurring company growth through organic means or acquisitions, and enhancing profit 
margins by optimizing operational costs are some of the key tactics. 

Question 306: How is the IRR calculated for debt investors in an LBO? 

The IRR for debt investors in an LBO is computed by determining the annual interest 
and principal repayments received.  

Using Excel's IRR function, the initial debt amount is input as a negative value for 'Year 
0', and the subsequent interest and principal repayments are the positive cash flows, 
ending with the remaining debt balance at exit as the final value.  

Generally, debt investors see lower returns than equity investors, but in unsuccessful 
deals, they could realize higher returns due to the priority of debt repayment. 

Question 307: Could you explain what a management buyout (MBO) 
entails? 

A management buyout (MBO) is a type of leveraged buyout where the company's existing 
management team plays a significant role in acquiring a substantial portion of the 
company's equity.  

This approach is often adopted when the management team believes they can operate the 
business more effectively and drive greater value independently.  

MBOs are also a good approach for family-owned companies to transfer the ownership 
to the existing management.  

In an MBO, the management typically contributes cash equity and may roll over their 
existing equity stakes.  

They may also collaborate with financial sponsors or other investors for equity financing. 

The debt financing structure in an MBO, excluding any rollover components, generally 
resembles that of a traditional leveraged buyout. 

Question 308: What are the typical sources of capital for financial 
sponsors? 

Financial sponsors, such as private equity firms, typically raise capital from a variety of 
sources to fund their investments.  

These sources include insurance companies, pension funds, sovereign wealth funds, 
endowments, high net worth individuals, and financial institutions.  

Each of these entities invests in private equity funds seeking to benefit from the potential 
high returns that these investments can offer.  
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The diversified nature of these capital sources allows financial sponsors to amass 
substantial funds for their investment activities. 

Question 309: What does the term 'dry powder' signify in the context of 
private markets? 

In private market terms, 'dry powder' refers to the amount of committed yet unallocated 
capital that a firm has at its disposal.  

This represents the pool of funds that are readily available but have not yet been invested. 

A high level of dry powder can indicate a scarcity of suitable investment opportunities 
that meet the criteria of private equity firms.  

During periods when dry powder accumulates to record highs, it often leads to increased 
competition in auction processes and consequently higher purchase multiples, as firms 
actively seek to deploy their available capital. 

Question 310: How does the '2 and 20' fee structure work in private 
equity? 

The '2 and 20' structure is a standard compensation model in private equity. 

It comprises two key components: a 2% management fee and a 20% performance fee, 
known as carried interest.  

The 2% fee is charged on the assets under management and is primarily used to cover the 
firm's operational costs, such as employee salaries and administrative expenses.  

The 20% fee is an incentive-based fee, calculated as a percentage of the profits generated 
by the fund, and is allocated to the general partners (GPs) of the private equity firm.  

This performance fee is typically earned only after the fund surpasses a certain return 
threshold, aligning the interests of the GPs with the performance of the fund. 

Question 311: What are the primary return metrics utilized by private 
equity firms? 

Private equity firms commonly use two key metrics to evaluate returns: the Internal Rate 
of Return (IRR) and the Multiple on Invested Capital (MOIC).  

The IRR is a metric that calculates the annualized effective compounded return rate. It 
considers the timing of cash flows, making it a time-weighted measure.  

IRR is used to estimate the profitability of potential investments.  

The MOIC measures the total cash inflows against the total cash outflows. 
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This ratio provides a straightforward comparison of the equity withdrawn by the sponsor 
relative to the initial equity investment.  

MOIC is a useful metric for understanding the absolute return on an investment. 

Question 312: What internal rate of return (IRR) do private equity firms 
typically aim for? 

Private equity firms conventionally target an internal rate of return (IRR) around 25%, 
though in some cases, this target might be set at 20%, or between 20% and 25%.  

However, it's notable that the average actual IRR achieved by these firms often falls 
below 20%.  

This target IRR serves as a benchmark for evaluating the performance and potential 
success of their investments. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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PE & LBOs – Medium 
 
Question 313: Can you explain a Leveraged Buyout (LBO) in simple 
terms, as if I were your 10-year-old brother? 
 
Sure, imagine you want to buy a lemonade stand that costs $100, but you only have $10.  
 
So, you ask mom and dad to lend you the remaining $90 – this is your leverage, just like 
in an LBO where a company uses borrowed money.  
 
Now, you run the lemonade stand, selling drinks every day, and the money you earn from 
selling lemonade is like the cash flows in an LBO.  
 
You use part of this money to pay back mom and dad.  
 
After a while, when the stand becomes popular, you decide to sell it to a classmate for 
more than you paid, this is the 'exit' in an LBO.  
 
You pay off any remaining debt to your parents and keep the extra money, which is your 
profit from the whole deal. 
 
Question 314: How do Senior Notes function within LBO financing? 
 
Senior Notes are a form of debt in LBOs with a higher interest rate than Term Loan B, 
usually fixed, and a longer tenor of 7-10 years.  
 
They may offer call protection, preventing early repayment for a period, which benefits 
investors by ensuring a predictable return.  
 
These notes do not require amortization, opting instead for a bullet payment at the end 
where the entire principal is due.  
 
The investors in Senior Notes can be diverse, including hedge funds and merchant banks, 
and they hold a position as senior unsecured debt, meaning they are prioritized over 
subordinated debt but do not have claims on specific collateral in bankruptcy. 
 
Question 315: Between a hardware and a software company with identical 
revenues and EBITDA, which is more suitable for higher leverage and 
why? 
 
In the scenario where a hardware and a software company both have the same revenue 
and EBITDA, the software company is typically more amenable to higher leverage.  
 
The primary reason for this is the nature of the software company's revenue streams.  
 
Software companies often benefit from recurring revenue, commonly derived from 
annual or long-term contracts, which provides a more predictable and stable cash flow 
compared to a hardware company.  
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This recurring revenue model makes the software company's future earnings more 
assured, thereby making it a safer bet for higher leverage, assuming both companies are 
at a similar stage of maturity. 

Question 316: What are the four sources of funds in a leveraged buyout, 
ranked from least to most risky? 

In a leveraged buyout, the sources of funds, ordered from least to most risky, are: 

• Bank debt, such as term loans and notes, which typically have lower interest rates
and are secured against the company's assets,

• High-yield debt, carrying higher interest rates due to increased risk,
• Mezzanine funding, which are convertible securities and a mix of debt and equity,
• Equity, which is the most risky as it is the last to be repaid in case of liquidation

and its return is contingent on the company's performance.

Question 317: Can you describe the process of building a basic Leveraged 
Buyout (LBO) model? 

Building a basic LBO model involves several key steps: 

• Initially, assumptions about the acquisition, such as the Purchase Price, the mix of
Debt and Equity (Debt/Equity ratio), Interest Rates on Debt, and operational
aspects like Revenue Growth or Margin improvements, are established.

• Next, a Sources & Uses section is created, outlining how the transaction is
financed (the sources) and where the capital is allocated (the uses). This section
also determines the required Investor Equity.

• The third step involves adjusting the target company's Balance Sheet to reflect the
new Debt and Equity structure and adding Goodwill & Other Intangibles to balance
the Assets side.

• The fourth step includes projecting the company's financial statements - Income
Statement, Balance Sheet, and Cash Flow Statement - over the investment period
and calculating the debt repayment schedule based on available Cash Flow and
Interest Obligations.

• Finally, the model concludes with assumptions about the exit strategy, often using
an EBITDA Exit Multiple, to estimate the returns generated from the investment.

Question 318: How do you determine the purchase and exit multiples in 
an LBO model? 

Purchase and exit multiples are typically based on comparable company analysis and 
precedent transactions.  

For the purchase multiple, current market conditions, the target's quality, and competitive 
dynamics are considered.  
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The exit multiple is often assumed to be conservative relative to the purchase multiple 
to account for market fluctuations and the risk of not achieving projected operational 
improvements.  
 
Occasionally, in an LBO model used for company valuation, purchase and exit multiples 
are set based on a targeted Internal Rate of Return (IRR).  
 
However, this approach is primarily for valuation estimations.  
 
It's also influenced by the expected state of the market and industry at the time of exit. 
 
Question 319: In what way does an LBO model establish a 'floor 
valuation' for a company? 
 
An LBO model establishes a 'floor valuation' by determining the minimum price at which 
a financial buyer, typically a private equity firm, could acquire a company and still 
achieve its required rate of return.  
 
