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Abstract 

The private equity (PE) industry has been growing over the recent years and a large amount 
of capital is invested in Nordic private equity funds. Buyouts which are focusing on a leve-
rage effect, known as the leverage buyout (LBO), have transformed public companies into 
private equity owned portfolio companies. The purpose of this report is to describe and 
analyze the current state of the leverage buyout transaction in the Nordic market, with fo-
cus on the factors which are affecting the value creation process.   
 
Through an abductive approach, data has been collected from interviews with representa-
tives from PE companies and banks with experience of LBO transactions in both the Eu-
ropean and the Nordic market. The objective was to examine the factors which are affect-
ing the value creation process and to examine why LBO transactions in the Nordic PE 
market has generated higher EBITDA multiples than in the European market.    

The study shows that PE companies operating in the Nordic market tends to appreciate 
operational and organizational value rather than multiple values. Nordic PE companies 
have in general exercised longer investments in the portfolio companies compared to Eu-
ropean PE companies. The long term investments implementation has enabled the Nordic 
PE companies to accomplish entrepreneurial actions in a further extent. 

Nordic PE companies have also been successful in their streamlining process of the organ-
ization structure, which partly explains the greater EBITDA multiples generated in the 
Nordic market. Another significant factor is the favorable tax regulation in Sweden which 
has been beneficial for the whole Nordic PE market. 

The current financial condition has affected both the activity and the transaction structure 
of LBO’s in the Nordic market. The equity proportion has increased, while unsecured 
loans such as mezzanine loans and second lien loans have decreased. Nordic PE companies 
have also stopped using syndicated loans, as it has been too risky to renegotiate debt re-
payments with several banks.  

The study concludes that Nordic PE companies will in the nearest future change their geo-
graphical focus more too emerging markets, while turn-a-rounds strategies will be used 
more frequently in the Nordic market.  
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1 Introduction 

The private equity industry has been growing over the recent years and a large amount of 
capital is invested in Nordic private equity funds. Buyouts which are focusing on a leverage 
effect, known as the leverage buyout, have transformed public companies into private equi-
ty owned portfolio companies. However, the knowledge about the leverage buyout transac-
tion in the Nordic region is limited in the academic world. 
 
The authors’ motivation when writing this master thesis at Jönköping International Busi-
ness School has been the fact that the leverage buyout transaction is widely used in the 
Nordic market, but there has been a lack of discussions and research about the effects of 
the existing unstable financial markets. It has been a difficult time for the financial markets 
in the recent time period. Several American banks such as Bear Stearns and the private eq-
uity company Carlyle Group have faced a hard pressure when access to the debt market 
has been limited. Among the analysts, the leverage buyout transaction ahead will be much 
more difficult to carry out due to higher debt prices.  
 
The author’s objective is to provide the reader with information which is of current interest 
in the leverage buyout market in the Nordic region. 

1.1 Background 

In 1988, Kohlberg Kravis Roberts & Co launched one of the most famous leverage buyout 
(LBO) ever on RJR Nabisco. The market condition was idealistic in the US for carrying out 
buyouts with a large proportion of debt, as there was a growth in the junk bond market. At 
the same time in the Nordic market, the activities in the Private Equity (PE) industry were 
mainly related to financial and management support of smaller private firms. (Evans, 2006) 

Private Equity refers to both buyout and venture capital, where LBO’s are a buyout 
transaction with a fairly low amount of equity and a large amount of debt, which is mainly 
secured by the assets of the purchased company (Norris, 1988). 

In today’s 21century, the Nordic market is one of the strongest PE regions in the world. 
The access to financial resources has changed over the years and PE companies have 
investments all over the region in all kinds of industries. In year 2006, Blackstone Group 
and four other PE companies took control over the Danish telecom company TDC 
through an LBO, which meant that TDC became a private portfolio company of the PE 
investors. It was a so called ―mega lbo‖, the biggest LBO ever in Europe and the buyout 
was financed with €12 billion of junk bonds and loans to complete the takeover (Evans, 
2006). 

Discussions concerning the PE companies’ objective with the privatization of TDC and 
the future for the company started in the business press. Some analysts argue that it is a 
difficult task to create value and at the same time manage debt repayments and financial 
downturns during a short investment period. Other analysts disagree and argue that the PE 
approach is much more intense than for a public traded company since the object from day 
one is to make an exit with a sustainable profit in a near future. PE companies have also 
more freedom and can act without pressure from the stock market, analysts and media 
(Kubr and Lichtner, 2008). 
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Both domestic PE companies such as EQT and Company Q and international players’ ana-
lyses the market on a daily basis to make a move when a suitable target for an LBO is dis-
covered. PE companies are very selective and careful in their analysis and the due diligence 
process is extremely carefully performed before an offer is made, nothing is left by chance. 
(Kubr et al, 2008) 

The main objective when performing an LBO is to create value for the shareholders by 
purchasing companies that they believe has greater potential to grow with their own 
management expertise and capital. However, with today’s American credit and subprime 
crises the condition is not as idealistic as in the 80s, from an international perspective. Both 
banks and PE companies have faced hard pressure when the access to the debt market has 
been limited. Among the analysts, the LBO transaction will be harder to perform due to 
higher debt prices and the only available type of loan will be senior loans, while second lien 
loans will disappear. With such focus on the international financial crisis, it has not been 
much discussion about the condition in the Nordic market and the PE industry has not 
showed any clear signs of difficulties. (Kubr et al, 2008) 

According to Kubr and Lichtner (2008), there is a general agreement within the industry 
that the level of multiple arbitrages will decrease since the large amount of capital that PE 
investors manage today have been generated from exits of portfolio companies which PE 
investors entranced following a weak stock market in the beginning of 2000. This has risen 
questions concerning the PE companies’ strategies and if the high returns will be sustaina-
ble in the future. Forecast of higher debt prices, lower EBITDA (Earnings before interest, 
taxes, depreciation and amortization) multiples and greater liquidity in the stock market are 
concerns for the entire PE industry and in particular the LBO transaction. (Kubr et al, 
2008) 
 
"If there is a significant economic slowdown, with the amount of leverage put into these buyouts, the compa-
nies will not be able to meet their interest payments.” - Fred Wainwright, Dartmouth College 

The analysts have different opinions about the future; some believe that LBO transactions 
will take the same route as the IT-bubble, while other argues that buyouts will continue to 
outperform the public market and remain an essential asset class. (Kubr et al, 2008) 
 
 
 
 
 
 
 
 
 
 
 
 
 
  



 

 3 

1.2 Problem Discussion 

PE analysts are looking for candidates that already have a degree of exposure in the indus-
try which could fit into their existing portfolio. The candidate must fulfill some specific 
characteristics that can provide a platform for further acquisitions or buyouts as well as an 
IPO or a trade sell should be possible exit strategies. Ideal targets for an LBO transaction 
should also be able to manage increased leverage, as equity is less than 30% in a typical 
LBO structure. (Winters, 1992) 

Over the years there has been much debate regarding the value created by LBO transac-
tions. Skeptics argue that LBO transactions are simply a mean for capitalists to earn paper 
profits by arbitrage the valuation differences between public and private markets. Oppo-
nents to LBO’s have also highlighted the risks linked to recessions and falling EBITDA 
multiples, which can cause problems for the company to handle interest payments and si-
multaneously meet the demands from the shareholders. (Evans, 2006) 

However, studies by academics and professionals have provided sufficient evidence of sub-
stantial value created by LBO’s. Jensen’s (1989) free cash flow theory propose that high le-
verage forces the managers to work more disciplined and make larger efforts to deliver 
strategic changes. The leverage and the involvement of the PE firm also puts pressure on 
the managers to eliminate corporate expenses, increase operating efficiency and reduce 
other agency problems. (Jensen, 1989) 

“To understand KKR, I always like to say, don't congratulate us when we buy a company. Any fool can 
buy a company. Congratulate us when we sell it and when we've done something with it and created real 
value.” - Henry Kravis, KKR Co 

What are significant traits of LBO candidates that are beneficial in the value crea-
tion process in the Nordic PE market? 

High profiled PE companies have been extremely successful in recent years and they have 
raised the price level of their portfolio companies so that strategic buyers have been beaten 
in auctions, which have resulted in many deals between PE companies. (European Bank, 
2007) 

Nordic PE companies have been able to perform higher EBITDA multiples than the aver-
age in Europe since year 2003. Some analysts argues that Nordic PE companies are using a 
diverse strategy approach, while other believes that the EBITDA multiple is only reflecting 
the LBO friendly regulation in the Scandinavian countries. (European Bank, 2007) 

From an external point of view, the analyses which can be made are statistical, but they do 
not answer what the factors behind these results are. By conducting a discussion with pro-
fessionals with experience of both the Nordic and the European market, these factors can 
be analyzed.  

Why has LBO’s in the Nordic region managed to generate greater EBITDA multi-
ples than those performed in the European market?  
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A declining economic growth and change in the debt market may lead to an end for LBO’s. 
Today’s buyouts could face lower EBITDA multiples in the future when it is time for exit, 
which will affect both returns, strategies and the way the PE investor manage their portfo-
lio companies. The time horizon may be changed as the correction of EBITDA multiples 
could result in a less active exit market. The question is if there will be a crash in the LBO 
market or a soft landing? Some analysts believes that the LBO show same signs as the IT-
bubble, while other says that there cannot be a crash as LBO’s are investments in mature 
companies with a stable cash flow, healthy assets and real value. The leverage is the most 
significant factor for LBO’s and many analysts believe that there will be debt crisis in the 
near future, which will result in higher leverage prices and a need for more equity in LBO’s. 
With an American credit crisis, more expensive debt and less free cash flow available for 
investments there will be a negative impact on the company’s multiples. Additionally, a de-
creasing debt market will probably result in less activity and a slowdown can put much 
pressure on pricing. (Kubr et al, 2008) 
 
“Many of the companies being exited today were acquired at lower EBITDA multiples, which raise the 
questions by how much will returns decline; and will private equity become unattractive?”- Thomas Kubr 
CEO of Capital Dynamics 
 
However, with such a focus on the American credit crisis, it has been quiet about the con-
dition in the Nordic market and how much Nordic PE companies have been affected of 
the uncertain international financial markets. 

How is the current market condition affecting the future of the LBO transaction in 
the Nordic market? 

1.3 Purpose  

The purpose of this report is to describe and analyze the current state of the leverage buy-
out transaction in the Nordic market, with focus on the factors which are affecting the 
value creation process.   
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1.4 Definitions 

Arbitrage = is the practice of taking advantage and make profits from price differences on 
a specific asset or on different marketplaces. (investopedia.com) 

BRICK-countries = Stand for Brazil, Russia, India and China. This group of emerging 
markets has been assumed to have greater importance in the international investment 
community. (cnnmoney.com) 

Debt tax shield = A reduction in taxable income through deductions on amortization and 
depreciation etc. The deduction reduces the taxable income for a given year or defers in-
come taxes into future years. (investopedia.com) 

Due diligence process = Refers to the care a company should take before entering into 
an agreement or a transaction with another party. (investopedia.com) 

EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) = Rev-
enue – Expenses (excluding tax, interest, depreciation and amortization). (investope-
dia.com) 

IRR (Internal Rate of Return) = The discount rate that makes the net present value of 
all cash flows from a particular project equal to zero. The higher internal rate of return, the 
more desirable it is to undertake a project or transaction. (investopedia.com) 

Leverage Buyout (LBO) = An acquisition of another company which uses a large 
amount of borrowed money (bonds or loans) to meet the cost of acquisition. (investope-
dia.com) 

Leverage effect = The value of the investment changes much more when the value of the 
underlying asset increases or decreases, due to a high proportion of debt. (investope-
dia.com) 

Mega LBO = The largest structure of a leverage buyout, where there are more than one 
investor and there is a high degree of syndicated loans. (investopedia.com)  

Mezzanine loan = A loan which is unsecured or has a subordinated security structure. 
(investopedia.com) 

Paper profit = Unrealized capital gain. (investopedia.com) 

Second lien loans = A loan which is secured against the company’s assets, but has second 
priority after the traditional bank loan in terms of security. (investopedia.com) 

Secondary market = Refer to the market of any kind of used goods. In this research it re-
fers to the exit market for LBO’s (investopedia.com) 

Senior loans = A form of a term loan with a maturity of 5 to 7 years.  Senior Loans are of-
ten used for acquisitions, recapitalizations and leveraged buyouts. (investopedia.com) 

Syndicated loans = A large loan which is provided by several banks. (investopedia.com) 

Turn-a-round = A term which describes a change of a company’s development which 
leads from making losses to profits. (investopedia.com)  

Whopping return = A finance term for a large return on an investment. (encyclope-
dia.com) 
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2 Research Design 

2.1 Research Approach  

There are three approaches of research logic that unite theory and data; deductive, induc-
tive and abductive design. The authors have chosen an abductive approach in this research 
as it is the most suitable approach for the thesis as well as the object and structure of an 
abductive approach agrees with the intention of the research. (Guba et al, 1992) 

