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Abstract  
 

During the last decade, secondary buyouts have greatly increased in popularity and have become one of the 

most used exit routes in the private equity industry. The increased activity of secondary buyouts spurred the 

interest of many researchers to explain this phenomenon, and the findings are mostly skeptical. However, the 

conducted studies are still rather new and more research into the topic is necessary. The purpose of this paper 

is to enhance the understanding of PE-ownership as a long-term governance structure, and its contribution to 

operational value creation in secondary buyouts.  

In order to test the hypotheses, and ultimately answer the research question, I constructed several different 

data sets containing SBOs and non-PE-backed companies from the Nordic region. These data sets were each 

comprised by specific PE firm - and general partner characteristics, which were used to analyze operating 

performance and growth.   

I find that secondary buyouts exhibit lower operational profitability compared to non-PE-backed private 

companies, but that they are superior when it comes to growth. Additionally, I find mixed results in terms of 

whether different characteristics of PE firms and general partners has the potential to contribute to 

operational value creation in SBOs. I find no evidence suggesting that large PE firms are better at improving 

operating performance and increase growth in their secondary target companies. On the contrary, the results 

of the ownership of general partners with a financial background indicates that these are better at improving 

efficiency in their Nordic target companies.     
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1. Introduction  

In his article “Eclipse of the public corporation”, Michael C. Jensen (1989) argued that private ownership 

through private equity is a superior long-term structure compared to the typical public corporation. He 

explained that target portfolio companies would benefit through concentrated private ownership with active 

governance, highly leveraged capital structures, co-investment by the management, and performance-based 

compensation, which ultimately would reduce agency problems and optimize the free cash flow of the 

corporation. In 1990, Rappaport (1990) published a paper in which he criticized the views of Jensen (1989), 

and argued that leveraged buyouts only served the purpose of a quick fix for some specific companies and not 

a generally permanent ownership structure. Despite these different views, LBOs have been an increasingly 

popular investment type since the 1980s, which peaked in the years prior to the financial crisis, were a record 

amount of capital was committed into private equity, relative to the overall stock market (Kaplan & Strömberg, 

2008).  

The increased LBO activity during the recent decades has created a sub-market of so-called secondary 

transactions, also known as secondary buyouts, in which a private equity firm sells a portfolio company to 

another private equity firm. These transactions have rapidly increased over the years, and have now almost 

surpassed the traditional exit channels for private equity investments, such as trade sales or Initial Public 

Offerings (IPOs). Data on the development of the worldwide private equity market published by Kaplan & 

Strömberg (2008) show that SBOs have grown from 6% of all buyout deals in the period 1990-1994 to account 

for 26% in the period 2005-2007. Secondary buyout transactions slightly declined due to the outburst of the 

financial crisis, but since 2009 they have again increased and in 2015 they accounted for 28% of exits across 

Europe (Invest Europe, 2015). Especially, the private equity market in the Nordic region has become more 

established after the financial crisis and has grown relatively more than other big European private equity 

markets (see figure 2.2), such as U.K, Germany and France. The knowledge on secondary buyouts in the 

Nordic region is very limited, even-though the private equity phenomenon has gained more attention, as an 

increased amount of foreign private equity firms have invested heavily in the region in recent years (Finans, 

2015). 

The transactions are often criticized in the media for being “pass-the-parcel” transactions. In 2014, Financial 

Times published an article called “Private equity steps up pace of ‘pass the parcel’”, suggesting that the latest 

surge in SBO activity was partially a reflection of fund managers struggling to find good investment 

opportunities after raising large pools of capital from investors. In the article, Ludovic Phalippou, a finance 

professor at Oxford university said that “High volumes of secondary buyouts tend to underscore the need of 

the private equity groups to put money to work quickly.” […..] “Those deals are the fastest way to spend cash. 

You just need to compete in an auction or give any private equity firm a call to buy one of their companies.”. 

Another point of critique, mentioned in an article published by Forbes (2014), is that the first-round private 
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equity owner has reaped all benefits and efficiencies during their ownership period, leaving less juice on the 

table for the secondary owner.    

It is commonly acknowledged that private equity owned companies outperform their peers in terms of 

improvements in operating performance (Kaplan, 1989a; Cressy et al., 2006; Guo et al., 2008, Boucly et al., 

2011) during the LBO ownership period. These findings, combined with the increased SBO activity supports 

Jensen’s (1989) vision of LBOs being the dominant organizational structure, and indicate that target companies 

can be performing better over longer period. However, researchers are still struggling to figure out the logic 

behind value creation in secondary buyouts. The skepticism, among other issues, builds on the argument by 

Cumming & McIntosh (2003), who stated that “… a private equity investor will only sell a portfolio company 

once the expected marginal return of value creation through his or her own effort and investment is lower than 

the marginal cost represented by that very effort and investment”. Thus, there should be very little potential 

for operating improvements to be made in the second buyout period. A handful of researchers have tried to 

investigate operational value creation in secondary buyouts, by primarily comparing these to either or both 

leveraged buyouts and non-PE-backed peer companies (Bonini, 2015; Achleitner & Figge, 2014; Wang, 2012; 

Jenkinson & Sousa, 2015; Freelink & Volosovych, 2012). These findings are mixed, and suggests that more 

research must be conducted in order to better understand the phenomenon of secondary buyouts.  

Since the body of research is still very limited, the purpose of this study is to contribute to the understanding 

of operational value creation and growth in secondary buyouts in the Nordic region by answering the following 

research questions:  

Are SBOs able to outperform non-PE-backed private companies in terms of operational value creation and 

growth in the Nordic region?  

How do different characteristics of private equity firms and general partners contribute to the operational 

value creation and growth of SBOs in the Nordic region? 

1.2. Scope and Delimitations 

The purpose of this thesis is solely to analyze operational performance and growth in secondary buyouts in the 

Nordic region. Therefore, the framework used to determine operational performance and growth will be limited 

to the DuPont model as it is presented by Petersen & Plenborg (2012, p. 94), and on previous research on 

leveraged - and secondary buyouts. This paper is only concerned with operating performance and growth in 

the target companies, and do not try to explain fund level performance. In addition, it will not be dealing with 

the level of risk - and the financial structure of the transactions.  

This thesis is only concerned about the performance of target companies in the Nordic region, but this 

geographical restriction is not applied on private equity firms, as a large part of them are international firms 
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with head-offices outside of the region.    

This thesis only study secondary buyouts, therefore management buyouts of any kind are excluded, as these 

transactions do not share the exact same characteristics as secondary buyouts. Additionally, all of the 

buyouts in the sample are majority-share based and therefore I have not included transactions in which the 

PE firm acquirers a minority interest. Finally, in cases of syndicated buyouts, in which two or more PE firms 

in collaboration buys a target company, I refer exclusively to the leading PE sponsor since it is expected to 

exert a primary role and drive the decision making of the target company. The lead investor is identified as 

the PE firm that, at the date of the buyout, was explicitly mentioned as syndicate leader, or held the largest 

equity stake of the acquired company.  

1.4. Definitions and abbreviations 

Throughout this thesis several abbreviations and technical concepts have been used. Abbreviations will be 

applied whenever it is convenient, and will be stated in brackets. Technical terms will be described when 

used for the first time, and thereafter be used when appropriate. When describing the first leveraged buyout, I 

interchangeably use LBO, primary buyout, PBO, leveraged buyouts or first-round buyout. When describing 

the second leveraged buyout, I interchangeably use secondary buyout, SBO, secondary or second-round 

buyout. Buyouts refer to both LBOs and SBOs. When describing the private equity firms, I use private 

equity firm, PE firm, private equity fund, PE fund, PE sponsor and PE house. When describing the private 

equity fund managers, I will use general partner, GP, and deal partner interchangeably. When describing the 

target companies, I use target company, portfolio company and SBOs. Further, I use non-PE-backed 

companies and peers interchangeably.  

1.3 Thesis Structure  

The remainder of the thesis is structured as followed. Chapter 2 contains a general introduction to the concepts 

of private equity, as well as a brief overview of the recent development of buyout markets in Europe and the 

Nordic region. Chapter 3 provides a literature review of theory and previous empirical research on leveraged 

buyouts and secondary buyouts, with a focus on value creation and the underlying drivers of secondary 

buyouts. Chapter 4 contains the hypotheses development for the three hypotheses that will be tested in order 

to answer the research questions. Chapter 5 describes the theoretical framework used to analyze operating 

performance, followed by a brief description of the study design. Chapter 6 presents the methods used to 

answer the research questions of this thesis, and is divided into several sections. The first section introduces 

the data collection process. This is followed by a section considering issues of using accounting data. The third 

section elaborates on the measures used to test operational performance and growth, which is finally followed 

by a section introducing the statistical methods applied for testing the hypotheses. Chapter 7 contains the 

analysis, which starts by presenting descriptive statistics, as well as findings and results. Short comments on 
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significant results are made. Chapter 8 is a discussion of the findings and results. The first part discusses the 

results in relation to the existing theories and other empirical research. The second part of the discussion 

considers potential issues in the method applied that could bias the results. Chapter 9 presents a conclusion to 

the hypotheses and research question, and is followed by some brief perspectives and ideas for further research.   

2. Private Equity  

This section will provide a general introduction to the private equity industry in order for the reader to gain a 

better understanding of private equity concepts and characteristics, and of the subject of this thesis.  Thereafter, 

an overview of the global private equity history will follow, as well as a description of the development in the 

Nordic private equity industry in recent years.       

2.1. Private Equity  

The European Private Equity & Venture Capital Association (Invest Europe, 2015) define private equity as 

“[...]  a form of equity investment into private companies not listed on the stock exchange. It is a medium to 

long-term investment, characterized by active ownership. Private equity builds better businesses by 

strengthening management expertise, delivering operational improvements and helping companies to access 

new markets.” (Invest Europe, 2015) 

Private Equity as an investment class includes venture capital (seed, start-up, expansion and replacement 

capital), mezzanine capital and leveraged buyouts (Loos, 2005, p.8). Hence, in theory, private equity 

investments cover different stages of the life cycle of a company, but today, leveraged buyout investment firms 

are generally referred to as private equity firms (Kaplan and Stromberg, 2008). In this study, I focus solely on 

private equity firms and the leveraged buyouts in which they invest, and I will use the terms private equity 

(also referred to as PE) and leveraged buyout (also referred to as LBO) interchangeably. 

2.1.1. Leveraged Buyouts 

Loos (2006, p. 11) defines a leveraged buyout (LBO) as: “…a transaction in which a group of private 

investors, typically including management, purchase a significant and controlling equity stake in a public or 

non-public corporation or a corporate division, using significant debt financing, which it raises by borrowing 

against the assets and/or cash flows of the target firm taken private”. 

LBO transactions cover the late stage of Private Equity investments, which typically involves a controlling 

equity stake in a mature and stable company. This setup is different from venture capital firms who typically 

invest in young or emerging companies, and usually do not obtain majority control (Kaplan and Stromberg, 

2008). The majority control stake leads to a much more concentrated ownership of the buyout target company. 

This feature provides private equity firms with the ability to decide and monitor the strategy of the buyout 
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target firm through an active presence on the board of directors. This is why Private Equity investors are often 

referred to as active investors (Nikoskelainen and Wright, 2007).   

The General Partner 

Private Equity firms are organized as limited partnerships between so called general partners, who manage the 

fund, and limited partners who provide most of the capital (Kaplan and Stromberg, 2008). According to Invest 

Europe (2015), the General Partner (GP), also known as the private equity management company, serve four 

principal roles: 1) they establish investment funds that collect capital from investors (known as Limited 

Partners of LPs), 2) once the target amount of capital has been raised, the GP use this capital to buy high-

potential companies, known as target – or portfolio companies, 3) the GP will actively manage the investments 

in the fund portfolio, and 4) the GP’s will exit their investment and the capital recovered from the exit is 

redistributed to the original investors. Usually the general partner provides at least 1 percent of a fund’s total 

capital (Kaplan and Stromberg, 2008).  

The general partner is compensated in three ways. First, during the investment phase the general partner earns 

a flat annual management fee which usually will be 1,5%-3% of the capital committed in the fund (Gilligan 

and Wright, 2010). This fee is guaranteed and is independent of the performance of the investments, which 

gives the general partners an incentive to raise as much capital as possible since it will create more fee income. 

However, as investments are realized and the investment phase is over, the general partner earns management 

fees as a percentage of capital employed (Kaplan and Stromberg, 2008). The second source of compensation 

comes from a share of the profits of the fund, which is referred to as carried interest. The carried interest is 

typically 20% of capital profits once the investors have received an agreed minimum hurdle rate return, which 

is normally around 8% but can vary from fund to fund (Gilligan and Wright, 2010). Thus, the potential profits 

to the general partners depends on their ability to create excess returns on the invested funds, and not only the 

capital committed by the limited partners (Gilligan and Wright, 2010). Finally, some fund managers charge 

portfolio (investee) companies with transaction and monitoring fees to pay some of the costs of employees and 

partners of private equity firms monitoring the investment (Gilligan and Wright, 2010).             

The Limited Partner    

The limited partner is the capital provider in the limited partnership setup, and can thereby be referred to as an 

investor in LBO. The limited partner commits to invest a certain amount of capital in a fund, and pays it when 

they are required to by the private equity firm. Usually the capital is required when the private equity firm 

needs financing for the acquisition of target companies (Gilligan and Wright, 2010). The limited partners 

typically include institutional investors, such as corporate and public pension funds, endowments, insurance 

companies and wealthy individuals (Kaplan and Stromberg, 2008). As the name indicates, a limited partner 

carries a limited liability equal to the amount of capital committed, but after committing their capital, the 

limited partners have little to say in how the general partner deploys the investment funds, as long as the basic 
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covenants of the fund agreement are followed (Kaplan and Stromberg, 2008). The lack of influence refers both 

to deciding which companies to invest in and to the day-to-day decisions made in the portfolio companies. 

Hence, the limited partners are often referred to as passive investors.          

The Private Equity Fund 

A private equity firm raises equity capital from the limited partners (investors), through a private equity fund. 

Private equity funds are structured as “closed-end” investment vehicles. A “closed-end” fund is characterized 

by a fixed asset pool which can grow (or shrink) due to good (or bad) investment performance, but no extra 

capital is usually added from investors or paid out (Credit-Suisse, 2015). The fund can normally only raise 

capital commitments during a limited fundraising period, which is usually 12 to 18 months (Naidech, 

Chadbourne & Parke, 2011). Typically, the fund has a fixed lifetime of ten years, but the period can be 

extended in up to two years (Gilligan and Wright, 2010). When the fundraising period is over, the private 

equity firm has up to five years to invest the fund’s capital into target companies, and thereafter has five to 

seven years to exit these investments and return the capital to its investors (Kaplan and Stromberg, 2008). The 

overall objective of a private equity fund is to invest the raised equity capital in a portfolio of companies, 

typically private (unlisted) companies. However, it does happen that a private equity fund buys public (listed) 

companies and then take them private. An LBO is normally financed with 60 to 90 percent debt, and the private 

equity firm uses the pooled equity capital from its fund to finance the remainder of the purchase price (Kaplan 

and Stromberg, 2008).  Ultimately, the fund is designed to create capital profits from the sale of portfolio 

companies, and do not engage in generating income from dividends, fees and interest payments (Gilligan and 

Wright, 2010).   

The Buyout Process 

The buyout process can be divided into three phases. 1) the acquisition phase, 2) the holding period and 3) the 

divestment phase (Berg and Gottschalg, 2005). 

The first phase, the acquisition phase, consists of not only the actual buyout transaction, but also investment 

screening, due diligence and negotiations. The buyout process starts with a “target selection” phase. In this 

phase, private equity firms screen the market for potential investment opportunities satisfying the investment 

criteria. Furthermore, the investment opportunities must offer a possibility for value creation that matches the 

demand of return by fund-investors in terms of a high internal rate of return (IRR) (Loos, 2005, p. 13). The 

target selection phase is usually performed confidentially as the majority of LBO transactions are privately 

negotiated between a buyer and a seller. This is done in order to avoid the attention of competing buyers, and 

as a consequence, private equity firms rely heavily on superior contacts and industry knowledge to identify 

potential investment opportunities early (Loos, 2005, p.13).  

Most LBO deals are stand-alone investments and usually there is no strategic fit between existing portfolio 
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companies and potential buyout candidates (Loos, 2005, p. 13). Instead, the PE firms rely on a set of generic 

criteria based on industry-level dynamics and financial benchmarks when they screen for potential target 

companies. Typically, PE firms have similar criteria for optimal portfolio company candidates, such as mature 

industries, stable cash flows and low operational risk. In order for PE firms to differentiate themselves from 

their competitors in the buyout market, some of them develop a specialization strategy. According to Loos 

(2005, p. 13), this specialization is based on parameters such as target company size (e.g. small- or mid-caps), 

geography, industry etc.     

After the initial phase of screening and identifying of potential buyout candidates, a process of due diligence 

and deal structuring begins. This process includes the development of a detailed business plan for the proposed 

target company and financial details of the transaction are negotiated with the selling part. These negotiations 

also contain provisions regarding management co-ownership and incentive plans (Loos, 2005, p. 14). Usually 

the acquisition phase ends with a limited auction. A limited auction is the most common acquisition form in 

today’s buyout market, in which several PE firms submit their bids for a given target company. This acquisition 

form has grown in popularity because more and more PE sponsors have entered the market and are competing 

for a limited number of buyout candidates (Loos, 2005, p. 14).           

When the acquiring PE firm has been determined, the target company becomes one of the firm’s portfolio 

companies and it marks the beginning of the “Post-acquisition Management Phase” which is also referred to 

as the “holding period”. This is said to be the most important phase for the PE sponsor since most of the value 

creation is expected to be realized during this period (Loos, 2005, p.14). It is during the holding period that 

private equity firms actively manage their portfolio companies by implementing the strategic, organizational 

and operational changes set forward in the initial business plan (Berg and Gottschalg, 2005). The PE firms use 

its controlling equity stake to actively govern portfolio companies through representation on the board of 

directors. Through the board of directors, PE sponsors engage in the development of strategy and work more 

closely with the management. The holding period of a portfolio company is typically limited to three to five 

years before the PE fund exit the investment (Loos, 2005, p. 15).   

The third and last phase of the buyout process is known as the divestment phase (exit phase). The divestment 

is a decisive part of the buyout, as it is during this phase that equity investors ultimately realize the returns 

(Berg and Gottschalg, 2005). The exit potential is already considered during the initial screening of a target 

company, thus PE transactions are structured with an exit in mind (Gilligan & Wright, 2010). According to 

Gilligan & Wright (2010) PE firms have historically had three exit channels at their disposal when trying to 

realize the value created over the holding period of an investment. These are trade sale to a corporate acquirer, 

flotation on a stock market (IPO) or liquidation. However, Gilligan & Wright (2010) further argue that over 

the last few decades a new exit route has emerged to become very popular, namely secondary buyouts.    
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2.1.2 Secondary Buyouts 

Historically, secondary buyouts have almost exclusively been thought of as distressed transactions or an exit 

of last resort, since successful deals would be divested as trade sales or IPOs, but within the last decade 

secondary exits have increased from 3% of all exits to above 30% (Bonini, 2015). Bonini (2015) describes a 

secondary buyout (from now referred to as SBO) as a leveraged buyout in which both the buyer and the seller 

is a PE firm. An SBO is unique in that the buyout company remains PE owned post exit of the primary buyout. 

Achleitner et al. (2012) analyzed whether an exit pecking-order existed, as they compared IRR between the 

three exit options. They surprisingly found that IPOs and secondary buyouts are roughly comparable to each 

other in terms of IRR, and that both were significantly higher than that of the trade sale exit channel. This 

indicate that SBOs may not be seen as an exit of last resort, and actually be a viable exit strategy.  

2.2. The Private Equity Market in the Nordic Region 

In this section I will briefly describe the historical and current trends in the private equity market with a focus 

on the Nordic Region and its buyout activity.   

2.2.1. The development of Private Equity   

The concept of private equity started to emerge in the U.S. in the 1980’s (Kaplan and Stromberg, 2008; Loos, 

2005). However, the European Private Equity industry lagged behind its U.S. counterpart and did not progress 

until the 1990s. This progress was sparked by structural and legal changes throughout Europe, especially in 

regards to pension fund and insurance company regulations, which have seen a liberalization of investment 

choices available to institutional investors (Loos, 2005). During the 2000s the European (Western Europe) 

buyout activity grew rapidly and in 2005 the market increased by more than 50% (Wright et al., 2006). 

Additionally, a record amount of capital was committed into private equity funds in 2006 and again in 2007 

(Kaplan and Stromberg, 2008). The outburst of the global financial crisis in 2008 immediately resulted in a 

declining global LBO activity, and the European Private Equity market was no exception. This is illustrated 

below as figure 2.1 shows that the overall European buyout activity peaked in 2007 both in terms of number 

of deals (volume) and aggregate deal value. It is also evident that the European buyout market have rebounded 

quickly and in the years following the financial crisis there has been a steady increase in overall activity. 