This floor valuation is based on the firm's ability to 
finance the purchase with a significant amount of 
debt and its projections for improving the company's 
operations and cash flow.  
 
The floor valuation acts as a baseline, indicating the 
minimum value at which the company would 
consider selling.  
 
This is because strategic buyers typically offer higher prices than financial buyers, who 
often cannot meet their target returns below such valuations. 
 
Question 320: Can you provide a practical, everyday example of a 
leveraged buyout (LBO)? 
 
A familiar instance of an LBO in everyday life is the process of acquiring a house with 
a mortgage.  
 
The comparison includes:  
 

• the down payment, representing the investor's equity in an LBO, 
• the mortgage itself, akin to the debt in an LBO, 
• the mortgage interest payments, paralleling the interest expenses in an LBO, 
• repaying the mortgage (eventually with the cash flows generated from renting the 

house), which resembles the principal repayments of the LBO debt,  
• and finally, selling the house, which can be likened to either selling the acquired 

company or taking it public in an LBO scenario. 
 
 
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 321: How does an LBO model impact the adjustments on a 
company's Balance Sheet? 

On the Liabilities & Equity side, the introduction of new debt is recorded, and the 
existing Shareholders' Equity is eliminated and replaced with the equity contribution 
from the private equity firm.  

On the Assets side, Cash is adjusted based on the amount used in the transaction, and 
Goodwill & Other Intangibles are utilized as balancing figures.  

Additional changes might include the inclusion of capitalized financing fees on the 
Assets side, depending on the specific details of the transaction. 

Question 322: Is it necessary to project all three financial statements in 
an LBO model, or are there shortcuts? 

While projecting all three financial statements provides the most comprehensive view of 
a company's post-LBO performance, there are shortcuts that can be used in an LBO 
model.  

For instance, some models may focus primarily on the Income Statement and Cash Flow 
Statement, as these are critical for assessing the company's ability to service and repay 
the debt.  

The Balance Sheet may be simplified or partially projected, because the focus is on cash 
flow generation and debt repayment. 

Question 323: How do you determine the amount of debt that can be 
raised for an LBO and the structure of the debt tranches? 

The amount of debt that can be raised for an LBO is determined by the target company's 
cash flow generation capabilities, industry standards, lender appetite, and market 
conditions.  

Debt capacity is often expressed in terms of leverage ratios, such as debt to EBITDA, 
and you can look at similar companies to get a benchmark for these ratios.  

The structure of the debt tranches is based on the risk profile of the company, with senior 
tranches being less risky and thus cheaper, and subordinated tranches being riskier and 
more expensive.  

The structure will also depend on the types of debt instruments available and the 
preferences of potential lenders or investors. 
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Question 324: What are typical leverage and coverage ratios used to 
assess the feasibility of debt financing in an LBO? 

Typical leverage ratios used in an LBO analysis include total debt to EBITDA and senior 
debt to EBITDA, with common benchmarks being 4x to 6x for total debt and 2x to 3x for 
senior debt, though these can vary by industry and market conditions.  

Coverage ratios, such as the interest coverage ratio and fixed charge coverage ratio, are 
used to assess the company's ability to service its debt.  

An interest coverage ratio of 2x or higher is often seen as a minimum threshold to ensure 
that the company can comfortably pay interest expenses from its operating income. 

Question 325: Can you outline the primary differences between bank debt 
and high-yield debt? 

High-yield debt typically carries higher interest rates compared to bank debt. 

The interest rates on high-yield debt are generally fixed, while bank debt features 
variable rates tied to benchmarks (e.g., LIBOR).  

When it comes to covenants, high-yield debt is associated with incurrence covenants, 
which restrict certain actions like asset sales or acquisitions.  

In contrast, bank debt is tied to maintenance covenants, mandating the upkeep of specific 
financial metrics, such as maintaining a Debt/EBITDA ratio under a certain threshold.  

Furthermore, bank debt usually requires periodic principal repayment (amortization), 
whereas high-yield debt often has bullet maturity, where the entire principal is due at 
maturity.  

These types of debt are often used in combination in significant leveraged buyouts. 

Question 326: Could you describe the process and purpose of a dividend 
recapitalization? 

Dividend recapitalization, commonly known as 'dividend recap', involves a company 
incurring additional debt to fund a substantial dividend payment to its owning private 
equity firm.  

This approach is akin to inducing someone to obtain a loan for the sole purpose of paying 
you a significant cash sum.  

Despite its prevalence, dividend recapitalizations are often viewed critically due to their 
inherent nature. 
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Question 327: What drives a private equity firm to undertake a dividend 
recapitalization in one of its portfolio companies? 

The primary driver for a private equity firm to execute a dividend recapitalization is to 
amplify its investment returns.  

By doing so, the firm effectively reduces its equity stake in the company, which can lead 
to higher returns on a relatively smaller capital base.  

This maneuver allows the firm to partially reclaim its initial equity investment. 

Question 328: What impact does a dividend recapitalization have on the 
financial statements in a leveraged buyout? 

In the event of a dividend recapitalization, there are no changes to the Income Statement. 

The Balance Sheet reflects an increase in Debt, which is counterbalanced by a reduction 
in Shareholders' Equity, ensuring overall equilibrium.  

On the Cash Flow Statement, operational and investing cash flows remain unchanged, 
while financing activities show the newly raised Debt offsetting the cash outflow to 
investors, resulting in no net change in the cash position. 

Question 329: How do asset write-ups or write-downs influence an LBO 
model, and how do you adjust the Balance Sheet accordingly? 

Asset write-ups or write-downs in an LBO model have a similar impact as seen in merger 
models, involving adjustments like goodwill, other intangibles, and asset revaluation.  

In an LBO, the existing shareholders' equity is replaced with the equity input from the 
private equity firm.  

This might include preferred stock or management rollover, depending on the financing 
structure of the transaction.  

The Balance Sheet adjustments in an LBO also reflect the addition of multiple debt 
tranches.  

Adjustments include subtracting cash, adding capitalized financing fees, revaluing 
assets, clearing existing goodwill, updating deferred tax assets/liabilities, and 
incorporating new debt. 

Question 330: Why would a private equity firm include a management 
option pool in an LBO, and what is the impact on the model? 

In an LBO, a management option pool is allocated to incentivize the management team, 
akin to an Earnout in M&A.  
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It's designed to keep management motivated and aligned with the equity firm's exit 
strategy.  

The impact on the LBO model involves calculating a per-share exit price and the share 
of proceeds attributable to the management based on their options, using the Treasury 
Stock Method.  

While the option pool may initially dilute the PE firm's returns, the anticipated improved 
company performance due to incentivized management could offset this effect. 

Question 331: Why would PIK debt be chosen over other types in an LBO, 
and how does it affect the financial models? 

PIK debt is selected in an LBO for its non-cash interest payments, which accrue to the 
loan principal, a feature particularly useful when cash preservation is a priority.  

It's riskier and thus carries a higher interest rate. 

In modeling, PIK interest is included on the Income Statement as a non-cash charge and 
reversed on the Cash Flow Statement, reflecting the increased debt balance without 
affecting the company's cash position. 

Question 332: How do you calculate optional repayments on debt within 
an LBO model? 

Optional repayments on debt in an LBO model are calculated by evaluating available 
cash flow after accounting for the beginning cash balance, the minimum cash 
requirement, and mandatory debt repayments.  

First, any drawn amount on the Revolver is paid off, 
followed by Term Loan A, considering the cash used 
for the Revolver.  

Term Loan B is addressed similarly, using the 
remaining available cash after Revolver and Term 
Loan A repayments, while accounting for any 
mandatory repayments. 

Question 333: How is a Revolver utilized within an LBO model? 

In an LBO model, a Revolver acts as a flexible credit facility to ensure that the company 
can cover mandatory debt repayments when its available cash flow is insufficient.  

It functions similarly to a credit card; it remains undrawn with no balance accruing until 
it's needed.  

Within the debt repayment schedule, any previously drawn amounts on the Revolver are 
prioritized for repayment from any available excess cash flow before addressing Term 
Loans. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 334: What are the typical adjustments made to the Income 
Statement in an LBO model? 

The Income Statement in an LBO model is adjusted for several factors including cost 
savings from operational efficiencies such as layoffs, additional depreciation from asset 
write-ups, amortization of intangibles and capitalized financing fees, cash and PIK 
interest on the new LBO debt, management fees from the sponsor PE firm, and any 
common or preferred stock dividends.  

