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NEDERLANDSTALIGE SAMENVATTING 

Een management buyout is een veelomvattend begrip in de ondernemingswereld. Heel wat 

belangrijke zaken en beslissingen gaan gepaard met een buyout. Het doel van onze thesis is 

het uitbreiden van de wetenschappelijke literatuur betreffende buyouts a.d.h.v. een 

gedetailleerde casestudie. Deze casestudie toont aan hoe het management van een 

welbepaalde onderneming te werk ging om de MBO te realizeren.. 

In het eerste onderdeel van de thesis wordt de literatuur besproken a.d.h.v. een 

literatuuroverzicht. De noodzakelijke begrippen, beweringen en weerleggingen worden 

gebruikt om de context van een buyout uitgebreid te beschrijven.  

Als tussenstuk tussen het literatuuroverzicht en de casestudie wordt de methodologie 

besproken. Hoe zijn we te werk gegaan? Waar hebben we onze informatie gehaald? Hoeveel 

bronnen zijn geraadpleegd? Etc. 

De casestudie, het belangrijkste deel, wordt als laatste weergeven. Deze gedetailleerde case 

onderzoekt een welbepaald bedrijf die een MBO tot voltooiing gebracht heeft. Ons onderzoek 

licht de verschillende facetten toe die sterk gerelateerd zijn aan een MBO operatie. In een 

eerste sectie wordt de algemene informatie van de onderneming weergegeven. Daarna 

worden de verschillende fases van de MBO besproken (pre MBO fase – MBO fase – post MBO 

fase). In de pre MBO fase wordt de aanloop naar de effectieve buyout besproken doormiddel 

van voorgestelde projecten. Tijdens de MBO fase worden de doelstellingen uitgebreid 

besproken. Waarom werd er gekozen voor een MBO? Hierbij wordt ook verwezen naar de 

waardering, structuur en financiering en welke impact deze beslissingen vertonen op de 

resultaten van de onderneming. In de post MBO fase wordt de toekomst van de onderneming 

toegelicht met als onderdeel de exit mogelijkheden. 

De conclusie zorgt voor het sluitstuk van onze thesis, waarin de meerwaarde van ons 

onderzoek wordt weergegeven alsook de gedetailleerde conclusies van de casestudie.  
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1. INTRODUCTION 

The management buy-out (MBO) was a virtually unknown transaction until the eighties, but 

since then, it has become an increasingly popular transaction (Hanney, 1986). Having its 

foundations in the United States, the MBO phenomenon reached the United Kingdom and 

later on Europe (Wright, Thompson, & Robbie, 1992). Therefore, the 1980s has become 

known as the ‘restructuring’ decade where companies exercised, both in America as in 

Europe, different restructuring options including MBOs, MBIs, spin-offs, sell-offs, M&A’s and 

divestments (Peel, 1995; Hall & Nornburn, 1987; Markides & Berg, 1992; Thompson, Wright, 

& Robbie, 1989). 

In this paper, the impact of implying a management buyout will be investigated by the means 

of a case study. The company ‘PRINCE’ exercised a management buyout in 2013. Therefore, 

numbers and statistics of the year 2013 are used ut infra to outline an appropriate framework. 

The question arises to which denominator MBOs, and in general buyouts belong to. To answer 

this question, the concept of private equity needs to be explained. Private equity can be 

defined in the widest sense as investments in companies who are not publicly quoted on a 

stock exchange (Povaly, 2006; Doiphode & Chhabra, 2009). The ‘European Private Equity & 

Venture Capital Association’ (EVCA) exceeds this minimalistic definition by subdividing PE in 

VC and Buyouts. 

‘Private equity provides equity capital to enterprises not quoted on a stock market. Private 

equity can be used to develop new products and technologies, to expand working capital, to 

make acquisitions, or to strengthen a company’s balance sheet. It can also resolve ownership 

and management issues — a succession in family-owned companies, or the buy-out or buy-in 

of a business by experienced managers may be achieved using private equity funding. Venture 

capital is, strictly speaking, a subset of private equity and refers to equity investments made 

for the launch, early development, or expansion of a business. Among different countries, there 

are variations in what is meant by venture capital and private equity. In Europe, these terms 

are generally used interchangeably and venture capital thus includes management buy-outs 

and buy-ins (MBO/MBIs). This is in contrast to the US, where MBO/MBIs are not classified as 

venture capital’ (EVCA, 2014).  
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Figure 1: Fundraising at a glance  (EVCA, 2013) 

‘The difference between VC and buyout capital is the phase in which the targeted company 

operates.’ (Aizenman & Kendall, 2008)  On the one hand, VC occurs in the preliminary stages 

of a company before or in an early stage of becoming a functioning company with steady 

revenues and well-defined products and customers. This includes investments designed to 

develop an initial product and launch it to the market. On the other hand, a buyout involves a 

functioning company that already exceeded the initial phase and often represents financial 

engineering and changes of control. Aizenman & Kendall (2008) sum up different possible 

designs of buyout capital: buy-out, buy-in, merger, acquisition, late stage, turnaround, PIPE1 

and many other types. 

The European Private Equity Activity Report (2014) by the EVCA2 is used to prove the 

magnitude of the buyout market and the share of buyouts to the total private equity market. 

Therefore, the total fundraising and overall investment in European companies are analysed.  

In 2013, the total fundraising rose up to a level 

of € 53,6 billion in Europe (figure 1). In 

comparison with 2012, fundraising doubled in 

volume. The fact that 12 funds raised more 

than 1 billion EUR and represented 66% of the 

total fundraising is the underlying reason for 

the increase. Buyout fundraising in 2013 

amounted 44,9 billion EUR in Europe, whereas 

VC only raised 4,0 billion EUR. In other words, 

84% of the total amount (53,6 billion EUR) of 

fundraising is addressed to the buyout market. 

This points out the importance of the buyout 

market as a whole (EVCA, 2014). 

  

                                                     
1 A private investment in public equity (PIPE) is a private investment firm's, mutual fund's or other qualified 
investors' purchase of stock in a company at a discount to the current market value per share for the purpose 
of raising capital  (Investopedia, 2016). 
2  Invest Europe, formerly known as EVCA, is the association representing Europe’s private equity, venture 
capital and infrastructure sectors, as well as their investors. 
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Figure 2: Investments at a glance   (EVCA, 2013) 

Figure 2 shows the overall investment in 

European companies that remained status 

quo in 2013, with more than 5000 

companies backed with VC, buyout, 

growth or other capital. In 2013, 812 

companies received buyout investments 

with the biggest part supporting 

companies active in the business & 

industrial products, consumer goods & 

retail and life sciences.  Buyouts represent 

77,4% of the total amount of investments 

with a value of € 27,7 billion (EVCA, 2014). 

 

 

The investments withhold 0,20 % of the European GDP in 2013. A more specific analysis 

distinguishes buyouts on a national level. For Belgium, the buyout market represents 0,17 % 

of the Belgian GDP, which is less than the European buyouts in general. When buyouts are 

investigated on the level of employees, it becomes clear that on the European level half of the 

total number of buyouts is exercised by small and medium size enterprises3.   

Buyout divestments represented 85% of the equity amount at cost and 30% by the number of 

equities. Different exit routes are considered such as: a trade sale, repayment of silent 

partnerships, write-off, sale to another PE firm, repayment of principal loans, sale to 

management, sale of quoted equity, sale to financial institutions and IPO (Initial public 

offering). The most important exit routes in 2013 by the means of a buyout are sales to 

another PE firm, trade sales and sale of quoted equity holding representatively 29,6%, 24,0% 

and 14,2% of the total amount of buyouts. On the other hand, buyouts with a sale to the 

management only covers 3,1% of the total amount of buyouts. 

 

                                                     
3 SME are defined as full-time equivalent staff with a range from 0 to 249 people (EVCA, 2013) 
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2. LITERATURE STUDY 

2.1 Definitions 

 Buyout 

Companies undergo many changes in the duration of their lifecycle. Every single company 

meets new challenges in the different stages of maturity. One of the challenges that 

companies could face is the phenomenon of a buyout. ‘In the last twenty years, buyout activity 

increased significantly and buyouts have emerged as an important field of interest for the 

financial community as well as for academics’ (Wright & Robbie, 1998).  But what is a buyout 

exactly? And under what forms do they occur? 

‘A buyout can be defined as the purchase of a controlling stake in a company (or a division) 

from its owners for a limited time, usually financed through a combination of equity and debt 

and with strong involvement of specialized financial investment’  (Berg & Gottschalg, 2004; 

Meulbroek, 1996; Wright et al., 1994). The definition ut supra leaves room for interpretation 

which results in various possible implementations. The most relevant types of buyouts to our 

research are defined ut infra, yet the list is not conclusive. 

 

 MBO 

Management buyout is a common concept in the financial literature. What is a management 

buyout exactly? A first definition is given by Webb (1990): 

‘A management buyout is the purchase of a firm or some of its assets, by an individual 

or management team, which typically works for the firm. Usually the management 

team secures voting control of the new organisation. Usually too, most of the finance 

is secured on the assets or on the equity value of the new organisation, but these 

conditions are not mandatory.’ 
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Webb (1990)  illustrates that the takeover of the firm, or a part of the firm, has to be done by 

the existing management team or an individual manager, who has the extensive knowledge 

about the firm or business unit. 

An additional, more extensive definition given by the MBOGroup (2013) is the following: 

‘This is when the management of a division of a public company (known as a Carve 

Out) or of a private company (often triggered by the owner's succession issues) come 

together to purchase their business unit. This is one of the least risky types of private 

equity investment because the company is already established and the managers 

running it know the business - and the market it operates in - extremely well. It is 

increasingly becoming the method of choice for private company founders to obtain 

liquidity.’ 

The MBO group (2013) confirms the definition of Webb. They assert that the MBO process is 

known as one of the least risky types of investments. The definition of Webb (1990)  is used 

as an argument for this statement. In addition, the MBO group claims that it is frequently used 

as method for private company founders to obtain liquidity. This is a result of the buyout 

process where the company founders or initial shareholders receive an amount of money in 

return for their shares. 

Chiplin et al.  (1988) – explain the transition of ownership and state the following: 

‘The transfer of ownership of a firm, whereby the incumbent senior management 

taking the initiative, acquires a majority equity stake, having previously held none or 

very little.’ 

They prove that there is a change of ownership and that before the management buyout, the 

incumbent senior management has little or no equity stake in hands. As a result of the MBO 

process, the senior management takes over the equity stakes of the previous owners. By this 

incentive, they receive a majority equity stake what makes the management the majority 

stakeholders of the firm. 
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Other definitions by Robbie et al. (1996) and Ashurst LLP (2014) state that the operation can 

be led or be supported by outside funding institutions: 

‘An MBO involves members of the incumbent management team acquiring a 

significant equity stake as individuals with institutional support in order to control the 

company.’ (Robbie & Wright, 1996) 

‘An incumbent management team buys the business it manages. These were 

traditionally instigated by management approaching the Target’s owners with a 

proposal to acquire the business and then take the deal to the funding institutions.’ 

(Ashurst LLP, 2014) 

Robbie et al. (1996) describe the financial problems of the incumbent management team to 

finance the buyout process. Often managers are not capable to finance the process on their 

own. Robbie et al. (1996) explain that the management can take advantage out of outside 

institutional support. A funding institution can finance the whole operation or only a part of 

it. The negotiations between the managers and the funding institution are an important side 

in the research of the MBO story. 

 

 SBO  

Another increasingly common variant of a MBO is the secondary buy-out (SBO). Following 

definition is given by Ashurst LLP (2014): 

‘A SBO is another increasingly common form of MBO where a target currently owned 

by a private equity provider and management is acquired by another private equity 

provider who backs the same management team. In SBOs, the managers are both 

sellers and investors.’ 

This type of MBO holds on the transaction of the target between two private equity providers. 

As a result of this operation, the first private equity provider is ending his involvement in the 

company. Their part of the shares is transferred to the buyer of the investment target. 

Secondary buyouts are becoming more important last years. There is an increasing trend in 

the US and continental Europe (Wright, et al., 2007). 
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 MBI 

Another possibility to take over an existing company is by executing a MBI. A management 

buy-in exists when managers from outside the company raise the necessary amount of money 

to take over the company and becoming the company’s new management (MBOGroup, 2013). 

A MBI is preferred if there exists a business with a high potential to achieve significant growth, 

where the existing management is uninspired or not interested in buying the business (Ashurst 

LLP, 2014). Mostly, the outside managers will involve a private equity fund to finance the MBI-

operation. 

Robbie et al. (1992) come to the conclusion that ‘a management buy-in is simply an MBO in 

which the leading members of the management team are outsiders.’ 

 

 LBO 

A leveraged buyout is frequently executed in the current economic environment. A definition 

is given by Palepu (1990): 

‘A leveraged buyout is a transaction in which a group of private investors uses debt 

financing to purchase a corporation or a corporate division.’ 

Palepu (1990) states that the private investors use company debt to take over a business or 

business unit.  The MBOGroup (2013) adds that the company’s assets are used as collateral 

for the loans, taken out by the acquiring group. Mohan and Chen (1990) explain that the 

management of the acquiring firm would subsequently take a major role in the running of the 

LBO target and also have a significant equity investment. Mostly, very large companies are 

involved in LBO transactions (Wright, Thompson, & Robbie, 1992). 
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A big difference between the MBO and LBO operation is the company that is involved in the 

process. In the LBO process, the management team is using debt finance from the company 

itself. In other words, they use the company to take over the same company. In the MBO 

process, the management team will enclose a private equity fund that will finance the 

operation. This difference affects the dilution of company’s shares. Within the LBO operation, 

shares will not dilute because of bank debt. In contrast with the LBO, the MBO financing funds 

will claim a part of the company shares in return from their contribution.  

The process of a leverage buyout starts with the search for healthy companies with a big 

leverage capacity. The company has to be able to make additional debts. A first condition to 

attain the leverage capacity is having 1/3 own fund on total balance sheet. The second 

condition withholds that the company has to reach a high level of profitability and cash flow. 

After the deal, the reorganised companies have to survive with the huge debts (Aernoudt, 

2012).  

 

 BIMBO 

A hybrid form of the management buyout (MBO) and the management buy-in (MBI) is called 

a buy-in management buyout. In this combination, the management team acquires the 

business, which afterwards includes existing and new managers (MBOGroup, 2013). 

This hybrid form arose by the risks of a MBI where the new management team has a lack of 

knowledge about the firm. VC’s came with a solution to this problem by putting the two 

different operations together into a BIMBO, to obtain the benefits of the experience of the 

existing managers and the new managers who have a different view on the company (Wright, 

et al., 2007) . 

Another hybrid form is a leveraged-BIMBO (LIMBO). This formation occurs when after the 

leveraged buyout (LBO) operation, a new management team is appointed beside the current 

management (Aernoudt, 2012).  
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 IBO 

The opposite of a MBO is an institutional buyout (IBO). This is a buyout operation where the 

private equity provider or VC takes over a target company instead of the management. This 

private equity fund will hold the majority of the shares. Ashurst LLP (2014) find that the VC 

sets up a Newco to acquire the target at first. The second step is to give the management a 

small stake in the business. The private equity fund can hold the existing management or they 

can appoint a new management team.  