The abductive approach is advantageous in this research as it is managing qualitative data 
where the variables are not identified in advance. The abductive logic tells the researcher to 
look at all phenomena’s which in some way are correlated to the problem, which requires 
an open view to all kind of possibilities. The research processes focuses on construct and 
establish explanations about the LBO market, as the research is designed to manage new 
information and there are no expectations of the outcome. The discovery process is the 
focal point, which leads the research from facts to explanations of it. The research ques-
tions are also designed by this logic, there are confirmed facts about the LBO targets, value 
creation, the financial crisis and that Nordic LBO’s have performed higher EBITDA mul-
tiples than the average in Europe, but there are no explanations behind these facts. (Levin-
Rozalis, 2004)  

“The logical process of discovery is known as “abduction”, which can be suitable in situations where both 
deduction and induction fail us” (Levin-Rozalis, 2003) 

The concept of abduction is based on the idea that there are no previous assumptions and 
hypotheses. Every result is important to observe and analyze and the observations are 
modified through the whole process to establish explanations which is answering the activi-
ties in the LBO market. (Levin-Rozalis, 2004) 

The aim of an inductive approach is to collect data which can extend existing theories or 
develop new theories. The observable facts which are frequent or cyclical create the hypo-
theses through an empirical generalization. The main difference between abduction and in-
duction is that in an inductive approach the characteristics of the observable facts must be 
known before the research as the researcher is analyzing the probability of the happening, 
while there are no specific expectations before the research in an abductive approach. (Le 
Compete et al, 1992) 

According to Copi (1961), an example of the prior condition before an inductive approach 
could be as following; 

“A coin has two sides and that when it is tossed it will land on one of them.” – (Copi, 1961) 

The deductive approach manages the relationship between hypotheses and theory. Theo-
retical assumptions are explaining the hypothesis and only information which affects the 
hypotheses is analyzed, even if new information is discovered. This approach is suitable for 
research which tries to examine if a theory are accurate or not. (Guba et al, 1992) 

To sum up the main characteristics of the approach in this research; no prior hypotheses 
has been used to answer the questions concerning the Nordic LBO market and there has 
not been any assumptions made. Instead, focus is fixed on analyzing all kind of variables 
from the qualitative data to be able to describe the nature of the problems and to provide 
the reader with explanations.  
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2.2 Theory Selection  

The selected theories are mainly LBO theories. There are several different categories within 
LBO theories; some theories are more focused on post-transaction and transaction struc-
ture, while other theories focus on the value creation process and exit strategies. Additional 
theories which are not unique to LBO’s, but still important, are theories such as the agency 
theory and knowledge transferring.  
 
The purpose behind the theories that is used, is to build a foundation for the thesis and in-
direct for the reader. The aim has been to provide the reader with a theory part which has a 
funnel structure, which starts with the PE industry and then ends with niche theories 
against the research questions.  
 
Theories have been collected in different ways, but mainly through internet databases, as 
this is a subject with limited literatures in Swedish libraries. The authors’ student accounts 
at Jönköping University’s library have been used to get access to databases such as ebs-
co.com and jstore.com. Google Scholar has also been a frequent used source to come 
across articles about LBO’s.  
 
To find suitable theories, some typical words and phrases have been written in the databas-
es. LBO transaction, PE industry, LBO target, Portfolio Company, value creation, LBO in 
the Nordic market, exit strategies, LBO transaction structure and EBITDA multiples are 
some of the words that have been used.  
 
The objective has been to find theories that manage the LBO transaction in general and 
theories which are only covering the Nordic region. As stated earlier, the theories are man-
aging the entire LBO process, from entry to exit, which makes it achievable to use the 
theory together with the empirical findings and produce a solid analyze.  
 
The greatest approach would have been to only use theories which cover LBO’s in the 
Nordic region, but due to an almost non-existing availability of Nordic literature, the used 
sources are mainly American and European.  
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3 Frame of Reference 

3.1 Private Equity 

The concept of Private Equity (PE) consists of investments in companies that are not pub-
licly traded on the stock exchange. The PE firms have with their activity created a niche in 
addition to the stock market and the aim is to provide unique competence and to secure 
capital during a fixed time period to be able to restructure the portfolio company. PE refers 
to both venture capital and buyouts, which means that the PE funds are used to invest in 
both young companies and companies which are in their later stage of operation (Colvin et 
al, 2006). Venture capital can also be divided into three different investment phases; start-
up, product development and expansion. Own investment in these phases brings large risks 
for the entrepreneur and since the banks does not want to contribute with this kind of fi-
nancing, the entrepreneur have to mortgages own assets or turn to venture capital (Centre 
of Private Equity and Entrepreneurship, 2003). Venture capital is investments which the 
PE firms fund with own capital, while buyouts is financed with a substantial part of leve-
rage. The purchased company’s assets are mortgaged by the PE firm and the cash flow is 
used to pay interest payments and depreciation. Buyouts brings lower risks then venture 
capital as the target company is more mature, has a stable cash flow and more assets. 
(Riksbanken, 2005) 

 

Figure 1: Private Equity, (Riksbanken, 2005)      

 
The PE investors’ makes distinction against other privately owned companies, such as fam-
ily companies and industrial groups, in their choices of goals and strategies. Common for 
all PE firms, regardless direction, is that they only invest for a limited period. PE firms buy 
companies for their portfolio, which they see opportunities to add value by changes and ac-
tive management. The goal is generally to develop their portfolio companies, make them 
grow and then make an exit. Venture capital has an investment time period of ten to twelve 
years before exit, while buyouts have four to seven years. There are different strategies to 
do an exit, but the most common ones are sale to an industrial buyer that are looking for 
synergies, perform an IPO (Initial Public Offering) or a sale to another PE firm.(Hall, 
2006) 
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3.2 Buyout Strategies 

The PE companies can use different strategies when a buyout is carried out. All strategies 
have a common factor, which is the debt involved when financing the buyout transaction. 
The most frequently used strategies are the following: 

Leverage Buyout (LBO) is a takeover of a company, which is financed by borrowed 
money. The target company's assets are used to secure the loans acquired to finance the 
purchase. The PE company then repays the loans from the target company's profits or by 
selling its assets. Junk bonds have been used to finance many LBO’s. (CMBOR, 2006) 

Management Buyout (MBO) is financed in the same way as the LBO. The only differ-
ence is that the management of the targeted company together with an external buyer ac-
quires all shares to take full control over the company. (CMBOR, 2006) 

Management Buy-in (MBI) is carried out when external management together with ex-
ternal investors’ acquires all shares to take control over the targeted company. After the 
transaction, the new management team take charge over the company. (CMBOR, 2006) 

Buy-in Management Buy-out (BIMBO) is a combination of a MBO and a MBI. Exist-
ing managers and external managers’ acquires the shares of the targeted company. 
(CMBOR, 2006) 

 

3.3 The Leverage Buyout Process 

The leverage buyout process involves different phases that the PE company must go 
through to carry out a successful LBO. These phases are showed in figure 2 and the theory 
in this section will follow the same structure as the process.  

 

 

 

 

 

 

 

 

Figure 2: The leverage buyout process 
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3.3.1 Target Selection and Characteristics of the LBO candidate  

The first phase in the buyout process is the target selection phase, which includes screening 
the market for possible targets and analysis of them. PE analysts have defined method for 
finding LBO candidates and the process takes a funnel approach with a sample of several 
candidates in the beginning, to just a few companies with characteristics that are suitable 
for a LBO in the closing stages (Opler et al, 1991). Generally PE investors rely highly on 
their industry knowledge and contacts in the targeting process and they are extremely pro-
fessional to manage their research unknown for the market. It is crucial to have the negoti-
ating process ―behind closed doors‖ in a LBO transaction, to avoid the attention from 
competing buyers. Even if the offer will get publicly known in a public-to-private transac-
tion, it is still vital to treat the negotiating confidentially to have a ―pool position‖ if there 
will be a battle for the LBO candidate. (Loos, 2005) 

Financial measures can be used in the first phase in the screening process to identify a 
broad range of LBO candidates. The analysts applies specific criteria to separate those 
companies that appear to be suitable LBO candidates and then compare them with indus-
try average to see which companies that are underperformers. It is important to have in 
mind that this is the first quantitative phase in the screening process and that the PE inves-
tor uses further qualitative analysis before a LBO transaction. (Reynolds, 2004) 

It is essential that the company’s product or service is well established, with no needs of 
large investments in R&D and marketing campaigns. This indicates that it is unlikely to see 
LBO’s in companies which are in a high growth phase as the needs for investments are 
higher and the revenues uncertain. Other aspects that are usually not taken into account, 
even though they are important, are the environment for regulatory and labour relations 
(Loos, 2005). According to Gottschalg (2002), the PE companies emphasis different as-
pects than a strategic buyer, since there is no need of synergy fit between the portfolio 
companies. The PE firms use fixed criteria and financial benchmarks in the screening 
process and when they analyze possible targets. Reynolds (2004) argues that the buyer is 
evaluating factors and risks related to organization, strategic position and products, while 
Le Nadant et al (2004) only examined factors related to the targeted company’s financial 
health.  
 
It is also argued that companies that are managed inefficient as a group but have attractive 
divisions are suitable LBO candidates, as the PE investors are searching for companies 
which they can break up and realize the value of the parts. Most of the investors have the 
same strategy and criteria for LBO candidates, but a few PE firms have tried to differen-
tiate themselves. They have used specialization strategies with respect to geography, com-
pany size, technological risk and industry. Some investors have also tried to use a synergy 
strategy which is referred as the ―buy-and-build‖ strategy. The objects are not only to cut 
costs and create synergies between the portfolio companies, the investors are also trying to 
combine the companies to make the new entity attractive for trade buyers or an IPO. 
(Loos, 2005) 
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Key factors for a LBO candidate are showed in figure 3 below. 
 

 

 
 
 
 
 
 
 
 
 
 

 
 

3.3.2 Due Diligence and Deal Structure 

Due diligence refers to the process when investors are investigating the target company’s 
performance and assets. The due diligence process should take a broad macroeconomic 
perspective in the beginning to examine historical trends to provide an indication of the 
current economic condition in the country which the targeted company is active in. The 
due diligence should then be narrowed down to a regional macroeconomic level and then 
to an industry level. Information and data from government agencies, trade associations 
and other sources are important to recognize the industry sales and analyzing the growth 
opportunities. The due diligence process then continues to the company level, where histo-
ry of profit and revenues are analyzed to find trends compared to industry and macroeco-
nomic time series. (Gaughan, 1993) 
 
When the due diligence is completed or during the process, a business plan is developed 
and presented for the LBO candidate’s management team. The business plan should con-
tain detailed financial information of the transaction, which outlines the conditions for debt 
financing, financial agreements and an incentive plan (Loos, 2005). Baker and Montgomery 
(1994) argue that the structure of the transaction will be determinant for the possibility to 
create value in the targeted LBO candidate.  
 
The two largest advantages with the capital structure in LBO transactions are that; a high 
degree of loaned capital makes it possible to make additional investments and a low degree 
of own capital provides higher yield. The structure is often very complex and consists of 
many separate investors, credit institutions as well as the capital that is provided in many 
different shapes. (Baker et al, 1991) 
 
Own capital is usually provided by a small group of investors, independent to each other, 
which invest in the PE companies fund. It is mainly pension funds, banks and insurance 
companies which strive for high yield of the capital which they are managing. The PE 
company’s management is usually investing in the fund to take part of the profit and to 
guarantee other investors that they have the same interest. (Loos, 2005) 
 

Figure 3: LBO Candidate Criteria 
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The organization structure of the fund is as following; the external investors become part-
ners with limited responsibility and the PE company general partner with unlimited re-
sponsibility. The purpose behind the PE fund’s structure is to achieve tax advantages as 
well as a suitable business structure. (Reynolds, 2004) 
 
In the Scandinavian countries there is a prohibition against acquisitions with debt financ-
ing, which means that companies cannot make payment in advance, make loans or put se-
curities for loans with the purpose that the debtor will acquire shares in the company.  
The PE companies creates new company structures to avoid these prohibitions and the 
most common structure is that a new holding company is created as a subsidiary which 
takes loans to acquire the new company. The shares of the targeted company are left as an 
assurance, while the targeted company is refinancing existing loans at the same time. When 
the acquisition is achieved, a debt push down is made, which means that the new portfolio 
company takes an own loan and the loan in the holding company is released. It is impor-
tant that there is a reasonable time period between acquisition and the debt push down 
process to show that the aim was not to evade the law. The companies’ merger in the end 
of the acquisition process and the portfolio company is the one which makes the debt re-
payment. (Riksbanken, 2005) 
 
The loans that are used in the transaction are term loans granted for the new company, 
where some part is amortizing loan and another part is redeemed trough bullet payment. 
Second lien loans can also be used by the new company, but they expose much higher 
yields and risks than the term loans. Mezzanine loan, which deliver even higher yields is the 
least protected loan and can be raised by the holding company, while other unsecure loans 
can be provided by the seller at the parent company level, if necessary to carry out the 
transaction and structuring the deal in the best way. (Deutsche Bank, 2007) 
 
The holding company makes all loans, which is showed in figure 4 below.   
 
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 4: Transaction Structure, (Deutsche Bank, 2007) 
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The model below shows how the debt in opposition to equity can be structured from the 
entry phase until the exit takes place. The layers represent the terminal loans and the goal is 
usually to make an exit at an EBITDA multiple which creates an internal rate of return of 
25-30%.  
 
