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Executive Summary 

Purpose 

The increased frequency of secondary buyout transactions have caught the attention of academic 

scholars. Yet there is still only a very limited and concentrated number of empirical contributions 

to the phenomenon in the literature today.  With this master thesis, we seek to contribute to the 

current academic literature on the difference in operational value creation between a primary 

buyout and a secondary buyout. 

 

Method 

The thesis takes a quantitative approach in determining operational value creation within the 

target companies, in the LBO- and the SBO holding period. Based on a hand-collected sample of 54 

secondary buyout transactions, in the Nordics, we compare the operational performance by 

breaking down ROIC into its components of turnover rate of invested capital and profit margin, for 

which we have made four testable hypotheses. Hence, we compare the peer adjusted operational 

performance for the same target company under two different PE holding periods. 

 

Findings 

In this thesis we find that SBOs offer lower value creation in terms of growth and profitability. In 

relation to working capital management and fixed asset utilization it cannot be rejected that the 

two holding periods are similar. Our findings predominantly indicate that secondary buyouts are 

inferior in terms of value creation.   

 

Originality 

This thesis could be of relevant for professionals related to private equity investment as well as 

academic scholars, since it contributes to the limited knowledge of operational value creation in 

secondary buyouts with empirical result and by focusing only on the Nordic secondary buyout 

market. 
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1. Introduction 

Leveraged buyouts emerged as an important phenomenon in the 1980s, where the LBO activity 

increased significantly with a record high amount of capital committed compared to the stock 

market, prior to the global financial crisis (Kaplan & Strömberg, 2009). Furthermore, it has 

continued its long-term increasing trend despite the dip in the years after the crisis. Jensen (1989) 

predicted that leveraged buyout organizations would become the leading corporate organizational 

practice in the future. He argued that the combination of concentrated ownership stakes, high-

powered incentive schemes, for the private equity professionals, and a lean efficient organization 

with minimal overhead cost create a superior organizational form. Moreover, according to Jensen 

(1989), if you combine these with an applied performance-based managerial compensation, and a 

highly leveraged capital structure, you have a superior structure to those of public corporations, 

who on the contrary have dispersed shareholders, low leverage levels and weak corporate 

governance. 

 

In general, private equity firms apply three sets of changes to the target companies they invest in, 

these are categorized as financial-, governance- and operational engineering (Kaplan & Strömberg, 

2009). They all contribute to the performance of the target company. A substantial amount of 

studies have examined the leveraged buyout market, and found evidence which support that 

private equity firms do improve operational performance in the target companies under their 

ownership (e.g. Kaplan,1989; Muscarella & Vetsuypens,1990; Gou et al.,2011). However, the 

literature mostly covers the US, European or the British market while little has been written in 

regard to smaller regions such as the Nordic countries specifically.  

 

In the private equity cycle, the choice of exit strategy is one of the most critical decisions faced by 

private equity investors. After the “dot-com bubble” in 2001 the more traditional exit strategies 

such as trade sales, and initial public offerings were difficult due to the “cold IPO market”, and 

with an increasing leveraged buyout market and a lack of traditional exit routes, a wave of 

secondary buyouts started occurring (Sousa, 2010). Nikoskelainen & Wright (2007) find that 

leveraged buyout deals, that are exited through traditional exit choices, such as trade sale and 

IPOs, are creating higher return on invested capital than those exited through secondary buyouts 
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deals, making SBOs an inferior exit strategy.  Regardless of these findings, the secondary buyout 

market is increasing in popularity. SBOs accounted for one half of all exit activities in 2017, both in 

terms of value and in number of transactions for the European market, which is a new record 

(Pitchbook, 2018). 

 

The secondary buyout market increases rapidly and so does the skepticism from the media and 

researchers. Scholars and researchers argue that the operational value creation potential in the 

second round of PE ownership is limited, since the first round of PE ownership will pick all the “low 

hanging fruits”, that make the highest impact in value creation, and only leave the sloppy leftovers 

for the secondary buyout owner to collect (Achleitner & Figge, 2012). Another point of criticism 

from scholars is that, since the sellers are skilled in timing and negotiations the price is higher 

(Achleitner & Figge, 2012). 

 

Secondary buyouts play an increasing significant role in the private equity market, while at the 

same time, generating some serious doubts about its justification from scholars and researchers.  

Because of this controversy between what happens in the private equity market, and the 

skepticism among scholars and researchers, we are motivated to investigate the following 

research question: 

 

What are the differences between the LBO- and SBO holding period in terms of operational value 

creation, in the Nordic market? 
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1.2. Scope and delimitations 

Throughout the thesis, our focus is on value creation and operational performance. With specific 

focus on the secondary buyout period compared to the first leveraged buyout period. We use the 

return on invested capital (ROIC) as our framework for doing so, since it works as an overall 

indicator of operational performance (Petersen et al. 2017). We decompose the measure of ROIC 

and use some of the financial measures from the framework to evaluate potential value creation. 

 

The scope of the analysis is limited exclusively to the performance of the private equity owned 

target companies and therefore, there will not be focused on PE fund performance as well as the 

role of capital- and debt structure will not be analyzed. We will however be covering it briefly in 

the literature review. 

The analysis is concentrated on the Nordic private equity market, which consist of the target 

companies from Denmark, Norway and Sweden. We have chosen so due to a mixture of data 

availability and the increased interest, as well as the size of the market.  

 

1.3. Definitions and abbreviations 

The thesis uses a number of abbreviations and technical terms. Abbreviations will be shown in 

brackets whenever it is suitable. Technical terms and references to names used in figures or tables 

are shown in italics. Furthermore, we use the terms leveraged buyout, LBO, primary buyout and 

first holding period interchangeably throughout the thesis. In addition to this we also use 

secondary buyout, SBO and second holding period in the same way throughout the thesis. 

Target company and portfolio company account for the same technical term as well.   
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1.4. Methodology  

This section will provide an overview of the methodology used in this thesis to answer our 

research question and related hypotheses.  

One of the main challenges in working with privately held companies is the lack of available data. 

Because privately held companies are not obliged to disclose the same amount of details in their 

annual reports as public held companies (Petersen et al, 2017). 

This thesis takes a quantitative approach in determining operational value creation within Nordic 

portfolio companies. This implies a deductive method, where we create four hypotheses based on 

available literature, which is analysed using our computed data. The results are in the end used to 

answer our main research question (Petersen et al., 2017; Brinkmann & Tanggaard, 2015).  

The hypotheses in this thesis are created through a decomposition of ROIC, which is decomposed 

into four main areas (Petersen et al, 2017). 

The four areas are the following:  

1. Growth  

2. Profitability  

3. Working management  

4. Fixed assets utilization  

The framework will be elaborated further in chapter 4.  

The data in this thesis is collected and cross-checked from various databases, where it has been 

possible to get the figures needed, in order to answer our main research question and hypotheses. 

The data was collected by setting up different variables to identify the most relevant deals. These 

deals acted as the initial sample, which was further examined to conduct the final sample of this 

thesis. The description of the actual data collection is described in further details in chapter 6.  

The final sample has been analysed by using the Wilcoxon Signed Rank Test, which is a desirable 

method when comparing two comparable periods. This thesis is comparing different performance 

measures between the first and the second holding period, and therefore this non-parametric 

statistical test is desirable in rejecting or accepting the null hypotheses. The Wilcoxon Signed Rank 

Test have some limitations and assumptions, which is important to be aware of. The choice of this 

statistical method is further discussed in chapter 6.   
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1.5. Thesis structure 

The thesis is structured as follows:  

Chapter 2 is an introduction of private equity, and a brief guide throughout a leveraged buyout 

deal, as well as a brief overview of the global and regional private equity market. Chapter 3 consist 

of a literature review about operational value creation in leveraged buyouts in general, and with 

secondary buyouts specifically. In chapter 4 the ROIC framework is introduced and explained 

which we use for the next chapters. In chapter 5 we develop our hypotheses based on the ROIC 

framework. In Chapter 6 we walk through our sample development, and the statistical method 

applied. In chapter 7 we report the descriptive statistics from our sample as well as the results 

from our statistical tests and analyze the significance of our results. Hereafter a discussion in 

chapter 8, about the results from or analysis of the differences in operational value creation 

between the SBO- and LBO holding period. Furthermore, we discuss the limitations and biases of 

our applied method. Chapter 9 presents our conclusion of our research question as well as 

suggesting future research based on our results. 
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2. Private equity and SBO’s 

The following chapter describes private equity as a business model and how it is positioned 

relative to alternative investments. After this, an overall introduction to private equity investment 

is produced. It includes the role of the limited partners and the general partners, the exit choices 

of the private equity investment as well as and overall portrayal of the Nordic-, European- and 

global private equity buyout market. 

 

2.1. Private equity as an asset class 

Private equity investments offer benefits, for institutional and private wealth management clients, 

such as diversification and enhancement of risk-adjusted returns. However, the lack of 

transparency, regulatory restrictions, and the liquidity concerns limits the attractiveness for some 

investors (Baker et al., 2015). Due to these risk indicators in private equity, the investors should be 

expecting a higher return for a private equity investment, compared to an investment in a 

publically traded company (Gilligan & Wright, 2014). In contrast, investors in publicly traded 

companies buy liquid assets such as shares, bonds and options. Generally, they are using a trading 

strategy when trying to make excessive returns, since insider-trading laws are designed to prevent 

anyone from making exceptional returns on private information, which is not available in the 

public market (Gilligan & Wright, 2014). In summary, the investors act on high liquidity and trade 

based on publicly available information. On the contrary, private equity investors commit their 

capital for a period of typically 10 years, in addition they typically cannot sell pieces of the 

investment, and therefore depend on a sale of the whole company. However, the investors are 

compensated for long-term commitment and illiquidity, by having a strong control of the company 

and access to private information (Gilligan & Wright, 2014). 
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2.2. Private Equity investments 

Private equity firms are usually organized as limited partnerships (Kaplan & Strömberg, 2009). 

With lean and decentralized organizations which consist of a few partners and employees (Jensen, 

1989). The private equity firms raise capital through equity funds, in which the limited partners 

provide most of the capital, while the PE partners provide a small stake as well.  The private equity 

funds typically have a lifespan of 10 years with the possibility of being extended a few extra years 

if some deals are not exited in time. There are different investment stages in the private equity 

category. Investment in business start-ups and the early stage of portfolio companies are called 

venture capital investments, while investment in larger more mature companies are categorized 

as leveraged buyouts (Baker et al.,2015). In a typical leveraged buyout transaction, the PE firm 

delivers 10 – 40 % equity, while the last 60 – 90 % of debt is provided from one or more financial 

institutions. In the years after the financial crisis, the equity to debt stake have generally increased 

(Baker et al., 2015). Furthermore, it is also common practice that the management of the target 

company provides a small stake of equity (Kaplan & Strömberg, 2009). 

 

It is the fund managers, also referred to as general partners, who find and monitor the portfolio 

companies in which the fund invests in. By doing so they are being rewarded in two ways. Firstly, 

they receive a management fee at around 2 % p.a. of what is corresponding to the fund’s total 

capital committed. Secondly, they are rewarded with carried interest of around 20 %. The carried 

interest usually works in a payout structure, where it kicks in after the limited partners have 

receive their cost of capital, which usually is at 8 % p.a. (Kaplan & Strömberg, 2009).  
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2.2.1. The limited partners 

In private equity the limited partners are typically institutional investors such as pension funds, 

endowment funds, mutual funds etc. or high net worth individuals, who commit a substantial 

amount of capital to the PE fund. They disburse the capital when it is needed to finance an 

investment in a target company (Gilligan & Wright, 2010). When the limited partners agree to 

commit the capital, they have little impact on how the general partners decides to spend the 

money. As long as it is within their contract (Kaplan & Strömberg, 2009). 

 

2.2.2. The general partners 

Commonly, private equity firms have a flat hierarchical organization form, with a small number of 

partners and associates. This makes them highly efficient due to the direct reporting lines 

between the partners, associates and office positions (Baker & Montgomery, 1994). 

 

2.2.3. Private Equity funds and fundraising 

As mentioned earlier, private equity firms raise capital through funds, which are structured usually 

with a 10-year life cycle. Doing this period, the private equity firm engage in fundraising, 

acquisition of portfolio companies, value creation and the exit process (Berg & Gottschalg, 2003). 

Hence, the PE firms roughly have to invest within the first five years of the 10-year lifespan of the 

fund, and then start divesting the target companies and generate returns to the limited partners in 

the last five years (Kaplan & Strömberg, 2009). The PE model is built in these finite-life cycles of 

buying and selling portfolio companies, so the PE firm needs to raise capital for the next fund, 

every four to five years to maintain a steady deal flow (Kaplan & Schoar, 2005). In order to be 

successful in raising new capital for the next fund, a good record of accomplishment is necessary. 

Gompers & Lerner (1998) argue that the PE firm’s last performance and reputation plays a major 

role in raising new funds, but also general positive macroeconomic tendencies and the 

attractiveness of the current IPO market influence the potential for fundraising. This goes in line 

with the research of Kaplan & Schoar (2005) who found evidence for persistence in fund 

performance in both ends of the performance distribution. It states that historically successful PE 
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firms keep performing well, and poorly performing funds keep underperforming. Furthermore, 

Kaplan & Schoar (2005) argue that the reasoning behind their findings is because, the general 

partners engage in active ownership, and their level of quality in doing so is one of the biggest key 

value drivers in PE firms.  

 

2.2.4. The acquisition phase 

The acquisition phase involves screening of potential target companies, due diligence and finally 

negotiation. Firstly, the PE firm starts screening for potential investments, which can generate a 

potentially high enough return, in order to at least meet the IRR, demanded by the limited 

partners (Loose, 2005). Gilligan & Wright (2010) argue that it is important for PE firms to invest 

substantial time in networking in order to find the best potential deals. In Bain & Company’s global 

private equity report (2017) they argue that out of 100 potential deals only one or two are being 

closed on average. This stress the importance of having quality networking connections in order to 

get the best potential deals in the top of the funnel, in the first place.  

 

Figure 1: The acquisition phase  

 
Source: Bain & Company (2017) 

 

Doing the due diligence, private equity firms start to get a better in-depth knowledge of the target 

company. In this process, the PE firm starts to develop a business plan, potential exit strategies 

and considering the financial structure of the deal. This includes the debt to equity ratio, the 

portfolio company’s management as well as an incentive system (Loose, 2005). Finally, there is the 

negotiation of the acquisition deal value. These deals are commonly being negotiated as privately 
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as possible in order to keep the attention from competitors away for as long as possible (Berg & 

Gottshalg, 2003). The deal value is a critical element since it potentially has a high impact on 

reaching the return on capital, when the target company is exited (Gompers & Lerner, 2000). 