Wright et al. (2006) argues that the increase in activity is in part a result of cross-border investments which 

has become more common in recent years. 
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Figure 2.1: Total investments in European buyout companies by volume and value from 2007-2015.  

 

Source: Authors contribution. Data: Invest Europe (2015). 

2.2.2. The Private Equity market in the Nordic region  

This section will provide an overview of the private equity activity in the Nordic region.  

Figure 2.2: Buyout activity measured by amount invested in Nordic companies relative to the largest 

markets in Europe, as percentages of the total European buyout market from 2007-2015    

Source: Authors contribution. Data: Invest Europe (2015). 

Figure 2.2 shows the activity and size of the Nordic PE market in comparison with the three largest buyout 

markets in Europe as a percentage of the total European market. The graph shows that over the course of the 

period, the four regions together account for around 70% of the total European PE activity, despite a drop to 

below 60% in 2009 as a result of the financial crisis. The numbers show that U.K. have the largest market 
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share, but that the market shares of France, Germany and the U.K. have declined a little bit from the beginning 

to the end of the period, though the market shares fluctuate from year to year. Meanwhile, the market share of 

the Nordic region has grown relative to the other countries, from 10% in 2007 to 13% in 2015 and now has 

the same size as Germany. The Nordic region is the only region that has not dropped below its initial market 

share in any year during the period, and from 2007 to 2015 between 12% and 15% of buyout investments 

across Europe was conducted in the Nordic region.     

Figure 2.3: Investments in Nordic buyout companies by volume and value from 2007-2015 

 

 Source: Authors contribution. Data: Invest Europe (2015). 

Figure 2.3 shows the number (volume) and aggregated value of buyouts completed in the Nordic region from 

2007 to 2015. The development in buyout activity follows the same patterns as earlier illustrated in 2.1 from 

the total European buyout market. The number and amount of buyout investments peaked in 2007 with EUR 

5.5 billion being invested across 150 deals. Hereafter the market declines and hits a low point in 2009 as a 

result of the financial crisis. However, the market quickly regained its strength, and has since steadily 

increased, with EUR 4.7 billion being invested across 129 deals in 2015. Thus, as it is the case for the Europe 

as a whole, the buyout market in the Nordic region has still not reached its pre-crisis level.       
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Figure 2.4: Buyout activity measured as number of deals conducted in each country, as a percentage of 

the total number of deals in the Nordic region from 2007 to 2015. 

Source: Authors contribution. Data: Invest Europe (2015). 

Figure 2.4 illustrates the differences in market size between the Nordic countries. From here it is evident that 

Sweden and Finland historically have been the two most active markets, except for 2013 where both the Danish 

and Norwegian markets where larger. In 2015 Sweden is the largest market with a 33% share, Finland is the 

second largest with a 29% share, Denmark is the third largest with a 23% percent market share and Norway is 

the smallest with a 15% market share.    

Figure 2.5: SBO investments by volume and value in the Nordic region from 2007-2015 

  

Source: Authors contribution. Data: Invest Europe (2015). 

Figure 2.5 shows that the Nordic market for SBOs increased rapidly from 2009 to 2011 where it peaked in 

terms of both volume and value, as 30 SBO transactions were completed for a total value of approximately 
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EUR 1.5 billion. From 2011 to 2015 the SBO activity has declined slightly, both in volume and value, which 

mean that 19 SBOs were conducted for an aggregated value of approximately EUR 1 billion in 2015.  Further, 

the graph shows that unlike the total Nordic buyout market, the SBO activity peaked after the financial crisis, 

and is still at a substantially higher level of activity than before this crisis. The average value per deal from 

2007-2010 was EUR 18.7 million compared to EUR 49.5 million for the following five-year period (2011-

2015), while the average deal value for the whole period, 2007-2015, was EUR 40.3 million. This indicates 

that the SBO market is still growing.  

Figure 2.6: Development in number and value of SBO transaction, as a percentage of total value – and 

total number of transaction in the Nordic region from 2007-2015 

 

Source: Authors contribution. Data: Invest Europe (2015). 

Figure 2.6 above shows that SBO transactions as a percentage of total number – and value of buyouts in the 

Nordic region peaked in 2011 where they accounted for 38% in terms of total volume and 47% in terms of 

total value. The graph follows the pattern from figure 2.5 as the percentage shares has been somewhat declining 

since 2011, but still maintain a slightly higher level than before the financial crisis.   
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Figure 2.7: Distribution of SBO deals by number of deals in the Nordic region by country from 2007 to 

2015 

 

Source: Authors contribution. Data: Invest Europe (2015). 

When you summarize the whole period, 2007-2015, Sweden is by far the largest SBO market in terms of 

volume with 63 completed deals. The second largest SBO market is Finland with 48 completed deals, and 

hereafter comes Denmark and Norway with 34 and 32 completed deals respectively. As we can see the 

volatility in these numbers are quite high and number of completed SBO’s fluctuate a lot from year to year.  

Overall, the Nordic buyout activity has increased since the financial crisis, especially driven by investments in 

Swedish target companies. This has led SBO transactions to play a more significant role in the overall private 

equity market.  

3. Literature Review  

Because of secondary buyouts being a relatively new phenomenon, the theory on the topic is still limited, as 

most of the empirical research has been done in recent years. The lack of theory has forced the researchers to 

use the more established LBO theory when carrying out their studies on SBOs. However, according to Bonini 

(2015) and Wang (2012) it is not sure that these theories can rightfully explain the increased SBO activity. 

This chapter is structured to first introduce the theoretical background on leveraged buyouts, and thereafter 

present how SBOs distinguish from LBOs on the basis of previous research on the underlying drivers of 

secondary buyouts.   

3.1. LBO Theory  

Leveraged buyouts first started to emerge as an important concept in the 1980s, which naturally led to a new 

field of academic theory. Jensen (1989) was one of the first to analyze the LBO phenomenon, and he expected 
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that the organizational structure of LBOs would eventually be the preferred corporate organizational form. He 

argued that the private equity firm structure itself provided it several advantages, such as concentrated 

ownership stakes in its portfolio companies, high-powered incentives for the private equity firm partners, and 

a leaner organizational structure with far less bureaucracy. This allowed the private equity firm to apply 

performance-based compensation for managers, highly leveraged capital structures, and active governance to 

the portfolio companies they invested in. Jensen believed that these combined structures were superior to those 

of the normal public corporation who he characterized as having dispersed shareholders, low leverage, and a 

weak governance structure that allowed for agency problems, which is the efficiency loss resulting from the 

separation between ownership and control (Jensen, 1989). Additionally, Jensen (1989) thought that the LBO 

organizational form would improve operating performance. However, not everybody agreed with the views of 

Jensen. Rappaport (1990) highly disagreed with the advocacy of the “LBO Association” as being a superior 

organizational form. He saw the private LBO ownership as a short-term solution to quickly fix a company and 

make a turnaround, and claimed that the public corporation is a more dynamic institution better suited for 

dealing with long periods of underperformance, which he considered crucial to stability and progress in a 

market-driven economy. Moreover, Rappaport (1990) argued that the high portion of debt, used in LBO 

transactions, would weaken portfolio companies in areas such as flexibility and business strategy, and thereby 

find it difficult to respond to rapid change in the business environment. Despite the obvious differences in 

views, it seems like the two agree that LBOs can be beneficial in terms of improving operational efficiency 

and in removing agency problems.        

Kaplan and Strömberg (2008) describe how the private equity industry works, and considers both the positive 

and negative effects of private equity in portfolio companies. The positive effects are the same as mentioned 

by Jensen (1989) that included strong management incentives, high debt levels that creates pressure on 

managers not to waste money (“free cash flow problems”) (Jensen, 1986), concentrated corporate governance, 

and operating knowledge that adds value to the companies invested in. As negative effects of LBOs, Kaplan 

and Strömberg (2008) mentions that critics often argue that transactions benefit private equity investors at the 

expense of employees who suffer job and wage cuts, and that PE firms are taking advantage of debt tax shields 

and asymmetric information in their portfolio companies. In regards to the economic impact of LBO ownership 

on employment, Kaplan (1989b) found, in a study of U.S. public-to-private buyouts in the 1980s, that 

employment increases post-buyout, but by less than other firms in the industry. Though the results were not 

significant.  

On the basis of prior research on LBOs, Kaplan & Strömberg (2008) applies three sets of changes to the 

companies, in which they invest, that can potentially enhance value creation in LBOs. The three sets are 

categorized as financial engineering, governance engineering and operational engineering. These three aspects 

of value creation will be described in more detail below.  
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3.1.1. Financial Engineering  

The first aspect of value creation in LBOs comes from the leverage structure of the portfolio companies - more 

specifically the borrowing that is done in connection with the transaction. As described in the previous section, 

higher leverage forces company managers to not waste money, since they need to make interest and principal 

payments, which reduces the “free cash flow” problems described by Jensen (1986). Further, leverage can 

potentially increase company value as a result of the tax deductibility of interest, hence the tax-shields on debt 

can create additional bottom-line profit (Kaplan & Strömberg, 2008). This is supported by Kaplan (1989b) 

who found that tax-shields from higher interest deductions can explain between 4% to 40% of a company’s 

value, depending on different assumptions. In contrast, Loos (2005, p. 26) argued that the tax advantage of a 

high level of debt is offset by the higher cost of that debt, and therefore the only value created from financial 

engineering (leverage) comes from the operational efficiencies debt inspires.  However, there is also a flip side 

of leverage, as Kaplan & Strömberg (2008) argued that, if there is too much leverage, then the inflexibility of 

the required debt payments, can lead the company into financial distress. Finally, Berg & Gottschalg (2005) 

refers to financial engineering as to minimize the after-tax cost of capital, of the target company, by optimizing 

the capital structure. According to Berg & Gottschalg (2005) PE firms utilize their gifted knowledge and 

connections in the capital markets in order to obtain this.      

3.1.2. Governance Engineering  

The governance structure of LBOs is in large part set up to deal with the agency problems between the owner 

(PE-firm) – and the management of the company. Therefore, this section will start with a brief introduction 

into the concepts of agency theory.  

Agency theory is concerned with the proposed conflict in the relationship between the owners – and the 

management of a company. The relationship is defined as a contractual agreement where the principal (owner) 

engage the agent (manager) to perform services on their behalf. This arrangement is going to involve delegating 

some decision-making power to the agent, and since both parties are assumed to be utility maximizers there is 

reason to believe that the agent will not always act in the best interests of the principal. The principal can limit 

the gap between his – and the management interests by establishing incentives for the agent and monitoring. 

These monitoring – and incentive devices comes with a price for the principal, known as agency costs (Jensen 

& Meckling, 1976).  

The organizational structure of a buyout can reduce the agency problem significantly (Berg & Gottschalg, 

2003). A leveraged buyout changes the organizational structure and ownership of a company, which makes it 

possible to take advantage of mechanisms to reduce agency costs and ultimately lead to improved operating 

performance of the firm (Kaplan 1989a).  

First, Jensen (1986) argues that the use of high debt levels, in a buyout, serves as a control mechanism to limit 
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the waste of free cash flow by inducing managers to service debt payments instead of spending the cash 

inefficiently within the company. This further reduces the firm’s agency costs. Jensen (1986) mentions that 

management teams in companies in mature industries with weak corporate governance could be particularly 

prone to invest the cash at below the cost of capital, or waist it on organizational inefficiencies, rather than 

paying it back to investors. Additionally, buyouts increase the incentive alignment by giving the management 

team a large equity upside through stock options, and by encouraging them to increase their share in equity 

ownership (Jensen, 1989). Thus, management not only has a significant upside, but also a potential downside. 

Moreover, since the target companies are private, managements equity is illiquid, which mean that they cannot 

easily sell their equity until the value is realized through an exit (Kaplan & Strömberg (2008).             

Another important aspect of governance engineering is the way PE-firms control the boards of their portfolio 

companies, as they are more involved in governance compared to the boards of public companies (Kaplan & 

Strömberg, 2008). Berg & Gottschalg (2005) refers to this as the ‘parenting effect’. Typically, the lead 

representative of the buyout sponsor works as the managements sounding board on both long-term decisions 

and day-to-day operations, and contributes with additional knowledge of strategy, markets and external 

conditions (Berg & Gottschalg, 2005).  

Berg & Gottschalg (2005) refers to the mechanisms used to reduce the agency conflict as secondary levers of 

value creation. Agency problems create inefficiencies, particularly in relation to improved operational 

effectiveness and strategic distinctiveness. The buyout improves the agency relationship and reduces these 

inefficiencies, as management is motivated to take the necessary initiatives to maximize the value of the 

company. Further, Berg & Gottschalg (2005) argue that the effectiveness of monitoring and controlling as well 

as the interest alignment depends on specific capabilities of the PE firms. 

3.1.3. Operational Engineering  

The third and last aspect of value creation is known as “operational engineering”, which refers to private equity 

firms adding value to their portfolio companies through industry – and operating expertise (Kaplan & 

Strömberg, 2008). Since the late 1980s, operational expertise has become increasingly important for the PE 

sponsors, and is now the most crucial aspect of value creation in buyouts. This is supported by Loos (2005, p. 

21) who argue that two thirds of value creation in buyouts comes from improvements in operational 

performance during the holding period. In addition, Cressy et al. (2006) find that PE firms specialized within 

an industry adds significant improvements in operating profitability in their target companies. Thus, in addition 

to hiring dealmakers with financial engineering skills, private equity firms now often hire professionals with 

operating backgrounds and an industry focus, and in some cases internal or external consulting groups (Kaplan 

& Strömberg, 2008).  

Loos (2005, p. 21) divides value creation into direct and indirect drivers, in which indirect drivers are referred 



20 

to as governance engineering as described in the previous section. Direct drivers are referred to as creating 

direct operational value, and improving free cash flow of buyout companies. These free cash flow 

improvements come either through increasing revenues, cutting expenses or improving asset utilization. Berg 

& Gottschalg (2005) presented a similar framework for the value generation in buyouts as they identified three 

primary levers of operating improvements. These include cost-cutting and margin improvements, reducing 

capital requirements and removing managerial inefficiencies. The process of enhancing the overall 

productivity and effectiveness of operations is done without changing the strategic positioning of the company, 

but by re-adjusting how the available resources are being put to work (Berg & Gottschalg, 2005). Cost-cutting 

and margin improvements are primarily achieved through reductions in production – and overhead costs (Berg 

& Gottschalg, 2005). The second lever, reducing capital requirements, refer to a more efficient use of existing 

corporate assets, for example through an improved management of working capital and the divestment of 

unnecessary assets. However, it is important that these changes do not negatively affect the competitiveness 

of the company. The final lever, removing managerial efficiency, focuses on the improvements in operational 

effectiveness that comes from replacing an inefficient management team with an efficient one.  

The above mentioned primary levers for improving operating efficiency, follows the logic of the ‘low-hanging 

fruit’ principle presented by Achleitner & Figge (2014). According to this principle a PE firm will start their 

ownership by focusing on adjusting the most obvious operating inefficiencies which will have the highest 

impact on improvements in performance. However, PE firms cannot only rely on operational improvements 

to increase value in target companies, but must also seek to boost revenues. Loos (2005, p. 24) argue that a 

strong track record of growth – achieved either internally or externally – greatly impacts the valuation of a 

company by future investors at the time of the exit from the buyout. This can be done internally by product 

innovations, or externally through add-on acquisitions of new lines of business. The latter are also known as 

“buy-and-build” strategies in which buyout firms undertake an initial buyout investment in a fragmented 

market in order to consolidate this market, and create a market leading company. Through this consolidation, 

synergies between companies can be realized which will create operational value. (Loos, 2005, p. 25). 

Most of the literature on post-LBO operational performance, such as Kaplan (1989a), Cressy et al. (2006) Guo 

et al. (2008) and Boucly et al. (2011) finds that the operating profitability of companies backed by PE firms is 

greater than that of comparable non-buyout companies, which supports the arguments of Jensen (1989). 

However, even if research generally agrees on the potential for operational improvements in LBOs, it is much 

more divided when it comes to SBOs. The question is: if PE firms have already improved the operational 

efficiency of portfolio companies in the first-round buyout, is there any room left for improvements in the 

second-round buyout?    



21 

3.2 Previous research on Secondary Buyouts  

The theoretical background on secondary buyouts is still very new in the context of academic literature, and 

most of the conducted research have been published from 2005 and up until now. Thus, the field of research 

is very immature, and the understanding of the SBOs is still very limited. Secondary buyouts are the fastest 

growing segment of private equity deals (Arcot et al., 2015). This trend has been met with a certain amount of 

skepticism in the research community, which is referred to as the “conventional wisdom”:  

“SBOs are expected to be more expensive while offering less operational value creation potential than deals 

sourced elsewhere. This should lead to lower returns, unless the leverage effect is used to inflate returns.” 

(Achleitner & Figge, 2014, p. 407) 

According to this wisdom, the only way secondary buyouts can create value is through the PE firm’s ability to 

take advantage of debt market conditions to increase the financial risk, and the its ability to exercise market-

timing and negotiation-skills to achieve the highest possible selling price (Achleitner & Figge, 2014). This 

claim is supported by Wang (2012), who found evidence suggesting that firms are more likely to exit through 

secondary buyouts when the equity market is “cold”, and when debt market conditions are favorable. 

Moreover, Wang (2012) found that secondary buyouts are priced higher than first-round buyouts, and that this 

premium is driven by favorable debt market conditions. Others claim that SBOs are just “pass-the-parcel” 

deals in which the only objective for the buying PE-fund is to spend capital in order to collect management 

fees. Degeorge et al. (2015) analyzed this issue by studying whether LPs pay higher transactions costs in SBOs 

than they would in alternative investments, but found no evidence for this claim, not even when the same LP 

is on both the selling and buying side (known as an “LP overlap”).    

As mentioned in section 2.1.2. secondary buyouts have almost exclusively been thought of as distressed 

transactions, as an exit of last resort, since successful deals would be divested as trade sales or IPOs. This is 

supported by Cumming and MacIntosh (2003) who argue that: “… a private equity investor will only sell a 

portfolio company once the expected marginal return of value creation through his or her own effort and 

investment is lower than the marginal cost represented by that very effort and investment”. Thus, assuming 

that PE firms use similar tools to create value, there should be no room for operational improvements in SBOs 

that are worthwhile to the second PE sponsor (Achleitner & Figge, 2014). This suggestion is supported by 

Jenkinson & Sousa (2013) who found that private equity-backed companies exited through an IPO, 

performance better than firms exited through a secondary buyout, during the first three years after the exit. 

Jenkinson & Sousa (2013) suggest that this underperformance can be explained by a longer LBO holding 

period, lack of experience of the buying PE firm, and increased financial constraints as a result of the high 

debt-service payments forced by a second leveraged buyout deal. 

A number researchers have undertaken the task of analyzing whether SBOs are actually underperforming 
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compared to other buyouts and their peers, and the results are mixed. Bonini (2015) found that first-round 

LBOs significantly outperform their peers in terms of change in operating performance, however, he found no 

evidence suggesting that SBOs outperformed their peers. Achleitner & Figge (2014) found evidence 

suggesting that SBOs offer potential for operational improvements similar to that of other buyouts. On the 

other hand, Wang (2012) found that SBOs on average underperform their industry peers in terms of 

profitability, but that they significantly outperform in terms of growth (size) measured by growth in sales. 

So far, researchers have tried to explain the growing SBO activity by borrowing from existing theories on 

LBOs, but according to Bonini (2015) it is not sure that these theories can rightfully explain SBO activity. 

Therefore, on the basis of existing research on SBOs, both Bonini (2015) and Wang (2012) have grouped 

possible explanations for engaging in SBO transactions into multiple general categories. In the following 

section I will present several drivers of engaging in SBOs based in particularly on the framework of Bonini 

(2015) and Wang (2012), but also on other previous studies.   

3.2.1. Drivers of Secondary Buyouts  

Macroeconomic market conditions and timing   

Generally, researchers agree that favorable equity and debt markets have a great impact on the chosen exit 

channels by the selling PE firms (Degeorge et al., 2015; Bonini, 2015; Wang, 2012; Achleitner & Figge, 2014; 

Jenkinson & Sousa, 2015). The consensus is that the availability of low-cost debt (“hot” debt markets) and/or 

“cold” equity markets will increase the attractiveness of SBOs for PE firms, and vice-versa. Both Degeorge et 

al. (2015) and Jenkinson and Sousa (2015) refers to these market conditions as windows of opportunity, in 

which PE-firms can time and take advantage of.  

Bonini (2015) found that the availability of low-cost debt increased the attractiveness of SBOs for experienced 

PE investors. He suggested that PE investors with high reputations exploits favorable debt market conditions 

by targeting steady cash-generating LBO companies, without any particular growth potential, that can afford 

these continued levels of relatively cheap debt, and still generate returns high enough to satisfy investors and 

build up a track record. 