 

In the next section of this paper, the key players that are involved in the MBO process are 

enumerated.  
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2.2 Key players 

Depending on the size and complexity of the company or the market, more or less players are 

involved in the MBO operation. Ashurst LLP (2014) states that on starters and development 

capital transactions, the key players are often smaller; consisting of the management team, 

the private equity provider and his lawyers, and the management accountants. The following 

key players that could be involved in the MBO operation are described by Ashurst LLP (2014): 

 

 Management team 

The management team plays an important role in the MBO operation. To reach close to an 

optimal process, a small management team consisting of the core board managers is desired. 

In big MBO cases, the management team is often extended after the completion of the 

operation (Ashurst LLP, 2014). 

 

 Management’s lawyers 

The lawyers of the management team have mainly an advising role. They are supposed to give 

advice about the investments in the new company (Newco), service contracts and director-

related issues that can arise. Another task is to perform an analysis whether the acquisition of 

the target company will not negatively affect the management. In smaller MBO cases, the 

lawyers of the management team have a more significant role and are conducting the 

negotiations on behalf of Newco (Ashurst LLP, 2014). 

 

 The private equity provider 

The private equity provider plays a central role in the negotiations of the deal. They have to 

negotiate in order to get a positive return out of the deal. Their investment is the biggest part 

of the financing in most cases. One or two executives of the private equity provider will run 

these negotiations (Ashurst LLP, 2014).  
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 The private equity provider’s lawyers 

Private equity provider’s lawyers are highly involved in the MBO transaction. They take in 

account the administration of the important documents related to the equity element. The 

lawyers have a big role in negotiating with management lawyers. After the operation, they 

will act as lawyers from the Newco of the new target. Management lawyers will take this role 

in account in small acquisition cases (Ashurst LLP, 2014).  

  

 The bank 

The bank is the provider of senior debt and second lien. The advantage of bank financing is 

non-dilution. Banks do not demand a participation in the company ownership. Opposite to 

PE/VC funding, the shareholders will not dilute using bank funds. The other side of the coin is 

the high interest rates for paying back the loans (Ashurst LLP, 2014). Different types of 

financing will be explained in section 2.6.  

 

 The bank’s lawyers 

Bank’s lawyers are supposed to be a supervisor of important documents like the due diligence 

report produced by the Newco advisors, following up the acquisition agreement and reviewing 

the seller’s disclosures against the warranties. Beside these activities, the bank’s lawyers are 

taking in account the drafting of the bank documents (Ashurst LLP, 2014). 

 

 Reporting accountants 

Private equity providers will appoint an external firm existing out of reporting accountants. 

The accountants make a long-term report of the Newco, review of the business plan and 

future management projections. The seller appoints reporting accountants to set up a VDD 

(vendor due diligence report) on the target. The VDD will be addressed to the successful 

bidder and Newco’s bank (Ashurst LLP, 2014). 
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 Environmental auditors 

Equity providers request an external auditor firms to make an environmental risk assessment 

of the Target Company. They report whether a target company fully complies with all 

environmental laws  (Ashurst LLP, 2014). Environmental auditors are only involved in the large 

MBO cases that operate in a specific industry. 

 

 Investment bankers 

In very large buyout cases, it often occurs that the private equity provider will appoint a firm 

of investment bankers to manage and complete the MBO operation. Investment bankers play 

an important role in the negotiations of the deal, with the seller in relation to the sale of the 

company and with banks in relation to the finance for the deal (Ashurst LLP, 2014).  
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2.3 Different phases 

Berg & Gottschalg (2004) distinguish three phases of a buyout on the most aggregate level: 

the acquisition phase, the holding period and the divestment phase. The framework is 

developed in respect to buyouts in general. It is however possible to draw the same 

conclusions as the MBO operation applies to the conditions of a buyout. 

 The acquisition phase 

The acquisition phase is the first phase of the buyout operation. The negotiations and due 

diligence process are conducted to gain insight in the business. The investors try to familiarize 

themselves with the company and develop a business plan for the buyout.  Specifically for a 

management buyout, the acquisition phase forms the foundations for the relationship 

between the participating management and the equity investors who are funding the 

transaction (Berg & Gottschalg, 2004). In this phase, the valuation of the target company and 

the corresponding acquisition price is decided upon. When there is no agreement on the price 

between the seller and the buyer, the parties are unable to get to the second phase of the 

buyout. ‘The acquisition price sets the hurdle for all future valuations and is the fundamental 

breakeven point for the equity investors. At the end of the acquisition phase, the acquirer 

makes important decisions regarding the structure of a buyout, such as the degree of financial 

leverage, the distribution of management equity stakes, the design of incentive systems, etc’ 

(Berg & Gottschalg, 2004). Baker & Montgomery (1994) note that buyout value generation is 

mostly “front loaded”. This means that the value generation is determined by the decisions 

made during the acquisition phase. 

 The holding period 

The strategic, organizational and operational changes that are prescribed in the initial business 

plan are implemented during the second phase of the buyout: the holding period. Berg & 

Gottschalg (2004) however note that the intended operational improvements are not 

implemented at once but are in practice a continuous process in which the business plan is 

constantly updated to the stage of development. In the MBO, the management unfolds the 

ideas that were developed in the previous phases.  
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 The divestment phase 

Before the buyout is even conducted, the involved parties already consider the possible exit 

possibilities in the future. The end of the buyout is constituted in the last phase of the buyout: 

the divestment phase. Different outcomes are possible after the buyout. Exit routes can be 

attained by the means of a trade sale, an IPO or other possible structures of which some of 

them are described in the definitions at the beginning of the paper. The valuation of the firm 

is not only a key decision in the acquisition phase, but also determines the return of 

investments when the exit is executed. In this phase, the equity investors ultimately realize 

the returns. 
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2.4 Reasons to exercise a buyout 

Based on an analysis by Hanney (1986), different reasons for the sale of a company are 

distinguished. First, a general overview of possible circumstances is given where a sale of the 

company could be conducted. Second, specific reasons are enumerated why the vendor 

should consider a buyout. Third, different reasons of the management are enumerated to 

execute a MBO. 

 General reasons for the sale of the company 

Four categories of circumstances are recognized where the sale of the company can be 

executed (Hanney, 1986): 

- (1) Sale from a group: A division of the company or a daughter company may be 

extracted from the mother company.  This action takes place when a division or 

subsidiary is not profitable (enough), if the business is not in line with the main 

business (or the long term strategic plans) of the mother company or when the parent 

is having cash flow problems leading to a sale of a profitable division to stop those 

problems. 

 

- (2) Sale by the receiver: Due to the economic climate, a recession for example, an 

increase of failing companies is measured. A receiver or curator then has the task to 

settle the situation, with the possible outcome of selling a good performing part of the 

(mother)company. ‘Such situations have therefore resulted in a number of healthy 

subsidiaries which may be ideal material for a management buy-out’ (Hanney, 1986).  

 

- (3) Private company sale: ‘The reasons for the owners of a private or family business 

wishing to sell are very different from those of a parent company selling a subsidiary 

or division’ (Hanney, 1986). Shareholders reaching retirement can choose to convert 

the shares into cash by executing the sale of the company. Other possible reasons are 

shareholders, who want to sell in order to make a profit, need cash for other purposes 

or lost their interest in the business and want to focus on other activities. 
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- (4) Sale as a result of privatization: The sale of public sector companies provides 

another source of management buyouts. Privatization is the concession of an activity 

that was formerly managed by public authorities to a private company because of 

economic, budgetary and political reasons (Escarmelle & Hujoel, 1986). 
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 Reasons of the seller  

The motivation of the vendor to sell the company to the management can vary depending on 

the circumstances.  

- (1) Best offered deal: In most cases, the managers of private companies that exercise 

a MBO offer the best deal to the vendor. The main advantage of the management is 

the pre-sale knowledge about the firm. The management knows what they are buying. 

In addition, if the management is the key to the company’s success and consider 

leaving the company if it is sold to a third party, another incentive is created to sell to 

the management. 

 

- (2) Less disturbance due to pre-sale investigation: External investors first have to 

investigate whether the takeover company is buy-worthy before the sale. The 

investigations lead to more disturbances in comparison with a buyout led by the 

management. As mentioned ut supra (1), the management already has access to the 

necessary internal information to sketch an image of the company. 

 

- (3) No alternative: If the only alternative is liquidation, the owners would have more 

reasons to sell it to the management, even at a discount. This because of settlement 

costs that have to be taken into account in case of liquidation. Howorth et al (2004) 

describe this as ‘a last-ditch’ effort to save the firm. The principal family owner asks 

the management to postulate a MBO to secure the survival of the business. In some 

cases, the family firm owner may never consider to transfer the ownership to members 

of the family. 

 

- (4) Maintain relation as supplier/customer: In case of a deposition of a division or a 

daughter company, the mother company may want to maintain the relationship with 

the former division. This relationship may be as a supplier or as a customer of the 

parent company. 
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- (5) Maintain reputation: In relation to the previous reason, the vendor may want to 

sustain the reputation or relationship with the management. The trustworthy 

relationship between the management of the division and the parent company can 

remain untouched leading to an effective communication and relation after the 

deposition.  

 

- (6) No suitable successor: Howorth et al. (2004) find that the main reason for a MBO 

by the family owners is that the incumbent principal firm owner does not find a 

suitable successor prior to the MBO/MBI. Due to illness, the owner may need to exit 

the firm without having the time to find a proper successor in the family or to sell the 

company to a third party. The family of the owner may lack interest to take over the 

firm or may be incapable to lead a firm. Another possibility flaw could be the age of 

the successor. These reasons are different from the third reason (3), as the firm does 

not have to find itself in state of default. 

 

- (7) Realize the investment: The owner of the firm wants to realize the investment by 

exercising a trade sale or a MBO. Howorth et al. (2004) describe that in some cases, 

the owner who inherited the firm has less affinity with the firm and is thereby willing 

to sell the firm to the management or a third party.  
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 Reasons of the management  

The motivation of the management is supported by two different angles: either the personal 

motivation or the potential of the company. Different motivations are distinguished to prove 

the reasoning of the management. 

- (1) Control own destiny: Instead of bearing another party in mind, the management 

receives the freedom to fully decide and pursue their own objectives.  

 

- (2) Free of political and bureaucratic constraints: In line with previous reasoning, the 

management gets rid of political and bureaucratic constraints. The less parties 

involved in the decision-making process of a firm, the bigger the freedom of the 

management to decide. 

 

- (3) Save own and other jobs: In certain circumstances, liquidation for example, a MBO 

may be the only solution to save the jobs of the management and the workers. Dann 

& DeAngelo (1983) confirm that managers prefer to execute an MBO operation instead 

of taking the risk of losing their jobs by hostile takeovers. The more the management 

is affiliated to the company, the more this reason will be an important factor to take 

into account.  

 

-  (4) Continuing to use existing skills: When the management members have built up a 

certain set of skills by managing the company and acquire a high level of satisfaction, 

the incentive to continue the function rises. 

 

- (5) Unwillingness to accept change of ownership: The management may not be willing 

to accept a new ownership composition. The management then may lose the 

opportunity to control own destiny and potential political or bureaucratic constraints 

will arise. 
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Hanney (1986) finds that the managers’ prime reason is not capital gains. Instead, the ability 

to control own destiny, being free of political and bureaucratic constraints and saving their 

own job seem to be the main motives for a buyout. 

Additionally, several companies related reasons are enumerated why the management of a 

firm could be more successful if they have control of the business. Problems arise when the 

target is part of parent company and the overhead allocation or group management charges 

are too high in comparison with the requirements. The parent company could also allocate 

insignificant resources with a starving or milked subsidiary as result. The subsidiary may need 

to consume or use products of the parent company, even if this is not the most suitable 

situation. The parent company may also have a different goal in mind, which overshadows the 

specific goals of the subsidiary.  

Other incentives may occur when the target is a private company. ‘If the company is a private 

company, it may be that the majority owners are not interested in the business or they may 

be essentially non-executive. Consequently, the management may be constrained by this lack 

of interest on the part of the owners’ (Hanney, 1986). The survey formulated by Hanney (1986) 

shows that six out of eleven private company buyouts reported that the majority owners were 

non-executive. Up to four companies even declared that the majority owners were generally 

uninterested in the company. The majority owners may be uninterested to the extent that the 

management takes initiative and comes up with the proposal to sell the company. It is possible 

that the owners never even considered a sale to the management, or the sale of the company 

in general, before the proposal. In the survey (Hanney, 1986) half of the group buyouts 

(subsidiary or divisions) were initiated by the management. Private equity companies even 

score higher with 7 out of the 11 PE firms introduced by the management. Furthermore, 

decision-making freed from political and bureaucratic constraints form the two most accurate 

reasons for management-led group buyouts (Hanney, 1986). The control of their own destiny 

is by far the biggest reason for the management of private equity firms to perform a MBO. In 

less cases, the main desire or incentives to make a capital gain. 
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A minority shareholder may want to buy the remainder of the shares in a PE company as 

described ut supra. It is sometimes difficult for the managers to take the initiative because of 

the unknown reaction of the shareholders. Managers may face the situation where the 

shareholder(s) do(es) not welcome the idea of a MBO. As a result, the management may risk 

their job as their boss looks upon the proposal as a form of disloyalty. On the other hand, the 

question rises if the management is capable enough to run the company on their own if they 

do not take any initiative to turn the situation around (Hanney, 1986). 
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2.5 Structure of buyouts 

After summoning the different reasons to perform a buyout, the question rises how the deal 

is structured. Each buyout has to cope with different circumstances like the economic climate 

or regulations for example. Regulations of the regional, national and even supra-national level 

have to be taken into account and are translated in tax considerations. Given the diversity of 

each case, Hanney (1986) is still able to distillate a number of commonly used methods. 

- (1) Purchase of the target by Newco from existing shareholders: The management 

launches a new company (called Newco) to buy the shares of the target company. The 

Newco needs to raise money to acquire the shares of the shareholders. This 

construction has three important advantages. ‘Firstly, the buyout team avoids any 

personal liability apart from financial involvement. Secondly, Target can effectively 

finance its own acquisition and at the same time obtain tax relief for the interest costs, 

and thirdly, Newco provides a vehicle in which financiers can have an equity stake’ 

(Hanney, 1986). This construction can be used to acquire the Target regardless the fact 

that the company is a stand-alone company or part of a group. 

 

- (2) Purchase of the target via the hive-down route: ‘A hive down is a procedure 

whereby certain assets and liabilities are transferred to a target – a newly created 

subsidiary - on the interest-free loan account. This is followed by the purchase of the 

target’s shares for a nominal consideration coupled with the refinancing of the target 

and the repayment of the loan due to the former parent company’ (Hanney, 1986). A 

hive-down process can be done by companies going into liquidation who try to sell as 

much saleable divisions as possible to preserve trading losses.  
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- (3) Purchase of assets by Newco: Buying the assets with a new company is one of the 

most basic structures to exercise a buyout. In contrast with the first technique, only 

the assets are bought by the Newco. The shares of the target on the other hand are 

not bought. The main advantage of this technique is that the bought objects are clearly 

defined beforehand. In other cases, where a company is bought as a whole, certain 

unknown liabilities may turn up after the sale for the purchaser. This method allows 

determining and excluding the assets and liabilities beforehand. From the vendor his 

point of view, the sale of assets is usually unacceptable because of the tax problems 

that arise on the cessation of trade in a company. In particular, this includes the 

clawback of unrecovered past stock relief, balancing charges on both plant and 

buildings and capital gains (Hanney, 1986). However, it is possible to structure a buyout 

that is advantages for both the vendors as the acquirers when tax losses in the target 

company are used to compensate the liabilities belonging to the seller. 