 

2.2.5. Value creation 

When a target company is acquired, the PE firm starts to actively manage the company by 

applying the operational-, organizational- and strategic changes from the business plan (Berg & 

Gottschalg, 2003). Private equity firms use their influence through their seats in the board of 

directors in the target company. 

Typically, the PE firm helps with strategic initiatives such as M&A opportunities as well as 

motivating the management team. The private equity board members’ top priorities are value 

creation, strategic initiatives and the exit strategy (Acharya et al, 2008). 

 

2.2.6. The choice of exit strategy 

The last stage of a private equity investment, is the divestment phase. In the end the timing and 

the right choice of exit strategy determines, whether the investment reach its return on capital or 

not. Furthermore, a successful divestment is strengthening the PE fund’s reputation and chance of 

attracting capital for the next fund (Berg & Gottschalg, 2003). 

 

Private equity investments are normally realized either through an Initial Public Offering (IPO), a 

trade sale or through a secondary buyout. Each choice of exit strategy has its advantages and 

disadvantages. The overall economic, counting the macroeconomic circumstances, taxes, laws and 

other regulatory requirements all affects their use (Baker et al., 2015). IPOs are usually considered 

as the optimal choice of exit because they typically give the highest valuation (Nikoskelainen & 

Wright, 2007). Additionally, to the high valuation, a successful IPO also improves the PE firm’s 

reputation and increases the change of raising further capital for the next fund (Sousa, 2010). One 

downside of an IPO strategy is however the uncertainty of the stock market, another is due to the 

lock-up clauses that are included in an IPO, which means that the private equity company cannot 

sell their whole equity stake at the IPO and are therefore forced to keep an equity stake for a 

locked number of months after the IPO (Sousa, 2010). Another possibility is exiting through a 
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trade sale to a strategic buyer. These are often larger companies, within the industry, who plans to 

either vertically or horizontally integrate the portfolio company (Sousa, 2010). Trade sale is also 

one of the commonly preferred exit choices, since the PE firm are able to realize the whole 

investment instantly.  

The same goes for an exit through a secondary buyout. The downside of selling to another PE firm 

is that you are facing a highly professional negotiator and therefore the SBO exit strategy normally 

receive the lowest valuation (Sousa, 2010). 

 
2.3. The private equity market 

As mentioned earlier in this thesis, the global financial crisis had a huge impact on the private 

equity market, see figure 2. The global private equity market report from Bain & Company (2016) 

shows how the global PE market peaked up to the financial crisis in 2006-2007. We can see that 

the financial crisis affected the North American market mostly but also how it inflicted the entire 

global PE market. Following the financial crash, there is a steady global growth in terms of total 

buyout deal value. 

 

Figure 2: The development of the global buy out market, throughout the last 20 years 

 
Source: Bain & Company, 2016 
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When scoping in on the European market, in the aftermath of the financial crisis, we see, in figure 

3, an overall somewhat steady increase in total deal value, however a small decrease in the overall 

number of deals made in the last two years. What is especially interesting is that despite the last 

two years decrease in deals, there has been a steady increase in the share of SBO exits both in 

number of deals and in the total deal value.  

Although IPOs are a very popular topic in the literature, we see a very low number of IPO deals 

across the European market in the last decade.  

 

Figure 3: The European buyout market measured in total deal value, followed by number of 

deals made.  

 
 

Source: Pitchbook, 2018 

 

Looking into the Nordic private equity market, see figure 4, we see that the three countries have 

different tendencies, measured in total private equity owned market size. It appears that 

especially the Danish PE market took a huge blow after the financial crisis in 2007, while the 

Swedish market appeared to be decreasing at a slower rate in the following years. The Norwegian 

market however did seemingly not feel any negative impact, in the years after the crisis, and 

appears to be somewhat steadily improving. These numbers are however, in total deal value, 

which means that there could be a few outlier deals, regarding market size that could heavily 
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influence these numbers. In raw size, Sweden is nevertheless by far the biggest PE market in the 

Nordics and covers more than 50 % of the total Nordic market. 

Figure 4: The Nordic PE market measured in total deal size of PE owned target companies 

 
Source: Statista, 2018 
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3. Literature review  

In connection with the increased rate of leveraged buyouts during the 1980s, Jensen (1989) stated 

that a new organizational structure had appeared, and Jensen argued that this structure should be 

encouraged because of its capability to make operating efficiency, increased productivity and 

value for its owners. We are aware of the publication date of this source, but we still find it 

relevant for this thesis.  

 

The reason behind the success of the private equity ownership was credited to the mitigation of 

misaligned interest between managers and owners with this new general management model. 

This model contained a highly leveraged financial structure, performance incentives and equity 

investment by management (Kaplan & Strömberg, 2009).  

 

The following chapter serves as a literature review, where central and recent literature of 

leveraged buyouts in general and secondary buyouts will be presented. The chapter will firstly 

present the three main drivers behind value creation in LBOs. Afterwards, the difference between 

primary- and secondary buyouts will be elaborated and explain some of the motives behind SBOs. 

Finally, this chapter emphasize some of the empirical findings on operational performance in LBOs 

and SBOs. 

 

Value creation in LBOs theoretical applies to value creation in SBOs, because SBOs are simply a 

second leveraged buyout. Consequently, the value creation drivers should be the same in the two 

buyout types (Evers & Hege, 2012). The literature commonly identifies three main value creation 

drivers in leveraged buyout transactions; financial-, governance- and operational engineering, 

which Kaplan and Strömberg (2009) also suggests. Other scholars have also referred to these value 

creation levers as the main drivers in operational performance (Evers & Hege, 2012; Achleitner & 

Figge, 2012). These three main drivers is presented in the following section.  
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3.1.1. Financial engineering  

Financial engineering in LBOs is about finding the optimal financial structure between debt to 

equity of the portfolio firm, and furthermore exploit the benefits of debt in the best way possible. 

Optimal point is where the marginal cost of debt just offset the marginal benefits of the debt 

(Jensen, 1986). Additionally, financial engineering is also related to management incentives 

through stock and options to optimize management performance.  

 

Private equity firms usually pay a lot of attention to management incentives in their portfolio 

companies, because it is a decisive factor in creating operational value. Private equity firms usually 

give managers equity-based benefits through stocks and options, which began in the early 1980s 

(Jensen & Murphy, 1990). Moreover, Kaplan (1989a) states that management percentages 

increase by a factor of four when going from public to private. It makes sense because private 

equity firms want their managers to make meaningful investments, hence the portfolio company 

goes private, the managements equity is more illiquid, which means that they cannot sell their 

equity stake before the firm’s value is proved through an exit transaction.  

There are at least two ways in which financial engineering can affect the portfolio company in 

terms of increasing its value.  

 

Debt creates pressure on managers not to waste money, because they need to pay interest and 

deduct on loans. The pressure on management, reduces the free cash flow problems described in 

Jensen (1986), where management in mature industries strive towards dissipate these funds 

rather than returning them to investors.  

 

On the other hand, if the level of debt is too high the chances of financial distress increase 

because of the inflexibility of the required payments (Kaplan & Stömberg 2009). Hence, the risk in 

debt has a potential effect on the value of the portfolio company because of the tax deductibility 

of interest (Kaplan & Strömberg, 2009; Kaplan, 1989b). The value of this tax shield can be difficult 

to calculate because it requires certain assumptions such as tax advantage of debt, the expected 

duration of the debt and the riskiness of the tax shield.  Kaplan & Strömberg (2009) state that the 
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value from interest tax deductions have decreased for portfolio companies since the 1980’s 

because the corporate taxes have decreased from that period until now.  

 

3.1.2. Governance engineering  

This value driver refers to the way that private equity investors control the boards of their 

portfolio companies and their involvement in the boards. Boards of private equity portfolio 

companies are smaller compared to public companies and meet more often (Gertner & Kaplan, 

1996; Acharya & Kehoe, 2008; Cornelli & Karakas, 2008).  

 

The driver is described in theory as the one dealing with agency theory. Meckling and Jensen 

(1976) define agency relationship as: “a contract under which one or more persons (the 

principal(s)) engage another person (the agent) to perform some service on their behalf which 

involves delegating some decision-making authority to the agent.” We are aware of the 

publication date of this source, but we still find it relevant for this thesis. 

 

Agency theory describes how there can be a conflict between owners and the managers of the 

portfolio company. The resonance behind this statement is if both parties want to maximize their 

utility there is a risk that the agent not always will act in the best interest of the principal. A way to 

control this risk for the principal could be through monitoring or incentives to solve this conflict of 

diverging interests. These control mechanisms are however costly, and those costs are known as 

agency cost (Meckling & Jensen, 1976).  

 

Jensen (1989) discusses agency problems related to LBOs, and how these deals provide portfolio 

companies with the right instruments to improve operational performance. Firstly, he argues that 

LBOs reduce agency costs because of the debt involved in these transactions. The high level of 

debt is a capacitor in the conflict of interest between the owners and managers regarding the 

handling of the free cash flow.  

 

Jensen (1989) claims that leveraged buyouts reduce agency costs because of the alignment of 

interest through equity ownership and incentives schemes. A part of the LBO transaction is a 
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demand for the management to co-investment, which incentivizes managers to focus on long-

term value creation (Kaplan & Strömberg, 2009).  

 

Lastly Jensen (1989) states that LBOs reduce agency cost because of effective monitoring, since 

investors and creditors are in a position where they monitor decisions and strategies suggested by 

managers, hence their representation in the board of directors.  

 

Governance engineering, as a value driver, has not a direct effect on the cash flow and value 

creation of the portfolio company. It serves as a tool to optimize the organization, reduce agency 

cost, and thereby affect the free cash flow indirectly (Berg & Gottschalg, 2003). Empirical results in 

the literature apply the same conclusion: LBOs improve performance, reduce agency cost through 

change in ownership and improved incentives (Bull, 1989; Kaplan, 1989a; Smith, 1990).  

Some scholars question the value creation, when it comes to reducing agency cost in SBOs, 

because these costs are a onetime cut-off done through the LBO period (Wright et al., 2009). 

Obviously, this makes it hard for the second private equity firm to obtain the same change in 

reduced agency cost. Nonetheless, Figge (2012) shows the possibility of further reducing agency 

costs in secondary buyouts. He states three main reasons; the management team improves their 

understanding of the management package, secondly the management team increases their co-

investment and finally an expansion of participants in the management.   
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3.1.3. Operational engineering  

The two first value drivers were the most commonly used in the 1980s, but today private equity 

firms have added operational engineering, which refers to industry and operating expertise, which 

is already held within the private equity firm. Private equity firms use their expertise and 

knowledge to identify attractive investments, where they improve operating performance and 

create value for investors (Kaplan & Strömberg, 2009). Loos (2005) finds that two-thirds of the 

time, value creation in LBOs comes from improvements in operational performance. Furthermore 

Guo et al. (2011) find that operational engineering is one of the key value drivers, when it comes 

to value creation in private equity transactions. Muscarella and Vetsuypens (1990) describe, that 

private equity firms in general want to make portfolio companies more efficient in their 

operations. It is done by reducing overhead cost, shutting down unprofitable production and 

division lines.  

 

Operational engineering is often referred to, as the value driver which have a direct effect on 

earnings, and thereby the cash flow (Berg & Gottschalg, 2003). Berg & Gottschalg (2003) use 

different categories of operational engineering, where they divide it into: cost optimization, 

margin improvements, reducing capital requirements and increasing utilization of assets.  

Berg & Gottschalg (2003) states the following: “Increased operational effectiveness has a direct 

impact on both profitability and cash of the portfolio company…While some of the decisions to 

enhance operational effectiveness may have already been embedded in the business plan that was 

developed during the acquisition base, most of these measures will only take effect during the 

holding period”. Guo et al. (2011) agree with this, and state “…firm value will increase if there are 

firm-specific improvements in operating performance”.  

  

Operational value creation in SBOs has been a hot topic among scholars, where there has been a 

lot of skepticism. The literature often challenges the statement, that it is possible to create value 

in secondary buyouts. Achleitner & Figge (2012) argue that operational value in secondary buyouts 

is limited because the first private equity firm has already exploited the optimization possibilities. 

The phenomenon is often referred to as, “low-hanging fruit”, where the first private equity firm 

optimizes the easiest value creation measures, with the largest impact.  
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Nevertheless, Achleitner & Figge (2012) also find empirical evidence that the potential operational 

performance improvements in SBOs are similar to other buyouts.  

 

Private equity firms are organized around industries, where it is now common to use financial 

advisors as well as professionals with operating backgrounds and industry focus. Furthermore, 

most private equity firms also use internal or external consulting groups. 

 

3.2. Differences between first and secondary buyout 

The literature related to private equity and leveraged buyouts often have a consensus, that LBOs 

create value in the portfolio companies. It is done through operational value creation, where the 

private equity firms improve the portfolio company on various parameters (Kaplan & Strömberg, 

2009).  

 

Secondary buyouts have been discussed for many years, where numerous scholars have been 

skeptic in relation to value creation in SBOs. The literature is characterized by conventional 

wisdom, which indicates the limited value creation in SBOs compared to LBOs (Sousa, 2010; 

Bonini, 2012; Achleitner et al., 2012; Wang, 2012; Evers & Hege, 2012).  

 

The skepticism from different scholars rely on the fact that private equity firms use the same 

business model, and thereby use the same resources and focuses on the same parameters in the 

target firm. In relation to this, the value creation in the target firm has already been exploited by 

the first private equity owner, which makes it hard to create value in a SBO (Achleitner et al., 

2012).  

 

Furthermore, Cumming & MacIntosh (2003) argue that private equity firms will keep portfolio 

companies until they have exploited the firm’s value potential. This makes the SBO a complex 

situation, because it is questionable how the buyout can be an attractive investment, when 

looking at value creation. Therefore, there should be limited interest from private equity firms to 
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engage in SBOs. This is a paradox and have been discussed by many different scholars. Some of 

the theoretical drivers and motivations in the literature will be presented in the following sections.  

 

3.2.1. Theoretical drivers for secondary buyouts  

The previous sections provided an overview of the differences between LBOs and SBOs. There are 

many different views regarding this topic, where some scholars state that the value creation in 

SBOs are smaller compared to the LBO period. Although there are some reasonable arguments for 

lower value creation in SBOs, there must be some substantial reasons behind why private equity 

firms invest in SBOs. The next section will provide some of the theoretical drivers behind SBOs.  