These adjustments affect various income lines: cost savings and new 
depreciation/amortization impact operating income, interest expense and management 
fees affect pre-tax income, and dividends are deducted from net income. 

Question 335: Is it feasible for debt investors to achieve higher returns 
than the PE firm in an LBO, and what implications does this have? 

It is indeed possible for debt investors to realize higher returns than the private equity 
firm in an LBO.  

This can occur when the debt investors receive high interest rates, guaranteeing them a 
certain IRR regardless of the company's performance.  

If the company's growth stalls or the market conditions worsen, leading to a decline in 
EBITDA multiples, the equity investors might end up with lower returns compared to the 
fixed or high interest returns of the debt investors. 

Question 336: Can increased leverage lead to a reduced IRR in an LBO, 
and under what circumstances might this occur? 

While increased leverage in an LBO typically leads to a higher IRR due to the tax shield 
and leverage effect, there are scenarios where it can actually reduce the IRR.  

This counterintuitive situation might arise if the additional debt burdens the company 
with such high interest or principal repayments that it hampers the firm's ability to invest 
in growth or other value-creating activities.  

A 'perfect storm' for this would include low cash flow or EBITDA growth, 
disproportionately high interest or principal repayments, and a high acquisition multiple 
which together can depress the IRR below the return on debt. 

Question 337: What characteristics make a company a prime candidate 
for a leveraged buyout (LBO)? 

A prime LBO candidate possesses several key characteristics: 

• First, robust and predictable Free Cash Flow (FCF) is crucial due to the substantial
debt involved in LBOs, this ensures the company can manage interest payments
and debt reduction.
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• Second, a recurring revenue model reduces cash flow risks, as it may include long-

term customer contracts or essential products/services for clients.  
 

• Third, having a unique competitive edge that defends market share and profits, 
such as strong branding, patents, or scale economies, is advantageous.  

 
• Fourth, favorable unit economics, including high margins, efficient cost 

management, and low capital needs, are important for generating sufficient FCF 
for debt servicing.  

 
• Fifth, a strong and experienced management team is vital for executing strategic 

plans effectively.  
 

• Sixth, an undervalued acquisition price enhances the potential for value creation 
upon exit and minimizes the risk of overpayment.  

 
• Finally, the ideal target should be well-run yet have areas for improvement, 

offering opportunities for value enhancement, like divesting non-essential assets 
or optimizing sales and marketing strategies. 

 
Question 338: Can you explain what a secondary buyout is? 
 
A secondary buyout, also known as a sponsor-to-sponsor deal, occurs when one private 
equity firm sells its investment in a company to another private equity firm.  
 
This type of transaction is characterized by a transfer of ownership between financial 
sponsors.  
 
It's often observed that secondary buyouts tend to yield lower returns compared to 
traditional buyouts.  
 
This is primarily because the company in question has already undergone various 
operational enhancements and value-creation strategies under the initial private equity 
owner, leaving limited scope for significant improvements or value-adds by the 
subsequent buyer. 
 
Question 339: What are the differences in operating a company with high 
leverage compared to one with little or no debt? 
 
Operating a highly leveraged company presents unique challenges compared to managing 
a firm with minimal or no debt.  
 
The significant debt obligations, comprising both interest and principal payments, create 
a lower margin for error.  
 
High leverage necessitates more stringent financial planning and control, and demands a 
disciplined approach towards cost management.  
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It also compels the management to adopt a conservative stance on capital expenditures. 

This cautious approach is particularly crucial when considering new ventures, such as 
expansion projects or acquisitions, where the risks are higher due to the existing debt 
burden. 

Question 340: Why is relying on multiple expansion not considered an 
ideal strategy for value creation in leveraged buyouts? 

Multiple expansion is often seen as a less reliable method for value creation in LBOs due 
to its unpredictability.  

In standard LBO modeling, it's a conservative practice to assume that the exit 
EV/EBITDA multiple will be the same as the entry multiple.  

This assumption stems from the uncertainty of future deal environments, making it risky 
to depend on multiple expansion to achieve targeted returns.  

If the investment's success hinges on selling at a higher multiple, it suggests potential 
vulnerabilities in the LBO proposition.  

Conversely, value creation through EBITDA growth and debt repayment is generally 
viewed as more controllable and plan-able, as it involves fewer external variables beyond 
the investor's influence. 

Question 341: What are key risk factors to consider when evaluating 
potential investment opportunities? 

Several risk factors are crucial when assessing investment opportunities: 

First, industry cyclicality, where revenues fluctuate with economic conditions, poses a 
risk due to its inconsistency with the desired stability in traditional buyouts.  

Second, customer concentration is a concern; ideally, no single customer should represent 
more than 10% of total revenue to mitigate the risk of significant revenue loss.  

Third, high customer and employee churn rates indicate potential issues in customer 
acquisition and organizational structure, respectively.  

Fourth, temporarily inflated valuations, such as buying a company during a peak 
valuation period in its industry, can hinder the ability to achieve a higher exit multiple.  

Fifth, past institutional ownership, especially from private equity or venture capital, 
suggests that major value creation opportunities might already have been exploited, 
potentially lowering future returns.  

Lastly, the risk associated with retiring key management, particularly in cases where a 
business's success and reputation are closely tied to its founder, can complicate the exit 
process and introduce challenges in maintaining customer relationships. 
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Question 342: Can you explain the concept of rollover equity and its 
significance in the eyes of private equity firms? 

Rollover equity occurs when the existing management team of a company reinvests some 
or all of their equity stakes into the company post-acquisition, often alongside the new 
financial sponsor.  

This practice serves as an additional funding source, reducing the necessary amount of 
leverage and the financial sponsor's equity investment for deal completion.  

Private equity firms view rollover equity positively 
because it indicates that the management team is 
confident in the future success of the company.  

Their willingness to invest their own capital suggests 
they believe the potential rewards outweigh the risks. 

This alignment of interests, with the management having 'skin in the game,' is seen as 
beneficial for all parties involved, as it closely aligns the management's incentives with 
those of the new owners. 

Question 343: How would you estimate the internal rate of return (IRR) 
for a private equity investment that tripled over five years? 

To estimate the internal rate of return (IRR) for a private equity investment that has 
tripled over a period of five years, we can refer to common IRR approximations.  

It's based on a set of standard IRR benchmarks, which also include other scenarios such 
as:  

• 2.0x return in 3 years: 25% IRR
• 2.5x return in 3 years: 35% IRR
• 3.0x return in 3 years: 45% IRR
• 2.0x return in 5 years: 15% IRR
• 2.5x return in 5 years: 20% IRR
• 3.0x return in 5 years: 25% IRR

These benchmarks serve as a quick reference for gauging the performance of private 
equity investments. 

Question 344: Using a 7% annual return rate, how long would it take to 
double an investment of $100? 

To determine the time required to double a $100 investment at an annual return rate of 
7%, one can utilize the Rule of 72.  

This rule suggests dividing 72 by the annual return rate to estimate the doubling time. 
Therefore, for a 7% return rate, it would take approximately 72 / 7 = 10 years to double 
the investment.  

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Additionally, for estimating the time to triple an investment, the Rule of 115 can be 
applied, which involves dividing 115 by the annual rate of return. 

Question 345: What is the process and purpose of a capital call in private 
equity? 

In private equity, a capital call is a request made by general partners to limited partners 
for the provision of the funds they have committed to the investment fund.  

This typically occurs when a deal is nearing closure, and the capital is required to finalize 
the acquisition.  

LPs are usually given a predetermined time frame, often around 7 to 12 days, to provide 
their share of the committed capital as outlined in the initial agreement.  

The rationale behind this mechanism is to allow LPs to utilize their committed funds for 
other low-risk investments until the capital is needed, rather than having the private 
equity firm hold the funds throughout the investment period.  

Should an LP fail to meet the capital call within the specified period, they may face a 
penalty fee or be required to pay the entire remaining committed amount upfront, as this 
would be a breach of the terms agreed upon in the investment contract. 

Question 346: Why is it important to consider both IRR and MOIC when 
measuring returns in private equity? 

In private equity, it's crucial to analyze both the Internal Rate of Return (IRR) and the 
Multiple on Invested Capital (MOIC) to gain a comprehensive understanding of an 
investment's performance.  

MOIC, while useful for assessing the absolute return, does not account for the time value 
of money.  

