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Abstract

This paper provides an exhaustive literature review of the motives for public-to-private
LBO transactions. First, the paper develops the theoretical framework for the potential
sources of value creation from going private: a distinction is made between the reduction in
shareholder-related agency costs, stakeholder wealth transfers, tax benefits, transaction
costs savings, takeover defense strategies, and corporate undervaluation. The paper
then reviews and summarizes how these theories have been empirically verified in
the four different strands of literature in LBO research. These strands of literature are
categorized by phase in the LBO transaction: Intent (of a buyout), Impact (of the LBO
on the various stakeholders), Process (of restructuring after the leveraged buyout) and
Duration (of retaining the private status). Then, the paper shows that in the first half of the
2000s, a public-to-private LBO wave re-emerged in the US, UK and Continental Europe,
whose value vastly exceeds that of the 1980s US LBO wave. Finally, the paper provides
suggestions for further research.
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L everaged Buyouts: An Overview of the Literature

1. Introduction

The public corporation is often believed to haveamant advantages over its private counterparstokk
market listing enables firms to raise funds in pub&pital markets, increases the share liquidityirivestors,
allows founders and entrepreneurs to diversifyrtiveialth, and facilitates the use of options inuwapration
packages. Also, the higher degree of visibility amedia exposure of public firms can be an effectbad in
the marketing of the company. On the personal Jdsehders and managers of public corporations rgdigie
enjoy more prestige. However, the publicly quotechpany with dispersed ownership may suffer from too
high a degree of managerial discretion resultirnfra lack of monitoring which may lead to ‘empire
building’ at the detriment of shareholder value eQvay of refocusing the firm on shareholder valeation

is the leveraged buyout (LBO), in which an acquiades control of the firm in a transaction finash¢argely
by funds borrowed against the target’'s assets andah flows.

This type of transaction - labelled ‘bootstrappatguisition’ (Gilhully (1999)) during its infancyi
the 1960s - was aggressively promoted in the 18y0&all Street practitioners such as Jerome Kolglbér.
During the 1980s, LBOs grew dramatically in the Wjch gradually spilled over to the UK. Betweerv29
and 1989, the market capitalization of public-tospte (PTP) transactions in the US alone was iresxof
$250 billion (Opler and Titman (1993)). This PTErid was not just limited to the smaller public camps.
For instance, in 1989, the LBO-boutique KohlbergawWs and Roberts (KKR) took over and delisted RIR
Nabisco in a deal valued at $25 billion. Apparenélyecutives, financiers and investors see theag@ifirm
as a strong alternative to the public corporatioohsthat some even predicted the “eclipse of thelipu
corporation” (Jensen (1989: 61)).

The sources of wealth gains from PTP transastioave been a focal point of academic
research. While the critics of going-private trarigams have continuously emphasized tax advantageshe
expropriation of non-equity stakeholders as thennsaiurces of wealth gains from going private, systi
research on PTP transactions does not agree. @otential sources of wealth gains are strongernitive
alignment with a focus on performance and value rédduction in wasting corporate resources, anddugal
monitoring capabilities embedded in the governastrecture of an LBO. In addition, going private
eliminates the costs associated with maintaininggogk market listing, but may also be motivated by
defensive strategy against hostile takeovers. Fingbing private may simply constitute a monei@atof an
undervalued asset.

The beginning of the 2000s saw a new wave of PaRs#rctions in the US, UK, and Continental
Europe, fueled by cheap debt in the CDO marketspbe vastly exceeding the 1980s LBO wave in value

terms, it came to a halt with the demise of theusezed debt markets at the end of 2007.
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The strong increase in the number of deals andhgeeateal value and the fact that past LBO research
was limited in scope (given the focus on the US amdhe 1980s) call for further research. To featiéi the
development of a new research agenda, we analgzentives to take public firms private and provade
structured overview of the empirical research pentl in this area. We examine which types of fiigos
private and what are the determinants of takeoramnjums in LBO transactions. We also investigatetiver
the post-transaction value creation as well asdimation of private status can be explained byaheve
mentioned potential value drivers. We answer thestions whether or not PTP transactions lead tersup
organization forms compared to public firms, andethler going private is a shock therapy to restrnectu
firms, which generates both strong short and l@ngitreturns. Finally, the paper documents the e
drivers of global LBO activity in the 1980s, 199@8d subsequent decades.

The paper is organized as follows. Section 2 lyridflells on the different types of leveraged bugout
and going-private transactions. Section 3 discuisesheoretical considerations underlying the sesirof
wealth gains from going private deals. Sectioncu$es on the four main strands of the literatuaeng@ly, on
the Intent to do an LBO, on the Impact of the LB@asured by changes in the share price returndieon t
LBO Process or on how the firm is restructurechim post-LBO stage, and on the Duration of being\ate
firm) and on which of the eight motives are empgilli¢ upheld in each strand of the literature. Secth
explains the drivers behind the observed LBO walvasemerged over the past 35 years. Section § tinea

future research agenda.

2 Definitions and taxonomy of leveraged buyout transactions
When a listed company is acquired by a non-stratbgiyer and subsequently delisted, the transadsion
referred to as a PTP or a going-private transactiaa virtually all such transactions are financed by
borrowing substantially beyond the industry averdbey are called leveraged buyouts (LBOs) or Highl
Leveraged Transactions (HLTs) — an overview of different types of LBOs is given in Table 1. In ffac
LBOs comprise not only PTP transactions but also-lsted firms that undergo a similarly leveraged
acquisition. Due to better data availability, recessearch is increasingly able to investigate ardy PTP
LBO transactions, but also these private buyoutseations. However, in line with the scope of héper,
we will focus on PTP LBO deals and use the term®©L&1d PTP transaction interchangeably. In the
empirical US and UK literature, LBOs have histolligdbeen confined to going-private transactions and
including private LBO deals would exceed the scofpihis paper. We will state explicitly when a dtpaper
refers to the wider definition of LBOs (going beyotme PTP transactions).

Four categories of LBOs are generally recognizethénacademic literature. To date, management-

led transactions comprise the majority of PTP #@gtiW¥when the incumbent management team takestbeer

! The European Private Equity and Venture Capitato&mtion (EVCA) defines public-to-private transaot as
follows: ‘a transaction involving an offer for thentire share capital of a listed target companyalyew company —
Newco — and the subsequent re-registration of lttegd target company as a private company. Theebbéders of
Newco usually comprise members of the target coripamanagement and private-equity providers. Addti

financing for the offer is normally provided by ettdebt providers.’
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firm (frequently backed by private-equity invesjoithe LBO is called a management buyout or MBO eWh

an outside management team acquires the firm akeb td private, we refer to this transaction as a
management buyin (MBI). The fact that an outsideagement team does not have the same level oftgriva
information as the incumbent managers in MBOs, maBls a completely different type of deal. An
outside management team will generally target fimhere the incumbent management cannot or does not
want to realize the full potential of corporate ual which entails that MBIs are more frequentlyti®s
transactions (Robbie and Wright (1995)). A deaMihich the bidding team comprises members of the
incumbent management team and new, externally hinediagers is sometimes referred as a buyin-
management buyout (BIMBO).

When the new owners of a delisted firm are solesfifutional investors or private-equity firms, one
tends to refer to these transactions as institatibonyouts (IBOs) which are sometimes also calleddht
Deals or Finance Purchases. In some IBOs, therzong effort of the management team is centrah® t
success of the offer, while in other cases the gemant team is removed. For the typical IBO in Wwhic
management stays on, it is customary to reward gwaia performance with equity stakes in the neivagte
firm via so-called equity ratcheét§Wright, Thompson, Chiplin and Robbie (1991)). terms of equity
ownership, what separates MBOs from IBOs is whethermanagement team has gained its equity interest
through being part of the bidding group (in casamMBO) or as a component of a remuneration packag
case of an IBO). As the incumbent management iiB@&ndoes not negotiate on behalf of the biddingugto
IBOs do not spark the same controversy as MBOs.

[Insert Table 1 about here]

After holding their investment for some time, piteequity investors can opt to exit their investinen
through a secondary initial public offering (SIP®)kms that were previously taken private and sgbeatly
reobtain public status are referred to as reveB® (RLBOs). Other means of exiting their investmarsg

trade sales or secondary buyouts, a detailed digeusf which is beyond the scope of this paper.

3. What mativates public-to-private transactions?

Essentially, there are several sources of weaihsghat may motivate the going-private decistbe:
reduction of shareholder-related agency costs f@urecentive realignment, control concentratioriree cash
flow (FCF) reasons), wealth transfers from bondbddor other stakeholders, tax benefits, transacists
reduction, takeover defense strategies and comaradervaluation. In this section, we detail thesgives

and relate whether these reasons have been sdsitaipevious research.

3.1 Shareholder-related agency costs hypotheses

2 This is an incentive device that enables manageimenpost-buyout firm to increase its equity hiotgs upon meeting
specified performance targets.
3 Schadler and Karns (1990) point out the conflidtmterest of the incumbent managers in an MBO.
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In this particular case, the central dilemma of Rimcipal-Agent model (see Sappington (1991) fgeaeral
discussion of incentive problems in Principal-Agembdels) is how to get the manager (the agent) of a
company to act in the best interest of the shademobf the company (the principal) when the ageag h
diverging interests from the principal’s and aromfational advantage. Agency theory (Jensen andlivigc
(1976)) conjectures that the manager of a privadelged company or a listed firm with a major blockter

will be more prone to act in the best interesthef shareholder than the manager of a listed comyéhya
dissipated ownership structure. Three hypothesdsrlia this claim: the incentive realignment hypesis,

the control hypothesis, and the (FCF) hypothesis.

3.1.1. Incentive realignment hypothesis

The insights of Adam Smith (1776) and Berle and Meél932) on the divergence of interests between
managers and stockholders in a joint stock compaeayformalized by Jensen and Meckling (1976). Ia th
model, when the manager sells off a portion ofrmdual claims to outsiders, the marginal costaaf-
pecuniary benefits decrease as (s)he will bear only a fsactf those costs. As a result, the manager
increases his (or hepyivate benefits (a behavioral pattern called &hiy’) which decreases the firm’s value
for the principal. Private-equity firms rely on i@rs mechanisms to reward key managers for good
performance when they undertake a PTP transacffons detailed review, see Fenn, Liang, and Prowse
(1995)). These private-equity firms (the principtd) to re-align the interests of the managers ébents)
with theirs. Equity ownership is one straightfordiavay of doing so. For instance, Kaplan (1989apirspa
median increase in equity ownership of 4.41% fertthio top officers and of 9.96% for the other maamagn
MBOs. This is supported in a more recent study 8®& from 1996 to 2004, which documents a median
increase of 5.4% in equity ownership for the CE@ an increase of 16% for the management team taken
together (Kaplan and Stromberg (2009)). For the B&harya et al. (2009) similarly report that thedmaa

CEO receives 3% of equity, with the management tesua whole receiving 15% of equity.

The incentive realignment hypothesis states thatestolder wealth gains from going private largeBsult

from a system of incentives providing more rewdodsnanagers acting in line with the investorseirgsts.

The effects of the incentive realignment hypothegitiigher levels of managerial ownership are
contested because entrenchment effects (Morckif&hlend Vishny (1988) and McConnell and Servaes
(1990)) may render management - even in the wak®arf performance - immune to board restructurimgy a

may delay corporate restructuring (Franks, MayerRenneboog, 2001).

4 These non-pecuniary (also called non-marketabiguisites or private) benefits are not transferairld are investor-
specific. Possible benefits could be the reputatiorpsychic’ value of being in control (Aghion arigblton (1992),
salary, and value expropriated from shareholdengckDand Zingales (2004), e.g. through the use ocpamte jets
(Edgerton, 2012) or acquiring large and costly n@arsand estates (Liu and Yermack, 2012)).



3.1.2. Free cash flow hypothesis

Jensen (1986: 323) defines FCF as “cash flow iegxof that required to fund all projects that haesitive

net present value (NPV) when discounted at a ratesast of capital”. Using empirical results on extive
remuneration and corporate performance documentddusphy (1985), Jensen argues that managers have
incentives to retain resources and grow the firyobd its optimal size - the so-called “empire buntf -
which is in direct conflict with the interests dfet shareholdefsBy exchanging debt for equity through
higher leverage in an LBO, managers credibly “btredr promise” to pay out future cash flows rattiean
retaining them to invest them in negative NPV tggJensen (1986)). At the same time, the riskeddult
attached to the capital restructuring via LBOs@ases the downside risk for managers (e.g. lobeig jbbs)

who do not act in the best interest of the prinicipa

Thus, the free cash flow hypothesis suggeststbathareholder wealth gains from going private largely

the result of debt-induced mechanisms forcing marsatp pay out free cash flows.

However, relying on debt to motivate managers maygbabout significant agency costs of debt (eag.,

asset-substitution problem (Calcagno and Renne{2iifly)).

3.1.3. Control hypothesis

Easterbrook and Fischel (1983) and Grossman antd(H388:176) explain why individual shareholders in
corporations with a dispersed shareholder baseundgrinvest in monitoring activities (the so-calkeee-
rider problem). After an LBO, the equity ownersbipa company is highly concentrated, giving theestors
(the principal) a stronger incentive and more infation to invest in monitoring management (Maug9g)9
and Admati, Pleiderer and Zechner (1994)). Furtleemjudging from the viability and success of hutyo
specialists, DeAngelo, DeAngelo and Rice (1984)uarghat these third party investors may have a
comparative advantage in the monitoring faskltogether, this means that LBOs may create valye
resolving the free-rider problem on the monitoragfgnanagement (the agent). Subsequent to the ttimsa

the control function of the investors may not olaéymore intensive, but also of higher quality.

The control hypothesis suggests that shareholdextiveyains from going private largely result fronm a

improved monitoring system imposed on the manageiesm.

While the literature on agency cost theory predibese three distinct sources of wealth gains for
LBOs, it may be difficult in practice to distinghisbetween these hypotheses. Lowenstein (1985) best
explains it with the carrot-and-stick theory: therrot represents the increased managerial sharerskip
allowing managers to reap more of the benefits ftbair efforts (incentive realignment hypothesiBhe

stick appears when the default risk of high leverdgrces the managers to efficiently run the conypsp

5> This problem is most severe in cash generatingsimis with low growth prospects, as exemplifigdthe US oil
industry in the late 1970s (Jensen (1986)) orifearisurance industry in the 1990s (Wells et 8095)).
6 For a review of the mechanisms by which control lsa exerted, please review Fenn et al. (1995: 33).
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avoid default” (Cotter and Peck (2001:102)) and pay FCFs in servicing the debt (FCF hypothesisle T

control hypothesis states that private-equity ficas step in for corrective action at any pointiine, also

when bankruptcy is not imminent.

3.2 Hypotheses related to wealth transfers from bondholders and other stakeholders

3.2.1. Wealth transfers from bondholders

There are three main mechanisms through whichmadan transfer wealth from bondholders to sharedrsid
by (i) an unexpected increase in the risk of investt projects, (ii) (large increases in) dividerypents, or
(iif) an unexpected issue of debt of higher or ¢geaiority or shorter maturity. All these elemeoé cause
wealth expropriation of specific stakeholders. lgogng-private transaction, the third mechanismarticular

can lead to substantial bondholder wealth exprtprid

The bondholder wealth transfer hypothesis suggbstsshareholder wealth gains from going privatsuk

from the expropriation of pre-transaction bondhaokle

[Insert Table 2 about here]

Empirical research provides some evidence of wWweapropriation, mainly for those
bondholders who are not protected by covenantsTabke 2). Marais, Schipper, and Smith. (1989), Aumli
(1989) and Weinstein (1983) do not find negativaaamal bond returns but document that going-private
transactions are followed by ‘pervasive’ debt dovadgs by Moody’s. Travlos and Cornett (1993) find a
statistically significant bondholder loss of 1.08%hile Warga and Welch (1993) confirm significant
bondholder wealth losses for successful LBOs inl®®5-1989 periods. Asquith and Wizman (1990) repor
significant losses of 1.1% for unprotected corpoifadnds around the buyout, whereas bonds protégted
covenants against leverage increases or againgttigas in net worth through mergers experienceoahal
gains. Correspondingly, Cook, Easterwood and Mdit#92) find that bondholder losses are sensitivine
presence of restrictive covenants. Billett, Jiaang Lie (2008) confirm, using a sample of LBOs fr@80
to 2006, that bondholders protected by change-rirobcovenants do indeed earn positive returnsthat -
although protective covenants have become graduadise widely adopted since the end of the 1980s -

unprotected bondholders experience losses. StillihAd (1989) explains that the wealth transfer doats

7 Allowing systematic risk to vary in a manner catsit with the Black-Scholes-Merton option modeinfework,

Weinstein (1983) presents a more formal bond betdetn The sensitivity of bond returns to the cdp#imucture

confirms the conjectured increase in risk for baridars in case of an unexpected increase in leeerBgs finding is

empirically confirmed by Masulis (1980), who docurtse negative bondholder returns in debt-for-eqeitghange
offers. The bondholder wealth transfer hypothdsémtdictates that this increases risk, leads tthaéter wealth losses
and constitutes a wealth transfer to equity holders
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represent a loss for bondholders, but is ratheecaiperation of the protection, which was greatanth

originally contracted fo?.