 

Achleitner & Figge (2012) describe four main hypotheses that can explain the value creation in 

SBOs:  

1. Forced seller hypothesis 

2. Reduced risk hypothesis 

3. Smart money hypothesis 

4. Management hypothesis 

 

The first hypothesis states that the private equity firm is under pressure by either endogenous or 

exogenous elements, which force the firm to sell its stake in the portfolio company. The 

endogenous pressure could be the lifetime of the fund. The lifetime of a PE fund is in general 

around 10 years, and therefore the private equity firm can be forced to sell and distribute the 

capital to the limited partners (Kaplan & Schoar, 2005).  

 

The exogenous element could be the pressure to deliver return to the investors, since investors 

tend to look at the PE firm’s history and track record. This plays a great role when the private 

equity firm needs to raise capital for a new fund (Sousa, 2013). Kaplan & Schoar (2005) find that a 

good track record correlates positive with the private equity firm’s ability to raise money in the 

future.  

 



 25 

The forced seller hypothesis explains the risk of leaving substantial value behind in the portfolio 

company, which makes it possible for the second-round private equity firm to exploit the value. 

Cumming & MacIntosh (2003) argue that the portfolio companies are sold before all value 

creation is captured, and therefore there is substantial value creation left for the next investors. 

  

The second hypothesis, reduced risk, is about the reduced risk in secondary buyouts compared to 

primary buyouts. The reason behind the argument is that the portfolio company has already been 

held and analyzed through due diligence by the first private equity firm (Bonini, 2010).  

This statement cannot stand alone, because it does not itself justify value creation in the 

secondary buyout. The literature also looks at the governance structure within the portfolio 

company, where the management team is used to work under pressure because of the debt level. 

To sum it up these two statements combined make it possible for the second owner to let the 

portfolio company focus on operational improvement activities (Achleitner & Figge, 2012). 

Furthermore, the asymmetric information between the portfolio company and the financial 

institutions is reduced because the institutions are already familiar with the characteristics of the 

firm. This makes it possible for second-round investors to increase debt levels. Demiroglu & James 

(2010) describe how it can affect the finance structure and reduce agency cost.  

 

The main conclusion on this hypothesis is that the uncertainty of the portfolio company is reduced 

in the secondary buyout, so that the second-round investor immediately are able to focus on 

operational value creation.  

 

The smart money hypothesis describes how the motivation behind SBOs can be linked to the 

managers from the private equity funds, because they possess different capabilities and resources 

(Acharya et al., 2013; Sousa, 2013; Wang, 2012). Acharya et al. (2013) accentuate this, because the 

study finds a positive correlation between the fund performance and the experience of the private 

equity managers. Schmidt et al.  (2004) find the same result throughout their research in the 

period from 1971 to 1998. Furthermore, the managers’ human skills and educational background 

have an impact on the private equity funds strategy. A partner with a background in finance 
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generates growth based on mergers and acquisitions, whereas a partner with a consulting 

background generate organic growth (Acharya et al., 2013).  

 

This hypothesis also includes more explanations to the divergence between private equity firms, 

which can be described with size, reputation, network and industry (Achleitner & Figge, 2012).  

The reputation of the private equity firm is an important factor, when it comes to negotiating new 

loan contracts and achieve lower loan spreads (Demiroglu and James, 2010). Specialization within 

industries or geographical regions also play a role, because it can create an edge compared to 

private equity firms with a wider focus. In addition to this, Wang (2012) finds evidence that 

reputation and experience is important. This study finds that it is harder for private equity firms, 

with less, experience to find the right portfolio companies and therefore are forced into secondary 

buyouts more often.  

 

The smart money hypothesis describes how private equity firms have different capabilities, 

resources and have a different focus when it comes to industries and geographic scope. This allow 

SBO investors to create value.  

 

The management hypothesis, explains how management teams can be a valuable asset, when one 

private equity firm sells to another. The SBO investor can extract a lot of information, if the 

management team stays, with the firm, after the buyout. Wright et al. (2000) made a study, where 

they find that 80 % of the management teams stay with the portfolio firm after a secondary 

buyout. Furthermore, the study finds, that the management team only stay, if they believe that 

the firm still possesses substantial value creation potential. In addition to this, there can be an 

opposing effect, because the management team acts as buyer and seller. The management team 

rather strive for an appropriate selling price, because they want to reinvest in the company 

(Achleitner & Figge, 2012). Following this argumentation, the selling price in secondary buyouts 

should be lower compared to the primary buyouts. Achleitner & Figge (2012) argue that prizes in 

secondary buyouts are higher, because of market timing and negotiation skills from the buyer and 

seller.  
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3.2.1.1. Motivations for engaging in secondary buyouts  

Window of opportunity  

The concept states that private equity firms try to take advantage of the macroeconomic trends 

and achieve the highest possible price for their portfolio company (Sousa, 2010; Evers & Hege, 

2012). Other scholars also support this theory (Wang, 2012; Bonini, 2012; Achleitner & Figge, 

2012).  

 

Dry powder  

The dry powder factor is related to assets under management and the invested capital. The 

relation between assets under management and capital invested drives the number of secondary 

buyouts (Degeorge et al., 2013). Furthermore, Figge (2012) argues that dry powder late in the fund 

cycle increases the number of secondary buyouts.  

 

Go-for-broke  

This hypothesis deals with the argument that the financial structure of the private equity funds 

increase the possibility of general partners taking bad deals, because they rather take bad deals 

than not invest at all (Axelson et at., 2009). In addition to this, Degeorge et al. (2012) find that this 

behavior increases the number of secondary buyouts because so many companies are held by 

private equity funds.  

 

Collusion 

Private equity firms are trading portfolio companies among each other, which can be called a 

collusion motive. Wang (2012) describes how SBOs can be driven by the opacity and lack of 

regulations, which makes a favorable environment for the private equity firms.  

The collusion motive can also explain how private equity funds can help each other, because the 

seller need to exit, and the buyer need to invest capital.  
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3.3. Empirical studies on leveraged buyouts  

The aim of this section is to provide a picture of the recent literature, which analyze value creation 

in LBOs. In the widespread literature on LBOs there have been numerous studies examining the 

operational value creation within portfolio companies owned by private equity funds. This section 

is divided into recent literature, and afterwards the section will provide a table with older 

literature. Literature on SBOs will be presented in greater detail in the next section.  

 

The general assumption among scholars is that LBOs create operational value creation. This is 

emphasized by Acharya et al. (2013), who find that LBOs create abnormal returns, while adjusted 

for average industry effects. Furthermore, Nikoskelainen and Wright (2007) find positive returns 

for buyouts, when adjusting for industry effect with an index-adjusted IRR. This is also in line with 

the findings from Guo et al. (2012), who find a slightly increase in operating performance, when 

benchmarked against industry firms. Gaspar (2012) also finds statistically significant results, 

showing small increases in ROIC and EBITDA, in the post buyout years. Furthermore, the study 

concludes that there is evidence to determine that working capital is optimized through PE 

ownership.  

 

Most empirical work on private equity deals have focused on the American- and Europe market, 

because of the availability of data (Kaplan and Strömberg, 2009). Most of these studies finds that 

LBOs create value. This is shown through Harries et al. (2005) in the UK market. Furthermore, 

Boucly et al. (2008) find evidence that LBOs are associated with operation and productivity 

improvements.  

 

The operational value creation can be achieved in different ways. Some scholars have focused on 

the different engineering types mentioned earlier. Engel et al. (2012) focus on financial 

engineering as a potential value creator, where the study investigates the effect of the debt usage 

in LBOs and find a positive relationship between debt levels and equity returns. The study by 

Braun et al. (2009) focus more on governance engineering and the potential value creation from 

board members. The study focuses on a whole buyout cycle, and the empirical results show that 

the board members represent a supplemental source of value creation in the buyout process.  
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The following table provide an overview of the literature prior to 2000 in relation to operational 

value creation in leveraged buyouts.  

Table 1: Empirical studies on leveraged buyouts prior to 2000 

Author Description and main conclusions   

Kaplan (1989) This study finds that the ratios of EBIT relative 

to sales and EBIT to total assets increased 

approximately 20 % more in the first three 

years after a buyout compared to industry 

benchmarks.  

Bull (1989) This article focuses on the pre and post buyout 

performances for the same portfolio company. 

The conclusion is that post buyout 

performance is greater than pre-performance.  

Smith (1990) In addition, this study also investigates post-

buyout performance. It is concluded that post-

performance is increased and working capital 

management is optimized with around 19 % 

compared to industry benchmarks.  

Muscarella & Vetsuypens (1990) This study examines accounting figures and 

find significant improvements in profitability.  
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3.4. Empirical studies on secondary buyouts  

The purpose of this section is to provide an overview on empirical studies regarding value creation 

within SBOs. The empirical studies on SBOs can be divided into three categories (Evers & Hege, 

2012): 

1. The first focuses on drivers of SBOs and compares them to other exit-strategies (Sousa, 

2010; Achleitner et al., 2012)  

2. The second compares value creation between primary buyouts and secondary buyouts 

(Achleitner & Figge, 2012) 

3. The last one is a combination of the two first mentioned categories (Bonini, 2012; Wang, 

2012; Evers & Hege, 2012)  

 

Furthermore, other scholars suggest, that the empirical studies can be divided by the scope of the 

analysis, where Figge (2012) especially distinguishes between fund level and transaction level. The 

studies at fund level is have a special focus on structure and performance of private equity funds, 

whereas some studies focus more on deal returns and drivers of these deals. 

 

The first category mentioned by Evers & Hege (2012) is examined by Achleitner et al. (2012). The 

study use data from North American and European exits with a total of 1.112 observations in a 

period from 1995 to 2008. Based on this research the article finds that SBOs are equally attractive 

as LBOs, when it comes to return to the selling private equity firm. Achleitner et al. (2012) also find 

that the frequency of SBOs are positive related to, when the lending capacity of the portfolio firm 

is high, undrawn capital in the private equity fund is high and the liquidity of the debt markets is 

high.  

 

Additionally, Bonini (2010), Sousa (2013) and Wang (2012) show that SBO activity is influenced by 

the debt capital markets. This assumption makes sense because SBOs often have higher debt ratio 

compared to the first-round buyout, in order to compensate for the lack of operational value 

creation potential.  

Moreover, Sousa (2010) examines 1.627 companies, which have been exited through IPO, SBO or 

trade sale in Europe covering the period from 2000 to 2007. Sousa (2010) finds that the structure 
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hypothesis, which states that private equity firms have a tendency to choose SBOs to avoid long 

holding periods, cannot be confirmed or rejected.  

 

Evers & Hege (2012) state a second category, which compare value creation between the first 

buyout and the second. This is analyzed by Achleitner & Figge (2012), where they base their 

analysis on 2.456 buyouts. This sample contains 448 SBOs, and the sample covers a period from 

1990 to 2010. Achleitner and Figge (2012) examine among other key figures EBITDA, EBITDA 

margin and growth in revenue. This study finds no evidence that SBOs have lower operational 

value creation potential compared to the first buyout round. Additionally, Achleitner and Figge 

(2012) find that SBOs are more expensive compared to the first buyout, which Wang (2012) and 

Sousa (2010) also find.  

 

Bonini (2012) also examines value creation between the two periods, where he argues that all the 

operational value potential is realized by the first private equity firm. This is emphasized because 

the first private equity firm has established effective governance systems, professional monitoring 

and operational efficiency programs. Throughout this argument, the second-round investor 

cannot use the same activities to create value, because it has already been exploited. The study is 

based on European buyouts in the period covering 1998 to 2008.  Additionally, Wright et al. (2009) 

argue that the mitigation of agency conflicts between owners of the target firm and the 

management is a one-time improvement.  

 

Furthermore, Achleitner & Figge (2012) find that SBOs are costlier compared to the first buyout, 

but they do not find evidence that SBOs create less operational value creation.  

 

Another aspect in this discussion is the size of the buyout in relation to value creation. 

Nikoskelainen & Wright (2007) argue that larger buyouts outperform smaller buyouts, because 

larger companies have smaller dependence towards business cycles and particular customers 

according to their study.  
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The last category mentioned by Evers & Hege (2012) is a mix of the two first mentioned 

categories, where Wang (2012) explains reasons behind secondary buyout activity and the 

performance of it. The study focuses on the UK market, where 908 deals are examined in the 

period from 1997 to 2008.  This study showed that SBOs are mostly driven by capital market 

conditions, which is in line with Sousa’s (2010) study. Furthermore, Wang (2012) also agrees with 

Achleitner and Figge (2012) regarding the price of SBOs, where the study also finds evidence that 

SBOs are more expensive compared to the first-round buyout.  

 

In addition to this study from Wang (2012), Evers & Hege (2012) also provides a study regarding 

the factors influencing the SBO activity and the value creation. They conclude that SBOs are driven 

through a mixture of macroeconomic factors and potential value creation. The study by Evers & 

Hege (2012) find that capital commitments, holding time, and macroeconomic factors are the 

main drivers behind SBOs.  

 

The main conclusion on this section is that SBOs are mainly driven by debt and equity market 

conditions, which make sense, because a lot of the literature find that SBOs use higher debt ratios 

compared to a primary buyout.  Some of the studies find that SBOs are more expensive compared 

to the first-round buyouts. Additionally, there is some different views on the value creation 

potential in SBOs, where some of the studies find that there is opportunity for value potential 

while others do not.  

 

The above chapter provides the foundation of this thesis, because it underlines the possibility for 

value creation in secondary buyouts. This discussion leads to further investigation through our 

analysis, but first our framework, hypotheses and data are presented in the following chapter.   
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4. Framework and study design 

In this chapter, we introduce our framework of ROIC, which we use to develop our hypotheses. 

The hypotheses will be further elaborated in the next chapter. 

 

4.1. Return on invested Capital (ROIC)  

ROIC is an overall measure, which is used to measure overall performance in a company. Koller et 

al. (2010) argue that it is the best possible operational return measure since it only focuses on 

operations.  

 

The ROIC measure indicates how great the return is of each invested unit in operations. The 

benefits of this framework are that it both shows the capital efficiency as well as the margin 

improvements (Gaspar, 2012). When decomposing the ROIC measurement into turnover rate and 

profit margin, we are able to see if the value creation comes from revenue optimization and 

production cost, or whether it comes from the utilization of net operating assets and the non-

current asset utilization.   

