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ABSTRACT OF THE PAPER 

The Management Buy-Out (MBa) has become a popular corporate restructuring instrument in 
Europe, especially in the UK and in the Netherlands. Statistical information shows that the MBa 
numbers in both countries are increasing and that most buy-out firms appear to show an 
improved economic performance after the transaction. 
In this paper we aim to explain the question whether the attractiveness of MBOs can be explained 
in terms of the risk-return perspective, by analysing experience from both countries. We analyse 
quantitative evidence concerning the risk-return trade-off in three different ways. Because 
information on market values of MBO firms is not available, it is difficult to employ the 
traditional model to calculate the ex-post risks and returns and to use this model as a basis for 
formulating expectations about the ex-ante risks and returns for these MBOs. Therefore we had 
to develop an alternative approach which basis is provided by linking the results of a financial 
ratio comparison between industry averages and Dutch MBO firms with the results of an analysis 
of risk reducing measures Dutch buy-out managers take after the MBO. For our second approach 
we use the UK evidence on rates of return achieved in exited buy-outs and compare this to the 
performance of the market as a whole. The third way in dealing with the central question in this 
paper focusses on information of exits of UK enterprises by success and failure. Applying these 
three different proxies enable us to conclude that the MBOs are attractive from a risk-return 
perspective. 
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MANAGEMENT BUY-OUTS AND THE RISK-RETURN TRADE-OFF, 
Evidence from the UK and Holland 

by 

10han Bruining (Erasmus University Rotterdam) 
Arthur Herst (Open University Heerlen / University of Limburg) 

Ken Robbie (University of Nottingham) 
Mike Wright (University of Nottingham) 

1. INTRODUCTION 
During the 1991 PACAP Conference in Seoul Prof. Anderson from Victoria University of 
Technology presented a paper on 'Leveraged Buy-Outs in Australia'. Although buy-outs are still 
relatively rare in the Pacific Basin regio, in some European countries especially in the UK and 
Holland, buy-outs have become a very popular instrument for corporate restructuring. In this 
paper we aim to explain the increased popularity of buy-outs in terms of the well-known risk
return perspective by analysing experience in the UK and Holland. After this introduction, the 
paper addresses this issue as follows. Section 2 provides a definition of a Management Buy-Out 
(MBO) and discusses the motivations for this type of transaction. Section 3 explains the sources 
of data used and the research methodologies adopted. Section 4 concentrates on the necessary 
conditions for buy-outs and the trends in the UK and Dutch buy-outs markets. In Section 5 we 
analyse the quantitative evidence relating to the risk-return issue in three different ways, 
attempting to explain the development of the UK and Dutch buy-out markets. The first method is 
based on a comparison between firm and industry ratios and on risk reducing measures after the 
buy-out; the second one uses evidence of rates of return in buy-outs which have exited, and the 
third method focuses on information of exits by success and failure. In Section 6 we summarize 
our main conclusions. 

2. DEFINITION AND MOTIVES 
Buy-outs may take various forms. A MBO involves members of the incumbent management 
team obtain a controlling interest in the firm or division for which they are employed. Typically, 
besides making a contribution from their own funds, most of the purchase price will be met by a 
combination of equity plus quasi-equity provided by venture capitalists, and debt. A similar 
combination of funding instruments may also enable a set of outside entrepreneurs (without a 
traditional corporate vehicle) to acquire a company in a Management Buy-In (MBI) or Leveraged 
Buy-Out (LBO) or Investor Buy-Out (IBO). In this paper the main focus is on risk-return factors 
in MBOs. However, we also provide evidence on MBIs in the UK. Although quite similar to 
MBOs, evidence to date suggests differences in risk-return characteristics that help explain 
differences in the patterns of the two types of transactions, especially in the early 1990s. 

There are several motives for managers of parent companies and subsidiaries to participate in an 
MBO. The early MBOs in the UK and Holland were mainly defensive, stemming from parent 
companies having to cope with serious (financial) troubles which caused bankruptcy or a 
turnaround. The managers of several subsidiaries, not wanting to dragged into liquidation, 
bought their firms from the parent companies. Another source of MBOs in this defensive 
category is a subsidiary which is hived off after a turnaround by its incumbent management and 
of which the parent is still trading. A common characteristic for this category of defensive MBOs 
is that top management lost control over the varied and heterogeneous collection of companies, 



w~ch were .the res~lt of diversification. Diversification turned out to be no panacea for the world 
WIde receSSIOn ~unng the late 1970's and often after unsuccesful attempts to sell the subsidiary 
to other companIes, management, employees, trade unions and govermental agencies considered 
MBOs to be a device of the last resort to save a company. 

After some years of experience with MBOs which became succesful by altering their way 
of management as well as their financial and organisational structures, the phenomenon 
developed further. In the UK and Holland another motive for MBOs became very popular. In 
contrast to the early MBOs the parent companies were not troubled with serious (financial) 
problems but, since their profits were declining and the diversification philosophy did not work 
any longer, adopted product-market strategies which concentrated all the resources on the core 
business activities and thus released unessential units for possible buy-outs. This so-called 
'back-to-the-basics-movement' resulted in offensive MBOs. In contrast to the defensive MBOs 
described above, the offensive ones are part of the strategic policy of the conglomerate and are, 
in general, better planned and prepared. Up to now this policy is still a major source of MBOs. 
Without severe turnarounds, several English and Dutch conglomerates succeeded in a timely 
divestment of their subsidiairies which no longer fitted their strategic direction. 

3. DATA AND METHODOLOGY 
Because of the different approaches we choose for analysing the risk-return trade-off issues in 
MBOs, we use different methodologies. Our first way of approaching the risk-return trade-off 
issue consists of two parts. Firstly, research carrying out a sample survey based on the numbers 
of Dutch MBOs collected from our database in order to compare different financial ratios of 
companies after the MBO with the industry averages. Over a range of 7 years, starting from the 
year in which the MBO took place, we are able to compare the economic performances of 
different composed groups of MBOs with the industry averages. 

Secondly, our research focusses on the measures management take in order to create better 
economic performance after the MBO. With the permission of the Nationale Investeringsbank 
N.V. we are able to analyse the findings from a survey carried out in 1985 about the motives and 
experiences of the MBO-teams involved, which have bought their company from the parent 
companies. In linking the results of both parts of the research together, we offer a possibility to 
discuss the risk-return trade-off issue. 

The data presented in this paper are drawn from the authors' databases of management and 
employee buy-outs. These databases contains details of over 4000 buy-outs in the UK and over 
300 in Holland and is continuously updated. In order to compile the database in the UK, 
CMBOR uses several sources: a six monthly survey of all known financing institutions and the 
major accounting participants in the buy-out market; a systematic search of on-line text databases 
and financial services; and a search of annual reports of major firms; monitoring of specialist 
financial press and other daily newspapers. 