 

- (4) Buy-in of own shares: There are three possible ways to acquire own shares. This 

action can be executed by using distributable profits, the proceeds of a new share issue 

or out of capital. This last option is only possible in a private firm. The shares of the 

leaving shareholders could be purchased by the managers in return for cash. One 

condition must be fulfilled in order to make this transaction possible: the management 

must have shares prior to the buy-in. The desired result will be accomplished if the 

remaining shareholders are the management who the shares should be transferred to. 

The management often has to look for outside sources of finance to acquire the shares. 

 

- (5) Demergers: It is a possibility to distribute the shares in the target company to the 

shareholders constituting the buyout team if the members of the buyout team already 

are shareholders of the company. A demerger should result in little or no tax liability if 

a number of conditions are respected. To make the transaction possible, the value of 

the managers’ shares must be proportional with the total value of the firm. 
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- (6) Share exchange: If one or more shareholders want to buyout other shareholders, a 

share exchange could be made possible, even with the use of company funds. The 

shares of the Target company can be exchanged for shares in the new company as a 

part of the buyout. 

 

It is important to note that other vehicles for a buyout are also possible. The given list reflects 

the most accurate structures, but is not exclusive. Combinations of different techniques 

belong to the possibilities of techniques not absorbed in this study. 

Hanney (1986) points out that forming a new company, or Newco, is the most used method 

to get hold of the target company. This finding applies for both group buyouts and private 

companies as mentioned in the first method. The purchase of assets by the new company 

from the vendor is another frequently used method to acquire a company. This however, only 

applies for group buyouts.  
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2.6 Financing a buyout 

Howorth (2004) defines an MBO as: ‘The purchase of the firm by a group of normally four to 

six senior managers who are already employed in the business, typically using their own funds 

plus external private equity and bank loans.’ 

In contradiction with the definitions provided in the first part of this paper, this definition 

highlights different ways to finance a MBO and the composition of the management team. 

The definition includes equity (own funds and private equity) and debt (bank loans). In 

addition to this definition, the suggestion is made to include ‘quasi equity’ as a way of 

financing a buyout. 

In most cases, the management is not able to raise the total amount and therefore has to 

attract external funds. Hanney (1986) sums up different potential sources of external financing 

(clearing banks, merchant banks and brokers, specialist investment institutions, insurance 

companies, pension funds, investment trust, government bodies, …) and identifies banks (or 

banking subsidiaries) as the most common source of funds for buyouts. 

The deal is structured in order that the management achieves effective control in the 

company, although they are only able to raise a small proportion of the total funding 

requirement. Hanney (1986) shows that the majority of the buyout teams gain more than 50% 

of the equity.  

The external financer on the other hand is mainly interested in maximizing return without 

bearing too much risk. ‘They are not usually interested in voting control but may often require 

security for their investment’ (Hanney, 1986). When companies have an insufficient amount 

of collateral or when the company is going through a difficult time, additional funds may be 

hard to find. 
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Three possible types of financing will be discussed ut infra: 

 Debt financing 

Debt financing of a company is the funding in the form of loan from banks, institutions or 

personal loans. The advantages of a loan are that the lender has no control over the company, 

the predictability of the interest payment expenses and the tax deductibility of the interest 

payments. A drawback of debt financing is the uncertainty of the payback capacity of the firm. 

If the economic climate changes, the company still has to fulfil its interest obligations. In 

addition, the regular expenses can slow down the company’s ability to grow. Finally, the 

lender of the loan may require a personal guarantee or business assets before a loan 

assignment gets accepted (Investopedia, 2012). 

 

 Equity financing 

Equity financing involves investors who acquire a stake of the company by funding the 

company or by introducing assets. The equity investor takes the risk by participating in the 

company, which means that the equity player does not have to be reimbursed in case of 

liquidation. If the company fails to succeed, there will not be a payback of the investor. 

Another advantage encompasses that no interest payment is obliged which leads to more 

available cash in the firm. The downside of equity financing contains that the owner(s) has 

(have) to give up a percentage of the company which is called dilution. The consequence of 

co-ownership withholds that the profits are shared between the owners and the decision-

making process changes because a new partner has to be consulted beforehand. When the 

equity investor exercises his exit possibilities, it is likely that it will be more expensive than the 

initial amount that has been introduced in the company. Venture capitalists (VC’s) and 

business angels (BA’s) invest in equity financing of a firm but each of them operate in a 

different stage of development (Investopedia, 2012). 
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 Mezzanine financing 

Mezzanine is defined as mixed financing situated between debt financing and equity financing. 

Mezzanine financing can be used for funding corporate growth opportunities (acquisitions, 

new product lines, plant expansions,…), for company owners to take money out of the 

company for other uses or to help finance the sale of their business to the management or 

another third party (Silbernagel & Vaitkunas, 2012). Therefore, mezzanine financing is a 

possible way of financing a MBO.  A mezzanine fund is defined by EVCA (2013) as: 

‘A fund that provides (generally subordinated) debt to facilitate the financing of buyouts, 

frequently alongside a right to some of the equity upside.’  

This type of financing allows the company to raise money without selling more common stock 

and without issuing more corporate debt in the form of a subordinated loan. The loan can be 

converted into equity if the debt is not paid back within a specific period of time or under 

certain conditions (Czajkowska, 2015). The interest payment is usually higher than a bank loan 

because of the subordinate character of the loan. 

The development phase of the company influences the financing opportunities. Therefore, 

firms do not always have a choice which way of financing they receive, especially in the initial 

stages of the firm. Choices of financing are limited for the beginning companies who may not 

have assets to serve as collateral for a loan and for companies that have reached the limit of 

debt. In a later stage, companies can combine debt and equity financing to reduce the 

downside of both types. 
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2.7 Family firm 

A definition of family firms is given by Carney (2005): 

‘An enterprise in which the family is involved in the ownership and management of 

the firm and the owning family desires trans-generational control.’ 

 

Carney (2005) clarify that different types of owner and management structures exist in the 

family business. The study distinguishes family firms held by a sole owner, a mixed ownership, 

a non-family management and a mixed management. If the firm has a sole owner, the owner 

operates as CEO of the firm. A family firm can also be composed by a non-family management 

where all members of the management are outside the family except the CEO. A mixed form 

is also possible where the management is mixed with family and non-family managers plus 

the CEO who is a family member.  

 

The majority of companies all around the world are considered to be family firms (Chrisman 

et al., 2012). Ward (1997) states that despite the desire of the family owners to keep control 

of the family firm, only 30% makes the transition to the second generation and only one out 

of ten family firms make it to the third generation. This means that a lot of family firms are 

unable to transfer the firm to the family and have to sell the company to a third party. 

Management buyouts have frequently been alternatives for the sales of family firms whereby 

non-family managers get control over the company (Howorth, Westhead & Wright; 2004; 

Scholes, Wright, Westhead, Burrows & Bruining, 2007). 

The reason why MBOs have been a popular way to sell a family company withholds the 

relationship between the owners and the management. In many cases, the relationship 

between the owner and the management is seen as the closest besides family.  
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What is a family firm exactly? Westhead & Cowling (1998) identify four elements that could 

appear in a family business. A firm is considered to be a family firm if two or more elements 

listed apply. 

- The Chief Executive Officer regards the company as being a family business. 

- The majority of ordinary voting shares in the company are owned by members of the 

largest family group related by blood or marriage. 

- The management team of the company was comprised primarily of members drawn 

from the single dominant family group who owned the business. 

- The company has experienced an inter-generational ownership transaction to a 

second or later generation of family members drawn from a single dominant family 

group owning the business. 

Succession is often viewed as a negative problem that must be overcome, but it can also hold 

an opportunity for the firm (Dyck, Mauws, & Starke, 2002). One alternative way is to appoint 

a chief executive officer from outside the company and remain the owner(s) of the company. 

The nomination of a CEO may improve the management’s functioning and may introduce a 

new drive in the firm. However, this alternative holds the fact that a third party, an outsider, 

is appointed to take care of the family fortune (Neubauer & Lank, 1998). When the problem 

of succession rises, the family can choose to sell the company rather than risk a slackening of 

the company.  
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2.8 Methods of valuation  

 The DCF approach (Discounted Cash Flow) 

Götze et al. (2015) state that ‘discounted cash flow methods are classified as dynamic 

investment appraisal methods which consider more than one time period and acknowledge 

the time value of money. (…) The values of the cash flows depend on the time at which they 

take place. Therefore transformations need to be carried out either by discounting or 

compounding cash flows to compare them at specific points in time.’ (Götze, Northcott, & 

Schuster, 2015) 

‘The expected cash flows are the liquid assets that are available each year to execute 

repayments or to pay out dividends (profit + depreciations – net investments in working 

capital and fixed assets). Within this method, profit does not have any impact on the 

calculation. The discount factor shows the amount of years in which the investor want to earn 

his money back. The bigger the risk profile, the bigger the profit request, the lower the value. 

The disadvantage of the DCF method is the reliability of the prognosticated cash flow. The 

further in time, the less accurate the outcome.’ (Centrum voor Bedrijfsopvolging BV, 2016) 

The following formula is given by R. Aernoudt (2012): 

 

 𝑉𝑎𝑙𝑢𝑒𝐷𝐶𝐹 =
𝐶𝑎𝑠ℎ 𝐹𝑙𝑜𝑤 1

1+𝑖
+

𝐶𝑎𝑠ℎ 𝐹𝑙𝑜𝑤 2

(1+𝑖)2 + ⋯ +
𝐶𝑎𝑠ℎ 𝐹𝑙𝑜𝑤𝑛

(1+𝑖)𝑛 = ∑
𝐶𝑎𝑠ℎ 𝐹𝑙𝑜𝑤

𝑖
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 The Multiple approach 

‘This method is using price ratios of recently sold enterprises: the price amounts a few times 

the net yield, the gross cash flows, the gross margin or turnover, etc. The same multiples are 

used to determine the value of other, possible sellers. (…) This method has the advantage to 

be easy and fast applicable whereby it is frequently used abroad. When we apply the definition 

of value creation, we conclude that the use of multiples is basically useless for the buyer. The 

method of multiples confirms only the value that has realized by the seller of another 

company. A buyer should only be interested in the present value of the cash flows realized in 

the future by the company itself. After all a buyer is starting with opportunities. He wants to 

invest an amount of money, whether he builds up his own company with that amount of 

money or he buys an existing company that gives him at least the same value.’ (Geers, 2016) 

 ‘Multiples mostly vary from 4 for classical industries to 10 for growth industries’ (Aernoudt, 

2012). The multiple method is based on previous experiences and are different depending on 

the sector. After getting a multiple, the earnings before interest and taxes (EBITDA) have to 

be multiplied by the received multiple to calculate the value of the enterprise (Aernoudt, 

2012). 

 

 The Asset-Based approach (NAV) 

‘An asset-based approach is a type of business valuation that focuses on a company's net asset 

value, or the fair-market value of its total assets minus its total liabilities. The asset-based 

approach basically asks what it would cost to recreate the business. There is some room for 

interpretation in the asset approach in terms of deciding which of the company's assets and 

liabilities to include in the valuation, and how to measure the worth of each. 

  

http://www.investopedia.com/terms/b/business-valuation.asp
http://www.investopedia.com/terms/n/nav.asp
http://www.investopedia.com/terms/n/nav.asp
http://www.investopedia.com/terms/t/total-liabilities.asp
http://www.investopedia.com/terms/l/liability.asp
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2.9 Result of the MBO: value creation 

After determining the value of the company, different levers of value creation are analysed 

based on the analysis of Berg & Gottschalg (2004). In contrast to value capturing, value 

generation encloses financial performance improvement of the company and generates real 

gains in the value of the acquired company (Kitching, 1989; Berg & Gottshalg, 2004).  

Equity value = Valuation Multiple * Revenues * Margin – Net Debt 

The equation mentioned ut supra determines the equity value of the company. Berg & 

Gottschalg (2004) first determine the value of the firm by calculating the valuation multiple as 

discussed in the multiple method. Subsequently, the value generation elements are 

determined. The revenues, margin and level of debt determine the value creation of the 

company and are affected by the levers discussed in the next sections. 

 

 Primary Levers of value creation 

The primary levers of value creation are directly linked to financial engineering, operational 

effectiveness or strategic distinctiveness. Each of the three components will be discussed 

below in detail. 

A. Financial engineering 

 

i. Optimizing the capital structure 

A management buyout brings along a total revision of the firm. Accordingly, the optimization 

of the capital structure in order to create the optimal mix between debt and equity is 

reviewed. As the buyout company normally has to add financial means to bear the MBO 

operation, the debt/equity ratio of the firm will change. PE firms that are specialized in 

conducting buyout transactions assist the management in negotiating bank loans, bond 

underwritings, IPOs and so on.  ‘They leverage their excellent contracts in the financial 

community negotiating terms that the portfolio company would not have been able to get on 

a stand-alone basis’ (Magowan, 1989; Kaufman & Englander, 1993). 
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ii. Reducing corporate tax  

‘Corporate tax savings as a consequence of increased leverage have also been identified as 

important sources of value creation in buyout transactions’ (Lowenstein, 1985; Kaplan 1989). 

The increase in debt makes high tax-deductible interest payments necessary and provides a 

tax shield with a positive impact on cash flows (Kaplan, 1989). Similarly, the step-up book value 

of purchased assets and the subsequent application of more accelerated depreciation 

procedures may have value increasing effects as well (Kaplan, 1989). 

Financial engineering is extrinsic to the portfolio company as expertise and reputation of the 

equity investors play a major role in the minimization of the cost of capital. The financial 

structure is largely determined during the acquisition phase, but financial engineering may 

continue to play a role during the holding period. 

 

B. Increasing operational effectiveness 

Operational effectiveness is achieved through measures that enhance the overall productivity 

and effectiveness of operations. Operational effectiveness is described as the readjustment of 

the configuration of the company’s resources. In other words, a change in how the different 

available resources are put to work. Buyout literature shows that buyout transactions have a 

positive effect on the operational performance of the target companies (Kaplan, 1989; Smith, 

1990; Opler, 1992). Three different improvements are distinguished to increase operating 

margins and cash flow. The distinction is made between measures that increase operational 

effectiveness through cost cutting and margin improvements, measures that reduce the 

capital requirements and measures that remove managerial inefficiencies. 
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i. Cost cutting and margin improvements 

Measures to change the way of operations, the company’s organization and management 

with the goal to reduce costs and improve margins is the first defined operational measure 

(Wright et al., 2001). After the acquisition, the management immediately starts to tighten the 

control on corporate spending (Kaplan, 1989) and initiates a series of cost reduction programs 

(Baker, 1992). Efficiency is often achieved by analysing the core business of the firm and 

repelling other activities. As a result, outsourcing of activities plays a key role in achieving a 

higher efficiency. Another way to cut costs is to reduce the amount of overheads. Buyout 

companies typically develop a less bureaucratic structure with the decreased corporate 

overhead cost (Easterwoord et al., 1989; Butler, 2001). 