A high MOIC achieved over a longer period may not be as impressive as the same 
multiple achieved in a shorter time.  

On the other hand, IRR, which considers the timing of cash flows, can be overly sensitive 
to the timing of specific transactions.  

For example, an early dividend can artificially inflate the IRR, giving a misleading 
impression of the investment's overall performance, especially if the MOIC is not 
correspondingly high.  

Therefore, evaluating both metrics provides a more balanced view of an investment's 
return, combining aspects of both time efficiency and absolute gains. 
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Question 347: What is a revolver in the context of LBO financing? 
 
A revolver, short for revolving credit facility, is a type of debt in an LBO that has the 
lowest interest rate among other debt types.  
 
It's characterized by a floating interest rate, often tied to a benchmark such as LIBOR 
plus a spread.  
 
The loan has a short tenor, typically 3-5 years, and allows for flexible borrowing and 
repayment, similar to a credit card for a business.  
 
There is no amortization, meaning no mandatory principal payments are required during 
the life of the loan, and it's usually secured, giving lenders a claim on the company's 
assets if it defaults.  
 
This type of debt is often provided by conservative banks and is senior secured, placing 
it high in the hierarchy of claims in the event of a bankruptcy. 
 
Question 348: Can you explain what Term Loan A is in LBO transactions? 
 
Term Loan A is a type of senior secured debt used in LBOs that carries a low interest 
rate, generally floating.  
 
The term 'tenor' refers to its lifespan, which is about 4-6 years.  
 
This loan typically involves straight-line amortization, meaning the principal amount is 
repaid in equal installments over the life of the loan.  
 
Early repayment is allowed, offering flexibility to the borrower.  
 
Conservative banks are usually the investors of this debt type, and it holds a senior 
secured status, giving it priority in claims over the company's assets in a default 
situation. 
 
Question 349: What distinguishes Term Loan B from other types of LBO 
debt? 
 
Term Loan B is a tier of debt in an LBO that stands out due to its higher interest rate 
compared to Term Loan A, with a tenor typically set between 4-8 years.  
 
It features a floating interest rate and low amortization, indicating only a small portion 
of the principal is paid annually.  
 
While prepayment is possible, it's less common than with Term Loan A.  
 
Term Loan B is attractive to investors like conservative banks and is categorized as senior 
secured, meaning in case of bankruptcy, holders have a preferential claim to the 
company's assets. 
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Question 350: What are Subordinated Notes, and how are they used in 
LBOs? 

Subordinated Notes in LBOs are characterized by higher interest rates, typically fixed, 
and a tenor of 8-10 years.  

They are called 'subordinated' because, in terms of seniority, they fall below senior 
secured and unsecured debt, meaning they are lower in the pecking order for repayment 
in the event of bankruptcy.  

These notes usually do not have amortization (bullet structure) and may or may not allow 
for prepayment.  

Investors like mezzanine funds and merchant banks often deal with these notes, which 
are seen as higher risk compared to senior debt but offer higher returns. 

Question 351: Can you describe Mezzanine financing in an LBO scenario? 

Mezzanine financing in an LBO is a hybrid debt instrument with the highest interest rate 
among LBO debts, it can involve cash interest or payment-in-kind (PIK) interest and can 
include the right to be converted in equity.  

The tenor for mezzanine financing is typically the longest, ranging from 8-12 years, with 
no amortization, meaning the principal is paid at the end of the term (bullet payment).  

It often lacks call protection, allowing the company to repay early without penalties. 

This type of financing is subordinate to all other debt, placing it just above equity in the 
event of liquidation.  

Mezzanine financing is typically used by mezzanine funds and is considered a form of 
quasi-equity, blending elements of debt and equity financing. 
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PE & LBOs – Hard 

Question 352: What is the concept of 'multiple arbitrage' in the context 
of roll-up acquisitions? 

In the context of roll-up acquisitions, 'multiple arbitrage' refers to a situation where a 
private equity firm's portfolio company (the acquirer) purchases a target company at a 
lower valuation multiple.  

This transaction is typically accretive because the target is acquired at a lesser multiple 
than the acquiring company's multiple.  

Post-acquisition, the cash flows of the newly acquired company are revalued at the higher 
multiple of the platform company.  

This revaluation occurs even before implementing any operational improvements or 
integrations, effectively increasing the value of the acquired company's cash flows solely 
due to the higher valuation multiple of the acquirer.  

This strategy is a key driver in add-on acquisition scenarios, where private equity firms 
capitalize on the valuation disparities between larger and smaller companies within the 
same industry. 

Question 353: In what scenarios might a private equity firm opt for bank 
debt over high-yield debt in a leveraged buyout? 

A private equity firm might prefer bank debt over high-yield debt in a leveraged buyout 
for a couple of reasons.  

If there's a concern about consistently meeting interest payments and a desire for a less 
expensive option, bank debt would be the choice.  

Additionally, if the firm plans significant expansion or capital expenditures, they might 
avoid high-yield debt to not be constrained by incurrence covenants that could limit such 
activities. 

Question 354: When would a private equity firm prefer high-yield debt in 
its financial structuring? 

A private equity firm might lean towards high-yield debt in instances where future 
refinancing is anticipated, or when the impact of interest costs on returns is minimal.  

The preference for high-yield debt also arises when the firm does not foresee major 
growth initiatives or asset divestitures, given the lesser restrictions on operations 
compared to bank debt. 
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Question 355: What motivates a private equity firm to invest in a 
company within a volatile sector like technology? 

Investing in a high-risk sector like technology is driven by various strategic objectives 
for private equity firms.  

These include consolidating companies within the same industry to enhance market 
presence and efficiency, revitalizing underperforming entities, and spinning off divisions 
into successful independent companies.  

The potential for stable cash flow from mature companies in even high-risk sectors can 
make such investments appealing.  

These deals can be financed with less debt to reduce risk and still meet target returns due 
to the high growth of more volatile sectors. 

Question 356: What are the varieties of debt available for use in a 
leveraged buyout and how do they differ? 

Leveraged buyouts utilize a spectrum of debt types, each with unique features. 

A Revolver, which has the lowest interest rate, is a 
floating rate debt with a maturity period of 3-5 years 
and is senior secured.  

Term Loan A carries a low floating rate, with 
straight-line amortization over 4-6 years and permits 
prepayment.  

Term Loan B's interest rates are higher than for Term Loan A, with minimal amortization 
across a 4-8 year tenor, and permits prepayment.  

Senior Notes have a higher interest rate, with bullet amortization and a maturity of 7-10 
years; they are senior unsecured and sometimes have call protection.  

Subordinated Notes come with a higher fixed rate, a bullet payment structure over 8-10 
years, and are subordinated.  

Mezzanine debt has the highest interest rates, which can be cash or payment-in-kind 
(PIK), spans 8-12 years, offers no security, and has an equity-like status.  

Investors range from conservative banks for Revolvers to hedge funds, merchant banks, 
and mezzanine funds for riskier debt types. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Question 357: What are examples of incurrence and maintenance 
covenants in debt agreements? 

Incurrence covenants restrict certain actions unless specific conditions are met, like 
limiting additional debt to $2 billion, earmarking asset sale proceeds for debt repayment, 
capping acquisitions at $200 million, or restricting annual CapEx to $100 million.  

Maintenance covenants require the borrower to meet ongoing financial metrics, such as 
maintaining a Total Debt/EBITDA ratio under 3.0x, Senior Debt/EBITDA under 2.0x, or 
ensuring EBITDA/Cash Interest Expense stays above 3.0x, among others. 

Question 358: How do add-on acquisitions contribute to a private equity 
firm's strategy and create value? 

Add-on acquisitions, where a private equity-owned platform company acquires a smaller 
entity, are strategically employed for several reasons.  

Firstly, they complement and expand the platform's existing product or service offerings, 
allowing it to tap into new markets and realize synergies.  

This extension of reach and capabilities can be a critical factor for private equity firms 
when initially investing, especially in sectors with fragmented markets.  

Many firms specialize in this consolidation strategy, aiming to create a larger, more 
diversified, and competitive entity.  

Additionally, add-on acquisitions empower platform companies to better compete with 
strategic buyers in auction scenarios, as they can leverage potential synergies.  

This 'roll-up' strategy not only drives inorganic growth but also enhances the platform's 
market position and operational efficiencies, ultimately contributing to increased value. 

Question 359: Can you describe the concept of a distribution waterfall 
schedule in private equity? 