3.2.2. Wealth transfers from other stakeholders

The empirical literature has paid much less atentio wealth transfers other than those related to
bondholders. Shleifer and Summers (1988) posenthatinvestors in hostile takeovers can break th#iam
contracts between the firm and stakeholders (iriquéar the employees by reducing employment and
wages). Nevertheless, Weston et al. (1998) notestieh hostility against employees is not obsermageTP
transactions, although there is some evidencellsfifaemployment and wages after adjustment fdustry
effects in both the US and the UK (Kaplan (198%aith (1990), Harris, Siegel and Wright (2005), Bav
Haltiwanger, Handley, Jarmin, Lerner, and Miran2@14)).

The wealth transfer hypothesis suggests that slédeh wealth gains from going private result frohet

expropriation of pre-transaction stakeholders sastemployees and suppliers.

3.3 Tax benefit hypothesis

As the vast majority of PTP transactions take platé a substantial increase in leverage, the am@en
interest deductions may constitute an importantcaf wealth gains (Lowenstein (1985)), dependinghe
fiscal regime and marginal tax rates. Tax deddiybof the interest on the new loans creates aomegx
shield increasing the pre-transaction (or pre-reabgation) value. For the period 1980 to 1986,pka
(1989b) estimates the tax benefits of US PTP tcimses to be between 21% and 72% of the premium pai
to shareholders to take the company privd€aplan (1989b: 613) adds that ‘a public compamyuably

could obtain many of the tax benefits without gojmiyate’.

In short, the tax benefit hypothesis states tharedtolder wealth gains from going private resulrfr tax

benefits associated with the financial structuréentying the transaction.

Still, in spite of the apparent advantages of HeNerage in LBOs, it is questionable whether it
constitutes a true motive to go private; in a cotitipe market for corporate control, the predictalasind

obtainable tax benefits will be appropriated by-pugout investors (Kaplan (1989b)), leaving no tebated

8 For a detailed overview of this literature on bavehlth effects: see Renneboog and Szilagyi (2008).recent paper
on the more general context of takeovers, RennebBailagyi, and Vansteenkiste (2017) show that bogtdrns

respond to cross-border acquisitions where theetaagd bidding firms are located in countries wvdifierent creditor

protection and claims enforcement.

% These calculations assume that the debt is répaidyears, that the buyout company can generdfieisat taxable

income, that the marginal tax rate is applied (ediclg ESOP tax deductions) and that asset ste@geffectuated.
(Other sources that could generate extra taxeshirtreasury as result of a leveraged going-privietasaction are
mentioned in Jensen, Kaplan and Stiglin (1989)).
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incentives for the post-buyout investors to talk®mpany privaté® Moreover, LBOs in the 1990s and 2000s

were less levered than their 1980s counterpamitjrig the wealth gains from tax benefits.

3.4 Transaction costs hypothesis

DeAngelo et al. (1984) remark that the costs ofrmaéming a stock exchange listing are very higlonfthe
proxy statements of, for example, Barbara Lynn &idnc., they infer that the costs of public owhgrs
registration, listing and other stockholder senggcicosts, are about $100,000 per annum. Perpetuity-
capitalized at a 10% discount rétehis implies a one million dollar value incredsem going private. Other
US estimates of servicing costs mentioned in tipgiper range from $30,000 to $200,000, excluding
management time. For the UK, Benoit (1999) repibrés for UK quoted firms, the fees paid to stockiens,
registrars, lawyers, merchant bankers and finaffacompanies, as well as the stock exchange fi¢han
auditing, printing and distribution of accounts amb to £250,000. Some UK CEOs estimate the City-
associated costs to be even higher, betv§d€0,000 and¢1,000,000? Given the high costs of maintaining
a stock exchange listing, the benefits of remaingnglic may not outweigh the costs. Mehran andsHarii
(2010)’s financial visibility hypothesis proposd®t firms choose to go private because they fadttact

recognition by investors or analysts and thus aeble to reap the benefits of a public listing.

In short, the transaction costs hypothesis suggsts shareholder wealth gains from going privaesult

from the elimination of the direct and indirect tassociated with a listing on the stock exchange.

3.5 Takeover defense hypothesis

Lowenstein (1985:743) reports that some corporatiwave gone private via an MBO “as a final defemsiv
measure against a hostile shareholder or tender”pfédn observation which supports the theoretical
arguments set out by Michel and Shaked (1986). ISif(iP90) confirms that US MBOs were under
significantly more takeover pressure prior to thBMthan a sample of matched firms. Afraid of losihgir
jobs when the hostile suitor takes conffplthe management may decide to take the compamateri
Therefore, the takeover defense hypothesis sugdgieatsthe premiums in PTPs reflect the fact that th
management team may intend to buy out the otheelbllers in order to insulate itself from an uittad

takeover.

In short, the takeover defense hypothesis suggfestshareholder wealth gains from going privatsui
from the management’s willingness to pay a highrpuen to buy out the other shareholders in ordef to

retain control.

10 Renneboog et al. (2007), however, do not find rafgtion between the premium paid in an LBO andetkgected tax
shields.

11 The discount rate is calculated based on the CAWtl the following parameters: a risk-free rate58b (current 3-
month US T-bill rate from Bloomberg), a long-ternanket risk premium of 5% (Copeland et al. (2000)) a beta of 1
(beta of the market).

12 All UK numbers are from The Financial Times of Aist)31, 1999.

13 Franks and Mayer (1996) show that over a period gears subsequent to a takeover in the UK, \iytudl board

members of the target firm left the merged firm.



3.6 Undervaluation hypothesis

As a firm is a portfolio of projects (Kieschnick9@7)), there may be asymmetric information betwien
management and outsiders about the maximum vahtecdn be realized with the assets in place (Ross
(1977) and Lehn, Netter and Poulsen (1990)). fiassible that the management, which has supersaten
information, realizes that the share price is unaleed in relation to the true potential of tharfirThis
problem may be exacerbated when listed corporatesyecially smaller ones, find it troublesome ge the
equity market to fund expansion, as it may be diffi to attract the interest of institutional shaolgers,
analysts, and fund managers.

Lowenstein (1985) argues that when the managersaheiacquiring party, it may employ specific
accounting and finance techniques to depress thammouncement share price (Schadler and Karn®))199
By manipulating dividends, manipulating balanceestehrough asset revaluation, refusing to meeh wit
security analysts or even deliberately depressargiegs, managers can use the information asymnbetry
their advantage prior to an MBO. Harlow and How@93) and Kaestner and Liu (1996) find that MBOs are
preceded by significant abnormal buying of compahgres by insiders, whereas outsider-induced bayout
are not, confirming that pre-buyout insider tradiisy associated with private managerial information.
However, managers in MBOs also have a positiveimggnmanagement incentive, as this may increase the
ability to obtain MBO financing from external pasi and obtain that financing at a lower price (fés@nd
Louis (2008) and Linck et al. (2013)).

The undervaluation hypothesis suggests that shidehwealth gains from going private result frone ttact

that the assets are undervalued (in the eyes ddi¢hairing party)

An overview of the hypotheses as well as the sdmiagers of the theories discussed above are piessan
Table 3.

[Insert Table 3 about here]

4. Four strandsin the empirical public-to-privateliterature

The collective literature on PTP transactions amgedlaged buyouts can generally be classified ioto f
strands. Each strand corresponds to a phase ibuipeut process, and requires different econometric
methodologies to investigate the sources of weatlthtion from LBOs. Figure 1 presents this clasaifon
and depicts the research methods generally usedutty each phasef the going-private process. The
literature related to the phase iotent describes the characteristics of firms prior teirtidecision to go
private and compares these characteristics to thbgems that remain publicly quoted. A discrimiria
analysis or likelihood model is usually employednteasure the probability that a firm will go prigatA

(tender) offer for the shares outstanding termm#te phase of intent.
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The second strand of the empirical literature messstheimpactof such an offer and is estimated
by analyzing the immediate stock price reactiomalative abnormal return) or the premium paid te-pr
transaction shareholders. Once a company is takesig the literature on thgrocessphase investigates the
post-buyout process of wealth creation, by mearmguahtitative or case study methodologies. If, aheén,
the investor decides to end the companies’ pristtus through an exit (e.g. via a secondary Irjtigblic
offering or SIPO), hazard or duration analysis ¢@n performed to examine the longevity of private
ownership and its determinants. This constitutesftlurth strand of literature, here defined asdheation
literature. We examine which of the eight hypotlseseSection 3 are empirically upheld in each ef fibur
strands of this vast body of literature.

[Insert Figure 1 about here]

4.1 First Strand: I ntent

4.1.1. Methodological issues

To identify the variables that distinguish bestwasn LBOs and non-LBOs, discriminant analysis (08\)
traditionally the commonly used methodology in tktsand of the literature. DA consists of finding a
transform, which gives the maximum ratio of thdeténce between a pair of group multivariate mearbke
multivariate variance within the two groups. Acdogly, an attempt is made to delineate groups baged
maximizing between-group variance while minimizivghin-group variance. To predict group membership
(LBO versus no LBO) from a set of predictors, oftatied the ‘training set’, likelihood models likagit and
probit analysis are also frequently used. A diffigun applying these models is that firms that good
candidates for a leveraged buyout are usually gsmd candidates for financial restructuring throwgh
leveraged recapitalization. To predict membersHivarious types of LBOs (pure MBOs, private equity
(PE)-backed deals, etc.) versus remaining listeanudtinomial logistic regression can be used which
generalizes logit and probit models to problemshwitultiple classes. Lastly, Cox’s proportional haza
model can be used to determine the probability ahfaim will go private over its lifetime, based da initial

firm characteristics and their development oveetim

4.1.2. Empirical results
In this section, we provide an overview of the amgpl literature on the pre-transaction charactiessof
firms going private.
Empirical results on shareholder-related agencytspogax benefits, takeover defenses, undervaluation
bondholder expropriation, and transaction costs.

Maupin, Bidwell and Ortegren (1984) examine whethés possible to separate ex ante those
firms that that engage in an MBO from those thatai@ public. First, their discriminant analysis sisathat
the 63 formerly listed companies are systematicadlyociated with high managerial shareholdings pao

the PTP transaction (which took place in 1972-83)is is somewhat inconsistent with the incentive
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realignment hypothesis, as one would expect thdirrims with stronger managerial ownership the agenc
costs of equity are smaller and that there are énantaller gains from going private. Secondly, fatyne
quoted firms have a more stable cash flow streaan their counterparts that remain public. Thirdiy,
systematically lower price-to-book ratio in the buy sample suggests that undervaluation may benae pr
motivation for going private. Finally, a significdy higher dividend yield for the buyout firms camfhs the
concentration of going-private transactions in matindustries but casts doubt on the FCF hypothesis
(Renneboog and Szilagyi, 2017).

For a sample of 102 MBOs over the period 1981K&&schnick (1989) finds strong support for
the undervaluation hypothesis, while the data dmrate neither the FCF nor the transaction cospifgses.
Judging that tax benefits could be retrieved by potential buyer, he discards taxation as a fadtising
MBOs. In contrast, Lehn and Poulsen (1989) find agie results for a sample of US going-private
transactions over largely the same period (198&:8fHey support the FCF hypothesis. In additionetaler
speculation and the presence of competing bidderssignificantly positively related to the likelibd of
going private, which may be interpreted as suppartthe takeover defense hypothesis. Furthermae, a
outsiders are not expected to possess the samefesgperior (private) information as insiderse thuthors
interpret this finding as unsupportive of the umadwration hypothesis.

Several studies re-examine Lehn and Poulsen’s jl®@8set while performing a more sophisticated
analysis. For instance, Kieschnick (1998) documehit, accounting for the influence of the Lehn and
Poulsen sampling procedure on the control samplegdtliers and for misspecified variables, theadail to
support the FCF hypothesis. He claims that the rmpiadefor tax bill reductions and firm size are the
significant variables, as is the earlier takeonégriest.

Firms that go private can be classified into twibedent groups based on pre-transaction managerial
ownership. Halpern, Kieschnick and Rotenberg (198%) that firms with low pre-transaction managéria
shareholdings experience more prior takeover isteand exhibit lower leverage than their countesptrat
remain public. In contrast, firms with high prerisaction managerial control concentration havedritgvels
of leverage and poorer ex ante stock price perfooe@dhan the matched firms that remain listed. rEiselts
show a positive relation between the propensityd@rivate and the managerial shareholdings fardiwith
higher levels of director ownership, which is insmtent with the incentive realignment hypothesist
either subgroup, they refute the FCF hypothesia dsterminant for going private. In a study of 2terse
LBOs, Kosedag and Lane (2002) find no support lier ECF hypothesis either. However, the likelihobd o
going private is positively related to the potelrfiia tax savings.

A more recent study over the period 1980-2006 bie®iet al. (2008) compares LBOs in the 1980s
wave to those in the 2000s wave. They find thatRli#- and the undervaluation hypothesis were more
profound in the 1980s compared to more recent LB@areover, change-in-control covenants protecting

bondholders against wealth expropriation have becoommonplace relative to the 1980s, but firms that

14 Both studies prefer a maximum-likelihood logitrfrawork as discriminant analysis estimators areconsistent when
the data do not follow a multivariate normal distrion.
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issued bonds lacking this covenant protectionwieetas likely to be involved in an LBO. This indies that
bondholder expropriation is an important considenain the process of choosing LBO targets in theosd
LBO wave.

Mehran and Peristiani (2010) also investigate #wwsd LBO wave using a sample of US PTPs from
1990 to 2007. In addition to the FCF hypothesigytfind that an important determinant in the deeigio go
private in this second LBO wave was the failuratimact market visibility. They report that firmisat went
private were mainly young firms with declining gribwin analyst coverage, declining institutional @nship,
and low stock turnover. Related to the transactiost hypothesis, the benefits of public ownershgrobt
outweigh the high costs associated with a pub8tnly for these firms. These results are suppobted
Bharath and Dittmar (2010) who track a sample 877,US firms from IPO to LBO over the period 1980 t
2004, and find that firms are more likely to govate when they have less analyst coverage and lower
institutional ownership. In addition, they strele importance of liquidity and access to capitabgsublic
firm, as firms in PTPs are less liquid and lesatriicially constrained relative to their peers tleaain public.
Importantly, they find that many of these firm cheteristics were already apparent at the time eflBO.
They also find support for the FCF hypothesis,dnly in the 1980s LBO wave.

The target CEO’s retirement preferences - which @aoé necessarily in the best interest of
shareholders — may drive LBOs, according to JeantdrLewellen (2015) who report a frequency of LB®Ds
12% in targets run by retirement-age CEOs (agedr ®ider), relative to 7% in targets run by CEOed§9
to 63.