Research by Wang (2012) suggests that SBOs are motivated by private equity firms trying to time the debt and 

equity market conditions, and referred to this as liquidity-based market timing. Specifically, he found that 

SBOs are more likely to occur when equity markets are “cold”. Moreover, he found that a favorable debt 

market indicates a greater ability for PE-firms to borrow and thereby invest in target companies, which has a 

positive impact on the likelihood of secondary buyouts. Again, this is supported by Jenkinson & Sousa (2014) 

who likewise suggests that capital market conditions are the most important determinant of the chosen exit 

channel, as PE-funds exploit the windows of opportunity that are open from time to time.  
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Structural incentives – sell and buy pressure  

Preferably, PE firms should hang on to their portfolio companies until the maximum payoff could be achieved. 

However, as mentioned in chapter 2, PE funds have a finite life and must eventually exit their portfolio 

companies, therefore the PE structure creates incentives to engage in SBOs. These structural incentives can 

create both selling – and buying pressure on PE sponsors. Arcot et al. (2015) argued that pivate equity funds 

are more likely to engage in SBO deals when they are under pressure to either invest or divest their capital.  

On the sell side, SBOs offer a convenient exit opportunity for PE funds needing to liquidate an existing fund 

or show activity to their LPs ahead of future fundraising and cannot sell via trade sale or IPO (Arcot et al., 

2015). Evers & Hege (2012) refers to this as the “forced seller hypothesis”, indicating that the closer a PE 

fund comes to its maturity, the higher the pressure to exit the portfolio company. This is supported by Jenkinson 

& Souse (2014) who argued that, if PE firms cannot perform an IPO shortly after the initial investment, they 

likely prefer to exit through a secondary buyout in order to keep their investment periods short. The objective 

is to realize high IRRs in order to facilitate future fundraising, even though it is not in the best interest of their 

investors. Wang (2012) found evidence suggesting that secondary buyouts are driven by PE firms’ liquidity 

demand changes, in which case they experience higher pressure to sell. Further, Arcot et al. (2015) found that 

PE-funds under pressure to sell exits at lower multiples and usually have shorter holding periods for these 

portfolio companies. Bonini (2015) explained that fund age can force an investment to be exited pre-maturely. 

Achleitner & Figge (2014) shared this view, as they argued that PE firms may find significant operational 

value creation potential in an SBO deal, if the first PE sponsors have been forced to sell the investment early.    

On the buy side, Axelson et al. (2009) suggests that the fixed investment period of PE funds leads to incentives 

for the general partner to burn money near the end of the investment period. When the investment period is 

over, the GP’s usually only earn management fees on the invested part of the funds committed capital. Thus, 

GP’s in a fund with unspent capital (“dry powder”) at the end of the investment period face some issues. First, 

if the GP’s do not invest they will not receive any fees on the remaining capital. Second, raising capital for a 

new fund is a lot more difficult if the existing fund still has a lot of unspent capital. Therefore, as the funds 

approach the end of the investment period, the GP has an incentive to invest in deals that are not necessarily 

in the best interest of the LPs. The advantage of SBOs, compared to primaries, are that they are easier and 

quicker to execute. Search costs are lower, and financing is believed to be easier as a result of the creditors 

already established knowledge of the target company (Arcot et al, 2015).  

Other studies have examined the impact of the pressure to buy on SBO activity, and deal – and fund 

performance (Arcot et al., 2015; Degeorge et al., 2015). Arcot et al. (2015) found that PE-funds under pressure 

to buy were more likely to engage in SBOs, and that these deals seem to be associated with lower value 

creation. Further, they found that buying pressure dominates selling pressure. These findings are supported by 

Degeorge et al. (2015), who tested what they call the ”money-burning hypothesis”, and found that SBOs 
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bought late in the buying funds investment period underperformed in comparison to SBOs bought early in the 

investment period. In addition, they found that SBOs bought early in the investment period perform as well as 

other buyouts. Finally, Jenkinson & Sousa (2015) found that SBOs tend to happen later in the life of the 

purchasing fund than the primary deals, which suggests that PE funds turns to SBO deals when they are unable 

to find good primary transactions.  

Reciprocity and collusion  

Another driver of engaging in SBO deals is that of reciprocity and collusion. Reciprocity appears when private 

equity firms are engaging in cooperative behavior with each other, where one fund agrees to buy a company 

from another fund to artificially boost returns or facilitate an exit. In a reciprocal manner, the selling fund will 

then be expected to support the buying fund in the future (Bonini, 2015). These situations most likely happen 

under adverse market conditions, such as the pressure to use unspent capital and/or pressure to exit portfolio 

investments (Bonini, 2015). Collusion is a very similar situation to that of reciprocity. According to Wang 

(2012), collusion is a result of the private equity industry being more closed and less/poorly regulated, and 

therefore not very transparent. The primary concerns about collusion are that PE-firms are trading bad assets 

among each other, and that assets are exchanged at above market prices in order to falsely boost returns (Wang, 

2012).  

Wang (2012) examined trade patterns in order to test the collusion motive, but he found no evidence for such 

behavior. Similar to Wang (2012), Bonini (2015) found no significant pattern of trading between the funds, 

but he did notice that top funds trade much more with each other than they do with smaller funds, and that 

these deals are traded at higher multiples and values. However, the results were not significant.   

Difference in PE-firm skill-sets  

Private equity firms are widely different in terms of age, size of capital under management, managerial style, 

reputation, previous experience, stage and industry focus (Cressy et al., 2007). Achleitner and Figge (2014) 

argued that PE sponsors can have different skill-sets and resources which can occur along several dimensions, 

namely, (i) size and geographic reach, (ii) business network, (iii) industry, and (iv) functional expertise. These 

differences in skill sets, resources and characteristics imply that a second financial sponsor may still be able to 

create operational value, regardless of all operational value creation potential having already been exhausted 

from the first buyout owner.  

Cressy et al. (2007) suggests that, compared to their competitors, specialized PE firms holds a deeper 

knowledge of their companies’ strengths and weaknesses and the competitive environment in which it operates. 

Therefore, these PE firms can select potentially superior performers and offer a more effective monitoring and 

advice when the target company has been acquired. Cressy et al. (2007) tests the impact of specialization 

between PE-firms on two dimensions, namely; 1) specialization in portfolio company industry, and 2) 
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specialization in the buyout stage of the portfolio company. They found that industry specialization had a 

significant positive effect on operating profitability in LBO portfolio companies, while buyout-stage 

specialization had no real impact.  

Another concern is if an SBO buying PE firm can bring any additional value to the portfolio company 

compared to that of the first private equity owner. According to Degeorge et al. (2015), a complementary skill-

set between the buyer and the seller can lead to additional value creation in the portfolio company. They test 

this assumption by analyzing the performance differences in SBOs on the basis of the educational backgrounds 

and career paths of the GPs of the PE funds. They found that SBO transactions between PE-firms with 

complementary skill sets generate significantly higher returns for buyers than if the firms have similar skills. 

For example, the first buyout owner could be specialized in cutting costs or make production more efficient, 

whereas the second buyout owner could be specialized in expanding operations (Wang, 2012).  

Bonini (2015) argued that PE-firm skills are most likely build up over time, which should make sponsors, with 

longer track records, able to outperform newer firms. Further, he argued that bigger PE-firms should provide 

portfolio companies with a better set of financing and growth opportunities, hence, the ability to generate 

superior performance. Finally, Jenkinson & Sousa (2015) argued that GPs are specialized differently in terms 

of buyout-stage. Some might focus on earlier stages of investment and other GPs on expansion or late-stage 

investments.   

Efficiency gains 

Wang (2012) argued that even if there are efficiency gains in the first buyout, it is still possible that there will 

efficiency gains in the second buyout. For instance, if the first PE firm exits pre-maturely before the full benefit 

can be captured, then the second PE firm can finish the efficiency gains started by the first owner and reap the 

benefits. Alternatively, as mentioned earlier, buyout firms may have different skill-sets that they can use to 

provide different type of value in the portfolio company. Wang (2012) found mixed evidence in support of the 

efficiency gains motive, but overall his results suggest that secondary buyouts do not improve the efficiency 

of the portfolio companies.  

Bonini (2015) argued that it is very difficult for SBOs to generate any incremental improvements, e.g. 

efficiency gains, in operating performance. Operating value can only be created through the implementation 

of new investments and strategies, such as international expansion, industry consolidation, changes in strategy 

or new management team constellations. Bonini (2015) found that there are no signs of incremental 

improvements in operating performance during the second-round buyout, and therefore he rejects the 

hypothesis that operating value creation can be the main driver of an SBO. Achleitner & Figge (2014) found 

that the operational performance, including efficiency gains, of SBOs suggest that they offer potential for 

operational improvements similar to other buyouts. Whereas, Evers & Hege (2012) found that PE firms in 
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LBOs are better at boosting sales than in SBOs, but that PE firms are better at improving operating margins in 

SBOs than in LBOs.  

Moreover, Jenkinson & Sousa (2015) found that target companies held for a shorter time by the first PE-firm 

have a better operating performance after the SBO transaction than portfolio companies held for a longer 

period. Thus, the holding period of the LBO is negatively correlated with the operating performance of SBOs.  

Finally, Achleitner et al. (2014) argued that PE-firms may decide to pursue an early exit of a target company, 

which leaves potential for further operational value creation. In addition to the idea of differing skill-sets 

between PE-firms as a driver for SBOs, Achleitner et al. (2014) identified a further driver for SBOs, as the PE-

firms may pursue a secondary buyout to continue the target company’s growth strategy. E.g. the focus of the 

primary buyout was on national expansion of the company, and an SBO was seen as an opportunity to begin 

international growth. In their study they found evidence that supported this idea, and that operational 

performance improvements are achievable in a SBO even if the skills and capabilities of the buying PE-firm 

are similar to those of the selling PE-firm. However, it should be noted that the study of Achleitner et al. (2014) 

was conducted as a case study, and nothing can therefore in general be concluded.   

4. Hypotheses development 

This section describes the development of the three hypotheses that will be tested in order to answer the 

research questions. The hypotheses will be established on the basis of the theory from the literature review.  

As mentioned in chapter 3, the research on operational value creation in secondary buyouts is very limited. 

Previous studies (Bonini, 2015; Achleitner & Figge, 2014) has been focused on the differences in operational 

value creation between LBOs and SBOs, whereas this study has a slightly different approach. This study will 

focus on the operational value creation in SBOs compared to non-PE-backed companies (peers), and other 

SBOs. Hence, the hypotheses will try to identify how different PE firm -  and general partner characteristics 

can contribute to the operational value creation in SBOs, in the Nordic region.        

The hypotheses will be written out on the basis of the theory and empirical findings identified in the previous 

chapter. For clarity, each of the three hypotheses will be complemented by a table showing the expected effect 

on the operating performance measures in SBOs. A classification of the characteristics tested in hypothesis 2 

and 3 will be presented in the next section.  

4.1. SBO ownership vs. non-PE-backed ownership  

The first hypothesis is mainly inspired by Jensen (1989), as I want to test whether PE-owned companies have 

higher operating performance than comparable non-PE-backed companies (peers), as an effect of the superior 

ownership structure. This hypothesis is also known as “The Jensen hypothesis” (Jensen, 1989), as he believed 
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LBOs would outperform other non-PE-backed companies in terms of operational improvements. If there is 

room for improvements in SBOs it could be viewed as evidence that PE ownership is a viable long-term 

governance structure as predicted by Jensen (1989). 

Cressy et al. (2006) finds that the operating profitability and growth of companies backed by PE firms are 

greater than that of comparable peers, which supports the arguments of Jensen (1989). This is similar to the 

results of most of the literature on post-LBO performance, such as Kaplan (1989a) Guo et at. (2008), Boucly 

et al. (2011) and Gaspar (2012). However, these tests analyzed operating performance in LBOs, whereas I 

want to analyze SBOs. Thus, my expectations for this hypothesis cannot solely rest on the “The Jensen 

Hypothesis”, but also have to consider the more recent SBO literature.   

Bonini (2015) finds that company operating performance is not meaningfully improved in an SBO compared 

to industry benchmarks, while there is a significant improvement during the first-round buyout. On the other 

hand, Achleitner & Figge (2014) finds that SBOs offer the same potential for operational performance 

improvements as other buyout types, in terms of both sales growth and margin expansion. Finally, Wang 

(2012) found that SBOs on average underperform their industry peers in terms of profitability, but that they 

significantly outperform in terms of growth (size) measured by growth in sales.  

Achleitner & Figge (2014) introduced the “low-hanging fruit” hypothesis in which they argue that a high level 

of operational improvements in the LBO adversely affect the level of operational improvements in the SBO. 

This is supported by Wang (2011), who argue that these operational improvements are more likely to come in 

the form of growth, since the efficiency measures will have been realized in the primary buyout. Thus, 

operational improvements are expected to be less in an SBO compared to the LBO, which challenges “the 

Jensen hypothesis”. However, they are still expected to be higher than for non-PE-backed private companies.  

Therefore, due to “the Jensen hypothesis” I expect SBOs to outperform their peers in terms of profitability. 

Further, I expect no difference in efficiency improvements due to the “low-hanging fruits” principle. Finally, 

I expect SBOs to outperform their peers in terms of growth due to the findings of Wang (2012).    

Hypothesis 1: SBOs will exhibit higher improvements in profitability, and higher growth rates, compared to 

non-PE-backed private companies 

Figure 4.1: Expectations for hypothesis 2 on operating performance measures and growth 

 

 

 

Hypothesis 1 Growth 

Measure ROA EBIT-margin ATO WCT Revenue growth 

Expected effect on SBOs Positive Positive No difference No difference Positive

Profitability Efficiency
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4.2. Size characteristics of PE firms 

In the second hypotheses, I analyze whether different characteristics between PE-firms can help explain 

differences in operational performance in SBOs. Achleitner and Figge (2014) argue that PE sponsors can have 

different skill-sets and resources which can occur along several dimensions, namely, (i) size and geographic 

reach, (ii) business network, (iii) industry, and (iv) functional expertise. In practice, it is often difficult 

distinguish between these dimensions, which forces researchers to use broader classifications. Therefore, I will 

focus my analysis on the size dimension of PE-firms.   

The second hypothesis is inspired by previous studies by Bonini (2015), Cressy et al. (2006) and Achleitner & 

Figge (2014) who all suggested that sponsor size can influence the operational performance in SBOs. I want 

to test the difference in operational performance changes between SBOs owned by large PE firms and SBOs 

owned by smaller PE firms.  

Bonini (2015) argued that larger funds will have the capital to provide target companies with a richer set of 

expansion and growth opportunities, which would be difficult for smaller PE firms. Further, Cressy et al. 

(2006) argued that larger sponsors have superior networking skills, which means that the better deals in this 

sense are more likely to be available to them, than to smaller PE firms. Naturally, larger PE sponsors engage 

in acquiring larger companies, and according to Achleitner et al. (2010) operational value creation is often 

driven by margin improvements in larger transactions.  

In accordance with the research presented above large sponsors are primarily expected to have a positive 

impact on revenue growth. Their impact on operational performance is less clear-cut, but some academics 

argue that large sponsors are experts in operating larger companies and therefore improve operating 

performance, both in terms of profitability and efficiency, as well. Therefore, I create the following 

hypothesize: 

Hypothesis 2: SBOs owned by large PE firms will exhibit higher operating performance and revenue growth 

compared to other SBOs. 

 

Figure 4.2: Expectations for hypothesis 2 on operating performance measures and growth 

 

4.3. General Partner characteristics 

The objective of the third hypothesis is to analyze whether different characteristics of the general partners 

involved in the transactions creates differences in operating performance in SBOs. The hypothesis is inspired 

by Acharya et al. (2012) and Degeorge et al. (2015).  

Hypothesis 2 Growth 

Measure ROA EBIT-margin ATO WCT Revenue growth 

Expected effect on SBOs Positive Positive Positive Positive Positive

Profitability Efficiency
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In accordance with Acharya et al. (2012) I follow the simple idea proposed by Gibbons and Waldman (2004) 

that task-specific learning-by-doing leads to an accumulation of human capital. Acharya et al. (2012) argue 

that deal partners with financial backgrounds (ex-bankers and ex-accountants) have learned skills via 

investment banking activities, and those deal partners with operational backgrounds (ex-consultants and ex-

industry managers) have learned efficiency and cost-cutting skills. They find that the career path of general 

partners strongly impacts the type of deals they are superior in: ex-consultants tend to outperform in terms of 

internal value-creation, while ex-bankers do well in mergers and acquisitions (i.e., buy-and-build strategies). 

Their analysis focuses on complementarities between PE-firms, and their findings suggests that an operation-

oriented PE firm will bring value to a company that has previously been owned by a finance-oriented PE firm, 

and vice versa. This is supported by the findings of Degeorge et al. (2015).  

My hypothesis is slightly different, I do not analyze the difference in fund complementarities, e.g. when target 

companies go from finance-oriented to operations-oriented PE-firms, but only consider the characterization of 

the deal-partner in the second-round buyout. Thus, the professional background of the deal partners in the first-

round buyout does not matter. Moreover, I do not consider the deal-strategies of the SBOs, so I do not analyze 

whether financial GPs imposes an M&A strategy (buy-and-build strategies), or if operational GPs imposes an 

internal operating value creation strategy.      

Following the findings of Acharya et al. (2012) and Degeorge et al. (2015) I expect SBOs run financial GPs 

to be performing better in terms of growth, as a result of the assumed M&A activity. On the contrary, I expect 

SBOs run by operational GPs to be performing better in terms of operating efficiency, as a result of the internal 

value-creation strategies.    

Hypothesis 3: SBOs operated by financial GPs will experience lower improvements in operating efficiency 

measures, and a higher growth rate, compared to SBOs operated by operational GPs.   

Figure 4.3: Expectations for hypothesis 3 on operating performance measures and growth 

 

 

4.4. Choice of proxies for hypothesis 2 and 3 

In order to test hypothesis 2, I have to characterize a large PE firm. To qualify as a large sponsor, a PE firm 

has to fulfil two things: 1) its all-time accumulated assets under management (AUM) have to exceed 5 Billion 

euros, and 2) it has to have raised at least one fund with committed capital of at least 2 Billion euros. This 

follows the idea of Boucly et al. (2011), who argue that large PE firms typically have raised between 3 – and 

5.6 Billion euros in AUM. I choose the high-end (5 Billion euros) of this range as the threshold to be considered 

Hypothesis 3 Growth 

Measure ROA EBIT-margin ATO WCT Revenue growth 

Expected effect on SBOs No diffrence No difference Negative Negative Positive

Profitability Efficiency
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a large sponsor. The second criteria are chosen to ensure that PE-firms that have many years of fundraising 

experience, accumulated AUM over a long period, but have no experience with raising large funds, are 

excluded from the sample. The PE firm is considered large from the point that both of these criterions are 

fulfilled, or if the PE firm has met the criterions for a majority of the holding period of the SBOs. The latter 

was the case for only two portfolio companies1. The PE firm classification can be found in Appendix 3.   

As some of the PE-firms are quite small I experienced problems with collecting fund size numbers for 9 of the 

PE firms. These PE sponsors combine for only 11 portfolio companies, and the lack of information suggests 

that these PE firms are small. Therefore, these 11 portfolio companies are categorized as small. This creates 

further issues in regards to the OLS linear regression, were fund size is added as a control variable. I deal with 

this issue by using average fund size of the non-large PE firms as a proxy for fund size for the 11 portfolio 

companies where there is lack of data.  

In order to test hypothesis 3, I need to characterize deal-partner background. Overall, I characterize deal 

partners as the general partner(s) (GPs) who is in charge of the deal. These will be classified into two groups 

determined by their professional background (career path). Deal partners can either have a financial 

background or an operational background, which is inspired by works of Acharya et al. (2012) and Degeorge 

et al. (2015). In order to perform this classification a number of rules were set-up. First, I divide deal-partner 

background into two groups: partners with an operational background is characterized as being either ex-

consultants or ex-industry managers. Partners with a financial background is characterized as being either ex-

bankers or ex-accountants. Second, it is the career background of the deal-partner in charge of the SBO that 

decides whether a general partner is characterized as having a financial background or an operational 

background.  

For some portfolio companies these rules were challenged. In cases were more than one GP were assigned to 

the portfolio company, I classified the background on behalf of the majority. In cases where GPs could not be 

traced to the specific SBO, I classified the background on behalf of the majority of all general partners in the 

PE-firm. 

5. Theoretical Framework and Study Design  

To analyze operational value creation in secondary buyouts and non-PE-backed private companies I use 

historical accounting data. A company consists of operating, investing and financing activities (Petersen & 

Plenborg, 2012, p. 68), in which the first is the main engine for value creation. Therefore, it is crucial to 

understand and identify the drivers of operating performance. In order to do so, I have used the DuPont model 

as a framework for breaking down the different components of operational value creation, and to determine 

                                                           
1 Haarslev Industries A/S and Inflight Services Europe AB 
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what accounting data was needed to measure these different components.   

 

 Figure 5.1: The DuPont model 

Source: Petersen & Plenborg (2012, p. 94), authors contribution. 