In private equity, a distribution waterfall schedule outlines how the proceeds from 
investments are allocated among various stakeholders, typically the general partners 
(GPs) and limited partners (LPs).  

The schedule is structured to prioritize claims in a systematic manner, reflecting the 
relationship dynamics and agreements between GPs and LPs.  

The classic private equity distribution waterfall includes several stages: 

Initially, the LPs' principal investment is returned, along with any returns up to a pre-
agreed minimum hurdle rate.  

Next, a 'catch-up' clause comes into play, where 20% of the returns are distributed to the 
GPs.  
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Finally, any excess proceeds are split, commonly in an 80/20 ratio, with 80% going to 
the LPs and 20% to the GPs.  

This structure ensures that LPs receive their initial investment and hurdle rate returns 
first, before GPs receive their share of the profits. 

Question 360: What does a clawback provision entail in a private equity 
context? 

A clawback provision in private equity is a protective measure for limited partners. 

It allows LPs to reclaim a portion of the incentive fees, specifically the carried interest, 
that were paid to general partners in excess of the agreed-upon terms.  

This provision is activated when, at the end of the fund's life, the investors have not 
received their initial capital contributions and agreed-upon share of profits as per the 
investment contract.  

For instance, if a fund initially performs well, leading to early profits and distributions 
benefiting both GPs and LPs, but later investments underperform, the clawback provision 
enables LPs to recoup some of their capital.  

This mechanism ensures that the final distribution of profits aligns with the initial 
agreement, even if the fund's performance varies over time. 

Question 361: What is the concept of a cash sweep in leveraged buyout 
(LBO) modeling? 

In LBO modeling, a cash sweep refers to the practice of using excess free cash flow to 
make additional, optional repayments on debt after covering mandatory payments, such 
as revolver repayments.  

This assumes that the debt tranches in question permit early repayments. 

Often, early repayment of debt may involve a prepayment penalty fee, which is imposed 
because the lender receives reduced interest payments as a result of the early payoff.  

The cash sweep mechanism is a way to reduce the overall debt burden more quickly when 
a company generates sufficient free cash flow, thus decreasing the interest expenses over 
time and potentially improving the financial health and valuation of the company. 
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Intro to Fit Interview Preparation 

Introduction 

Fit interviews are a critical component of the investment banking recruitment process. 
The focus on fit questions is even more significant than technical queries, as many 
candidates excel in technical knowledge. The real differentiation occurs in how 
candidates present themselves. In fit interviews, you can't change your inherent 
characteristics or past experiences, but you can learn how to optimize your presentation. 
Storytelling is a vital skill in these interviews, allowing you to weave your qualifications 
and experiences into a compelling narrative that resonates with interviewers. 

General Advices: 

• Utilizing Anecdotes: One common mistake in answering fit questions is not using
specific anecdotes. When asked about team dynamics or similar topics, it's crucial
to have stories from your experience to substantiate your points. These anecdotes
should clearly illustrate your skills and attributes in a relevant context.

• Structured Responses: A well-structured answer is key. Avoid rambling or
jumping from one point to another. Start with your main idea and support it with
examples. Avoid tangents that aren't directly relevant to the question. For most fit
questions, aim to keep your response under one minute, ensuring clarity and
conciseness.

• Avoiding Negativity: Never express negativity about yourself. If discussing
mistakes, weaknesses, or failures, always pivot to what you learned or how you
improved. For example, if talking about a weakness, focus on how you've taken
steps to address it and the positive outcomes of these efforts.

• Professional Yet Friendly: While it's important to be friendly and approachable,
maintain a professional demeanor. Smiling and showing a positive attitude are
essential, but they must be balanced with a sense of professionalism.

• Honesty with Caution: Embellishing stories to highlight your achievements is
common, but outright lying is a red flag. Be honest but strategic in presenting your
experiences and skills. If an interviewer discovers any fabrications, it will not only
cast doubt on your application but could also tarnish your reputation in the
industry.

How to Prepare: 

• Preparation is Key: Knowing your answers in advance can significantly enhance
your performance. Walking out of an interview with regrets about what you could
have said is common but avoidable. Prepare structured and well-thought-out
answers for common questions.
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• Writing Down Responses: For unavoidable questions like 'Walk me through your
resume', consider writing down a full answer. This preparation ensures that you
cover all crucial points in your response. For other questions, jot down key points
or stories you want to remember. You can write and save your answers/notes on IB
IQ App.

• Showcasing Experience: Be prepared to discuss each of your experiences in
detail, focusing on the positive aspects, what you learned, and your achievements.
Structuring your stories to highlight these elements is crucial for a compelling
narrative.

• Preparing for Tricky Questions: Questions like 'What are your weaknesses?' can
be challenging. Preparing for these questions helps you craft responses that are
honest yet still position you positively. Think about these questions beforehand
and prepare responses that turn potential negatives into positives.

• Practicing Storytelling: Storytelling is a crucial skill in fit interviews. Practice
telling your stories in a way that is engaging, concise, and relevant to the role
you're applying for. Each story should have a clear structure – a beginning that
sets the scene, a middle that outlines the challenge or task, and an end that
highlights the outcome or what you learned.

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Fit Interview Questions 

Question 1: Could you walk me through your resume and introduce 
yourself? 

Crafting a Compelling Introduction 

Purpose of the Question: The 'Walk me through your resume' or 'Introduce yourself' 
question is a staple in investment banking interviews. It's designed to give you the 
opportunity to present a coherent narrative of your professional journey and to show how 
your experiences have led you to pursue a career in investment banking. 

Structuring Your Response 

• Chronological Order: Begin with your educational background and progress
through your professional experiences in chronological order. This helps maintain
clarity and coherence in your narrative. Avoid starting with an exposition or a
broad statement about your experiences.

• Developing Interest in Finance: Narrate how your interest in finance or business
developed over time. Link this interest to your internships, jobs, or other relevant
experiences. This helps the interviewer understand the continuity and evolution of
your career path.

• Duration and Engagement: Aim for a response lasting about 2-3 minutes.
Keeping it concise yet informative ensures you hold the interviewer's attention
without overwhelming them with details.

Key Elements to Include 

• Early Influences and Education: Start with your high school or undergraduate
studies (depending on your current level), focusing on how these experiences
shaped your interest in finance.

• Internships and Professional Roles: Detail the progression of your internships
and jobs, emphasizing how each step furthered your interest and prepared you for
a career in finance. Highlight any significant achievements or learning
experiences.

• Current Objectives: Conclude with a strong statement about why you're
interviewing for the position today. This should encapsulate your motivation and
readiness for the role in investment banking.

• Avoid Common Mistakes:
1. Don't go out of order in your narrative.
2. Avoid overly lengthy or overly brief responses.
3. Make sure your desire to work in banking/finance is clear.
4. Avoid listing experiences without explaining their logical connection.
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Personalizing Your Introduction 

• Tailoring to Your Background: Depending on your experience level and
background, you might start your introduction at different points. For instance, if
you're a recent graduate, focus more on your educational background and any
relevant projects or internships. If you're an experienced professional, emphasize
the roles and experiences that directly relate to banking and finance.

• Linking to the Role: Throughout your introduction, ensure that each experience
you mention is linked back to how it has prepared you for a career in investment
banking. This could be through skills developed, industry knowledge gained, or a
demonstrated passion for finance.

Conclusion 

This question offers a unique opportunity to present a compelling story about your 
journey and aspirations in finance. Remember to stay structured, be succinct, and ensure 
every part of your story underscores your suitability and enthusiasm for a career in 
investment banking. 

Question 2: Could you describe your role in [Specific Position]? What 
feedback did you receive there? 

Understanding the Question 

Context and Variations: This question aims to assess your self-awareness, 
communication skills, and professional experiences. Interviewers are interested in your 
role in previous positions and the feedback you received, as it reveals your ability to 
introspect and grow. Variations of this question might include inquiries about specific 
achievements, challenges, or learning experiences in your previous roles. 

Presenting Your Role 

• Highlighting Key Qualities: When describing your previous role, focus on
qualities that align with the role you are interviewing for, such as ambition, drive,
attention to detail, or teamwork. Illustrate these qualities with specific examples
from your experience, such as times you went above and beyond, like staying late
or catching important mistakes.