One of the first systematic UK studies into thelikood of going private is made by Weir, Laing and
Wright (2005a) who examine incentive effects, moniitg mechanisms and the role of the takeover thrga
the market for corporate control for a sample oPI% transactions completed between 1998 and 0@g.
compare these transactions to a control sampléedrem the basis of choice-based sampling for ame
industry and reach conclusions that support theritigce realignment and control hypotheses, butteetioe
takeover defense hypothesis. Furthermore, no stippaevidence is found for the FCF hypothesis @& th
accounting underperformance hypothesis, althoughbtiyout firms do exhibit lower growth opportungtie
Contrary to US evidence, the potential for tax sgsidoes not seem to play a role in the choicetpriyate
in the UK. In a follow-up study, Weir et al. (2005test for the undervaluation hypothesis. They dosot
that firms going private were experiencing fallimgarket values in the year before going private levttie
control sample firms had rising market values. @ulmg for other motivations, this perceived
undervaluation is a statistically significant detarant of the decision to go private. It is howeiraportant
to take into account that some buyouts, and MBQgaiticular, may be subject to downwards earningb a
stock price manipulation (Perry and Williams (19841 Mao and Renneboog (2015)).

Fidrmuc, Palandri, Roosenboom, and Van Dijk (20d&}inguish between pure MBOs and PE-
backed MBOs for a sample of 129 UK PTPs completedr dhe period 1997-2003. They find that

management opts for a pure MBO rather than a PEeoladeal when financing constraints are relatilaly,
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i.e. when the firm is undervalued, has higher dashls, is less financially visible, and has higharels of

managerial ownership. However, both types of PTippart the takeover defense.

Other empirical work

Ippolito and James (1992) observe that there idgaifeant increase in pension terminations
following PTP transactions. This termination raterenthan doubles for the sample firms around atet tfe
going-private announcement, relative to firms therhain publicly quoted. Yet, the data do not previd
sufficient evidence to support the wealth transigoothesis as described by Shleifer and Summeig&3§19
Likewise, the results remain inconclusive aboutdffigiency-improving role of going private.

Opler and Titman (1993) remark that little attentitas been paid to the role of financial distress i
the decision to go private. Using a sample of ggirigate transactions that spans the 1980s, tmelydirong
significant evidence that the costs of potentiaaficial distress deter firms from going privataiteveraged
transaction. This leads them to conclude that “difaincing is crucial for realizing the gains fragoing
private”, while discarding the idea that this isedio the tax benefits of debt usage. The authas fahd
strong support for the FCF hypothesis. Weir, LaWgight, and Burrows (2004) investigate whethemnot
those US conclusions are also valid for the UK.yTtied no evidence that potential financial disgreeters
PTP transactions. On the contrary, firms that geape have more collateralized assets than firrasrémain
public. They also examine the role of PE provided atate that these investors are more interested i
participating in diversified firms with higher grékvprospects.

[Insert Table 4 about here]

4.1.3. Synthesis: Intent

To conclude, Table 4 shows that the tax hypotheass well supported in the 1980s US literature,laciks
support in more recent US-based studies. The ffettfirms with greater tax shields are more likeygo
private does not necessarily mean that the sizen ¢fx shield is an important determinant, as it is
straightforward to predict the tax benefits of aBQ.such that the pre-transaction shareholders laleeta
fully appropriate this tax benefit (Kaplan (19890j)may therefore not be a motive for the pariregating

the LBO or MBO. Moreover, LBOs in the most recerBQ. wave were less levered than their 1980s
counterparts, casting further doubt on the tax byggs as the main incentive for going private. Guall
agency-related hypotheses, the FCF hypothesisvescenost support, especially in more recent studies
However, FCF incentives have become less impodewnérs, as improvements in corporate governance in
the 1990s have diminished their importance in #eosd LBO wave relative to LBOs in the 1980s. The
second LBO wave appears driven by the trade-offiben transaction costs and financial visibilityd ahe
presence of bond covenants. Going-private decisiotise US in the 1980s were also frequently maodiga
by anti-takeover defense strategies, but this radtias weakened over time, as more recent evidepsaes
more mixed. In contrast, the undervaluation hypsithéound mixed support in the 1980s, but eviddnmm

the second LBO wave is stronger, with undervaluatieing especially important in pure MBOs.
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4.2 Second Strand: Impact

If leveraged and management buyouts are assoaitedsalue creation, then who is the receiver asth
benefits? The wealth effects of going-private temtions have been empirically investigated for smve
groups of stakeholders: a growing strand of litme@thas focused on the returns generated by PE fiond
their investors, but the majority of the empiritigérature has focused on those of the pre-buyseilifg)
shareholders. As not all PTP buyouts involve PEesters, we limit our overview to the latter group o

studies.

4.2.1. Methodological issues

Essentially, there are two ways to measure theshbsder wealth effects in PTP research, namely raaio
return estimation and premiums analysis (see Ra&wwglsimons and Wright (2007) for the methodoldgica
discussion). In this section, the econometric isswigh both approaches will be discussed, alond Wit
empirical results.

Cumulative abnormal return€CARS) are calculated to measure the informatifeceof an event on
the market value of a firm. They compare the exgmbceturn, based on the CAPM, to the return observe
once the information is released. Table 5 presietsesults of event studies in going-private resealhe
principal period of study has been the 1980s arntdally all samples cover the US or the UK. Theitgp
abnormal return at the announcement of an MBO dD lappears to be around 20%, with most of the buyout
information generally incorporated in the share@ifrom one day before until one day after the edate.
This 20% abnormal return seems to be rather lowpeoet to the 25%-30% range for tender offers and
mergers? In the second LBO wave, both premium and abnomnetairns decline. The smaller wealth gains
result from more conservative pricing, improvedpmate governance in public firms, the popularitglob
deals (deals which involve two or more institutibmavestors, usually private equity firms), and the
prevalence of covenants to protect bondholders.

[Insert Table 5 about here]

Renneboog et al. (2007) point out an important omegsent problem of abnormal returns in LBO
research: LBO CARs may be cross-sectionally incoaige, due to the non-uniformity of the information
release underlying the stock-price reaction. Twisamples of firms going private can be distinguisHer
the first one, investors immediately know that thyge of deal is a leveraged PTP of the type MBO,| B
IBO. For the second subsample, information reatinegnarket in two stages: there is an initial mediion

of a takeover de&l (event 1), but the announcement disclosing thétgipa (an LBO, MBO,...) only follows

15 For an overview of abnormal returns around mergatsacquisitions, see Martynova and Rennebooc8§200
16 E.g., the UK City Code requires firms to discldakeover negotiations when there are rumours, &pémn, or an
untoward price movement in the shares, if it casomably be determined to be caused by the biddéons. Typically,
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later (event 2). Some earlier research has takersé¢bond date as the event date, but the resoilts tfris
approach are strongly biased due to the fact tatnitial announcement (event 1) has a large etfiache
share price and that the information content ofne& should merely be regarded as a correctiorhéo t
information generated by event 1.

An alternative methodology (premiums analysis) teasure the wealth effect calculates the real
premium paid in the transaction. Instead of conmgathe realized returns to estimated benchmarkmngtu
this methodology measures the premium as the diftar in the firm value between the final takeovers
price and the pre-announcement price of the firims Theans that the premiums are measured oveulhe f
period of the going-private transaction, and themefincorporate all relevant information (and hedoenot
suffer from the problems abnormal returns suffemras described above). As Table 6 shows, the geera
premiums vary around 45% in the 1980s LBO wave, thay decline in the second LBO wave, varying
around 30%. Renneboog et al. (2007) point outdh@emiums analysis is complicated by two probletimes:
choice of the right pre-takeover share price, dneddefinition of the final takeover share price. allmw for
the share price run-up in the period precedingdfitis¢ announcement of takeover interest, an ardian
window of 20 up to 250 days prior to the event datehosen. Kaplan's (1989a) LBO study on the Ufdl a
Goergen and Renneboog’s (2004) and Martynova andédmog’s (2008b) studies on European M&As both
mention that the anticipation window spans appretéty two months before the initial announcememt. |
earlier research, both the final price offeredhiea winning bid as well as the final share pricetqdmn the
stock exchange before delisting have been usedfdrhmer definition is preferred as the latter ondflects
the true value of the bid if shareholders sellrtlsbiares to the acquiring party through the stoahange.
However, if shareholders can accept an offer withiauolvement of the stock exchange (as in the UKg,
last quoted share price may reflect only specdatiovements.

[Insert Table 6 about here]

As can be observed from Tables 5 and 6, the sbort-tvealth effects measured by abnormal returns
and premiums are very different. Several explanat@ccount for this difference. First, CARs arerected
for the expected return whereas the reported aggyegmiums are not. Second, part of the differeacealso
be attributed to the fact that abnormal returnscivldapture the market expectations of the futuoditprof
the buyout, include the probability that a bid $ailvhile the premium does not. De Angelo et al8@)%how
that the withdrawal of an offer triggers a two-agdynormal loss of 8.88% (significant at the 1% lgwshich

Marais et al. (1989) confirm.

4.2.2. Empirical results

this type of announcements does not embody morethwanotification of a negotiation that ‘may oryneot lead to an
offer for the shares of the company’.
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As the empirical literature of this strand is abamig we present the results according to the hygseth
outlined in Section 3. We also discuss the effe€tsidder competition and divisional buyouts on gtare
prices.
Shareholder-related agency cost hypotheses

The first systematic study of the cross-sectioraiation of shareholder wealth effects in going-
private transactions was performed by DeAngeld.€t1l884). They report that the average CARs ardtied
announcement depend on the managerial equity ptaeto the PTP transaction. In transactions whkee
pre-buyout management stake is at least 50%, thHesG#e 20% higher than in transactions in whicl wie
management owns smaller stakes. However, they tibnaba significant difference in the premiumsestd
to these two types of companies. This implies gdaprobability of success for firms with strongtiad
managerial control (more than 50%). Abnormal reduoecurring at the announcement of the buyout also
depend on the post-transaction equity stake helithdoynanager. DeAngelo et al. also report thatheket
reaction to the MBO announcement is higher whennlamagement becomes the sole owner than when
control is shared with a third party. Lehn and Benl(1989) cross-sectionally analyze the averagmipms
by regressing them against a set of explanatoriahlass that proxy for FCFs, growth prospects, sind
potential tax savings. They find that the premiutepend on the level of FCFs. When partitioningseple
based on managerial ownership, the FCF variableegrinsignificant for equity stakes above the media
This is consistent with the FCF hypothesis, asatency costs are higher in the firms with low levet
managerial ownership. Kieschnick (1998) revisite thehn and Poulsen sample, and reaches opposite
conclusions not supporting the FCF hypothesis afteounting for outliers and redefining the vargbWith
respect to the effects of managerial ownershipnltater and Gunay (1992) demonstrate that theniive
realignment hypothesis is upheld, as the level rdiders’ net divestment is a significantly positive
determinant of abnormal returns. However, for finwisere managers already own a large equity stake, t
reunification of ownership and control is not thée motive to go private. There appears to beshéped
relation between managerial equity ownership angbupremiums for poorly performing firms (Halpegh
al. (1999)).

Jointly testing the taxation, bondholder weattnsfers, asymmetric information, transaction £ost
and agency costs hypotheses in a cross-sectioaisan Travlos and Cornett (1993) find that theustry-
adjusted Price-Earnings ratio (deemed to be arrsevproxy for agency costs) negatively affects atmad
returns. Consistent with DeAngelo et al. (1984)eythfind that the stock price reaction to MBO
announcements is significantly higher than fordiparty transactions (MBIs and IBOs).

Calculating CARs and average premiums for a samipléK PTP transactions taking place in the
period 1997-2003, Renneboog et al. (2007) find stpjpr the incentive re-alignment hypothesis, velaesr
the pre-transaction FCF has no impact, as alsaqugly observed in other UK-oriented work. Howewtbe
control hypothesis is a significant determinanthaf shareholder wealth effects of going privateeffect that

is especially strong in the presence of corporatasmonitors.
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A number of studies examine the pricing of dealtharecent LBO wave relative to the buyout wavéehef
1980s. Both Oxman and Yildirim (2007) and Guo, Héiss, and Song (2011) observe lower premiums and
less leverage in the recent LBO wave. However,sdeampleted towards the end of the wave are priced
higher and have riskier capital structures. Themuens are positively related to FCFs and to theerr
interest on long—term debt in pre-buyout firms, better performing firms (in terms of operating giarand
Tobin’s Q) receive lower premiums, whereas highmpuens are paid to firms that are not currently pabie

but that have large growth potential, providing g for the undervaluation hypothesis (Oxman and
Yildirim (2007)). Demiroglu and James (2010) firiat in the recent LBO wave, the reputation of Pizelsi

Is positively related to buyout leverage (LBO delbtided by the target's pre-LBO EBITDA), and that
leverage is positively related to the price of deal, suggesting that PE reputation reduces thecggmsts of
LBO debit.

Hypotheses related to wealth transfers

In relation to the bondholder wealth transfer hyjesis, Marais et al. (1989) report a non-
significant correlation between pre-buyout debtosaatnd abnormal returns. A significant positivéatien
would have confirmed that in firms with high presisaction debt ratios, the bondholder wealth tearesiuld
contribute to the premiums paid to shareholdetske the firm private. Warga and Welch (1993) shibat
in going private transactions, an increase of asiladin the firm market value of equity is assaethwith a
five cents decrease in the overall value of delkewise, Asquith and Wizman (1990) show that a
bondholder wealth transfer to the shareholderst®dst is small. Their estimate of abnormal lostes
bondholders is only 3.2% of the gains made by $twdders. This evidence confirms that the bondholder
wealth transfer hypothesis cannot be rejectedalaat that bondholder expropriation cannot be acjpial
source of wealth gains to shareholders in PTP acimss. In response to the expropriation of bofd#ro
wealth in the 1980s LBO wave, the US introducedngean-control covenants to protect bondholders.
Investigating the effect of such protection ontéieirns to bondholders in the second LBO wavegeBit al.
(2008) report abnormal announcement returns to liomddrs lacking covenant protection of -6.76%, velasr
protected bondholders earn +2.30%. They concludeekpropriation of bondholders remains an impdrtan
determinant in LBOs and that the wealth effectbdadholders depend on the existence of such change-
control covenants.

Andres, Betzer, and Hoffman (2003) are the fisttést for the employee wealth transfer
hypothesis, but find no support. Brown, Fee, andmés (2009) investigate a supplier wealth expréipna
effect: suppliers experience significantly negatagnouncement returns around the announcement of a
downstream LBOs, with the effect being more negator suppliers that have made substantial relstiipn
specific investments. The authors conclude that itteeeased leverage combined with changes in the
organizational form in the LBOs increases thesedirbargaining power with their suppliers, as thesults

do not appear to be induced by decreases in defoattte suppliers’ products or services.

Tax benefit hypothesis
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Kaplan (1989b) argues that tax benefits constituteimportant source of wealth gains in going-
private transactions. His models show that 76%heftotal tax shield is paid out as a premium toinlkiestors
selling out, supporting the claim that predictaptdential tax benefits are appropriable by pregaation
investors in a competitive market for corporatetmuinTax savings and firm size should thus hay®sitive
impact on the wealth gains in LBOs, a finding tisatonfirmed by Kieschnick (1998). However, Lehrdan
Poulsen (1989) and more recently Oxman and Yild{@2@07) find that the potential for tax savings'\ a
significant determinant in the cross-sectional atéon of premiums in US LBOs. For the UK, Rennebebg
al. (2007) reject the tax benefit hypothesis, bigkBr (1990), Andres et al. (2003), and Weir et(2005a)
point out that the tax advantages of financing sinwvith debt are smaller in Continental Europe dred WK
than in the US.

Transaction costs hypothesis

Travlos and Cornett (1993) are the first to test typothesis of transaction costs savings by
employing annual costs of listing according to NY&k AMEX fee schedules (scaled by the market value
of equity), but conclude that this hypothesis i mgheld, perhaps reflecting the fact that the trosts of a
stock market quotation are much higher than justligting costsRenneboog et al. (2007) do show some
support for the transaction costs hypothesis: #vwings realized by the direct and indirect costa dikting
significantly contribute to the shareholder weadffects from going private. In a study on US PTRsnf
1990 to 2007, Mehran and Peristiani (2010) repuat failure to attract market visibility combinedthvthe

high costs associated with a public listing led ynfarms to go private in the second LBO wave.