 

 

 

 

 

3.3.3 Post Acquisition  

When the transaction is carried out the LBO candidate will become one of the PE firm’s 
portfolio company. It is in this phase where the restructuring process takes place and the 
PE firm is generally exercising their influence on managerial decisions to create the value 
creation which is expected. Preparations for cost saving programs shift in financial focus 
from earnings to cash flow and active management occurs in this phase to introduce the 
managers to the new business object for the portfolio company. After LBO transactions, 
PE firms have in the most cases relied on the current management team and instead of hir-
ing new managers they have employed professionals with the right knowledge and experi-
ence to represent the PE investor and to control the managers of the portfolio company. If 
there is a failure, shift in management takes in general place later on in the process. (Loos, 
2005) 

3.3.4 Exit 

LBO is an investment strategy with a limited time horizon and sooner or later an exit will 
be carried out. According to Evans (2006), the average exit time for LBO’s are 4, 4 years. 
Completed exits in the past have most commonly been IPO’s, trade sale to strategic buyer 
or a secondary buyout by other financial investors. Bankruptcy is argued to be one exit 
strategy, but it is rare that a bankruptcy takes place since the character of LBO’s as confi-
dential avoids this to happen. Re-negations between lenders and shareholders over debt re-
payment can be privately negotiated and this can be viewed as a protection against bank-
ruptcy. (Loos, 2005) 

Figure 5: Transaction structure and debt repayment 
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3.4 Corporate Governance 

3.4.1 Agency Theory 

The Agency theory argues that in today’s corporations where shared ownership is com-
mon, the managers make decisions which are in conflict to the course of action that are 
maximizing the shareholders return (Pratt and Zeckhauser, 1985). The owners are the prin-
cipals and the managers the agents and the agency theory examines the relationship be-
tween these sides. For every decision that the managers take, that is not in line with the 
owner’s requirement, there is an agency loss. This scenario is not unexpected as individuals 
act in a way that maximizes the personal utility (Jensen and Meckling, 1976). Agency con-
flicts are all over, not only in the business world, the same conflicts can be observed in so-
cial life as in families or in other social groups. Researchers as Pratt and Zeckhauser, 1985, 
Jensen and Meckling 1976 and Fama 1980 have been focusing on the agency relationship 
and how to reduce the agency loss in corporations. Financial incentive schemes such as 
shares at reduced price are regular proposals to force the managers to act in line with the 
owners’ interest. There is certainly an interest from the owners’ side to reduce the agency 
cost within the organization and motivate the managers to make decisions that are max-
imizing their return, but there is also a cost by doing that. The owners must analyze the 
cost versus the benefits by providing the managers with financial compensation as well as 
the managers have to evaluate the situation to see if the change is favorable for their per-
sonal utility. (Jensen and Meckling, 1976) 
 

3.4.2 Agency Theory and LBO’s 

There are several effects on the company’s agency costs after a LBO transaction. The most 
significant factor is the large proportion of debt financing, which affects the company’s 
cash flow. According to Jensen (1986), the free cash flow must be paid out to shareholders 
if the company is going to be efficient, but on the other hand, the managers of the compa-
ny have few reasons to do so. The high leverage that follows with the LBO transaction re-
quires advanced interest payment and this reduces the free cash flow, which means that 
managers have less self-determination. Jensen identifies this reduction of agency costs as 
the ―agency cost of free cash flow‖ (Jensen, 1986).  
 
Smith (1990b) is of another opinion, he argues in his report that enlarging the leverage 
proportion also increases the cost of financial distress, which is not in line with a higher 
and more efficient performance. The costs of financial distress may even be so high that 
the LBO candidate will end up in bankruptcy in the long run. There is still low percentage 
of bankruptcy case in the buyout sector, which therefore supports Jensen’s (1986) perspec-
tive, that higher leverage is more likely to make the organization more effective than end 
up in bankruptcy.  
 
Another significant factor for the company’s agency cost in an LBO is the special relation-
ship between owners and managers. The management of the portfolio company is ob-
served closely by the professionals employed of the PE investor, which causes conditions 
of direct control. The direct control is important to reduce agency costs, but if necessary, 
the PE investors also have the legal power to influence decisions and put together their 
own management team, as they are the majority shareholders. The agency theory considers 
the control factor as an instrument to reduce inefficiency in the portfolio company. (Loos, 
2005) 
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Management incentives are perhaps the most frequent used method to reduce agency costs 
in the portfolio company. Various structures of co-ownership have been used to align the 
managers’ interest with the interest of the PE investor. When the managers of the portfolio 
company own shares, a different management approach is generated, as maximizing their 
personal utility goes in line with increasing the wealth of the shareholders.  In LBO com-
panies it more common for managers to have co-ownership or stock options than incen-
tives based on performance measure, as the LBO has a limited investment time period and 
the main goal is to increase the wealth of the shareholders. (Loos, 2005) 
 
From a management perspective, leading a portfolio company which has performed a LBO 
provides more entrepreneurial opportunities than within a large public organization. The 
managers are able to work closely with owners that are committed for a long time period 
and there are possibilities of making fast changes. (Loos, 2005) 

3.4.3 Resource and Knowledge Transferring in LBO 

The strategic management perspective focuses on the resource and knowledge transferring 
process between the purchaser and the LBO candidate. The resource based view look at 
the possibility to create synergies between companies after a fusion or acquisition. Accord-
ing to this strategic view, a firm’s competitive advantage lies primarily in the ability to gath-
er resources and make them efficient. However, synergies are usually not an ambition in a 
LBO transaction, as the acquisition has primary financial objectives and the PE investors 
are non-strategic buyers. The resource based view is much more suitable to adjust in an ac-
quisition made by a strategic buyer, since there object is to create value by combining the 
resources from the companies. (Loos, 2005)  
 
Another important issue is that the portfolio company works as a separate organization and 
that the resources between the portfolio companies are not shared. This means that the 
management team together with the PE investor has to find other ways to create value, 
which in terms of PE investments is to make the company as profitable as possible with 
the resources available. Cutting costs, optimizing the capacity and demands from financial 
leverage are all possible strategies to make the portfolio company more efficient and profit-
able, but from a resource based perspective the management team is the most valuable re-
source that the PE investor can influence. Replacement of management team is the fore-
most common action if the financial targets are not fulfilled, but this is according to the re-
source based view a change that most likely causes negative effects and declining perfor-
mance in the portfolio company. A high managerial turnover is viewed as something nega-
tive and disrupting for the company’s’ future development. (Loos, 2005) 
 
Knowledge transferring fits the LBO transaction much better than resource transferring, 
even if there is no horizontal transferring between the portfolio companies. The relation-
ship in the knowledge transferring process is purely vertical between the standalone portfo-
lio company and the PE investor. As the PE investor is the head of all the portfolio com-
pany, they can easily support these companies with professional expertise, particularly in 
the field of finance. If there are needs of industry expertise and the PE investor cannot get 
hold of it internally, they make use of external consultants to provide the portfolio compa-
ny with advice. The transfer of knowledge from the PE investor to the portfolio company 
is viewed as one of the most positive factor with a LBO transaction. (Loos, 2005)   
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3.5 Value Creation in Leverage Buyouts 

Value creation is a very broad concept and therefore is it crucial to separate the entire con-
cept into different factors, to be able to understand how to create value in a LBO.  

3.5.1 Cost Reduction in Leverage Buyouts 

According to De Angelo et al (1984) economic gains can be made by savings from costs 
exclusive to public companies. The direct costs are such as analyst meetings, general meet-
ings and fees to the stock exchange, while the indirect costs are more intangible costs, such 
as savings from less disclosure of information and regulatory requirements. Fewer indirect 
costs could lead to a competitive advantage and more flexibility for the firm. (De Angelo et 
al, 1984) 
 
Many LBO’s have been in companies with low investment opportunities and potential to 
generate higher cash flow in the future. A high level of leverage together with co-
ownership motivates the managers in these companies to generate better cash flow through 
higher efficiency in the working performance. The new owner structure and short invest-
ment period also changes the way the work is organized, the productivity in LBO firms 
have shown much better development than non-LBO firms, from a short-term perspective 
(Loos, 2005). Hence, achieving cost reduction in LBO firms is not something difficult as 
they are undervalued firms that would have shown improvement in performance even if 
the buyout had not occurred (Wright et al, 2001) 
 

3.5.2 The Debt Factor 

The debt does not only represent a part of the transaction structure, it is also an important 
factor for creating value within the portfolio company. Financial incentives make the man-
agement team more motivated, but without the debt factor, the plan for efficiency would 
not be optimal (Lang et al, 1991). The manager’s discretion is limited by the debt and they 
have to follow the strategies that are in line with the investors. As there is a need of debt 
repayment, the circumstances limits the manager’s space of making decisions which are not 
favorable for efficiency, which also reduces non-maximizing behavior (Jensen, 1986). 

The combination of high debt and own personal investments motivates the managers to 
make decisions which are beneficial for the shareowners. There is a risk of not being able 
to managing the debt repayment, which could lead to bankruptcy. If that scenario happens, 
the managers will lose both their investments and reputation. The risk of failing to pay is 
therefore reduced as managers will work harder and make better investment decisions to 
not lose both financial and non-financial advantages. (Singh, 1993) 

The debt is also used to eliminate tax expenses and to add these tax benefits to firm value. 
The principle is to repay the borrowing and interest with the portfolio company’s cash flow 
before making an exit. LBO’s are also providing an opportunity to mark assets to market 
and thereby increase depreciation and the related tax savings. (Singh, 1993) 

The most important part of debt financing is the relationship to recessions, lower demand 
and increasing interest rates. These factors are in many cases decisive for the portfolio 
company and weaknesses within the organization together with high debt could lead to 
bankruptcy (Betzer, 2006). The weakness of handling external changes forces the manage-
ment to focus and make plans that are short-term oriented as they do not know how the 
external conditions will change in the long-term future. The vulnerability to external 
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changes is therefore harming the portfolio company’s long-term ability to compete in the 
market. (Singh, 1993) 

The famous theory made by Modigliani and Miller (1963) state that companies should bor-
row a maximum amount to get benefits of the tax shield. However, this condition does not 
exist in the real business world as companies have to take in costs of bankruptcy into ac-
counts.  

3.5.3 The Tax Shield 

The tax shield is the tax which is deductible on borrowed capital, in other words; the net 
present value of future tax savings. From another perspective, the tax shield is an additional 
profit which does not have to be paid as tax to the government. (Kaplan, 1988) 
 
According to Kaplan (1988), the tax shield is very favorable for companies as the cost of 
debt is deductible while dividend on stocks is not. That is also why the LBO transaction 
has been possible to carry out and PE companies which have the best national condition 
for tax deduction are most likely to use a large proportion of leverage when a buyout is 
performed.  
 
 
VD  = VWD + (TR * D) 
 
 
VD  = Value of the company with debt 
VWD  = Value of the company without any debt 
TR  = Tax rate 
D  = Debt 
 
 
According to the trade-off theory, there is an optimal capital structure for every company 
and that the most suitable level of debt varies between companies due to future costs for 
financial distress, bankruptcy and the company tax. Every company should attempt to find 
the trade-off point, which is a balanced capital structure that is weighing the benefits of 
debt against financial distress costs. (Brealey et al, 1999) 
 
Market value = value of the company without any debt + net present value of tax shield – net present val-
ue of financial distress and bankruptcy costs 
 

3.5.4 Growth 

According to Gaughan (2002), there are two different growth strategies; organic growth 
and growth through mergers and acquisitions (M&A). 
 