 

ii. Reducing capital requirements 

The second measure to ameliorate operational effectiveness is the increase of capital 

productivity and/or the reduction of capital requirements. Lowenstein (1985) states that 

buyouts make more efficient use of existing corporate assets by rationalizing the corporate 

operations. As a result, stricter regimes regarding capital expenditures are implemented 

leading to divestments of unnecessary or underutilized assets. 

 

iii. Removing managerial inefficiencies 

Anders (1992) shows that operational effectiveness in buyouts is achieved by replacing 

inefficient management teams. A MBO on the other hand does not apply to this statement. 

By its nature, a MBO will not be exercised if the capabilities of the management are 

questioned. However, it is possible in a MBO that not all the management members are willing 

or capable to function in a new structure.  
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C. Increasing strategic distinctiveness 

Buyouts lead to a redefinition of key strategic variables such as which exploring the market, 

which products to compete and they conduct changes in pricing, product quality, customer 

service and customer mix as well as the reorganization of distribution channels. This often 

goes along with a substantial change in resource base of the company. Through the reduction 

of the number and degree of diversity of different activities and the removal of inefficient 

cross-subsidies between different product lines increased strategic distinctiveness is achieved.  

Berg & Gottschalg (2004) also add:  

‘It has been argued, however that the times when buyouts could be viewed as solely 

emphasizing downside efficiencies are over (Wright et al., 2001). A successful exit of a buyout 

via trade sale or IPO often requires a history of strong growth (Butler, The Alchemy of LBOs, 

2001). This pushes companies to either pursue internal growth strategies and to actively strive 

for promising innovations (Wright et al., 2001) or to seek external growth through acquisitions 

of new lines of business for a an expansion of business scope in areas where distinctive 

competencies and resources are significant compared to the competition.’ (Easterwood et al., 

1989) 
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 Secondary Levers of value creation 

In contrast to primary levers, secondary levers do not effect financial performance in a direct 

way, but enhance the financial result. Two different categories are distinguished as secondary 

levers: reduction of agency costs and mentoring. 

A. Reducing Agency costs 

The agency problem is a common issue in today’s business atmosphere and can arise in every 

type of cooperative relationship with two or more individuals (Jensen & Meckling, 1976). The 

agency theory describes the potential problems that could exist between two parties in a firm. 

Commonly, there exists a contractual relationship between these parties. The management 

has the function to increase the company’s and shareholder’s value. In despite of this contract, 

it is possible that conflicts of interest and asymmetric information rise between the two 

parties (Jensen & Meckling, 1976). 

In the literature, the subject of agency costs appears as one of the main reasons for a MBO 

(Bull, 1989). Reduction of agency cost is a secondary lever of value creation because it has no 

direct effect the bottom line, as even the mere absence of agency costs does not guarantee 

success (Bull, 1989). Even though it has no direct effect, reducing the agency costs can support 

the success of a MBO. The changes in organizational structure and ownership as a result of 

the management buyout may result in an improvement of the firm’s operating performance 

(Kaplan, 1989).  

 

i. Reducing agency costs of free cash flow  

Reducing agency costs by considering the cost of free cash flow typically occurs in buyouts, 

because the firm has to engage additional sources of finance to execute the buyout. Thereby, 

debt financing is commonly used in buyouts. Adding new debt to the firm has both positive as 

negative consequences because of the leverage. Jensen (1986; 1989) emphasized that adding 

additional debt to finance the buyout leaves less space to spend an amount of free cash flow 

that is inefficiently used within the firm, because it reduces the manager’s ability to determine 

unrestrainedly over the corporate expenditures (Grossman & Hart, 1986; Smith, 1990; Stulz, 

1990). The debt burden forces the management to efficiently run the firm in order to preserve 
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from failure (Lowenstein, 1985; Jensen, 1986). Managers want to keep the firm running at all 

times, because otherwise they would lose control and have to deal with a damaged 

reputation. (Grossman & Hart, 1986). ‘Consequently, high leverage and increased default risk 

can create an incentive for managers to work harder, consume fewer perquisites4 and make 

better investment decisions, as such behaviour reduces the probability of bankruptcy.’ (Berg 

& Gottschalg, 2004) 

Additional outsourced governance coming from banks or other financial lenders form another 

positive effect of adding debt. Financial control of third parties monitors whether the 

borrowed money is allocated in a correct way or expect to achieve certain financial 

performances. These control measures mostly come in the form of covenants and repayment 

providing clear constraints for the management. 

As stated before, adding leverage can have downsides for the buyout firm as well. ‘Unforeseen 

shocks (e.g., increase in interest rates, shortfall in demand) can result in a dramatic corporate 

failure’ (Berg & Gottschalg, 2004). Therefore, the ability of the management to intervene and 

manage such situations is a necessity. Grifford Jr (2001) argues that increasing financial 

leverage can make a firm short-term oriented because of its vulnerability to financial distress 

which may lead to decline in competitiveness of the firm. Adding leverage could also affect 

project selection by managers due to managerial risk aversion meaning that a high leverage 

could cause risk-averse managers to alter their investment decision in such a way as to 

decrease the risk of the assets of the firm in order to reduce the likelihood of default 

(Holthausen & Larcker, 1996; Berg & Gottschalg, 2004). 

  

                                                     
4 an incidental payment, benefit, privilege, or advantage over and above regular income, salary, or wages 
(Dictionary, 2016) 
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ii. Improving incentive alignment  

Jensen (1989) considers buyouts as an increase of incentive alignment between the 

shareholders and the management through a combination described as the “carrot” and 

“stick” mechanism. The buyout firm provides incentives (the “carrot”) in order to align the 

interests of all parties involved and to reduce the agency conflict after the buyout (DeAngelo 

& DeAngelo, 1987). If the equity shares of the management increase after the buyout (= 

definition MBO), the different interests of the management and shareholders before the MBO 

disappear because the management owns a considerable amount of equity after the buyout. 

The change in status from manager to co-owner may lead to an increased financial 

performance of the firm, because the management will have a positive incentive to become 

more efficient and smart strategic investment decisions that have a value increasing effect 

(Phan & Hill, 1995; Weir & Laing, 1998). ‘Another motivational side effect of the construct is 

that the management finds themselves with a substantial undiversifiable equity  investment 

and their specific human capital locked into the company. This double lock-in (“the stick”) 

should give them a strong motivation to safeguard their position’ (Berg & Gottschalg, 2004; 

Thompson et al., 1992). 

 

iii. Improving monitoring and controlling 

As a consequence of the increased ownership of the management, the governance structure 

of the company changes in order to reduce agency costs through monitoring and controlling. 

‘The greater the concentration of equity in hands of the active investors encourages closer 

monitoring and leads to a more active representation in the board of directors’ (Berg & 

Gottschaltg, 2004). 
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B. Mentoring 

 

i. Restoring entrepreneurial spirit 

A lot of firms suffer from a lack of entrepreneurial spirit before the buyout. A MBO can be a 

stimulus to create a revitalization of the entrepreneurial spirit within the company. Buyout 

firms can use the MBO as a vehicle of renewal leading growth, corporate revitalization and 

strategic innovation (Wright et al., 2001). The new institutional structure, changed governance 

and interaction modes free post-buyout managers from corporate bureaucracy and of central 

importance (Lowenstein, 1985; Jensen, 1989). 

 

ii. Advising and enabling 

The financial suppliers that enable the MBO may have an impact on the operations whereas 

they can advise and support the management team. The importance for the financial supplier 

contains the fact that the loans or other forms of debt have to be repaid. By giving advice and 

supporting the company, they try to ensure the payback capacity of the firm. If the company 

has no payback capacity, the chance of failure rises meaning for the financial supplier that the 

debt will not be settled. Baker & Smith (1998) add that ‘buyout specialists bring additional 

expertise and industry experience to the new management acquired in previous transaction 

in which they participated, which constitutes a case of knowledge transfer from the new 

owners to the target company’. Another valuable source of value generation is the network 

in the industry of the buyout supplier. If the company is searching for a business partner or 

for potential targets, the buyout supplier his contacts may be an important success factor for 

the buyout company.  
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2.10  Timetable 

In the case, the pre-MBO and post-MBO phase contain exercises with PE funds. In order to 

comprehend the process of attracting a PE fund, a timetable is with the different phases is 

designed. The search for PE funds withholds different stages that can be distinguished by four 

phases. 

The first and second phase is the preparation of documents to make the buyout possible and 

to target purchasers. An advisor has to be selected to support the vendor by providing legal 

advice about the transaction process. After the moment the list of potential buyers is 

composed, a non-disclosure agreement (NDA) is concluded between the parties. The NDA 

prescribes that the business information shared with the different parties is confidential and 

should not be made available to the general public (Investopedia, 2016). The information 

memorandum (IM) provides ‘a detailed description of the business and its operations, a 

summary of the industry and opportunities within the market, financial information including 

analysis of historical results and future projections and summarizes the auction process 

including the timing.’ (Divestopedia, 2016) After this phase, the interested parties can declare 

a non-binding offer. The selected parties subsequently receive the information provided in the 

data room5.  

In the third phase, a selection is made of potential buyers who are ranked according to the 

indicative bids. After taking place of exploring conversations and signing the NDA, the letter 

of intent (LOI) is formulated where the conditions of the agreement are exposed 

(Ondernemingsrecht, 2016). The due diligence phase subsequently takes place to check all 

details of the transactions are correct and that all the given information in previous phases is 

made available. The Sale and Purchase Agreement (SPA) is disclosed after a successful due 

diligence and is the last phase before the execution of the sale.  

The fourth phase is the final phase where the final negotiations take place and the signing and 

announcement are concluded.   

                                                     
5 ‘the traditional or virtual place where the company places copies of the financial, legal and business 
documents that define the history and future of the company for prospective investors to review prior to 
submitting a formal offer.’ (Room, 2016) 
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3.  METHODOLOGY 

This paper provides information about the process of a management buyout in the broadest 

sense by the means of a case study. Whereas theory usually highlights certain topics of several 

buyouts, this study focuses on only one case study but reflects all the aspects involved in the 

MBO process.  The case study will be analysed according to the structure as reflected in the 

first part of this paper.  

Qualitative information is used to provide evidence of the MBO case. A qualitative case study 

is carried out to explore the ‘why’ and ‘how’ the management and other parties proceed along 

the MBO process. The main advantages of qualitative data comprehend the rich contextual 

evidence surrounding sensitive issues and it can provide the meanings to the process that 

have not previously been explored in depth (Eisenhardt, 1989; Howorth, Westhead, Wright, 

2004). 

The search for a suitable case study started off with a global search in newspapers, the 

personal and professional network of the researchers, sources mentioned in the literature and 

a search on the internet. The tools of the University of Ghent provide a database6 of Flemish 

newspaper articles and magazines that facilitated the search for MBO cases. After assembling 

the various case studies by different sources, potential case studies were distinguished. A 

requirement of the case study was the feasibility to interview the management face-to-face. 

Therefore, the range of potential cases was limited to Flanders, Belgium. This selection of 

companies was contacted by e-mail to test the willingness to cooperate for this research. 

Another criterion withholds that the buyout has to be completed at least a couple of years 

ago in order to analyse the difference between the pre-MBO and post-MBO phase. Based on 

those three criterions, the case study expound in this paper was selected.  

  

                                                     
6 GoPress Academic, Universiteit Gent (http://academic.gopress.be/nl/vowb-login)  

http://academic.gopress.be/nl/vowb-login
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The qualitative data was gathered by the means of three interviews based on theoretical 

constructions that were identified ex ante from the literature. These theoretical constructions 

resulted in the literature study clarified in the first part of this paper. The information gathered 

from the face-to-face interviews encloses the description of the situation before the MBO 

decision, the different opportunities that were considered, the motivations to execute the 

MBO, the deal-making process and the performance of the firm after the MBO. The purpose 

of the first interview was to explore the willingness of the company to provide the necessary 

information to support the analysis and receive information about the MBO. The posed 

questions were related to the gathered information about the MBO found online and about 

the theoretical constructions.  The second interview was based on the information assembled 

on the first interview and quantitative data as explained ut infra, which made it possible to go 

more in depth on some specific elements. Because of the permanent changing circumstances 

of the firm, it was necessary to do a third interview to track the state of affairs. The interviews 

lasted between 1 and 2 hours and were held with the current CEO of the company, Tony 

Young, who was involved in the whole MBO process.  

As the situation made it impossible to interview the previous family owners, other parties that 

were involved in the MBO process were contacted in order to confirm the information 

gathered from the company. The first source to confirm the information was the responsible 

person of the audit and consultancy firm that was involved from the beginning in the MBO 

process. A second source to confirm the information is the financer and advisor of the first 

MBO phase. This ensures the validity of the information gathered from the company. 

Beside qualitative data, official documents from the firm were received as information for the 

case study. These document are strictly private and confidential and therefore are not 

included in the annex of the paper. The research papers are the official sources used to 

document the MBO and withhold important decision-making information. The figures and 

numbers used in the paper to document the statements are reproduced in cooperation with 

the relevant company. 
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The case study is given a fictitious name to preserve confidentiality. This measure is conducted 

to concentrate on the case study itself without harming any of the involved key figures. It is 

important to note that all the names cited in this paper are also totally fictitious. The names 

were selected from an online tool7 that creates combinations of names and do not refer to a 

specific person. Sometimes situations will be described to characterize a situation the 

company finds itself in or a certain feature of a person. Again, these situations will be 

transformed into a shape in which the involved key figures would not identify the specific 

situation. The transformation is implied to protect confidentiality but strives to reflect a similar 

situation to sketch an adequate image. 

                                                     
7 Behind the Name, the etymology and history of first names (http://www.behindthename.com/) 

http://www.behindthename.com/
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4. Case study 

4.1 General information8  

PRINCE is a company founded in the mid-eighties in Flanders, active in the European packaging 

industry, which is transforming to a more consolidated market. The company employs more 

than 450 people across different sites and countries. PRINCE achieved a turnover of 85,2 

million EUR in 2013. 

The ownership structure changed through the years as in many other firms. As showed in 

figure 5, the company was founded by Tommy Seymour and David McQueen. The ownership 

was not equally divided as Tommy Seymour held 20% of the shares and David McQueen held 

80% of the shares. Very soon after the start-up, Albert Smith acquired the shares of David 

McQueen. The firm was led by Tommy Seymour on a daily basis, while Albert Smith was never 

involved in the operations of the firm.  

Near the turn of the century, Albert Smith acquired the remaining 20% of the company and 

transferred full control to his children, Keith and Jules Smith. Both children received 50% of 

the shares as graphically shown in figure 5 (event 4). Keith and Jules reached an agreement to 

step down from the original partition of the shares resulting in a situation where Keith owned 

65 % of the shares and Jules 35%. Albert appointed an interim CEO, because he thought time 

was not right for his children to lead the firm. The interim CEO was only part-time busy with 

PRINCE related work as he had other commitments. After three years, the CFO, the former 

Chief Financial Officer and financial advisor/accountant, Fred Miller, was of the opinion that 

he could fulfill the task of CEO himself as he was already doing much of the work. An 

amendment to the Statutes had to be negotiated in order to discharge the interim CEO. 