Undervaluation hypothesis

Some support for the undervaluation hypothesisoid by Kaestner and Liu (1996), who find
evidence suggesting that insider net buying bedar#BO is not driven by FCFs or past tax liabiltieut by
superior knowledge about the true value of the .filmcontrast, Ang et al. (2014) report that inaagé
fraction of LBOs between 1997 and 2008, managerssted a portion of their shareholdings. Harlow and
Howe (1993) find that MBOs are preceded by sigaificabnormal buying of company shares by insiders,
whereas outsider-induced buyouts are not. Goingatgipremiums paid by third parties are on avefdgé
higher than the premiums paid by management teatls, the typical MBO premium being 39%. The
correlation of these premiums with various measuwfemsider trading is only significant for the MBO
subgroup, suggesting that insider net buying bedoréBO conveys favorable information to the market
Fidrmuc et al. (2013) investigate premiums for mpgle of UK MBOs between 1999 and 2003, but theg fin
no significant difference between pure (managenedtand PE-sponsored MBOs. They do however find
that MBOs are more undervalued than PE-backed ,deatluding that management in MBOs can acquire
firms with more growth potential at a premium thages not fully incorporate the improvement value.

Goh, Gombola, Liu and Chou (2002) study analys@inimgs forecast revisions at the PTP

announcement. They report a significant upwardsieri of earnings forecasts for institutional buyibat
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find that this phenomenon is significantly lessrmmonced for MBOs. They also examine the underviainat
hypothesis by analyzing the relationship betweemahal analysts’ forecast revisidhfollowing a going-
private announcement, and abnormal returns atrtheumcement of the transaction. Whereas they find n
significant support for the FCF hypothesis or affgat induced by a change in leverage, the autbbosv
that abnormal revisions of analysts’ forecast egsiare positively related to the abnormal retofritbhe PTP
announcement. These findings convince the authioas going-private announcements indeed convey
favorable information about future earnings. AltgbuLee (1992) reports that there are no sustained
shareholder wealth increases from MBO announcenteatsare subsequently withdrawn (suggesting that
going-private announcements dot convey favorable information on future earningsihdefes et al. (2003)
and Renneboog et al. (2007) confirm Goh et al.G02} conclusions. They find that the target’s [ssre
price performance is a significant determinant ledreholder wealth gains and abnormal returns, bmth
MBOs and IBOs (which mostly retain part of incumbaranagement). This confirms that managers in these
types of deals are best placed to exploit undeat@in due to informational asymmetries.

Management may employ specific accounting and €&eanechniques to depress the pre-
announcement share price or manipulate earningdBOs (Lowenstein (1985)), For the US, DeAngelo
(1986) finds no evidence of systematic earningsipudation, but Perry and Williams (1994) do documen
negative earnings manipulation prior to MBOs, dasieg the acquisition price by 19% (Wu, 1997).
Similarly, for the UK, Mao and Renneboog (2015)dfithat strong negative earnings management occurs
prior to MBOs, whereas positive earnings managenakds place in IBOs (as firms may then able to
increase the debt level at the LBO) and in non-htifioms (as this type of earnings management jpedjt
affects managers’ bonuses). Positive earnings nesn@igt can be used as a signal about the company’s
prospects in easing its financial constraints (kiet al., 2013). Consistent with this hypothesiscker and
Louis (2008) find that managers in MBOs that relgstnon external funding manipulate earnings dowdwar

less.

Bidder Competition

PTP transactions with multiple bidders are assediatvith higher premiums. For instance,
Lowenstein (1985) calculates that the premiums paghareholders in MBO transactions involving ¢hoe
more competing bidders were on average 19% hidtear the premiums paid in cases with a single bidder
Amihud (1989) confirms his findings: 9 out of 15 thie largest biggest LBO transactions over theoperi
1983-86 received competing bids and the final pupempaid was 52.2% compared to 30.7% for cases
without bidder competition. Similarly, Easterwoa8linger, Seth and Lang (1994) demonstrate that the

premium in a multiple bidder process is about 1ighdr. Consistent with the idea that multiple bicdare

17Goh et al. (2002) calculate the abnormal revisibanalyst forecast earnings subsequent to a gmingte transaction
by using the methodology proposed by Brous (19883%entially, the latter constructs the abnormakien of analysts’
forecasts by comparing analysts’ revisions of fastg after the going-private announcement to tipeard revisions
(based on an event-study methodology), standardiigede stock price.
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associated with higher premiums, Officer, Ozbasd, @nsoy (2010) find that “club bidding” by PE ist@s
(a common practice in PE where multiple bidderstjgisubmit a single bid) reduces competition apdde
depresses the value accrued to target sharehoptersiums are 40% lower and target shareholders ¥#6
less of the pre-LBO firm value in club deals relatto LBOs with a single buyer. These results aosem
pronounced in target firms with less institutiomainership, suggesting that institutions can bargaare
effectively with clubs, offsetting some of the effe of reduced competition on prices.

The interpretation of these higher premiums in ested LBOs is not straightforward. While the
empirical literature usually attributes higher prems to the mechanics of the competitive process. (e
Lowenstein (1985) and Amihud (1989)), further nuaigneeded. Indeed, Guo et al. (2011) show thstt po
buyout returns are higher for deals with multipie Bidders, but they do not find evidence that tireserns
are related to bidder competition. Deals with npldtiPE bidders already generated higher pre-buytutns,
which suggests that deals with better ex-ante gaispare more likely to attract multiple biddersghrér
premiums in contested bids may also occur due toveEpayment resulting from irrationality or “ddaler”
(see e.g. Andres et al. 2003). Alternatively thqugbntested LBOs may signal severe undervaluation,

which case a higher premium is justified.

Empirical results on divisional buyouts

Studies on divisional buyouts focus on the effectparent shareholders. Bae and Jo (2002) and Hite
and Vetsuypens (1989) argue that there are cowildedifferences between divisional and whole-firm
buyouts. It is expected that divisional buyoutsfesutess from the absence of arm’s length bargginin
because the parent company’s management negatidtethe divisional buyout team. Therefore, a ciotHl
prone role of managers in MBOs is likely not tasariFor a sample of 65 MBO divestments over thsger
1984-89, Briston, Saadouni, Mallin and Coutts ()9@# negative returns of -1.79% to parent shalcdrs
(measured over a [-10,10] window and significantreg 1% level). Apparently, divisional managerdl sti
succeed in negotiating a relatively low price foe tissets they buy from the parent company. Thisanticts
the findings of US divisional MBOs (Muscarella avidtsuypens (1990)) in which the parent shareholders
not lose, on average.

[Insert Table 7 about here]

4.2.3. Synthesis: Impact

Table 7 summarizes this second strand of the fiteraFirst, we conclude that the undervaluatiopdtlyesis
has gained increasing support in US-based, UK-hamed Continental European studies, in particutar i
MBO deals, which are best placed to exploit undemtion due to information asymmetries. Second,
bondholder wealth transfers exist, but only pldiyrated role in the wealth gains of pre-buyout steolders,
and bondholder wealth effects strongly depend erettistence of protective change-in-control covénadn
addition, suppliers to LBO firms also appear tormgatively affected by downstream LBOs. Third, the

evidence on the shareholder-related agency coptithgses, more specifically the incentive realigmnaad
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FCF hypotheses, is mixed. There is evidence tlaintentive realignment hypothesis is only valid fioms
where pre-transaction managers hold small equitiyest The control hypothesis has gained more stippor
recent studies, however. Fourth, the empirical @vig@ does not seem to support the idea that iredtdas
shields from going private are a main source ofltegains. Fifth, remarkable is that the majoritytioe
evidence in this strand of the literature comesnfithe US and to a lesser extent the UK. This dalis

systematic research on this strand from other jpérttse world.

4.3 Third Strand: Process

So far, we have discussed the empirical resulth@fdeterminants of the firm-specific probability gming
private, and how much acquirers generally pay deoto obtain the required proportion of sharegeiost the
company. After these two initial phases, the fitarts a new life away from public scrutiny and usua
disappears from the public forum. Fox and Marc@®9?) remark that it is imperative that these fimhasnot
vanish from the academic radar. After all, the iiifie debate about the real role of leveraged ggirivate
transactions, being either more efficient orgamzetl forms (Jensen (1989)) or simply vehicles &ingax
benefits (e.g. Lowenstein (1985)), cannot posdielyesolved without a detailed study of the pastgaction
performance. After the acquiring party has paideaum to take the company private, the processhigh
it recovers these out-of-pocket costs and putsebeurces under its control to a more valuable aeseresult

in interesting insights into the real sources oéltfegains from buyouts.

4.3.1. Methodological issues

The empirical research in this strand is basedavandistinct research methods: while most reseaschave
employed large-sample quantitative studies, sorme baccessfully used case studies and interviews\gsi
to detect the sources in wealth creation from gpirgate.

Quantitative studies have employed samples rgnigom around 30 (Liebeskind, Wiersema,
and Hansen, (1992)) up to 35,752 observations idHatral. (2005)). Using performance data, theyiaep
variety of econometric methodologies (univariatel anultivariate) to assess the (sources of) changes
performance. The majority of studies compare tlee and post-LBO performance. In addition, a sulisthn
number of papers focuses on reverse LBOs (secohid@sg), and compares the performance over timbeof t
public, the private and the renewed public statushe firms. Fox and Marcus (1992) and Wright et al
(1995), however, argue that the reverse LBO peroce studies should not be used to make inferences
about going private in general, as these studiesamples biased towards those LBOs that retupulttc
hands, which are likely to be the strongest peréwem

In general, quantitative studies suffer from ¢heeonometric challenges. First, data availability
is problematic, as private firms do not have to phynmwith detailed disclosure of financial infornmei.
Furthermore, the available information of privaitent induces a size bias because larger privatesfatill
release more information than smaller firms do.oBd¢ Smart and Waldfogel (1994) and Palepu (1990)

claim that quantitative studies mistakenly comparest-transaction performance to pre-transaction
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performance: post-transaction performance shoulddmepared to pre-transacti@xpectedperformance in
order to ascertain whether or not performance irgments are attributable to the LBO process. Adthir
econometric problem, mainly prevalent in older &gagdis that some papers only match LBO firms wiin-
LBO firms without controlling for industry and timedfects.

A small number of studies employ the case studyhauilogy. Yin (1989) argues that case studies
can provide us with more direct answers throughr tability to deal with research settings with age
number of variables, or where variables tend taueitative. Case studies can therefore betteroegphe

organizational links between going private and ganance improvements (Baker and Wruck (1989)).

4.3.2. Empirical results

In this section, we describe the most importantepgfrom the large body of empirical work on thestpo
buyout wealth creation process. We categorize #pes according to the research methodology emgloye
The quantitative studies are subdivided into twetieas based on (i) the firms under private ownigrsimd

(ii) the reverse LBOs. We refer to case studiethanthird subsection and we discuss the effecinaintial

distress in buyouts in the fourth.

Empirical results of quantitative studies: firmsden private ownership

Kaplan (1989a) analyzes the post-transaction dpgraterformance of 48 MBOs that took place
during 1980-86. He finds that industry-adjustedrapeg income does not increase during the first years
subsequent to the buyout, but grows by 24.1% intlirel year. When one controls these findings for
divestitures, the bought-out firms strongly outperi their public counterparts in every post-buygear.
Kaplan also documents that industry-adjusted dagiaenditures fall significantly after the buyowfhich is
in line with the curbing of management’s ‘empiraltimg tendencies’ provided that pre-buyout firmadh
large levels of FCFs. However, in bought-out firth&tt do not generate high FCF, restricting capital
expenditures may signal an underinvestment probteaced by the debt burden. Both Smith (1990) and
Kaplan (1989a) show evidence that the post-buypetaiing performance (median operating cash flow pe
employee and per dollar of asset value) increasee than the industry median from the year priothi®
transaction to two years after the transactionhfig working capital management seems to be a small
contributing factor, while a reduction of spendiog discretionary items or capital expenditures oann
explain the improved operating performance. Smadt \&aldfogel (1994) revisit Kaplan's (1989a) sample
and compare performance against pre-buyexpectedperformancé®, but still show similarly strong

operating performance improvements.

18 Due to conflicting past evidence on the appropriaeasures, Smart and Waldfogel (1994) use twoadetbgies to
calculate expected performance improvements beéfer@announcement of the LBO. In the first, they enfikecasts of
the sales/income ratio by estimating a dynamicqoarnce regression on the firm’'s annual performdris®ry up to
the year before the transaction. The second measufe last expected income/sales improvementredigied by
analyst forecasts in Value Line before the LBO amuement.
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Muscarella and Vetsuypens (1990) perform a singlarcise for a sample of PTPs (both whole-firm
and divisional buyouts) that went public again {#ese LBOs”). Reverse LBOs require disclosing firiah
statements covering several years of operationrymileate ownership, allowing the authors to dikestudy
the performance of PTPs. Restructuring activitieglan the strong improvements in efficiency after
MBO. They argue that the premium is more likelycapture the efficiency improvements in divisional
buyouts than in whole-firm buyouts. The reasorhe there is less asymmetric information in refatio a
divisional MBO than in a whole-firm going-privateahsaction because in the former case the negufiati
management teams are both insiders. Efficiencysgagfiect real operating gains; the accountingaldes
show that these improvements result mostly front coing, and not from the generation of more nees.
Divisional buyouts indeed appear to have more proned efficiency gains, which gives more suppoth®
undervaluation hypothesis for whole-firm MBOs. Maeeently, Fidrmuc et al. (2013) find support fbet
undervaluation hypothesis, especially in MBOs withibbacking from a PE partner. These pure MBOs show
improved operating performance after the deal, ederPE-backed deals already outperform their peers
before the deal takes place. In contrast, neittagldh (1989a) nor Smith (1990) support the undeatain
hypothesis. The former author observes that pre-MiBé@ncial projections, upon which the offer prisél
be based, systematically overstate the futureza#@ins. Smith (1990) observes that cash flows terido
increase after a failed buyout proposal. Post-buyash-generative characteristics of defensive reomd
defensive transactions do not differ, which undessi the undervaluation hypothesis that MBOs are
motivated by private information held by the marragat.

Many papers also elaborate on the effects of a ®amsaction on the firm's employees. Their
conclusions are summarized in Table 8. Despitepitygular view being that employees of an LBO are
subjected to layoffs and wage reductions, empiriegearch concludes that employees benefit from the
spillover effects of investments in production nueth and operations by the new owners (Agrawal and
Tambe, 2016). When controlling for reduced emplaymmesulting from post-transaction divestituresplaa
(1989a) reports that median employment rises b%0Muscarella and Vetsuypens (1990) report thatgoi
private transactions do not cause layoffs, reshls are confirmed by Smith (1990) who also noked the
number of employees from the year before the MBf tive year after the deal grows, but more slothign
the industry average. Davis et al. (2014) investideb0,000 target “establishments” (factories,cef, and
other physical locations where business takes plac&S PE deals from 1980 to 2005. They find that,
although LBO firms’ employment declines by 6% (tefa to control firms), LBO firms also create marew
jobs at new establishments, resulting in net empbayt declines of less than 1%. Agrawal and Tamb&&p
even find that target workers’ employability impesy especially for those whose jobs are transforbyed
production upgrades by the new owners after an LBRereas technological change would have rendered
their skills obsolete, workers in LBO firms earigiér long-run wages and their post-LBO emploympetls
(fraction of time that a worker is employed relatio the total amount of time observed in the worke) are

6 to 9 percentage points longer.
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For a sample of 1,350 UK LBOs from 1999 to 2004,e8s1and Wright (2007) find that, relative to
non-LBOs, wage growth is lower for both MBOs and BlBand employment growth is higher for MBOs but
lower for MBIs. The authors interpret this as evide that MBIs are more likely to break implicit agments
and transfer wealth from employees to the new osyneghile MBOs are more capable of exploiting higher
growth opportunities. For LBOs in general, howevaness and Wright (2012) find no significantly @ifént
employment effects between LBOs and a control sammmhtingent on the size of the target firm.