Organic growth is represented by market penetration, market development, product devel-
opment and diversification. The market penetration and the market development strategies 
are the most common in portfolio companies, as the PE firm focuses on generating higher 
cash flow and achieve greater efficiency. Product development, diversification and M&A’s 
are rarely used growth strategies, as the pressure to service debt is high and further invest-
ments brings high risks to the portfolio company. (Gaughan, 2002) 
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There is also a strong correlation between generating growth and a successful exit. PE 
firms are highly interested in how the general capital market values the company as an IPO 
could be a possible exit strategy and then a strong growth record is crucial. Also in the case 
of generating growth, the management issue is a significant factor. As management is one 
of few factors that PE firms invest in, the management performance is the key for generat-
ing growth. A higher minimum level of performance, higher risks of financial distress, fi-
nancial incentives and the risks of losing their jobs are all reasons that together generate re-
sults and if not there will be a shift in management. In contrast to a public company, PE 
firms do not hesitate to make drastic changes and unpopular decisions to generate growth. 
The ownership structure gives them more flexibility as well as the PE companies do not 
have the same reasons as public companies to take responsible decisions against stakehold-
ers. (Gaughan, 2002) 
 
PE companies are emphasizing the attitude and knowledge of cost awareness within their 
portfolio companies. In order to create value and growth and at the same time manage the 
debt service, the management has to change their strategic focus from investments to cost 
awareness. By doing this strategic change, the portfolio company can focus on improve-
ment of existing products which can deliver the same high value as a wide range of product 
diversification. PE companies use consultants with specific industry knowledge to make a 
progress of the business concept, these consultants are generally working with changes in 
pricing, customer base, product quality and distribution channels. (Gaughan, 2002) 
 
Synergies are generally not a factor behind a LBO transaction, but some PE companies 
have been looking for synergies when they have carried out a ―buy-and-build‖ LBO. The 
―buy-and-build‖ strategy intends to buy separate companies and then merge them together 
into one single portfolio company. By performing these transactions, synergies are made 
between several small companies and the new organization will have both more knowledge 
and a dominating position within in the market. (Loos, 2005) 
 
According to Loos (2005), the growth prospect is highly related to the entrepreneurial 
strength that is within the PE companies. The action of finding a public company, carry 
out a buyout and then perform strategic change during a short time period requires some 
entrepreneurial skills. The approaches are comparable with start-up companies and the de-
cision making are much more radical and quicker then within in a public company. The en-
trepreneurial perspective support the activity of LBO transactions, as strategic change and 
new business creation in mature and stable firms are positive to be able to grow even fur-
ther and provide the market with quality products. (Loos, 2005) 

3.5.5 Communication 

The direct interaction between the PE company and the portfolio company provides sev-
eral benefits. The work is much more flexible and independently than in a public company 
as the managers is able to take decisions and implement own strategies as long as they are 
in line with overall course. The PE investor is also available for a day to day contact if the 
managers feel that it is necessary to have a dialogue. In general, the relationship between 
the companies’ activity and the owner is much closer than in public and industrial compa-
nies. (Loos, 2005) 

The combination of the industry knowledge of the managers of the portfolio company and 
the financial skills from the PE company makes the portfolio company even stronger. As 
an active advisor, the PE company can assist with their financial skills and access to a broad 
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network of contacts in the financial market. The skills of the PE company become a valua-
ble resource for the portfolio company. The PE investor’s network is as well a main factor 
when it is time for making an exit, as they have knowledge and contacts all over the finan-
cial market, which makes it easier to prepare an IPO or a trade sale. (Loos, 2005) 

3.6 Financial Performance Measure 

The general performance measure in a LBO transaction is the internal rate of return (IRR). 
Gross IRR is used as the performance is matched up to the public market performance, 
which means that the real return made by the PE company is the return which is analysed. 
There is in general no intention of measuring the net IRR as that is the actual return to the 
investors of the fund and not the return of the specific transaction. (Loos, 2005) 

 

 

 

 

 

 

 

According to Loos (2005), the value attribution model is based upon four main factors. 
(1)The EBITDA margin measure the level which cash operating costs make use of reve-
nue, which also indicates if the portfolio company has improved its operating efficiency. 
(2)The relative trading multiple valuation of the portfolio company is the result of either 
developed financial performance or a general boost in trading valuations in the stock ex-
change.  (3)The revenue growth together with (4) cash flow in terms of reduction in lever-
age is also important aspects in the value attribution process. The result of all these factors 
is comes together when analyzing an LBO transaction.  

 

3.7 External Factors Driving the LBO 

The underlying external factors are essential to identify and to be able to analyze LBO re-
turns. In the recent years there has been a favorable economy for LBO transactions, which 
have made it possible to increase the value within the portfolio companies. The strong out-
come has been driven by both skills of PE companies and the GDP growth, whereas the 
skill factor has been the most important one as the greatest and most experienced PE man-
agers have succeeded to raise new funds when a new business cycle starts. (Kubr et al, 
2008) 

The use of leverage is driven by availability and price, which have been very favorable for 
LBO transactions in the 21th century. It has been both easy to lend large sums because 
banks, pension funds, fund-in-fund and hedge funds have been willing to invest in LBO 
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deals and the interest rates have been relatively low. The large quantity of available debt has 
only been positive for LBO’s as it helps to create value without add any negative aspects to 
the process. Even if prices of buyouts have increased it has been possible to make LBO’s 
with a low proportion of equity as debt financing has been available. The availability of 
debt has also created an excellent condition for performing ―mega-deals‖. (Kubr et al, 
2008) 

From a banks perspective, financing a LBO transaction can be very profitable, but the 
competition has led to weaker conditions and due diligence processes. As many PE com-
panies use the same banks in every investment, the banks do not want to hurt the relation-
ship and are therefore accepting conditions which are riskier for them. Today, banks are 
able to arrange the entire financing process in a LBO transaction and then use financial in-
struments to sell and distribute the risk further. If there is a market decrease and the banks 
have provided PE companies with large loans to their transactions, the risk is that the PE 
companies cannot manage their undertaking, which causes losses for the banks. PE com-
panies are sensitive to interest changes, even if there is no need for refinancing. A large de-
gree of loans are secured by a hedging strategy, but this is no guarantee when the market 
takes new directions. (Kubr et al, 2008) 

An important aspect is that even if LBO’s are risky transactions for the banks, it constitutes 
only a small part of the banks entire capital, which means that a weak LBO market can 
never be the only reason for a bank crisis. (Kubr et al, 2008) 

In 2007, the new Basel II regulations were set in motion, which applies in EU. These rules 
forces the credit institutes to make own internal processes for capital evaluation, which 
means that there is more need for risk management. The credit institutions need a higher 
capital cover from LBO’s, as LBO’s are regarded as high risk transactions, which results in 
higher debt repayment for PE companies that are carrying out LBO’s. The Financial Au-
thorities in every country are supervising the capital cover and if there is any need for direc-
tions; the Financial Authorities have the power to take actions against companies that are 
mismanaged. (Kubr et al, 2008) 

The PE return in Europe has been strong in recent years. LBO’s have been the best per-
former of all PE investment styles and have contributed to a strong increase. An important 
reason why LBO transactions have been so rewarding for PE investors is that many com-
panies that perform exits today were bought after the venture capital bubble and these 
companies are in almost every case showing a positive multiple arbitrage. (Kubr et al, 2008) 
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Revenue growth and margin expansion have been the most important factors to the overall 
performance. 

 

Figure 6: Revenue focus, (Kubr and Lichtner, 2008) 

 

 

 

 

 

Figure 6 represents companies bought through an LBO after 2000 in Europe. The analysis 
is based on data of enterprise value, EBITDA-multiple, sales and EBITDA at acquisition 
as well as exit of each company. 

The multiple arbitrages, which is the value that has been generated or reduced when a port-
folio company is sold at a higher or lower EBITDA multiple, is largely driven by the exter-
nal market dynamics. Once a company is acquired and becomes a portfolio company, the 
PE investor has the ability to work with the EBITDA multiples to increase the multiple ar-
bitrages between entry and exit. EBITDA multiples are cyclical and depend on the overall 
market condition. The multiples collapsed after the IT-bubble and have since then in-
creased as the overall market condition and economic growth started to pick-up again. 
(Kubr et al, 2008) 

A good exit market is also important to generate strong returns. It is two different things to 
create value and to generate returns. The PE investor is not able to gain all the value 
created if there is a weak exit market. When there is a strong public market it is easier to 
realize the value as there is a high availability of liquidity in the capital market, which in-
crease the rate of M&A’s. (Kubr et al, 2008) 

Figure 7 below describes the factors which have driven the strong LBO performance in 
Europe.  

 

 

 

 

 

 

 

 

 

Figure 7: Factors behind the performance in the LBO market, (Kubr and Lichtner, 2008) 
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4 Method 

4.1 Research Method 

When conducting a qualitative research the focus is on analyzing pictures, words or objects. 
The quantitative method is on the other hand based on analyzing numerical data from a 
statistical survey or a questionnaire (Saunders, 2003). In this research, words from inter-
views with representatives from the LBO market are used to make analyze and conclusion. 
As not many professionals of the LBO market have written any literature about the LBO 
transaction in the Nordic market, researchers which are interested of gaining knowledge 
must by themselves collect the information. The qualitative method provides information 
about the actual situation in the LBO market, which cannot be recognized by using re-
sources as statistical databases or financial reports. By carrying out interactive interviews, 
the representatives of the LBO market have to verbally describe their experience of the 
LBO transaction and that is exactly what the object of the interviews is (Myers, 2002).  
 
"Those who are not familiar with qualitative methodology may be surprised by the sheer volume of data 
and the detailed level of analysis that results even when research is confined to a small number of subjects" 
(Myers, 2002). 
 
The entire PE industry is extremely careful with sharing information and by using public 
resources it would not be possible to answer the research questions, as they are constricted 
and have a need of detailed in-depth information. The process of arranging interviews in 
the PE industry is the complicated part of the qualitative method, but the authors are con-
fident of achieving interviews with respected representatives of the LBO market that can 
unveil detailed information. By interviewing representatives that have different functions in 
the LBO market, it is possible to receive information with different perspectives, which 
makes it possible to make comparisons and get a broader understanding. The qualitative 
method is also providing an opportunity to get hold of facts which are the elementary fac-
tors behind the figures in the financial reports and prospects. (McCotter, 2001) 

4.2 Data Collection 

There are two kinds of data which are used in a thesis like this; primary data and secondary 
data. Primary data is collected through interviews, surveys, questionnaires and other 
processes which are gathering information. In this research, the authors use primary data 
which are focusing on the LBO market and which are exclusive to the report. (McCotter, 
2001) 
 
The collected data is supposed to answer the purpose of the report through semi-
structured interviews. The semi-structure makes it possible to both follow a specific goal as 
well as it provides a flexibility, which makes it possible to collect data that was unknown 
prior the interview. The primary data is exercised to explain factors such as characteristics, 
intentions, behavior and motivations of the LBO transaction. Secondary data is in contrast 
to primary data not unique to a specific purpose. The data has already been collected of 
another researcher to answer a different problem. Secondary data is in general collected 
from literature, statistical databases and earlier reports. (Bogdan et al, 1992) 
 
Due to the fact that there has been a lack of LBO reports in the Nordic region, trustworthy 
information is difficult to collect through secondary sources. An additional aim of collect-
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ing firsthand experience in the process of writing the master thesis is that it gives the au-
thors a major opportunity to interview influential companies and to get contacts in the fi-
nancial industry.  

4.3 Sample Selection  

4.3.1 Interviews  

The data has been gathered through interviews with both representatives of banks and rep-
resentatives of PE companies with a major experience of LBO transactions in both the 
Nordic market and the European market. The people that represent the PE industry have 
the knowledge of how the LBO process is managed from entry to exit and how value is 
created in the portfolio companies. By interviewing banks, the research gets hold of an ad-
ditional perspective of the LBO transaction, namely transaction structure and information 
of the leverage market, which have been a boiling topic in the recent time period. The fact 
that this research manages a subject which is of current importance for the entire financial 
industry, the interviews has been appreciated as well as the interviewees have been willing 
to share detailed information, as they believe that it is important to increase the knowledge 
of the LBO market outside the PE industry. (Guba et al, 1992) 
 
LBO targets and portfolio companies have not been interviewed due to the fact that the 
purpose of this research is to answer questions related to the buying point- of -view and 
they structure the transaction and create value within their portfolio companies. 
 
The interviews were booked through telephone contacts. The participants received the 
questions prior to the interview to be able to make preparations and to make the interview 
as efficient as possible. One interview was made over the telephone since this PE repre-
sentative is located in London, but all the others were made by face-to-face interviews in 
Jönköping and in Stockholm. The authors were invited to join ―Studieförbundet Näringsliv 
och Samhälle‖ conference in Jönköping and the topic of the conference was ―value crea-
tion in Private Equity in the Nordic market‖. The authors participated in the following dis-
cussion and got the opportunity to interview Mr. Mr. S from Company Q afterwards. 
 
The desirable outcome of the interviews were to collect different data from the representa-
tives of the PE industry and the representatives of the banks, but there were still a degree 
of flexibility to get hold of information which the interviewees thought was valuable for the 
research. After each interview, the information were both analyzed and written into a re-
view. (Myers, 2002)  
 
The following companies and people participate in this research: 
 
Company Q was founded in 1989 and has been one of the private equity leaders in the 
northern Europe. The group is focusing primarily on investments in the Nordic region and 
it seeks to create value in its investments through committed ownership and by targeting 
strategic development and operational improvements. The company has conducted LBO’s 
on companies such as NEFAB and Finnveden. The authors interviewed Mr. S, who is a 
Director at Company Q. Mr. S has experience of LBO’s in both the Nordic region and in 
the London district.  
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Bank A is operating in fields such as corporate finance, equity trading, fixed income and 
foreign exchange trading, structured products, or, in other words: all areas in investment 
banking. Capital Markets is a full-service investment bank and an integrated part of Bank 
A, the leading Nordic bank, with a Nordic and global network. Bank A Capital Markets is 
the Nordic region's only full-service investment bank. The authors interviewed Mr. L who 
is head of the department Debt Capital Markets.  
 
Company X is one of the largest and most respected private equity firms in the world. The 
company is specialized in LBO transactions, but other alternative asset management such 
as Real Estate opportunity funds and funds of hedge funds are as well managed by the 
firm. Mr. Y who is an analyst with great experience of M&A’s, works at the London de-
partment. The company’s name and the analyst’s name cannot be published in this report, 
due to a confidential policy.  
 