• Role Specifics and Team Dynamics: Discuss the specifics of your role, including
your responsibilities and how you interacted with your team. Emphasize any
leadership or task delegation roles you had, or, if you were more of a team player,
highlight how you contributed significantly through hard work, attention to detail,
or by stepping up in crucial moments. It's also effective to mention the outcomes
of your efforts, like increased brand awareness, additional funding, or growth in
team size.



Fit Interview Preparation: Questions 

 151 

 
Feedback and Improvement 
 

• Balancing Strengths and Weaknesses: When discussing feedback, balance 
mentioning your strengths with an honest reflection on areas for improvement. 
This shows your willingness to grow and that you can take constructive criticism 
positively. Discuss real weaknesses and how you've worked to improve them, 
which indicates a proactive approach to personal and professional development. 

 
• Concrete Examples: Use specific instances where you received feedback, and 

how it led to a measurable improvement in your performance or skills. This could 
include changes you made in your work approach, additional training you 
undertook, or new strategies you implemented to enhance team performance. 

 
Contextual Adaptation 
 

• Tailoring to Your Career Stage: Your response should be tailored to the level of 
position you're applying for. For example, if you're applying for an internship, 
focus on learning experiences and your eagerness to grow. For more senior roles, 
such as an associate position, emphasize leadership, project management skills, 
and specific achievements. 

 
• Linking to Investment Banking: Regardless of your past roles, find ways to link 

your experiences and learning to the demands of investment banking. For instance, 
the attention to detail in a previous non-finance role can be an asset in investment 
banking due to the precision required in financial analysis. 

 
Conclusion 
 
This question is a great opportunity to showcase your professional growth and how your 
past experiences have prepared you for a career in investment banking. Remember to be 
honest, reflective, and to align your experiences with the qualities valued in the 
investment banking sector. It's also crucial not to fabricate or exaggerate your 
experiences, as the finance industry is small and interconnected, and there's a high chance 
your interviewer might verify your claims with your previous employers. 
 
 
Question 3: Are you applying to other [M&A/PE/IB] firms? Are you 
considering opportunities in other sectors? 
 
Understanding the Question 
 
Exploring the Purpose: Investment banking interviews often include questions about 
your application to other firms or sectors. These inquiries aim to gauge your commitment 
and interest in the specific field or company. For instance, being asked, 'Are you applying 
to other [M&A/PE/IB] firms? Are you considering opportunities in other sectors?' is a 
way for interviewers to understand where your professional interests truly lie. Similar 
questions might include queries about your application process, interest in other financial 
sectors, or reasons for preferring their firm. 
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Crafting Your Response 
 

• Emphasizing Commitment to Investment Banking: It's crucial to demonstrate 
your dedication to investment banking. Mentioning interest in non-investment 
banking roles can contradict your professed commitment to this career path. 
Prioritize highlighting your specific interest in investment banking to demonstrate 
commitment and passion. While it's important to be professional, there's no need 
to mention any applications to other industries, as focusing exclusively on your 
enthusiasm for investment banking is crucial. 

 
• Balancing Honesty with Strategic Positioning: While honesty is key, it's also 

strategic to mention that you're in the interview processes with other firms, 
especially competitors. This not only signals that your profile is attractive to other 
companies but also creates a sense of urgency for the interviewer, who might be 
keen not to lose a strong candidate to a competitor. However, avoid any implication 
that you're using their offer as a backup or that you have better options. This could 
backfire, as investment banking firms are particularly averse to being perceived 
as a fallback option. 

 
• Communicating Enthusiasm for the Specific Firm: Transition the conversation 

from other applications to why this particular firm is your top choice. Discuss your 
enthusiasm for joining their team and imply that you would accept an offer without 
hesitation. This shift from talking about other interviews to expressing a keen 
interest in their firm can help reinforce your genuine interest in the role and the 
company. 

 
Mistakes to Avoid 
 

• Avoiding Overemphasis on Other 
Opportunities: While it's beneficial to 
mention other interviews, it's important not to 
overemphasize them. Your primary goal is to 
convince the interviewers of your interest in 
their firm, not to brag about other 
opportunities. Overdoing this can make you 
appear arrogant or give the impression that 
you're not genuinely interested in their firm. 

 
• Being Truthful and Consistent: Never fabricate stories about interviewing with 

other banks if it's not true. The investment banking community is often tightly-
knit, and any dishonesty can be easily discovered, jeopardizing your credibility 
and chances. 

 
• Steering Clear of Non-Investment Banking Options: When discussing other 

opportunities, stick to investment banking-related roles. Mentioning interest in 
other sectors like consulting can undermine your professed dedication to a career 
in investment banking. 

 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Conclusion 

In answering questions about applying to other firms or considering different sectors, the 
key is to strike a balance between honesty and strategic positioning. Demonstrating your 
interest in the investment banking sector, specifically in the firm you're interviewing 
with, while subtly acknowledging other interviews can position you as a desirable 
candidate. Remember to navigate this conversation carefully, avoiding overemphasis on 
other options and ensuring your responses align with your expressed commitment to a 
career in investment banking. 

Question 4: Why do you want to work in investment banking? Do you see 
yourself building a long-term career in this industry? 

Understanding the Question 

Purpose and Implications: When interviewers ask, 'Why do you want to work in 
investment banking? Do you see yourself building a long-term career in this industry?', 
they are assessing your motivation and commitment. The dual aspect of the question 
probes both your immediate interest in investment banking and your long-term career 
vision, particularly your willingness to stay and grow within the industry. 

Crafting Your Response 

• Immediate Attraction to Investment Banking: Begin by explaining your current
interest in investment banking. This should focus on your understanding of the
industry, including its challenges and rewards. Emphasize aspects like the
opportunity for in-depth company and industry research, the creation of complex
financial models, and the fast-paced, dynamic nature of the work. Avoid citing
reasons like prestige, group consensus, or financial incentives alone, as these can
be perceived as shallow motivations.

• Long-Term Career Vision: When discussing your long-term plans, it's important
to balance honesty with strategic career positioning. While your answer should
reflect a commitment to the industry, especially for more senior roles, it's also
realistic to acknowledge the dynamic nature of career paths. Express your
eagerness to learn and progress in your career within investment banking. For
those applying for internships or junior positions, it's acceptable to convey an
open-minded approach to your long-term career, but still within the realm of
finance or business.

• Personalizing Your Answer: Tailor your response to reflect your unique
experiences and ambitions. Share specific experiences that solidified your interest
in investment banking and discuss how these align with the firm's values and the
role you're applying for. For long-term goals, mention how you aspire to contribute
to and grow within the firm, yet be open about how your career path may evolve
based on your experiences and learning in the industry.
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Mistakes to Avoid 

• Avoiding Generic Responses: Be wary of providing a generic or rehearsed
answer. Interviewers can easily detect when a candidate is reciting a common
response. Instead, offer a thoughtful, personalized explanation that demonstrates
your genuine interest and understanding of investment banking.

• Being Unrealistically Ambitious: While ambition is positive, overemphasizing a
rapid climb to top positions like a managing director can seem naïve. Focus instead
on the value of the learning and growth opportunities available in investment
banking, and how these align with your career aspirations.

• Not Overcommitting for Junior Roles: If you're applying for an internship or a
junior role, it's understandable to have a more open-ended view of your long-term
career. However, ensure your response still communicates a strong interest in the
finance sector and a willingness to explore and grow within investment banking.

Conclusion 

In responding to questions about your interest in investment banking and long-term 
career plans, it's essential to demonstrate a clear understanding of what the industry 
entails and how it aligns with your career aspirations. Your response should be honest 
yet strategically positioned to show commitment, especially for more senior roles. 
Personalizing your answer with specific experiences and goals, while avoiding generic 
or overly ambitious statements, will help you present yourself as a thoughtful, committed 
candidate genuinely interested in a career in investment banking. 

Question 5: Why did you apply to our firm, and what interests you about 
joining the [specific team]? 

Understanding the Question 

Purpose of the Inquiry: When asked 'Why did you apply to our firm, and what interests 
you about joining the specific team?', interviewers are looking for evidence of your 
genuine interest in their firm and understanding of their unique qualities. This question 
tests whether you have a surface-level interest or a deeper, more informed perspective 
about the firm and the specific team you wish to join. 