In another interesting plant-level study, Lichtergband Siegel (1990) investigate the consequences
of MBOs on employment, wages, innovation, and ttdator productivity. They document that white-eoll
workers do experience compensation and employnesses, whereas blue-collar workers are not affected
Over the three years following a going-private saction, total factor productivity growth on theupl level
increased by 8.3% above the industry mean, andnm&sspending increased both on an absolute badis a
relative to peer firms. SimilarlyHarris et al. (2005) report plant-level producivihcreases in UK MBOs
between 1994 and 1998, probably arising from ageswst reductions and resource relocation. Lerner,
Sorensen, and Stromberg (2011) also find for a kawfppublic and private US LBOs backed by PE funds
that firms’ patent quality increases in the yeapstfbuyout. Amess, Stiebale, and Wright (2016) hmwe
distinguish public-to-private and private-to-prigdRE-backed LBOs in the UK, and find that althopgtent
stock increases in the private-to-private transastithere is some evidence that public-to-pritratiesactions
reduce patent activity.

Zahra (1995) uses interview data to uncover the eblentrepreneurship in performance improvements
in the post-buyout process for LBOs of non-listeth§. He documents that, even with a high debt durd
innovation and risk taking is not stifled. Post-buy performance improvements arise from an incaase
emphasis on commercialization and R&D alliancesyweal as from improved quality of the R&D function
and intensified venturing activities. Although heed not estimate a statistical relation, Zahra %1591)
explains that this revamped entrepreneurial spoiild be the result of reduced shareholder-relatghcy
costs.

Liebeskind, et al. (1992) investigate the incemtiealignment hypothesis by testing if and how
corporate restructuring affects the firm and itstgoansaction strategy. Using a sample of 33 efléingest
LBOs from 1980 to 1984, and a matched control sangblcompanies that remain public, they find that
managers of going-private firms resort to more dgiwing of their businesses and to expanding praatuct
lines less. However, the business mix of the cafgoportfolios does not change. Apparently, thentige
realignment following the buyout induces managensursue a focus strategy and to forego excesstigrow

Jones (1992) focuses on the use of accountingali@ystems in the new firm after going private. He
finds that an improvement in operational efficiemegs achieved through modifications of the orgaivpal
structure. Going private led to improved plannieghniques that match the organizational contexébet

An important nuance to the positive view sketcheddome of these papers is given by Kaplan and
Stein (1993). They point out that US PTP transastieffectuated in the latter half of the 1980s warieier

and riskier, which eroded the returns of takingpmpany private. Long and Ravenscraft (1993) confivat
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the performance gains for LBOs and MBOs completetthé latter half of the 1980s decline, but perfance
and efficiency improvements remain substantial. iRetance, Opler (1992) calculates that for thda2@est
transactions in the 1985-90 period, operating fgqfer dollar of sales rise by 11.6% on an industityected
basis. Per employee, this increase is even asasigt®.3%. In addition, leveraged going-private dea@tions
do not seem to decrease spending on R&D.

Guo et al. (2011) investigate the value creatiothérecent LBO wave. In line with Kaplan and Stein
(1993)’s and Long and Ravencraft (1993)'s resutstie 1980s wave, they show that deals in therlihlf
of the 2000s wave were priced higher and had rskapital structures. Guo et al. also report thnat t
operating performance in post-buyout firms is ewleanby increases in leverage and improved corporate
governance activities, although performance remaomsparable to benchmark firms. This conclusion is
supported by Cohn, Mills, and Towery (2014) foraaple of 317 US LBOs between 1995 and 2007 as they
find little to no evidence of improved profitabylibr operating efficiency.

In contrast, Boucly, Sraer, and Thesmar (2011)ahte to identify operating improvements in LBO
targets for a sample of 839 French deals from 1892004. Although post-buyout sales and employment
growth is concentrated in private-to-private tranisas, public-to-private transactions show an éase in
target profitability of 5%. Similarly, Bergstrom,r@b, and Johnsson (2007) find a significant pesitmpact
on operating performance in a sample of Swedistolsy For the UK, Wilson, Wright, Siegel, and Sésol
(2012) find that PE-backed buyouts were more prtodeiand more profitable both before and afteraBé7
financial crisis, relative to comparable firms tdad not experience buyouts. Valkama, Maula, Niladgken,
and Wright (2013) investigate the drivers of hotderiod returns in PE-backed UK buyouts betweedb19
and 2004. They find that returns are driven by fdage, the size of the buyout, the acquisitions nthdang
the holding period, and industry growth (with tregtér being particularly strong in insider-drivenda
divisional buyouts).

[Insert Table 8 about here]
Empirical results of quantitative studies: revetd0Os

Some papers have focused on the phenomenon ofeevBOs (RLBOs). DeGeorge and Zeckhauser
(1993) model that asymmetric information, debt beeg and behavioral problems can create a pattern o
superior performance before the RLBO (the privadges), and disappointing results afterwards (thaipu
stage). Their empirical study of 21 RLBOs betwe883land 1987 confirms their hypothesis.

Holthausen and Larcker (1996) expand this studwiglyzing the value drivers of the accounting
performance for 90 RLBOs (1983-88). They find thathough leverage and insider equity ownership are
reduced in RLBOs, both remain high relative to ithdustry-adjusted numbers of quoted firms. Thusyth
argue that RLBOs are in fact hybrid organizatioasduse they retain some of the characteristice a0
after the flotation. Their regression analysis rsftg upholds the incentive realignment hypotheBis: at
least four years after a secondary IPO, these fiomtperform their industries on an accounting basis
performance but experience a performance declitervadrds (which Bruton, Keels and Scifres (2002)

confirm). Holthausen and Larcker (1996) speculatetlte causes for this lagged effect of performance
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reduction: they believe that RLBOs gradually loseirt typical LBO characteristics and evolve towatis
typical firm of the industry. They also find thapital expenditures increase and R&D expenditueesehse
after the IPO, but that RLBO firms seem to be neffecient with respect to working capital requiremes
Like DeGeorge and Zeckhauser (1993) and Mian andeifeld (1993), they do not find stock price
underperformance, until at least four years afteafion. Apparently, RLBOs are rationally priceadado not
suffer from long-term underperformance (Ritter (199Cao and Lerner (2009) confirm that RLBOs appea
to perform at least as well as other IPOs andtiheksnarket as a whole. Relative to the 1980s, R&B(he
second wave are larger, more levered, more prédit@md have more profitable underwriters, althotigy

also find evidence of a deterioration of buyoutires over time due to increased competition fardaations.

Case study results

Some interesting clinical studies have been publisto explore the organizational links between
going private and performance improvements. Ingasitig the MBO at O.M. Scott & Sons Company, Baker
and Wruck (1989) confirm the results of large samngludies that high leverage and managerial equity
ownership lead to improved incentives and, subsgtydo improved performance. Of equal importairce
terms of their contribution to performance howevare the restrictions imposed by debt covenants, th
emphasis on managerial compensation (and its ivesht the decentralization of decision making, &mel
relation Scott managers had with the third-partydui team of Clayton & Dubilier partners. Baker and
Wruck (1989) conclude that the performance impromets were related to some specific organizational
characteristics of leveraged buyouts, and nottjastiuse these improvements were not made before tivbe
firm was still in public hands.

Denis (1994) provides evidence that looks at lemstconvincing by comparing a leveraged
recapitalization (Kroger Co.) with an LBO (Safew&pores Inc.). He finds that, although both firms
dramatically increase leverage, the improved mamagequity ownership, boardroom change, monitotigg
an LBO specialist firm, and executive compensatiesociated with the LBO are responsible for theemor
productive cash generation in Safeway Stores., 8téhis acknowledges that the leveraged recamtadiz
did generate performance improvements. This papggests that an LBO is not only about leveragirgy th
businesses; it is a completely different organizetl form with its own value improving charactddst This
implies that not all, but part of the gains fromrgpprivate can be attributed to the new organiweti form
of an LBO.

Behavioral issues like the social and political smgquences of changes in ownership on the
motivation of managers are examined by Green (1992ight case studies of UK divisional MBOs.
Although managers seem to work harder and are erirepreneurial in the investigated MBOs, the peosp
of financial rewards does not appear to be the mmtivator. Rather, contrary to beliefs commonlydhey
financial economists, it was the changed workingditions that allowed them to do their work more
effectively. In fact, this finding casts doubt ohetincentive realignment hypothesis, as it meamrsg th

innovativeness drives ownership concentration,erathan the other way around. Indeed, Bruining and
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Wright (2002) find that management buyouts of nistetl firms occur mostly in firms where entrepreiedu
opportunities exist. Clearly, these case studiedocm the claim that MBOs are more than just a elehio
improve efficiency in a mature-sector company (Wtjddoskissen, Busenitz and Dial (2000)).

Specifically for management buyins of unquoted fiskas, Robbie and Wright (1995) find that
all too often, MBI teams cannot adequately deahwitoblems that occur post-transaction. Such pnoble
were not anticipated in the due diligence examimatout substantially impede the execution of a new
strategy. The evidence that there is a lack of @teunformation turns out to be a major causeroblems in
third-party transactions. Additionally, Robbie anlight (1995) find that the success of an MBI regsithat
the incentive package should take the context eftthnsaction into consideration, and leave seffici
flexibility from the side of capital suppliers anbnitors to respond to emerging problems. This stpghe
incentive realignment hypothesis, while underlinthg importance of the improved monitoring functain
LBOs.

Financial distress of LBOs

Although there are case studies on individuahggirivate firms in trouble (see e.g. Bruner and
Eades (1992) and Wruck (1991)) as well as some Isagnple studies (e.g. Andrade and Kaplan (1998) an
Easterwood (1998)), research directly testing tifiects of recessionary conditions is scarce. Néedess,
Wright, Wilson, Robbie and Ennew (1996) find thhe tprobability of failure of buyouts and buyins of
unguoted companies is reduced due to the existhegnagerial incentive plans and well-timed cogber
restructuring. Consistent with Brunner and Eade39Z), they find that excessive leverage is a strong
predictor for failure when macro-economic conditidarn sour. Denis and Denis (1995) confirm that,ef
sample of 29 leveraged recapitalizations complbttdieen 1985 and 1988, regulatory developmentselis w
as a recession (or industry-wide downturns) stypngbatively influence the survival probability.rFeomore
recent sample of PE-backed buyouts between 1992@hd, however, Wilson and Wright (2013) find that
leverage is not a strong predictor of failure, dhdat PE-backed buyouts are no more prone to fiahnci
distress than non-buy-outs or other types of MBIs.

[Insert Table 9 about here]

4.3.3. Synthesis: Process

Table 8 summarizes the main results discussedsrséttion. We conclude the 1980s LBO wave triggere
considerable operational improvements. The caukdlseoperformance and efficiency improvements were
primarily the organizational structure of the leaged buyout, characterized by high leverage arahgptr
(managerial) ownership concentration. Almost ungubiisly, the studies in this strand of the literatu
support the role of incentive realignment in thestdamuyout value creating processes, while the eyaglo
wealth transfer hypothesis is unanimously discardied the undervaluation hypothesis remains disputed
Evidence from the most recent LBO wave documenig lomited performance improvements for US LBOs,

although the change in performance seems to depertde form of the deal: pure MBOs and private-to-
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private LBOs show performance improvements, whefadacked MBOs were already performing well
before the deal and PTP LBOs show no improvemémisontrast to their US counterparts, there is hawe
some evidence that Continental European LBOs dw siignificant increases in operating performancgt{po
buyout. A consistent finding in both the first atfg second LBO wave is that deals towards the érlleo
wave show less value creation, as they are geyerslier and higher priced. Despite popular beliBOs
are associated with growth in employment and wagklpugh employment growth is slower relative to
industry peers and is less likely to occur in LB@ih third party involvement (e.g. MBIs and IBOgih

addition, LBO firms tend to invest more in longremnovation.

4.4 Fourth strand: Duration
Jensen (1989) argues that LBO firms constitutepesor organizational form to publicly held firmsue to
the better incentives they offer to managers andcitmie. Management incentives relating pay to
performance, decentralization of control, high fage and other bonding or pre-commitment agreements
combined with reputational concerns of the LBO soog, reduce the agency cost problems inherethteto t
structure of the public corporation in low-growthdustries. Rappaport (1990) contests Jensen’s J1989
proclaimed superiority of the LBO organization tabpic corporations, arguing that the latter ardoraint,
dynamic institutions - capable of long periods nélerperformance, to be sure, but also fully capabkelf-
correction’. In short, Kaplan (1991) refers to Rapprt's (1990) view of ‘going-private as a shockrtpy’.
After the necessary changes have been brought abdet highly leveraged private ownership, the <ot
inflexibility, illiquidity and the need of risk dersification will exceed the benefits of the LBO as
organizational form, with a return to public owrtgépsas an inevitable consequence. Clearly, invigw, the
time horizon associated with the role allocateddong private will generally be shorter than thigrsficant
period of time’ Jensen (1989) deems necessary.

Kaplan (1991) highlights the importance of evidenod_BO-duration in the discussion on the role
of PTP transactions, the reasons why they occur tlas sources of wealth gains that motivate goiiepfe
transactions. Therefore, this section will revidn@ empirical work on the duration of private owgosafter

a PTP transaction.

4.4.1. Methodological issues

To measure the duration of the private status fifna (from LBO to secondary IPO), hazard functions
designed to measure the ‘survival time’ - are estid. There are two major reasons why duratioryaisabf
LBOs cannot be addressed by straightforward meltipigression techniques: First, the dependenthlaria
(duration of private status) is most likely not madly distributed (it usually follows an exponemtiaf
Weibull distribution). Second, there is the problefnrcensoring. A Cox’s proportional hazard modethie
most general of the regression models becauseniitibased on any assumptions concerning the nature
shape of the underlying survival distribution. Thedel assumes that the underlying hazatd (rather than

survival time) is a function of the independentiables (covariates) such that no assumptions ade mbout
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the nature or shape of the hazard function. Thuss sense, Cox's regression model is a nonparametri
method. In order to use a hazard model a minimumben of 30 LBO observations is needed, which is
difficult to find in some countries. Furthermor@, past Anglo-American studies, the attrition biasnit
accounted for in the estimation (some LBO firmsbgmkrupt after the delisting such that a RLBO it amo
option). Therefore, the correct duration of leveddpuyouts is based on the probability of a revarso

public ownership conditional on corporate survivaethe phase with private ownership.

4.4.2. Empirical results

Kaplan (1991) was the first to formally address LB@ation and finds that companies that returnublip
ownership do so after a median time in privateustatf only 2.63 years. For his sample of 183 layog@g-
private transactions from 1979-86, he finds an nddmnal median life of 6.82 years for whole-firamd
divisional LBOs. Using hazard functions, Kaplan 41p observes constant duration dependence in yYears
through 5, and negative duration depend&aeyond this period. This means that the likelihobdeturning
to public ownership is largest in years 2 to 5,levkinis likelihood decreases as time under prieataership
increases beyond this period. This result leavemrior both the existence of Rappaport’s (1990uargnts
about the shock therapy of LBOs, as well as fosdeis (1989) idea that firms that go private wéinain
private for longer periods of time due to the adsgas of incentive realignment. Consistent with lap
(1991), Holthausen and Larcker (1996) confirm 1tROs reversing to public ownership retain somehaf t
characteristics they exhibited under private owmiets

Van de Gucht and Moore (1998) also explore thratthn of the private status of LBOs, but do
not unambiguously support Kaplan's (1991) resldsing a sample of 343 whole-firm and divisional butgs
from 1980-92, they confirm the results found by Kap(1991 and 1993) on the median conditional and
unconditional duration of the private status. Hoare\employing a split population hazard model dhag¢s
not implicitly assume that all firms that went @ie eventually return to public ownership (as KagtB991)
does), they document a positive duration dependentiethe seventh year, and negative dependengande
that year. Divisional buyouts are found not to lbgnisicantly different from whole-firm going-privat
transactions in terms of their duration. Interegyin the climate of the financial markets signifitig
influences the reversion moment.