Company V is a leading private equity group in the Nordic region. They manage a large 
buyout-fund with investments in the Nordic market and the northern Europe. Ms. Z is di-
rector and has experience of LBO transactions in London, Copenhagen and Stockholm. 
The company’s name and the director’s name cannot be published in this report, due to a 
confidential policy. 

4.4 Method Evaluation  

The decision of collecting primary data through interviews was based on the factors; pur-
pose, validity and reliability. Interviews were made since it provides most in-depth know-
ledge in terms of questions that need answers to how, why and what. There are no easy an-
swers to limit the probability of errors in a qualitative research, but the validity can be im-
proved by providing the reader with detailed information. Sufficiently detailed information 
makes it possible for the reader to make own decision whether the empirical findings are 
relevant or not. (LeCompete, 1992) 
 
By making in-depth interviews it is possible to establish trust and the interviewees are more 
willing to share information. In this research, one interview was a telephone interview, due 
to the interviewee’s location is in London. This could affect the validity and reliability of his 
information as it is harder to establish the same relation as in face-to-face interviews. The 
fact that the interviewees in this research are all professionals at a high level gives the re-
search strength as well as it differentiate against previous reports where the interviewees 
have had lower positions within the PE companies. However, by focusing on directors, the 
availability decreases and it is difficult to make follow-up interviews. (Myers, 2002) 
 
It is difficult to generalize when making a qualitative research with a fairly small sample, but 
the author’s believe that the examination in this research makes it possible to get more 
knowledge and understanding of LBO’s (Guba et al, 1992). This research takes a perspec-
tive of a current situation on the LBO market and provides information that reflects and il-
lustrates it. The strength of this research is not the quantity or the ability to generalize; in-
stead it is the richness and depth of descriptions and explorations. This research is only 
covering a small part of the entire LBO phenomena, but by collecting primary data and 
analyzing it, the research makes a vital contribution to a new subject in the Nordic region 
and it will be possible to generalize in the future. (Myers, 2002) 
 
Another important aspect when discussing reliability and validity in a qualitative research is 
the subjective experience in the process of writing the thesis. As people maintain the hu-
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manity throughout the process, it is difficult to avoid a subjective understanding of a phe-
nomenon (Bogdan et al, 1992). However, this subject is new for both authors, which 
means that there are no determined opinions about the LBO transaction and people with 
different functions in the LBO process are involved in the sample to avoid these kinds of 
errors. By interviewing banks, the research obtains information about the transaction struc-
ture, but there is as well an additional outcome. The banks are not as partial to LBO trans-
action as PE companies and can therefore share negative information about the industry. 
(Myers, 2002) 
 
In the PE industry there are often policies concerning the confidentially, which makes it 
difficult to obtain specific information which is related to the companies which were inter-
viewed. Therefore, mainly objective questions were constructed, which are not focusing on 
specific buyouts. As some of the interviewees did not want to reveal their names and com-
pany names due to the confidential policy it could be argued that these anonymous inter-
views are affecting the reliability of the research. However, this is obstacles which cannot 
be prevented or escaped when making a research within the PE industry and the anonym-
ous factor could instead be viewed as positive, as the interviewees feel confident to answer 
sensitive issues when they know that their names will not be revealed.     
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5 Empirical Findings 

5.1 LBO Market 

According to Mr. Y, the LBO’s that have been carried out during an intense beginning of 
21th century is not a new concept. The concept has existed over 20 years, but the number 
of transactions has increased rapidly which have created more attention to both the trans-
action and the PE industry. The Nordic market is well established in terms of LBO trans-
actions and in relation to the region’s population the market is one of the most active in the 
world, even if the US, the UK and the Netherlands markets are more developed. (Mr. Y, 
personal communication, 2008-04-09) 

There has also been much higher competition for Buyout firms as the arrival of hedge 
funds  have forced Buyout firms to find LBO targets that investors consider attractive 
enough to choose their funds over hedge funds. (Mr. Y, personal communication, 2008-04-
09) 

The American subprime crisis has affected PE companies all over the world and in today’s 
market it is almost impossible to produce positive calculations of an LBO. M&A’s have de-
clined by 56% in 2008 and the LBO transaction has been totally overlooked since debt 
prices started to increase. Forecasts informs that the PE industry will carry out far more 
equity transactions with marginal risks and less, if any, LBO’s in the nearest future. (Mr. Y, 
personal communication, 2008-04-09) 

“The traditional LBO transaction will not exist in the future” (Mr. Y, personal communication, 
2008-04-09) 

The following graph shows the development of the average bid vs. the average asking price 
in the European secondary LBO market and there are no signs of recovery.  

 

 

 

 

 

 

 

 

 

 

 

 
Figure 8: The European secondary market 
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Although, it is important to separate the LBO transaction from the total PE industry as 
well as it is important to separate the Nordic market from the international market when 
discussing the future. (Mr. Y, personal communication, 2008-04-09) 

Even if the subprime crisis has huge effects on the PE industry, there are still major oppor-
tunities to carry out transactions with a different structure than the LBO. Whopping re-
turns are difficult at the moment, but PE companies with competent employees and conti-
nuous business development will help to find new approaches and structures to take home 
major deals even in the future. (Mr. Y, personal communication, 2008-04-09) 

In the US, many experts have pointed out the LBO as the main reason to the credit crisis 
and bankruptcies of banks. There has been too easy to raise loans for LBO transactions, 
but that is not the PE industry’s mistake, instead financial authorities and banks are the re-
sponsible ones for the market condition which is experienced today. The PE industry is 
represented of people with deep knowledge in the field of finance and they will also in the 
future find new transaction structures that make use of errors in the market to maximize 
their own value. Hence, the LBO transaction has been bullish in this kind of condition and 
in the future other structures will be developed, which are suitable for the market condition 
at that specific time period. (Mr. Y, personal communication, 2008-04-09) 

The Swedish PE company Company Q has escaped huge losses and debt repayments, 
when many international PE companies at the same time experience tough challenges as a 
result of the subprime- and credit crisis. The reason for that is that Company Q’s strategy is 
to use local and regional banks to loan capital and finance the LBO, which has been very 
beneficial recently as many London and New York based banks are struggling to survive. 
(Mr. S, personal communication, 2008-04-10) 

Mr. Y is of the same opinion as Mr. S in the case of taking loans from local banks. The fi-
nancial crisis has not affected the Nordic banks as much yet and that has been a significant 
factor for Nordic PE companies’ impressive results. European PE companies have not 
been as consequent considering their strategies when picking debt providers. (Mr. Y, per-
sonal communication, 2008-04-09) 

Companies that are struggling today are in general solid companies that are running the 
budget, but the debt repayment has been difficult to manage. (Mr. Y, personal communica-
tion, 2008-04-09) 

What we have seen during 2008 is the future for the European PE industry. There will be a 
lower volume of buyouts and the ―mega‖ LBO’s which we have seen during the 21th cen-
tury, is now history. However, the quiet period could soon be over as constant changes 
take place in this industry and even if low multiples results in harsher times, there are also 
great opportunities to buy undervalued public companies through transactions with a high 
proportion of equity. When the volume of LBO transactions have declined radical, there 
has been more buyouts of a corporate partnership structure. (Mr. Y, personal communica-
tion, 2008-04-09) 

Mr. L at Bank A Capital Markets, agrees partly on Mr. Y’s forecast for the future of LBO. 
The volume will decline temporarily in the Nordic market, but due to a friendly tax system 
and regulations for LBO’s in the Scandinavian countries there is no interest for PE compa-
nies to give up debt financed buyouts of large companies, in other words ―mega‖ LBO’s. 
The Nordic market has also a greater potential to recover earlier than the European market 
as Nordic PE companies have used more secured loans and longer investment strategies. 
Many PE companies are probably preparing for making transactions to make a move when 
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the market shifts into a more favorable condition. The decrease in LBO volume in the Eu-
ropean market is illustrated in figure 9 below (Mr. L, personal communication, 2008-04-18) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Mr. S at Company Q is of another opinion when discussing the future of the LBO transac-
tion. There are today many good and suitable LBO targets on the stock exchange. For a 
couple of years ago, it was more difficult to find LBO candidates as they in regular were 
overvalued, but now when there is a declining stock exchange index there are also many at-
tractive targets for an LBO transaction. (Mr. S, personal communication, 2008-04-10) 

All the interviewees agree upon the experience of the Swedish bank crisis in the 90s as a 
good lesson for many professionals within the financial segment. Many managers within 
the PE industry were active at that time, which has affected the strategies today. PE com-
panies in the Nordic market are in general more careful when making LBO’s compared to 
American and British companies. Well functioning regulation system in Scandinavia which 
has been very effective to react to warning flags which has isolated crisis to take place. (Mr. 
S, personal communication, 2008-04-10) 

Figure 9: European LBO volume, EURbn (Mr. L, personal communication 2008-04-18) 
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Figure 10 above, shows the EBITDA multiple in the Nordic region vs. the rest of the Eu-
ropean market and how the swap interest has moved during that time. (Mr. L, personal 
communication, 2008-04-18) 

According to Mr. Lejonqvist, LBO’s performed in Sweden constitutes for approximately 
50 % of all LBO’s performed in the Nordic Region during the 21th century. Since there 
has been a clear pattern which shows higher EBITDA multiples margins in the Nordic re-
gion, one could search for obvious explanations for this. The fact that a LBO consist of a 
leverage effect, arising from a higher degree of debt, enables the PE company to manage 
the tax liabilities of the holding company and their portfolio companies. The PE company 
can easily deduct their interest cost from the portfolio company’s profits, if the portfolio 
companies generate earnings which are at least as great as the interest costs of the PE com-
pany. The total tax rate will obviously drastically decrease. Mr. Y claims that Blackstone 
paid tax rates of 1, 4 % last year, resulting in a total of $32 million dollars. If normal per-
centage tax rates would be applied on Blackstone, like those applied on other financial in-
stitutions such as Goldman Sachs, Blackstone would have paid almost $800 million dollars 
in taxes last year. (Mr. Y, personal communication 2008-04-09). 

The tax advantage that PE companies can benefit from is often called the debt tax shield. 
One could only benefit from the tax advantages to a certain extent. The history has shown 
that many LBO’s that has been performed using a degree of debt exceeding 90 % has expe-
rienced financial distress. The portfolio company’s earnings have in these cases settled be-
low the interests costs, resulting in inefficiency in the deduction of interests costs. Due to 
different tax regulations, the debt tax shield is more beneficial in Sweden and is therefore 
one of the major reasons for the higher EBITDA multiples generated in LBO’s performed 
in the Nordic region. Figure 10 shows, as the interest rates increase, the more the PE com-
pany can deduct with the portfolio companies earnings. Since the Swedish tax regulations is 
more beneficial, the interest increase will expand the EBITDA gap between LBO’s made in 
the Nordic region and in the rest of Europe. (Mr. Y, personal communication 2008-04-09). 

If the banks indication to the market is truthful, then there is a larger amount of capital 
available for LBO transactions in the Nordic market than in the European market. Rene-
gotiations of loans have not been a difficult process in the Scandinavian countries, while it 
has been complicated in the rest of Europe, since they have been more influenced by the 
harsh financial markets. (Mr. S, personal communication, 2008-04-10) 
 

Figure 10: Nordic vs. European EBITDA multiples 



 

 30 

5.2 LBO Targets 

There are always a thought behind an investment. However, if it is consolidation, turn-a-
round, organic growth or cost cutting strategies, the objectives differs from case to case 
and it is not possible to generalize. (Mr. Y, personal communication, 2008-04-09) 

According to Mr. Y, there will almost certainly be a different focus of the targeting LBO 
companies’ characteristics in the future. In today’s LBO market, PE companies are target-
ing mature candidates with a steady cash flow and good growth opportunities. These com-
panies have been well-managed but they have also been disadvantaged of being public 
traded companies. In the nearest future, there will instead be more buyouts in the emerging 
markets such as the BRIC- countries and turn-a-rounds in the developed countries. (Mr. Y, 
personal communication, 2008-04-09) 

The management of the LBO candidate is the single most important factor. However, in 
some rare cases, the LBO candidate has been acquired without the management team and 
that is because the company has an extreme potential, but there is no belief that the man-
agement team can make use of the potential and deliver both returns and growth. (Ms. Z, 
personal communication, 2008-05-05) 

The investments criteria’s for an LBO can differ between PE companies, but in most cases 
the targeting companies are mature companies with competent management, which have a 
potential to get re-listed on the stock exchange when it is time for exit. Company Q has 
been active in many industries, but they have done most buyouts of manufacturing compa-
nies and health service companies. (Mr. S, personal communication, 2008-04-10) 

Ms. Z is of the same opinion as Mr. S, investments are rarely made due to which industry 
the targeted company operates within, instead the focus is on the targeted company’s cash 
flow, market position and how established the brand is. However, many PE investments in 
the Nordic region has been made in manufacturing companies which are in a maturity 
phase and are in need of an acquisition strategy to keep on growing. (Ms. Z, personal 
communication, 2008-05-05) 

Many Nordic PE companies have avoided investments in Real Estates and the Shipping 
industry as it is difficult to make a change over a couple of years in these industries. The 
butchery industry, the tobacco industry and the defense industry are all examples of indus-
tries which many PE companies have with intent avoided. (Ms. Z, personal communica-
tion, 2008-05-05) 