 

We have decided to use ROIC as a framework, because it allows us to create a set of hypotheses, 

which are testable in a systematized way, for whether or not there is operational value creation in 

the portfolio companies, under private equity ownership.  

 

The reasoning for not using the overall measure of ROIC is that the measurement of ROIC should 

always be used in contrast to the individual portfolio companies cost of capital (WACC), if not then 

at least benchmarked against similar companies (Petersen et al., 2017). It would be extremely 

difficult to get proper measures of the individual portfolio companies cost of capital or exact 

comparable companies to benchmark against. Besides it would be out of the scope of our research 

question and therefore not relevant for our thesis.   
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Figure 4: Decomposition of ROIC 

 
Source: Authors recreation following Petersen et al, 2017, p. 141. 
 

4.2. Study design 

For us to analyze the operational value creation from a secondary buyout period compared to the 

ones in a regular leverage buyout, we have decided to use portfolio companies, which has two 

consecutive private equity ownership periods in a row. We strive only to use target companies in 

which the secondary owner has exited as well. This gives us three comparable points of 

references, in order to have the best possible comparison. However, we do not exclusively use 

target companies that are exited. By using an empirical threshold for the second holding period, 

we add some not-exited companies. This is elaborated in our chapter concerning data collection.  

In Figure 5 we show the three points of references. The first entry point is the entry year of the 

first private equity firm’s ownership, also referred to as the “LBO entry”. The second point of 

reference is “SBO transaction”, which is at the time where the target company is traded between 

the two PE firms. Lastly, the third point of reference is at the “SBO exit” 
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Figure 5: Study design  

 
Source: Authors contribution  

 

The study design, with the three points of references, is different to what most related literature 

on the topic applies. Former applied studies have either looked for operational value creation at 

all private equity buyouts in general including SBOs, but not focusing only on SBOs such as the 

applied analysis of Gaspar (2012). Alternatively, they studied SBOs compared to all LBO 

transactions e.g. Wang (2012), which can cause skewness to the difference due to the different 

sample sizes of the two periods.  

In this thesis, the SBO holding period is only analyzed in comparison to the former LBO holding 

period in the same company. This evidently give us the same number of LBOs and SBOs in our 

sample. Another difference from our approach compared to other, who have examined SBO value 

creation, is the decision regarding holding periods. Most of the existing applied literature either 

examine a short time horizon around the transactions, in order to find the direct performance 

changes caused by the change in ownership. Otherwise, they set up their study design with a 

timeframe of one to five years, to look for change in performance within this period across all 

companies in the sample e.g. (Gaspar, 2012). Our approach is more in line with Gou et al. (2012), 

who compare the entire holding periods despite differences in the length of these.  
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5. Hypothesis development 

The hypothesis development is based on the earlier provided framework and literature review, 

where the recent empirical studies on leveraged buyouts and secondary buyouts were presented.  

The examined literature showed a tendency, which was characterized by conventional wisdom, 

where the first private equity firm already had exploited most of the operational value creation 

potential. This situation makes it more difficult for the second private equity firm to make further 

improvements. In relation to these findings, we construct four hypotheses which are investigating 

operational performance in buyouts based on the ROIC tree, described in the prior chapter.  

The four hypotheses are based on the potential of value creation within the second holding 

period, and thereby contribute to the academic debate of operational value creation in portfolio 

companies in the Nordics.  

 

The first hypothesis is related to growth, where we examine revenue in the profit and loss 

statement. There has been different approaches and argumentations towards this performance 

measure. Kengelbach et al. (2013) argue that growth in revenue is a key factor in relation to value 

creation in buyouts in general. Brigl et al. (2012) come to the same understanding, that revenue is 

a significant factor for value creation in a portfolio company.  

 

Many scholars agree that leveraged buyouts create growth in revenue, but there is not any 

consensus about this in the literature regarding secondary buyouts. Gaspar (2012) claims that 

revenue tend to increase during the first holding period, but he does not find evidence for proving 

the same in the second holding period. Evers & Hege (2012) find that leveraged buyouts create 

higher growth in revenue, when compared to secondary buyouts. Wang (2012) finds the complete 

opposite, Wang (2012) suggests that growth in revenue is higher in the second holding period. 

Achleitner & Figge (2012) find that growth in revenue is equal between the two holding periods.  
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Based on the recent literature we follow Evers & Hege (2012), when constructing our growth 

hypothesis, which state that the first holding period provide higher growth rates when compared 

to the second one. We want to investigate this through our growth hypothesis and confirm 

whether this can be seen or not in our sample.  

 

Growth hypothesis: SBOs offer a lower growth in revenue, compared to LBOs 

 

The second hypothesis is in relation to profitability, where consensus in the literature again is 

towards an increase in profitability in the leveraged buyout. Numerous scholars argue that the 

profit margin and EBIT to assets improve in the first holding period (Kaplan, 1989a; Bull, 1989; 

Gaspar, 2012). These improvements of profitability in the portfolio company are partially found 

through reduction in overhead cost, as suggested by Phan & Hill (1995).  

The most logical approach to this would be that the first private equity firm has the most optimal 

conditions to optimize overhead costs, and thereby increase the profitability more than the 

second private equity firm.  

 

In relation to profitability in secondary buyouts Achleitner & Figge (2012) argue that profit margins 

in the first and second holding period are equal. This is contrary to Evers & Hege (2012), who find 

that margins are improving more in the second holding period. In addition, Bonini (2012) finds that 

profit margins increase more in the first period and are offset by industry averages in the second 

holding period. We find the last argument to be the most likely, and therefore we propose the 

following hypothesis for change in profitability between the two periods.  

 

Profitability hypothesis: SBOs have a lower margin improvement, compared to LBOs 

 

The presented literature shows different operational value creation opportunities, through 

financial-, operational- or governance engineering. Private equity firms are expected to deliver 

operational value creation through focusing on the financial structure of the portfolio company 

(Brigl et al., 2012). One way of doing this is through optimization of working capital management. 

The literature provides different conclusions throughout empirical studies, where Smith (1990) 
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finds that sales to working capital increase in the post years after a buyout, whereas Gaspar (2012) 

finds that working capital is reduced during the first holding period. Oher studies such as Evers & 

Hege (2012) find that there is no difference in working capital management between the two 

holding periods. To summarize this, we find it more likely that the first private equity firm has 

exploited many of the possibilities in optimizing working capital management. This lead to our 

working capital management hypothesis:  

 

Working capital management hypothesis: SBOs have lower reductions in working capital 

management, compared to LBOs 

 

The last hypothesis is regarding fixed asset utilization, which private equity firms also tend to 

optimize through the financial structure of the company (Brigl et al., 2012). This performance 

measure is often related to decisions regarding leasing, financing and improving asset utilization in 

general (Brigl et al., 2012). Gou et al. (2011) describe that the most efficient way to optimize asset 

utilization is through selling off unproductive assets. In relation to empirical studies, Gaspar (2012) 

finds that operating assets to sales increase in the first holding period, which lead us to our 

hypothesis stating the following:  

 

Fixed asset utilization hypothesis: SBOs have lower reductions in capital tied in PP&E, compared to 

LBOs.  
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6. Description of data and statistical method  

This section will provide a description of our data and how we collected it. This include how we 

started the process, how we got our finally sample and which variables we have chosen in relation 

to investigating operational value potential in secondary buyouts, compared to the primary 

buyouts.  

 

One of the main issues when studying companies held by private equity firms are the availability 

of data, because privately held companies do not have the same obligations of sharing 

information as publicly traded companies (Petersen et al.,2017). Our sample is regarding privately 

held companies in the Nordics, and the data is collected through different databases and annual 

reports.  

 

6.1. Sample selection 

The selection of the sample and the actual collection of it have been subject to a number of 

various decisions. The following will provide a description of the whole process, where it step-by-

step explains how we got from our initial sample to the final sample.  

 

The “initial sample” was collected from Mergermarket, where we managed to get access, and 

cross checked with Zephyr published by Bureau Van Dijk, which we could access through 

Copenhagen Business School.  

We started the process by discussing our search criterions, and we finally ended up with these:  

5. Target company should be from Denmark, Sweden or Norway  

6. All industries were chosen  

7. Deal value of the SBO should be equal to or more than 10 million Euro, but should also 

show deals with undisclosed value  

8. Time period: 01/01/1998 to 16/03/2018 

9. All deals should be “completed”  
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These criterions were applied in Mergermarket, where we used the search engine called “Deals”. 

This resulted in an initial sample of 349 deals, where we had to find exits, so we could get the two 

holding periods. This was done with another search engine in Mergermarket called “PE Portfolio”, 

where it was possible to search on exits, so we had to manually type in all the 349 deals and 

thereby get the possible exit dates. This contributed to the two relevant holding periods, which 

were needed to do this analysis.  

 

In addition to this we had to do some further things with the sample, because some of the deals 

involved target companies with two “country origin” for example Sweden and USA, where we only 

wanted portfolio companies belonging to Denmark, Sweden and Norway. This reduced the sample 

from 349 to 331, which was the “initial sample”. 

 

Going through the 331 deals some of them did not meet the criterions, and we therefore had to 

make a further reduction of the sample, where we ended up with 227 deals, which we labelled 

“Secondary buyouts in the Nordics”.  

 

Furthermore, some of the deals registered in Mergermarket was without any exit data, and 

therefore we had to find this information on different private equity firms’ webpages.  

 

This gave us a sample of 84 deals, where there had been a leveraged buyout, a secondary buyout 

and an SBO exit, which we named “Exited secondary buyouts” in our sample. We therefore 

decided to take deals into the sample, where the holding period had been 4 years or more. This 

criterion gave us a sample of 135 deals, which we called “Holding period: 4 years or more”. The 

next step was to check annual reports for our three reference points:  

1. LBO entry  

2. SBO Entry  

3. SBO Exit (or at least a holding period for 4 years)  

We had to use three different databases in order to get annual reports from Denmark, Sweden 

and Norway. For the Danish companies we used CVR, for the Swedish companies we used 
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Retriever and for the Norwegian we used Brønnøysundregistrene. Furthermore, we crossed 

checked all the data with Valu8, which is a provider of financial data and annual reports.  

The “final sample” was made after the collection of annual reports, where we ended up with 54 

deals across Denmark, Sweden and Norway. This is our “Final sample”.  

  

Figure 6: Sample selection  

 
Source: Authors contribution  

 

The list of the portfolio companies in the sample can be found in appendix 1, where the 

companies are presented with country of origin, industry specification and other relevant 

information.  
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6.2. Data collection  

This section provides a picture of how the individual observations have been handled, when it 

comes to annual reports and the different databases we have used. The previous section had the 

purpose of explaining how we ended up with our final sample.  

 

6.2.1. Specifying our points of reference  

The final sample obtained through Mergermarket includes three reference points:  

1. LBO Entry  

2. SBO Entry  

3. SBO Exit  

 

The three reference points are important in relation to obtain the relevant key financials from the 

respective portfolio companies involved in the deals. It is of course not possible to get annual 

reports that entirely fits the dates of reference obtained through Mergermarket. We had to gather 

the relevant information for our reference points through the earlier mentioned databases for 

each country represented. Therefore, we applied the rule that deals completed before 1st of July 

used annual report from the prior fiscal year as point of reference. If the deal was completed after 

1st of July we used the current fiscal year as point of reference. 

 

There are different approaches to this in the literature, where some of the scholars use this 

approach and other do not. Bonini (2012) uses the same approach, where he claims that the 

operational value creation is within the first two holding years including the acquisition year. 

Kaplan and Strömberg (2009) and Gou et al. (2011) agree, where they underline that the two first 

years are important in relation to changes in operational performance. 

 

The resonance behind our method is that we are not looking at the operational performance 

around the buyout year but between the two holding periods. The difference between the 

transaction and the actual accounting year should therefore maximum be six months, and the 

accounting figures should therefore be more accurate compared to omitting the entire year. 

Furthermore, a lot of the observations only had accounting figures until 2016, which had an effect 
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on our final sample, because we had to disregard some of the observations due to the holding 

period and because after 2016 was not available. We would rather apply a consistent framework 

throughout our data collection and we are aware of the consequences in relation to our sample 

size.  

 

6.3. Measuring performance  

This section will elaborate on the use of collected data in relation to measuring performance. The 

task of measuring performance is a cornerstone in this thesis, where it is important to understand 

the best practice for measuring performance. There are three critical elements, when it comes to 

measuring performance:  

1. Correct and relevant measures  

2. Applying benchmark to control for exogenous effects  

3. Appropriate statistical test  

 

The first two elements will be discussed in the following section, and later the statistical method 

used for this thesis will be elaborated.    

The existing literature regarding operational performance in buyouts are using both EBIT and 

EBITDA. This thesis will follow the literature that use EBIT as a measurement. The reason behind 

this choice is that EBITDA have difficulties in measuring the cash flow, since it can be difficult to 

justify that a significant portion of the firm’s cost are excluded from operations. It is done because 

depreciation is a proxy for the use of resources, which are needed to generate earnings (Petersen 

et al, 2017, p. 101-103). Secondly, it was not possible to get details of all companies in relation to 

depreciation and amortization, which in the end made us chose EBIT for our analysis.  
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6.3.1. Computation of performance measures  

The analysis takes place over two holding periods, which set some demands for the analysis. To 

make a comparison of operational performance across two holding periods, the figures/ratios 

need to be comparable. Financial ratios can be a useful tool, when analysing the well-being of a 

company and uncovering its performance over different time periods (Petersen et al, 2017, p. 101-

103).  

Financial ratios are used to explain these three categories:  

1. Profitability  

2. Growth  

3. Risk  

 

The key takeaway when evaluating these parameters are the company’s financial situation, when 

it comes to how healthy the company is and how it performs. A financial ratio analysis gives the 

possibility to compare across multiple time periods, across firms within the same industry, and 

with the proper required rate of return. Especially the first two statements are relevant in relation 

to this thesis, because it is exactly what we have done in our analysis of the portfolio companies, 

in relation to measure operational performance across two periods. The existing literature has 

been focusing on different ways of scaling the performance measures to figures such as total 

assets, operating assets and sales (Kaplan, 1989a; Smith, 1989; Wang, 2012).  