Even though I followed the framework of the DuPont model, I decided to use Return on Assets (ROA) as a 

proxy for Return on Invested Capital (ROIC) for a number of reasons. It would have been preferred to use 

ROIC as a measure of operating profitability in the sample companies, as it is considered the overall 

profitability measure for operations (Petersen & Plenborg, 2012, p. 94). However, it is not possible to analyze 

whether a company’s ROIC is at a satisfactory level without proper benchmarks (Petersen & Plenborg, 2012, 

p. 97), which are either ROIC for competitors or the weighted average cost of capital (WACC) for the 

company. First, measuring WACC is outside the scope of this thesis, as I am not interested in the financial 

activities of target companies. Second, in order to construct a sensible measure of ROIC, you would have to 

have access to detailed information on accounting items, such as footnotes, in order to accurately classify 

accounting figures. The financial data that I can obtain through the Orbis database do not provide these detailed 

information, and therefore I believe it would be nonsensical to measure ROIC and use it as a performance 

indicator. Thus, I will use ROA as a proxy for ROIC, and to better understand the underlying drivers of 

operational value creation I will break down the components of ROA into profit margin and asset turnover 

ratio. Profit margin will work as an additional measure of operating profitability, whereas asset turnover will 

work as a measure of operating efficiency.  

5.1. Operating profitability 

The profit margin describes the relationship between revenue and expenses, and is expressed as operating 

income as a percentage of revenue (Petersen & Plenborg, 2012, p. 107). It is attractive with a high profit 
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margin, since it, all else equal, positively impacts value creation. Petersen & Plenborg (2012, p. 107) uses Net 

Operating Profit after Tax (NOPAT) over revenue when measuring the profit margin. However, due to tax 

issues in PE owned companies I will use EBIT as a proxy for operating income instead of NOPAT.     

5.2. Operating efficiency  

The asset turnover rate expresses a company’s ability to utilize their assets. The measure is interpreted as to 

how many day’s capital is tied up in the company, or alternatively how much revenue is generated on each 

unit invested in assets (Petersen & Plenborg, 2012, p. 108). As with the profit margin, it is desirable to have a 

highest ATO as possible, since it positively impacts value creation. Petersen & Plenborg (2012, p. 108) uses 

revenue over invested capital to measure ATO, but do to the financial data limitations mentioned earlier (see 

section 5.), I will use total assets as a proxy for invested capital. In order to break down ATO further, I have 

included working capital turnover (WCT) as a second measure of operating efficiency. Working capital is the 

total capital needed to run day-to-day operations of a company such as inventories and receivables, and WCT 

expresses how well a company is utilizing its working capital for supporting a given level of revenue (Petersen 

& Plenborg, 2012, p. 154). 

5.3. Study Design 

This thesis is a quantitative research study that tries to measure and analyze the behaviour of a representative 

sample in order to generalize the larger population (O’Dwyer & James, 2014). The process of answering the 

research question has been deductive in nature, as I have followed the logic of proceeding from theory to 

empirical research (Eriksson & Kovalainen, 2008, p. 22). Thus, on the basis of existing theory and empirical 

research on secondary buyouts, I construct three hypotheses, which I test, and hereafter I try to determine how 

my empirical data findings relates to the existing knowledge. The majority of existing research on the effects 

of private equity ownership is conducted on LBOs, but with the increase in secondary buyouts, it is no longer 

appropriate rely only on these empirical findings. The purpose of this thesis is to contribute to the empirical 

research field on buyouts, by studying the operational value creation in secondary buyouts       

6. Methodology 

This chapter will present the methods used to answer the research question of this empirical study. The first 

section describes the data collection and the considerations made during the sample selection process. The 

second section considers issues in regards to the use of accounting data. This is followed by a third section that 

elaborates on the measures used to test operational performance and growth, and the construction of peer 

companies, and finally, presents the statistical methods applied for testing the three hypotheses.  
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6.1 Data Collection  

This section will describe the data- and sample collection process, and the choices made in regards to this 

process. The sample of this study will consist of financial data on Nordic target companies that have gone 

through two consecutive PE ownership periods, and information on PE firm and fund characteristics of the 

secondary buyout owners. The Nordic region was chosen as the geographical scope for various reasons. Firstly, 

the SBO activity in the region has increased significantly after the financial crisis, and the share of deals 

completed in the Nordic region has increased compared to other big European buyout markets, as described in 

chapter 2. Secondly, the Nordic region is often referred to as one market with companies active in relatively 

comparable economic and accounting environments, which makes the four countries suitable for comparison, 

despite the fact that Sweden is by far the most mature buyout market. Thirdly, there is only a very limited 

amount of research that has focused on the Nordic buyout market, and the ones that have, have only analyzed 

the Swedish market (Bergström et al., 2007; Strömberg, 2013).  

One of the main difficulties when studying private equity industry is the limited availability of data and the 

lack or incomplete disclosure of information (Jenkinson & Sousa, 2015). Because private equity backed 

companies are privately held they do not have the same obligations regarding the disclosure as publicly traded 

companies. This is particularly problematic for privately held U.S. companies as it is not mandatory for these 

companies to disclose any form of financial reporting (Cumming & Walz, 2010). In contrast, privately held 

companies in Europe are legally obligated to file accounting statements publicly and therefore at least disclose 

a balance-sheet, a profit and loss account, and a few explanatory notes. This is why most LBO research is 

conducted on European companies, as the date is more easily accessible (Jenkinson & Sousa, 2015). 

Despite the easier access to accounting data in European companies due to increased transparency in the private 

equity industry in recent years, some information is still difficult to attain. It remains particularly difficult to 

access firm and fund characteristics, and deal specific information. First, information on fund size has primarily 

been collected from the PE firm’s websites and Palico (2016), which is an online marketplace for the private 

equity community. Second, Information on general partners has primarily been obtained from the PE firm’s 

websites, but in some cases I had to rely on LinkedIn (2017) and Bloomberg (2017). Financial data applied to 

measure operating performance has been collected from annual reports and databases. In syndicated deals, I 

refer exclusively to the lead investor because it is expected to exert a primary role and influence, driving the 

decision making of the consortium, as well as structuring and timing the deal. The lead investor is identified 

as the PE firm that, at the date of the buyout, was explicitly mentioned as syndicate leader, or held the largest 

equity stake of the acquired company.  

6.1.1. The Sample Selection Process  

The SBO transactions used in this thesis was collected using two M&A databases; Mergermarket and Zephyr, 
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in which the latter is published by Bureau van Dijk. The Mergermarket database was the primary source of 

data, whereas Zephyr was used for cross-checking and validating information. The initial list of SBOs from 

the Mergermarket database contained 345 transactions from 2000 to 2016, with target companies spread across 

Denmark, Finland, Norway and Sweden. After collecting this initial sample, the data set was manually 

screened with three new criterions; Firstly, transactions had to match my definition of a secondary buyout, 

secondly, SBOs had to be exited, and third, sufficient financial information had to be available.   

Before continuing with the sampling and data collection, it is important to define a secondary buyout: “A 

secondary buyout is a leveraged buyout in which both the seller and the buyer are private equity firms that 

has a controlling stake in the target company”. The Mergermarket, which included the initial sample of 345 

transactions, included some deals that could not be matched with this definition. The initial sample included 

venture investments, minority investments, mezzanine capital, and in some cases tertiary buyouts. Tertiary 

buyouts do to some degree match the definition of a secondary buyout, but the difference is that the target 

company is sold from the second PE firm to a third PE firm. Tertiary buyouts were therefore excluded from 

the sample. Other deals that did not match the definition of a secondary buyout were manually screened out, 

as these could ultimately have biased the final results. After unqualified transactions, had been screened out, I 

ended up with a pure SBO sample of 159 deals.  

The next step was to screen SBOs out of the sample, or companies that had gone through two consecutive PE 

ownerships and had been exited by the second PE owner. This left left me with only 59 portfolio companies, 

hence the sample size was critically reduced. As I found that a sample size of 59 potentially not to be 

sufficiently large enough to test my hypothesis, especially the more specific hypothesis, I decided to increase 

the sample size by adding back portfolio companies that had not yet been excited. Therefore, I turned to 

previous research, to see how other researchers had dealt with this issue. Achleitner and Figge (2014) used 

both realized and non-realized buyouts with a median holding period of 3.4 years in their sample, as they 

likewise study operational performance in buyouts. Wang (2012) used four financial years including the 

transaction year (SBO+3) as a proxy for the SBO holding period, whereas Bonini (2015) used three financial 

years including the acquisition year (SBO+2). Bonini (2015) was inspired by Kaplan (1989b), Kaplan and 

Stromberg (2009) and Guo et al. (2008), who all find strong evidence that most of the performance change in 

buyouts is achieved during the first two years after the buyout, including the transaction year. With the 

inspiration from earlier research I chose to follow the same approach as Bonini (2015), and use a minimum of 

three financial years (SBO+2) for a not-exited portfolio company to be added back into the sample. By adding 

back all SBOs with a minimum of three years of financial reports I was able to increase the sample size to 114 

target companies.  

The last step in the screening process was to gather sufficient financial data from the target companies. After 

conducting this process, it was evident that complete accounting data was available for 100 of the 114 
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companies, and their control company. Thus, after going through the three steps of the screening process, I 

ended up with a final sample of 100 target companies that had experienced two consecutive PE ownership 

periods. When testing hypothesis 3 i had to discard two SBOs as i could not find information on general 

partners, and as a result the sample consists of 98 SBOs. Additionally, I found a matched peer company for 

each of the 100 SBOs. This process is explained in detail in section 6.3.3. All the financial data was collected 

from ORBIS and is denoted in USD, since this was the standard currency.  

 

Figure 6.1: Sample selection process 

       

6.1.2. Determining the relevant years of the observations  

The list of SBOs derived from Mergermarket includes the completion date of all transactions, which provides 

information on the exact entry and exit dates of each SBO deal. This allows for consistency throughout the 

data sample, and made it possible to construct accurate reference points that defined what year the financial 

data needed to be obtained from. Since I investigate the SBO period of target companies I naturally use two 

reference points: SBO-1 and SBO exit. This enabled me to analyze change in operating measures from the last 

fiscal year before the SBO entry (year – 1) to the exit of the SBO. Hence, I evaluate the operating performance 

over the entire holding period of the portfolio companies according to the approach of Guo et al. (2008) and 

Freelink & Volosovych (2012). The rule that I put forward states that if the transaction is completed in the first 

half of the year, i.e. before July 1st, I have used the accounting data from the accounting year before the 

transaction, T-1, and correspondingly I have used the accounting year T, if the completion date is in the second 

half of the year, i.e. from July 1st and on.  

The literature on buyouts is split between whether to include the transaction year or not. Kaplan (1989a) does 
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not include the transaction year in his analysis, as he insists that the operational performance measures will be 

biased downwards because of buyout-related fees and inventory write-ups (see section 6.2.2.), and therefore 

nonsensical. However, Bonini (2015) argue that most of the performance change is achieved during the first 

two years after the buyout, including the acquisition year. In order to decide what accounting year to use I 

decided to combine these two different views. First, I use financial statements from the year before the SBO 

for transactions completed in the first half of the year, according to Kaplan (1989a). Second, for deals 

completed in the second half of the year I have used the transaction year as the year of entry, according to 

Bonini (2015).  

This was done in order to capture the total change in operational performance in the portfolio companies over 

the entire SBO ownership period. That objective was almost fulfilled, since the timing difference between the 

transaction and the accounting period is six months at the most. It was also necessary in order to calculate the 

changes in ROA and efficiency measures as they were computed using average assets. Moreover, the use of 

average assets forced me to go back two accounting periods from the entry year (T-2) when measuring ratios 

including items from the balance sheet, in order to construct operating measures from the last fiscal year before 

the SBO entry.  

For some observations, I had to use an adjacent year as a proxy for my transaction year, since accounting data 

was not available. Proxies were used when 1) if the observation had not been excited or was excited in 2016 

or 2017, I used the last available annual report as the exit data, 2) if the financial data was not available for the 

year of the transaction, I used data from an adjacent year to avoid having to omit the deal.      

6.2. Accounting Data  

All accounting data has been collected from the Orbis database, published by Bureau van Dijk, which is a 

commercial database with financial data for European companies within the period 1995-2015. All financial 

data is gathered in the Global Standard Format2. This format is a standardized template, which makes it easier 

to compare companies across accounting principles. I preferred to rely on one source for collecting financial 

data to ensure consistency and thereby heightening the quality of the analysis. I also used company web-sites 

and online annual reports, when accessible, to crosscheck accounting information on some companies.   

Petersen & Plenborg (2012, p. 65) argue that it is important that information obtained from financial ratios do 

not contain ‘noise’ when analyzing financial ratios over time and between companies. Hence, financial ratios 

must faithfully represent a firm’s underlying performance. Not controlling for sources of noise prior to 

calculating and analyzing financial ratios could lead to misinterpretations. This ‘noise’ could come from 

changes and differences in accounting policies, special items, acquisitions and disposal of lines of business 

                                                           
2 Accounting data could be collected in different formats from Orbis, but I chose the Global Standard Format.  
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and changes in the company's’ risk profile. In this section, I will elaborate on a few issues one has to consider 

when using accounting data to analyze the operational performance changes of portfolio companies. The 

company ID’s for the financial statements applied is listed in appendix 1. 

6.2.1. Consolidation of financial accounts and policies  

It was important to consider whether to collect accounting data from either, or both, consolidated or 

unconsolidated accounts for each sample company. The PE firms are well known for restructuring and 

simplifying their acquired target company after a buyout. This is done by forming a holding company, in which 

they consolidate the financial accounts of the target company (Wang, 2012). However, even though the use of 

consolidated accounts would be most ideal, access to these accounts was limited. The existing literature 

approaches this issue in different ways. Wang (2012) stresses the importance of using only consolidated data, 

which he claims is essential to evaluate performance of a buyout. However, she acknowledged that if the final 

sample is restricted to firms with consolidated statements, it is possible that 

the sample is not representative of the market. Gaspar (2012) argues that both consolidated and unconsolidated 

accounts can be used, whereas Evers and Hege (2012) argue that since LBOs are structured in a way such that 

part of a target company’s debt is placed in the holding company, using unconsolidated accounts could 

potentially overestimate the net earnings of a portfolio company. However, this issue can be overcome by 

using operational earnings in the form of EBITDA and EBIT instead of net earnings (see section 6.3.1.). The 

tendency of private equity firms to form new holding companies when acquiring a target further complicates 

the issue of obtaining consolidated accounts when analyzing companies that have gone through two 

consecutive PE ownership periods. Hence, it was necessary to match different consolidated accounts for the 

same portfolio company, as they had changed accounting entity after a buyout. This was done manually by 

tracing each target company through a variety of variables, such as financials, company name, company ID-

number, websites, trade descriptions and owners. Although consolidated accounts were preferred, these were 

not always available and therefore I follow the idea of Gaspar (2012) and used both consolidated and 

unconsolidated financial statements. For observations where consolidated accounts were not accessible, the 

use of unconsolidated accounts were used instead as long as they were used consistently throughout the SBO 

period.    

Furthermore, I had to consider the issue of changing reporting standards over time, as it is important to separate 

the effect of changes in accounting policies from changes in the underlying operations across time (Petersen 

& Plenborg, 2012, p. 65). Most of the companies in the sample used local GAAP reporting standards, while a 

few of them applied IFRS. This is in line with the arguments of Cumming & Walz (2010) who found that 

European companies, since 2007, increasingly adapted their financial reporting to the IFRS standard, which is 

closer to the idea of fair value accounting. This can be problematic when comparing across time and between 

firms, making accounting figures will be inconsistent, but it is difficult to adjust for. However, I am aware of 
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the potential limitation.  

6.2.2. Issues regarding M&A activity 

It was important to consider possible complications, or issues, regarding M&A activity. When choosing to 

examine operational performance through financial ratios, two issues arise from M&A activity: 1) add-on 

acquisitions and 2) recognition of goodwill. 

First of all, a source of noise in a time-series analysis is the impact of mergers, acquisitions and disposal of 

business units on financial ratios. Add-on acquisitions are particularly relevant, as many private equity firms 

use these as an important source of value creation. The strategy is to improve the overall operational 

performance of the portfolio company by acquiring, or merging with, new business units. The addition of new 

business units, during the holding period, might change the operational characteristics of the target company, 

which makes it more difficult to compare financial ratios over time. For example, if a target company has 

acquired a new business entity with another risk profile than the existing business, changes in profitability may 

be because of the acquired business unit and/or due to changes in the original business (Petersen & Plenborg, 

2012, p. 65). This reduces the informational power of the financial ratios. This issue could be overcome by 

making pro-forma adjustments, e.g. subtract the added sales and assets that arise from the M&A activity. 

However, I chose not to do so for a number reasons. Firstly, following the arguments of Bergström et al. 

(2007), add-on acquisitions are a key source of operational value creation in the private equity process, and 

growth in assets will be opposed by a similar growth in returns, all else equal. Secondly, mergers and 

acquisitions are not only a tool used by private equity owners, as it is assumed that the non-PE owned peer 

companies, at least to some degree, will engage in this activity as well.    

The second issue arises from goodwill recognition, as a result of the price premium paid to acquire the target 

company. This will increase the intangible assets of the acquired company as they are re-valued to purchase 

price (Bergström et al. (2007). This will in particular inflate assets in the SBO entry year, and consequently 

could have a negative effect on operating performance, as the asset turnover ratio will be downward biased. 

Barber & Lyon (1996) argue that since balance sheet figures are measured at historic cost, and not at current 

prices, performance measures scaled between the income statement and the balance sheet can be biased when 

sample company acquires or sells assets late in the year. Hence, the asset base used to measure operational 

performance is not the same as the asset base used to create the operational returns. This mean that assets 

acquired late in the year will increase the asset base, but not create any additional returns. Consequently, this 

would lead to a downward bias in operational performance measures for sample companies at SBO entry. 

Barber & Lyon (1996) suggest that the historic cost problems of assets can be overcome by using market value 

of assets instead. This is done by replacing book value of equity with market value of equity, but in order to 

get market value of equity the company in research would have to listed on a stock exchange. This is not the 

case with private equity owned companies, and therefore using market value is not an option.  
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Another way to minimize the issue of historical costs is to use average figures as the balance sheet is dynamic 

and constantly changing (Petersen & Plenborg, 2012, p. 96). I have chosen to follow this approach, and have 

taken the average of the beginning and ending balance sheet figures when computing performance measures. 

However, Petersen & Plenborg (2012, p. 96) argue that the average method might provide noisy measures of 

performance if there is an extraordinary high investment – and divestment activity. In this case, you might as 

well use the end of year figures. Further, it forced me to gather financial accounts for an additional fiscal year 

around the SBO entry (T-2), in order to calculate performance measures at T-1. The average method was used 

since the advantage of a more accurate picture of the asset base was believed to be higher than the 

disadvantages.   

6.2.3 Accrual-based accounting  

Finally, the use of accrual-based accounting figures, such as operating income and earnings from the income 

statement, presents some potential issues. The problem is that these figures can be prone to earnings 

manipulation by management (Barber & Lyon, 1996; Petersen & Plenborg, 2012, p. 47). This implies that 

management can manipulate financial figures, such as operating income, which can be both downward or 

upward biased. This is relevant in a private equity context, since the private equity firm will be looking to 

boost the operating metrics of their portfolio companies just prior to exits (Chou et al., 2006). This issue could 

be overcome by using cash flow based measures to analyze performance, since they are not believed to be 

equally as sensitive to earnings manipulation. However, a commonly overlooked problem with cash-flow 

based measures is that they too can be manipulated by management (Petersen & Plenborg, p 54). Moreover, 

during their research, Barber & Lyon (1996) found out that test statistics based on a cash-flow measure of 

operating performance are significantly less powerful than those based on accrual accounting. I therefore 

acknowledge the potential presence of the earnings management issue, but realize that it is very difficult to 

adjust this problem.  

6.3. Measuring Operational Performance and Growth 

According to Barber & Lyon (1996) researchers must make three choices when studying operational 

performance in an empirical context. First, the researcher needs to select a measure of operating performance. 

Second, in order to measure the actual performance, a benchmark needs to be determined. Third, an appropriate 

statistical test must be selected to analyze the strength of the measure. This section will follow these three steps 

in order to make the research design as strong as possible.  

6.3.1. Selecting Operating Performance Measures  

This section will review the considerations that were made in the process of choosing the final set of operating 

performance and growth measures. The DuPont model has been used as an inspirational framework for 

studying operating performance (see chapter 5).   
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Operating profitability  

Two measures of operating profitability are commonly used within the research on operational performance 

in buyouts: 1) earnings before interest and tax (EBIT) and 2) earnings before interest, tax, depreciation, and 

amortization (EBITDA). The rationale for the use of these two accounting measures is that they both are 

believed to be closer to a firm’s cash flow from operations than, for instance, net earnings (Petersen & 

Plenborg, 2012, p.58). This thesis follows the example of other researchers and uses EBIT as the main measure 

of operational profitability (Bonini, 2015; Cressy et al., 2006; Wang, 2012; Evers & Hege, 2012). As 

mentioned above, I could have used EBITDA, which is an equally as popular operational measure in the 

literature (Jenkinson & Sousa, 2013; Achleitner and Figge, 2014; Gaspar, 2012). EBITDA is useful for 

estimating a company’s cash flows, by not including depreciations and amortizations, which ultimately 

determines the value of a company. This makes EBITDA a very suitable measure in a private equity context, 

as cash flows are very important to pay down debt, which is crucial in a leveraged buyout setup (Butler, 2001). 