Because of the cautious attitude of buyers, sellers and investors towards publicity on 
financial matters in Holland, especially when small firms are concerned, it is very difficult to 
gather reliable information concerning MBOs. The Dutch government agency for gathering 
relevant statistical information (Centraal Bureau voor de Statistiek) does not gather reliable 
information on MBOs. Therefore Dutch researchers have to collect their own data about MBOs 
such as numbers, sources, buyers, sellers. prices and branches of industry where MBOs take 
place. They use publicly available information reported in Dutch financial papers and magazines 
and check their information about numbers with data of the Dutch Foundation for Venture Capital 
(NVP). 
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These data provide both the totals of buy-outs completed and details of all exits on which the 
quantitative results for the other two ways of approaching the risk-return trade-off issue are 
based. In order to examine the length of time that buy-outs survive in this form, analysis is 
carried out using data derived from a representative sample of buy-outs completed in the period 
from mid 1983 to the beginning of 1986. Data on exits and current status were obtained from 
various sources: return to the Centre for Management Buy-Out Research's (CMBOR) regular 
monitoring of financial institutions; monitoring of the financial press, monitoring of annual 
reports to identify acquisitions. Stock Exchange reports. Exits are identified as involving four 
types, sale to a third party, flotation, secondary buy-out/buy-in and receivership. 

In both countries face-to-face interviews have been completed with the major funding institutions 
as well as selected buy-outs and buy-ins. Greatest emphasis has been devoted to interviewing 
senior representatives of financing institutions, which have been selected to provide a cross
section of perspectives on buy-out exit. Interviews with buy-out managers have also covered 
various forms of exit. Interviews in the two countries have been conducted on the basis of a 
common checklist of questions developed through discussions between the researchers in each 
country. 

4. CHARACTERISTICS AND TRENDS 
The two buy-out markets examined in this paper may both be characterised as displaying several 
of the necessary conditions for buy-out development, especially a need to effect ownership 
transfer though not necessarily for the same reason, a relative or absolutely important venture 
capital industry and a legal framework which facilitated such transactions (see Wright, 
Thompson and Robbie, 1992 for a detailed outline of the framework). 

The UK market was stimulated by the need to deal with the problems of severe recession in 
the early 1980s and subsequently by the need for conglomerates to reverse earlier diversification 
policies, with buy-outs being fostered by the rapid growth of a venture capital industry and the 
concept of entrepreneurship and changes to legislation which enabled investors to take security 
on the assets of the target company. In the UK, subsequent development was ensured by the 
wider dissemination and acceptance of the buy-out concept, the establishment of specialist funds 
and extensive entry by domestic and international investors. 

In Holland, buy-outs developed as a means by which companies could deal with 
recessionary problems in the early 1980s accompanied by the third largest venture capital 
industry in Europe, which as a result of a favourable taxation and legal framework was able to 
undertake such transactions, and where the important role of works councils and supervisory 
boards made it difficult for unwelcome bidders to succeed (Bruining and Herst, 1991). The 
'Centraal Bureau voor de Statistiek', the Dutch government agency for gathering relevant 
statistical information, does not dispose of information on buy-outs. Therefore, we had to start 
from scratch and, using publicly available information reported in Dutch financial papers and 
magazines such as 'Het Financieele Dagblad', collected our own data such as numbers, sources, 
buyers, sellers, prices and branches of industry where buy-outs have taken place. 

Table 1 shows the number of MBOs and MBIs in the UK in 1980-1991 (Thompson, Wright and 
Robbie 1992, p. 415). 
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Table 1 The number of MBOs and MBIs in the UK in 1980-1991 

Years 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

MBOs 
36 

143 
237 
235 
237 
263 
315 
344 
375 
373 
484 
446 

MBIs 

6 
9 

10 
6 

30 
51 
90 

113 
148 
110 
119 

Being a much smaller country, Holland showed a smaller number of buy-outs than the UK 
Nevertheless, as Bruining (1992) demonstrated, the number of Dutch buy-outs also has been 
increasing: see Table 2. 

Table 2: The number of MBOs in Holland in 1980-1991 

Years MBOs 
1980 9 
1981 13 
1982 19 
1983 18 
1984 20 
1985 27 
1986 37 
1987 43 
1988 36 
1989 39 
1990 37 
1991 57 

It would be interesting to answer the question whether these developments can be explained in 
terms of the risk-return perspective. In the next section we shall look into this matter. 

5. RISK AND RETURN IN BUY-OUT DEALS 
Ex-post returns can be derived from changes in market values taking into consideration 
dividends, interest payments, etc. Risk can be measured by using the concept of standard 
deviation: the spread around the mean return. Ex-post returns and standard deviations may be 
used to form expectations concerning ex-ante returns and risks. Consequently, market values are 
a crucial factor in this model. In buy-out transactions however, it is impossible to determine 
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market values. This is because in Europe, during the period before the buy-out the subsidiary 
involved frequently is a part of the parent company. Thus the market value of this subsidiary 
cannot be determined apart from the market value of the parent company. After the buy-out the 
former subsidiary becomes an independent entity but as long as no initial public offering (IPO) of 
the firm's shares has taken place, there still is no market quotation. Therefore, it is impossible to 
employ the above model to calculate risks and returns. That is why we have to look for other 
ways to compute the risk-return variables. One may suggest to use book values instead of market 
values, and to compare financial ratios (such as the firm's cash flow ratio, its return on 
investment and its return on equity) calculated after the buy-out transaction has been completed 
with ratios calculated before the completion of the transaction. After the buy-out deal has been 
completed these financial ratios can be determined based on, for example, the firm's annual 
reports. However, as information is not available before completion of the buy-out it is not 
possible to compare financial ratios before and after the transaction. 

The following subsections offer three different approaches in assessing the risk-return trade-off 
in MBOs using quantitative and qualitative evidence from the UK and Dutch context. In 
subsection 5.1 we compare firm and industry ratios and present statistical associations between 
improved company performance and risk reducing business measures. Subsection 5.2 analyses 
the returns of return in buy-outs which have exited. Subsection 5.3 summarizes the evidence on 
probabilities of failure and exit through flotation or trade sale. 

