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Management Buy Outs 

 
 

Introduction 

The execution of a Management Buy Out (MBO) has increased in popularity 

in recent years as a value creating strategy. MBOõs can serve as a 

beneficial ownership transition structure for both sellers and buyers, as 

they offer an attractive method of investing in an established business 

while also providing a viable exit strategy for current owners. 

 

What is a MBO? 

A MBO is a transaction in which a companyõs management team acquires 

a partial or entire ownership stake in the business. Commonly, the buy out 

team will partner with a private equity firm or other financial backer to help 

fund the transaction.    

 

Different Types of MBOs 

There are certain variations of MBO strategies, although they all share 

common underlying features. The five typical MBO structures are explained 

below. 

 

Management Buy Out 

A group of executives from within a business obtain the required 

investment capital and take a controlling stake in the company through a 

process of ôbuying outõ other shareholders.   

 

Institutional Buy Out 

In this situation, the institutional investor or private equity firm itself 

purchases the controlling interests in the relevant company. Often, the 

intention is to supplement the current management with new management 

personnel once the buy out has been completed. 

 

Leveraged Buy Out 

This refers to a situation where a substantial amount of debt is utilised by 

the buy out team as part of their acquisition funding. This conserves the 

amount of equity required in a given investment and thus can dramatically 

increase the return on equity. Often, the assets of the company being 

acquired will be used as security for the debt. 
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State Equity is Different 

State Equity is a bespoke 

corporate advisory group that 

works with: 

 Emerging small cap 

companies;  

 Growing private businesses;  

 Talented entrepreneurs; and  

 Wise investors. 

We help our Clients achieve 

any viable business aspiration 

ranging from business 

commercialisation, expansion, 

restructuring, through to 

divestment or listing.   
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Management Buy In 

In this scenario, an external management 

team raises the required capital to buy into 

the target company and assumes the 

managerial responsibilities of that company. 

The incoming management team will often 

bring new ideas and substantial experience to 

the business. 

 

Management Buy In / Buy Out 

In this instance, the philosophies of both a 

Management Buy In and Management Buy 

Out are adopted. Senior management from 

within a company, along with additional 

external management, come together with 

the mutual intention of buying out the 

company. 

 

Reasons for MBOs  

Common reasons for companies or 

individuals to consider adopting a MBO 

strategy include the following. 

 

Non-Core Divestments and Efficiency 

Improvements 

An organisation focusing on efficiency 

improvements or consolidation of its core 

activities, will often look to divest business 

units that are a financial burden or represent 

a divergence from their core objectives. In 

these situations, a MBO can provide a 

smooth efficient transaction that avoids the 

inconvenience of finding external buyers or 

the need to release sensitive organisational 

data.   

 

Management Incentivisation  

Management face constant pressure to 

maximise profits and implement new growth 

strategies. However, it is often recognised 

that linking managerial compensation to 

substantial direct equity ownership can 

provide a powerful incentive. A MBO can be 

an effective way to implement such an 

incentive structure. 

 

Insolvency 

In the event that the company has become 

insolvent, and a receiver or administrator has 

been appointed, current management may 

represent a viable acquirer for specific 

business units. However, appropriate 

financial backing will often be required in this 

type of buy out. 

 

 

 

 

 

Succession  

A MBO can provide a feasible solution to 

business succession issues such as the 

retirement of a key founder or partner. The 

experience of the current management team 

in running the business alongside the 

outgoing owner, make them an attractive 

MBO candidate that will help ensure a 

smooth transition and minimal disruption the 

businesses growth plans.  

 

Regulatory Requirement 

In some circumstances, the Australian 

Competition & Consumer Commission may 

force a company to divest part of its assets, 

business units, or a portion of a recent 

acquisition in the interests of maintaining 

competition. In this situation, a MBO may 

offer a cost effective means of compliance.  

 

Bundled Businesses 

In some circumstances a company may 

acquire a bundle of businesses, but may 

have no intention of operating all aspects of 

each business. A MBO strategy can be 

adopted for the divestment of the 

undesirable components of a bundled 

acquisition.  