In the screening process for new LBO candidates, Company Q is focusing on the compa-
nies’ with a strong market position, competent management, growth opportunities and a 
steady cash flow. All these factors are highly fundamental, but at the same time significant 
factors to make good LBO’s. An additional factor that has been important for Company Q 
is that the LBO candidate is active in the Nordic region or has a relation to the Nordic re-
gion. (Mr. S, personal communication, 2008-04-10) 

Company Q has a few analysts that are working with the screening of targets. However, 
when a LBO candidate is discovered, just about 40 analysts are working with the case to get 
the right information and knowledge about the company. These analysts are hired on a 
temporary basis for the reason that they have specific industry knowledge and experience 
to carry out an accurate due diligence process. In the due diligence process, there is a tight 
collaboration between the PE company, the LBO candidate, auditors and external analysts. 
(Mr. S, personal communication, 2008-04-10) 
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5.3 Fund Raising & Transaction Structure 

Private Equity companies use their skills and knowledge to manage pension money 
through buyout investments in companies with high potential of direct returns. They raise 
money by establish new funds that external investors such as pension funds can invest a 
fixed amount or percentage of a future buyout. When external investors and the PE com-
pany has an agreement the investors becomes shareowners of the PE fund and the screen-
ing process for LBO targets starts. The shareowners are then forced to provide the money 
which both parts have agreed upon, even if the external investors do not find the LBO 
candidate attractive. Hence, the external investors put all their faith to the PE company 
when an agreement is made and there are no options of changing their investment strategy 
later on stage in the LBO process. (Mr. S, personal communication, 2008-04-10) 

Some PE companies reinvest the profit made from a buyout, while other companies distri-
bute the entire amount to the shareowners that financed the buyout through investments in 
the PE fund. (Mr. S, personal communication, 2008-04-10) 

Mr. S means that Company Q is working actively with financing of new buyouts. Impor-
tant characteristics of the financing are that it should be adequate, possible for making 
changes and to distribute it to the investors after the exit is made. (Mr. S, personal commu-
nication, 2008-04-10) 

The transaction structure that signified LBO’s before the credit crisis was that equity were 
only 20-30% of capital. Higher debt prices have lead to transactions with more equity, ap-
proximately 50% of the total transaction. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 11, shows how the proportion of equity has increased as the pressure from the fi-
nancial crisis has get worse. (Mr. L, personal communication, 2008-04-18) 

Figure 11: Average Equity in European LBO 
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According to Mr. Y there will be an end of syndicated loans, which are loans that have 
been arranged of many different financial institutions together. Syndicated loans have made 
it possible for PE companies to carry out ―mega‖ LBO’s such as the buyout of the Danish 
telecom company TDC. (Mr. Y, personal communication, 2008-04-09) 

 

 

 

 

 

 

 

 

 

 

 

Figure 12 shows the LBO structure has changed as the debt price has increased and the fi-
nancial condition has become more uncertain. (Mr. L, personal communication, 2008-04-
18) 

5.4 The Time Perspective 

Managers will not hold onto portfolio companies much longer before making an exit than 
we have seen in the past, but an important aspect is that PE companies are not forced to 
make an exit at a specific date, unless there is not an agreement with external investors of a 
repayment date. This makes it possible to work with market timing. (Ms. Z, personal com-
munication, 2008-05-05) 

According to Mr. S, the value creation of four to seven years within a portfolio company 
has to be considered as a long term strategy. In comparison to public companies, PE 
owned portfolio companies aim is to maximize value from entry to exit, while public com-
panies tries to satisfy the market and in particularly the analysts on a daily basis. This has 
forced CEO’s of public companies to concentrate on the next quarterly report, which af-
fects the companies’ long term strategy. Mr. L agrees that PE company’s investment hori-
zon is long term, even though the value creation process until exit is considered short- 
term. The average time period for a CEO in Scandinavian public companies are around 
three years and this is also affecting the time perspective within public companies as these 
people are focusing on changes that can provide better results while they are still in charge. 
Performing based incentives are definitely additional sources for a short term perspective. 
(Mr. L, personal communication, 2008-04-18) 

Figure 12: Change in transaction structure 
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According to Ms. Z, one important aspect why Nordic PE companies have managed the 
turbulent time in such a good manner is due to the length of the investment and the strate-
gies for the portfolio companies. Many European PE companies have had investments of 
18-24 months in average, while Nordic PE companies have an average of 5-6 years. The 
larger PE companies in Scandinavia have concentrated on active ownership, refinancing 
and focused on creation of new companies through add-on acquisitions. They have spent 
less time on multiples effects and speculations in the market. (Ms. Z, personal communica-
tion,2008-05-05) 

5.5 Value Creation 

The viewpoint of the PE industry as brutal capitalists that are creating value by cutting 
down the workforce is not the truth. PE companies are working with various strategies to 
maximize the values of their portfolio companies and the PE industry has in general 
created more jobs in the past years. (Ms. Z, personal communication, 2008-05-05) 

Debt repayments create discipline within the organization and the leverage effect obligates 
the company to work with a tighter budget and therefore more efficient. (Ms. Z, personal 
communication, 2008-05-05) 

The main reasons why PE companies are able to create higher values in their portfolio 
companies than public companies are that they are working more actively with long term 
strategies, the availability of capital and that they are able to work more flexible and confi-
dential as there is no regulation that demand to provide public information. (Mr. Y, per-
sonal communication, 2008-04-09) 

In a LBO transaction the proportion of debt is very high, which creates a leverage effect in 
the portfolio company. A popular opinion is that this forces the company to get more effi-
cient. Since the financing generates amortization and interest rates, the net cash flow in the 
company decreases which leaves less room for investing in unnecessary projects. (Ms. Z, 
personal communication, 2008-05-05) 

The time period between the buyout and the exit differ between case to case, but in aver-
age there is a buyout process of two to eight months, value creation of four to seven years 
and an exit which in regular takes around four to six months. The investment process is il-
lustrated below in figure 13 (Mr. S, personal communication, 2008-04-10) 

 

 

 

 

 

 

 

 

 
Figure 13: The investment process (Mr. S, personal communication, 2008-04-10) 
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Mr. Y argues that 65 % of the value created in Nordic portfolio companies comes from in-
dustrial development, while the rest is the result of financial effects. In the rest of Europe, 
PE companies are much more focused on working with numbers and are too often over-
looking value creation made through operational development and by active ownership. 
This is also one of the reasons why PE companies in the Nordic region have managed to 
generate high EBITDA multiples even when there is harsher financial conditions, as their 
strategy is to develop the company and if that is a successful process; the multiple is also 
expected to be higher at exit. The Nordic model may be the future for the international 
market. (Mr Y, personal communication, 2008-04-09) 

The following figure describes the interviewees’ thoughts about the transformation of the 
LBO’s value sources. It shows how the focus on multiple arbitrages has shift to operational 
value, while the financial value is only decreasing slightly.  

 

Figure 14: The transformation of LBO’s value sources 

5.6 Owner Structure 

One of the most important factors in the relationship between the PE company and the 
portfolio company is that the portfolio company is privately owned and incentive strategies 
can be developed jointly between owners and managers. The risk of conflicts is smaller in 
PE companies than in public companies as the involved people are working together to 
maximize the value before exit, which is not the case in public companies, were the CEO 
and pensions funds rarely share the same goals. (Mr. S, personal communication, 2008-04-
10) 

According to Mr. S, there are some essential aspects which make the PE approach much 
more efficient and profitable than public companies. The contact and relationship between 
owners, management and the activity within the organization are closer in PE owned port-
folio companies compared to public companies. Another important aspect is that the PE 
company is committed during a fixed time period and an ownership that is not endless 
provides more openings for actions and the focus shifts more against efficiency. This kind 
of active ownership has been more frequently emphasized in the Nordic PE market. (Mr. 
S, personal communication, 2008-04-10) 
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The management of the portfolio company is rarely replaced after a buyout as these are the 
people that have most knowledge about the company and the industry. The changes are by 
general made in the boardroom, in which there is a mix of representatives of the PE com-
pany and people with great experience of the industry which the portfolio company be-
longs to. The board develops into a smaller and a more dynamic board than it was when 
the company was a public company. (Ms. Z, personal communication, 2008-05-05) 

In almost all LBO’s, the management of the portfolio company are invited to invest in the 
company. PE companies’ uses this strategy to develop stronger corporate governance as 
well as it works as an assurance that the management team do everything to maximize the 
owners’ value. (Mr. S, personal communication, 2008-04-10) 

It is very common for PE companies to split the activity within their portfolio companies 
into smaller units to avoid inefficiency. Bureaucracy is the opposite of the PE approach, 
and smaller units and a closer relationship between the board and the activity within the 
organization makes it possible to reduce the procedures which cause inefficiency. (Mr. S, 
personal communication, 2008-04-10) 

The owner structure of the LBO candidate differs from case to case. When there are many 
owners of a public company it is more difficult to buy the shares and go through with an 
LBO as it requires more meetings and conviction from the PE company.  (Mr. S, personal 
communication, 2008-04-10) 

The knowledge transferring between the portfolio companies are indirectly horizontal as 
the PE company gain knowledge in every portfolio company and that knowledge is then 
transferred into other portfolio companies. It is unusual that managers of the portfolio 
companies make contact with each other, but the PE company arranges meetings if there is 
a need of knowledge exchange. (Mr. Y, personal communication, 2008-04-09) Mr. S agrees 
that it is not a prominent strategy to integrate the portfolio companies but horizontal ex-
change of knowledge is occasionally transferred and it might be beneficial to integrate the 
portfolio companies more often. (Mr. S, personal communication, 2008-04-10) 

A common reason and cause of the buyout is, according to Mr. S, the investor’s belief in a 
potential streamlining of management in the portfolio company. The management is first 
of all separated from the owner, CEO and board in the traditional group structure. In the 
PE owned company, the management is integrated in the core team of the company. Most 
importantly, the business activities are often times performed separately from the manage-
ment in a traditional group structure while the PE company make sure that these areas are 
in harmony. Streamlining of management is highly prioritized in a PE owned corporation 
and it is presented in figure 15 below. (Mr. S, personal communication, 2008-04-10) 

 

 

 

 

 

 

 

Figure 15: Traditional group structure vs. PE structure 
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6 Analysis 

6.1 LBO Market 

It has been both easy and cheap to lend for Nordic PE companies when banks and 
pension funds has managed large sums during the recent economic growth (Kubr et al, 
2008). That has created an environment where PE companies have targeted large public 
companies and Gambro, TDC and Visma are only a few examples of Nordic companies 
which have gone public-to-private through a ―mega‖ LBO. However, a ―mega‖ LBO con-
dition does not only create positive effects. From an international perspective, the competi-
tion between banks to finance LBO transactions has led to weaker conditions and due dili-
gence processes (Kubr et al, 2008), which has been damaging the industry when the market 
turned. These risks have turned into reality in many international markets and in particular 
the US market.  

A joint standpoint between the interviewees in this research is that the PE companies’ 
strategy of using local banks in LBO transaction has been a decisive factor for the Nordic 
LBO market. In many different situations, Scandinavian people are viewed as composed 
and careful and that has also been the case in the LBO market. The combination of the fact 
that Nordic banks have not stressed into tempting deals and that Nordic PE companies 
uses a developed hedging strategy to secure the loans, have together been important factors 
to form the LBO market, which is one of the markets that has been the least affected one 
from the American subprime crisis.  

It could also be argued that the experience of the Scandinavian bank crisis has been a sig-
nificant factor to be able to manage new situations of financial distress. Many representa-
tives from both banks and PE companies were active at that time and they are aware of 
what that went wrong and those mistakes are hopefully not made again. In the 90s, Scandi-
navian banks took help from American banks, while reports are now saying that the finan-
cial authorities in the US will follow the Scandinavian strategy to manage the current finan-
cial crisis.  

There is a disagreement between the interviewees about the future for the ―mega‖ LBO in 
the Nordic market. One side believes that the last ―mega‖ LBO has been witnessed in the 
Nordic market, for the reason that they are too risky to carry out. As debt prices increases, 
the Nordic Banks and PE companies will be the first ones to use a more defensive tactic, 
which will result in higher degree of equity transactions and marginal risks. It must be kept 
in mind that ―mega‖ LBO’s did not exist in the Nordic market when going back to the be-
ginning of 2000 and if the transaction is carried out in a Scandinavian country, then it is in 
an unforeseen future. The other side argues that it is only a matter of supply and demand. 
At the moment there will probably be less ―mega‖ LBO’s as smaller amount of money is 
invested in buyout funds, but the market is cyclical and will sooner or later shift and at that 
time Nordic PE companies have no reasons for not carrying out ―mega‖ LBO’s as they 
have been one of the most profitable transaction a PE company can make.  

The interviewees who do not see any future for the ―mega‖ LBO as well as a difficult time 
for the regular LBO have pointed out that this actuality will not harm the entire PE indus-
try. The people within the PE industry are probably the most knowledgeable within the 
field of finance (Loos, 2005), which means that new transactions structures and methods 
will be developed to make use of different advantages compared to the LBO transaction.  
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It is crucial that the financial authorities in the Scandinavian countries continue to develop 
the regulatory around transactions with large proportion of debt. It is of particular impor-
tance that there is a high standard of due diligence processes, as this is the process when 
the targeted companies performance and assets is analyzed (Gaughan, 1993).  