5.1 Comparing Firm and Industty Ratios: Risk Reducing Measures 
Above it was found that it is impossible to compare the buy-out firm's financial ratios after the 
buy-out with ratios before this transaction. We can however, compare financial ratios of a buy
out firm with industry ratios. Bruining (1992) compared more than ten firm ratios with their 
industry averages. In this paper three ratios were selected that are strongly related to earnings: the 
cash flow ratio (CFR), the return on investment (ROI) and the return on equity (ROE). We 
calculated these ratios as follows: 

net profit after taxes plus depreciation 
Cash Flow Ratio = 

total debt 

earnings before interest and taxes 
Return On Investment= 

total assets 

net profit after taxes 
Return On Equity= 

equity 

These three ratios, calculated for 73 medium-sized and small Dutch firms bought by their 
management teams during 1980-1988 were compared with their industry medians. For 22 firms 
the comparison is made during a continuous period of two years, for 21 firms during a 
continuous period of three years, and for 30 firms four or more successive years are used. These 
differences in periods of time are due to the non-availability of annual reports for some 
companies during the period examined. 
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Relying ?n these ~hre~ fina~cial ratios, a sign-test test shows that in general MBO firms 
outperform theIr resp~ctIve mdustrIes. In T~ble 3 we c~unted how many times MBOs outperform 
or underperform the m~ustry, by subtractmg the median values of the industry ratios from the 
valu~s of the 1\:1BO ratIos. It .was f~und that MBOs performed significantly better than the 
medIans of the mdustry, especIally WIth regard to the ratios referred to above. E.g. the p-values 
of the CFR and the ROE fell during the period examined between >.001 and:5 .01, while the 
ROI only seemed to show these significant differences three years after the MBO transaction. 

Table 3: Sign Test three Financial Ratios: CFR, ROI and ROEl. 

For medium-sized MBO firms (fulfilling at least two of the following requirements: total assets 
less than 17 million Dutch guilders, sales less than 35 million Dutch guilders, and less than 250 
employees) the differences are more significant than for small firms (with total assets less than 4 
million Dutch guilders, sales less than 8 million Dutch guilders, and less than 50 employees). 

In addition to the sign-test we applied aT-test to these ratios in order to measure the scale by 
which the MBOs outperform their industries. In the following Tables 4.1 to 4.3 we present the 
results from this test which shows, during a seven year period and at a 95 percent confidence 
level, the intervals for the mean performance improvement of MBOs as compared to their 
industry averages. Therefore we calculated L\ CFR, L\ ROE and L\ ROI and carried out a variance 
analysis on these differences. Year 0 represents the year in which the MBO took place; year 1 the 
first year after the MBO, etc. 
Table 4.1 demonstrates an overall positive picture for the development of the cash flow ratio of 
MBOs, with only a small decline in the third year after the MBO. The total interval for mean 
performance improvement of MBOs is located somewhere between 3 and 32 percent. 

In this table the medium-sized MBOs are represented by letter m. the small MHOs by the letter s and the total 
number by t. 
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Table 4.1: T -test Cash Flow Ratio 

Years after Number of Mean Std.dev. Std.Err. 95 Pet Conf Int for Mean 
theMBO Ann.Reports 

Year 0 12 .1667 .1011 .0292 .1024 To .2309 
Year 1 22 .1648 .1162 .0248 .1133 To .2163 
Year 2 24 .2096 .1629 .0333 .1408 To .2784 
Year 3 22 .1455 .2673 .0570 .0269 To .2640 
Year 4 15 .1627 .1421 .0367 .0840 To .2414 
YearS 12 .1733 .1869 .0539 .0546 To .2921 
Year 6 7 .2171 .1067 .0403 .1184 To .3158 

From the development of the return on equity in Table 4.2 we can tentatively conclude that 
shareholders face the highest returns during the first two years after the MBO._After this period ~ 
ROE for MBOs seem to stabilize around 15 percent. 

Table 4.2: T-test Return On Equity 

Years after Number of Mean Std.dev. Std.Err. 95 Pet Conf Int for Mean 
theMBO Ann.Reports 

Year 0 13 25.85 23.51 6.52 11.64 To 40.06 
Year 1 26 23.14 19.57 3.84 15.23 To 31.04 
Year 2 31 14.03 23.80 4.27 5.30 To 22.75 
Year 3 28 13.86 15.96 3.01 7.67 To 20.05 
Year 4 25 17.40 26.52 5.30 6.44 To 28.34 
YearS 22 14.44 19.60 4.17 5.76 To 23.12 
Year 6 15 14.66 22.04 5.69 2.50 To 26.87 

With regard to the development of return on investment, Table 4.3 shows a similar pattern. 
Again on average the first three years are the most profitable. After that period ~ ROI apparently 
seems to decrease sharply from approximately 5 percent to 0.6 percent. In contrast to ~ CFR and 
~ ROE, the ~ ROI table indicates that not all MBOs in our sample outperform the industry with 
respect to this ratio. From year 3 on some MBOs underperform the industry averages as shown 
by the minusses in the intervals. 
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Table 4.3: T-test Return On Investment 

Years after Number of Mean Std.dev. Std.Err. 95 Pet Conf Int for Mean 
theMBO Ann.Reports 

Year 0 13 3.56 5.94 1.64 -0.04 To 7.15 
Year 1 26 4.31 7.23 1.42 1.39 To 7.23 
Year 2 31 4.97 6.77 1.22 2.48 To 7.50 
Year 3 28 3.56 8.30 1.57 0.34 To 6.77 
Year 4 25 2.80 8.42 1.68 -0.68 To 6.27 
Year 5 22 0.64 8.60 1.83 -3.17 To 4.45 
Year 6 15 2.41 6.20 1.60 -1.02 To 5.86 

From our study we can conclude that the MBOs compared to the industry averages show higher 
cash flow ratios and returns on equity during the whole period examined. For the returns on 
investment this period appears to be shorter, namely three years.2 

One might object that the higher values of the three ratios of the MBO firms are necessary 
to compensate the higher than average risks involved in buy-out transactions. In order to discuss 
this argument we shall return to the the definition of an MBO given in Section 2: by obtaining a 
controlling interest in the firm, i.e. by becoming a (major) stockholder, management has an 
additional incentive to do their utmost in minimizing the firm's risk. In other words, an increase 
in the personal risk of management may very well result in a decrease in the firm's risk. 
Analysing the findings of a survey among 49 buy-out firms carried out in 1985 we found several 
measures managers took in order to minimize the risk of their firm. The 49 buy-outs consist of 
29 MBOs and 20 IBOs serving as a control group. In an IBO external investors, for example 
venture capital companies, realize and finance the buy-out deal. Within both groups of buy-outs 
we compare the succesful with the unsuccesful deals. We use the Fisher exact probability test as 
an association test, because it is a useful nonparametric technique for analysing discrete data 
(either nominal or ordinal) when the two independent samples are small in size. In contrast to 
succesful mos, the test shows clear associations between management measures which increase 
internal as well as external flexibility and improvement of economic performances for the 
succesful MBOs. 
The measures which appear to be most important to internal and external flexibility have p-values 
smaller than or equal to .05. Examples of measures that increase internal flexibility are: 

- appointing functional specialists, 
- lesser primacy of the production function, 
- decreasing contracting out, 
- shorter lines of communication between management and operations, 
- more operating autonomy of middle management and other employees, 
- more direct feedback mechanisms, 
- lesser bureaucracy. 