However, by not including depreciations and amortizations, you exclude a significant portion of a company’s 

costs from its operations. Depreciation is a proxy for the use of resources (e.g. property, plant and equipment) 

that is needed to generate revenue and ultimately earnings. Thus, EBITDA includes the benefits (revenue) 

from those resources but excludes some of the related costs (Petersen & Plenborg, 2012, p. 58). Furthermore, 

using EBITDA makes it difficult to compare companies that grow organically with companies who are 

growing through acquisitions. Companies that are creating goodwill internally must expense those goodwill 

outlays due to measurement problems, whereas companies who acquire other companies or activities must 

capitalize goodwill, while the goodwill impairment losses are not recognized in EBITDA (Petersen & 

Plenborg, 2012, p. 58). In addition, information about the portfolio companies’ depreciation and amortization 

details were not available from the Orbis database. This is why EBITDA was not used in this analysis and 

EBIT instead used as a proxy for operating income. 

Computation of performance measures      

A financial ratio analysis makes it possible to compare companies’ financial ratios across multiple periods 

(time-series analysis), or across companies within the same industry (cross-sectional analysis) (Petersen & 

Plenborg, 2012, p. 63). I perform a cross-sectional analysis in which I compute financial ratios that measure 

operating performance and growth. In order to compute these ratios, I must scale a variety of financial 

variables.  

In the existing literature, performance measures have been scaled with different figures, such as total assets, 

operating assets and sales (e.g. Kaplan, 1989a; Wang, 2012; Bonini, 2015). I will primarily be using total assets 

as the measure I scale by. The advantage of using EBIT to total assets, as a measure of operational performance, 

is that it takes the productivity of assets into account, e.g. the company’s ability to increase operating income 

without changing the asset base (Barber & Lyon, 1996). However, a disadvantage of using total assets is that 
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it reflects all of the company’s assets and not just the assets invested into operations, but financial assets as 

well (e.g. cash and equivalents) even though operating income does not include the interest from these financial 

assets (Damodaran, 2007). Thereby, the use of total assets could very likely understate the true performance 

of a company’s operating profitability. Bonini (2015) surpassed this problem by scaling EBIT with ‘economic 

assets’ instead of total assets to form a return on investment ratio. He defined ‘economic assets’ as ‘total assets’, 

less ‘cash and equivalents’, and less ‘trade and other operating creditors’, and thereby applying net assets 

invested in operations. This would be a more accurate measure of performance, but since I used the accounting 

figures from Orbis I was not able to obtain such detailed accounting data, and therefore I could not compute 

this ratio.   

To circumvent the drawbacks associated with the use of total assets as a scaling measure I also decided to use 

operating revenue (sales) as a measure to scale by. By using this, I overcome the non-operating issues in 

relation to total assets, since both the denominator and numerator comes from the company’s income statement, 

which makes them more appropriately matched (Barber & Lyon, 1996). The main disadvantage of using the 

EBIT to operating revenue is that it does not directly account for the productivity of assets, as would be the 

case with total assets. E.g. a firm changes its operations to increase its operating revenue (and operating 

income) without increasing its asset base. If successful, this firm has increased the productivity of its assets, 

but there would be no change in EBIT scaled by operating revenue, given that both would increase 

proportionally (Barber & Lyon, 1996). Finally, for the purpose of analyzing operating efficiency, I will scale 

operating revenue by total assets and working capital. 

Accounting regulations and policies  

Accounting policies may vary across firms for a variety of accounting items, which can affect performance 

measures, and should normally be adjusted for in order to accurately compare companies. When applying 

EBIT as part of the financial ratio analysis you especially have to be aware of the accounting item Non-

capitalization of expenses (Petersen & Plenborg, 2012, p. 401). Some companies use a liberal accounting 

policy and capitalize development costs, while others use a more conservative accounting policy and expense 

them. Thus, if development costs are capitalized by some companies but not by others, corrections have to be 

made. The issue can somewhat be overcome by using EBIT, but there might still be significant differences in 

reported EBIT between capitalizing – and non-capitalizing firms, due to differences in depreciation schemes 

(Petersen & Plenborg, 2012, p. 402-403.). This could have an impact on performance measured as change in 

EBIT-margin, but this will be offset by the increase in assets reported through ATO (Petersen & Plenborg, 

2012, p. 402). However, adjusting for these differences is out of the scope of this thesis.    

Negative values  

The existing literature mentions one more issue when measuring operational performance. This is in regards 

to negative values, when assessing growth rates. The issue arises when applying compounded annual growth 
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rates (CAGR) as measure of operational performance. Barber & Lyon (1996) argue that researchers should 

discard firms that experience losses over the considered sample period, since changes in performance measures 

would be nonsensical. However, discarding companies with poor performance would create other problems. 

First, it would lower the sample size which would diminish the power of statistical tests. Second, it could lead 

to an upward bias in test statistics, as the poor performers would be omitted. However, since it would reduce 

my sample size significantly I have decided not to discard observations with negative values. In order to deal 

with this issue, I will compute yearly average change measures. This is done by subtracting the ratio one year 

prior to the buyout from the ratio at exit for each SBO, which imply that the changes between entry and exit is 

measured as either differences between percentage points (ROA and EBIT-margin), or differences between 

turnover round improvements (ATO and WCT). This method has the benefit that it does not force me to discard 

any observations, which would have been the case if i instead computed compounded annual growth rates.  

However, in the case of WCT I ran into additional issues in relation to negative values, since negative working 

capital is not necessarily a sign of poor efficiency by a company, but in fact can be a sign of great improvement 

in terms of cash generation (Panigrahi & Chaudhury, 2015). Therefore, I decided to measure the changes in 

WCT on an absolute basis, which means that I will not consider whether the ratio goes from positive to negative 

working capital but will solely interpret changes in WCT as the changes in the turnover of absolute working 

capital.              

6.3.2. Operating performance measures and Growth  

In order to thoroughly analyze the operational value creation and growth in SBO target companies compared 

to non-PE-backed companies and other SBO target companies, I will focus on the two main categories of 

measures; profitability and efficiency in accordance with the DuPont-model. Additionally, I will focus on 

analyzing growth in portfolio company size.  

Profitability  

Differences in profitability will be tested by analyzing ROA and EBIT-margin. ROA will be constructed by 

scaling EBIT on total assets, and it is suitable as it combines profit margin and asset turnover into one overall 

profitability measure. ROA is an indicator of how profitable a company is relative to its total assets 

(Damodaran, 2007), and is also used by other researchers, such as Kaplan (1989a), Cressy et al. (2007) and 

Wang (2012). ROA is typically measured using operating income after tax (Damodaran, 2007), but I prefer to 

use EBIT as I do not want my measure to be obscured by tax considerations, which in particular could become 

an issue in a private equity context. 

EBIT-margin will be used as a proxy for profit margin, and is computed by scaling EBIT on revenue. The 

EBIT-margin is suitable, as it includes both the revenue of operations and the cost of doing these operations 

such as cost of goods sold, sales and distribution expenses, and administrative expenses (Petersen & Plenborg, 
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2012, p. 107-113). Thus, it looks at the revenue and expense relation.   

Efficiency  

The measures used to analyze the changes in operational efficiency in the SBO target companies and non-PE-

backed companies are asset turnover ratio (ATO) and working capital turnover ratio (WCT).  

Asset turnover ratio (ATO) 

ATO express how efficiently a company is deploying its assets in generating revenue. ATO is interpreted as 

number of turnovers improved on a yearly average, and it is calculated by dividing revenue with total assets. 

Thus, the higher the ATO the more efficiently is the company run. Since total assets is included in the measure, 

ATO is prone to have issues with historical costs as discussed in 6.2.2. Therefore, the interpretation of the 

measure has to be done carefully, as the operating efficiency in entry years may be downward biased because 

of the write-up in goodwill as a result of the acquisition premiums.  

Working capital turnover (WCT) 

Working capital turnover expresses the relationship between the money that funds operations and the revenue 

generated from these operations. Petersen & Plenborg (2012, p. 154) defines working capital as inventory, plus 

receivables and prepaid expenses, less operating liabilities, which they believe best reflects operating 

efficiency, hence the total capital needed to run day-today operations of a company. In line with this, I have 

applied the working capital figure provided by Orbis, which is defined as stock (inventory), plus debtors 

(receivables), less creditors (operating liabilities). WCT will be interpreted as number of turnovers improved 

on a yearly average, and is calculated by dividing revenue with working capital. Moreover, since working 

capital is scaled to revenue the company will not be punished for any working capital change that is a result of 

increased revenues as working capital will usually increase with sales (Petersen & Plenborg, 2012, p. 147). 

The higher the WCT ratio of a company the more efficiently it is run.  

The issues regarding negative values, as discussed in the previous section, are especially a problem when it 

comes to working capital turnover, since working capital can be negative. This would make the measures 

nonsensical to interpret. Therefore, I had to make all observations absolute, which makes it impossible to detect 

improvements where companies are going from positive to negative working capital as a result of better 

operating efficiency.   

Growth (size) 

Growth in revenue will be used as a proxy for growth.  Revenue growth is calculated using CAGR as described 

above. Petersen & Plenborg (2012, p. 94) argue that revenue is an important indicator of operational 

development since it shows the portfolio company’s ability to increase market share based on its product and 
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price mix. However, this should already be shown through the profit margin (EBIT-margin) and ATO. 

Therefore, revenue growth serves as a measure for analyzing how target companies grow during the SBO 

period, inspired by Boucly et al. (2011) and Wang (2012). Hence, it is used as a measure of growth in company 

size, and not as a measure of operating performance.  

Measuring change 

Barber & Lyon (1996) found that using change in operational performance instead of absolute level of 

operating performance yields more powerful test statistics. Therefore I have used two different change 

measures to analyze operating performance and growth. For revenue growth, I have used compounded annual 

growth rate (CAGR), since this is not influenced by negative values as explained above. To measure change 

in ROA, EBIT-margin, ATO and WCT, I have applied yearly average change calculations, since all of these 

measures are financial ratios that have been scaled. This alleviates the problem with negative values. ATO 

could have been calculated using CAGR, but in order to have consistency between the measures of efficiency 

I chose to calculate the yearly average change.  

The formula for calculating CAGR:  

𝐶𝐴𝐺𝑅 = (
𝐸𝑛𝑑𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒

𝐵𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒
)

1
# 𝑜𝑓 𝑦𝑒𝑎𝑟𝑠

− 1 

 

The formula for calculating yearly average change measures:  

𝑌𝑎𝑣𝑔𝑐ℎ𝑔 =  (
𝐸𝑛𝑑𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒 − 𝐵𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒

𝐸𝑛𝑑𝑖𝑛𝑔 𝑦𝑒𝑎𝑟 − 𝐵𝑒𝑔𝑖𝑛𝑛𝑖𝑛𝑔 𝑦𝑒𝑎𝑟
) 

6.3.3. Computing peer companies  

In order to address whether sample companies are performing unusually well or poor, one has to specify the 

expected performance in the absence of an event, in this case the secondary buyout, thereby providing a 

benchmark against which sample firms can be compared (Barber & Lyon, 1996). They argue that some of the 

cross-sectional variation in operating performance can be explained by an industry benchmark, and this 

reasoning applies in my research as well.  My objective is to analyze the performance of companies given the 

event of a Secondary Buyout, and thereby detect what operational improvements that can be attributed to the 

secondary PE ownership. To do so I must control for the economic environment surrounding the target 

company, in terms of both industry, country and time.  

In order to analyze the operational performance, each of the SBOs has been assigned a peer company. This 

was done by manually searching for suitable companies in the Orbis database. To ensure that the most accurate 
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peer company was selected for each SBOS, five criteria’s where set up:  

1. The peer company’s operating revenue should be within one third and three times the revenue of 

the SBO company at start of the holding period (entry year).  

2. Peers have to be from the same country as the SBO company. 

3. Peers have to have the same four digit NACE code as the PE owned portfolio company. 

4. Accounting data has to be available from the same period as for the SBOs.       

5. Peers are private companies who is not PE owned during the given SBO period.  

 

First, I wanted to compare each target company to a control company from the same country, since this would 

cancel out the effect of the economic environment related to the specific country.  

Second, I wanted to cancel out abnormal performance caused by specific industry effects on operational 

performance. I chose to use the four digit NACE Rev. 2 industry classification codes as a matching criterion, 

which follows the approach of Cressy et al. (2007). Barber & Lyon (1996) argues that there is an obvious 

trade-off in between using either two-digit or four-digit matching. Thus, the researcher must decide to either 

include more firms in the control group (two-digit matching), or include fewer firms but firms that are more 

closely matched on industry (four-digit matching). Since I have chosen to apply a peer company instead of a 

peer group of companies, I preferred the four-digit industry matching.         

Third, I wanted to screen peer companies in terms of size, since research by Fama and French (1995) 

documents that small firms, on average, have lower earnings scaled by book value of equity compared to larger 

firms. Therefore, I followed the same approach as Cressy et al. (2007) and Bonini (2015), and used revenue as 

a proxy for size when screening for peers. I matched companies with a range of one third to three times the 

revenue. The revenue was matched at the entry of the SBO. One concern with matching revenue at the SBO 

entry is that the size (revenue) of the peer company might start to deviate too much from the target company 

as it develops throughout time, making them non-comparable. Thus, this is considered a minor issue since I 

only analyze the second buyout period, which lowers the potential for size deviations.  

Further, during their research on the power of test statistics based on different methods of matching strategies, 

Barber & Lyon (1996) found that test statistics are more powerful when the sample company and the control 

group, in addition to industry, is matched with the same pre-event performance. The idea behind performance 

matching is to adjust for the mean reversion in accounting data which reflects a transitory component of 

operating income. The transitory component can be attributed to accounting methods, e.g. manipulation of 

accounting figures, nonrecurring income or expenses, etc. which influences operating income. These 

temporary components can distort the analyses of operating performance. For example, if a firm performs well 

before an event, in this case the year before the SBO, the tendency for mean reversion might lead the researcher 
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to conclude that the firm subsequently performs poorly, when in fact the accounting measure of performance 

is just reverting towards its mean in a predictable manner. Over time, the return on assets will revert towards 

a population mean as the temporary component disappears/dissipates. This matching method has been adopted 

by a number of LBO researchers such as Guo et. al (2008) and Boucly et. al (2011). However, I decided not 

to use pre-event performance matching in my research. Instead, I follow the approach of Bonini (2015), as I 

likewise believe that a country, industry, size and year matching method is a sufficient matching strategy. As 

Bonini (2015), I use two things highlighted by Barber & Lyon (1996) to argue my cause: 1) performance 

matched methods perform as well as size-matched methods in samples of unusually small firms, which is the 

case with a majority of target companies, 2) the majority of my performance measures are computed as change 

measures, which yields test statistics that are both well specified and powerful.  

Fourth, I wanted to control for the year aspect by comparing each sample company with a peer company over 

the same years. Finally, I wanted to compare the target companies with private non-PE owned companies, 

since part of my study was to analyze the difference in operational performance between these two groups.  

In some cases, not all criteria’s could be fulfilled, and deviations from the matching strategy had to be made. 

For this I developed a pecking-order for how to violate the criteria’s.  First the revenue range was adjusted 

upwards or downwards. Second the country criterion was adjusted to include the whole Nordic region. Third 

the NACE code was adjusted to the three or two-digit level. Criteria (4) and (5) could not be violated. In two 

cases3 I had to violate two criteria’s. The first involved the Swedish healthcare company Aleris AB, for which 

criteria (1) and (2) where adjusted in order to fulfill the other three criteria’s, and especially the industry code 

criteria. The second involved another Swedish healthcare company Attendo AB, for which criteria (2) and (3) 

where adjusted as this allowed the other criteria’s to be fulfilled. Finally, in the case of the Danish construction 

company Icopal A/S I had to widen criteria (2) to include Germany, since I could not find a match in the Nordic 

region. Germany was chosen since most of the Danish import comes from Germany (Dansk Statistik, 2017).  

Another issue was that buyout companies often had a 4-digit NACE code of 7010 – Activities of head office, 

which meant that I was a holding company. Here I used the NACE of the primary operational subsidiary as 

basis for choosing the peer company.      

6.4. Statistical Method 

In this section I will elaborate on the statistical tests applied in testing the different hypotheses in this analysis. 

I will begin by introducing four different statistical test that each rely on different assumptions in terms of 

sample size and distribution. Then I will present the OLS estimator and describe the assumptions behind the 

classical multiple linear regression model. Thereafter, I will discuss the different aspects that can potentially 

                                                           
3 Aleris AB and Attendo AB  
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create biasedness and inconsistency in the estimator and lastly explain the approach used for testing each 

hypothesis in the data analysis.  

6.4.1. Statistical tests  

Paired samples  

In order to compare the operational performance between SBOs and Non-PE owned private companies I will 

both use the Wilcoxon signed rank test and a paired t-test. Both of these tests assume a sample of paired 

observations, meaning that the paired sample means are equal, e.g. equal distribution between SBOs and Non-

PE owned private companies.   

Wilcoxon signed rank test: 

The Wilcoxon signed rank test was originally introduced by Frank Wilcoxon (1945), and is a non-parametric 

test comparing the differences between each matched pair in a sample. This makes the test well suited for 

analyzing potential differences in operational performance between SBOs and Non-PE owned private 

companies. This is supported by Barber & Lyon (1996) who found that the nonparametric Wilcoxon signed-

rank test statistics are more powerful than the paired-sample t-test because measures of operating performance 

often include extreme observations. Further, the Wilcoxon signed-rank test has been used by many researchers 

to study operational performance in a PE context (e.g. Bonini, 2015; Wang, 2012; Kaplan, 1989b).  

The difference between using a nonparametric statistical method (Wilcoxon) and a parametric statistical 

method is that the nonparametric test does not assume a particular form of distribution, such as the normal 

distribution, for the sample distribution (Agresti & Franklin, 2013, p. 722). In this research, the mean and 

median values deviates for every dependent variable. Furthermore, I have examined the distribution plots for 

every dependent variable (see appendix 4), and these indicate that some of the sample distributions are slightly 

skewed. Therefore, to ensure that the statistical power of the test results was as high as possible, I use a 

nonparametric test as it relies on the median and is less affected by extreme observations.  

Agresti & Franklin (2013, p. 739) defines the assumptions of the Wilcoxon Signed-Ranks Test as a“random 

sample of matched pairs for which the differences of observations have a symmetric population distribution 

and can be ranked.”     

A random sample indicates that the observations represent the total population of secondary buyouts in the 

Nordic region. I believe that this is the case since my initial data collection included secondary buyouts from 

Denmark, Finland, Norway and Sweden across any/diverse industry and over a time span of fifteen years 

(2000-2015). Further, I also included secondary buyouts involving the management team backed by private 

equity firms. Thus, the transactions I had to drop from the sample was solely due to missing data, and therefore 

the assumption of random sampling is believed to be fulfilled.  
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Secondly, the Wilcoxon signed rank test assumes that observations have a symmetric population distribution. 

Judging by the distribution plots (see appendix 4), I argue that all the performance measures have a symmetric 

distribution and therefore additionally fulfill this assumption of the Wilcoxon signed rank test.  

The Wilcoxon signed rank test for matched pairs tests the following hypothesis (Agresti & Franklin, 2013, p. 

739):  

            H0: Population median of difference scores is 0.  

            Ha: Population median of difference scores is not 0.  

Paired T-test: 

Despite the fact that I cannot assume normal distribution for each dependent variable, since the mean and 

median values are different, I follow the research of Bonini (2015) and include a parametric t-test of my results. 

Thus, in addition to the Wilcoxon signed rank test, I will perform a paired t-test to compare the two sample 

means. Furthermore, Agresti & Franklin (2013, p. 478) argued that when either sample size is roughly larger 

than 30 (n1 > 30 and n2 > 30) you can rely on the Central Limit Theorem. That indicates that as the sample size 

increases, the distribution of sample means approaches the normal distribution. This means that the t-tests are 

still robust and are accurate even if the distributions are not normal.  

The paired t-tests are tested using a two-sided test, which is done using the following hypothesis (Agresti & 

Franklin, p. 426): 

            H0: Population mean of difference scores is 0.  

            Ha: Population mean of difference scores is not 0.  

Unpaired samples  

Two (out of three) of my hypotheses focus on comparing operational performance between SBOs under 

different circumstances. There I compare two unpaired, or independent, samples of unequal size. In order to 

obtain powerful test statistics when comparing unpaired samples, I have used the non-parametric Wilcoxon 

rank-sum test, and a two-sample t-test with/assuming unequal variances. 