Wright et al. (1995) investigate the durationttbayouts and buyins stay private for a sample
of 182 UK firms for 1983-86. This sample includeBFPtransactions as well as buyouts of non-listeddj
and both divisional and whole-firm buyouts and ImgyiThis study shows that — in line with the USlliings -
the hazard coefficient increases strongly from apipnately 3 to 6 years after the buyout, after whic
negative duration dependence persists. Survivdysiaastimations show that size is a significantigative

determinant of the duration in buyouts.

19 Duration dependence is the extent to which thelitiomal hazard of the event of interest is inciegor decreasing
over time (for a general review see Kiefer (1988Heckman and Singer (1984)).
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Quantitative analysis is combined with three cstselies in Wright, Robbie, Thompson and
Starkey (1994) who investigate the influence oftele array of management applications on the duraif
a firm’'s private status. Their evidence suggesas thwnership, financial and market-related factmes the
prime factors explaining the duration of the buydihird party financial institutions are associateith the
propensity to exit fairly rapidly after a transactj as these institutions desire a return withimeaestablished
time frame. If the management of the buyout firrmeva relatively small fraction of the equity, itlMae not
able to extend the private status of the firm fond. Finally, the study documents that environnlenta
dynamism and competitive pressure are importamroéhants of buyout longevity.

Halpern et al. (1999) reconcile the contradictitgnes by Rappaport (1990) (‘going-private as a
short-run shock therapy’) and Jensen (1989) (‘LB@$ constitute a superior organizational form’heT
author states that the probability of remaining/ge is positively related to managerial shareimgjsli A
subsample of LBOs (usually poorly performing firmegh low managerial shareholdings) remains private
only for a short time, consistent with Rappapoctam. After restructuring the operations after thegyout,
these firms become publicly listed again. For aeptiubsample (firms with ex ante high managerial
shareholdings), the private status is a more efiicform of organization and hence these firms mema
delisted.

Using a sample of over 21,000 global LBOs overghgod 1970-2007, Stromberg (2007) reports a
median holding period of 9 years, supporting Jersgi®89) claim that the LBO organizational formais
optimal governance structure over the long run. e this holding period is longer than those riegloin
previous studies, he finds evidence that holdingope increase over time: from 6-7 years in the(OE9&
more than 9 years in the 1990s. Interestingly,ihdsfthat LBO firms going public were more likely be
privately held pre-LBO, whereas most of the PTP L&@s remain private. Consistent with Wright et al
(1994), he finds that LBOs with more PE involvembkate shorter holding periods and are more likelgd
public.

Cao and Lerner (2009) however report a much shddeation of 3.46 years before returning to the
public market based on a sample of 526 US RLBOgebier, they find that although returns for RLBOs
before 1995 decrease for longer holder periodskdlips perform even more poorly.

[Insert Table 10 about here]

4.4 3. Synthesis: Duration

Table 9 gives an overview of the main results efplapers discussed in this section and showshbi ts a
dichotomy between the firms that go private. Somad seem to use the organizational form of a going
private transaction as a temporary shock theragnédble them to restructure efficiently, while etheegard
the LBO as a sustainable superior organizationath.fd'he decision to organize a RLBO (or a secondary
initial public offering) depends both on firm-spicicharacteristics and environmental factors. Heave
privately owned holding periods in the second LBt increased relative to the 1980s wave, providing

support for the sustainable organization form thedmprivate ownership.
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5. International public-to-privatetrends

An abundant body of empirical literature has docoteé the drivers of waves in M&A activity (see e.g.
Maksimovic, Phillips, and Yang (2013), MartynovadaRenneboog (2008a, 2011b), Andrade, Mitchell, and
Stafford (2001), Auster and Sirower (2002) and @ddind White (1993)). Likewise, LBO activity seeros t
occur in cycles (Smit and Van Den Berg (2006)) dne following two factors seem to be the main
determinants. First, the opportunities for valueation from PTP deals vary over time, which turtes t
demand for private-equity capital. Second, therexie which the supply of PE capital can meet temand,
depends on the economics of the PE model in a giegion or market (Fenn et al. (1995)). The ecoremi
are determined by e.g. the political economy aredgmneral acceptance of LBOs as financial trarmastthe
capital market conditions, and the legal/fiscatasfructure. In this section, the occurrence ofLB® waves

of the 1980s and 2000s is explained by the argusnemtthe supply and demand for private-equity ehpit
made abov&. Figures 2, 3 and 4 show the evolution of PTP mas and values for the period 1980-2016 for
the US, the UK and Continental Europe.

[Insert Figures 2, 3 and 4 about here]

5.1 The LBO wave of the 1980s

The US economy of the 1980s was characterized layge number of (hostile) corporate takeovers and
restructuring. Mitchell and Mulherin (1996) argimat 57% of US quoted firms were takeover targetsare
restructured between 1982 and 1989. As some mefajkrd and substantial excess capacity was cretited
M&A wave also triggered a significant increase iIBQ activity. Going private transactions facilitattoe
reduction in excess capacity that ‘complacent cafgoAmerica’ was unable to solve itself (Jensé&91)).
This alludes to agency cost-related explanationgeafth gains from LBOs.

Shleifer and Vishny (1990) argue that LBOs enalttedderegulation and resulting deconglomeration
of the large corporate groups created in the 1860s1970s. The development of the high-yield ok joand
market by Drexel Burnham Lambert’'s Michael Milkémmproved access to acquisition finance to pursue
these going-private transactions (for a review ¥ago (1990) and Kelley and Scott (1993)). In addifi
hostile going-private transactions were facilitabgdthe 1982 Supreme Court reduction of state takgover
laws (as pointed out by Pound (1987), Jarrell aodiden (1987), or Jarrell (1992)). As a result, ynah
these transactions were also motivated by the tekatefense hypothesis as described above.

In the first half of the 1980s, LBOs performed thmeile of catalyzing corporate restructuring solwel

that Jensen (1989) predicted the eclipse of thégadrporation. However, the culmination of the QBvave

20 Jensen (1991) and Fenn et al. (1995) provide @nsive account of the US 1980s LBO wave only, e/liblmstrom
and Kaplan (2001) and Jin and Wang (2002) reporthen1980s and 1990s. Wright et al. (2006) disthissUK and
Continental European buyout market, and Stromb20§4) provides an overview of the global LBO markein the
1970s to the 2000s.

21 For an account of Drexel’s role in the rise aritldathe LBO market in the second half of the 1986ee e.g., Scott
(2000).
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in the latter half of the 1980s was associated mieimy bankruptcies (see Kaplan and Stein (1993)Yanden
(1991)) and evoked fierce public and political seence (Shleifer and Vishny (1991)). The LBO waf/¢he
1980s dried up as a consequence of the resultingaetment of state anti-takeover legislatipthe political
pressure against high leverdgethe crisis in the high yield bond marketand a credit crunch (see
Holmstrom and Kaplan (2001) and Jensen (1991) fevigw).

The phenomenon of PTP transactions quickly tradetise Atlantic, with the first UK MBO (Haden
Maclellan Holdings PIc) being undertaken in 198%h#&ugh smaller in scale, the activity in the UKiruggp
private market kept pace with that of the US argfitst wave also peaked in 1989. Wealth gains ft@®s
in the 1980s in the UK appear similar to thosehi )S. Public controver&yabout the increased hostility in
going-private transactions induced the TakeoverePato adopt new rules regulating the behavior and
procedures in going-private transactions (Wrightofipson, Chiplin and Robbie (1991)). The drop ialsle
after 1989 made it seem as if the going-privatesaation had already outlived its short life. Tie80s LBO
wave was primarily a US/UK phenomenon; PTP transaston the European Continent during the 1980s

were virtually inexistent in that period.

5.2 The LBO wave of the 2000s

5.2.1. Anglo-American trends: US and UK

Although favorable conditions (with the exceptidrtite anti-takeover measures) were restored irJthen

the early 1990s, going-private activity did notdadff. Kaplan (1997) and Holmstrom and Kaplan (2001
argue that the 1980-style deals were not necessgmynore. The reason is that, on the whole, corjpmst
themselves seem to have reduced the agency costeedne shareholders and managers by realigning
incentives and improving shareholder control. Thlesequent declined rate of hostility against capons
(Holmstrom and Kaplan (2001)) had also reducedsttepe of MBOs as a defensive mechanism and the
recession of the early 1990s brought whatever LBGOvity that was left to an end, as many deals then
defaulted (Guo et al., 2011). The most importanirses of wealth gains of US LBOs from the 1980s

appeared to be no longer available.

22 Most influential was the re-enactment of the DelmvMerger Moratorium Law, prohibiting hostile sui from
merging their acquisition vehicle with the targetpany for at least three years after acquiringagority stake lower
than 85%. As a result of the re-enactment, corpmratsought to place 15% of common shares withdrefed parties to
fend off hostile suitors. The re-enactment of this is important, because the majority of US mediarge companies
is incorporated in Delaware (see Jarrell (1992)yfdetailed account).

2 For example, the regulator restricted investmeptinsurance companies and savings and loans itistituin
commercial bonds and junk bonds to LBOs (Holmstmmd Kaplan (2001)). Scott (2000) even claims thathislel
Milken became a “political prisoner” as a resuleofry and political backlash against the high yleded market.

2 The crisis in the junk bond market was largely tlu¢he limitations imposed on Drexel Burnham Lanla&cording
to Jensen (1991).

25 Part of the controversy came from two hostile MBISL989 which were among the first acts of hdgtiih the UK
public-to-private market. In particular, it was tBe629 million Magnet Plc deal that was unacceptadblénvestors.
Institutional investors took the lead in the pulgliotest against the MBO attempt of the Magnet rgament team,
which was accused of depriving shareholders othance to invest over the long term.

26 The Panel on Takeovers and Mergers (“the TakePaeel”) is the regulatory body which administers @ity Code
on Takeovers and Mergers (“The Code”). Its primaljective is to ensure equality of treatment anpoofunity for all
shareholders in takeover bids (see www.thetakeaveiporg.uk).
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However, going-private activity reached a new pdéakthe 2000s, raising questions on the
mechanisms of value creation in this period. Shsadaand Wang (2011) find that, from 2004 to 2GE535
billion in LBOs were completed in the US, vastlycegding the $227 billion in the first LBO wave tmet
1980s. However, whereas transactions in the fitgtobt wave involved mostly large firms in mature
industries, the bulk of buyouts in the second LB@ve comprised middle-aged private firms in new and
growing industries. Nevertheless, going-privatengections still made up 34% of transaction valuethe
2000s wave, relative to 9% in the early 1990s (Kapnd Stromberg, 2009). The second LBO wave was
mainly fueled by growth in the securitization masgkeproviding easier and cheaper access to deaiding.
With the collapse of the collateralized debt olligga (CDO) markets however, LBO volume dropped by
94% in the last quarter of 2007. Block (2004) sysvé0% of the firms going private over the peri@d2 to
2003 and finds that the main reasons for goingapeiare: (i) pressure by the market on top managetae
increase corporate performance, (ii) lack of anatgserage and market liquidity, and (iii) the @iref being
delisted by Nasdaq. This is supported by Mehran Radstiani (2010) who find that lack of financial
visibility and of interest by analysts and instibmial investors was a primary reason for young fP@s to
go private between 1990 and 2007. In addition,ittf@dementation of the Sarbanes-Oxley Act on corngora
governance substantially increased the costs dfting (e.g. Coustan, Leinicke, Rexford, and Odtyos
(2004), Perino (2004), Ribstein (2003)). This extgulatory burden has a fixed cost component fidkst
disproportionally on the smaller quoted compank¢sifistrom and Kaplan (1993) and Engel et al. (2D07)
This rise in the costs of a stock listing and thebility to reap the benefits of a public listingpears to be the
main reason for small US companies to go privaimfthe late 1990s onwards (Engel et al. (2007)n&ar
(2005), Kamar, Karaca-Mandic, and Talley (2009)] Mehran and Peristiani (2010)). This providesrgiro
support for the transaction cost hypothesis of thegdins for LBOs. Guo et al. (2011) compare th fand
second LBO waves and find that, despite beingl®syed than deals in the 1980s wave, deals isehend
wave still comprise substantial default risk. Thene also characterized by more conservative pricing
multiple PE partners, and considerable asset r#gting. As in the US, financial backers in the Wiere
equally unprepared to take any risks from 19911ut@06, which resulted in a dormant PTP market.
Nevertheless, Figure 3 shows that a new wave ofggpiivate transactions started in 1998. The LBQketa
from 1998 to 2003 was characterized by many smratisfgoing private, indicated by the high peakamts
of number of going-private deals, but the relagnvaiall peak in terms of deal value. This suggdsg as
shown for the US by Mehran and Peristiani (201, first half of the second LBO wave consisted aing
IPO firms going private. Although the number of dedid not exceed that in the first half the 200§5ing-
private transactions attained unprecedented véahoes 2003 to 2007: the deals in the year 2006 alone
reached a total value of $45 billion. As in the W&rkets however, the crash of the securitized delrkets
at the end of 2007 also meant the end of the selcBdwave in the UK.

Explanations for the second going-private wavehat énd of the 1990s generally emphasize the
access to cheap debt financing driven by growtiinénCDO markets (Shivdasani and Wang, 2011), isat al

increased confidence of private-equity and debarfaiers on important issues such as access to key
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information, due diligence, management supportgetarshareholder support (e.g. through irrevocable
undertakings) and the expectation that 100% of ghares can be acquired (e.g. through squeeze-out
provisiong’) (CMBOR (2002) and Ashurst, Morris and Crisp (2)02lso, innovative techniques such as
inducement fees and ‘hard’ exclusivity agreememtgehfacilitated the reduction of risks in goingwaite
transactions (Davis and Day (1998)). Arguably, ¢helsanges have improved the economics of the privat
equity model substantially.

On the demand for private-equity capital, anecdet@ence suggests that the UK LBO wave of the
late 1990s was triggered primarily by (temporariy)dervaluation, which led to increased wealth gam
LBOs. Especially small firms turned to private-aglas institutional investors disregarded such kfirats
(Weir et al. (2005b: 949)). The consolidation ie fand management industtywith bigger funds requiring
higher minimum investment sizes and free floatfrégjuently mentioned as a reason for this instnal
disinterest in small companies (Financial TimegptS&7, 1999 and CMBOR (2002)). For example, upon
going private, Mr. Ainscough, CEO of Wainhomes Bhid: “We feel unloved and unwanted. There has bee
a lack of investor appetite for small company shaneer the last two or three years. This madefficdit to
fund expansions and acquisitions through the is$uew shares, which is one of the main reasongdorg
public in the first place” (Financial Times, Mardh 1999). The resulting lack of liquidity and theeal for
expansion capital as a consequence of the limitadadility of institutional equity finance depreskstock
prices and drove small companies into the armsrighfe-equity firms to obtain funding (Financialmies,
June 11, 2003).

The year 2007 was the year of the largest UK PTa tedate, when Alliance Boots went private
through a£11.1 billion LBO. With the start of the financialigis at the end of 2007 however, going-private

activity has dwindled and remained virtually ine&rg in the UK ever since.

5.2.2 Continental Europe trends

Although the first 1980s LBO wave was mainly apparne the US, Canada, and the UK, the second LBO
boom in the mid-2000s also spilled over to ContiakBurope. However, the lack of systematic redeano
Continental European PTPs in the 1980s LBO wavéh(esception of Andres et al. (2003)) and the diitgr

of the various economies makes a comparison of watves difficult. Nevertheless, it is remarkablatth
whereas European going private activity substdptiabged the US/UK (Wright et al. (2006) and CMBOR
(2002)) until the beginning of the 2000s, Stromb@@07) reports that non-US PE activity has outgrdiat

in the US in recent years, with activity in Contited Europe being particularly strodgHowever, LBO

activity outside of North America and Western Ewapmains relatively weak even in the 2000s, adbagin

27 A squeeze-out is described in section 429 of tkeQdmpanies Act as follows: when 90% of the shameshich the
takeover relates are acquired, the rest can be wsory acquired.