Examples of measures that increase external flexibility, as a result of which the firm is in a better 
position to respond succesfully to changes in its markets, are: 

2 Actually we had to carry out a time series analysis. Because of partially overlapping groups in our sample, serious 
statistical problems will arise in estimating the parameters. 
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- direct lines of communication with customers and quicker decision making 
better information for customer orientation, as well as for supplier and market 
orientation, 

- changes in selling methods, product specifications, pricing and service. 

For succesful mos no significant associations were found between management's measures and 
improvement of economic performances. In our opinion the reason for this difference is 
management's equity stake, a vital element in MBOs, that is absent in mos. Thompson, Wright 
and Robbie (1992, p. 414) also found that the management equity stake is a dominant 
determinant of performance. Without a substantial financial participation of the incumbent 
management team an MBO is impossible. Because of this participation managers run a high risk 
and are strongly motivated to find ways to control that risk. 

The associated relationship between flexibility and the improved economic performance has been 
elaborated by means of three detailed case studies of succesful Dutch MBOs. By applying the 
concept of flexibility of Ansoff and Brandenburg (1969) we extend the classification in internal 
and external flexibility used in the study. As far as internal flexibility is concerned, these authors 
distinguish between operational and structural flexiblity. This refinement enables measurement of 
the abilities of the organisation to make quick and efficient changes in the levels of production 
(operational flexibility) and to change itself (structural flexibility) by improving its 
communication and decision making skills. The definition Ansoff and Brandenburg use for 
strategic flexibility is the same as the definition of external flexibility introduced above: the ability 
of an organisation to change the nature of the relationship with customers, suppliers, banks, and 
governmental agencies as a result of which the organisation is in a better position to respond 
succesfuUy to changes in its markets. 

In our case studies we collected information on the operational, the structural and the 
strategic flexibility before and after the MBO, together with data about the economic performance 
of the firm three years before and four years after the MBO. We measured performance by means 
of the cash flow ratio, the return on investment and the return on equity. Regarding the 
operational, the structural and the strategic flexibility of the firm, we looked for specific 
information on measures which were taken as a result of the MBO. We interviewed managers 
who realized the transaction, other investors and some key employees such as controllers, 
treasurers, assistent managers as well as works council representatives. We asked them 
questions about changes in the reward systems, the organisational structure, the firm's strategy, 
the ways of decision making in the management team, the operational information systems, etc. 
Apart from interview material we used firm documents such as business plans, annual and works 
council reports, venture capital reports, and special reports on the industries involved. We 
compared interview and documented information with information from the pre MBO period in 
order to verify any relationship between organisational changes and the MBO deal. Thus, we 
were able to relate quantitative performance data (output) with more longitudinal data about 
operational, structural and strategic flexibility. 

The three case studies confirm the suggested relationship between the increased 
operational, structural and strategic flexibility on the one hand and the improved performances 
after the MBO on the other hand; during the four years after the MBO the three firms showed a 
much better economic performance than before becoming independent. Of course, starting from 
the data of only three case studies we cannot generalize about the causes of the improved 
economic performance after an MBO. We utilized the case studies to develop a more precise 
understanding of the kind of management measures that improve the firm's economic 
performance after the MBO by increasing operational, structural and strategic flexibility. 
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Of course we must keep in mind that the three aspects of flexibility may influence each 
other in practice. Therefore, we have to use these aspects in a coherent way in explaining the 
improved economic performance after an MBO. The findings are summarized as follows: 

L Dependent on their degree of efficiency, the three MBO firms increased their operational 
flexibility by means of cost cutting programs, improving the degrees of utilization of capital 
assets, improving planning and logistics, minimizing working capital, reorganisation of the 
production processes, and aligning wage payments with the collective wage agreements in the 
industry. 

n. The three firms increased their levels of structural flexibility by taking the following measures: 
- reducing the original firm's staff, and selectively creating new staff positions. 
- substituting indirect labour by direct labour, 

centralizing financial control and financial decision making. 
- decentralizing marketing and profit responsibility, 
- creating direct communication channels and direct feedback mechanisms between top 

management and the operational levels, 
- improving the quality of the shared information, 
- stressing employee responsibility for product quality, 
- emphasizing the importance of all employees being prepared to implement measures for 

increasing efficiency. 

III. As far as the strategic flexibility is concerned the three MBO firms improved their economic 
performance by making explicit strategic choices which products andl services to sell, and how to 
approach the (potential) customers. This implies reallocating funds and reorganizing operations. 
Internal growth is pursued by measures that create competitive cost levels and increase profit 
margins (see I above). Thus, the firms are in a better position for external growth by acquiring 
organizations with a higher added value than their own existing range of products and services. 
Furthermore, after the MBO the three firms tended to introduce reward systems that relate 
remuneration to economic performance. Examples of these reward systems are bonuses, profit 
sharing plans, stock options, employee stock ownership plans, and flexibilisation of a part of the 
fixed salary. 

Our research shows that by making the firm as flexible as possible management is able to reduce 
risk (Bruining 1992, pp. 125-196). For successful MBOs this research shows that management 
teams succeed in taking several effective measures that increase operational, structural and 
strategic flexibility on the one hand and improve economic performance on the other hand. 

In the UK, there is consensus that buy-out firms outperform industry averages in the first three 
years after the buy-out in terms of return on assets. However, there is a lack of consensus 
(Houlden 1989, Bannock 1990) beyond this point, although sman samples and questionmarks 
about methodology cast doubt on the possibility of these results. 

Differences between MBOs and MBls 

Although possessing close similarities, MBOs and MBls involve marked differences between the 
degree of transaction restructuring and perfoFmance in much the same way as Dutch MBOs and 
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IBOs. Comparison of representati~e UK samp~es ?~ both ~Os and MB.Is are show.n in Tab~e 
5. Almost three fifths of the buy-m sample sIgmficantly mcreased capItal expenditure. This 
increase is greater than found in buy-outs, where only 44% of respondents had engaged in 
equipment purchases as a result of the buy-out. 
Buy-Ins also appear more likely than buy-outs to effect job losses, both at the time of the transfer 
of ownership and afterwards. Some 38% of buy-ins effected job losses at the time of the 
transaction compared to 25% in the buy-out survey. It may be that as the locus of control in buy
ins lies with external management they may be more willing to reduce employment levels and 
show also a greater need for more restructuring than are inside management. 