 

This thesis will use revenue as the figure we scale our performance measures against, which has 

some advantages compared to total assets, since total assets is not only related to operations such 

as revenue. On the other hand, some of the disadvantages with this approach are that using EBIT 

to revenue, as a measure of operational performance, does not look at the productivity of assets 

(Barber & Lyon, 1996). The company’s ability to increase operating income, without changing the 

operating assets in place, will be ignored in this measure but to accommodate this, EBIT will be 

scaled against current assets.  

 

The use of ratios can be problematic if the measure is negative, since this can lead to results being 

unreasonable, when looking at percentage change over two periods of time. This will force the 
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user to discard the relevant observations, which will affect the statistical power negatively and 

bias the conclusions, because it ignores bad performing companies within the sample. (Barber & 

Lyon, 1996).  

 

In our collection of data, we have chosen not to disregard negative values, because it would 

reduce the sample size critically, which made us look at absolute changes between the ratios of 

the financial performance from the entry to the exit. This makes it possible not to disregard 

negative observations, and thereby maintain a higher statistical significance and reducing the bias 

it would have implied, if we had to leave negative observations out.  

 

6.3.2. Variables  

The following section presents the variables, which will be the foundation of our analysis. These 

variables will be key factors in testing our hypotheses presented earlier. In order to test 

profitability and operating performance we have computed these four variables:  

1. Growth  

2. Profitability  

3. Working capital management  

4. Fixed asset utilization  

Return on invested capital (ROIC) is one of the general profitability measures for operational 

performance. The ratio explains the return on invested capital in the company’s operating assets 

as a percentage (Petersen et al, 2017, p. 101-102). 

 
ROIC is defined as:  

𝑅𝑂𝐼𝐶 =
𝑁𝑒𝑡	𝑜𝑝𝑒𝑎𝑟𝑡𝑖𝑛𝑔	𝑝𝑟𝑜𝑓𝑖𝑡	𝑎𝑓𝑡𝑒𝑟	𝑡𝑎𝑥	(𝑁𝑂𝑃𝐴𝑇)

𝐼𝑛𝑣𝑒𝑠𝑡𝑒𝑑	𝐶𝑎𝑝𝑖𝑡𝑎𝑙	 ∗ 100 

Source: Petersen et al., 2017, p. 142 

 

ROIC should be compared with returns from alternative investments with a similar risk profile. It is 

an important ratio, because it will be more attractive for financial institutions to provide loans for 

the company if it got a high ROIC, and the company will accordingly be able to obtain cheaper 
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financing (Petersen et al, 2017, p. 141-143). The ratio is explained as the parallel of IRR and is 

often highly relevant in relation to private equity firms, which makes it relevant in this framework.  

All the above-mentioned variables are accounting figures that go into the calculation of the profit 

margin and the turnover of invested capital (Petersen et al., 2017, p.139-172)  

 

To summarize, this was our thoughts behind our choice of performance measurements for further 

analysis. In the next section the variables for the analysis will be presented.  

 

6.3.2.1. Growth  

This variable is computed by using the cumulated annual growth rate (CAGR) in revenue. CAGR is 

defined as:  

𝐶𝐴𝐺𝑅 = @
𝑅𝑒𝑣𝑒𝑛𝑢𝑒	𝑖𝑛	𝑡ℎ𝑒	𝑦𝑒𝑎𝑟	𝑜𝑓	𝑒𝑛𝑡𝑟𝑦
𝑅𝑒𝑣𝑒𝑛𝑢𝑒	𝑖𝑛	𝑡ℎ𝑒	𝑦𝑒𝑎𝑟	𝑜𝑓	𝑒𝑥𝑖𝑡 D

E
FGHIJK	LM	NJOKP

 

Source: Petersen et al, 2017, p. 185 

 

The variable is computed because it shows the growth in revenue in the two holding periods, and 

thereby make it possible to compare it between them. Furthermore, it is interesting to see 

whether the revenue of the portfolio company is growing relatively more in the first holding 

period or in the second one. A company’s growth is a function of many factors including market 

growth and intensity of competition (Petersen et al, 2017, p.183-203). Measurement of growth in 

key financial data is therefore a mirror of how a company performs relative to its competitors. For 

the same reason it should never stand-alone and should be supplemented by information about 

strategy, competitors, market growth and market share. This is described by Petersen et al. (2017) 

as the competitive edge of the portfolio company (Petersen et al, 2017, p.183-203). The Market 

share grows organically by expansion or by acquisitions. Many other academic scholars focus on 

growth, when measuring operational performance (Achleitner & Figge, 2012; Wang, 2012).  
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6.3.2.2. Profitability  

The profitability will be examined in two different ways, firstly, we examine the profit margin, 

which is the EBIT compared to revenue, also called the earnings component, when ROIC is 

decomposed (Petersen et al, 2017, p. 141). Next, we will examine the profitability in terms of EBIT 

to current assets, or total operating assets, which is often used as a measure of change in 

profitability (Wang, 2012).  

A further explanation of the first profitability ratio, EBIT to revenue is interesting because it 

provides a picture of both the revenue, but also the cost related to operations such as cost of 

goods sold, distribution, administration and marketing. Furthermore, it also takes into account 

depreciation and amortization. This ratio is included to show the portfolio company’s ability to 

optimize cost without affecting revenue in the two holding periods, and thereby see if the first 

private equity firms is outperforming the second one. This approach is used by many academic 

scholars in recent literature (Bonini, 2012; Wang, 2012).  

 

The second way of examining profitability is done through EBIT to current assets. It is considered 

by Smith (1990) that current assets drive EBIT. It is interesting to compare this ratio between the 

two holding periods to see if there is a difference.  

 

6.3.2.3. Working capital management  

Working capital management refers to the portfolio company’s managerial strategy designed to 

monitor and utilize current assets and current liabilities, which are the two components of this 

variable (Petersen et al, 2017, p. 226). It is important to ensure the most efficient operation of the 

company, and furthermore to ensure that the company always maintain sufficient cash to meet its 

short-term operation costs and debt obligations (Petersen et al, 2017, p. 228).  

 

The variable is essential when examining how much the portfolio company optimize the capital 

required running operations within the two holding periods. In this case we have conducted the 

working capital variable by subtracting current assets with current liabilities. The working capital 

variable is measured to revenue, which follows Gaspar (2012), and this ratio is optimized the 
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lower it is. It has not been subject to many studies, but Smith (1990) studies changes in working 

capital turnover in buyouts, and Evers and Hege (2012) do the same.  

Working capital is a part of the invested capital, It as an asset component from the ROIC 

framework.  

 

6.3.2.4. Fixed asset utilization 

This variable is included in our analysis to give a picture of the portfolio company’s ability to 

manage its fixed assets in relation to revenue. It contributes to a broader understanding of the 

management differences between the two holding periods, because it shows how the utilization 

of fixed assets change over time. This is in line with the study of Gaspar (2012), which also 

examine this variable. Wang (2012) also includes property, plant and equipment, but this study 

uses the variable as a size measure and not a ratio. Compared to working capital, described in the 

earlier section, the fixed assets are a non-current part of the invested capital (Petersen et al, 2017, 

p.141).  
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6.3.3. Adjusting for industry effects  

The main objective of this thesis, is to analyse whether operational value creation is significantly 

better in the first holding period compared to the second one. In relation to investigating this 

question, it is important to rely on data, which can be comparable over the two periods. This can 

be done by adjusting for industry effects, where the industry effects are acting as a benchmark 

against the accounting figures obtained from the 54 portfolio companies in our sample.  

This adjustment is necessary, because there are exogenous effects such as a financial crisis or 

industry specific trends that could otherwise influence the data.  

There are different approaches in the literature regarding the subject of adjusting for industry 

effects, but our framework is similar to Smith (1990), who does the same, when it comes to 

adjusting for industry effects. Smith (1990) uses average accounting figures for the specific 

industries related to the companies of the sample and compute the adjustments for the respective 

countries.  

The industry adjustments in this thesis have been computed through access to Orbis and 

Amadeus, which are databases provided from by Bureau Van Dijk, with access provided by 

Copenhagen Business School. The sample of 54 companies have been sorted into different NACE-

codes1, where we used the NACE codes to find industry averages for the industries represented in 

our sample. Furthermore, this was done on a country basis, so we conducted industry averages for 

all three countries represented in the sample, and crosschecked it with available data from 

Statistics Denmark, Statistics Sweden and Statistics Norway. In computing the industry averages, 

we ignored all companies with undisclosed values.  

 

 

 

 

 

 

                                                        
1 NACE-codes are the European way of classifying industries. NACE-codes are equivalent to other codes such as NAIC 
and SIC.  
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6.4. Statistical method – Wilcoxon Signed Rank Test  

This thesis will use the Wilcoxon Signed Rank Test, which is a nonparametric statistical hypothesis 

test used to compare to related samples to assess whether their population mean ranks differ. 

Furthermore, a Wilcoxon test can be used to test whether two dependent samples are having the 

same distribution.  

 

The Wilcoxon Signed Rank Test has been used in other studies to compare operational 

performance between private equity owned companies (Gou et al., 2011; Wang, 2012). In addition 

to this, Barber and Lyon (1996) claim that the Wilcoxon Signed Rank Test is a great tool to handle 

exactly this type of data, because it can contain extreme observations, and through its framework 

it can handle these observations and provide more accurate results.   

 

The Wilcoxon Signed Rank Test is built on the following assumptions:  

1. Data is paired and come from the same population  

2. Each pair is chosen randomly and independently  

3. The test need measurements to be at least of ordinal scale 

 

These assumptions are also described by Agresti and Franklin (2009).  They describe assumptions 

behind the test as a random sample of matched pairs, where it is possible to match the differences 

of the observations, and the population tested is symmetric and can be ranked2. 

The sample need to be random and independently distributed. In relation to this thesis, this 

assumption is met through a sample of secondary buyouts in the Nordics. The sample includes 

observations from different industries across Denmark, Sweden and Norway.  

 

Furthermore, the Wilcoxon test is appropriate when analysing two matched pairs, under two 

different conditions to test for similarities or differences in the data. Our thesis compares the 

target companies on different variables in the first holding period and in the second holding 

period, and through the test the differences in the observations can be ranked by the Wilcoxon 

test.  

                                                        
2 See appendix 2, where relevant histograms are showing the symmetry of the sample 
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The next section applies the Wilcoxon Signed Rank Test to our data.  

 

The test assumes a two-sided hypothesis, where we have the following3:  

H0 = the population median of difference scores is zero  

H1 = the population median of difference scores is not zero  

 

In order to test this, we have computed our data in line with the same approach used by Gaspar 

(2012), where we denote yj,t as the measure of performance for the j portfolio company in the first 

holding period. The time parameter is indicated by t and have the notation of “Entry” or “Exit”, 

which indicate the entry measure and exit measure of the variable in the first holding period. In 

addition to this let xt denote the measure of performance in the second holding period. The time 

parameter is indicated by t and will have the notation of “Entry” or “Exit”, which indicate the entry 

measure and exit measure of the variable in the second holding period. 

 

The changes in the performance measures are therefore given by:  

 

∆𝑦R = 𝑦R,TUVW − 𝑦R,TFWKN  

∆𝑥R = 𝑥R,TUVW − 𝑥R,TFWKN  

 

This step is required to test for the difference in changes over the two holding periods with the 

Wilcoxon test. The next step is to calculate the differences between yj and xj, which makes it 

possible to tell if the median of differences is significantly different from zero.  

It is defined and computed by the following:  

∆𝑧R = ∆𝑥R − ∆𝑦R 

This represents the unadjusted approach, where our data is not benchmarked against industry 

specific or economic trends. This is done in the next step, where we subtract our industry 

benchmarks, which we denote as 𝑦R,W
Z[RGPWJ[  for the first holding period, and 𝑥R,W

Z[RGPWJ[  for the 

                                                        
3 See appendix 3 for further explanation of the algorithms used by SPSS to compute test statistic, p-value and other 
relevant measures 
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second holding period. This gives the following equations similar to the first presented just with 

the difference, that the data now is adjusted:  

 

∆𝑦R
Z[RGPWJ[ = (𝑦R,TUVW − 𝑦R,TUVW\LFWKL]) − (𝑦R,TFWKN − 𝑦R,TFWKN\LFWKL]) 

 

∆𝑥R
Z[RGPWJ[ = (𝑥R,TUVW − 𝑥R,TUVW\LFWKL]) − (𝑥R,TFWKN − 𝑥R,TFWKN\LFWKL]) 

 

These equations are the changes over the two periods, which also need to be tested if the 

differences between the two periods, and if this difference is significantly different from zero.  

This leads to the next equation:  

∆𝑧R
Z[RGPWJ[ = ∆𝑥R

Z[RGPWJ[ − ∆𝑦R
Z[RGPWJ[  

The following step makes it possible to check whether there is change in operational performance 

between the first and the second holding period. It is done through the null hypothesis, H0, which 

states that  the median of the difference scores is zero, hence the change in the operational 

performance between the two periods can be concluded to be different. The alternative 

hypothesis, HA, states the opposite, that there is difference between the median score of 

differences. It concludes that there is a difference in operational performance between the two 

periods.  

The two hypotheses can be defined as the following:  

𝐻_ = 𝑚𝑒𝑑𝑖𝑎𝑛Ra∆𝑧R
Z[RGPWJ[b = 0	 

𝐻Z = 𝑚𝑒𝑑𝑖𝑎𝑛Ra∆𝑧R
Z[RGPWJ[b ≠ 0	 
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7. Results & Analysis  

This part of the thesis presents the results of our analysis, which will be the changes in operating 

performance between the first holding period and the second. Firstly, this section presents the 

descriptive statistics of the sample. Subsequently, the analysis will provide an in-depth analysis of 

the full sample and different subsamples in relation to the constructed hypotheses.  

 

7.1. Descriptive statistics  

The following section provides figures and tables, which give an overview over the entire sample, 

and some of the most important characteristics of the sample.  

 

Table 2: Distribution of “exited” and “not exited” secondary buyouts divided by country 

The table shows the full sample divided into country and ownership status with absolute numbers 

and percentages given in the brackets.  

  Denmark Sweden Norway Total 
 

Exited 7 15 4 26 (48%) 
 

Not Exited 8 14 6 28 (52%) 
 

Total 15 (27,77%) 29 (53,70%) 10 (18,52%) 54 (100%) 

Source: Authors contribution  

 

Table 2 provides an overview of the sample, based on the portfolio companies headquarter 

location and their status as whether being “exited” or “not exited” by the private equity firm. 