Crafting Your Response 

• Highlighting Firm's Unique Qualities: Your response should start by focusing
on what differentiates this firm from its competitors. This could include their
market position, reputation, specific deals they have handled, their corporate
culture, or their approach to investment banking. Mentioning recent deals or
projects the firm has been involved in can demonstrate your up-to-date knowledge
and specific interest in their activities.
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• Understanding the Specific Team: Elaborate on what attracts you to the specific 
team you are applying to join. This might involve discussing the team's specific 
strengths, its role within the larger organization, or recent accomplishments. It's 
important to show that you have a clear understanding of what the team does and 
how it aligns with your skills and career aspirations. 

 
• Personal Alignment with Firm's Values and Goals: Discuss how your personal 

and professional values align with those of the firm. This could involve talking 
about your career goals, your work ethic, and how these resonate with the firm's 
ethos and the specific team's objectives. It's also beneficial to mention any 
interactions you've had with firm employees and how these have shaped your 
desire to work there. 

 
• Citing Specific Examples: Use specific examples to illustrate your points. For 

instance, you can mention a particular deal that the firm handled which aligns with 
your area of interest or expertise. This shows that your interest is grounded in real 
knowledge of the firm's work and not just general impressions. 

 
Mistakes to Avoid 
 

• Avoiding Generic Responses: Be wary of giving a generic response that could 
apply to any investment bank. Your answer should be tailored specifically to the 
firm and team you're applying to, demonstrating that you've done your homework. 

 
• Not Overemphasizing Personal Gain: While it's important to express what you 

hope to gain from working at the firm, your response should primarily focus on 
what you can bring to the team and how your skills and experiences align with the 
firm's needs and values. 

 
• Being Factually Accurate: Ensure that any facts or details you mention about the 

firm, or its deals are accurate. Misrepresenting or misunderstanding these details 
can reflect poorly on your candidacy. 

 
Conclusion 
 
Your response to why you applied to a specific firm and what interests you about joining 
a particular team should be a blend of your understanding of the firm's unique attributes, 
your alignment with the team's focus and culture, and a demonstration of how your skills 
and experiences make you a good fit. Tailoring your answer with specific examples and 
avoiding generic or self-centered responses can help you stand out as a knowledgeable 
and genuinely interested candidate. 
 
 
Question 6: Outside of work, what activities do you enjoy, and do you 
have any hobbies or sports you're passionate about? 
 
Understanding the Question 
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Evaluating Personality and Balance: When interviewers ask about your hobbies and 
interests outside of work, they are assessing your personality, work-life balance, and 
potential cultural fit within the team. They aim to understand who you are beyond your 
professional qualifications and how you might contribute to the firm's culture. 

Crafting Your Response 
• Demonstrate a Well-Rounded Personality: Emphasize that finance isn't your

only interest. Showcase hobbies or activities that reflect a well-rounded
personality. Choose interests that demonstrate qualities like commitment, passion,
or teamwork. For example, participating in sports can show teamwork and
dedication, while creative hobbies like painting or playing a musical instrument
can highlight your creativity and stress management skills.

• Incorporate Aspects of Self-Improvement: Highlight hobbies that involve self-
improvement, like reading, fitness activities, or learning a new skill. This can
suggest that you value progress and continuous improvement, traits highly
regarded in the investment banking sector.

• Relatability and Social Skills: Your hobbies should also reflect your ability to
relate to others and engage in social activities. Mention interests that involve
social interaction, like team sports, community service, or group travel. This
demonstrates your capability to work well in a team and your interpersonal skills.

Mistakes to Avoid 

• Avoiding Overemphasis on Finance-Related Activities: While it's important to
be focused on your career, avoid giving the impression that your life revolves
solely around finance-related activities. This can make you seem one-dimensional
and lacking in work-life balance.

• Being Inauthentic: Be genuine in your response. Avoid mentioning hobbies or
interests you don't actually engage in just to impress the interviewer. Authenticity
in your answer is more likely to create a connection with the interviewer.

• Not Oversharing or Being Too Casual: While it's important to show personality,
avoid oversharing or being overly casual. Keep the conversation professional and
avoid topics that could be controversial or too personal.

Conclusion 

In answering questions about your hobbies and interests outside of work, aim to present 
yourself as a well-rounded individual with interests that contribute to your personal 
growth and demonstrate qualities beneficial to a team environment. Show enthusiasm 
and authenticity in your response and remember that the goal is to give the interviewer 
a glimpse into your personality and how you might fit into the firm's culture. Avoid 
overemphasizing finance-related activities and maintain a balance between 
professionalism and personal interest. 
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Question 7: Could you tell us about any books/movies you've recently 
enjoyed? 
 
Understanding the Question 
 
When interviewers ask about the books or movies you've recently enjoyed, they seek to 
understand your personal interests and cultural awareness. This question assesses your 
personality, creativity, and ability to engage in diverse conversations. Discussing books 
and movies reveals your tastes and how they might align or diversify the team's culture. 
 
Crafting Your Response: Books 
 

• Choosing Thoughtfully: Opt for books that reflect maturity and intellectual 
depth. Both fiction and non-fiction are acceptable but avoid overly simplistic or 
juvenile titles. 

 
• Diverse Interests: Showcase a range of interests, from classic literature and 

contemporary novels to insightful non-fiction. Discuss the thematic significance 
or narrative style of fiction or the broader perspectives gained from non-fiction. 

 
• Professional Relevance: It's okay to mention finance-related books if they offer 

deeper industry insights. Avoid popular titles such as 'Barbarians at the Gate'. 
 
Crafting Your Response: Movies 
 

• Selecting Movies: Choose films that demonstrate your cultural awareness, 
creativity, or understanding of complex themes. Avoid overly commercial or 
simplistic movies. 

 
• Discussing Themes and Impacts: Talk about the themes, cinematography, or the 

impact the movie had on you. Share what you found intriguing or thought-
provoking. 

 
• Balance Between Entertainment and 

Substance: Show that you appreciate movies 
for both entertainment and their artistic or 
thematic depth. 

 
Mistakes to Avoid 
 

• Avoiding Superficial Choices: Whether discussing books or movies, avoid titles 
that might be seen as lacking depth or substance. 

 
• Maintaining Professionalism: Keep the conversation appropriate for a 

professional setting. Avoid controversial, polarizing, or inappropriate topics. 
 

• Not Overemphasizing Professional Topics: For both books and movies, balance 
your interests. Show that your tastes extend beyond your professional field, but 
also that they can include insightful industry-related content when appropriate. 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Conclusion 

In responding to questions about books or movies, aim to demonstrate a well-rounded, 
culturally aware character. Your choices should reflect a balance between personal 
interests, intellectual curiosity, and professional relevance. Whether discussing books or 
movies, avoid overly commercial, simplistic, or juvenile titles. Your selections should 
offer a glimpse into your personality, creativity, and critical thinking, providing a 
platform for engaging and thoughtful conversation in a professional context. 

Question 8: Can you identify some of your key strengths and share a 
weakness you are aware of? 

Understanding the Question 

Gauging Self-Awareness and Growth: When interviewers ask about your strengths and 
weaknesses, they are assessing your self-awareness, honesty, and commitment to 
personal and professional growth. This question tests your ability to reflect critically on 
your abilities and areas for improvement. 

Discussing Strengths 

• General Quality with Specific Examples: Begin by stating a general quality, such
as being 'ambitious' or 'detail-oriented'. Then, importantly, follow this with a
specific example that illustrates this quality in action. For instance, if you choose
'ambitious', describe a situation where your ambition clearly exceeded the norm.
This approach allows you to weave in other strengths, such as communication
skills or time management, within the story.

• Highlighting Relevance to the Role: Choose strengths that are particularly
relevant to investment banking, such as analytical skills, resilience under pressure,
or the ability to work effectively in a team. Ensure your examples demonstrate
these qualities in a context similar to the demands of the role you're applying for.

Acknowledging Weaknesses 

• Choose Fixable Weaknesses: When discussing weaknesses, opt for those that are
fixable and show steps you've taken to address them. Examples might include
working on prioritizing tasks more effectively, improving communication with
team members, or enhancing physical health and stamina. The idea is to
demonstrate a commitment to self-improvement and professional development.

• Demonstrate Progress: It's crucial not just to state the weakness but also to
discuss the measures you've taken to improve and the progress you've made. This
shows that you are proactive and dedicated to self-improvement.
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Mistakes to Avoid 

• Avoid Disqualifying Weaknesses: Be cautious not to mention weaknesses that
could raise red flags about your suitability for the role. For instance, avoid
mentioning personal health issues or traits that are critical to the job, such as a
lack of attention to detail in a field where precision is key.