The largest single change in both surveys was the recruitment of specialist senior staff, 
though there was a marked difference between buy-ins and buy-outs. In the buy-out survey, 
almost a quarter of firms had recruited senior specialist staff. 

Table 5: Differences between Buy-Ins and Buy-Outs 

Differences Buy-ins Buy-outs Z-test 
% n % n I 

added new products 84 56 62 182 3,0 
I dropped existing products 47 55 ffi 182 4,6 
increase in capital expenditure 58 59 182 1,9 

[job losses at time of transaction 38 58 25 182 2,0 
member(s) oftearn leaving afterwards 16 43 19 182 0.4 
recruitment of specialist staff 79 43 24 182 6.8 
reduced average period of credit for debtors 73 56 43 182 4,0 

In contrast almost four fifths of the buy-in sample had recruited senior staff to fill gaps in the 
generally smaller and less complete management teams. Over two fifths of buy-ins with 
managerial changes recruited managers already known to the team. 

However, because of problems involved in restructuring to become a more viable entity, in 
almost half of the buy-ins senior managers, who were with the company before the transfer of 
ownership, had resigned. This level is some seven times that recorded in buy-outs. In addition, 
there were also changes to the buy-in team. In a sixth of buy-ins where there had been 
managerial change at least one member of the original team had left, compared with almost a fifth 
of buy-outs. . 

The survey of management buy-outs revealed a much more favourable operating profit than 
shown for buy-ins, with a little under a third of respondents reporting trading profit worse than 
in the business plan and two fifths substantially better. However, this comparison needs to be 
treated with some caution given the different time periods to which the two samples relate. Buy
in management appeared to have more succes in increasing turnover than in achieving operating 
profit targets, over three fifths of respondents achieved turnover better than planned. Over half 
the companies, however, reported operating profits worse than in the original business plan. 

5.2 Rates of Return Achieved in Buy-Outs 
A further indication of performance of buy-outs, including also other forms of buy-outs than 
MBOs, is in the financial gains earned by the new shareholders in the company. Indeed Palepu 
(1990) has suggested that some of the wealth gains by pre buy-out shareholders may be 
attributed to systematic overpayment by the post buy-out investors and that such overpayment is 
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likely if ther~ i~ a conflict of interest 1;>etween}nvestors. and managers of buy-out funds. Because 
of confidentIahty, rates of return obtamed by mvestors m buy-outs are difficult to obtain. For the 
US,. Kaplan (1989), ex~ini~g rates of return for 25 MBOs from the 1980-86 period for which 
eqUIty values were avaIlable m the post buy-out period, reported that the post buy-out investors 
earned a ~1.9 percent mean f28 percent median) market.adjusted or excess return over a period 
approachmg three years to fIrst post LBO market valuation. Post buy-out investors in 22 of the 
25 companies received positive market adjusted returns during this period. This compares with a 
median of 37.3 percent and an average of 37.9 percent for pre buy-out shareholders from two 
months before buy-out announcement date to this valuation date. Pre buy-out and post buy-out 
investors earned a combined median total market adjusted return of 77 percent (mean= 96.0 
percent). Kaplan and Stein (1990) demonstrated that the systematic risk of equity in leveraged 
buy-outs is much smaller than what would normally be predicted. given the amount of financial 
leverage, possibly because of the consequences of organisational! changes associated with buy
outs. Muscarella and Vetsuypens (1989) in looking at the rate of returns on LBOs which went 
private from the Stock Market only to be re-listed later, 'reverse' LBOs, noted that due to the 
extreme use of leverage the rate of return experienced by equityholders was very high (an 
annualised rate of return on equity of 268.4 percent for the 58 firms with sufficient data) but 
could not conclude that equityholders earned abnormal rates given the unusually high financial 
risk caused by the extreme leverage, favourable economic conditions and the illiquidity of the 
IPO market. 

In the UK there are well publicised cases of high rates of return being achieved when buy-outs 
have been realised. A survey of rates of return of buy-outs with a deal value of over £10 mn 
which had exited (KPMG Peat Marwick McLintock, 1991) estimated an overall return of 80 
percent for institutional shareholders (or 54 percent after adjusting for receiverships), but with 
significant variations from the average depending on the year of exit (as opposed to the original 
year of buy-out completion). The source of buy-out appeared also to be important, those fro~ 
the state sector achieving the best returns. However, it is necessary to analyse these returns m 
relation to the performance of the market as a whole. To do this, we took a sample of 31 larger 
buy-outs bought out between 1982 and 1987 and exiting between 1984 and 1989. 

Four alternative measures of return in relation to the market were used. The preferred 
measure, following Kaplan (1989), was the excess return (XRl) on total capital (e.g. 
equity+debt) defined as: 

1 +(Equity* 2 + Interim Payments to Capital + Debt 2 - Total Capital I) I Total Capital I 

-1 --------------------------------------------------------------------
1 + Rf+ fio (Rm - Rj) 

where the * denotes market value, book value otherwise; subscripts 1 and 2 denote beginning 
and end period values respectively; Rfis the risk-free rate proxied here by the 3 month Treasury 
Bill return; Rm is the market return, using the FT 500 index; andfto is a measure of the asset 
beta = Be 

1 + ( I-t ). DIE 
for equity beta (fJe), corporation tax rate t and DIE as the debt/equity ratio. Interim payments to 
capital include principal, interest and dividend payments. It is assumed that the firm's pre buy
out debt has aft of O. This is a reasonable assumption since the level of pre buy-out debt, and 
risk, is low (Kaplan, 1989). 

The assumptions and data sources for our variables incorporated in XRl are given in Table 
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6. As it was necessary to assume a value for interest paid between t] and t2 (here taken as 
LIDOR + 2% - widely quoted by institutional sources as the typical MBO rate- across the whole 
initial debt) the total capital excess return was then re-estimated omitting interest paid entirely 
CXR2). 

Table 6: Excess return measures 

Variable 

XRl 

XR2 

XR3 

XR4 

Notes: 

Measured as 

1 + (E* 2 +D2 + A D + [NT + DIV - TCAP 1) 1 TCAP 1 

-1 

-1 

-1 

* 1 + (E 2 + DIV - E 1)1 E 1 

-1 

a Rm measured as CRt2 - Rtl) I Rtl for Ff 500 Share Index (R t) at times 1 and 2. 