Therefore, Fred Miller connected with Keith Smith to make this possible. The interim CEO was 

dismissed, but instead of appointing the CFO, Keith Smith himself took the position of CEO. In 

practice however, his CFO took the function of CEO on his side, because Keith was never 

present in the company. The changes in the positions of CEO and CFO are graphically displayed 

in figure 4. 

                                                     
8 An overview of the key players and their functions within the case study is included in annex 6. 
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Figure 5 reproduces the change in ownership proportions through time. Four events are 

graphically exposed: the foundation of the company, the introduction of the Smith family in 

the firm, the full ownership of the Smith family and the partition between Jules and Keith 

Smith. The final event reflects the situation of PRINCE before the MBO executed in 2013. 

The management team consisted of 5 members with Keith Smith as leader and is graphically 

exposed in figure 3.   

 

 

 

 

 

Figure 3: Management structure before MBO 

 

 

 

 

Figure 4: Position of CEO and CFO through time 
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Figure 5: Evolution of the shares ('80-'00)
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4.2 Family firm 

A recapitulation of the definition of family firms by Carney (2005) is made to identify whether 

the conditions are fulfilled to talk about a family firm. 

‘An enterprise in which the family is involved in the ownership and management of the firm 

and the owning family desires trans-generational control’ (Carney, 2005). 

In the PRINCE case, the Smith family is involved in the company ever since the beginning of 

the firm. Even though the Smith family did not found the company, it is possible to identify 

the family as the owners and management of the firm. Less than a year after the start-up, the 

Smith family entered the company leaving one of the original founders with 20% of the shares. 

From that moment on until the MBO operation in 2013, the Smith family was majority 

shareholder of PRINCE. The equity held by the family ranged between 80 and 100 percent 

through time.  

The definition of Carney (2005) leaves room for interpretation and is therefore found to be 

too shallow. West & Cowling (1998) enumerate four elements to identify family firms. A firm 

is considered to be a family firm if at least two of the four elements apply to the firm: 

- The Chief Executive Officer regards the company as being a family business. 

- The majority of ordinary voting shares in the company are owned by members of the 

largest family group related by blood or marriage. 

- The management team of the company was comprised primarily of members drawn 

from the single dominant family group who owned the business. 

- The company has experienced an inter-generational ownership transaction to a 

second or later generation of family members drawn from a single dominant family 

group owning the business. 
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The CEO at the time of the MBO, Keith Smith, is a member of the family that led the firm from 

the start. The question was asked to the current CEO, Tony Young, whether he considers 

PRINCE as a family firm. He answered as followed: 

 ‘I believe that it is possible to talk about a family business if the majority of the shares is in the 

hands of one family that is involved in the day-to-day business. If the CEO is solicited externally 

and nobody of the family is involved in the daily operations, then it is just a financer. The Smith 

family held the majority of the shares and was involved in the day-to-day business as Keith 

Smith was CEO. Even though he (Keith Smith) did not fulfill his duties as CEO, he had the title. 

Therefore, I believe that PRINCE is a family business in the broadest sense of the word.’ 

The second condition of the definition is also fulfilled because 100% of the ordinary voting 

shares are owned by Keith and Jules Smith until the moment of MBO.  

The third condition however is not fulfilled because the management team of the company 

was not comprised primarily of members drawn from the dominant family group. The 

management was appointed by Tommy Seymour as he was leading the firm on a daily basis. 

Albert Smith was, as noted before, not involved in the daily management of the firm even 

though he held the majority of the shares. Therefore, there could be argued that Albert was 

more a financer instead of an active member of a family firm. Tony Young considers Albert 

Smith more as a business angel (BA) because he was a silent partner.  

The fourth condition is fulfilled because there occurred an inter-generational ownership 

transaction to the second generation of family members as Albert passed on his shares to his 

children.  
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When all elements are taken into account, it is clear that PRINCE is a family firm held by the 

Smith family until the MBO transaction. Even though Albert Smith is considered to be a 

business angel, the inter-generational ownership transaction has led to the appointment of 

Keith Smith as CEO. From that moment on, the family was represented in the day-to-day 

operations of the firm. As the current CEO considers PRINCE as a family firm, the family held 

the majority of the shares since the beginning and there occurred an inter-generational 

transaction of ownership to the following generation, three of the four conditions are fulfilled 

to talk about a family firm.  

Carney (2005) distinguished different types of owner and management structures in family 

businesses. Family firms held by a sole owner, a mixed-ownership, a non-family management 

and a mixed management. As different events occurred, the ownership and management 

structures often changed. The overview ut infra indicates the different types of ownership and 

management structures that apply to PRINCE and refers to the events in figure 5: 

- Foundation (event 1): No ownership, non-family management 

- Albert Smith acquires 80% (event 2): Mixed ownership, non-family management 

- Albert Smith owns 100% (event 3): Sole ownership, non-family management 

- Albert Smith transfers control (event 4): Sole ownership, non-family management 

- After the interim CEO was fired, Keith Smith was appointed as CEO leading to a new 

situation: Sole ownership, mixed-management. 

 

These events affected the ownership and management structure until the moment of the 

execution of the MBO. As mentioned in the literature, a MBO operation is characterized by a 

significant gain of shares and will thereby redistribute the scenery. During the different stages 

of the MBO, the changes in ownership and management will be reported and referred to this 

paragraph.  
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4.3 Pre-MBO phase 

 The turning-point 

After the appointment of Keith Smith (as mentioned in the general information on page 44), 

the mismanagement of PRINCE began to affect the enterprise. A big list with lack of 

management issues rose. Keith’s advisor and CFO, Fred Miller, took the responsibility of CEO 

on his side but he did not get any satisfaction or remuneration for his work. He could no longer 

resist this kind of management and decided to quit. In 2007, a new CFO, Tony Young, was 

appointed by a recruitment (figure 4). In the first months, Tony Young noticed several 

corporate governance9 imperfections. After his appointment, Tony Young took, just as his 

predecessor,  a part of the responsibilities of the CEO on his side 

The bad results in 2012 were the incentive for the management to pursue a different strategy.  

Tony Young, the leading manager, was planning meetings with several external parties to 

negotiate about potential deals that will be explained in the next chapters. The management 

was looking for possibilities that could ensure the future of PRINCE. Consolidation could be a 

solution to solve the corporate governance issues, due to a new management structure. Tony 

Young states that there was a possibility to create value with mergers. The management of 

PRINCE was working on a buy-and-build strategy10.  

  

                                                     
9 A definition according to the OECD (The Organization for Economic Co-operation and Development) states 
that corporate governance structure describes the distribution of rights and responsibilities between the 
various actors in the lifecycle of the company, such as the board of directors, executives, shareholders and 
other stakeholders (Economie, 2016) 
10 ‘A buy and build strategy is typically deployed by private equity to generate value and increase their returns. 
It entails buying a platform company with established management and systems, and leveraging off this company 
to acquire subsequent tuck-in acquisitions.’ (Investopedia, 2016)  
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A.T. Kearney (2007) defines buy-and-build strategy as follows:  

‘Buy and build aims to identify and execute so-called add-ons to the initial platform 

investment. These add-ons might include M&As, joint venture partnerships, R&D or 

sales alliances and licensing, but can also be the result of product line extensions and 

diversification driven in-house. It can also be useful to participate in geographic or 

product market consolidation and industry restructuring. (…) The key to a successful 

buy and build strategy is to enhance margins by improving competitive position (for 

example, gaining a better bargaining position in pricing and sourcing) and harnessing 

the scale effects in internal operations. Other value enhancement levers include 

tapping cross selling and branding potential; growth from geographic expansion and 

new products; partnering and new business model strategies; and comprehensive post-

merger integration programs. (…) Buy and build initiatives involve comparatively more 

risk, which can be mitigated by careful planning and program management, including 

risk management. (…) This strategy’s positive effects on employment are mainly the 

result of acquiring existing jobs. However, with higher penetration of existing markets 

and entry into new markets or regions, new jobs are typically created as well.’ (Kearney, 

2007) 

  



52 
 

PRINCE is planning to extend on its buy-and-build strategy since the management is convinced 

of becoming a key player in a consolidated11 market. Furthermore the company could already 

rely on some experience of acquisitions and integration exercises in the past (last acquisition 

in 2011). The company is constantly looking for targets and partnerships given the direct 

synergies: 

- Sales: additional sales through market leadership and cross sales of various products. 

- Organisational: to save on redundant management functions and headcount through 

optimisation of the back office functions. 

- Purchasing: commercial discounts for volume contracts and cash discounts for raw 

materials purchases. 

- Production: reduction of inefficiencies through know-how sharing and processing cost 

savings. 

- Tax: tax optimisation through geographical spread. 

Several consolidation possibilities were present in the market. A few enterprises were 

interested in a possible takeover. PRINCE received an acquisition offer from their current 

competitor, an interesting offer in the eyes of the management of PRINCE. On the other hand, 

Keith Smith was not fully convinced of the buy-and-build strategy. He did not want his shares 

to dilute12 and made a proposal to get out by selling his shares. After a meeting of the board, 

Keith Smith gave the mandate to find a possible purchaser for his shares. 

In 2013, an audit and consultancy company assisted by the current management team 

composed two cases, one with a Canadian private equity fund and a second one with an 

American private equity fund to consolidate the market. Tony Young gave the assignment to 

the private equity fund in order to set up a proposal for a possible cooperation in the future. 

The projects will be described in the next sections. The plans show the willingness of PRINCE 

to consolidate the market. Despite that willingness, none of these plans have led to an 

effective result. 

                                                     
11 ‘Consolidation also refers to the merger and acquisition of smaller companies into larger companies. A 
consolidation, however, differs from a merger in that the consolidated companies could also result in a new 
entity, whereas in a merger one company absorbs the other and remains in existence while the other is 
dissolved.’ (Investopedia, 2016) 
12 ‘… a reduction in the ownership percentage of a share of stock caused by the issuance of new stock. When 
the number of shares outstanding increases, each existing stockholder will own a smaller, or diluted, 
percentage of the company, making each share less valuable.’ (Investopedia, 2016)  

http://www.investopedia.com/terms/m/merger.asp
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 The Canadian project 

The consultancy firm came with a plan to find a private equity fund to set up a Newco. The 

New Company unites three companies, namely PRINCE, Stanley13 and OSS14. A pan-European 

coverage will enable the Newco to supply existing customers across Europe and to acquire 

new customers who are looking for one supplier.  

 

A. Organizational structure of the Newco 

Triggered by potential synergies, the majority shareholder of the Canadian party together with 

the majority shareholder and management of PRINCE decided to join forces as it might 

increase the market share and profitability. By forming a new pan-European group, the Newco 

would be better positioned to support and accelerate the realization of the growth ambitions 

at the beginning of an era where the packaging industry is becoming increasingly important.  

The Board of Directors and the management team of the New Company would be different 

from the Board of Directors and management of PRINCE as it encloses the three initial 

companies. The Board of Directors would consist of 6 directors: Brad Kinney (the CEO of 

Stanley), Keith Smith, Tony Young, two representatives delegated by Brad Kinney and one 

representative delegated by a private equity investor (27% of the equity stake). The key 

management (figure 6) would exist of 6 members including Brad Kinney, Tony Young and Will 

Terry, leaving 3 other positions to be discussed.   

  

                                                     
13 Stanley is a Canadian packaging company led by CEO Brad Kinney. 
14 OSS is a packaging company, owned by investors in the USA. 
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The Executive Board of Directors would possess the veto right for: 

- the distribution of dividends 

- the divestitures or acquisitions outside of the business plan 

- the investments exceeding 10% of gross assets of the Newco 

- concluding, amending, terminating contracts with the shareholders 

An agreement for a standstill of 3 years after the incorporation of the Newco would be 

concluded to ensure the start-up and continuity of the company. After this time period, the 

shareholders would have the possibility to negotiate a potential (joint) exit. 

 

Figure 6: Key management pre-MBO phase 
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B. Potential synergies 

During the process, the consulting firm expected to generate several synergies. First, there 

would exists an optimisation in Selling, General and Administrative expenses15 (SG&A’s). SG&A 

is a measure used in Anglo-Saxon countries and is derived from the income statement. This 

synergy would lead to an increase in buying power, reduce price pressure, broader product 

portfolio, centralise sales department, save transportation costs by combining products for 

shipments, etc. Annex 1 (the impact of different synergies on the cash) shows the potential 

impact of the different forms of synergies for each component individually. 

A second synergy would be the legal restructuring and tax optimisation. The company would 

strive for a transparent corporate structure by liquidating non-operational (holding) 

companies. Additionally, the optimisation of the tax expenses through geographical spread 

and the use of deferred tax losses would be pursued.  

Another synergy would be re-engineering and relocation. This would involve new and 

improved technology, faster equipment and a relocation of current customer businesses near 

the closest manufacturing facility to reduce transportation, logistics costs and the re-purpose 

“labour intensive” manufactured products to low labour cost facilities.  

The fourth synergy would be the optimisation of the manufacturing footprint, which involves 

workforce reductions and efficiency improvements, and the shutdown of several plants where 

there exists a “double offer”. 

A fifth and last synergy withholds the sale of assets. These are synergies related to (one-off) 

sale of non-core assets or entities by the Newco. 

The impact of these synergies are predicted by the consultancy company that facilitated the 

project. As shown in figure 7 to 9, the potential impact is illustrated by the difference between 

the situation excluding synergies compared to the situation including synergies.

                                                     
15 Selling, general and administrative expenses are reported on the income statement, it is the sum of all direct 
and indirect selling expenses and all general and administrative expenses of a company. Direct selling expenses 
are expenses that can be directly linked to the sale of a specific unit such as credit, warranty and advertising 
expenses. Indirect selling expenses are expenses which cannot be directly linked to the sale of a specific unit, but 
which are proportionally allocated to all units sold during a certain period, such as telephone, interest and postal 
charges. General and administrative expenses include salaries of non-sales personnel, rent, heat and lights.’ 
(Investopedia, 2016) 



56 
 

Figure 7: Impact of synergies on Free Cash Flow after Taxes (in EUR) 

Figure 9: Impact of synergies on sales (in EUR) 

Figure 8: Impact of synergies on REBITDA (in EUR) 
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C. Newco: financial structure 2013  

In k EUR Key Financials  Multiple Valuation  

PRINCE EBITDA16 5.500 7 Enterprise value 38.500 

 NFD17 19.830  Equity value 19.595 

 Non-operational 
assets: 

925    

Stanley EBITDA 3.000 6.5 Enterprise value 19.500 

 NFD 0  Equity value 19.500 

OSS EBITDA - / Net book value: 32.534 

 NFD 0  Equity value 17.000 

Table 1: initial valuation of PRINCE 2013 (in k EUR) 

As seen in the literature, the multiple approach (p.31), the following formulas enable to 

calculate the valuation of the firm using the multiple approach.  