Wilcoxon rank-sum test:  

In accordance with the research of Kaplan (1989) I also use the Wilcoxon rank-sum test. The Wilcoxon rank-

sum test is a non-parametric test, very similar to the Wilcoxon signed-rank test. The difference between the 

two non-parametric tests is that the rank-sum test compares mean ranks between two unpaired samples, 

whereas the signed-rank test compares mean ranks between paired samples. Another convenient feature of the 

Wilcoxon rank-sum test is that it allows for the two independent samples to be unequal in size (Agresti & 
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Franklin, 2013, p. 722-723). As described earlier, the test will be applied when comparing two unpaired 

samples of SBOs who are unequal in size. However, they can still be compared as they are SBOs who have 

been adjusted for country, size and industry.  

The assumptions of the Wilcoxon rank-sum test are as follows (Agresti & Franklin, 2013, p. 

724):“Independent random samples from two groups, either from random sampling or a randomized 

experiment.” The random sample assumption is believed to be fulfilled in this study as a consequence of the 

same arguments used for the Wilcoxon signed-rank test above. Secondly, the independent two groups’ sample 

assumption is considered to be fulfilled, since the two sample groups consists of different portfolio companies 

that are going through the same PE governance-structure as SBOs, but under different set of PE-ownership 

characteristics. Thus, the sample fulfill the assumptions of the Wilcoxon rank-sum test.    

The Wilcoxon sum-rank test for matched pairs tests the following hypothesis (Agresti & Franklin, 2013, p. 

724): 

            H0: Identical population distributions for the two groups.  

            Ha: Different expected values for the sample mean ranks. 

Unpaired T-test:  

On the basis of the same arguments used with the paired tests I have chosen to further test the hypotheses using 

the unpaired parametric t-test. More specifically I use the unpaired t-test with two samples of unequal 

variances, since the sample sizes are different.  

The unpaired t-test with unequal variances follows the same hypotheses structure as the paired t-test (Agresti 

& Franklin, p. 426): 

Two-sided test: 

            H0: Population mean of difference scores is 0.  

            Ha: Population mean of difference scores is not 0.  

Ordinary Least Square Estimator 

Furthermore, I wanted to create a stronger statistical significance test of the explanatory/independent variables 

in question. In order to do so I have used the ordinary least square (OLS) estimation method, which enables 

me to control for other independent/explanatory variables that are thought to have an impact on the dependent 

variables. The OLS method is applied to analyze differences in operational performance in SBOs, in 

accordance with the four hypotheses, through a cross sectional multiple regression model:  

𝑦 = 𝛽0 + 𝛽1𝑥1 + 𝛽2𝑥2+. . . +𝛽𝑘𝑥𝑘 + 𝑢 
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The analysis is based on the classical linear model (CLM) and its five assumptions for multiple linear 

regressions, MLR. 1 through MLR. 5. These are known as the Gauss-Markov assumptions, and will be used 

to evaluate whether the OLS is the best linear unbiased estimator (BLUE) (Wooldridge, 2016, p. 89). The 

assumptions can be found in appendix 6. 

Issues affecting the unbiasedness of the OLS estimator  

There are many important issues to consider when it comes to unbiasedness of the OLS estimator, and in this 

subsection, I will discuss the most widely known factors further.  

Omitted variable bias 

Omitted variable bias occurs when we omit a variable that actually belongs in the true regression model. In 

this sense the true regression model becomes underspecified, which generally causes the OLS estimators to be 

biased, upwards or downwards, since MLR.4 would be violated. This issue is especially relevant in a private 

equity context, since the industry is known for its lack of disclosure of financial data and information.  In my 

research, I had to omit explanatory/independent variables such as R&D – and marketing expenses due to lack 

of data access. These variables could have been correlated with one or more of the explanatory variables 

(Capon et al., 1990) but instead the explanatory power is contained in the error term, which ultimately violates 

assumption MLR.4 (Wooldridge, 2016, p. 76). Nevertheless, this seems to be a common problem in empirical 

research, since there are always variables that cannot be included.  

Error in measures 

A second possible issue that may bias the OLS estimator is measurement error in either the dependent variable 

or independent variables. A measurement error in the dependent variable can be caused by errors in the data 

collection on the dependent variable. Related to my research this can be caused by mistakes in the data 

collection, mistakes in the calculation of the dependent performance variables, or the case of insufficient data 

from financial statements. If such measurement errors have been made it can cause biases in OLS, but only if 

it is systematically related to one or more of the independent variables. Most often it is assumed that the 

measurement error is just a random reporting error – independent of the explanatory variables. This causes the 

coefficients to contain larger standard errors (variance), but the OLS estimations are still suitable and have 

good properties (Wooldridge, 2016, p. 288). 

Traditionally, measurement error in an independent/explanatory variable is considered to be a more serious 

issue. This error is characterized as the difference between the actual explanatory variable and the observed 

explanatory variable. If this measurement error is uncorrelated with the observed explanatory variable(s) the 

error variance will increase, but, again, this does not affect any of the OLS properties, as a consistent estimator 

of the parameter is still produced (Wooldridge, 2016, p. 290). In contrary, if the measurement error is correlated 

with the observed variable(s) then the OLS regression produces biased and inconsistent estimator. This 
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happens as a result of so-called attenuation bias in which the estimated parameter underestimates the true 

parameter and thereby weakens the estimated OLS effect (Wooldridge, 2016, p. 291).  

Simultaneity 

A third important form of endogeneity of explanatory variables that have to be mentioned is simultaneity. 

Simultaneity arises when one or more of the independent variables are jointly determined with the dependent 

variable. Usually, when an explanatory variable is determined simultaneously with the dependent variable, it 

is correlated with the error term, which leads to bias and inconsistency in OLS (Wooldridge, 2016, p. 503).   

irrelevant variables 

In contrast to underspecifying the regression model it is also possible to over-specify it by including one (or 

more) explanatory variables that have no partial effect on the dependent variable (y) in the population. The 

issue of including irrelevant variables does not affect the unbiasedness of the OLS estimators or the 

independent variables. However, the irrelevant variable inclusion brings added uncertainty to the model, which 

leads to an increase in the variance of the OLS estimators, which ultimately makes the coefficient estimate less 

reliable (Wooldridge, 2016, p. 77-78).     

Heteroskedasticity  

Heteroskedasticity occurs when the homoskedasticity assumption (MLR.5) is violated. MLR.5 assumes that 

the error term, u, has a constant variance given any values of the explanatory variables. If this does not hold, 

and the variance of the error term depends on the independent variables, heteroskedasticity is present. Since 

homoscedasticity (MLR.5) is not part of MLR.1-MLR.4 a violation of it does not cause bias or inconsistency 

in the OLS estimators, whereas omitting an important variable would have this effect. But, the presence of 

heteroskedasticity causes the OLS to no longer be the best linear unbiased estimator. The issue is that the 

estimators of the variances, are biased without the homoskedasticity assumption. Since the OLS standard errors 

are based directly on these variances, they are no longer valid for constructing t-tests and f-tests (Wooldridge, 

2016, p. 243-244). 

I investigated the presence of heteroskedasticity in the linear multiple regression models by applying both the 

Breusch-Pagan and White’s tests. The results of these two tests (see appendix 7) indicate that I in some cases 

can reject the null hypothesis of homoscedasticity, hence, not rule out the presence of heteroskedasticity. I 

circumvent the heteroskedasticity issue in SPSS by running regressions with heteroskedasticity-robust 

standard errors. This is known as a heteroskedasticity-robust procedure, since it is valid whether or not the 

errors have constant variance, and I do not need to know which one is the case (Wooldridge, 2016, p. 244-

248).     
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6.4.2. Hypothesis testing 

The purpose of this subsection is to explain which method I used in the hypothesis testing. The hypothesis 

testing is inspired by the approach of Gaspar (2012).  

I started by computing the yearly average changes or compounded annual growth rates (CAGR) for each of 

the performance variables. I let ykt represent the measure of operational performance for SBO portfolio 

company k at year t, where t takes the value of Entry-1 or Exit. Likewise, I let xkt represent the measure of 

operational performance for Non-PE private company k at year t, where t takes the value of Entry-1 or Exit. 

The mathematical computation of the percentage point change in operating performance from entry to exit in 

SBOs and Non-PE owned private owned companies will be as followed:  

            SBO: Δyk = yk.Exit – yk.Entry-1   

            Non-PE: Δxk = xk.Exit – xk.Entry - 1  

Thus, the hypothesis in terms of comparing SBOs and non-PE backed companies are written out as: 

            H0: Δyk – Δxk = 0  

            Ha: Δyk - Δxk ≠ 0 

Further, as I want to compare changes in performance between SBOs, I need to control for country specific 

effects, industry effects, time effects and size effects. This adjustment equals Δyk
abnormal. In my case the control 

group and the group of non-PE backed private companies are the same, which gives me the following change 

in abnormal operating performance for the SBOs:   

            Δyk
abnormal = Δyk - Δxk

control
   

However, in hypothesis 2 and 3 I divide SBOs into two subsamples which I give the numbers 1 and 2, and the 

final hypothesis is thus written as:   

            H0: Δyk1
abnormal - Δyk2

abnormal = 0  

            Ha: Δyk1
abnormal - Δyk2

abnormal ≠ 0 
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7. Analysis  

This chapter will start by presenting descriptive statistics of the sample of SBOs. Hereafter I will present my 

results of testing the three hypotheses, and provide comments to the significant findings.     

7.1. Descriptive statistics  

The full sample consists of 100 matched pairs of Nordic SBOs and their non-PE-backed peers. The 100 

portfolio companies spread among 48 PE-firms. This section will present descriptive statistics on the sample 

and on other variables that are part of the analysis. 

Table 7.1: Distribution of SBO transactions by country and ownership status in the sample 

 

The table presents the total sample of portfolio companies across country of origin (headquarter location) and 

ownership status of the SBO. As expected, and mentioned earlier, Sweden is the country with the highest 

private equity activity with 48% of the portfolio companies in the sample being Swedish. The three other 

countries are more equally represented in the sample. Norway accounts for 22% of the sample, Finland 16 %, 

and Denmark 14 %. This is approximately in line with the pattern from figure 2.7 in chapter 2. Further, the 

table shows that 55 % of the sample companies have been exited, and if we look across countries it is evident 

that ‘exited’ and ‘not exited’ SBOs in the sample are spread between the four countries in accordance with the 

total sample. Thus, none of the countries have a predominance of ‘exited’ or ‘not exited’ SBOs.    

Table 7.2: Timing of the transactions in the sample  
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Table 7.2 shows when the SBO transactions from the sample took place over time. There is an natural pattern 

in the numbers of the table since ‘SBOs exited’ is dependent of ‘SBO transactions” (is a function of..). 

However, it seems that the sample transactions have happened in a pair of waves. First, it can be seen that 50 

% of the ‘SBO transactions’ are conducted during the buyout-boom between 2004-2007. Second, it can be 

seen that 38 % of the ‘SBO transaction’ are conducted between 2010-2012, as the activity rebounds after the 

financial crisis. This is consistent with the greater European and Nordic-region pattern from chapter 2.  

Figure 7.3: Exit route for SBOs 

 

Figure 7.3 presents the chosen exit routes by the second private equity firm to own the portfolio company. 

The number of exited SBOs in the sample is 55 companies. Most interestingly, the preferred exit channel 

among the sample companies is to a third private equity firm, which is also known as a tertiary buyout, 

accounting for approximately 45 % of the observed exits. The second most used exit route is trade sales with 

a frequency of approximately 36 %, followed by IPOs who account for around 18 % of the exits. None of the 

target companies in the sample has gone bankrupt.  

 

 

 

 

 

 

 



55 

 

Table 7.4: Distribution of sample portfolio companies by industry

 

The table above shows how the sample target companies are distributed based on the broadest level of industry 

classifications for NACE Rev. 2 codes (Eurostat, 2016). ‘Manufacturing’ is by far the most represented 

industry with 43 % of the sample companies operating within-it. The second largest industry represented in 

the sample is ‘Wholesale and retail’, in which 22 % of the sample companies operate. Thus, 65 % of the sample 

companies operate within these two industries, the remaining 35 % of the sample companies are spread across 

the other industries as illustrated in the table. This industry-classification composition is in alignment with the 

research of Wang (2012). However, it should be noted that especially ‘Manufacturing’ is a very broad industry 

category that can be divided into 24 different sub-industries on a 2-digit NACE level. Thus, the use of this 

industry-classification is somewhat abstract.  

Table 7.5: Characteristics of PE funds investing in the Nordic region and deal-characteristics  

 

Table 7.5 above contains both fund characteristics of the PE funds/firms investing in Nordic SBOs, and the 

deal characteristics of these transactions distributed on each country. First, the average holding period is 6.17 
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years. Finnish target companies are held the longest (7.06 years), whereas Danish companies are held the 

shortest (4.97 years). However, this is not conclusive since 45% of the SBOs have not yet been exited. Second, 

the average size of the funds investing in the Nordic region is 1.70 Bil. EUR. Funds investing in Norway seem 

to be bigger in comparison to the other countries. Third, the average deal value of transactions conducted in 

the Nordic region is 306 MEUR. The transactions of Swedish companies are on average substantially larger 

compared to the rest of the region. This is also true in terms of max deal value. However, I was only able to 

gather deal value information on 54 transactions, so they should be interpreted with care.  

On average 60% of the SBOs are operated by general partners with a financial background, whereas 40% are 

operated by deal partners with an operating background. This follows the distribution pattern of Acharya et al. 

(2012), who found that two-thirds of deal partners are bankers or accountants. The highest inequality in the 

distribution of GPs is seen in Denmark and Sweden. 71% and 74%, respectively, of the SBOs in Denmark and 

Sweden are operated by general partners with a financial background, and vice versa. Finally, 32% of the 

SBOs are owned by a large PE sponsor, and the distribution of these are fairly equal in each country. 

Table 7.6: Summary statistics of variables – Non-PE vs. SBOs 

 

Table 7.6 above summarizes the statistics for the full sample of 100 SBOs and the 100 non-PE backed peers. 

Overall, neither of the two groups seem to able to create improvements in operating performance, at least in 

terms of median values. Actually, a majority of the operating change measures are negative. There seem to be 

better EBIT-margin and ROA improvements in non-PE-backed peers compared to SBOs, both in terms of 

median and mean values. However, both groups experience negative median values which indicate that neither 

of them are able to improve EBIT-margin and ROA, and that the mean values could be influenced by outliers. 

Yearly change in ATO is almost equally negative for both SBOs and their peers when looking at both median 

and mean values. In contrast, SBOs seems to outperform their peers in terms of yearly improvements in 

absolute working capital turnover (WCT) both in terms of median and mean values. Finally, average annual 

revenue growth is almost 2% higher in SBOs compared to their peers, indicating that the SBO owners are 

better at growing their companies. The same pattern is true for median values, albeit not as high.    
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Table 7.7: Description of variables  

 

Table 7.8: Correlation coefficient matrix of data variables  

 

The table above displays that none of the variables in the sample are perfectly correlated. However, a few have 

a correlation coefficient in the range between 0.20 and 0.49, which could cause an issue with multicollinearity. 

Especially the correlation between ROAentry and FundSize and between RevEntry and FundSize, since these 

are combined as independent variables.  

Dependent variables:

EBIT-margin change 

ROA change   

ATO change 

WCT change 

Revenue Growth 

Independent variables:

SBO_dummy  

SBO_large 

SBO_FinPartner

Control variables:

LBO holding period (HPLBO)

SBO holding period (HPSBO)

Fund size (FundSize)

Log of revenue at entry (LNRevEntry)   

Profitability (ROAEntry)

Natural logarithm of the USD revenue of the sample companies at entry. 

A measure of pre-event performance in the sample companies defined as ROA (100*EBIT/total assets) at 

year t-1.

A dummy variable for PE sponsor size taking the value 1 when the company was acquired by a lead PE firm 

and 0 for other SBOs. 

A dummy representing deal partner background and taking the value 1 for target companies operated by a 

general partner with a financial background and 0 for target companies operated by a general partner with 

an operating background. 

Holding period of the LBO investment investment in years from entry to exit.

Holding period is expressed in years and shows how long the portfolio company was held from entry to 

exit/present for the SBO.

Fund size is the size of the private equity fund that owns the SBO. All figures are denoted in billion EUR.

EBIT-margin is calculated as EBIT divided by operating revenue. The percentage point change in EBIT-

margin is the yearly average between SBO(t-1) and SBO(T) exit.

Asset turnover rate is calculated as operating revenue divided by total assets. The percentage point change 

in ATO is the yearly average between SBO(t-1) and SBO(T) exit.

ROA (return on assets) is calculated as EBIT divided by total assets. The percentage point change in ROA 

is the yearly average between SBO(t-1) and SBO(T) exit.

Working capital turnover rate is calculated as operating revenue divided by absolute working capital. The 

percentage point change in WCT is the yearly average between SBO(t-1) and SBO(T) exit.

Revenue growth is calculated as the compounded annual growth rate of operating revenue between SBO(t-

1) and SBO(T) exit.

A dummy measuring the organizational form of the company and taking a value of 1 for a SBO owned 

company and 0 for a matched company. 
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7.2 Findings and Results 

In this section I will present the results and findings from analyzing each of the three hypotheses. All results 

will be shown in tables, but I will only elaborate on the significant findings.  

7.2.1. Hypothesis 1  

Hypothesis 1 tested the operational performance differences between SBOs and private non-PE-backed 

companies. 

Table 7.8: Testing hypothesis 1. Results from Wilcoxon signed rank test and paired t-test.  
The table shows the results from the Wilcoxon signed rank test and paired t-test. The Wilcoxon test shows sum ranks 

(highlighted) and number of observations. The paired t-test in the table shows mean values (highlighted) and standard 

errors. The statistical significance is shown at ***, **, and *.

 

In table 7.8, the Wilcoxon signed rank test presents evidence that SBOs exhibit lower operational 

improvements in ROA compared to non-PE owned companies, on 1% significance level. This evidence is 

supported by the paired t-test that suggests that the ROA change in SBOs exhibits an annual change of -0.87 

percentage points, while the non-PE companies exhibits annual improvements of 0.32 percentage points, on a 

1% significance level. Further, the Wilcoxon test suggests that SBOs exhibit higher annual growth in revenue 

compared to the non-PE companies, on a 5% significance level. This evidence is not supported by the paired 

t-test. However, the paired t-test finds evidence that the EBIT-margin change is significant on a 10% 

significance level. Thus, suggesting that SBOs exhibits annual EBIT-margin changes of -0.32 percentage 

points, while the non-PE companies exhibits annual improvements of 0.25 percentage points.     
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Table 7.9: Testing hypothesis 1. Results from multiple linear regression. 
The table shows the results of the OLS estimates (highlighted) in hypothesis 1 for all five dependent variables of 

operational performance and growth. First, I have included a dummy variable equal to one if the observations is for an 

SBO. Second, I have controlled for both LBO – and SBO holding period, fund size, log of revenue at entry, and ROA at 

entry. Heteroscedasticity adjusted standard errors are displayed next to each coefficient. R-squared is shown in the bottom 

row. 

 

In table 7.9 I control for holding periods (both LBO holding period and SBO holding period), fund size, size 

of the companies (revenue at entry) and pre-event performance of the companies (ROA at entry). The OLS 

estimator finds that SBOs on average underperforms the non-PE companies on ROA change by 1.28 

percentage points annually, on 10% significance level. This is consistent with the findings in both the Wilcoxon 

signed rank test and paired t-test. Finally, the RoaEntry variable is significant at a 1% level on EBIT-margin, 

ROA, ATO, and significant at a 5% level on Revenue growth, indicating that ROA at entry has a negative 

impact on all of these dependent variables. Thus, the higher the ROA at entry is, the higher is the negative 

impact on the annual change in performance measures. The pattern of statistical significance in ROA at entry, 

for almost all of the independent variables, is the same throughout all multiple regressions, and therefore it is 

only commented on here.   

Given the significant impact of profitability at entry, I additionally ran a Wilcoxon signed rank test and a paired 

t-test to test the median – and mean difference between profitability (ROA) at entry for SBOs and non-PE-

backed companies (see appendix 10). The Wilcoxon signed rank test shows no significant difference in ROA 

at entry between the two ownership structures. In contrast, the paired t-test shows that ROA at entry is 

significantly higher in SBOs at a 10% level. 

Sub-conclusion: 

In support of the initial hypothesis, I found that SBOs exhibit higher revenue growth compared to the matched 
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non-PE-backed private companies. Contrary to the hypothesis, I found that SBOs significantly underperform 

in terms of operating profitability, both on changes in EBIT-margin and ROA, compared to the other private 

companies. These results will further be discussed in the next chapter.  

7.2.2. Hypothesis 2 

In hypothesis 2 I analyze the effect of the characteristic of being a large PE-firm has a positive effect on growth 

and operational improvements in SBOs.   

Table 7.10: Testing hypothesis 2. Results from Wilcoxon signed rank test and paired t-test.  
The table shows the results from the Wilcoxon signed rank test and paired t-test. The Wilcoxon test shows sum ranks 

(highlighted) and number of observations. The paired t-test in the table shows mean values (highlighted) and standard 

errors. The statistical significance is shown at ***, **, and *.