Notes 

a, b,c 
d,e,f 

a,b,c,d,e 

a,b,c 

a,b,c 

b fie is the London Business School Risk Measurement Service estimate of the post float equity 
beta. 
c Rf is the return on three month Treasury Bills with annual compounding. 

d TCAP 1 is the total deal price (or total financing) of the MBO. 
e fio is the asset beta derived as:fio = Be 

1 + ( 1-t ). DIE 
where t is the corporate tax rate (here assumed to be 0.35 for the whole period under review, 
1982 - 1989); DIE is the post float gearing ratio, and fie is again the LBS beta estimate. 
f /NT is an upper-bound estimate of the interest charges payable at LIDOR + 2 % assuming the 
whole MBO debt remains outstanding for the pre float period. 

As an alternative to the return on total capital we calculated the excess return to investors' equity 
using both the post float equity beta (XR3) and under the assumption of uniform equity betas of 
unity (XR4). 
This sample excludes receiverships and by using different methods to examine returns shows 
marked differences between returns to equity and total capital. 
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For the results of this exercise see Table 7: 

Table 7: Excess Returns on Large Floated Buy-Outs 

Excess Return Min. Max. Mean Std.dev. 

Total Capital I 0.04 6.34 1.45 1.42 
(XRI) 
Total Capital II -0.026 5.51 1.35 1.23 
(XR2) 
Equity Return I 0.64 173.9 29.46 53.15 
(XR3) 
Equity Return IT 0.55 280.3 29.66 54.19 
(XR4) 

The benefits of buy-outs from the state sector have been examined in various studies, e.g. of the 
National Freight Company (Bradly and Nejad, 1988). The break-up of National Bus Company 
or NBC (Wright and Mulley, 1989; Wright, Dobson, Thompson, Robbie, 1992), indicated that 
the decentralised ownership was permitting greater local flexibility, enabling the new companies 
to amend organisational structure, purchase more appropriate fleet vehicles and obtain fuel locally 
at lower costs as well as providing scope for organic growth through diversification into related 
travel and leisure areas. In addition, the NBC break-up appeared to allow a more localised and 
flexible remuneration structure which were seen as necessary in meeting the increased 
competition following deregulation. A study of privatisation buy-outs in the UK which had 
exited by flotation or trade sale confirmed the results noted earlier in respect of all buy-outs that 
had floated (Thompson, Wright and Robbie, 1992). 

Furthermore, studies of UK buy-outs which have exited by flotation on a stock market show that 
performance as measured by increases in company value exceeds market indices both prior to 
flotation (Thompson, Wright and Robbie 1989) and afterwards (Lloyd, et al 1987; Wright, 
Robbie and Coyne, 1987), although post flotation performance tended to slow down. 
In Holland, a study of the returns achieved by Dutch Venture Capitalists (NVP 1991) showed 
that during 1986-90 those institutions made an average return on investment of 18 percent on 
their venture capital investments made in the early 1980's. However the rate for buy-outs was 25 
percent with a quarter achieving rates of 50 percent or more. 

5.3 Probability of Exit by Success or Failure 
The analysis in this section focuses principally on the UK where quantitative information on exits 
is most accessible. 

Exit trends can be examined in various ways. The availability of UK data enables a 
comprehensive analysis to be made of all types of exit, the rate of exit of buy-outs completed in a 
particular year, the total exits occurring in each year and the number of years post buy-out before 
exit occurs. Details of these aspects of exit are presented in what follows. 
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General Trends 

The majority of UK buy-outs and buy-ins completed in the period 1981 to 1991 have yet to exit. 
Less than a quarter (23.3%) of buy-outs have exited by means of either flotation, trade sale, 
secondary buy-outlbuy-in or receivership (Table 8). The most common form of exit for buy-outs 
has been trade sale, with almost a tenth (9.9%) of buy-outs completed between 1981 and 1991 
pursuing this route. The recessionary environment in the UK at the beginning of the 1990s has 
had a severe impact on the number of buy-outs entering receivership, with some 7.7% of all 
buy-outs completed in this period having failed. Only 4.4% of buy-outs have floated. Table 8 
shows exit rates by year of buy-out. Amongst buy-outs, over a tenth of those completed in the 
period of greatest market buoyancy, 1987 to 1989, have already failed. 

Trade sale has exceeded flotation as the most common form of buy-out and buy-in exit for 
the last five years (Table 9). However, the number of trade sales fell sharply from the peak of 87 
in 1989 to only 34 last year, reflecting the general downturn in takeover activity. From a peak of 
1,123 acquisitions of independent companies in 1988 and 441 sell-offs of subsidiaries to other 
groups in 1989 the numbers of each of these types of takeover fell to 291 and 219 respectively in 
1991. This downturn in the general takeover market means that relatively few potential buyers 
for buy-ins are available and that the exit price/earnings multiples which can be achieved have 
also fallen. In the first half of 1992, trade sales at 23 were slightly above the number recorded in 
the corresponding period of 1991. 

The low level of exits by means of a flotation seen since 1989 continued into 1992 with 
only two buy-outs and buy-ins coming to market in the first half of the year. Flotation generally 
has been problematical in the UK in this period, with the trend in all companies coming to market 
continuing to be sharply downwards. The Unlisted Security Market has also ceased to be 
attractive to companies, with only four coming to market by this route in the first two quarters of 
this year. The all-time total number of buy-outs to have come to market is 183. Acquisitions of 
buy-outs which had previously achieved a flotation average about ten per year and together with 
three failures of floated buy-outs mean that barely a hundred of all the buy-outs which have come 
to market remain quoted. 

The pattern of receiverships of buy-outs (and buy-ins) showed record levels of failures in 
1991 (Table 9). The total of 120 buy-outs (and buy-ins) entering receivership was four times the 
number seen in 1989 and 50 per cent greater than the 1990 figure. Comparisons between the first 
half of 1992 and the same period of 1991 show that the number of buy-outs entering receivership 
rose by 14 per cent to 56, whilst the number of buy-in failures more than halved to nine. 

The period since the late 1980's has been marked by major efforts to restructure deals 
which have failed to meet targets. Restructuring may take place because of rapid growth or 
because a buy-out faces serious trading problems. Whilst full information is difficult to obtain, 
the trend shown in Table 9 is clear. In 1991 a total of 44 institutionally backed buy-outs and buy
ins have been identified as having undergone some form of refinancing, five times the 1990 
level, with 15 refinancings identified in the first half of 1992. A secondary buy-out is an 
alternative form of exit and may be associated both with handing on a successful buy-out to a 
new generation of managers and a means of restructuring where it is seen as necessary to replace 
the initial team. The numbers of such transactions notified to CMBOR reached a peak in 1989 
and 1990, since when few have been recorded. 