• Not Being Overly Generic or Vague: While it's important to start with a general
quality, ensure your examples are specific and personal. Avoid generic or clichéd
responses that don't provide a clear picture of who you are.

• Maintaining Professional Boundaries: When discussing weaknesses, keep the
conversation professional. Avoid overly personal disclosures that could make the
interviewer uncomfortable.

Conclusion 

In responding to questions about strengths and weaknesses, aim to demonstrate self-
awareness, the ability to reflect critically on your skills, and a commitment to ongoing 
personal and professional development. Use specific examples to illustrate your strengths 
and discuss tangible steps you've taken to address your weaknesses. This approach not 
only shows honesty and maturity but also your potential for growth and adaptation in a 
demanding career like investment banking. 

Question 9: What would you regard as your greatest failure and your most 
notable achievement? 

Understanding the Question 

Evaluating Resilience and Success: The question about your greatest failure and most 
notable achievement helps interviewers understand your ability to handle setbacks and 
your capacity for success. It provides insight into your resilience, learning mindset, and 
what you consider valuable or significant in your professional journey. 

Addressing Failure 

• Reflective Learning from Failures: When discussing a failure, focus on what you
learned from the experience. Choose a failure that is significant enough to be
meaningful but not so grave as to raise concerns about your competency. Discuss
how you owned up to the mistake, the steps you took to rectify it, and how it
served as a learning experience for future challenges.

• Emphasizing Responsibility and Growth: Ensure that your story highlights your
ability to take responsibility for your actions and your capacity for personal and
professional growth. The key is to demonstrate that you can turn failures into
constructive lessons.
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Highlighting Achievements 

• Simplicity and Sincerity in Success: Your most notable achievement need not be
an extraordinary feat; it can be a simple goal that you set and successfully
achieved. The importance lies in the process and what you learned from it. Break
down the steps you followed to reach the goal and express genuine pride in your
accomplishment.

• Connecting Achievement to the Role: Relate your achievement to the skills and
attributes relevant to the investment banking role. This connection shows how your
past success can be indicative of future performance in the job you're applying for.

Mistakes to Avoid 

• Not Overdramatizing Failures: Avoid choosing a failure so dramatic that it
overshadows your ability to perform the job effectively. The failure should be a
steppingstone to growth, not a red flag about your ability.

• Avoiding Vague or Generic Achievements: Steer clear of vague or overly general
achievements. Be specific about what you achieved and why it mattered to you.

• Maintaining a Professional Focus: While personal stories can be relevant, ensure
that your examples maintain a professional focus and are appropriate for the
context of a job interview.

Conclusion 

In answering questions about your greatest failure and most notable achievement, it's 
essential to show a balance between vulnerability and strength. Demonstrate that you can 
learn and grow from your mistakes and that your achievements, however simple, are steps 
toward your professional growth. This approach not only showcases your resilience and 
capability but also your humility and ability to reflect – qualities highly valued in the 
fast-paced and challenging environment of investment banking. 

Question 10: Do you have any questions for us about the role, company, 
or anything else you'd like to know? 

Understanding the Question 

Opportunity for Engagement and Insight: When asked if you have any questions about 
the role, company, or any other topic, it's a chance to engage with the interviewer and 
gain deeper insights, you should always ask at least one question. This question is crucial 
as it not only demonstrates your interest but also your understanding of the industry and 
the specific role. 



Fit Interview Preparation: Questions 

 161 

Preparing Thoughtful Questions 
 

• Categorizing Questions: Divide your questions into three main buckets: 
background questions, experience & insight questions, and career advice 
questions. This approach allows for a comprehensive understanding of the firm 
and the role while showcasing your thoughtfulness. 

 
• Background Questions: Ask about the 

interviewer's career path, their experiences in 
investment banking, and the aspects of their 
job they find most rewarding. This shows your 
interest in the company's culture and the 
personal experiences of its employees. 

 
• Experience & Insight Questions: Inquire about specific deals, industry 

predictions, or changes in deal flow, especially in the context of recent events like 
COVID-19. These questions demonstrate your industry awareness and interest in 
the firm's activities. 

 
• Career Advice Questions: Pose questions about lessons learned and advice they 

would give to their younger selves. These inquiries can provide valuable insights 
and show your eagerness to learn and grow professionally. 

 
Mistakes to Avoid 
 

• Steer Clear of Generic Questions: Avoid asking non-personal or generic 
questions like "What qualities do you look for in a candidate?". Such questions 
might elicit bland responses and miss the opportunity for a meaningful 
conversation. 

 
• Avoid Yes/No Questions: Refrain from asking questions that can be answered with 

a simple yes or no. Opt for open-ended questions that encourage detailed responses 
and discussions. 

 
• Not Just About the Role: Don't limit your questions to the specifics of the 

position or role. Broaden your scope to include the firm's culture, industry trends, 
and personal experiences of the interviewer. 

 
Conclusion 
 
Asking insightful questions at the end of an interview is as important as answering the 
questions posed to you. It shows your genuine interest in the role and the company, and 
it helps you gather valuable information that might influence your decision if an offer is 
extended. Thoughtfully prepared questions can leave a lasting positive impression, 
demonstrating your industry knowledge, curiosity, and engagement. Remember, this is 
not just about the role but about the broader context of working at the firm and your 
potential place within it. 
 
 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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Conclusion

Conclusion 
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IB IQ: Your Complete Interview Companion 
 
Your Complete Interview Preparation Solution 
 

       
 
400+ Expert-Crafted Interview Questions 
 
Master investment banking interviews with our comprehensive question bank covering 
accounting, valuation, M&A, and private equity. Each question comes with detailed 
explanations written by former investment bankers, ensuring you understand not just the 
answer, but the reasoning behind it. 
 
Smart Progress Tracking 
 
Track your improvement across all topic areas with detailed analytics. See exactly where 
you're strong and where you need more practice. Our progress system helps you focus 
study time on areas that will have the biggest impact on your interview performance. 
 
Prepare Anywhere, Anytime 
 
Your interview prep fits in your pocket. Study during commutes, between classes, or 
whenever you have spare time. No need to carry heavy books or be tied to a desk - your 
complete preparation platform is always with you. 
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Beyond Technical Questions - Complete Interview Mastery 
 

      
 
Master Behavioral Interviews 
 
Technical knowledge gets you in the door, but behavioral interviews determine who 
gets the offer. Our fit interview section helps you craft compelling personal stories, 
practice common behavioral questions, and present yourself authentically and 
confidently. 
 
Sharpen Your Analytical Thinking 
 
Investment banking interviews often include brainteasers designed to test your logical 
reasoning under pressure. Practice classic puzzles and develop systematic approaches 
to unfamiliar problems with our comprehensive brainteaser collection. 
 
Essential Finance Resources 
 
Access our curated reading list of must-know finance books recommended by industry 
professionals. Build the cultural knowledge that helps you stand out in conversations 
with senior bankers. 
 
Regular Content Updates 
 
Stay current with new questions and market trends. Our content team continuously 
adds fresh material based on recent interview experiences and evolving industry 
practices. 



Conclusion: IB Interview Questions App 

165 

Install IB Interview 
Questions Now! 

https://apps.apple.com/us/app/ib-interview-questions/id6473167324
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To Go Further: Finance Tales 
 
Discover Finance Tales 
 
Our companion app delivers 1,000+ bite-sized finance stories covering legendary deals, 
market moments, and Wall Street personalities - all in quick reads you can finish during 
a coffee break. 
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Financial culture isn't essential for IB interviews, but it's always a plus 

While mastering technical concepts and fit questions gets you the job, understanding the 
stories, personalities, and culture behind Wall Street deals helps you stand out in 
conversations and connect with interviewers on a deeper level. 

Finance Tales is Perfect for: 

• Building conversation starters for networking events
• Understanding the cultural context behind famous deals
• Developing the "finance intuition" that impresses senior bankers
• Staying current with market stories and industry legends

Six Categories: Private Equity, M&A, Hedge Funds, Venture Capital, Stock Markets, 
and Blue-Chips 

Ready to go beyond the numbers? Download Finance Tales and discover 
the stories that shape Wall Street. 

https://apps.apple.com/us/app/finance-tales-wall-st-stories/id6738998661

	Introduction
	Technical Questions
	Technical Questions: Accounting
	Technical Questions: Valuation
	Technical Questions: M&A
	Technical Questions: PE & LBOs
	Fit Interview Questions
	More About IB IQ