 

From the Wilcoxon signed rank test in table 7.10 it is evident that SBOs owned by large PE-firms underperform 

in terms of operational improvements in both EBIT-margin and ROA. EBIT-margin change is significant on 

a 10% significance level, suggesting that SBOs owned by a large PE fund/firm exhibit lower annual 

improvements in EBIT-margin than their Non-PE owned peers. ROA change is significant on a 5% 

significance level, suggesting that SBOs owned by a large PE fund/firm exhibit lower annual improvements 

in ROA than their Non-PE owned private peers. These findings are supported by the paired t-test. According 

to this, SBOs owned by large PE-firms performs annual EBIT-margin changes of -0.40 percentage points, 

while the non-PE peers exhibits improvements of 1.06 percentage points, on a 5% significance level. ROA 

change is significant on a 1% significance level, suggesting that SBOs exhibits an annual change in ROA of -

1.12 percentage points, compared to 0.91 percentage points for the non-PE owned companies.      

In terms of revenue growth, the Wilcoxon test provides evidence that SBOs perform higher annual growth 

rates than their non-PE owned peers, on a 10% significance level. This is also further supported by the t-test, 
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as SBOs on average has a revenue growth of 5.61% annually, compared to 2.21% for the non-PE owned 

companies, on a 5 % significance level.  

Table 7.11: Testing hypothesis 2. Results from Wilcoxon rank-sum test and unpaired t-test.  
The table shows differences in operating performance between SBOs owned by large PE firms and SBOs not owned by 

large PE firms. The table shows the results from the Wilcoxon rank-sum test and unpaired t-test. The Wilcoxon test shows 

sum ranks (highlighted) and number of observations. The unpaired t-test shows mean values (highlighted) and standard 

errors. All 100 SBO observations are included. The statistical significance is shown at ***, **, and *.

 

In table 7.11 the unpaired t-test suggests that SBOs of large PE-firms underperforms their industry-peers on 

EBIT-margin change with 1.46 percentage points annually, while other SBOs on average “only” underperform 

their industry-peers with 0.16 percentage points annually. The results are significant on a 10% level.  

 

 

 

 

 

 

 

 

 



62 

Table 7.12: Testing hypothesis 2. Results from multiple linear regression. 
The table shows the results of the OLS estimates (highlighted) in hypothesis 2 for all five dependent variables of 

operational performance and growth. First, I have included a dummy variable equal to one if the observations is for an 

SBO. Second, I have controlled for both LBO – and SBO holding period, fund size, log of revenue at entry, and ROA at 

entry. Heteroscedasticity adjusted standard errors are displayed next to each coefficient. R-squared is shown in the bottom 

row. 

 

 

Additionally, I tested the difference in target company size and pre-event profitability between the two SBO 

groups. These results show that SBOs acquired by large PE firms are significantly larger than the other SBOs, 

measured by revenue at entry (see appendix 10). The test of performance at et entry was not significant. 

Sub-conclusion 

First, by looking at the paired tests, I find that SBOs owned by large PE-firms underperform in terms of both 

EBIT-margin and ROA, compared to the matched non-PE-backed peers. Additionally, I find that SBOs owned 

by large PE-firms achieve higher growth in revenue, compared to their peers. These findings are consistent 

with the ones from hypothesis 1. Second, by looking at the unpaired t-test, I find evidence suggesting that 

SBOs owned by large PE sponsors underperform in terms of EBIT-margin, compared to other SBOs, on a 10% 

significance level. However, I found no significant evidence suggesting that the SBOs owned by large PE 

firms outperform other SBOs on efficiency and growth, not even after controlling for other variables.   

7.2.3. Hypothesis 3 

In hypothesis 3 I analyze the difference of being owned by either finance-oriented GPs or operations-oriented 

GPs, and what effect it has on growth and operational improvements in SBOs.  
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Financial GPs 

Table 7.13: Testing hypothesis 3. Results from Wilcoxon signed rank test and paired t-test.  
The table shows the results from the Wilcoxon signed rank test and paired t-test. The Wilcoxon test shows sum ranks 

(highlighted) and number of observations. The paired t-test in the table shows mean values (highlighted) and standard 

errors. The statistical significance is shown at ***, **, and *.

 

In table 7.13 the Wilcoxon test proposes that SBOs run by a financial GP exhibits higher annual improvements 

in WCT compared to their  peers, on a 1% significance level. Moreover, the test suggests that these SBOs also 

exhibit higher annual growth rates in revenue than their peers, on a 5% significance level. No evidence is 

provided by the t-test.   
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Operational GPs 

Table 7.14: Testing hypothesis 3. Results from Wilcoxon signed rank test and paired t-test.  
The table shows the results from the Wilcoxon signed rank test and paired t-test. The Wilcoxon test shows sum ranks 

(highlighted) and number of observations. The paired t-test in the table shows mean values (highlighted) and standard 

errors. The statistical significance is shown at ***, **, and *.

 

Table 7.14 shows the same two tests for the operations-oriented SBOs. The Wilcoxon test suggests that SBOs 

underperform in terms EBIT-margin improvements compared to their peers, on a 10% significance level. This 

is supported by the t-test in which SBOs exhibit an average annual change in EBIT-margin of -0.63 percentage 

points, while non-PE backed companies exhibit an average annual change in EBIT-margin of -0.32 percentage 

points, likewise on a 10% significance level. Further, the two tests show evidence of the SBOs 

underperforming in terms of change in ROA. The Wilcoxon test is significant on 5% level. Whereas the t-test 

is significant on a 1% level, suggesting that SBOs exhibit an average annual change in ROA of -1.45 percentage 

points, while non-PE companies exhibit an average annual improvement in EBIT-margin of 0.56 percentage 

points.  

 

 

 

 

 

 

SBO Non PE SBO Non PE 

n = 36

EBIT-margin 189* 477*  -0,0063* 0,0032*

13 23 0,0039 0,0028

ROA ratio 169** 497**  -0,0145*** 0,0056***

12 24 0,0049 0,0062

ATO ratio 335 331 -0,0288 -0,0287

18 18 0,0217 0,0197

WCT ratio 198 468 0,4241 1,7883

15 21 1,1897 0,8498

Revenue growth 376 290 0,0369 0,0322

17 19 0,0195 0,0144

*** Significant at 1% level 

** Significant at 5% level 

* Significant at 10% level 

Paired t-testWilcoxon signed rank test
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Table 7.15: Testing hypothesis 3. Results from Wilcoxon rank-sum test and unpaired t-test.  
The table shows differences in operating performance between SBOs owned by large PE firms and SBOs not owned by 

large PE firms. The table shows the results from the Wilcoxon rank-sum test and unpaired t-test. The Wilcoxon test shows 

sum ranks (highlighted) and number of observations. The unpaired t-test shows mean values (highlighted) and standard 

errors. 98 SBO observations are included. The statistical significance is shown at ***, **, and *.

 

From the Wilcoxon sum-rank test, it is evident that SBOs run by finance-oriented GPs outperforms SBOs run 

by operations-oriented GPs on EBIT-margin improvements, on a 5% significance level. Additionally, the WCT 

change is significant on a 1% level, suggesting that SBOs run by finance-oriented GPs outperforms SBOs run 

by operations-oriented GPs on WCT ratio improvements. This evidence is supported by the unpaired t-test 

which suggests that finance-oriented SBOs on average outperforms the industry-peers with 1.88 turnovers 

annually, while operations-oriented SBOs underperform the industry-peers with 1.36 turnovers of working 

capital annually.  
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Table 7.16: Testing hypothesis 3. Results from multiple linear regression. 
The table shows the results of the OLS estimates (highlighted) in hypothesis 3 for all five dependent variables of 

operational performance and growth. First, I have included a dummy variable equal to one if the observations is for an 

SBO. Second, I have controlled for both LBO – and SBO holding period, fund size, log of revenue at entry, and ROA at 

entry. Heteroscedasticity adjusted standard errors are displayed next to each coefficient. R-squared is shown in the bottom 

row. 

 

Table 7.16 reports the multiple regression in which I control for various variables. The OLS estimator finds 

that finance-oriented SBOs on average outperforms the operations-oriented SBOs on WCT ratio change by 

3.32 turnovers of working capital annually. The result is significant on a 10% level. This is consistent with the 

findings in the two Wilcoxon tests and the unpaired t-test.  

Sub-conclusion: 

Results from the wilcoxon signed rank test suggest that SBOs run by financial GPs outperform on 

improvements in WCT and on growth, on a 1% - and 5% significance level respectively, compared to their  

peers. Results from the paired tests suggests that SBOs operated by operational GPs significantly underperform 

in terms of improvements in EBIT-margin and ROA, compared to their peers. From the Wilcoxon sum-rank 

test, it is evident that SBOs operated by financial GPs outperforms SBOs run by operational GPs on 

improvements in EBIT-margin and WCT. Even after controlling for various variables it is evident that the 

SBOs operated by financial GPs outperform the operational GPs by 3.32 turnovers of working capital annually. 

These findings do not support the hypothesis. 

8. Discussion  

In the previous chapter I presented a descriptive analysis of the total sample in order to give an overview of 

the tendencies of the entire dataset. Thereafter, I introduced the statistically significant findings of my 
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hypotheses. In this chapter I will discuss these significant findings in different contexts. First, I will discuss 

the results from chapter 7 in relation to other previous empirical studies and theory covered in chapter 3. 

Second, I will elaborate on the findings in relation to the potential bias of different statistical issues, and in 

relation to the robustness of accounting and measurement issues.  

8.1. Theoretical discussion of findings and results  

The purpose of the discussion is to contribute to the scarce amount of SBO literature that exists, and question 

the previous empirical findings on the subject. I will only discuss findings that are statistically significant, 

since a discussion of insignificant results would be nonsensical.       

Table 8.1: Expected vs. actual results in hypothesis 1. 

 

Hypothesis 1 analyzes whether SBOs perform better in terms of profitability and revenue growth compared 

with non-PE owned private companies. I found both contradicting and supporting results for this hypothesis. 

The initial expectation was, that SBOs would perform better in terms of operating profitability as a result of 

the superior buyout governance structure, and that SBOs would be better at growing through revenue growth 

as a result of the presumed focus on efficiency gains during the first buyout round. First, I found that SBOs 

exhibit higher revenue growth compared to the matched non-PE-backed private companies. Second, and most 

significantly, I found that SBOs underperform in terms of operating profitability, both on EBIT-margin and 

ROA, compared to non-PE companies. However, the SBO underperformance in terms of ROA is the only 

significant finding when controlling for other variables in the multiple regression. 

In relation to higher growth in SBOs, Gaspar (2012) found that post-deal sales growth of LBO firms is 

statistically superior to that of their peers in the four years after the deal, which is supported by Boucly et al. 

(2011). However, when it comes to secondary buyouts the results are less clear. As earlier mentioned, Wang 

(2012) found that SBOs significantly outperform their peers in terms of size, measured by growth in sales. In 

contrast, Evers & Hege (2012) found that SBOs has a significant negative change in sales growth compared to 

their peers.  

Second, the finding on lower operational profitability undermine the suggestion made by Jensen (1989), as he 

argued that the superior organizational structure of a buyout would lead to higher operational improvements 

compared to other ownership structures. Further, it undermines the findings of Kaplan (1989a), Cressy et al. 

Hypothesis 1

Variables Expected Actual

EBIT-margin Positive Negative

ROA Positive Negative

ATO No difference No difference

WCT No difference No difference

Revenue growth Positive Positive 
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(2006), Guo et al (2008), Boucly et al. (2011) and Gaspar (2012), who all found that companies backed by PE-

firms exhibit higher operating profitability. However, these findings compared first round buyout companies 

(LBOs) to non-PE-backed companies, which could explain the differences in results. In relation to previous 

empirical studies on SBOs, my results support the findings of Wang (2012), but contradicts the suggestion of 

Evers & Hege (2012). Wang (2012) found that SBOs on average underperform their industry peers in terms 

of profitability, but that they significantly outperform in terms of size, measured by growth in sales. Evers & 

Hege (2012) suggested that private equity firms are focusing on operating margin improvements in SBOs. 

There can be several possible explanations to the finding on lower operating profitability in SBOs. The most 

obvious is the ‘low-hanging fruit’ hypothesis, in which Achleitner & Figge (2014) states that the value creation 

potential in SBOs is limited due to all the improvements already made in the first buyout round. However, 

Achleitner & Figge (2014) found that SBOs display operational profitability improvements comparable to 

those of primary buyouts, which contradicts the ‘low-hanging fruits’ principle. Bonini (2015) found that 

secondary deals do not exhibit significant higher operating performance when compared to their peers in terms 

of profitability change in EBIT-margin. Another possible explanation is served by Guo et al. (2008). They 

found that buyout-backed companies outperformed their peers in terms of operating profitability, but by a 

smaller magnitude compared to buyouts of the early 1980s. This may be due to the fact that many of the 

buyouts from earlier periods involved companies with relatively poor pre-buyout performance. This is 

supported by Bonini (2015) who suggests that PE-firms investing in secondary buyouts acquirers well-

performing target companies, and therefore cannot provide any operating improvements, since these 

improvements have already been extracted by the first investor. Again, this supports the ‘low-hanging fruit’ 

principle. This is further supported by the significance of the ROAEntry variable, which implies that a high 

performance at entry has a negative impact on the operating improvements during the holding period. Thus, 

the higher the operating profitability at entry (ROA) the less room is there for improvements. This was 

supported by the findings, that ROA at entry is significantly higher in SBOs at a 10% level (see appendix 10). 

This is consistent with findings of Jenkinson & Sousa (2015), who found that companies using secondary exits 

are more profitable in the year before the exit. This could suggest that SBOs are most likely mature high 

performing companies, that the secondary owner can run a growth case on.      

Overall, the results contradict the idea of the PE organizational firm being a superior long-term governance 

structure, as proposed by Jensen (1989). Instead, the results support the view of Rappaport (1990) as the PE 

organizational structure cannot sustain their advantage over other governance structures over a longer period 

of time.     
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Table 8.2: Expected vs. actual results in hypothesis 2. 

 

Hypothesis 2 analyzes whether SBOs owned by large PE-firms are better at improving operating performance, 

both in terms of profitability and efficiency, and increasing growth through revenue compared to SBOs not 

owned by large PE sponsors. The initial expectation was that larger PE-firms will have the capital and 

experience to provide target companies with a better set of expansion and growth opportunities, which would 

be difficult for smaller PE-firms. Additionally, it was expected that improvements in profitability and 

efficiency were more easily achieved due to superior networking skills and the experience of running larger 

companies. My results only in part support the hypothesis.     

First, I find that SBOs owned by large PE-firms underperform in terms of operating profitability, compared to 

their non-PE-backed peers. In contrast, SBOs owned by large PE-firms achieve higher growth in revenue, 

compared to their non-PE-backed peers. These findings are consistent with the ones from hypothesis 1, and 

the same explanations can therefore be applied. This suggest that SBOs owned by large PE-firms are not 

superior in terms of operational improvements compared to other SBOs.  

Second, I find that SBOs owned by large PE sponsors underperform in terms of operational profitability, at 

least for EBIT-margin, compared to other SBOs. This is inconsistent with the hypothesis that SBOs owned by 

large sponsors outperform other SBOs in terms of operating profitability. This proves that SBOs owned by 

large sponsors are not able circumvent the “low-hanging fruits” principle, and are not superior in operating 

SBOs compared to others. On the contrary, it seems like they are performing worse than other SBOs in terms 

of operating profitability.  

My results are in contrast to the findings of Acharya et al. (2012), who found that ownership by large and 

mature PE houses has a positive impact on the operating performance of portfolio companies, relative to that 

of the sector. In particular, during the PE ownership the EBITDA-margin increases by around 0.4% p.a. above 

the sector median. However, this analysis is conducted on LBOs, which may explain the differences from my 

findings. Moreover, I find no significant evidence to suggest that SBOs owned by large PE-firms achieve 

higher growth in revenue compared to other SBOs. This somewhat contradicts the suggestion made by Bonini 

(2015), as he expected SBOs owned by large PE-firms to achieve higher growth rates compared to other SBOs, 

since large PE sponsors are better capable of financing and accelerating growth in their portfolio companies.  

Hypothesis 2

Variables Expected Actual

EBIT-margin Positive Negative

ROA Positive No difference

ATO Positive No difference

WCT Positive No difference

Revenue growth Positive No difference
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A possible explanation for the underperformance of SBOs owned by large sponsors could be that these 

companies are already performing at a very high level prior to the transaction. Cressy et al. (2006) argue that 

larger PE firms tend to prefer viable business to turnaround situations, and that their superior networking means 

that the better deals are more likely to be available to them than to smaller PE firms. Thus, large PE sponsors 

are believed to be targeting large, stable and well operated companies, which might explain why they offer 

little room for improvements compared to other SBOs. Again, this is a validation of the “low-hanging fruits” 

principle, as proposed by Achleitner & Figge (2014). However, performance at entry was not significantly 

higher in SBOs owned by large PE firms in my sample.     

Table 8.3: Expected vs. actual results in hypothesis 3. 

 

Hypothesis 3 analyzes the differences in operating performance and growth between SBOs operated by deal-

partners with a financial background and SBOs operated by deal-partners with an operational background. I 

expected that being operated by deal-partners with a financial background would have a negative effect on 

operating efficiency, but have a positive effect on growth. The findings are not supporting hypothesis 3.  

First, I find evidence indicating that finance-oriented SBOs outperforms their peers in terms of WCT 

improvements and growth in revenue. This partly supports my expectations as revenue growth was expected 

to be higher as a result of the assumed superior M&A knowledge and activity in these companies. However, 

the fact that they are outperforming their peers, in terms of WCT, is surprising since it is known that PE firms, 

also during the first ownership period, are expected to focus on efficiency gains through optimization of 

working capital (Gaspar, 2012; Guo et al., 2008). Thus, SBOs would not be expected to outperform their peers 

due to improvements made in the first buyout-round, since optimization in WCT is part of the “low-hanging 

fruits” that would already have been improved during the first buyout.  

Second, and most importantly, I find significant evidence of higher performance in operational efficiency, at 

least in WCT, in SBOs operated by deal-partners with a financial background, compared to SBOs owned by 

deal partners with an operational background. Further, I find evidence of better performance in EBIT-margin 

in SBOs operated by deal-partners with a financial background, compared to SBOs run by deal-partners with 

an operations background. Finally, I find no significant evidence supporting the expectation of higher growth 

in revenues in SBOs operated by deal-partners with a financial background. These findings suggest that 

finance-oriented SBOs exhibits both better WCT improvements and EBIT-margin improvements, compared 

Hypothesis 3

Variables Expected Actual

EBIT-margin No difference Positive 

ROA No difference No difference

ATO Negative No difference

WCT Negative Positive 

Revenue growth Positive No difference
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to the operations-oriented SBOs. Additionally, the outperformance in terms of WCT is the only significant 

finding when controlling for other variables in the multiple regression.   

Some studies have analyzed improvements in working capital in a buyout context. Guo et al. (2008) finds that 

sales to working capital increases during the leveraged buyouts, and likewise Gaspar (2012) show that working 

capital to sales improve during leveraged buyouts. However, these studies are conducted on primary buyouts, 

whereas Evers & Hege (2012) have studied working capital improvements for SBOs. They find that there is 

no significant difference in working capital improvements between the LBO (primary buyout) and SBO.  

A possible theoretical explanation for these results may be the difference in skill-sets between PE partners. 

Acharya et al. (2012) argue that deal-partners with an operational-background will be superior in terms of 

efficiency and cost-cutting skills compared to deal-partners with a financial background who will focus less 

on efficiency and more on profitability and growth through M&A activity. However, my findings on WCT – 

and EBIT-margin improvements between the two group of deal-partners contradicts the idea of Acharya et al. 

(2012). Thus, based on the young body of literature on secondary buyouts I argue that the most reasonable 

theoretical argument for this empirical result is the forced seller hypothesis as suggested by Evers and Hege 

(2012). As a result of private equity firms being structured as limited-life vehicles, they have strong incentives 

to avoid long holding periods in order to build a good track record, measured by IRR. This is important for the 

reputation of a given PE firm and its future ability to raise new funds (Evers & Hege, 2012; Wang, 2012). This 

implies that the primary private equity owner chooses to exit a portfolio company early, in order to send a 

strong signal to its investors and thereby sell the portfolio company to a new buyout sponsor before they have 

reaped/exploited all the potential improvements, e.g. working capital improvements. In this context, my 

empirical findings suggest that SBOs operated by a GP with a financial background are better at sourcing out 

“forced seller” deals, which still offers efficiency gains, at least in terms of WCT. The superiority in sourcing 

out these deals may come from superior networking-skills within the PE industry, which means that the better 

deals in this sense are more likely to be available to them (Cressy et al., 2006).  