- Exits By Size of Buy-out 

Marked differences occur in the proportions of MBOs of different sizes which have exited (Table 
10). To the end of June 1990, a sixth (16.2%) of buy-outs completed for a purchase price below 
# 10 million in the period 1981 to 1990 had exited by means of a flotation, trade sale or secondary 
buy-outlbuy-in. In contrast, well in excess of a third (35.3%) of larger buy-outs completed in 
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this period, those with a transaction value of #10 million or more: had exited through one ofthese 
methods. Exit rates amongst MBOs completed from 1988 onwards show a marked falling off in 
comparison to earlier deals. 

- Exit by Source of Buy-out 

Monitoring of exits by differing sources of the original deal shows that MBOs which were 
previously part of the public sector and those which were originally divestments from non-UK 
parents record by far the highest propensity to exit by means of a flotation, trade sale or 
secondary buy-outlbuy-in (Table 11). MBOs from receivership have the lowest propensity to exit 
by one of these methods, although they are more likely to fail than MBOs from other sources. 
MBOs of quoted companies show the second highest propensity to exit, but this is little different 
from the overall exit rate. 

Longevity of Buy-outs 

An important and lively debate has recently centred on the longevity of MBOs, with some critics 
of MBOs arguing that they are another example of short-termism in the UK economy. Previous 
sections examined the rate of exit by year of buy-out. Whilst such an analysis provides a means 
of inferring the longevity of buy-outs it does not provide it directly. Direct evidence is provided 
by the firms in a representative sample of 158 MBOs completed in 1983-1986 surveyed by 
CMBOR and whose exit behaviour was monitored for seven years post buy-out. 

Table 12 shows the cumulative exit status of the sample over a seven year period post buy
out. The proportion of MBOs which have not exited declines steadily so that seven years after 
buy-out some 40 per cent of the sample had exited. The greatest increase in exit occurred in years 
three to five after buy-out, which links with notions that many buy-out funders expect to realise 
at least some of their investment in this timeframe. However, such a view oversimplifies the 
overall exit situation. The principal indication from this evidence is that most MBOs last a long 
time and a minority do not. 
As already indicated, the rate of exit of MBOs is not independent of size. Similarly, MBOs of 
different sizes vary in the time they take to exit. Dividing the sample of 158 MBOs into size 
categories as defined by their original transaction value shows that the smallest MBOs have a 
substantially higher propensity to remain as MBOs within a seven year period than do larger 
transactions. After seven years, 64.4% of the MBOs completed for an initial purchase price 
below #1 million had not exited, 57.9% of those with an initial purchase price of #1-5 million 
and 42.1 % of those with an initial purchase price above #5 million had not exited. The extent of 
exit activity amongst the largest size category of buy-out in the sample within four years is 
particularly striking. The smaller the size category, the more evenly spread over time are the exits 
ofMBOs. 

- Survival Rate 

The cumulative survival rate of MBOs is calculated using monthly observations of exits and 
obtain the results as shown in Table 13. All forms of exit are considered together. The table 
shows that the median survival time or time to exit in our sample is over nine years. 

An alternative means of examining the longevity of MBOs is to analyse the probability that 
a buy-out exits in a given period, conditional on having survived as a buy-out in the previous 
period. The view that MBOs are a short term phenomenon might be supported if the probability 
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that a buy-out exits during a given period conditional on having been a buy-out in the previous 
period increases over time. Alternatively, such an analysis could support the long term 
hypothesis relating to MBOs where a buy-out which remains as such for a given period is found 
to be increasingly likely to remain as a buy-out. However, this latter aspect may also be 
consistent with a heterogeneity of buy-out types, i.e. some exit early and some take a long time 
to exit, since once the transitory MBOs have exited there is likely to be an increasing (or 
constant) likelihood of remaining as a buy-out. 

The results are shown in Table 14. The results indicate that the estimated probability of exit 
conditional on being private at the beginning of a given period rises up to months 42.8 to 53.5 
after which there is a fall before a sharp increase in months 64.2 to 74.9. After this date the 
results may be affected by the fall in numbers of observations with this amount of time post buy
out. This pattern of results supports the heterogeneity view. The suggestion is of an increasingly 
likelihood of short term MBOs to exit up to roughly year four after buy-out. When the analysis is 
conducted by size of buy-out, the results support the view that larger MBOs are more likely to 
exit in a short period of time whilst smaller MBOs are likely to exit after a longer period. 

6. CONCLUSIONS 
In this paper we sought to answer the question whether it would be possible to explain the 
increase in the number of UK and Dutch MBOs by considering the risk-return trade-off. After 
having defined the meaning of the word management buy-out in Section 2 we analysed various 
motives for realizing such a transaction. Section 3 discussed our data and methodology. In 
Section 4 we discovered that during 1980-1991 the number of MBOs in the UK as well as in 
Holland showed a tendency to rise. Section 5 focussed on the risk-return trade-off as an 
explanation for this increase. Unfortunately, we did not have at our disposal the market values 
required to implement the traditional way of using the risk-return trade-off. Therefore, we had to 
find proxies for the risk and the return components in these buy-out deals: (1) comparing firm 
and industry ratios as well as risk reducing measures, (2) rates of return achieved in buy-outs, 
and (3) probability of exit by success and failure. Applying these proxies enables us to conclude 
that MBOs are attractive from a risk-return perspective in the UK and in Holland. If this 
conclusion also holds for the Pacific Basin region, and if this region displays the characteristics 
mentioned in Section 4, we may expect an increase in the number of buy-outs in the Pacific 
Basin area too. 

One might wonder why we utilized different proxies in different countries: (1) in Holland 
next to (2) and (3) in the UK. The reason for this difference is the fact that in Holland the buy
out scene is much younger than in the UK. Therefore, relatively few firms that have been bought 
by their management teams have exited in Holland, making it nearly impossible to apply proxies 
(2) and (3). Moreover, comparisons between MBOs, MBIs and IBOs indicate different risk
return trade-offs exist between these similar forms of transaction. In the case of UK MBOs and 
MBIs in particular, such differences seem to help explain different experiences of these two 
forms of transaction in the early 1990s. 
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TABLE 8: UK MHO EXITS 

Year of MBO Root* Trade Sale MBOIMBI Receivership No Exil·· Toral , 

No % No % No % No % No % No % 

1981 17 11.8 24 16.8 4 28 14 9.8 84 58.8 143 100.0 

1982 23 9.7 36 15.2 5 21 16 6.8 157 66.2 237 100.0 

1983 26 11.1 35 14.9 4 1.7 18 7.6 152 64.7 235 100.0 

1984 19 8.0 SO 21.1 6 2.5 17 7.2 145 61.2 237 100.0 

1985 24 9.2 39 14.8 6 2.3 20 7.6 174 66.1 263 100.0 

1986 
I 

17 5.4 46 14.6 7 22 19 6.0 226 71.8 315 100.0 

1987 16 4.7 50 14.6 7 2.0 38 11.0 233 67.7 344 100.0 

1988 7 1.9 35 9.3 2 0.5 39 10.4 292 77.9 375 100.0 

1989 1 0.3 15 4.0 2 0.6 40 10.7 315 84.4 373 100.0 

1990 1 0.2 8 1.7 1 0.2 38 7.8 437 90.1 485 100.0 

1991 1 0.2 3 0.7 0 0 8 1.8 433 973 445 100.0 

Includes USM. Third and OTC markets, reverse-ins and floats which were subjeCl to trade sale etc. 