Sweden is by far the largest represented country in the sample, whereas Sweden contribute with 

54 % of the total sample. The rest of the sample is divided into 28 % from Denmark and 19 % from 

Norway. Table 2 shows that the sample across countries are nearly evenly distributed when it 

comes to “exited” and “not exited” secondary buyouts. The reasoning behind the large part of the 

deals being Swedish could be due to the more mature private equity market in Sweden, and the 

fact that the Swedish economy is larger in general (Schmidt et al., 2017).  
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Table 3: Year of transaction divided upon our three reference points  

The table shows the relevant transaction years with the number of transactions in each year. 

Furthermore, it shows the nature of the transactions divided into the three reference points: LBO 

Entry, SBO Entry and SBO Exit.  

 
Source: Authors contribution  

 

Table 3 shows the distribution of the transactions across the examined period in this thesis. The 

three reference points are a function of each other, which is clear in the pattern highlighted in the 

table. In addition to this, there is an indication that buyouts tend to happen in waves, which is 

indicated with the selected areas in table 3. Furthermore, buyouts could be affected by 

macroeconomic factors like the “dot-com bubble” in the beginning of this century and the 

financial crisis 10 years ago. This affected the debt markets, and thereby the possibilities of 

financing, which in the end, everything else being equal, resulted in a lower number of leveraged 

buyouts. In addition to this, we see in the “SBO entry” column, that the number of secondary 

buyouts is increasing post the financial crisis, which could be due to a “cold IPO market”.  
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Table 4: Distribution of sample by industry  

The table shows the industries represented in the entire sample ignoring the country origin. 4 

 
Source: Authors contribution 

 

Table 4 provides, and overview of the different industries represented in the sample. It is clear 

that “Manufacturing” is the largest represented industry accounting for 35 % of the overall 

sample. In addition to this “Consumer/Wholesale” is also significant by size accounting for 19 % of 

the overall sample. This distribution is comparable to other studies such as Wang (2012) and 

Gaspar (2012). This could be an indication of, that these two industries are popular among private 

equity firms in the Nordics. There could be different reasons why these industries are popular such 

as the characteristics of the industry, chances of success and knowledge within the private equity 

firms. Especially “Manufacturing” is much larger than the other industries, which could indicate 

greater chances of superior operational value creation in this industry. Furthermore, 

“Construction” and “Medical” are also represented relatively often in the sample accounting for 9 

% and 11 % of the total sample.  

 

 

 

 

                                                        
4 The industries are based on NACE Rev. 2 codes provided from Eurostat.  
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Table 5: Summary statistics for median, mean and std. deviation for the three-reference points 

This table displays the different variables and key ratios at the three different reference points. 

Revenue is measured in millions DKK, and the rest in ratios.  

 
Source: Authors Contribution 

 

The table provides an overview of the different intersections points, where the measures are 

evaluated. “Revenue” has a positive up going trend through the three reference points, when 

looking at both the median and mean. Furthermore, it can be seen that there are some great 

differences between mean and median in the three reference points. In addition, the standard 

deviation is remarkable high as well, which indicate that there are some outliers in the sample in 

relation to “Revenue”.   

 

The two first ratios, “EBIT/Revenue” and “EBIT/Current Assets”, are approximately the same 

looking at the median and the mean throughout the measured data. “Working capital/Revenue” 

and “PP&E/Revenue” have a slightly downwards sloping trend looking at the mean from the “LBO 

of entry” to “Exit of SBO”. The ratios will be discussed further in the analysis  
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Table 6: Summary statistics for median, mean and std. deviation for the two holding periods 

This table shows the characteristics for the two holding periods in relation to the change in the key 

ratios. These measures are the difference in percentage points between the reference points that 

create the relevant period. These measures are industry adjusted.  

 
Source: Authors contribution  
 

Table 6 provides the summary statistics for the change in the different key ratios in the two 

different holding periods. It shows that the mean in “Change in CAGR in revenue” is positive in 

both periods, but the positive trend is significantly larger in the first period compared to the 

second one. This could be because the second private equity firm cannot achieve the same growth 

in revenue as the first one. Alternatively, the second private equity owner is prioritizing working 

capital higher, where the mean is -2 % in the second period and -1 % in the first period.  

The “Change in EBIT/Revenue” has a positive mean in the first holding period whereas it has a 

negative one in the second one. This indicate that the first private equity firm tend to outperform 

the second one when it comes to this ratio, which is shown in both the median and mean.  

 

Looking at profitability, “Change in EBIT/Current Assets”, is especially interesting, because of the 

outstanding difference between the two periods, which is seen by the highlighted figures. The 

“Change in EBIT/Current Assets” has a positive mean in the first holding period, which indicates an 

increase in profitability, were as in the second period the mean is negative. This indicates that 

there is an increase in the LBO period, but after the SBO, the second private equity firm is not 
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capable of sustaining this increase in the level of profitability. The summary statistics also provide 

figures for the change in working capital to revenue, which indicates a negative trend. This means 

that the portfolio companies have been optimizing working capital relative to revenue. Regarding 

this key ratio, the change is a bit more negative in the second holding period, which suggest that 

the second private equity firm has been better optimizing working capital relative to revenue. The 

last key ratio, “Change in PP&E/Revenue”, shows that the change is negative in both periods, 

which suggests that both private equity firms have been able to optimize the property, plant and 

equipment relative to revenue.  

 

Generally, table 6 suggests that the standard deviation is decreasing from the first period to the 

second one, because the data in the second holding period are clustered closer around the 

population mean.  

 

Whether these differences are significant on a statistical level, will be examined in the next 

section. 
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7.2. Analysis and testing  

The section provides a description of our statistical results provided from the Wilcoxon Signed 

Rank Test mentioned earlier. 

First, the unadjusted data will be presented for the whole sample. The limitations of the 

unadjusted data are that economic development and other external factors affects the data. This 

can hide or intensify the real effect of ownership by a private equity firm. It leads to the second 

step in our analysis, where we have adjusted the full sample for industry effects, through peers, to 

handle this problem. At this point, the analysis will only rely on adjusted data. The subsequent 

sections will provide different relevant subsamples to give a broader picture of the sample.  

 

Results provided in this section indicate the difference in the median for the two holding periods. 

If the “median of all differences” is positive in growth and profitability measures, it indicates that 

the second holding period has been improving this performance measure. For working capital 

management and fixed asset utilization, a negative value in “median of all differences” shows that 

the second holding period has been better in optimizing these performance measures. The test 

results will be commentated along with the different tables and subsamples.   
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7.2.1. Full sample 

Table 7: Change in the operational performance for the full sample (unadjusted)  

The table report the median of differences in percentage points between the two holding periods. 

The level of significance and p-values, provided in the table, are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution 

 

The table provides information, which indicates that the “CAGR in revenue” in the two holding 

periods are different and given the low p-value it is significant. It can be concluded that the null 

hypothesis for “CAGR in revenue” can be rejected at a 1 % significance level. “The median of all 

differences” is 8 %, which indicates a lower growth in the second holding period compared to the 

first one.  

Furthermore, it can be concluded that “EBIT/Revenue” and “EBIT/Current Assets” also are 

significantly different from zero, and therefore we can reject the null hypothesis at a 1 % level for 

“EBIT/Revenue” and at a 5 % significance level for “EBIT/Current Assets”. These two performance 

measures indicate a lower change in profitability in the second period compared to the first. This is 

shown through the change in the difference in percentage point, which is -1,69 % for 

“EBIT/Revenue” and -10,06 % for “EBIT/Current Assets”.  
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The two last performance measures, “Working capital/Revenue” and “PP&E/Revenue”, are both 

not statistically significant at a 10 % level, and therefore it cannot be concluded to reject the null 

hypothesis.   

 

Table 8: Change in the operational performance for the full sample (adjusted)  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table, are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution 

 

This table provides the data adjusted for industry effects, and through the Wilcoxon Signed Rank 

Test, it can be concluded that the first three measures are accepted at a 1% significance level. The 

median change in percentage points in “CAGR in revenue” is -6,51 %, which indicates that the 

CAGR is lower in the second holding period compared to the first one. Furthermore, the 

“EBIT/Revenue” is -3,38 % lower in the second period, which also indicates the change in 

profitability is lower in the second holding period compared to the first one. Additionally, the 

“EBIT/Current Assets” is also lower with a -12,16 % change between the two periods, this also 

indicates a lower change in profitability in the second holding period.  
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Looking at “Working capital/Revenue” and “PP&E/Revenue”, the p-values indicate that these two 

measures are not significantly different from zero, and therefore we cannot reject the null 

hypothesis.  

 

7.2.2. Sub-conclusion: The full sample 

It is partially concluded that the provided performance measures are in line with our four 

hypotheses. The data is presented with unadjusted data and with data adjusted for industry 

effects. In the unadjusted data, the change in “CAGR in revenue” was significant at a 1 % level, 

indicating a lower improvement in “CAGR in revenue” in the second holding period. The same 

conclusion is reached regarding change in “EBIT/Revenue”. The change in “EBIT/Current Assets” is 

significant at 5 % significance level, and this performance measure also indicates a lower 

improvement in the second holding period.  

The adjusted data showed a lower improvement in the three first performance measures in the 

second holding period at a 1 % significance level. Furthermore, we recognize the extremely low p-

values in our sample, which is positive, but we also acknowledge that they are lower than what 

normally can be expected. The reason could be that our data fits our statistical model very well, 

which is also confirmed by test of assumptions, see chapter 6 and appendix 2.  
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7.2.3. Subsamples  

This section provides an analysis of the full sample divided into relevant subsamples in order to 

give a broader analysis of the collected data. This can contribute with another view on the sample, 

because the coefficients can be different, when the sample is decomposed. The reasoning behind 

this is that looking at countries, industries or “exited” and “not exited“ companies, it create new 

outputs and conclusions regarding the performance measures.  

In order to investigate this, we have divided the full sample into the following subsamples:  

1. The country origin of the portfolio company  

2. The industry of the portfolio company  

3. “Exited” deals or “not-exited” deals   

 

The country origin of the portfolio company  

The first subsample separates the portfolio companies by country of origin. This thesis only 

focuses on portfolio companies from Denmark, Sweden and Norway. This could be of relevance 

since the Swedish private equity market is more developed compared to the Danish- and 

Norwegian markets. Moreover, the Swedish portfolio companies accounts for 54 % of the full 

sample.  

 

The industry of the portfolio companies  

This category is of interest, since there can be many different factors affecting the operational 

performance when looking at different industries. Additionally, the sample has two dominant 

industries, which are “Manufacturing” and “Consumer/Wholesale”. “Manufacturing” counts for 

approximately 35 % of the total sample, whereas “Consumer/Wholesale” counts for 19 % of the 

full sample. It makes this split natural, since it is interesting to see performance of the portfolio 

companies in the industrial sector versus the ones in the service sector. The split is in line with the 

approach used by Gaspar (2012). 

 

Exited deals or not-exited deals  

The final sample consists of both “exited” deals and “not exited” deals, where the second private 

equity firm still has the target firm in its portfolio.  The sample consists of 48 %, where the second 
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private equity firm has “exited” the portfolio company. As well as 52 % of “not-exited” deals, 

where the second private equity firm is still operating the target company.  

 

7.2.3.1. The country of the portfolio company  

Table 9: Changes in operational performance for Danish portfolio companies  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution 

 

The table provides the performance measures for the Danish target companies from the full 

sample. The Danish companies accounts for 28 % of the total sample.  

It can be concluded that none of the measures are significant at a 10 % level. The “EBIT/Current 

Assets” is close to the 10 % level of significance. It can be concluded that none of these measures 

are significantly different from zero at a satisfying significance level. Thereby it is not possible to 

reject any of the null hypotheses in relation to the listed performance measures.  
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Table 10: Changes in operational performance for Norwegian portfolio companies  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  

 

This table provide the measures for the Norwegian portfolio companies, which accounts for 19% 

of the total sample. It can be summarized that the change in “CAGR in revenue” is the only 

performance measure which is significant at a satisfying level. The measure is significant at a 1% 

level, which indicates that the change in “CAGR in revenue” between the two holding periods, for 

the Norwegian portfolio companies, are significantly different from zero. Thereby the null 

hypothesis for this measure is rejected. The performance measure shows that the change in 

“CAGR in revenue” for the Norwegian portfolio companies have been 14,95 % lower in the second 

holding period compared to the first one.  

 

Furthermore, it can be concluded that none of the remaining measures are significantly different 

from zero at a satisfying significance level. Thus, the null hypothesis for these measures cannot be 

rejected.  
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Table 11: Changes in operational performance for Swedish portfolio companies  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  

 

The table offers measures for the Swedish portfolio companies, which accounts for 54 % of the 

total sample. It can be summarized that the changes in “CAGR in revenue” and “EBIT/Revenue” are 

the two significant measures in this subsample. These two measures are significant at a 5 % 

significance level. So, the null hypothesis can be rejected for these two measures, and thereby the 

median of differences of two measures are significantly different from zero between the two 

holding periods. The table indicates that the change in “CAGR in revenue” is 5,96 percentage 

points lower in the second holding period compared to the first. The “EBIT/Revenue” is also lower, 

with a 3,49 % negative change in percentage points between the two periods. It can therefore be 

concluded, that the first private equity firm is statistically better in optimizing growth and 

profitability, when looking at these two measures.  

Furthermore, it can be concluded that none of the remaining measures are significantly different 

from zero at a satisfying level of significance. Thus, the null hypothesis for these measures cannot 

be rejected.  
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7.2.3.2. The industry of the portfolio companies  

Table 12: Changes in operational performance for portfolio companies within the 

consumer/wholesale industry  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  

 

This table provides the performance measures for portfolio companies within the 

“Consumer/Wholesale” industry. This industry accounts for 19 % of the whole sample.  

We conclude that none of the measures are statistically significant at 10 % level. Therefore, we 

cannot conclude that these measures are significantly different from zero at a satisfying level of 

significance. Thus, null hypotheses cannot be rejected. 
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Table 13: Changes in operational performance for portfolio companies within the manufacturing 

industry  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  
 

The table provides performance measures for portfolio companies within the manufacturing 

industry. The industry accounts for 35 % of the full sample.  