From a PE perspective, a combination of a slower economic growth and a declining stock 
market is not only negative aspects. Of course, it leads to a limited supply of capital to their 
buyout funds and higher debt prices, but it has also generated a situation of many superior 
public companies which are undervalued and therefore attractive targets for a public-to-
private LBO. It could be argued that huge downturns in the market are required for trans-
actions such as the LBO. After the IT-bubble, many companies were acquired at low mul-
tiples and these have than been exited to much higher EBITDA multiples, which has gen-
erated great arbitrage for the PE investor. It is not unrealistic to believe that the market re-
covers and then is bullish in a steady pace in 7-10 years. During that period, PE companies 
could experience a similar and favorable condition as in the years of 2001-2007 years, be-
fore a new downturn might takes place.  

The market is cyclical and just because there is a current negative trend, it does not imply 
that buyouts cannot be made and there is also not much information or a clear pattern that 
signifies that the LBO transaction cannot be carried out during market downturns, as some 
empirical finding believe. However, during a market downturn there is more equity in the 
transaction, but that is only due to higher debt price.   

6.2 LBO Target 

Fundamental characteristics of the LBO candidate are that the company has left the high 
growth phase, has an established product and is not in major needs of investments (Loos, 
2005). These factors have been consistent in both the European and the Nordic market 
when analyzing LBO candidates, mainly due to the debt pressure which an LBO provides 
and it is therefore essential to have a solid cash flow. Maturity, liquidity, products, brand 
and management are factors that are named frequently when discussing LBO candidates, 
but it is not possible to simplify as there are different thoughts behind every investments 
and candidates are managed after their unique potential.  

Even if the financial health of the LBO candidate is a primary factor (Le Nandant et al, 
2004) for the PE investor, there has not been as much focus on financial details in the 
Nordic market compared with the rest of Europe, due to that organizational effects have 
been seen as more important than results through a leverage effect.  

Today’s financial pressure has forced many Nordic PE companies to set up new strategies 
which fits the financial environment. Emerging markets, such as the BRIC-countries may 
be a new scene for LBO’s carried out by Nordic PE companies as well as it might be a shift 
from organic growth to turn-a-rounds in the Nordic market. Most PE companies’ makes 
their deals where the settings are safe and harmonized and such environment have been in 
the Nordic market (Loos, 2005). However, Company Q which has an announced geo-
graphical strategy which implies that the LBO candidate should belong to the northern Eu-
rope or have a connection to the Nordic market changed recently when they performed a 
buyout in the US. This kind of geographical change could be the future for Nordic PE 
companies if debt prices keep on increasing and prices of public companies maintains on a 
high level. 
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LBO transactions have been carried out by PE companies in almost every industry in the 
Nordic market. There are only a few industries which have not been targeting due to that 
many PE companies in Scandinavia have chosen to take a social responsibility and not in-
vest in industries such as the tobacco industry. Factors and risks related to the organization, 
strategic position and products (Reynolds, 2004) has been emphasized in the Nordic mar-
ket and there has not been any clear pattern of a correlation between a specific industry and 
the LBO transaction. Repeated transactions in one industry is not due to an LBO friendly 
condition, instead it is because many PE companies are relying on their knowledge and 
contacts in the targeting process (Loos, 2005), as in the case of Company Q which has 
made most investments in the manufacturing and the health service industry. Again, the 
LBO candidates are picked out after examining certain criteria that is presented in figure 20 
below.  

 

 

 

 

 

 

 

 

 

 

 

6.3 Transaction Structure   

The fund raising process of new buyout funds has changed during the recent years in the 
Nordic market. It could be argued that a mixture of an increase of capital in pension funds 
and insurance companies together with high returns from LBO transactions have been the 
primary factors behind more investments in PE owned buyout funds. The generation 
which is soon retiring in the Scandinavian countries, mainly the people born during the 
1940s, are owners of the world’s largest amount of pension money, in proportion to the 
population. This has motivated the pension managers to look for alternative investments 
and due to that LBO’s can provide higher yields and absolute return and thus more capital 
has been invested in PE funds (Loos, 2005). The PE approach have in many cases been 
better for the pension fund compared to investments in public companies, because the PE 
companies objectives is to generate as much return in a fixed time period and not during an 
unforeseen future as in many public companies.  

The Nordic PE companies are working actively with their fund rising. They are also very 
careful when making agreements with external investors, some issues which the investor 
must agree upon is related to making changes during the investment period. These issues 
are always stated in the contract and the reason why some clauses are so important for the 
PE company is the prospect to live up to the external investors demand and at the same 

Figure 16: LBO candidates 
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time protect themselves against market downturns, which currently is experienced. The PE 
companies which have a clause in the contract that gives them more flexibility over the exit 
date are probably very satisfied at the moment as they can wait for a better market timing, 
while those who have none have to make an exit even if that means very low EBITDA 
multiples, as they have an exit date agreement towards the external investors. However, it is 
possible to make contract renegotiations if the external investors also believe that the tim-
ing for making an exit is unbeneficial.  

As Kubr et al (2008) argues, it is two different things to create value and to generate returns 
and the PE investor is not able to gain all the value created if there is a weak exit market. 
This is also showed in the empirical finding, where the graph of the European secondary 
market shows a declining trend. 

The most noticeable change in the transaction structure of LBO’s during the financial crisis 
is that more equity is provided in the transaction. Mezzanine loans and second lien loans, 
which can be perceived as risky and unprotected top-loans have also been reduced 
(Deutsche Bank, 2007), because banks have not been willing to take the same risks during 
harsher financial times. The case of Bear Stearns is a good example of what can happen 
when banks do not change their strategy so it fits the financial environment, in other words 
being a cheap target for a takeover or bankruptcy, due to a large amount of capital pro-
vided to struggling LBO companies and to private house loans.   

One observation which could be viewed as an odd change in the current financial crisis is 
that syndicated loans have decreased and that the interviewees believe that these loans will 
disappear in LBO contexts. From an external perspective, syndicated loan seems to be a 
wise strategy as many banks can share the risks and strive for a hedging effect. But, this has 
been rejected due to an unwillingness to be a small part of a large transaction as the banks 
can not follow their own strategies and are dependent on others, which according to Nor-
dic banks have been too risky as they jeopardize their incomes. Nordic PE companies have 
also stated that they believe that both banks and they are better off if only one lender is in-
volved, as it is easier to manage the contacts and renegotiations of the debt during weaker 
periods. This discussion is presented in figure 19 below. 

 

 

 

 

 

 

 

 

 

 
 

 

Figure 17: Change in debt structure 
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6.4 Value Creation 

The value creation process in a portfolio company stands for generating the highest possi-
ble profit during a fixed time period. However, many people have got the wrong impres-
sion of the values generated in PE owned portfolio companies. The idea of the PE industry 
as brutal capitalists which does not care about their workforce is not true, seeing that the 
PE industry has created more jobs than what they have dismissed. This was just a minor 
contribution to further discussion, as operating efficiency, multiple valuations, revenues 
and cash flow are common remarks when discussing the value created in LBO transactions. 
Together these four factors represent the value attribution model (Loos, 2005). This model, 
which is an IRR performance measure, is the standard measure when analyzing the value 
created in Nordic LBO companies. With the information from the interviews, it could be 
argued that the operating efficiency factor is the most important factor in Nordic PE com-
panies as it reflects the strategy, while there is a larger focus on multiple valuations in Eu-
ropean PE companies. Revenues and cash flow are fundamental in all LBO transactions.  

A frequent strategy in the Nordic market unlike the European market has been to focus on 
organizational development and organic growth. As a result of this strategy, the manage-
ment of the LBO candidate has been regarded as the single most important factor for the 
value creation process. As management is one of few factors that PE firms invest in, the 
management performance is the key for generating growth (Gaughan, 2002). By providing 
the management in the portfolio company with stock options or co-ownership (Loos, 
2005), the management receives incentives for increasing the wealth of the PE investor. Fi-
nancial motivations as these are widely used in the Nordic market, as the management is 
the responsible group for creating value within the portfolio company.  

Even though Nordic PE companies have been relatively passive in their actions to generate 
value through multiple arbitrages, there has still been a component of the complete out-
come. However, it could be argued that this part of the value creation will decrease even 
more, as it is heavily driven by external market dynamics (Kubr et al, 2008). Therefore, is it 
likely to see an even greater focus on operational value and other financial values, as these 
factors are not driven that much of the external environment, which makes it easier for the 
PE companies to realize their plans for the portfolio companies. Changing strategy during 
the value creation process could be devastating for any PE companies.  

The management within the portfolio company is required to work more efficiently as 
there is a need of making debt repayments (Jensen, 1986). The outcome of this work 
creates value through a high level of discipline within the organization and the management 
is changing their strategic focus from investments to cost awareness (Gaughan, 2002). They 
also possess a slighter risk of agency problems within a portfolio company than in a public 
company. The ―agency cost of free cash flow‖ is reduced after an LBO transaction as debt 
repayments decreases the cash flow. However, there is a thin line between efficiency and a 
situation of financial distress (Smith, 1990). Companies in the Nordic market which have 
used debt to a higher degree than 90% of the total transaction have experienced financial 
distress rather than efficiency.   

Synergies between standalone portfolio companies have not been a common strategy after 
an LBO transaction (Loos, 2005). Some PE companies have developed a platform within a 
specific industry and then followed the ―buy and build‖ strategy to create synergies from 
mergers of the portfolio companies, but this strategy is more frequent after transactions 
with less leverage. The PE companies operating in the Nordic market have not made con-
tinuous LBO investments in the same industry, which makes it hard to create any synergies. 
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It could be argued that there is existing vertical knowledge transferring between the portfo-
lio companies and the PE company which creates some operational value, as the know-
ledge gained from one LBO can be used when performing another. However, using hori-
zontal knowledge transferring would help to integrate the portfolio companies and thereby 
create even more operational value. A summary of the discussion is presented in figure 16 
below. 

 

 

 

 

 

 

 

 

 

 

 

The confidential approach that has been exercised in this research in terms of not reveling 
the interviewees’ names is one important part for the value creation. They are not obligated 
to provide the market with any information concerning their objectives with their portfolio 
companies or the financial health of their portfolio companies, which makes it easier to 
work more flexible and undisturbed through the entire value creation process.  

PE companies are very interested in how the general capital market values the company as 
an IPO could be a possible exit strategy (Gaughan, 2002). In most of the LBO’s in the 
Nordic region, PE companies have entered a transaction with a strategy of making an IPO 
as an exit. The IPO has not always been carried out, but PE investors believes that it is im-
portant that the candidate has such potential so an IPO is a possible exit alternative.  

 

 

 

 

 

 

 

Figure 18: Value creation, Nordic market vs. European market 

Figure 19: Successful LBO 
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6.4.1 Investment Time Period 

When looking at the time period for value creation, from entry to exit, it is possible to take 
two different perspectives. One perspective believes that the time frame for creating value 
during 4-7 years is too short and requires radical short term strategies, while the other 
perspective believes that it is long term in comparison to public companies. The first pers-
pective is often represented of academics and others with no experience within the finan-
cial industry, while the other perspective is usually represented of professionals inside the 
PE industry. Mr. S and Mr. Y agree that 4-7 years has to be considered as a long term in-
vestment.  

One could compare PE companies with public companies which have a long history of be-
ing able to make up an opinion about the investment period length. Public companies have 
to satisfy analysts, owners and stakeholders on a daily basis and the person in charge for 
that, the CEO, is therefore more interested in the next quarterly report than what will hap-
pen in five years. Scandinavian CEO’s are also replaced in average after three years, which 
makes it hard to carry out a long term strategy. In a public company, there is also a condi-
tion of possible agency costs as managers in companies with share ownership make deci-
sions which are in conflict to the course of action that are maximizing the shareholders re-
turn (Pratt and Zeckhauser, 1985). It is not rare that the CEO, shareowners such as 
pension funds and the union have different opinions and that can harm the value creation 
as well as it could lead to inefficiency. 

In a PE owned Portfolio Company there is a long term strategy for the company, but the 
PE investor is realizing the actual value earlier. In other words, there is a combination of a 
long term investment horizon and a shorter value creation process. PE companies are also 
able to generate the same value in a shorter time which public companies do during a long 
period of time, due to a more intense and efficient working process. The contact between 
owners, managers and the core activity is very close (Loos, 2005), which makes it easier to 
manage a good communication and efficiency. The costs which the Agency theory cover 
(Jensen, 1986) can also be reduced since the decisions which the managers takes are max-
imizing the value of the shareowners. These decisions are obviously also maximizing the 
managers return as they have financial incentives and therefore also the same goals as the 
owners.   