•• Includes re-financing 

Source: CMBOR/BDCurouche Ross 

TABLE 9: EXITS Oil UK MA1"IAGEJ\1ENT UUY·OUTS AND PRIVATE BUY·INS, BY YEAR OF EXIT 

Type of Exils Year of ExU 

1985 1986 1987 1988 1989 1990 1991 199202 

Flotation 28 367 35 36 13 5 4 I 2 

Trade Sale 12 34 40 50 87 52 34 23 

Secondary na na na na 14 13 3 1 

MBOIMBI 

Receivership na na na na 33 85 120 64 

Refinancing na na na na 3 9 44 15 

TOlal 40 71 75 86 150 164 205 10 

Source: CMBORIBDCurouche Ross 



TABLE 10: EXITS OF BUY·OUTS COMPLETED BETWEEN 1981 & 199Cl AT END JUNE 1991 

, Original Transaction Value 

Less than 110m £lOrn and Over 

Exit by Flolalion, Trade Sale All Buy-outs Exit by FlolaUon, Trude Sale All Buy-outs 
Secondnry MBO/MBI In Category SecondDry MBO/MBI In Cntegory 

YearorMBO No % or all MBOs No % or all MBOs 

1981 42 29.8 141 2 100 2 

1982 59 25.4 232 5 100 5 

1983 S9 26.0 227 6 75 8 . 
1984 71 30.7 231 4 66.7 6 

1985 51 21.0 243 18 90.0 20 

1986 58 19.6 296 13 68.4 19 

1987 5S 17.4 316 18 64.3 28 

1988 32 9.8 327 12 25.0 48 

1989 14 4.4 316 4 7.0 57 

1990 7 1.6 436 3 6.3 48 

Total 448 16.2 2,765 85 35.3 241 

z-Test or differences between total pen::enlages existing in the two size categories in the period yields z = 7.37 
(Significant at 1 % level). 

Source: CMBORiBDCLtrouche Ross 

TABLE 11: EXIT BY SOURCE m' BUY·OUTS COMPLETED IJEf'ORE END 1990 

Source Number Exiting" Tot. .... 1 Buyo()uts ExiUTo1D1 % 

Divestment(UK parent) 266 1562 17.0 

Diveslment(overseas parent) 93 293 31.7 

Private!Family 103 622 16.6 

Privatisation 45 140 32.1 

Receivership 23 168 13.7 

Going Private 6 30 20.0 

Tota! 536 2815 19.0 

z·tests: Total v. Divestment (overseas parent) z=S.20+ 
Total v. Privatisation: z=3.97+ 
Total v Receivership: z= 1.77 
Total v Private: %=1.41 
Total v GOing Private: z=0.14 
Total v Divestment(UK parent) z=O.O 

+:Significant at 1% level 

+: By means of nota lion, trade sale or secondary buy-outlbuy-in. 

Source: CMBORiBDCLtrouche Ross 



TABLE 12: CUMULATIVE EXIT STATUS OF IS8 MANAGEMENT BUY-OUTS COMPLETED IN TIlE PERIOD 1983-85 

Age ofMnO Total sample No exit MBO/M8I Trade Sale Float Receivership 

No % No % No % No % No % No % 

Year 1 158 100.0 157 99.4 0 0 0 0 1 0.6 0 0 

Year 2 158 100.0 149 94.3 0 0 4 2.5 5 3.2 0 0 

Year 3 158 100.0 136 86.1 1 0.6 8 5.1 12 7.6 1 0.6 

Year 4 158 100.0 124 78.4 3 1.9 15 9.5 14 8.9 2 1.3 

Year 5 158 100.0 112 70.9 4 2.5 22 13.9 15 9.5 5 3.2 

Year 6 158 100.0 98 62.0 5 3.2 28 17.7 16 10.1 11 7.0 

Year 7 158 100.0 95 60.0 5 3.2 29 18.4 16 10.1 13 8.3 

Source: CMBOR\BOCL\Touche Ross 

TABLE 13: PERCENTAGE OF BUY·OUTS wlllcn EXIT BY AGE OF UUY·QUT 

Months after buy-out Buy-outs at Beginning Buy-outs Censored Buy-ou!s E:<iling Cumulative Survival 
of period , Rate 

up to 10.7 158 0 1 1.0 

10.7·21.4 157 0 6 0.99 

21.4 • 32.1 151 0 10 0.96 

32.1 ·42.8 141 0 12 0.89 

42.8·53.5 .129 0 10 0.82 

53.5 ·64.2 119 0 10 0.75 

I 64.2·74.9 109 18 13 0.69 

74.9·85.6 78 32 3 0.60 

85.6·96.3 43 26 2 0.57 

96.3· 107.0 15 15 0 0.53 

Source: CMBORIBDCLlTouche Ross 



TABLE 14: MAXIMUM LlKELlJIOOD ESTIMATES OF TilE CONDITIONAL PROIlA8ILI1Y 
OF EXIT AS A FUNCTION OF TIlE TIME SINCE TIlE BUY'()UT 

Months after Buy-oul Probabilily/Hazard Coefficient Estimate Sid Error 

Up to 10.7 0.0006 0.0006 

10.7·21.4 0.0036 0.0015 

21.4 - 32.1 0.0064 0.0020 

32.1 ·42.8 0.0083 0.0024 

42.8 - 53.5 0.0075 0.0024 

53.5 ·64.2 0.0082 0.0036 

64.2·74.9 0.132 0.0036 

74.9 - 85.6 0.0046 0.0027 

85.6·96.3 0.0064 0.0046 

II I 
I 

96.3·107.0 0.0000 0.0000 

Source: CMBOR/BDCLlTouche Ross 
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