We conclude, that the change in “CAGR in revenue” is significant at a 1 % level, which indicates 

that the null hypothesis can be rejected, and the median of all differences is not zero. It can 

furthermore be summarized that the change in “CAGR in revenue” is 12,38 percentage points 

lower in the second holding period compared to the first. The “EBIT/Revenue” measure is also 

significant, at a 10 % significant level. So, the null hypothesis can also be rejected in this 

performance measure. The measure indicates that the change in profitability is 5,45 percentage 

points lower in the second holding period compared to the first. Additionally, the “EBIT/Current 

Assets” is also significant at a 10% level. Thus, the null hypothesis can be rejected.  This is also a 

profitability ratio, which indicates that first private equity firm has been outperforming the second 

one within the manufacturing industry. 
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Furthermore, the last two performance measures are not significant at a 10 % level, and thereby 

the null hypothesis for these two measures cannot be rejected.  

 

7.2.3.3. Exited deals or not-exited deals  

Table 14: Change in operational performance measures, where the second private equity firm 

has exited  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  

 

This table provides the performance measures for portfolio companies, where the SBO deal is 

exited. This part of the sample accounts for 48 % of the full sample.   

It can be concluded that the change in “CAGR in revenue” is significant at a 1 % level, which 

indicates that the null hypothesis can be rejected, and the median of all differences is not zero. It 

can furthermore be summarized that the change in “CAGR in revenue” is 13,10 percentage points 

lower in the second holding period compared to the first. The change in the “EBIT/Revenue” 

measure is also significant, at a 10% significant level. So, the null hypothesis can also be rejected in 
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this performance measure. This measure indicates that the change in profitability is 2,50 

percentage points lower in the second holding period compared to the first.  

Furthermore, the last three performance measures are not significantly different at a 10 % level, 

and thereby the null hypothesis for these three measures cannot be rejected.  

 

Table 15: Change in operational performance measures, where the second private equity firm 

has not-exited  

The table report the median of differences in percentage points between the two holding periods. 

The significance levels and p-values, provided in the table are all based on the Wilcoxon Signed 

Rank Test. The last column is the proportion of positive differences in the different performance 

measures.  

 
Source: Authors contribution  
 

The table provides performance measures for portfolio companies, where the second private 

equity firm has not exited. This part of the sample accounts for 51 % of the full sample.   

It can be concluded that the change in “CAGR in revenue” is significant at a 5 % level, which 

indicates that the null hypothesis can be rejected, and the median of all differences is not zero. It 

can additionally be summarized that the change in “CAGR in revenue” is 4,93 percentage points 

lesser in the second holding period compared to the first. The change in the “EBIT/Revenue” 

measure is likewise significant, but at a 5 % significant level. So, the null hypothesis can also be 
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rejected in this performance measure. The measure indicates that the change in profitability is 

5,08 percentage points lower in the second holding period compared to the first.  

Moreover, the change in “EBIT/Current Assets” is also significant at a 5 % level. Accordingly, the 

null hypothesis is rejected.  This is also a profitability ratio, which indicates that first private equity 

firm has been better at improving this ratio when matched to the second one.   

Furthermore, the last two performance measures are not statistically significant at a 10 % level, 

and thereby the null hypothesis for these two measures cannot be rejected.  

 

7.2.3.4. Sub-conclusion: Full sample divided into subsamples   

It can be partially concluded that our subsamples provide a different picture of the data collected.  

The subsamples dividing the full sample by country shows, that none of the performance 

measures are statistical significant for the Danish portfolio companies. However, it shows that the 

Norwegian and the Swedish portfolio companies are showing a tendency towards the first private 

equity firm outperforming the second one in relation to growth in revenue and profitability. The 

industry subsamples show that none of the measures for Consumer/Wholesale are statistically 

significant, but the portfolio companies within the Manufacturing industry indicates that the first 

private equity firm is superior in improving growth and profitability. The last subsamples, related 

to the second private equity firm being exited or not, are showing the same trend as the other 

subsamples, that the first private equity firm is superior in improving growth and profit margins 

compared to the second private equity firm. 

 

 In conclusion, the results of the subsamples were aligned with the full sample results; none of the 

subsample results was of significance regarding working capital management and fixed asset 

utilization, however, the results related to profit and growth showed superior results in the LBO 

period. 
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8. Discussion  

In the previous chapter we analysed the collected data in relation to our four hypotheses 

regarding operational value creation in secondary buyouts. This chapter will provide a broader 

discussion of our results and the method applied. Firstly, we will provide a discussion of our 

performance measures and how these changes are measured. Subsequently, the subsamples will 

be discussed and how they differ from the full sample. Next, the limitations and bias in relation to 

the applied method will be discussed, and furthermore the statistical power of the thesis will be 

evaluated. This will also provide a discussion of the data collected including choices in relation to 

the sample period, buyout definitions and timing of the transactions. 

 

8.1. Performance measures  

In the following, we will discuss the tested performance measures, as well as the level of statistical 

significance of our results. Starting by interpreting the results of the full sample, and hereafter the 

different subsamples. 

 

8.1.1. Statistical significant results  

The first performance measure to be discussed is the “CAGR in revenue”. 

The measure shows that the growth rate is lower in the SBO period compared to the LBO period at 

a statistically significant level of 1 %. This is in line with what other scholars such as Bonini (2012) 

and Wright et al. (2009) argue, and it helps confirming their theory, that the first private equity 

firm exploit most of the operational value creation within the first holding period.  

 

The second performance measure is the change in “EBIT/Revenue”, which is lower in the SBO 

period compared to the LBO period at a statistical significant level of 1 %. Thereby the null 

hypothesis is rejected, which state that the change in median differences should be equal to zero. 

This performance measure shows the profitability of the portfolio company. The results show that 

the change in profitability is lower in the second holding period compared to the first. This is 

aligned with the performance measure described before, where scholars such as Bonini (2012) 

claims that the second private equity firm should not be able to make the portfolio company even 

more profitable, when benchmarked to the first holding period.  
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When looking at “EBIT/Current Assets”, which is also a performance measure of profitability. We 

can see a decrease in the change of “EBIT/Current Assets”, in the SBO period compared to the LBO 

period, at a significance level of 5 %. So, the null hypothesis can be rejected, which conclude that 

the change in the median differences is different from zero between the two holding periods. The 

statistical results of this performance measure make sense in relation to the study of Bonini (2012) 

and Wright et al. (2009). These two studies argue that most of the operational value creation is 

exploited in the first holding period.  

 

8.1.2. Statistical insignificant results  

Although some of our results are statistically insignificant the interpretation is still interesting, 

because it can provide some useful knowledge about value creation in secondary buyouts. Many 

scholars have studied this and are generally concerned about the limited opportunities, when 

dealing with operational value creation in secondary buyouts. The lack of significance means, that 

we cannot conclude whether or not, secondary buyouts are inferior deals, when it comes to 

working capital management and fixed asset utilization.  

The statistical insignificance can be due to; that the two holding periods are similar in relation to 

performance, or due to the statistical power of the analysis, which will be elaborated later in this 

chapter.   

 

The private equity firm’s ability to control the working capital management is shown through the 

“Working capital/Revenue”. This performance measure is insignificant in our analysis, which states 

that the null hypotheses cannot be rejected. Thereby it cannot be rejected that the change in the 

median differences between the two periods is different from zero. Through this argument, we 

cannot statistically say that there is a difference in the working capital management between the 

two holding periods.  

 

The last performance measure, regarding fixed asset utilization, expressed through the ratio 

“PP&E/Revenue” is also insignificant. So, the null hypothesis stating that the change in the median 

differences is zero cannot be rejected.  



 74 

8.1.3. Working capital and fixed asset utilization  

The change in “Working capital/Revenue” is slightly positive but statistically insignificant, as 

described in the prior section. The median difference in the change of “Working capital/Revenue” 

in the two different periods is 0,2 %, which shows that the second holding period is performing 

slightly worse in working capital management, but because of the insignificance it is not possible 

to conclude this at a statistical significance level. This means that statistically we cannot reject that 

the difference is equal to zero, which indicates there is no difference in operational performance. 

These results are interesting, since they do not confirm the statement that the secondary holding 

period is inferior compared to the first one. We expected the first private equity firm to realize the 

largest improvements in “Working capital/Revenue” and “PP&E/Revenue”, but our results show 

that this cannot be emphasised statistically.  

The following will provide a discussion regarding these two operational performance measures. 

 

The improvements in working capital management and fixed asset utilization have been in focus 

from scholars and empirical papers dealing with buyouts. Gaspar (2012) argues that the working 

capital in relation to sale is reduced during the first holding period, whereas Smith (1990) 

presented the opposite. Evers and Hege (2012) determine the same as our results, that it cannot 

be concluded whether there is a difference between the two periods. We therefore consider our 

results as being consistent, and the explanation behind this result could be that working capital 

management and fixed asset utilization are performance measures, which take longer time to 

improve. Therefore, the actual full improvement of these performance measurements are difficult 

to account for within one average private equity holding period. The private equity firms are 

expected to have a lot of focus on the working capital management and fixed asset utilization in 

the first holding period (Gou et al., 2011; Gaspar, 2012). The optimization of working capital 

management especially include focus on inventory, payables and receivables (Brigl et al., 2012). 

This could be an area for private equity firms to have greater focus on in the future.   

 

There is still potential for further research when speaking of literature regarding secondary 

buyouts. Through our analysis it seems like, that the operational value creation is not the main 

reason behind the popularity of secondary buyouts, which broke all records in numbers and value 
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in Europe in 2017 (Pitchbook, 2018). We therefore argue that the most reasonable theoretical 

argument for the large numbers of secondary buyouts could be explained by some of the other 

motivations behind secondary buyouts mentioned earlier in this thesis, see chapter 3.  

One of these arguments could be the structure hypothesis (Sousa, 2010), or the forced seller 

hypothesis stated by Achleitner & Figge (2012). The reasoning behind these studies are that 

private equity firms are limited in relation to holding periods, since they have strong incentives to 

avoid long holding periods, which is important in relation to fundraising in the future (Evers and 

Hege, 2012). In this setting the private equity firms can be forced to sell before they have 

exploited all the operational value creation within the portfolio company, which can be explained 

by various reasons such as resources or transaction timing.  

This argument is the opposite of the one stated by Cumming and MacIntosh (2003), who argue 

that private equity firms only sell a portfolio firm if the marginal return of value creation is lower 

than the actual cost associated with it. This argument makes it a questionable idea to be the 

second private equity firm to own a portfolio company. It could look like that Cumming and 

MacIntosh (2003) do not take structural incentives, for a private equity firm to leave early, into 

account.  

 

The analysis has provided results that recognize that secondary buyouts are arguably not inferior 

deals in relation to working capital management and fixed asset utilization, compared to regular 

leveraged buyout deals, in terms of generating value creation. We find it reasonable to expect 

more secondary buyouts in the future, because the market for leveraged buyouts seems to have a 

positive trend and the private equity firms are getting more experience in relation to secondary 

buyouts, where the knowledge gained could contribute to optimizing these investment and 

performance of secondary buyouts.  
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8.1.4. Country and industry differences  

The results of dividing the full sample into different subsamples based on country origin of the 

portfolio company have shown statistically significance, for the Norwegian portfolio companies, 

with a lower change in the SBO period compared to the LBO period in “CAGR in revenue”. In 

addition to this, the Swedish portfolio companies are showing statically significance regarding a 

decrease in change from the first to the second holding period for “CAGR in revenue” and for 

“EBIT/Revenue”. None of the performance measures in relation to the Danish portfolio companies 

are statistically significant. All of the significant measures are negative, which is indicating that the 

first holding period is performing better, compared to the second one, at a country level.   

Furthermore, we analysed the two largest represented industries; “Manufacturing” and 

“Consumer/Wholesale”. The result of the “Consumer/Wholesale” analysis have shown that none 

of the changes in performance measures are significantly different. The “Manufacturing” output 

has shown that the change in “CAGR in revenue” is significant at a 1% level. In addition to this, the 

change in profitability measures are statistically significant at a 10% level. 

 

It is interesting that the results of the analysis do not provide any remarkable results, when we 

divide the full sample into country and industry subsamples. The results are quite surprising, 

because we thought there would be bigger differences in the performance measures, when 

looking at these subsamples. Looking at the country samples, Sweden nearly accounts for more 

than 50% of the full sample, but the conclusions are the same when looking at the measures and 

the levels of significance. Furthermore, the “Manufacturing” industry seems to be very popular, 

since this industry accounts for 35 % of the total sample, but it still provides the same conclusions 

as earlier obtained.  
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8.2. Limitations, statistical power and bias  

The objective of this section is to provide a discussion of our method applied in relation to this 

thesis. It is done through identifying and discussing the differences between the applied method, 

and other methods in accessible literature. In addition to this, we will comment on our choices 

and the impact of them.  

 

8.2.1. Sample period  

The buyouts included in the initial sample is from 1998 to 2018, but after adjustments the final 

sample period is from 1999 to 2016. The long period covered in the initial sample, caused some 

data issues in getting information from annual reports, which was older than 10 years. The 

academic literature describes buyouts to happen in waves, which is also seen in our analysis in 

table 3 (Kaplan & Strömberg, 2009). The transactions are happening cyclically, and this 

phenomenon explains some of the issues regarding literature on secondary buyouts. There is 

more literature in relation to LBOs, which is inspired by earlier waves, but the SBO waves are still 

quite a new phenomenon. In relation to this, Wright et al. (2009) described the need of 

investigating the differences between LBO and SBOs.  

The number of papers, articles and other published material have increased since, but the 

literature is still relatively limited in this specific area. 

 

The timing of transactions presented in our analysis are showing a clear sign of an increase in LBO 

transactions prior to the financial crisis in 2008, which led to a dramatic fall in the global market 

measured in deal value (Bain & Company, 2016). Table 3 presents the three different waves in our 

dataset, where the “LBO Entry” transactions confirm the positive trend before the financial crisis, 

whereas the SBO activity is a function of this happening some years after, which is also seen in the 

“SBO exits” column. The LBO transactions in our sample is mainly concentrated from 2004 to 2008, 

which accounts for 45 out of 54 deals. The SBO transactions are happening in two waves, where 

the first wave is prior to the financial crisis, and the second is taking place after. The first wave is 

from 2005 to 2007 accounting for 24% of the overall SBO deals. The second wave is happening 

from 2009-2013 accounting for 72,2% of the full sample. Furthermore, it is interesting to see qua 
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the financial crisis, that there was no SBO deals in 2008 in our sample. The “SBO exits” column is a 

function of the “SBO Entry” deals, whereas these are clustered in the period from 2011 to 2016.  