 

Enterprise value = multiple x EBITDA 

Equity value = Enterprise value – NFD (+ Non-operational assets) 

Net book value = Costs of assets – Accumulated depreciations 

 

  

                                                     
16 ‘EBITDA is essentially net income with interest, taxes, depreciation, and amortization added back to it, and can 
be used to analyze and compare profitability between companies and industries because it eliminates the effects 
of financing and accounting decisions.’ (Investopedia, 2016)  

17 ‘net financial debt shows a business’s overall financial situation by subtracting the total value of a company’s 
liabilities and debts from the total value of its cash, cash equivalents and other liquid assets, a process called 
netting. All the information necessary to determine a company’s net debt can be found on its balance sheet. 
Net debt = (Short term debt + long term debt) – cash and cash equivalents.’ (Investopedia, 2016)  

http://www.investopedia.com/terms/n/netincome.asp
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The numbers are obtained by a confidential report connected to the takeover project. The 

enterprise value amounts to 7 times the EBITDA (= 5.500 k EUR). The enterprise value minus 

the net financial debt of 19.830 k EUR plus the non-operational assets of 925 k EUR gives us 

the equity or shareholders value of 19.595 k EUR. The multiple of PRINCE is 0,5 higher than 

Stanley due to scale of business and strong management18.  

 

The net financial debt is calculated as followed in table 2: 

Reported NFD PRINCE (15.915) 

Other adjustments 788 

Total NFD (excluding leases) (15.127) 

Financial leases (4.703) 

Total NFD PRINCE (19.830) 

Table 2: NFD, June '12 figures (in k EUR) 

 

Using these values, the value of the net debt/EBITDA ratio19 is determined at 3,6. The ratio 

shows that the company would need 3,6 years to pay back its debt. 

  

                                                     
18 Input from confidential presentation.  
19  ‘The debt to EBITDA ratio is a measurement of leverage (…) The net debt to EBITDA ratio is a debt ratio that 

shows how many years it would take for a company to pay back its debt if net debt and EBITDA are held constant. 
If a company has more cash than debt, the ratio can be negative.’ (Investopedia, 2016)  
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The balance sheet of the Newco would be presented as followed in figure 10: 

Forecasted Balance Sheet of the Newco 

Uses of funds Sources of funds 

Cash -   

Shares Stanley 19.500 Equity 40.000 

Shares OSS 17.000 Equity Kinney 55% 22.000 

Working capital 10.400 Equity K. Smith 15% 6.150 

Fixed Assets 6.600 Equity Prince 3% 1.000 

Shares Prince 19.595 Equity PE fund 27% 10.850 

Other uses of funds     

Transaction fees & expenses 1.500   

Contingency 3.000   

Total acquisition costs 60.595 Acquisition financing 20.595 

Free cash flow 2013 1.805 Bridge financing 1.805 

Total 62.400 Total 62.400 

Figure 10: Forecasted balance sheet of the Newco (in k EUR) 

 

After analysing the balance sheet of the new company, we can state that the needed financing 

for the acquisition amounts to 20.595 EUR. The bridge financing would be 1.805 EUR. The non-

financial disclosure amounts to 15.127 EUR (excluding leases), which pins down the total 

financial need on 37.527 EUR. This financial gap has to be filled by an extern bank loan or 

another private equity investor.  
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D.  Newco: financing 

Private equity 

The consultancy company formulated several assumptions in association with the private 

equity. They state that there is need for a financial sponsor to strengthen the capital structure. 

Brad Kinney, the CEO of Stanley, would invest in the company by acquiring an equity stake of 

55%. Keith Smith as well as the management would invest in the share capital of the Newco. 

The organizational structure would be constructed as shown in figure 11. As discussed in the 

previous section, Keith Smith was not fully convinced to consolidate. Keith was doubting 

between the option to sell all his shares or keep an amount invested in the Newco. Eventually, 

he decided to invest in the project by achieving 15% of the Newco’s shares. 

The leverage capacity of the group depends on the underlying financial needs. A target 

ownership stake of 25% plus 1 will be requested. The total expected investment of the 

financial partner would amount to approximately 10 million EUR. 

Bank Financing 

The consultancy company emphasises the need of additional bank financing. They made the 

following assumptions: 

- Fair market value of PRINCE’s real estate estimated at more than 44 million EUR. 

- Real estate assets of OSS in Belgium with a potential asset-sale leaseback for benefits 

of 10 million EUR.  

- Market value of real estate assets offers opportunity for higher financial leverage 

- Strong bankable shareholders of Newco with thorough industry knowledge leading the 

consolidation exercise. 

In order to complete the merger of PRINCE, OSS and Stanley, additional bank debts are 

required. In order to finance the working capital and the integration of the pan, acquisition 

fees are expected to amount up to 1,5 million EUR. 
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Figure 11: Organisational structure pre-MBO 
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Termination of the plan 

The first reason of the termination of the project was a lack of equity. The Canadian 

entrepreneur would take over PRINCE together with OSS. The three companies would form 

one group. The Canadian party only wanted to contribute with his own company, but 

additional financial resources were needed to take over the other two companies (OSS and 

Prince). They went through a whole procedure as shown on the timetable (p.40). First, the 

letter of intent was signed, which still leaves space to withdraw the agreement. After that 

agreement, the due diligence was executed. The due diligence report evaluates the target 

company and its assets before executing an acquisition. The next step was creating a data 

room with the required information of the different companies. At the same time, the 

consultancy firm executed expert sessions and site visits in the involved enterprises. The next 

step in the progress was signing a sale and purchase agreement (SPA). The SPA is an 

agreement for closing the financing resources. Thereby, they found out that there was a 

necessity for additional funds. (Annex 4: Time table January 2013) 

With the new group, the directors went to the bank. Tony Young engaged to participate with 

an amount of 1 million EUR. The bank stated that the leverage was too high and demanded a 

capital raise. Tony Young was not willing to raise his contribution. A last solution would be that 

the Canadian party introduced a contribution by the means of private equity. After a meeting, 

the Canadian party confessed that he did not have the needed financial resources to 

contribute to the equity. Tony Young believes that he intended to get rid of his European 

enterprises by introducing them in the Newco. As the Canadian could not bring extra equity 

in the project , the plans were worthless. As result of this situation, PRINCE needed the release 

of the contract (SPA) before the management could start a new project. After the meeting, 

the Canadian gave the permission to release the involved parties from the agreement.  
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 The American project  

After missing out the first Canadian deal, at the end of May 2013, the management team of 

PRINCE was searching for other possible partners to cooperate with in the future. After 

analyzing several opportunities, an American private equity fund was selected to cooperate 

with. The private equity fund was known as a big player in the American market and was 

interested to cooperate with PRINCE and OSS. In contrast to the previous project, this proposal 

only survived a limited period of time. The American party started to negotiate about the 

takeover price and needed to convince two parties: OSS and PRINCE.  

After a broad buyers due diligence (BDD), they reached the SPA phase. The parties never came 

to the signing of the SPA for this operation. The American party reached an agreement on the 

price with PRINCE, but not with OSS. Once again, the plan was not carried out because the 

other party (OSS) failed to reach an agreement about the takeover price. Even when Tony 

Young expressed his trust in the project by participating with one million EUR, the negotiations 

did not work out as expected.  
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4.4 MBO phase 

After the termination of previous plans in November 2013, there were no solutions left to save 

the company. Despite the efforts shown in the pre-MBO phase, PRINCE was not able to 

conclude a deal. The management saw future possibilities within the firm and knew which 

weaknesses had to be handled. Therefore, the management team would not let PRINCE go 

into failure. Because Keith Smith was willing to sell his shares, the management came up with 

the proposal to take over his shares. There was no need to cooperate with a private equity 

fund as the acquisition price of PRINCE had fallen substantially. The management team could 

use own resources to finance the takeover. With that reason, the management team took 

their responsibility and composed a specific proposal to execute a MBO. 
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 Structure of the MBO 

First phase of the buyout 

In the first part of this paper, a distinction is made of six possible structures of buyouts 

according the theory formulated by Hanney (1986). The structure is equivalent to the first 

structure in the literature. The MBO was structured by the purchase of the target by a Newco 

from existing shareholders. The management launched a new company to buy the shares of 

the leaving CEO and shareholder, Keith Smith. The pre-MBO group structure as graphically 

shown in figure 5 (event 4) changes to a new form where a vehicle is created above the existing 

group structure, as shown in figure 12. In this specific case, the Newco is called PRINCE Holding 

PLC. A holding company is defined as:  

‘… a parent corporation, limited liability company or limited partnership that owns enough 

voting stock in another company to control its policies and management. A holding company 

exists for the sole purpose of controlling another company, which might also be a corporation, 

limited partnership or limited liability company, rather than for the purpose of producing its 

own goods or services. Holding companies also exist for the purpose of owning property such 

as real estate, patents, trademarks, stocks and other assets. If a business is 100% owned by a 

holding company, it is called a wholly owned subsidiary.’ (Investopedia, 2016) 

As can be deducted from the definition, the purpose of a holding company solely exist of 

controlling another company. In this case, PRINCE Holding PLC is created to control PRINCE 

PLC, which is the operational company that produces goods and services. PRINCE Holding PLC 

owns 100% of the shares of PRINCE PLC meaning that PRINCE PLC is a fully owned subsidiary. 

The definition of a MBO states that a substantial equity stake has to be acquired by the 

company. In comparison with the pre-MBO situation, the management acquires 40 % of the 

company.  
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Figure 12: First phase of MBO
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Figure 13: First phase of MBO (majority ownership) 
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As graphically illustrated in figure 12, the 65% share of Keith Smith in PRINCE PLC is sold to 

PRINCE Holding PLC. The shares of the holding are divided between three parties: Jules Smith, 

the management and a third party. 

- Jules Smith held 35% of the shares before the MBO, but the transaction led to an 

increase of shares in the Holding up to 41%.  

- The management acquires 40% of the total shares. The number of shares is however 

not equally distributed. Current CEO Tony Young owns 32 % percent, leaving 8 % for 

the other members of the management (figure 13). 

 

- The third party captured in the ownership structure is an ex-wife of Keith Smith. The 

shares were donated to his wife during the marriage with a clause defining that Keith 

could buy the shares back at a certain price determined by an expert if they would 

divorce. After the divorce, the ex-wife wanted Keith to buy-back the shares, but Keith 

was unable to pay the shares as he had insufficient resources at that moment. The ex-

wife had to make the choice between a judicial procedure with Keith or holding on to 

the shares. Eventually, Tony Young convinced the ex-wife to hold on to her shares and 

concluded a settlement agreement. Tony Young and the ex-wife engaged an 

association of mutual understanding where they had the majority of the shares as Tony 

Young (32%)  and the ex-wife (19%) together own 51% of the shares as showed in 

figure 13. 

 

After the purchase of Keith Smith his shares by the management, Jules Smith was the only 

remaining member of the family firm as shareholder of the company with a stake of 41%. Jules 

was not active in the day-to-day business which leads to a changed ownership and 

management structure as defined by Carney (2005).  From the moment of the first phase of 

the buyout, PRINCE was no longer seen as a family firm because the CEO was no longer a 

member of the Smith family.  
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The new management structure in figure 14 shows the replacement of Keith Smith as CEO by 

CFO, Tony Young. 

Figure 14: Management structure after the MBO 
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Second phase of the buyout 

After acquiring the shares of Keith Smith, the only member left of the family firm is Jules Smith. 

Even though Jules was not involved in the day-to-day business, he still was minority 

shareholder owning 41% of the shares. Because Jules did not have a real connection with the 

firm, he chose to sell his shares at the end of 2015. The management had the right of pre-

emption, meaning that they were the first party that was able to buy the shares before 

another party. The management and the third party made an offer that was refused by Jules 

Smith. Jules wanted to get 50% more than the bid, but the management was not able to meet 

the needs at that time and asked a time span of six months to find the additional financial 

resources. A call-option to buy the shares was concluded between the management and Jules. 

By this agreement, the management had the right to take over his shares at a predetermined 

price. The management was searching for funding to refinance the buyout of Jules by PE funds 

or other parties. In March 2016, the call-option was exercised and the shares were bought by 

the management. A month later, April 2016, a binding offer to refinance the transaction was 

concluded with a PE fund which is discussed in the post-MBO phase on p.91.  

The situation and closing of the transaction between Jules, the management and the third 

party concludes the MBO operation (phase 2). Figure 15 gives a graphical overview of the 

situation in March 2016. As can be derived from the table 3, the other parties, which were 

involved in the previous buyout of Keith Smith, bought the shares of Jules. The 41% stake of 

Jules now is redistributed in a stake of 54% for Tony Young, 14% for the management and 32% 

for the third party. The three parties more or less respected the partition that was agreed 

upon by the takeover of Keith his shares. 

To prove this, subjoined table has been produced: 

Tony Young, the management and the third 
party together own 59% of the firm. The 
mutual partition is (sum 100%):  

Tony Young: 32% / 59% = 54,24 % 

Management: 8% / 59% = 13,56% 

Third Party: 19% / 59% = 32,20% 

Table 3: Situation before and after second phase MBO 
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As the final situation of the MBO contains three different parties by which none is related to 

the Smith family, the firm can no longer be defined as a family firm. The Smith family 

participates no longer in the capital of the firm and is not active in the day-to-day management 

since the buyout of Keith Smith.  

 

Different underlying reasons formed the basis of the MBO operation. The next section will 

explain the reasons more in detail. The reasons are related with each other and amplify the 

necessity to react.  
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Figure 15: Second phase buyout 
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 Reasons to execute the MBO 

4.4.2.1 Reasons of the management 

Corporate Governance problems 

Within corporate governance, the agency problem is a common issue in the current business 

situation. As seen in the literature, the agency theory describes the potential problems that 

could exist between two parties in a firm. Commonly, there exists a contractual relationship 

between these parties (Jensen & Meckling, 1976). Companies have to take care of this 

problem to avoid a situation where the management takes decisions for their own personal 

wealth, instead of the interests of the company. Specifically, the interests of the company are 

represented by the shareholders. 

 

After the analysis of the PRINCE case, the conclusion can be made that the management is 

taking decisions regarding the wealth of the company. The owners on the other hand were 

using the company for their own interests instead of the managers.  

Several corporate governance issues were causing problems such as: 

- Undeclared work 

- Registering people who did not even work in the company 

- Mixing private and business costs 

- Excessive remunerations 

- Etc. 

Both owners, responsible for the daily management within the company, were remunerated 

an excessive salary without fulfilling the duties linked to the function or even without being 

present in the company. In contradiction with the former CFO, Fred Miller, there was no 

problem with the manager’s remunerations. According to Tony Young, the management 

received a correct payment for their work, competences and seniority.  

As a result of these corporate governance issues, the banks were not enthusiastic to give 

additional loans to PRINCE. Therefore, PRINCE was unable to pay out the annual bonuses, 

which reinforced the negative atmosphere. 
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Lack of control mechanisms   

The owners, Keith and Jules Smith, were not interested in the operations of their business. ‘In 

se’ they were involved in the operational management, but ‘de facto’ they never executed 

their functions as expected. As a result, there was no supervision of the management. In other 

companies, the board of directors executes the control mechanism. In case of PRINCE there 

was even no board. There only existed a board of directors on paper, but in reality they never 

held meetings. 

As seen in the literature, Chrisman et al. (2012) state that firms are more likely to avoid control 

mechanism costs and prefer to take more risk of the potential residual losses from the 

uncontrolled opportunism. This is applicable to PRINCE that disregarded the use of control 

systems. 

Since 2007, managers were supervised by current CEO and CFO Tony Young. He took the 

responsibility to handle the task of supervising and leading the management. Tony Young was 

astonished about the fact that the management team was still motivated even when the 

supervisors/owners were leading the company into failure. His findings were positive; the 

management team was showing a correct attitude in contradiction with the owners. 
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Bad results 

After the closing of the fiscal year 2012, the CFO decided there was a need to search for 

solutions to save ‘The sinking ship’. Tony young states that the payback ratio in 2013 was 

exceeding high limits. The free cash flow was not sufficient anymore to reduce the debt 

amount. The profitability in 2012-2013 has decreased to a lower level. The consultancy 

company confirms that there was a lack of strategic vision within PRINCE. 