One drawback of my analysis on the effect of deal-partner background on operational performance is that I do 

not consider the specific deal-strategies for each of the SBOs. Thus, I do not know if SBOs operated by a deal-

partner with a finance background apply an M&A strategy (inorganic strategy) to enhance operating 

performance, or if SBOs operated by a deal-partner with an operational background apply internal-value 

creation strategies (organic strategy). In order to test this, it could be relevant to match the professional 

background of deal-partners with the overall operating strategy of the SBO portfolio company, and analyze if 

there are combinations of value creation strategies and partner backgrounds that correlates most with operating 

performance. Acharya et al. (2012) does this, and finds that deal partners with a strong operational background 

generate significantly higher outperformance in “organic” deals, whereas partners with a background in 

finance more successfully follow and M&A-driven, “inorganic“ strategy.    
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Due to the young body of the SBO literature it is difficult to find further theoretical explanations for the 

significant improvements in WCT in SBOs operated by deal-partners with a finance-background. Thus, I 

consider this result as a valuable contribution to the current SBO literature, but I acknowledge that further 

research on working capital improvements in SBOs is needed in order to reach a consensus in the literature. 

Further, it could be interesting to analyze the working capital improvements further, as they could come as a 

result of optimized management of inventory, receivables, or payables. Thereby, examining more closely 

which of these areas of working capital management PE firms focus on. 

8.2. Potential bias and robustness  

8.2.1. Statistical issues  

Statistical power 

The biggest issue affecting the statistical power of my analysis is the sample size used to test the different 

hypotheses. According to Agresti & Franklin (2013, p. 321), the sampling distribution of the sample mean has 

approximately a bell shape, a normal distribution, when a sample size contains at least 30 observations. Thus, 

the more observations added to the sample, the stronger is the statistical inference. Therefore, I am comfortable 

with the sample size of 100 observations. Further, the sample sizes on the subsamples used to analyze 

hypothesis 2 and 3 are also above the mark of 30 observations. The lowest number of observations in a 

subsample is 32 in hypothesis 2. However, you would always seek to increase the sample as much as possible 

in order to improve the statistical inference of the analysis. Though, this was mainly limited due to the focus 

on secondary buyouts (target companies going through consecutive buyouts) and the geographic focus on the 

Nordic region.   

Missing data  

Missing data is a potential statistical issue that can cause bias in my results. Because of missing data on deal-

partner characteristics I had to reduce the sample in hypothesis 3 from 100 observations/deals down to 98. 

Data was missing on two occasions due to lack of PE-firm information in regards to the professional 

background of general partners. A reduced sample size will arguably reduce the statistical power of hypothesis 

3, but since I only had to drop two observations this issue is believed to be minor.  

Measurement error 

The entire data collection was conducted over a long period of time, and all values have more or less manually 

been typed into excel in order to calculate the performance measures, which was likewise done in excel. 

Therefore, it cannot be denied that some human errors have been made and are present in the dataset. However, 

there is no reason to believe that measurement errors in either the dependent – or independent variables are 

systematic, but rather random reporting errors. Thus, the coefficients contain larger standard errors, but the 

OLS estimations are consistent and unaffected.  
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8.2.2. Accounting and measurement issues  

Use of financial accounts 

As argued in the methodology chapter I chose to follow Gaspar (2012) and include both consolidated and 

unconsolidated financial accounts/statements in order to keep the sample size as high as possible. However, 

using unconsolidated accounts might not include all of a company’s assets and income and therefore it is more 

difficult to analyze the actual performance of the company. This is particularly a problem in regards to 

companies owned by private equity firms, since they tend to form many layers of holding company’s, and 

thereby displace assets, when acquiring a target. Thus, applying unconsolidated accounts will arguably cause 

inconsistency in financial figures which can lead to potential bias in the calculation of performance measures. 

The problem could simply be solved by only allowing companies with consolidated accounts to be included 

in the sample. Though, this would have reduced my sample size significantly and could have lowered the 

statistical power. This is supported by Wang (2012) who argued that if a sample is restricted to companies 

with consolidated accounts, then it is possible that the sample is not representative of the buyout market, in 

this case the secondary market.   

Inclusion of financial assets  

The second accounting issue that is important to be aware of when interpreting the hypotheses results is the 

inclusion of financial assets in ratios otherwise meant to calculate the operating performance. This is a problem 

when calculating ROA and ATO since total assets, in which financial assets is included, has been used as a 

scaling device. This will inevitably have an impact on financial ratios and may downward bias the operating 

performance of target companies. Further, including financial assets in the computation of ROA and ATO will 

not reflect the operational value creation as well as if operating assets had been used instead of total assets. 

This is a relevant issue since an important scope of this thesis was to study operational value creation in 

companies. However, the inclusion of financial assets is included consistently throughout the dataset which 

secures that I avoid additional bias.      

Including transaction years 

The use of transaction years when analyzing operational performance is a very relevant discussion in regards 

to studying SBOs. Kaplan (1989a) argued not to use accounting data from the year of the buyout, since this 

would downward bias the operational performance measures at entry because of buyout-related fees and 

inventory write-ups (6.2.2.), and therefore nonsensical. Further, the measures would include both pre – and 

post-secondary buyout performance. Given the rule I applied for deciding what accounting year to use, as 

discussed in chapter 6, lead to the usage of financial accounts from the year before the buyout for transactions 

completed in the first half of the year. Thus, part of the observations in the analysis follows the idea of Kaplan 

(1989a) and do not include the transaction year in the calculations, which reduces the potential bias. However, 
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for deals conducted in the second half of the year I have used the transaction year as the year of entry, which 

could potentially bias the results. Especially the issue of inflated assets due to the write-up of intangible assets 

related to the acquisition of the target company can bias the calculation of operating efficiency over the holding 

period. This can happen because the yearly returns are constructed on an asset base that is higher at the end of 

the year than at the beginning of the year, which will bias ROA and ATO downwards as a result. This will lead 

the improvements in the same two measures to be upward biased. However, since I used average figures for 

balance sheet items, which minimizes the issue and potential bias of including the transaction year.  

Length of evaluation period 

Length of evaluation period used to analyze operating performance is another issue that potentially can affect 

results. I followed the approach of Guo et al (2008) and Freelink & Volosovych (2012) and evaluated operating 

performance over the entire holding period of the portfolio companies, from entry to exit. This is supported by 

Bonini (2015), who argued to collect data on as many fiscal years as possible following a buyout. In contrast, 

Wang (2012) argued that applying evaluation periods of different length will potentially cause bias in the 

dataset because of the noise from observations with longer holding periods. According to him operational 

performance should be measured using a three-year window around the transaction. In my analysis, I match 

SBOs and non-PE-backed companies on the same time period, equal to the holding period of the SBOs, which 

is in line with the arguments of both Bonini (2015) and Wang (2012). However, the issue of unequal evaluation 

periods still persists when comparing operating performance between SBOs. Therefore, I reckon that 

measuring operating performance over the entire holding period from entry to exit may penalize SBOs with a 

long holding period, since given an equal overall improvement, this will be less on a yearly basis for a company 

with a longer holding period.   

A further issue in regards to using the entire holding period in analyzing SBOs is that almost half of them have 

not yet been exited. This could downward bias the performance of not-exited SBOs, as these have not gone 

through the entire restructuring period yet, and therefore still have potential improvements left in them. 

Though, not-exited SBOs are neither over – or underrepresented in any of the subsamples when comparing 

performance between portfolio companies, which limits the potential bias. Further, as discussed in 6.1.2., it is 

assumed that most of the improvements are reaped within the first years around the buyout (Bonini, 2015) 

which to some degree will lower the potential bias further.   

Measuring changes  

As covered in chapter 6, I decided to measure performances changes in EBIT-margin, ROA, ATO and WCT 

as differences between percentage points. I did this in order to circumvent the problem of nonsensical 

interpretation when measuring margins and ratios with negative values. This made it possible to use the whole 

sample of companies without omitting any observations due to negative values, as suggested by Barber & 

Lyon (1996). Had I omitted companies/observations with negative EBIT – or working capital values I would 
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have been forced to decrease the sample size significantly, which ultimately would have lowered the statistical 

power of my hypotheses. Additionally, removing only the poor performing companies, the ones with negative 

EBIT values, would have upward biased EBIT-margin improvements. However, I am aware that this method 

can both underestimate or overestimate the achieved changes compared to a method using relative percentage 

changes. For example, an improvement in EBIT-margin from 5% to 10% from entry to exit, is a 100 % 

increase, whereas if the company has improved the EBIT-margin from 10% to 15% over the period it “only” 

corresponds to an increase of 50%. When applying my method, both of these changes/improvements are 

evaluated as an increase of 5 percentage points, which means that they perform equally well. Thus, 

interpretation of results found in the analysis must be done with care when comparing operating performance 

between companies.  

Control company matching method 

A final issue comes from the choice of criteria’s set up to match SBOs with non-PE-backed peer companies. 

These peers where used for two things. First, I used them to test the difference in operating performance 

between the two different ownership structures, and second I used them to test the difference in abnormal 

operating performance between SBOs. I controlled for country, industry, time and size in order to find the best 

suitable peer company for each SBO, which was an important in order to make valid comparisons between the 

companies. Two issues rise from the use of the applied matching strategy. First, matching on size at the entry 

of the SBO is problematic, since deviations in size could occur over time, which makes the initial non-PE-

backed companies less suitable for both direct comparison and as control companies. I cannot reject that this 

could have been the case for some of the matched observations, since I have not checked since deviations 

throughout the entire holding period. However, I very carefully handpicked a peer company for each SBO and 

therefore the issue is not considered as a major problem.  

However, instead of matching the sample firms on NACE-codes and revenue, I could have used NACE-codes 

and pre-event performance, which is also mentioned by Barber & Lyon (1996). This could have been relevant 

since target companies seems to be performing at a high level coming into the secondary ownership period. 

Barber & Lyon (1996) explained that if a firm performs well prior to an event it has a tendency to revert 

towards it mean in the subsequent period, which is relevant when analyzing change measures. This could lead 

the researcher to conclude that the company experiences poor performance, when in fact the accounting 

measure of performance is merely reverting to its mean, as expected. Thus, by pairing sample companies to 

companies with similar pre-event performance I would have been able to control for this mean-reversion 

tendency of a performance measure. Instead, I have used Return on Assets at entry as a measure of pre-event 

operating performance, in order to control for this impact.  
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9. Conclusion  

This thesis was inspired by the increased SBO activity, and the recent skepticism in the research community 

towards the limited potential for operating improvements in the second PE ownership period, which questioned 

Jensen’s (1989) idea of the LBO being a dominant long-term organizational structure. Previous research on 

value creation in SBOs has provided mixed results, and researchers acknowledge that further research on 

operational improvements and growth is needed. First, this thesis contributes to the body of research by 

challenging the idea that PE ownership is a superior long-term governance structure in relation to 

improvements in operating performance and growth. Second, it tries to better understand how a set of different 

PE firm – and General Partner characteristics can contribute to growth and operational value creation.  

With inspiration from theory and previous research on secondary buyouts, three hypotheses were developed 

in order to better answer the overall research question. To help answer these, I constructed a unique sample of 

target companies who had gone through two consecutive PE ownership periods, and a matched sample of non-

PE-backed companies. The sample contained accounting data and PE firm characteristics only related to target 

companies in the Nordic region. From these data sets I constructed subsamples in order to answer the three 

hypotheses and ultimately the research question. 

Table 9.1: Recap of hypotheses and results 

 

First, I found statistical evidence for hypothesis 1 in terms of growth in revenue, which supports that PE firms 

are better at growing their companies, compared to the non-PE-backed companies. However, I find significant 

evidence of SBOs underperforming on operating profitability, and especially in terms of changes in ROA. 

Second, I found no statistical support for hypothesis 2. On the contrary, I found statistical evidence suggesting 

Hypotheses Support

Hypothesis 1

EBIT-margin No

ROA No

Revenue growth Yes

Hypothesis 2

EBIT-margin No

ROA No

ATO No

WCT No

Revenue growth No

Hypothesis 3

ATO No

WCT No

Revenue growth No
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that SBOs owned by large PE sponsors are underperforming in terms of EBIT-margin improvements, 

compared to other SBOs. This is inconsistent with the hypothesis, and suggests that large PE sponsors are not 

superior in operating SBOs compared to others. On the contrary, it seems like they are performing worse than 

other SBOs in terms of operating profitability.  

Finally, I found no statistical evidence to support hypothesis 2. On the contrary, I found significant evidence 

of higher performance in operating efficiency, in SBOs operated by deal-partners with a financial background, 

at least in terms of changes in working capital turnover, compared to SBOs operated by deal-partners with an 

operating background. Further, I find statistical evidence of better performance in EBIT-margin in SBOs 

operated by deal-partners with a financial background, compared to SBOs run by deal-partners with an 

operations background. These results suggest that there is still room for efficiency improvements in SBOs, and 

that GPs with a financial background are better at reaping these. 

I conclude that SBOs are not able to outperform non-PE-backed private companies in terms of operational 

value creation in Nordic target companies, and are instead generating less operational value. However, I found 

slight evidence suggesting that they are able to grow more relative to their peers. I found mixed results in terms 

of whether different characteristics of PE firms and general partners has the potential to contribute to 

operational value creation in SBOs. I found no evidence suggesting that large PE firms are better at improving 

operating performance and increase growth in their secondary target companies. On the contrary, the results 

of the ownership of general partners with a financial background indicate that these are better at improving 

efficiency in their Nordic target companies.     

9.1. Perspectives and further research  

In hypothesis 1 I found evidence that SBOs underperform in terms of profitability, compared to non-PE-

backed companies, which suggests that PE ownership is not a long-term superior governance structure. In 

relation to this the descriptive statistics unveiled that the most used exit route of SBOs in my sample (see 

figure 7.3) was to a third PE firm (tertiary-buyout). In this context, it could be interesting to analyze 

operating performance in the tertiary buyout period as well, in order to further test the views of Jensen. In the 

years to come we will probably see an increase in empirical research conducted on tertiary buyouts.  

The results on working capital turnover from hypothesis 3 implied that financial GPs are better at improving 

WCT in SBOs compared to operational GPs. This was surprising and suggests that more researcher on WCT 

in SBOs is needed. For further research, it could be interesting to analyze in which components of working 

capital these general partners are focusing on; are they superior in terms of managing receivables and 

payables or optimizing inventories?  

In relation to hypothesis 3, it could have been interesting to try and match the professional background of 

general partners to the deal strategies applied in the target companies. In order to see if GPs with a financial 
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background are in fact applying M&A strategies, and if GPs with an operational background are in fact 

applying organic strategies. Further, it could be exciting to see how the partners would excel when engaging 

in these strategies. 
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Appendix 1 – List of portfolio companies and deal specific information 
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Appendix 2 - List of non-PE-backed companies (peer companies) 
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Appendix 3 – List of Private Equity firms  
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Appendix 4 – Distribution plots of operating performance measures 
 

Histogram and normal distribution plot of yearly average change in EBIT-margin. Both SBOs and 

non-PE-backed peers.  

 

Histogram and normal distribution plot of yearly average change in ROA. Both SBOs and non-PE-

backed peers.   
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Histogram and normal distribution plot of yearly average change in ATO. Both SBOs and non-PE-

backed peers. 

 

Histogram and normal distribution plot of yearly average change in ATO. Both SBOs and non-PE-

backed peers. 
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Histogram and normal distribution plot of CAGR in Revenue. Both SBOs and non-PE-backed peers. 
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Appendix 5 - Statistical models applied  
Wilcoxon Signed-Rank Test  

For two related samples from a continuous field, this tests: 

𝐻0: Ө = 𝑀𝑒𝑑𝑖𝑎𝑛(𝑋1 − 𝑋2) = 0 

𝐻𝐴: Ө < 0 𝑜𝑟 Ө > 0 

Computation of Ranked Differences 

 

For each record, the difference 𝑑𝑖 = 𝑥𝑖1 − 𝑥𝑖2 is computed, as well as the absolute value. All nonzero 

absolute differences are sorted into ascending order, and ranks are assigned. In the case of ties, the 

average rank is used. Let 𝐷 = {𝑑𝑖: |𝑑𝑖| ≠ 0}, then the sums of the ranks corresponding to positive 

and negative differences are  

𝑆𝑝 = ∑ 𝑓𝑖𝑟𝑎𝑛𝑘(|𝑑𝑖|; 𝐷, 𝑓)𝐼(𝑠𝑖𝑔𝑛(𝑑𝑖) > 0)

𝑖𝜖𝐷

 

and 

 

𝑆𝑛 = ∑ 𝑓𝑖𝑟𝑎𝑛𝑘(|𝑑𝑖|; 𝐷, 𝑓)𝐼(𝑠𝑖𝑔𝑛(𝑑𝑖) < 0)

𝑖𝜖𝐷

 

 

respectively. Then the average positive rank and average negative rank are  

 

𝑋𝑝 = 𝑆𝑝/𝑛𝑝,𝑓  

 

and, 

 

𝑋𝑛 = 𝑆𝑛/𝑛𝑛,𝑓 

 

Where np is the number of records with positive differences and nn the number with negative 

differences.  

Test Statistic and Significance Level 

 

The test statistics is  

 

𝑍 =
min(𝑆𝑝, 𝑆𝑛) − (

𝑛(𝑛 + 1)
4 )

√𝑛(𝑛 + 1)(2𝑛 + 1)
24 − ∑

𝑡𝑗
3 − 𝑡𝑗

48
𝑙
𝑗=1
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where 

n Number of cases with non-zero differences 

l Number of ties 

tj Number of elements in the j-th tie, j = 1,...,l 

 

For large sample sizes the distribution of Z is approximately standard normal. A two-tailed 

probability level is printed. 

Source: IBM SPSS Statistics 21 

Wilcoxon Rank-Sum Test  

 

Calculations of Sums of ranks 
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Source: IBM SPSS Statistics 21 

Paired t-test 

The t-test for  𝑢𝑥 = 𝑢𝑦 for matched observations is given by  

=
𝐷

𝑆𝐷
 

Where D represents the mean of 𝑋 − 𝑌 and SD represents the standard error of the difference. The test 

statistic t is distributed as Student’s t with n – 1 degrees of freedom.   
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Appendix 6 – Gauss-Markov assumptions  
Assumption MLR.1 (Linear in Parameters)  

The model in the population can be written as  

𝑦 = 𝛽0 + 𝛽1𝑥1 + 𝛽2𝑥2+. . . +𝛽𝑘𝑥𝑘 + 𝑢 

Where β0, β1,…, βk are the unknown parameters (constants) of interest and u is an unobserved 

random error or disturbance term. 

Assumption MLR.2 (Random Sampling) 

We have a random sample of n observations, {(𝑥𝑖1, 𝑥𝑖2, … , 𝑥𝑖𝑘,𝑦𝑖): 𝑖 = 1,2, … , 𝑛}, following the 

population model in Assumption MLR.1.  

Assumption MLR.3 (No Perfect Collinearity)  

In the sample (and therefore in the population), none of the independent variables is constant, and 

there are no exact linear relationships among the independent variables.  

Assumption MLR.4 (Zero Conditional Mean)  

The error u has an expected value of zero given any values of the independent variables. In other 

words, 𝐸(𝑢|𝑥1, 𝑥2, … , 𝑥𝑘) = 0 

Assumption MLR.5 (Homoscedasticity)  

The error u has the same variance give any values of the explanatory variables. In other words, 

 𝑉𝑎𝑟(𝑢|𝑥1, 𝑥2, … , 𝑥𝑘) = 𝜎2 
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Appendix 7 – Heteroskedasticity tests 
 

I have used the Breusch-Pagan – and White’s models to test the presence of heteroskedasticity in the 

linear multiple regression models. I conducted the tests on the OLS regression on EBITMargin 

(change) and ATO (change) for all four regressions. Below I have displayed the summary results and 

an example of the test results from SPSS. 

Table 7.1: Summary results from heteroskedasticity tests. 
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Example of Breusch-Pagan test output: 
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Example of White’s test output:  
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Appendix 8 – Output results from Wilcoxon and T-tests 
 

In order to save space, the appendix will only consist of one example output screen shot from SPSS, 

the remainder are typed and displayed in figures. 

Output example from SPSS: 

Hypothesis 1: 

Wilcoxon signed rank test 

The output example is on ROA change. 

ROA – V7 is the same as SBO (ROA) – non-PE (ROA). 

 

 

Paired t-test  
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Hypothesis 1. SBO vs. Non-PE 

 

 

 

 

Hypothesis 2. SBO vs. Non PE 

 

 



104 

 
 

 

 

Hypothesis 2. SBO vs. SBO 

 

 

 

 

Hypothesis 3. SBO vs. Non PE 

 

Deal-partners with financial background 
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Deal-partners with operating background  

 
 

 

 
 

Hypothesis 3. SBO vs. SBO 
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Appendix 9 – Output results from multiple linear regression  
 

Hypothesis 1 

Number of observations = 200 

EBIT-margin: 

 

ROA: 

 

ATO: 
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WCT: 

 

Revenue growth: 
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Hypothesis 2 

EBIT-margin: 

 

ROA: 
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ATO: 

 

WCT: 



111 

 

Revenue growth  
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Hypothesis 3 

EBIT-margin: 

 

ROA: 

 

ATO: 
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WCT: 

 

Revenue growth: 
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Appendix 10 – Hypo 1 and Hypo 2: ROA at entry comparison  
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Revenue at entry comparison between large SBOs and other SBOs 

Wilcoxon rank-sum test: 

 

Unpaired t-test 

 

 

Wilcoxon rank-sum test: 
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Unpaired t-test 

 