28 Consolidation in the fund management industryaigély the result of decreasing margins and thergenee of the
Eurozone with one common currency (Pye (2006))

2% These numbers include all types of LBO deals astcnly public-to-private deals which have beenghienary

focus in earlier research.
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for only 13% of global LBO transactions in numetliterms and 7% in value terms. Figure 4 shows that
European LBO activity in the second half of the @®Gollows patterns similar to the Anglo-American
markets: going-private transactions reached a peaterms of deal numbers and values in 2006, but
substantially decreased with the start of the fumncrisis in 2007. The increase in LBO activity i
Continental Europe at the end of the 1990s is ieduny various institutional and regulatory changes.

First, Continental Europe’s public capital marketsre historically underdeveloped relative to the
UK. One consequence is that a larger fraction ohemic activity is privately financed, which redsdhe
number of potential targets and hence the scog®léf transactions in corporate restructuring. Initamg
public bond markets for small and mid-sized comesuaire virtually absent (Andres et al. (2003), Maova
and Renneboog (2009)), as are (junk) bond marketa aource of finance in LBOs. Sponsors therefore
largely rely on banks for financing and experieless financial flexibility when arranging an LBOowever,
Boucly et al. (2011) suggest that, in countries iehmpital and credit markets are not as develagdad the
US and the UK, LBOs can provide new sources ofevaheation by helping relax targets’ credit coristga
and allowing them to grow faster. Using a sampl838 French LBO deals from 1994 to 2004, they fhat
LBOs lead to large increases in the target’s mbfiity, but also that these improvements are cotmaged in
private-to-private transactions. This suggests thatconflicting findings in terms of value creation the
second LBO wave in US studies relative to Europstuties are due to the potential for Continental
European buyouts to improve performance by relakingets’ credit constraints. In addition, the egeeice
of new debt instruments in Europe such as secemdbonds and loans with lower covenant limitatiand
more attractive rates and maturities further feadiéid LBO finance (Wright et al. (2006)).

Second, a survey by CMBOR (2002) indicated thates@ontinental European countries lack the
legal provisions to limit the risk of taking a pidotompany private. With higher uncertainty and riewer
private-equity houses are prepared to back PTRdrdions. This lack of an LBO infrastructure letmkwer
levels of activity. For example, the high perceetaf tendered shares necessary to take a corpogatiate
has been an obstacle in many European countriete WK private-equity investors avidly make use of
squeeze out provisions (CMBOR (2002)). Neverthelessce 2000, many European countries have
introduced changes favorable for LBO activity (Ggear, Martynova and Renneboog (2005); Martynova and
Renneboog (2011a and 2013)). For instance, thepesancy, shareholder protection, takeover rules an
development of risk capital as provided for inytalrecent Company Law reform allows for more flahiy
in structuring private-equity deals and provide encgassurance to Italian going-private transact{blissi
(2000), Lovells (2003)). The new German Takeover grovides a set of mandatdtyules that govern the
time schedule of a going-private bid, foresee ireqnal treatment of all shareholders of the samssclimit
prolonged resistance by the target managing baard,introduce a squeeze-out rule at 95% of thetyequi
(Goergen et al. (2005)).

30 Before the act was implemented, the adoption &Edeer rules by the companies was voluntary rathan
mandatory.
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Third, fiscal regimes in of some countries in Coatital Europe were deemed “unhelpful” to perform
PTP transactions in the CMBOR (2002) survey. FaangXe, in Switzerland, the interest on leveraged
buyouts cannot be offset against the company’'sirggnand tax deductions are not possible in Frifrbe
95% level of tendered shares is not achieved. Bot@n the fiscal front, Continental European cdestare
looking more favorably at LBOs. The German tax mefeeliminated the corporate capital gains tax an th
disposal of shares, which is expected to facilitheesale of blocks of shares of listed firms twate-equity
investors (Ashurst et al. (2002)). The French Mai®f Economics declared that the French usury*ldoes
not apply to corporate bonds, high yield issuesdebt instruments (Fried and Frank (2003)). This ha
eliminated the need for French borrowers in LB@detions to set up new companies in jurisdictmther
than the French. In the Netherlands, the DutchaFisity law of January 1, 2003, enables acquisitio
vehicles of private-equity investors to allocate thsses of high interest payments from acquisitéated
leverage to the operations of the target.

Fourth, the “culture” in the European Continent Hastorically been less favorable to LBOs.
Especially in Mediterranean economies, family conigs with a stock listing are a great source aigoand
their management teams may not even deliberate pigate, even if necessary (CMBOR (2002)). While
2006, the chairman of the German Social Democpatity compared foreign private-equity firms to "sma
of locusts sucking the substance" from German camgaContinental Europe’s managerial attitude towa

performing PTPs has improved over recent yearsghVet al. (2006)).

6. Conclusion
Overall, although a growing number of studies fooosnon-Anglo-American countries, systematic resear
into the sources of wealth and post-buyout perfoigean going-private transactions for countrieseotinan
the US and the UK is still limited. The finding®in these studies however do suggest that whatrently
known about going-private transactions based ors&ffiples cannot always be generalized to, for ex@ampl
Continental European LBOs.

There are compelling reasons why the lessons dfaswmn US LBO research cannot entirely be
extrapolated to UK and Continental European PTisaetions. First, the nature and extent of delanitmg
in US PTP transactions differ substantially fronogé of UK/European deals (Toms and Wright (2004)).
Whereas US deals of the 1980s were primarily firdnwith junk bonds, mezzanine was and still is the
standard in the UK and Continental Eurépg&ince these two sources of funds have differeatatteristics
(in terms of flexibility, interest rates, maturitgnd covenants), it is not unlikely that the finagcchoice will
influence the incentive mechanisms in all phasea gbing-private transaction. In addition, the debkls

associated with UK transactions are generally lotvan those of US deals. Even UK LBO research danno

31 The French usury law required (prior to Januarg2@3) lenders to disclose the effective globat i@ta facility in
place. This rate reflects the actual cost of bomgwor the borrower. If this rate exceeds the agerinterest rate on
investments with similar risk by a third, it is auious rate, and a penalty will follow to at leespay the interest paid in
excess by the borrower (see Lovells (2003)).

32 Although a limited number of transactions in thi€ hiave been financed with junk bonds.
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always be extrapolated to Continental European dB&ls. Continental Europe’s public capital marketse
historically underdeveloped relative to the UK,uliiag in relatively more private financing, whickduces
the financial flexibility when arranging an LBO artdnce the scope of potential PTP transactions. In
addition, public bond markets as a source of fieaimcLBOs are virtually absent (Andres et al. (2003
Martynova and Renneboog (2009)), such that invedtogely have to rely on bank financing. Howevwer,
countries where capital and credit markets areasaleveloped as in the US and the UK, LBOs canigeov
new sources of value creation by helping relaxets’gcredit constraints (Boucly et al. (2011)). Gt tax
motives have been proven to be an important safreeealth gains in US transactions in the 1980¢,dou
not play such an important role under UK tax lawQontinental Europe, however, favorable fiscaimey
changes since 2000 in for example Germany, Fraamzethe Netherlands may have a considerable effect
the wealth gains in LBOs.

Third, in the US market for corporate control, faore hostile approaches prevail. The UK going-
private wave of the late 1990s exhibits a hostitiye of merely 7.3% (Renneboog et al. (2007))sTh
discrepancy undoubtedly affects the bidding proéesfirms going private, and illustrates that tia&keover
defense hypothesis should logically not be expetiigplay as big a role in UK and Continental Euiape
deals. Moreover, management teams of family-cdettotompanies in Continental Europe often oppose
going private, as family companies with a publititig may be a source of pride.

Fourth, venture capital and buyout markets in tieddd Continental Europe have traditionally been
more closely linked than those in the US. Thus, thé going-private activity has focused on growth
opportunities, whereas US LBOs have occurred nrequently in mature, cash-rich industries.

Finally, the UK and Continental European marketscfarporate control are organized and regulated
differently than the US ones. Whereas US stateladign has effectively been able to regulate more
stringently unsolicited takeover activity, the Ulstem has preferred self-regulation, hereby favmuthe
unrestricted functioning of market forces (Mill@0Q0: 534))3

These differences in corporate governance regulatidl influence the sources of wealth creation
through going-private transactions. Moreover, thetle idiosyncrasies in financial practices anduwel on
either side of the Atlantic further reduce the gaheability of US-based results to the UK/Contiten
European situation. This implies that there israngf need for systematic further multi-country sesé into
the second leveraged buyout wave.

First, future research should be directed towarddyaes of the type of company that goes private.
Given that the level and volatility of cash flowaries across companies, an analysis of how totateuthe
capital by type of firm into different types of dglincluding convertible debt), and (preferred) iggwvhile

balancing the size of tax shield and distressisishkteresting.

33 For an overview of the developments of Europe&adeer regulation: see and Goergen, Martynova ahBboog
(2005) and Martynova and Renneboog (2011).
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Second, future research should estimate and antdgzehareholder, but especially, the bondholder
wealth effects of PTP transactions and investigetg (if at all) these wealth effects differ by corpte
governance regime. In addition, other stakeholdersh as suppliers or employees can be differentiall
affected by country-level governance and labouuleggns. Multi-country studies should take intcaent
these cross-country differences when investigdtiegvealth effects of LBOs.

Third, the process of the realization of wealthatimn once the firm has been taken private should
also attract research interest, as little is kn@lout that LBO stage in particular, apart from thet that
working capital management can create much additivalue. With the growing availability of data for
private firms, future research should be able tiresk this issue.

Fourth, future research should address the duratimh its determinants of the private status of
formerly public firms. Special attention could thies given to international comparisons and the oblgoing
private as a corporate restructuring device in #iroountry setting, as the majority of researcls fiacused
on US samples. Moreover, country-specific reguteticmay considerably affect the duration of LBO 8rm
private status.

Fifth, there is little non-US research on earningsnipulation in firms prior to a leveraged buyout
although the incentives to manage upwards or dowasvdiffer between MBOs and IBOs. The incentive to
manipulate earnings may also differ between firrith warious levels of financial constraints, omay affect
the likelihood of the firm becoming publicly listedjain.

Sixth, most of our knowledge about LBO is confirtedpublic-to-private but more information is
available for private-to-private transactions, whaalls for additional research. A growing strafditerature

is focusing on these private-to-private transastidnut a systematic, multi-country studies aréIstiited.
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Figure 2: US public-to-private activity

This figure shows the number of public-to-privaensactions (left hand scale) and the
value in million USD (right hand scale). Source:GBlobal Platinum and own
calculations.
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Figure 3: UK public-to-private activity

This figure shows the number of public-to-privaemnsactions (left hand scale) and the
value in million USD (right hand scale). Source:GBlobal Platinum and own
calculations.
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Figure 4: Continental European public-to-private activity

This figure shows the number of public-to-privatnsactions (left hand scale) and the
value in million USD (right hand scale). Source:GBlobal Platinum and own
calculations.
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Table 1: Summary of definitions of public-to-privateterms

Term

Definition

LBO

MBO

MBI

BIMBO

IBO

RLBO

Leveraged buyout. An acquisition in which a noragtgic bidder acquires a listed or
non-listed company, utilizing funds containing agortion of debt substantially
beyond the industry average. In case the acquoegbany is listed, it is subsequently
de-listed and remains private for short to mediwmaqal of time

Management buyout. An LBO in which the targetnpany’s existing management
bids for the control of the firm, often supporteddthird-party private-equity investor

Management buyin. An LBO in which an outsidemagement team acquires (often
backed by a third-party private-equity investogompany and replaces the incumbent
management team

Buyin management buyout. An LBO in which thielding team comprises members of
the incumbent management team and externally-ni@tagers, often alongside a
third-party private-equity investor

Institutional buyin. An LBO in which an instiional investor or private-equity house
acquires a company. Incumbent management candirgétand may be rewarded
with equity participations

A transaction in which a firm that was previousiken private reobtains public status
through a secondary initial public offering (SIPO)
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Table 2: Thebondholder wealth effectsin public-to-private transactions

This table shows the estimated bondholder loss#sedbtal public debt. Losses are calculated uaimgvent study methodology. The
benchmark returns used in the market models isfgubcN is the number of different bonds that wased in the analysis (some were
issued by the same compan).,”, " stand for significance at the 1, 5 and 10% lene=lpectively.

Stud Sample Obs. Deal Event Losg Gain Benchmark
y period/ Type window to
country bondholders
Marais, Schipper and 1974-85 33 ALL [-69,0] 0.00% Dow Jones Bond index
Smith (1989) us days
Asquith and Wizman 1980-88 199 ALL [0,1] -1.19%" Shearson-Lehman-Hutton bond
(1990) us month index
Cook, Easterwood 1981-89 62 MBO [0,1] -2.56%" Shearson-Lehman-Hutton bond
and Martin (1992) us month index
Travlos and Cornett  1975-83 10 ALL [-1,0] -1.08% CRSP equally weighted index.
(1993) us days
Warga and Welch ~ 1985-1989 36 ALL [-2,2] -5.00%" Rating and maturity weighted
(1993) us months Lehman Bond Index
Billett, Jiang and Lie 1991-2006 39 ALL [-1,0] -6.76%"" Rating and maturity weighted
(2008) us (without covenant months Lehman Bond Index
protection)
10 +2.30%

(with covenant
protection)
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Table 3: Overview of hypotheses on wealth gains from public-to-private transactions

Hypothesis

Incentive re-alignment

Free cash flow

Control

Wealth transfers

Tax benefit

Transaction costs

Takeover defence

Undervaluation

Description Sour ce of theory underlying the hypothesis
Shareholder wealth gains from going private refuin a system of incentives Smith (1776)

providing higher rewards for managers acting indliwith the investors’ Berle and Means (1932)

interests. Jensen and Meckling (1976)

Shareholder wealth gains from going private refuin debt-induced Jensen and Meckling (1976)

mechanisms forcing managers to pay out free casvsfl

Shareholder wealth gains from going private refuin an improved Grossman and Hart (1988)

monitoring system imposed on the management team Easterbrook and Fischel (1983)

DeAngelo et al. (1984)

Shareholder wealth gains from going private refuin the expropriation of Weinstein (1983)
pre-transaction bondholders, employees, or othekedtolders Shleifer and Summers (1988)

Shareholder wealth gains from going private refuin tax benefits brought  Lowenstein (1985)
about by the financial structure underlying thertsaction Kaplan (1989b)

Shareholder wealth gains from going private refuin the elimination of the DeAngelo et al. (1984)
direct and indirect costs associated with a listongthe stock exchange Mehran and Peristiani (2010)

Shareholder wealth gains from going private refuin the management team’sMichel and Shaked (1986).
willingness to pay a premium to buy out other shatders in order to retain
control

Shareholder wealth gains from going private refuatn the fact that the assets Ross (1977)

are undervalued (in the eyes of the acquiring party Kieschnick (1987)
Lehn, Netter and Poulsen (1990)
Fischer and Louis (2008)




Table4: Summary of previousempirical resultsfor thefirst strand of literature: Intent
This table shows the studies that refer to straofidublic-to-private research. Yes = supportive,Nunsupportive, Inconcl. = inconclusive.
Transaction type refers to which types of dealseveensidered in the paper: ALL = all going privdé&als. MBO = MBO deals only
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Study Sample Obs. Transaction Econometric Tax Incentive  Control Free  Wealth Transaction Takeover Under-
period/ type technique realignment cash  transfer costs defence valuation
country flow

Maupin, Bidwell and 1972-83 63 MBO Discriminant - No - No - - - Yes

Ortegren (1984) us analysis

Lehn and Poulsen (1989) 1981-85 102 ALL Logistic No - - Yes - - Inconcl. No

us regressions

Kieschnick (1989) 1980-87 263 MBO Logistic No - - No - No - Yes

us regressions

Kieschnick (1998) 1980-87 263 ALL Logistic Yes - - No - - Yes No

us regressions

Ippolito and James (1992) 1980-87 169 ALL Logistic - - - Inconcl Inconcl - - -

us regressions

Opler and Titman (1993) 1980-90 180 ALL Logistic No - - Yes - - - -

us regressions

Halpern, Kieschnick and  1981-85 126 ALL Multinomial Yes No - No - - Yes -

Rotenberg (1999) us Logistic regr.