Banks were not willing to give PRINCE additional loans. The covenant (the net financial debt = 

maximal 3.5 x EBITDA) was no longer respected. The banks had the right to withdraw their 

funds and to reclaim the waiver20 by counting some additional costs.  The banks opted for the 

first solution longing for the revival of the payback capacity of the firm. If PRINCE went into 

default, losses would be high for the bank. 

Surprisingly, the debt/equity ratio21 has not been heavily infected.  In 2013, the ratio had a 

value of 0,9. The gearing of the debt amount has never reached 100%. Tony Young believes 

that ‘this ratio is irrelevant, because it does not show the payback capacity of the enterprise. 

The payback capacity is much more important for a well-managed company in comparison 

with the debt/equity ratio. Cash flow is the petrol for the company. If there exist a cash drain, 

the machine will not functioning as desired.’  

  

                                                     
20 ‘A waiver is the voluntary action of a person or party that removes that person's or party's right or particular 

ability in an agreement. The waiver can either be in written form or some form of action. A waiver essentially 
removes a real or potential liability for the other party in the agreement.’ (Investopedia, 2016)  

21 ‘The debt equity ratio is a leverage ratio that compares a company’s total liabilities to its total shareholder’s 

equity. This is a measurement of how much suppliers, lenders, creditors and obligators have committed to the 
company versus what the shareholders have committed.’ (Investopedia, 2016)  
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No other solution  

The two exercises preceding the MBO were not translated into a deal that could save the 

company from failure. The management knew that it was time to take action and control over 

the situation. Forced by the circumstances, the management considered executing a MBO. 

Tony Young states: ‘At the end of 2013, the company would go into failure if no actions were 

undertaken. I am 100% sure of that. The preparations were already made to ask protection 

against creditors. We were prepared for the worst-case scenario.’ If the company would not 

be able to meet its obligations, the ‘law of continuity’ would be implemented. The law of 

continuity protects the firm against creditors including banks, suppliers, etc. and stretches the 

debt over a longer period of time. It is even possible that a part of the debts are let off. This 

law is implemented to give the company a chance to recover. The fact is that little companies 

do survive this phase. Also the circumstances on the market were in the management’s favor. 

The value of the company was reaching lower limits due to the discussed problems before, 

which led to a lower takeover price. This fact was a strong incentive to convince the 

management for executing the MBO operation.  

 

Control own destiny and free of bureaucratic constraints 

The management does not have to bear Keith Smith in mind, because he sold his shares and 

does not fulfill the function of CEO anymore. Tony Young states: ‘The management was 

constrained by Keith Smith. The innovative ideas of the management, the buy-and-build 

strategy for example, were not supported by Keith. If we (i.e. the management) wanted to 

make a change, we had to find several ways to convince Keith.’ 

 

Save own jobs and continuing to use existing skills 

The management of PRINCE already worked several years in the firm and they became 

affiliated to the company. ‘Everybody of the management team has his own expertise and 

strengths and want to continue to use these skills in function of the company’ (Tony Young). 

The only change in the management team after the MBO is the function of CEO because of 

the departure of Keith Smith, the rest of the management continued to fulfill the same job. 
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4.4.2.2 Reasons of the seller 

Realize the investment 

Keith and Jules Smith were eager to realize the investment by selling the shares to another 

party. As described in the theory by Howorth et al. (2004), owners who inherited the firm have 

less affinity with the firm and are thereby more willing to sell the firm to the management or  

third party. This applies for the situation of both Keith and Jules Smith. 

 

Need cash for other purposes  

Consistent with the previous reason, Keith Smith needed cash for other purposes. He planned 

on moving and was stuck in a divorce procedure with his ex-wife as explained on p 68. 

 

Lost interest in the business 

Hanney (1986) noticed that in a private company, the majority owners may not be interested 

in the business or they may be essentially non-executive. This applies to both Keith and Jules 

Smith. According to Tony Young, Keith Smith received the title of CEO but never fulfilled the 

duties of the function and could therefore be seen as non-executive. Jules Smith never fulfilled 

a corporate function in PRINCE and was therefore never engaged in the daily day-to-day 

business of the firm. Both Keith and Jules Smith had lost their interests in the firm and wanted 

to leave the firm. 

 

No alternative 

As described in the reasons of the management, there was no alternative left than selling the 

firm to the management. Howorth et al. (2004) describe the fact that the owners would have 

more reasons to sell the firm to the management, even at a discount, if the only alternative is 

liquidation as the ‘last-ditch’ effort to save the firm.  
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 Valuation of PRINCE 

In this case, the value of the company is edited in different stages. In the first part of the 

buyout when Keith Smith gave the order to sell his shares, several interested PE funds 

estimated the value of PRINCE and placed a bid. As enlightened in the pre-MBO phase of this 

paper, the Canadian and American party valuated the company but did not come to an 

agreement. The valuation of the management for the MBO was based on the different bids of 

the PE firms. The price for the buyout declined as the situation was becoming stringent. For 

the second phase of the MBO, the management placed a bid on the shares of Jules, resulting 

in a call-option 50% above the placed bid. When the call-option was exercised, the 

management was searching for refinancing parties. After the MBO (see post-MBO phase 

p.91), different PE firms were once again contacted to explore a cooperation to pursue the 

buy-and-build strategy of PRINCE and therefore had to evaluate the company again. 

PRINCE did not provide the valuation of the different phases, but we attempt to estimate the 

value on the basis of key figures. The value of the company is calculated by the means of the 

Multiple method. This method describes that the value is equal to the EBITDA level multiplied 

by a multiple. The EBITDA multiple is divided and explained by the key elements: 

 

Enterprise value = EBITDA x Multiple 

Equity value = Enterprise value – Net financial debt 

 

The EBITDA measure is a non-IFRS measure and is therefore not directly comparable to similar 

measures used by other companies. As different companies use different standards to 

calculate EBITDA, it is possible for two different parties to get a different financial indication 

of the company (Financial, 2016).  

EBITDA = Revenue − Expenses (excluding tax and interest, depreciation, and amortization) 
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The second element of the multiple method is the sector multiple. The multiple reflects the 

average of all selling prices in the sector divided by the corresponding EBITDA of the firms. 

The multiple is determined on the sector level and differs for listed and non-listed companies. 

The sector numbers are often project a range between X and Y and are used as indicative 

measurement.  

The EBITDA level multiplied with the multiple determines the value of the firm. If however, 

the equity value is assessed, than the firm value has to be reduced with the net financial debt 

position of the firm (Investopedia, 2016).  

 

Business Plan PRINCE 

 2011 2012 2013 2014 2015 

REBITDA 4,4 5,3 4,9 8,2 8,9 

Multiple 7-8 7-8 7-8 7-8 7-8 

Enterprise 
value 

[30,8; 35,2] [37,1; 42,4] [34,3; 39,2] [57,4; 65,6] [62,3; 71,2] 

NFD 15,311 18,569 13,922 10,695 10,645 

Equity Value [15,49; 19,89] [18,53; 23,83] [20,38; 25,28] [46,7; 54,9] [51,65; 60,55] 
Table 4: Business Plan PRINCE ('11-'15) (in m EUR) 

 

In the business plan, the EBITDA levels are given of the recent years. This values are 

recalculated in the REBITDA22 formation. Tony Young states that the multiple has  increased 

over the previous years. Today, the multiple is fluctuating around the level of 7-823. Table 3 

shows an uprising trend of enterprise value as a result of the increasing REBITDA. With the 

reduction of the net financial debt, the trend of a rising equity value can be observed.   

                                                     
22 REBITDA is the EBITDA recalculated without non-recurring items. 
23 Monthly report of Deloitte 
(http://www2.deloitte.com/content/dam/Deloitte/be/Documents/Accountancy/NL/Actualiteiten/2016/ACT_3
_March2016_NL_FINAL.pdf) 

http://www2.deloitte.com/content/dam/Deloitte/be/Documents/Accountancy/NL/Actualiteiten/2016/ACT_3_March2016_NL_FINAL.pdf
http://www2.deloitte.com/content/dam/Deloitte/be/Documents/Accountancy/NL/Actualiteiten/2016/ACT_3_March2016_NL_FINAL.pdf
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 Financing the buyout 

By the end of 2013, PRINCE executed the management buyout. To finance this transaction, 

the company chose for mezzanine financing. An agreement between the Mezzanine Supplier 

and PRINCE was made on a very short notice, taken into account the necessary steps. The 

management came in contact with the Supplier because of recommendations by the 

consultancy firm and a number of banks.  

Precedent to the mezzanine financing, a raise of capital was generated by the management. 

It was from that moment on that the management reacted to the extreme situation. The 

management decided that they would not let the company go into liquidation and engaged 

to save the company together. Front man of the company, Tony Young, was willing to raise 

capital but invoked some conditions. The first condition was that immediately after the capital 

raise, the shares of Keith Smith could be pursued and the conditions of the MBO would be 

predetermined. With the return of his shares, Keith was able to reimburse his debts regarding 

the company. The second condition contains that Keith would be fired as CEO. As a result, the 

high reward that Keith received for his performances were canceled. As noted before, Keith 

was not willing to dilute and gave permission to another party to find an inheritor of his shares. 

The two exercises before the MBO did not bring solace, which is leading to limited options to 

decide. By implying these conditions, choices were limited for Keith Smith resulting in the 

disengagement in PRINCE.  

As discussed ut supra, the ex-wife of Keith Smith was proceeding against him, which caused 

additional problems for Keith. Tony Young added another leverage to buy the shares of Keith 

by offering a solution for the problems with his ex-wife. Tony Young stated: ‘I could release 

Keith of heavy juridical affairs if he came to an agreement for taking over his shares’.  

The reason for the capital raise was to take over the shares of the former owner of the 

company, Keith Smith. Subsequently, the management introduced the shares in the new 

company, PRINCE Holding PLC. The new CEO of the company, Tony Young, first paid an 

amount in advance before the mezzanine financing. This transaction made it possible to 

execute the MBO after reappointing the bridge financing by the Mezzanine Supplier.  
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Mezzanine financing was an optimal solution for the company because it did not burden the 

operations of the company. Usually, the duration of a mezzanine loan lasts between five and 

seven years, with the possibility to repay the loan before end date. From the 24th month, it is 

possible to reimburse the loan by using a reducing reinvestment allowance. Redemption has 

to be done on expiry date, but as mentioned before, there exists a possibility to repay in an 

earlier stage. The mezzanine loan is discriminated to bank loans. Warranties on the loan are 

limited but it is possible that a pledge of shares occurs. Dividend payments are not allowed, 

except when the net debt to EBITDA has substantially decreased. 

As a result of using mezzanine, the creditworthiness of the firm was not or slightly affected. 

Creditworthiness is determined by different parameters such as the sector, gross margin, 

added value, customer base, market leader or follower, strong management, competition, 

credit risk, capex, cash flow, subsidies, legislation,  etc. This approach of using mezzanine 

financing is often used by companies who cannot afford to wait for a bank credit because 

‘guarantees/warrants’ are attached to that type of financing. The disadvantage of this type of 

financing is the cost that has to be carried. The loan is subordinated leading to a higher risk of 

reimbursement. Therefore, the interest rate that have to be paid on the mezzanine loan is 

10% but CEO Tony Young counters this cost by arguing that the contract was settled in a 

limited amount of time and made it possible for the management to react and get the 

company back on track. Tony Young adds that the value created by the Mezzanine Supplier 

must not be underestimated because the Supplier has a lot of industrial experience. The 

Suppliers knows and recognizes the troubles and challenges of an industrial company. As a 

result, the Mezzanine Supplier is invited to attend the board of directors because of the 

delivered input and contributions. Quarterly, Tony young places an update of the financial 

performance and market evolutions at the disposal of the Mezzanine Supplier to inform the 

financer about the performance of PRINCE.  
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It is also important to note that the mezzanine financing only refinanced 1 million of the 1,5 

million, leaving 0,5 million for the management. The management relishes the same 

conditions as the Mezzanine Supplier. The loan of the management also produces 10% of 

interests. The management will logically pursue the strategy of first pay of the Mezzanine loan 

and redeem their own loan at last.  
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 Goals and actions of the MBO 

When the management buyout was executed, the management implied several actions to 

make the firm profitable again. The biggest cost saving action already found place as the exit 

of Keith Smith was already executed. By the dismissal of Keith, numerous remunerations were 

canceled and the problem of corporate governance was dissolved. ‘The remunerations of Keith 

were very high. Both Keith as Jules Smith received a considerable salary for the amount of work 

they performed in the company. On top of that, they received a considerable variable 

compensation every year.’(Tony Young). Beside the dropping out of different compensations, 

capital was added to the company. By the purchase of Keith his shares, he immediately had 

to reimburse his debts to the company. Thereafter, the company had enough cash available 

able to pay the annual bonuses. ‘Even though the reimbursement was used partly to pay out 

Keith Smith, there was no cash drain, in contrary.’ (Tony Young) 

Other costs related to the actions of Keith Smith were also removed from company. As Keith 

used the resources of the company for personal purposes, several costs could be removed 

- Keith Smith had a personal airplane to take him everywhere he wanted, although the 

company did not needed an airplane to execute the activities.  

- Personally related people of Keith Smith were included on the payroll of the company 

even though they did not work for the company.    

- Etc. 
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The second cost saving action implied a complete reorganization of the firm. An undisclosed 

list of actions in all levels of the company, that had to lead to an optimized efficiency and 

productivity, are enumerated and discussed below: 

- Analysis of the margins of the product portfolio: ‘Ameliorating the margins was no one-

lucky-shot. It is structural and durable, although that is what we, the management, 

believe’ (Tony Young). The company targets to sell products with a higher margin 

based on the margin analysis that was conducted after the MBO. Prices were also 

renegotiated with customers for certain products with repetitive small profit margins. 

 

- Renegotiation of raw material prices: the contracts with the raw material suppliers 

were renegotiated and other suppliers were contacted. The company managed to 

bargain other discount conditions (depending on the absorbed amount) leading to cost 

savings. In order to pursue the buy-and-build strategy, these discount conditions will 

also represent a cost saving. 

 

- Better density tracking: the density of the product is the amount of raw materials that 

is used in order to make the product. The products are constantly monitored in the 

production plants by a color code (green– red) and are supervised by the management. 

The workforce is now stimulated to adjust the production in contrary to the pre-MBO 

phase. 

 

- Separation of waste: the waste is separated by color and is therefore re-useful in the 

production process. Before the MBO, the waste was collected by an external company 

that bought the unseparated waste at a dumping price. Now, the waste is separated 

by the company itself and can be re-used as input for the production. 
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- Research and development: In 2014, a R&D team was established that is fulltime 

occupied with product improvement and process innovation in order to create value. 

The team consists of engineers and chemists who operate in Belgium. They establish 

projects together with the people on the shop floor. The results of the projects are 

evaluated on a meeting every six weeks with people of sales, technicians and R&D in 

order to adjust the projects if necessary.  