 

Large economic tendencies like the “dot-com bubble” in 2000-2001 and the financial crisis in 

2007-2008, could impose some bias in the results. In this thesis, it is especially the financial crisis, 

which could have a major impact on the bias in our results. Given the assumption that portfolio 

companies are easier to divest in periods with strong economic markets. This may have affected 

the “CAGR in revenue”, because this performance measure, all else being equal, tend to decrease 

the longer the holding period. Thus, private equity firms experience difficulties selling their 

portfolio companies in periods with slow financial activity or “cold IPO markets”, which can cause 

the private equity firms to have longer holding periods and lower “CAGR in revenue”. The other 

performance measures covered in the thesis can also be biased in relation to macroeconomic 

factors at the time of the specific transaction. However, we argue that adjusting for peers through 

our adjusted numbers in the analysis are reducing these effects. Furthermore, all other 

performance measures, besides “CAGR in revenue”, are not heavily affected by the holding period. 

The main conclusion of the sample period used is that it can cause some bias in the “CAGR in 

revenue”, but the effect in the other performance measures are smoothen out through industry 

adjustments. The bias can be present in both the first and the second holding period, which makes 

it important to be aware of, when making comparisons between the two periods.  
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8.2.2. Length of periods evaluated 

To compare changes between two holding periods, we have evaluated the holding time of the first 

private equity firm compared to the second one. This approach is comparable to the same 

approach used by Gou et al. (2011), who evaluates performance over the full holding period. The 

approach is also used by Bonini (2012), and it is argued that it is important to collect as many fiscal 

years following the buyouts as possible. Based on these scholars we find it important to go with 

the full holding periods. On the other hand, Wang (2012) states the importance of a three-year 

window around the buyout year, where it is important to keep this window short to capture the 

most accurate changes in performance, and to avoid “noise” from longer holding periods.  

 

The length of the evaluated period is important, because looking at all the fiscal years covering the 

whole period it is a problem in relation to isolating the first important years around the buyout. 

Our analysis is based on the fact that private equity firms are able to impact the operations in the 

portfolio companies in the entire period. There is a trade-off between capturing all the value 

creation and not getting noise from the length of the period evaluated. In addition to this, the 

differences in the performance measures could be due to the different holding periods. We have 

decided that our analysis uses the full holding period, with three reference points to capture the 

differences between the two periods. It is believed that the variation in holding periods reflect the 

private equity firms window in relation to actual change and realize the operational performance 

potential.  
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8.2.3. Consecutive buyouts  

This thesis is based on a sample containing the same 54 portfolio companies in the first-round 

buyouts and in the second-round buyouts. Bonini (2012) also shares this approach, but his study 

includes some tertiary buyouts, which are excluded in this thesis. The reasoning behind this choice 

is that a little part of our sample had tertiary buyouts, and we wanted a strict framework with a 

sample only containing secondary buyouts, to avoid unnecessary bias in our results. There are 

some different approaches to this in the existing literature, where some scholars use the same 

approach as applied in this thesis. 

 

Most of the literature regarding secondary buyouts is not specifying a very strict framework in 

terms of the definition of a leveraged buyout. Consequently, the leveraged buyouts are 

outnumbering the secondary buyouts, since the nature of these studies are examining value 

creation in relation to private equity (Wang, 2012). Other studies such as Gaspar (2012) and Gou 

et al. (2011) are not examining a specific period but are looking at the whole period in terms of 

operational value creation.  

 

The choice of leaving out the tertiary buyouts have reduced our sample size a bit, but it has not 

been a significant reduction, and the use of tertiary buyouts may impose a bias towards LBOs 

being even more successful. The use of sequential buyouts can result in favouring successful 

leveraged buyouts, as leveraged buyouts performing badly have a higher risk of facing bankruptcy 

and thereby never have the chance of being a secondary buyout. Furthermore, secondary buyouts 

that are not exited are included in the sample, and this could bias the performance measures, 

because there is a risk that the sample include secondary buyouts performing bad because of the 

standardised holding period. The reasoning behind this choice to add secondary buyouts with a 

holding period above four years is that this is the average holding period for a private equity firm, 

based on information from Valu8.  

 

This framework could create potential bias towards unintentional long holding periods, which also 

was discussed in earlier in this section. In addition to this our framework also impose a bias 

towards leveraged buyouts being exited through a secondary buyout. Leveraged buyouts only 
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qualify for our sample, if the exit is to another private equity firm, and this decision exclude 

leveraged buyouts that are exited in another way. So, the performance of these rejected 

leveraged buyouts in our sample are unknown. The reasoning behind this strict framework is that 

it made the comparison easier between the two periods and recognize the actual performance 

differences between the two holding periods.  

 

8.2.4. Year of transactions  

The year of the transaction is important, because it is relevant to discuss if it is appropriate to use 

the specific year of the transaction, when examining operational value creation.  

There are different approaches towards the use of transaction years, Kaplan (1989a) argues for 

not using the year of the buyout for two reasons:  

First, the use of the buyout transaction year includes both pre and post buyout performance 

measures, and secondly there could be fees in relation to the buyout that could reduce the 

income. Secondly, writing up inventory could increase assets and thereby possibly affect the 

performance measures in the portfolio company. There has been a general believe in the 

literature to omit the transaction year of the buyout. The actual framework in relation to the use 

of transactions years is also described in chapter 6, where the approach used in this thesis is in line 

with other scholars. All else being equal this should reduce the bias caused by the actual choice of 

transaction year.  

 

The data used for our analysis is for a single fiscal year, where the figures collected have been 

ultimo numbers, and thereby we have not used average figures to compute our data. The 

reasoning behind this choice is described by four main reasons:  

1. We are getting the most recent and accurate numbers  

2. The purpose of this thesis is not to do financial statement analysis  

3. Reducing complexity  

4. Avoid significant sample reduction 

 

Some of the weaknesses with this approach are that extraordinary circumstances can affect the 

overall performance measures. However, the risk of this bias is not evaluated to be highly 
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significant because of the sample size and the statistical method used, which is believed to reduce 

the power from outliers. Moreover, this approach has the advantage that using the actual 

transaction year makes the timespan smaller, which contribute to a more accurate performance 

measures. Some of the biases in this framework could have an effect on the portfolio company’s 

EBIT since the transaction cost associated with the buyout affects the financial statement in the 

fiscal year of the transaction (Kaplan, 1989a).  

 

8.2.5. Measuring changes  

The results provided in this thesis is shown through changes in median differences in four main 

performance areas:  

1. Growth 

2. Profitability  

3. Working capital management  

4. Fixed asset utilization  

 

The performance measures in the two periods are computed as percentage points. This method 

can underestimate or overestimate the change in the period, alternatively we could have used 

percentage changes. This could for example be a portfolio company with an increase in its EBIT 

margin from 2,5 % to 5 %, which is a 100% increase, but a portfolio company increasing its EBIT 

ratio from 5 % to 7,5 % corresponds to a 50 % increase. The method applied in this thesis will 

present this change as an increase in the EBIT ratio as 2,5% in both situations, and therefore 

underestimate the performance from the first to the second period compared to the alternative 

method.    

 

This thesis is using paired data from two holding periods, and we are therefore comparing the 

same portfolio company and its performance over to periods. This study design makes it possible 

to compare the same portfolio company, and the only thing that changes is the private equity 

owner. This approach reduces the bias relative to a situation where companies are compared 

across different countries and industries. The use of percentage points changes makes it possible 

to use observations with negative values, which had to be disregarded if we used percentage 
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change. This would reduce the sample size significantly and thereby effect the statistical power of 

the thesis considerably.  

 

8.2.6. Statistical power  

The initial sample in this thesis of secondary buyouts are 227 in the Nordics. The “final sample” 

that was analysed is at 54 deals including a leveraged buyout, a secondary buyout and an exit or a 

holding period above 4 years in the second round. The statistical power of this sample can be 

discussed, because it is preferable to have a larger sample to base results upon. On the other 

hand, it is difficult to say that a larger sample size would have provided results that are more 

statistically significant. We have limited our testing area to the Nordics, which is very specific and 

furthermore we have focused on consecutive buyouts. Agresti and Franklin (2009) suggest that 

proper statistical inferences in practice is based on preferable 30 observations. Our thesis provides 

an analysis based on 54 observations. In conclusion, we would however have increased the sample 

if it were possible.  

 

The tested performance measures were applied on the full sample, but also on different 

subsamples in relation to country, industry and whether the second portfolio company was exited 

or not. These samples were smaller compared to the full sample, which is having a negative 

impact on the statistical power of the subsamples. We are aware of this potential statistical 

challenge due to the limited sample size, but we found it relevant to provide these subsamples to 

give a broader picture of our dataset.  

 

  

 

 

 

 

 

 

 



 84 

9. Conclusion  

This master thesis investigates operational value creation in SBOs of Nordic portfolio companies. 

The topic is inspired by the increasing role that SBOs play in the private equity market. Recent 

literature by scholars and researches have been critical towards the potential operational value 

creation in SBOs. This controversy, between what happens in the private equity market and the 

skepticism among scholars and researchers, has contributed to the justification of this master 

thesis and the possibility to contribute to the ongoing debate of SBOs.  

 

The data collected, in order to investigate the potential operational value creation in secondary 

buyouts, is based on 54 secondary buyouts from Denmark, Norway and Sweden. Sweden is the 

largest country represented in the sample accounting for 54 % of the total sample. Furthermore, 

the sample exclude tertiary buyouts, and therefore the portfolio companies included in the 

sample have only been owned by two consecutive private equity firms.   

 

The framework applied to measure performance has been created by decomposing ROIC into 

components of profit margin and turnover rate of invested capital. This provided the reasoning to 

construct our four hypotheses, which are shown in table 16.  In addition to this, all the collected 

data was adjusted for industry specific effects, to isolate the actual value creation from the private 

equity ownership.   

 

Table 16: Summary of our tested hypotheses  
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Our hypotheses concerning growth and profitability, which states that SBOs offer lower growth in 

revenue and lower change in profit margin, find statistical significant support from our analysis. 

Furthermore, our hypotheses on working capital management and fixed asset utilization are 

insignificant, and thereby we cannot reject the null hypotheses stating that the change in median 

differences are equal to zero.  

 

This thesis concludes that there are differences between the first- and the second holding period 

in terms of operational value creation. This can be concluded, because the analysis shows a lower 

change in operational performance in the second round compared to the first, when looking at 

growth and profitability. SBOs are inferior deals in relation to these two performance measures.  

However, based on the results from our analyses, it cannot be concluded that secondary buyouts 

are inferior deals, in relation to working capital management and fixed asset utilization, compared 

to LBOs in terms of value creation. 

 

9.2 Future research and implications  

Based on the results provided in this thesis, we suggest that academic scholars should look into 

the performance measures regarding working capital management and fixed asset utilization. 

Based on the findings of our analysis, which are statistically significant, we are able to conclude 

that the change in growth and profitability are decreasing from the first to the second holding 

period. Our findings regarding working capital management and fixed asset utilization are 

statistically insignificant, and therefore it could be of interest to collect a larger sample in the 

future to achieve statistically significant results.  

 

Furthermore, it could be of interest to investigate specific industries, and why they are popular 

among private equity firms. Our analysis shows that “Manufacturing” and “Consumer/Wholesale” 

accounts for 35 % and 19 % of our total sample. The two industries appear to be highly attractive 

for secondary buyouts, which could be of relevance for future studies. 

 

We find it reasonable to expect more secondary buyouts in the future, since the market for 

leveraged buyouts seems to have a positive trend, and the private equity firms are getting more 
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experience in relation to SBOs. The growth in the leveraged buyout market and the structure of 

private equity funds being organized as finite organizations, provides strong incentives towards 

potentially exiting in a SBO for the private equity firms in order to avoid long holding periods. 

 

The conclusions of this thesis suggest that SBOs are inferior deals in relation to growth and 

profitability, when compared to a primary buyout. In addition to this, the analysis cannot conclude 

whether or not SBOs are inferior in terms of working capital management and fixed assets 

utilization. From an operational value creation perspective, we cannot find reasoning behind the 

increase in SBO transactions, which indicates that something else must be triggering this 

development.  
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Appendix 1 – Company list 

Table XX: Exited observations  

 
Table XX: Not exited observations 

x 
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Appendix 2 - test assumptions 

Tables showing the distribution of differences around zero. The differences are measured as 

changes in the median between the two periods. All figures are adjusted for industry effects.  
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Appendix 3 - Wilcoxon Signed Rank Test – Matched pairs  

The Wilcoxon test is used to test whether two related samples from a continuous field is similar. 

This is shown in the hypotheses of the test:  

𝐻_ = 𝑀𝑒𝑑𝑖𝑎𝑛	(𝑋E − 𝑋f) = 0 

Or  

𝐻Z = 𝑚𝑒𝑑𝑖𝑎𝑛	(𝑋E − 𝑋f) ≠ 0 

 

Rank of differences  

Computing the rank of differences for each record is done through the following equation:  

𝑑E = 𝑥VE − 𝑥Vf, as well as the absolute value. All differences being nonzero are sorted into 

descending order and assigned with a rank after the difference size. In case of ties, the average 

rank is used, where 𝐷 = {𝑑V: |𝑑V| ≠ 0}, then negative and positive ranks are summed.  

 

Then the average ranks for the positive and negative sums are defined as:  

𝑋lmmmm =
𝑆o
𝑛l,M

 

And  

𝑋Fmmmm =
𝑆o
𝑛l,M

 

Where np denotes the number of positive ranks and nn the negative.  

 

Source: Newbold et al., 2013, p. 631  

 

 

 

 

 

 

 

 

 



 97 

Test statistic and p-value  

The test statistic is computed as:  

𝑇 =
𝑆l − 𝜇q
𝜎q

 

Where the variables are calculated as:  

𝜇q =
𝑛Ma𝑛M + 1b

4  

 

𝜎q =
𝑛M(𝑛M + 1)(2𝑛M + 1)

24 −
∑ (𝑡R,Mw − 𝑡R,M)]
R

48 	 

 

𝑛M =y𝑓V
V∈{

 

 

Where I is the total number of distinct rank values and tj,f is the number of records tied at jth 

distinct value, incorporating the frequency weight.  

 

The test can be either one sided or two sided. In this thesis the two-sided approach is used.  

 

𝑝E = Pr(𝑍 ≥ |𝑇|) = 1 − 𝜙(|𝑇|) 

𝑝 = 2𝑝E 

𝑝 < 𝑎 will reject the null hypothesis in favor of 𝜃 > 0 if 𝑇 > 0 and 𝜃 < 0 if 𝑇 < 0 

 

Source: Newbold et al., 2013, p. 631  

 

 

 

 

 

 

 