The LBO transaction can be viewed as an entrepreneurial action within a mature company, 
where there is a strategic change and it enables the business to grow even further (Loos, 
2005). However, it is unusual to see entrepreneurial processes that generate great returns 
after only 18-24 months. Many international PE companies which have had a main focus 
on multiple arbitrages and financial effects have experienced difficult times during the cur-
rent financial pressure as they have committed against their external investors to do short-
term transactions. This strategy has then forced them to carry out an exit, even when the 
secondary market has been extremely passive. Nordic PE companies have in contrast used 
strategies which focus on strategic changes which can both generate growth in long term 
and returns in short term. With an average investment time of 5-6 years, it is easier to 
achieve these entrepreneurial actions through active ownership. The length of the invest-
ment period has also been a crucial factor in the LBO market during market downturns, 
since Nordic PE companies have been able to concentrate on refinancing transactions 
which run the largest risks of economic failure, while international PE companies have 
been constrained to carry out their exits.  
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6.4.2 The Tax Impact 

The leverage effect which derives from the tax shield is a fundamental factor and objective 
for performing a LBO transaction. As the tax shield is the tax which can be deductible 
against the interest payment for borrowed capital and earnings from the portfolio company 
(Kaplan, 1988), it is possible to see it as an additional benefit that generates profit that 
would otherwise been left to the government in tax payments. The tax shield in Sweden is 
the most beneficial in Scandinavia and as 50% of all LBO’s are made in Sweden there has 
been an increased result for the entire Nordic market. It could be argued that the high mul-
tiples performed in the Nordic market compared with the European market would have 
been different if 50% of the transactions were made in Denmark or in Finland instead, as 
they do not have the same favorable tax regulation. It is an important detail to be aware of, 
but as this research focus on the Nordic market as one, it does not change the fact that the 
PE companies in Scandinavia in general can deduct higher amount of tax against borrowed 
capital than in the rest of Europe. The more a PE company can deduct from the portfolio 
company’s earnings, the more it can expand its EBITDA multiples. The gap between the 
Nordic market and the European market in terms of generated EBITDA multiples derives 
much from an more LBO friendly regulations, but also factors such as strategy differences.   

6.5 Management and Owner Structure 

The ownership structure is more flexible in a portfolio company compared to public and 
industrial companies (Gaughan, 2002). The relationship between owners, management and 
the activity within the portfolio company is very close, which makes it possible to make 
drastic changes and monitor the development in an efficient way. A prospect of streamlin-
ing the entire ownership structure has been an investment criterion in the Nordic market, 
as well as the fact that value can be created from integrating the owners and the manage-
ment in the core activity. The traditional structure where all units are working separately is 
not common in the PE industry; instead, changing the structure is highly prioritized.  

PE firms have in most cases relied on the current management team of the portfolio com-
pany (Loos, 2005). In Nordic LBO transactions the changes are made in the boardrooms, 
where it is common to create a mixture of representatives from the PE company together 
with earlier owners (usually an owner family) and new members with the specific industry 
knowledge.  The aim is to create a small and dynamic board which can develop strategies 
together with the management. As discussed earlier, the management is the key to strategic 
change and value creation and therefore is it essential to give them good support. In the 
Nordic market compared to the European market, PE companies have been more commit-
ted in their work in the portfolio companies. The PE investor is available for a day to day 
contact if the managers feel that it is necessary to have a dialogue (Loos, 2005). Nordic PE 
companies have also been successful in making actions from day one and as the time pe-
riod is fixed, the focus shifts more against efficiency. However, it could be argued that too 
many changes during a short time period may harm the organization and the PE investor 
should be very careful with putting too much pressure and demands on their portfolio 
companies. The best way to act may be as a financial advisor who is involved in the entire 
process. In that way, the management is responsible for the organizational development, 
since they hold the greatest knowledge, and the PE investor take care of the tasks which 
are related to finance as they are superior within the field of finance and have great con-
tacts.  
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Bureaucratic processes are rarely used in PE owned portfolio companies as they strive for a 
dynamic environment which can deliver results during a definite time period. Instead, 
Nordic PE companies have in many cases split the organization into smaller units after a 
LBO transaction, to utilize the core competence of every employee and to avoid 
procedures which cause a condition of inefficiency. This discussion is illustrated in figure 
18 below. 
 

 

 

 

 

 

 

 

 

 

7 Conclusion and Discussion 

It can be concluded that PE investors are seeking for candidates that possess certain fun-
damental characteristics such as maturity, solid cash flows and skilled management. These 
characteristics are considered fundamental since; companies operating in their maturity 
phase are in general less likely to be in need of larger investments. The cash flows and skilled 
management are required to manage the leverage component in the LBO transaction and si-
multaneously maximize the value creation.  

The study shows that PE companies operating in the Nordic market tends to appreciate 
operational and organizational value rather than multiple values. Furthermore, PE compa-
nies operating in the Nordic market focus on organizations where the organizational struc-
ture can be streamlined through strategic changes. In the Nordic PE market, the study 
shows no correlation between specific industries and LBO transactions since it can be con-
cluded that Nordic PE companies are in search of potential over performers in each indus-
try. The study has also shown that Nordic PE company’s objective is to find LBO candi-
dates that, as early as in the due diligence process, shows the potential of a possible IPO 
exit. 

Nordic PE companies have in general exercised longer investments in the portfolio 
panies compared to European PE companies. The long term investments implementation 
has enabled the Nordic PE companies to accomplish entrepreneurial actions in a further 
extent. Simultaneously, European PE companies have focused more on arbitrage effects in 

Figure 20: Owner’s incorporation  
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the financial multiples in the portfolio companies which has resulted in a lack of successful 
active ownership.  

The study has shown that the Nordic PE company’s successful streamlining process in the 
organization structure partly explains the greater EBITDA multiples generated in the Nor-
dic market. In these processes, the PE companies are gaining vertical knowledge from each 
portfolio company. However, the study concludes that using horizontal knowledge trans-
ferring processes in a further extent would generate even greater operational values. 

The study concludes that favourable tax regulations in Sweden have been beneficial for the 
whole Nordic PE market. The beneficial tax deduction possibilities in Sweden has been a 
important factor for the great outcomes in the Nordic PE market since 50 % of the LBOs 
in this market has been carried out in Sweden. 

The current financial condition has affected both the activity and the transaction structure 
of the LBO in the Nordic market. The equity proportion has increased, while unsecured 
loans such as mezzanine loans and second lien loans have decreased. This change has made 
it difficult to carry out ―mega‖ LBO’s at the moment, but the market is cyclical and these 
transactions will not be harmed as long as the banks recover and starts to supply LBO re-
lated loans again. A loan structure that does not face the same future is the syndicated 
loans. It has been too risky for PE companies to arrange loans from several banks and the 
PE industry is now focusing on one reliable partner of debt supply, to make it easier to re-
negotiate debt repayment during financial crisis.  

The study concludes that Nordic PE companies will in the nearest future change their geo-
graphical focus to emerging markets such as the BRIC-countries. In these markets, there 
will be a focus on organizational growth, which has been seen in the Scandinavian PE 
owned portfolio companies in recent years. Meanwhile, there will most likely be more turn-
a-round strategies in the Nordic market due to the impacts of the financial crisis. This has 
created a condition where a few companies are highly undervalued.  

7.1 Reflections  

The inspiration behind this thesis comes from reading the business press. To begin with, 
there has been a continuous discussion about the LBO transaction in the Scandinavian 
countries, after large buyouts of companies such as Luvata, Gamro and TDC. The PE 
companies’ confidential approach has set off a great interest from the business press. Ques-
tions regarding shareholder-losses when the companies get privatized, value creation and 
social effects in terms of a decline in number of jobs after radical changes and exits abroad 
have been enlighten during the recent years. Out of these issues, the authors decided to ex-
amine the value created in PE owned portfolio companies as the discussions in the busi-
ness press has not lead to any sufficient explanations.  
 
After reading a European Bank report, which showed that the Nordic market has generat-
ed higher EBITDA multiples than the rest of Europe, the authors found it interesting to 
analyze both factors and differences which has lead to this result. A third aspect to the the-
sis has been the financial crisis. It has almost been impossible to overlook the financial cri-
sis which has affected more or less every market and the authors felt that this additional 
perspective was needed to see differences in strategies as well as it provides a current topic 
to the thesis.  
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During the work, the authors’ attitude towards the PE industry and the LBO transaction 
has changed from a disbelieving of the methods and strategies to a positive observation. 
The LBO transaction is sourced from errors; it can be regulatory-, market- or organization-
al errors which PE companies make use of. This is also why the authors believe that PE in-
vestments will continue to be a superior asset class. 

7.2 Critique of Chosen Method  

After the research has been conducted, the authors have analyzed the chosen methods in 
this thesis. It could be argued that another method of collecting data would have given the 
research more accuracy. A case study of companies which have carried out an LBO could 
have been helpful to gain an insight in how the LBO transaction affects each and every 
part of the transaction. In this research, there have only been interviews with representa-
tives from banks and PE companies as they are the people with the greatest experience of 
carrying out LBO transactions. Further on, these representatives have the best ability of 
providing a general picture of LBO’s. However, a case study would have given the thesis 
more information and deeper knowledge, due to additional interviews with the manage-
ment and employees of the portfolio company.  

7.3 Further Research  

The LBO transactions should be analyzed from several different perspectives to getter a 
better and broader understanding of the subject. It is possible to break down the subject 
and take detailed perspectives on the LBO transactions. It could be interesting for students 
who are specializing in tax & law to continue on the findings concerning tax deductions 
from LBO’s. There are also many issues about how the financial authorities are working to 
control new transaction structures made by PE companies such as examine the UK Finan-
cial Services Authority's 2006 paper on private equity. 

For students that are studying strategic management, it could be of interest to proceed with 
the findings concerning strategy differences during an economic growth and economic 
downturns and then compare the LBO approach against industrial groups or public com-
panies.  

The authors would also found it exiting to read a report in a couple of years from now, that 
is a case study of a firm that was either acquired or exited through an LBO during the fi-
nancial crisis. This could lead to improvements and clarifications of factors which have 
only been touched upon in this research.  

It could also be interesting to make a statistical research with a larger sample that is looking 
on the portfolio companies operating efficiency. Factors such as growth, operating mar-
gins, management of working capital and investment activity could then be examined.  

One final question that has arise when conducting interviews and that the authors of this 
report has found very interesting is why LBO firms have in most of the cases outbid stra-
tegic buyers in auctions?   
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Appendix 

Questions for interviews 

Vilka specifika egenskaper är intressanta när man analyserar LBO kandidater? 

 Management  

 Företagets mognad 

 Tillväxt 

 Kapital Struktur 

 Industri 

 Underprestering 

 Ägarstruktur 

 

Ändras synen på intressanta egenskaper hos LBO kandidater vid en förväntad lågkonjunk-
tur? 

Finns det några generella egenskaper som är tillämpliga på alla LBO kandidater, eller varie-
rar det på grund av industri och situation/tid? 

Hur skapar man värde i portföljbolaget (omstruktureringar, aktivt ägande, nedskärningar 
etc.)? 

Finns det strategi skillnader mellan Nordiska marknaden och övriga Europa? 

Ändras strategin för värde skapande under svåra tider som vi upplever nu? 

Hur ser transaktionsstrukturen ut i LBO’s i Norden jämfört med Europa och har den för-
ändrats under den finansiella kris vi upplever? 

Varför arbetar man inte mer med horisontellt kunskapsutbyte mellan portföljbolagen?  

Hur stor inflytande har ett försämrat nettokassaflöde på effektiviseringen i portföljbolagen? 
(Som ett resultat av PE ägande med amorteringar och generellt högre skuldgrad) 

Vilka incitament används för att motivera portföljbolagets ledning att arbeta emot PE bo-
lagets uppsatta mål (finansiella och icke-finansiella förmåner)? 

Hur mäter/värderar man portföljbolagets prestation, rent finansiellt? 

Vilka är fördelarna/nackdelarna för portföljbolaget med att av-noteras ifrån börsen och bli 
privatägt? 

Finns det specifika skillnader på hur LBO’s genomförs i Norden gentemot USA/ övriga 
Europa? 

Vilka faktorer ligger bakom de högre EBITDA multiplarna i Norden, jämfört med övriga 
Europa? 

Hur mycket har den pågående finans krisen påverkat nordiska PE företag och LBO trans-
aktionen? 
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Många analytiker anser att lägre ekonomisk tillväxt kommer resultera i lägre EBITDA mul-
tiplar vid ‖exit‖ än ‖entry‖ för bolagen som köps ut idag, hur hanterar PE bolagen detta 
(förändrade strategier, längre investeringslängder, mindre buyouts etc.)?  

Hur kommer detta påverka PE industrin i Europa och/jämfört med i Norden? 

Enligt en studie från Nottingham Business School, har under det senaste året 25 % av alla 
företag som blivit övertagna av Private Equity bolag gått i konkurs. Är detta bara en inled-
ning på en längre kris? Kommer konkurs bli en vanligare förekommen exit? Hur ser klima-
tet ut i Norden? 

Hur planeras valet av ‖exit‖ strategi och är det någon specifik exit som ni föredrar? 

Anser ni att PE bolag investerar kortsiktigt i sina bolag eller inte? Hur skiljer sig den filoso-
fin mot europeiska PE bolag?  

Hur ser ni på framtidens LBO’s? Kommer vi se några strukturförändringar inom PE indu-
strin? Kommer vi se lika höga lånefinansierade förvärv eller kommer vi se högre andel 
equity? 

 

 

 