 

In general, the examination on all levels has led to the better performances. Tony Young 

states: 

‘We really examined every level of the company looking for improvements. We searched for 

items we could save on and costs we could cut down. The change of the product mix, better 

pricing of purchased stock, cost cutting actions, remove inefficiencies, balance the capacity 

according to the needs of different countries and available machines... . It is an ongoing process 

that is needed to perform better.’ 

 

Beside changes in the operations of the company, there was an overall mentality change of 

the workforce. The management team shares the same desire to pursue the buy-and-build 

strategy. Before the MBO, innovation proposals were not supported by CEO and owner Keith 

Smith as he decided which direction the company was going to. Tony Young describes Keith 

as ‘cowboy Smith’ to characterize him as a person. 
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 Impact of the buyout  

The paper explains in this section the impact of the buyout on the results of the company. What 

can be concluded? Were the existing problems solved by executing the MBO? Did the 

management team achieved the goals as expected? 

A. Impact on capex 

In a first analysis of the capital expenditures, a decrease occurs in 2013 as shown in figure 16. 

The literature states that it is necessary to reduce the capital expenditures for obtaining a 

positive buyout result. The second measure to ameliorate operational effectiveness is the 

increase of capital productivity and/or the reduction of capital requirements. Lowenstein 

(1985) notices that buyouts make more efficient use of existing corporate assets by 

rationalizing the corporate operations. As a result, stricter regimes regarding capital 

expenditures are implemented leading to divestments of unnecessary or underutilized assets.’ 

Management expects that the capex levels will remain high until 2016. Afterwards, a recurring 

capex of 1,4m EUR is projected. 

 

Figure 16: Capital Expenditures ('12-'19) 
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B. Impact on Profitability 

Since the management buyout at the end of 2013, the management of PRINCE has 

accomplished to lead the firm towards an increased profitability. In 2015, PRINCE managed to 

realize a normalized EBITDA of 8,9 million EUR on a consolidated net sales level of 90,8 million 

EUR. EBITDA margins have been nearly doubled in the two years’ time as a result of improved 

purchasing, more efficient cost management and product innovation. Table 5 summarizes the 

key performance indicators of PRINCE between 2013-2015. The analysis is based on the 

indicators as mentioned above and reflect the evolution of the pre-MBO, MBO and post-MBO 

phase. 

 

i. Impact on sales 

Gross sales increased during the years starting with an amount of 87.310 k EUR in 2013 to 

92.050 k EUR in 2015.  

In the future, PRINCE is going to follow the buy-and-build strategy in order to increase the 

amount of sales. The management believes in the consolidation of the European market and 

therefore is willing and preparing to acquire other players in the sector. The management 

foresees a market consolidation in the following years as numerous players are confronted 

with overcapacity. Interesting targets are already identified by the management and form the 

basis for moving forward on this strategy in the near future. Potential acquisition targets allow 

the company to increase its European footprint. 
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ii. Cost of goods sold (COGS)  

The cost of goods sold is a measure used in Anglo-Saxon countries and refers to the book value 

of goods sold during a defined period, which includes cost of materials, direct wages, variable 

overhead and fixed overhead. The COGS remained stable during the period 2013-2015. Even 

though the COGS stayed constant, the sales increased with 2,06% in 2014 and 3,95% in 2015. 

Taking in account the organic growth of 2%, a significant raise of sales occurs in 2015. With 

the same input, PRINCE gained a higher sales profit margin due to the product mix and better 

density tracking. Since the MBO, PRINCE has considerably changed its purchasing practices. 

The company has changed from suppliers and renegotiated better conditions. This has 

resulted in significant margin improvements. 

 

iii. Gross profit 

As result of the increasing sales and stable COGS, the gross profit increased with 3.016 k EUR 

(37,71%) in 2014 and 4.599 k EUR (57,5%) in 2015.  

 

iv. Selling, general and administrative expenses (SG&A) 

The SG&A expenses decreased slightly from 2013 to 2015. A downfall of administrative 

expenses is noted in the year 2014. The following year, a raise of SG&A occurred but the 

amount did not exceed the level of 2013. The calculated administration costs include the 

management fees which are cut in half in 2014. In 2015, the management fees increased, but 

stayed under the amount of 2013. The management fees decreased relatively to the sales as 

result of the higher sales and the slight decrease in management fees. 

v. Earnings before interest and taxes (EBIT) 

An significant growth of EBIT occurs between 2013 and 2014 as the EBIT level exceeds almost 

five times the amount of the preceding year. This is a result of the increasing gross profit and 

partly due to the decrease of the SG&A expenses. In 2014-2015, the amount remained high, 

increasing with 20%.  
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vi. (Recurring) Earnings before interest, taxes, depreciations and amortizations 

(REBITDA) 

In line with the rise in EBIT, the company realizes a vigorous growth of REBITDA from 2013 to 

2014 by an amount of 167%. PRINCE’s REBITDA margins have improved to 9,8% of the net 

sales, a level that the management believes is sustainable to preserve in the future. As a result 

of the higher REBITDA margins, the stable cash flow increased to 9,1 million in 2015.  

vii. Net Financial Debt  

As showed in figure 17, the net financial debt is decreasing during the previous years. The 

company has been able to reduce its level of net financial debt with 9,6 million EUR to 10,4 

million EUR over the past three years.  

 

Figure 17: Net Financial Debt 

 

We can conclude that the management was able to create value from the moment of the MBO 

until 2015. The first factor to support this statement is the increased EBITDA level that PRINCE 

achieved in the years following the MBO. A second lever is the increased multiple, as described 

in the previous section. Figure 17 confirms that the  net financial debt of the company 

decreased substantially and represents the third reason to  demonstrate the value creation of 

PRINCE.   

Enterprise value = EBITDA x Multiple 

Equity value = Enterprise value – Net financial debt 
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Table 5: COGS/SG&A/EBITDA analysis 
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4.5 Post-MBO phase 

The MBO was completed after the second part of the MBO. By buying out Jules Smith, the 

management and the third party held all the shares of the company. In order to pursue the 

buy-and-build strategy, the management decided to engage a PE fund in the company. The 

initial shares that were acquired from Keith Smith (59% after the first phase), were sold to the 

private equity fund a month after the buyout of Jules Smith. 

 Structure 

After the closing of the deal with the private equity fund, the structure of PRINCE changed. 

The Newco is taking over the shares of Tony Young, the management and the third party. 

Thereby a new vehicle is created called ‘NEWCO PE’ (figure 18). With the received amount of 

money, the management and the third party can execute a capital raise in PRINCE Invest 

(figure 18) to pursue the buy-and-build strategy. According to Tony Young, the PE fund is able 

and willing to invest in the future of PRINCE by adding additional funds. When the PE fund 

took over the shares, Tony Young, the management and the third party diluted and own 

representatively 23%, 5% and 13% of the firm. Although the parties diluted, they have found 

a partner to invest in the company and support the buy-and-build strategy of PRINCE.  

In order to find a PE player, a timeline with deadlines is sketched as seen on p.40 of the 

literature. The timetable starts in January 2016 and is included in Annex 5 (Timetable January 

2016). 

For the Canadian and American project, a similar timeline has been sketched to find interested 

PE firms to take over the shares of Keith. As well as the post-buyout phase where the 

management was looking for a partner who is willing to support the buy-and-build strategy. 

The original timeframe of the post-buyout phase is included in the Annex 4 (Timetable January 

2013) of this paper.  
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There are two main reasons why there has not been drafted a timetable for the actual MBO 

phase. The first reason comprises that the management already has the information available 

to sketch an image of the company. Logically, because the management is the party that 

knows the strengths and weaknesses of the firm itself. A second reason withholds the fact 

that the first phase of the buyout had to be executed in a limited time span and is therefore 

not opportune to conduct a time frame. The second phase of the buyout was the closure of 

the buyout phase where only a call-option had to be executed. 
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Figure 18: Structure Newco PE 
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 PE Fund 

In the case of a buyout, the interested parties who are willing to invest in the firm have to take 

a bid that is reasonable. As described on p.40, the parties receive information about the 

financial performance of the firm presented by the management in the different phases of the 

buyout process. Because the EBITDA measure is non-standardized, the selling party wants to 

reflect the EBITDA as high as possible in order to receive a higher amount of money for the 

shares. On the other hand, the bidder wants to buy the company as cheap as possible and 

therefore makes corrections on the EBITDA measure by the management.  

 ‘A significant portion of buyer due diligence is dedicated to reviewing normalization 

adjustments made by the seller, as well as looking for non-recurring income that may reduce 

EBITDA and the purchase price.’ (Divestopedia, 2016) 

The seller, PRINCE, presents a normalized EBITDA which is the EBITDA with additions that the 

management believes is reasonable. After that, the opposition will again exclude certain items 

in order to become the EBITDA without non-recurring items. In the case of PRINCE, the 

influences of the raw material prices and exchange rates were excluded from the normalized 

EBITDA by the PE funds to determine the value based on the numbers of 2015. The raw 

material prices of PRINCE declined, as the oil prices were historically low (Annex 3: The 

evolution of the oil price). This evolution results in a decline of input costs as production 

becomes cheaper. The second item that was removed out of the EBITDA was the effect of the 

British Pound (Annex 2: Exchange rate GBP/EUR). The revenues of PRINCE were positively 

affected by the strong Pound resulting in additional revenues. At present, PRINCE is continuing 

with the buy-and-build strategy by negotiating with four possible acquisition who are 

interested in a future cooperation. 
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 Exit-possibilities  

The current CEO, Tony Young, keeps in mind the different exit possibilities but he does not 

intend to step out of the company, at least not in the short run. Financial partners on the other 

hand have another investment horizon. ‘If financial partners are added to the company to 

pursue the buy-and-build strategy, it is likely that the partner will have a more limited time 

horizon than us (i.e. the management). When the time comes, we will have to sit together and 

try to find a solution by attracting another party or another source of financing’ (Tony Young). 

Tony Young considers to exercise an IPO as well. ‘I would consider an IPO when the time is 

right (a favorable  stock exchange, market conditions,…), but for the moment considering 

about an IPO is not at the order. I do not exclude an IPO after a couple of takeovers, after 

consolidating the market.’ (Tony Young) 
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5. Conclusion 

This thesis exceeds the literature by analysing one case study in depth. The situation of the 

PRINCE company is discussed in detail in order to translate the theoretical constructs in reality 

(pre-MBO, MBO, post-MBO). Whereas other papers mainly focus on one particular aspect of 

the buyout literature, this paper takes the different aspects of a management buyout into 

account. The disadvantage of the case study however, is the fact that no generalizations are 

possible.  

The company PRINCE is defined as a family firm based on family business theory, but in reality 

we find that it is difficult to identify the company as a family company. The family leading the 

business acted first as financing party and became involved in a later stage in the daily 

management, at least on paper.  

First of all, the different key players were identified. The reasons to execute the MBO of both 

parties, the owners and management team, are discussed in the paper. The main reason why 

the MBO took place is because the principal owner did not fully support the buy-and-build 

strategy that the management wanted to pursue in order to turn around the bad results and 

because of personal reasons. 

We were able to construct the structure of the buyout graphically in the different phases. As 

the management buyout occurred in two phases, the ownership and management structure 

changed throughout the process. In the first phase, the family member and CEO sold his shares 

to the management leading to a situation where the family was no longer represented in the 

daily management. The second phase withholds the completion of the management buyout 

as the remaining shares from the family were bought by the management. In addition to the 

actual management buyout, private equity funding exercises are discussed in the pre- and 

post-MBO phase.  

The PRINCE company appealed for mezzanine financing, which is a hybrid form of financing 

between equity and debt, to refinance the first phase of the buyout. In order to acquire the 

shares in the second phase of the buyout and support the buy-and-build strategy of the firm, 

an agreement was reached with a private equity firm. 
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In the case study, the value had to be determined in different stages of the process. Before 

the MBO, the principal owner initiated a search for a private equity fund to take over (a part 

of) his shares leading to two exercises where the value of the firm was determined. Because 

both projects did not lead to an agreement, the management took the initiative to consider a 

MBO. The management valued the company based on the take-over bids of the private equity 

funds. At last, the private equity fund that engaged to refinance the second phase of the 

management buyout had to value the company in order to buy the shares of the remaining 

family member.  

The next topic discusses the goals and actions that were implemented after the MBO. Besides 

resolving the excessive remunerations and corporate governance issues, several cost cutting 

and margin improvement measures were implemented to increase profitability. 

In order to measure the impact of the management buyout, the financial performance of the 

company is analysed. We can conclude that the management of PRINCE has been able to 

create value in a time frame of two years by increasing the EBITDA level and decreasing the 

net debt level. The management pursues a buy-and-build strategy to create additional value 

in the future.   

The majority of the information is obtained by the current CEO of PRINCE. This may question 

the validity of this research. Therefore, we contacted two other parties to confirm the received 

information. Additionally, we received several private and confidential documents that were 

used throughout the management buyout. 
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ANNEX 

Annex 1: Impact of different synergies on the cash24 

Synergy cash impact (in k EUR) 

  Net cash impact 

Stream Area 2013 2014 2015 2016 

 

SG&A 

Consolidation 

Procurement 162 1.154 1.299 1.299 

Sales 699 1.855 2.457 2.457 

Production -250 397 669 669 

Finance &  

Administration 

-1.423 206 1.328 1.545 

 

Synergy cash impact (in k EUR) 

  Net cash impact 

Stream Area 2013 2014 2015 2016 

 

Manufacturing 

footprint 

Restructuring 

Country A 

-339 644 644 644 

Restructuring 

Country B 

33 334 102 102 

Restructuring 

Country C 

/ 32 32 32 

  

                                                     
24 Confidential source Canadian project 
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Synergy cash impact (in k EUR) 

  Net cash impact 

Stream Area 2013 2014 2015 2016 

Re-engineering & 

Relocation 

Country D -217 377 581 581 

 

Synergy cash impact (in k EUR) 

  Net cash impact 

Stream Area 2013 2014 2015 2016 

 

Tax & Legal 

Legal 

restructuring 

/ / 50 50 

 

Synergy cash impact (in k EUR) 

  Net cash impact 

Stream Area 2013 2014 2015 2016 

Sale of assets Country A 1.066 / / / 
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Annex 2: Exchange rate GBP/EUR (3 year performance)25 

 

Annex 3: Evolution of the oil price (in American $)26 

 

 

                                                     
25 Bloomberg, 2016 (http://www.bloomberg.com/quote/GBPEUR:CUR) 

26  Macrotrends, 2016 (http://www.macrotrends.net/2516/wti-crude-oil-prices-10-year-daily-chart) 

 

http://www.bloomberg.com/quote/GBPEUR:CUR
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XX 
 

Annex 4: Time table (January 2013)27 

 

  

                                                     
27 Confidential source Canadian project 
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Annex 5: Timetable January 201628 

 

                                                     
28 Confidential source 
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Annex 6: Key players within the case study 

Key players within the case study 

Tommy Seymour Founder PRINCE 

David McQueen Founder PRINCE 

Albert Smith Owner (’80) 

Keith & Jules Smith Children of Albert Smith 

Owners PRINCE before MBO 

Fred Miller Former CFO and financial advisor 

Will Terry Chief Commercial Officer 

Tony Young CEO/CFO PRINCE 

Brad Kinney CEO Stanley 

 