Kosedag and Lane (2002) 1980-96 21 ALL Logistic Yes - - No - - - -

us regressions

Weir, Laing, Wright and 1998-01 117 ALL Logistic - Inconcl. No No - - - -

Burrows (2004) UK regressions

Weir, Laing and Wright 1998-00 95 ALL Logistic No Yes Yes No - - No -

(2005a) UK regressions

Weir, Laing and Wright 1998-00 84 ALL Logistic No Yes Yes No No Yes

(2005b) UK

regressions



Table 4 continued
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Study Sample Obs. Transaction Econometric Tax Incentive Control Free  Wealth Transaction Takeover Under-
period/ type technique realignment cash transfer costs defence valuation
country flow

Billett, Jiang and Lie 1980-06 562 ALL Logistic

(2008) us regression ) ) ) Yes Yes ) ) Yes

Mehran and Peristiani 1990-07 169 ALL Hazard model No i ) Yes Yes Yes ) No

(2010) us

Bharath and Dittmar 1980-04 1,377 ALL Hazard model _ ) ) Yes ) Yes ) Yes

(2010) us

Fidrmuc, Roosenboom, 1997-03 33 Pure MBOs  Multinomial No

and Dijk (2013) UK 37 PE MBOs logit model No - - Yes - No Yes Yes

- - No - No Yes Yes




Table5: Cumulative average abnormal returnsin event studies of public-to-private transactions

This table shows all papers that estimate the bb#der wealth effects using event study analysis.

dkk kk

., " stand for statistical significant at the 1, 5 4186 level, respectively.
ALL = all going private deals. MBO = MBO deals only

Study Sample period/ country Type of Deal Event window Obs. CAAR
DeAngelo, DeAngelo and Rice (1984) 1973-80 ALL -1,0 days 72 22.27%"
us -10,10 days 72 28.05%"
Torabzadeh and Bertin (1987) 1982-85 ALL -1,0 months 48 18.64%"
us -1,1 months 48 20.57%"
Lehn and Poulsen (1989) 1980-87 ALL -1,1 days 244 16.30%"
us -10,10 days 244 19.90%"
Amihud (1989) 1983-86 MBO -20,0 days 15  19.60%
us
Kaplan (1989a) 1980-85 MBO -40,60 days 76  26.00%
us
Marais, Schipper and Smith (1989) 1974-85 ALL 0,1 days 80 13.00%™
us -69,1 days 80 22.00%"
Slovin, Sushka and Bendeck (1991) 1980-88 ALL -1,0 days 128 17.35%"
us -15,15days 128 24.86%"
Lee (1992) 1973-89 MBO -1,0days 114 14.90%"
us -69, 0 days 114 22.40%"
Frankfurter and Gunay (1992) 1979-84 MBO -50,50 days 110 27.32%"
us -1,0 days 110 17.24%"
Travlos and Cornett (1993) 1975-83 ALL -1,0 days 56 16.20%"
us -10,10 days 56 19.24%"
Lee, Rosenstein, Rangan and Davidson (1992) 1983-89 MBO -1,0 days 50 17.84%"
us -5,0 days 50 20.96%"
Van de Gucht and Moore (1998) 1980-92 ALL -1, 1 days 187 15.60%"
us -10,10 days 187 20.20%"
Goh, Gombola, Liu and Chou (2002) 1980-96 ALL -20,1 days 323 21.31%"
us 0,1 days 323 12.68%"
Andres, Betzer, and Hoffmann (2003) 1996-02 ALL -1,1 days 99 15.78%"
EU -15,15 days 99 21.89%"
Renneboog, Simons and Wright (2007) 1997-03 ALL -1,0 days 177 22.68%"
UK -5,5 days 177 25.53%"
-40,40 days 177 29.28%"
Billett, Jiang and Lie (2008) 1980-1990 ALL -60, 3 days 195 28.74%
1991-2006 212 24.13%
us
Brown, Fee and Thomas (2009) 1980-2001 ALL -1,1 days 352 18.58%
us
Officer, Ozbas, and Sensoy (2010) 1984-2007 ALL (club) -1,1 days 70 11.45%
us ALL (sole) 128 18.26%
Fidrmuc, Palandri, Roosenboom, and van Dijk (2013) 1997-2003 Pure MBO -1,1 days 33  21.04%
UK PE MBO 37 19.30%
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Table 6: Premiums paid above market priceto takeafirm private

This table shows all papers that estimate the bb&der wealth effects of going private through piems analysis.
The results are not independent due to partialeriapping samples.

, ", " stand for statistical significant at the 1, 5 48@6 level, respectively.
ALL = all going private deals. MBO = MBO deals only

Study Sample period/  Typeof Anticipation Obs. Mean
Countr deal Window Premium
y offered
DeAngelo, DeAngelo and Rice 1973-80 ALL 40 days 72 56.3%
(1984) us
Lowenstein (1985) 1979-84 MBO 30 days 28 56.0%
us
Lehn and Poulsen (1989) 1980-87 ALL 20 days 257 36.1%
us
Amihud (1989) 1983-86 MBO 20 days 15 42.9%
us
Kaplan (1989a, 1989b) 1980-85 MBO 2 months 76 42.3%
us
Asquith and Wizman (1990) 1980-88 ALL 1 day 47 37.9%
us
Harlow and Howe (1993) 1980-89 ALL 20 days 121 44.9%
us
Travlos and Cornett (1993) 1975-83 ALL 1 month 56 41.9%
us
Easterwood, Singer, Seth and Lang 1978-88 MBO 20 days 184 32.9%
(1994) us
Weir, Laing and Wright (2005a) 1998-2000 ALL 1 month 95 44.9%
UK
Renneboog, Simons and Wright 1997-2003 ALL 20 days 177 41.00%
(2007) UK
Guo, Hotchkiss and Song (2011) 1990-2006  ALL 1 month 192 29.2%
us
Officer, Ozbas, and Sensoy (2010) 1984-2007 ALL (club) 250 days 70 24.04%
us ALL (sole) 128 36.11%
Fidrmuc, Palandri, Roosenboom, and 1997-2003  Pure MBO 2 months 33 38.68%

van Dijk (2013) UK PE MBO 37 39.10%
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Table7: Summary of the second strand of theliterature: | mpact
This table shows the most important papers thdtwigastrand 2 of public-to-private research. Yesupportive, No = unsupportive, Inconcl. = incarsive. All estimated

shareholder wealth effects from Table 3 and 4 epeoduced heré”, ~, " stand for statistically significant at the 1, %ldr0% level, respectively.
ALL = all going private deals, MBO = MBO deals gnFCF = Free Cash Flow hypothesis, Bidder ComBidder competition.

Study Sample Obs. Type of Eventwindow CAR AnticipatiorPremium Tax Incentive Control FCF Wealth Trans. Defen- Under- Bidder
period/ deal Window Realignm. Transfer Cost  sive Val. Comp.
country

DeAngelo, DeAngelo and 1973-80 72 ALL -1,0 days 22.27%" 40 days 56.3% - Inconcl.  Inconcl. - - - - - -

Rice (1984) us -10,10 days  28.05%"

Lowenstein (1985) 1979-84 28 MBO - - 30 days 56.0% - - - - - - - - sYe

Torabzadeh and Bertin 1982-85 48 ALL -1,0 months 18.64%™ - - - - - - - - - - -

(1987) us -1,1 months ~ 20.57%"

Lehn and Poulsen (1989) 1980-87244  ALL -1,1 days 16.30%" 20 days 36.1% No - - Yes - - - - -

us -10,10 days  19.90%"

Amihud (1989) 1983-86 15 MBO -20,0 days 19.60% 20days  42.9% - - - - - - - - Yes

usS

Kaplan (1989a , 1989b) 1980-85 76 MBO -40,60 days 26.00% 40 days 42.3% Yes - - - - - - - -

usS

Marais, Schipper and 1974-85 80 ALL 0,1 days 13.00%" - - - - - - No - - - -

Smith (1989) us -69,1 days 22.00%"

Asquith and Wizman 1980-88 47 ALL - - 1 day 37.9% - - - - No - - - -

(1990) us

Lee (1992) 1973-89 114 MBO -1,0 days 14.90%" - - - - - - - - - No -

us -69, 0 days  22.40%"

Lee, Rosenstein, Rangan 1983-89 50 MBO -1,0 days 17.84%" - - - - - - - - - - Yes

and Davidson (1992) us -5,0 days 20.96%"

Frankfurter and Gunay  1979-84 110 MBO -50,50 days  27.32%" - - Yes No - Yes - - - - -

(1992) us -1,0days  17.24%"
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Table 7 continued

Study Sample Obs. Type of Event window CAR AnticipationPremium  Tax Incentive Control FCF Wealth Trans. Defen- Under- Bidder
period/ deal Window Realignm. Transfer Cost  sive Val. Comp.
country

Travlos and Cornett  1975-83 56 ALL -1,0 days 16.20%" 1 month  41.9% Inconcl. Inconcl. Inconcl  Inconcl. No No - Yes -

(1993) us -10,10 days  19.24%"

Harlow and Howe 1980-89 121  ALL - - 20 days 44.9% - - - - - - - Yes -

(1993) us

Easterwood, Singer, 1978-88 184 MBO - - 20 days 32.9% - - - - - - - - Yes

Seth and Lang (1994) us

Halpern, Kieschnick 1981-85 126 ALL - - - Not No No - No - - - - Yes

and Rotenberg (1999) us mentione

d

Goh, Gombola, Liu and 1980-96 323 ALL -20,1days  21.31%" - - - - - - - - - Yes -

Chou (2002) us 0,1 days 12.68%"

Andres, Betzer, and  1996-02 99 ALL -1,1 days 15.78%" - - No No Yes No No - - Yes -

Hoffmann (2003) EU -15,15 days 21.89%"

Renneboog, Simons a 1997-03 177  ALL -1,0days  22.68%" 20days  41.0% No Yes Yes No - Yes No Yes Yes

Wright (2007) UK -5,5 days 25.53%"

-40,40 days 29.28%"

Andres, Betzer and 1997-05 115 ALL  -30,30days 24.20% 250 days - - No Yes No - - - Yes -

Weir (2007) EU

Oxman and Yildirim 1986-05 164  ALL - - - 29.2% No - - Yes - - - Yes -

(2007) us (small)

33.8%

(big)
Officer, Ozbas, and 1984-07 198 ALL -1,1 days - 250 days - - - Yes - - - - Yes Yes
Sensoy (2010) us




Table 8: Post-Buyout Employment Effects

This table shows all papers that consider the &ffeicgoing private on the target firms’ employdagerms of wages and lay-offs. LBO = all
leveraged buy-out deals. MBO = management buy-ealscdonly. MBI = management buy-in deals only.

Study Sample period/ Type Obs. Operating Changein Wages
of Performance Employee Base
Country deal
Kaplan (1989a) 1980-1986, US MBO 76 Incr. Incrof) -
Muscarella and Vetsuypens (1990) 1976-1987, US LBO26 Incr. Decr. (-0.6%) -
Smith (1990) 1977-1986, US MBO 58 Incr. Incr. ()0 -
Lichtenberg and Siegel (1990) 1983-1986, US LBO 08,1 Incr. - Incr. (+3.6%) if prod. worker
Decr. (-5.2%) if nonprod. worker
Amess and Wright (2007) 1999-2004, UK  MBO1,014 Insign. Incr. (+0.51%) Decr (-0.31%)
MBI 336 Incr. Decr. (-0.81%) Decr (-0.97%)
Amess and Wright (2012) 1993-2004, UK LBO 533 - idns -
Davis et al. (2014) 1980-2005, US LBO 150,000 Incr. Decr. (-6.0%) Decr. (-2.4%)
(incl.private-to-
private)
Agrawal and Tambe (2016) 1995-2010, US LBO 4,193 - Incr.. Incr. (+8.9%)
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Table9: Summary of thethird strand of literature: Process

This table shows the most important papers thdtwigastrand 3 of the public-to-private resear¥ls = supportive, No = unsupportive, Inconcl. =
inconclusive. Type of deal ALL refers to all goipgvate transactions, MBO and MBI stands for mamage buyout and management buyin transactions,
respectively.

Study Sample period/ N Transaction Tax Incentive Control Freecash  Wealth Transaction Takeover  Under-
country type realignment flow transfer costs defence  valuation

Kaplan (1989a) 1980-85US 76 MBO - Yes - - No - - No

Baker and Wruck (1989) 1986 1 case MBO - Yes Yes Yes No - - No
usS

Smith (1990) 1977-86 58 MBO - Yes - - No - - No
usS

Muscarella and Vetsuypens 1973-85 151 MBO - Yes Yes - No - - Yes

(1990) us

Lichtenberg and Siegel 1981-86 244 ALL - - Yes - No - - -

(1990) us

Jones (1992) 1984-85 17 MBO - Yes - - - - - -
us

Opler (1992) 1985-89 45 ALL Yes Yes - - - - - Inconcl.
usS

Liebeskind, Wiersema and 1980-84 33 ALL - Yes - - - - - -

Hansen (1992) us

Green (1992) 1980-84 8 cases MBO - No - - - - - -

UK
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Table 9 continued

Study Sample period/ N Transaction Tax Incentive Control Freecash Wealth Transaction Takeover Under-
Country type realignment flow transfer costs defence valuation
Long and Ravenscraft 1978-89 48 ALL Yes - - Yes - - - -
(1993) us
Denis (1994) 1986 2 cases LBO - Yes Yes Yes - - - No
us
Zahra (1995) 1992 a7 ALL - Inconcl. Inconcl. Inconcl. - - - -
us
Robbie and Wright (1995) 1987-89 5 cases MBI - Yes Yes - - - - Yes
UK
Holthausen and Larcker 1983-88 90 ALL - Yes - No - - - -
(1996) us
Bruton, Keels and Scifres 1980-88 39 ALL - Yes - - - - - -
(2002) us
Harris, Siegel and Wright 1994-1998 35752 MBO - Yes - - - - - -
(2005) UK (establishm
ents)
Guo, Hotchkiss, and Song 1900-2006 192 ALL Yes Yes Yes Yes - - - No
(2011) us
Gohn, Mills, and Towery 1995-2007 317 ALL Yes - - - - - - Yes

(2014) uUs
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Table 10: Summary of previousempirical resultsfor thefourth strand of literature: Duration

This table shows the most important papers thdtwi¢ta strand 4 of public-to-private research. Aktands for all going private

transactions (LBOs, MBOs. MBIs, IBOS).

Study Sample  Type Obs. Main result of the study
period/ of
country deal
Kaplan (1991) 1979-86 ALL 183  After year 5, the conditional probability of retimg to public ownership decreases.
us
Van de Gucht and 1980-92 ALL 343  Until year 7, the conditional probability ceturning to public markets increases, while
Moore (1998) us after seven years, it decreases. The timing ofrseme is influenced by the financial
markets’ climate.
Wright, Robbie, 1981-92 ALL 2,023 Ownership, financial, and market-relafadtors determine the duration of the private
Thompson and UK status.
Starkey (1994)
Wright, Thompson, 1983-86 ALL 140  The conditional probability of reversioncieases strongly between year 3 and year 6, and
Robbie and Wong UK subsequently decreases.
(1995)
Halpern, Kieschnick 1981-85 ALL 126  Longevity of the private status is increasin managerial equity stake.
and Rotenberg us
(1999)
Stromberg (2007) 1970-2007  ALL Over Longevity of the private status increases over tiRrévately held pre-LBO firms are more
Global 21,000 likely to go public than firms in public-to-privateBO deals. Private equity backed LBOs

Cao and Lerner
(2009)

(includes also
private-to-private

deals)

1981-2003

us

ALL

526

are more likely to exit early than MBOs.

Average duration of 3.5 years. Returns dase for longer holding periods, but quick flips
perform even more poorly.
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