 

Aspiration Divergence 

At a given point in a companyõs life cycle, 

current managers and owners may hold 

different opinions as to the future direction 

the business. A properly planned and 

executed MBO can therefore offer a viable 

resolution to major business disagreements. 

 

The Attraction of MBOs for Private Equity 

MBOs can provide private equity firms with 

attractive investment options. The 

management continuation in these types of 

transactions is seen as an advantage in 

ensuring business continuity and the 

retainment of an appropriate skill base.  

 

MBOõs tend to offer lower risk investments 

opportunities as the company or business 

unit in question will usually have an 

established market position, customer and 

supplier base, which is unlikely to be 

interrupted by this form of transaction. 

 

 



 

~ 3 ~ 
 

 

 

 

 

 

 

 

Adviser Assistance  

Many management teams have not 

contemplated a buy out for various reasons 

including, the lack of specialised knowledge 

required for such a transaction, uncertainty 

regarding the best way to raise the required 

capital and the lack of awareness of 

opportunities. Corporate advisory firms may 

facilitate the buy out process by contacting 

management teams, advising them of 

potential opportunities, pitching the proposal 

to either counterparty and arranging the 

funding or equity capital requirements. 

 

The MBO process 

Depending on the size and complexity of the 

transaction, a properly structured and 

implemented MBO strategy can ordinarily 

take between two to eight months. A 

successful MBO process will often include 

the following. 

 

Business Plan Development 

It is vital that the MBO team has a clear 

understanding of what it aims to achieve and 

how it intends to achieve it. The development 

of a comprehensive business plan should 

include the companyõs financial projections, 

the strategy the team will implement to 

achieve these projections, the level of capital 

investment required to implement the 

strategy and a clear definition of success. It 

is also important that the buy out team have 

a thorough understanding of the market 

forces and economic variables that may 

influences future business prosperity. An 

estimated timeframe for the purchase 

negotiations and completion of the buy out 

should also be established. 

 

Selection of a Financial Backer 

The individual managers involved in a buy 

out will often lack the financial capacity to 

fund the transaction on their own. 

Frequently, the buy out team will seek 

backing from an equity partner such as a 

private equity firm. Careful planning and 

selection of an appropriate equity partner is 

critical to the success of any MBO team. 

 

 

 

 

 

 

 

 

Conducting Due Diligence 

While a MBO team will have greater 

knowledge of a business than an external 

acquirer, it is still important that a proper due 

diligence is undertaken. The individual 

managers involved in the MBO will already 

have access to certain types of confidential 

information. However, it is important that any 

buy out team has access to all relevant 

information and can assess the full situation 

to ensure the validity of estimates and plans. 

 

Debt Funding 

Identifying the types of debt funding required 

and securing the debt is an important next 

step in the buy out process. The most 

common form of debt funding for a MBO is 

Senior Debt, however a combination of 

Mezzanine Funding and possibly Hybrid 

Capital can be arranged in conjunction with 

Senior Debt. 

 

Documentation 

The final step of the MBO process is to 

create and sign off on the legal 

documentation between the parties, which 

outlines the relationship between all 

shareholders of the restructured entity. This 

process ordinarily commences around the 

time of the Due Diligence process although 

the final contracts will reflect all information 

discovered during the Due Diligence.  

 

State Equity Expertise 

At State Equity we have the experience and 

expertise to effectively plan and execute the 

complete array of requirements demanded 

by the MBO process.  

 

This will generally start with determining if 

the buy out is feasible from a strategic 

viewpoint as well as from a competitive and 

financial standpoint.  

 

We also assist in determining an appropriate 

transaction value, structuring the funding 

requirements and identifying potential equity 

partners. 
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Disclaimer 

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs that you 

may have.  You should not rely on the information provided in this guide.  State Equity accepts no duty of care or liability to you or 

anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with the use of this 

guide or any of its content. For specific advice, please contact State Equity. 
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