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A management buyout is likely to be a great test of your skills in business. Pursuing a successful MBO may well
mean that you have to put your own money and career on the line, but it can also give you the opportunity to show
that you have the vision and ability to change an organisation and deliver results. Another key requirement will be
your enthusiasm and commitment to convince other investors that you can make the MBO work.

Is the industry attractive to investors?

Investors are keen to invest in industries and sectors with prospects which offer the best chances of achieving the
returns they seek. Growth sectors will strongly attract funding, as the potential returns are higher than for very
established or declining sectors.

An understanding of the factors affecting your industry sector will assist when talking to investors. Your adviser will
also be able to help provide an objective view of how investors perceive your sector

Is the company suitable for an MBO?

MBOs are usually highly geared so the business needs to be able to generate cash and profitability in the short
term. You may have plans which are viable in the long term, but it will be difficult to find investors if you are unable
to show that the business will be able to meet short term finance costs and deliver a suitable return to your
investors.

Is our team likely to receive backing from investors?

A key ingredient of a successful MBO is to put together a management team which has a good track record in your
industry. Potential investors will want to know why your management team can deliver better results than the
present owners. You must therefore lay out a clear strategic plan for the business.

How much will we have to pay?

Valuing a business is complex subject and there is no set formula. What you will have to pay will depend on a
number of factors, including the balance sheet position and current profitability. The future prospects of the
business will usually be critical but often the desire of the present owners to sell can be more important. At the end
of the day, the price you will have to pay is usually a matter for skilled negotiation.

Where will we get the money from?

The financing for an MBO usually includes the management teams own interest, an equity/debt stake from
institutional investors and loans and bank borrowings. Different investors will want different returns from the deal,

based on the perceived risk they are taking. A balance needs to be struck between servicing debt requirements
and generating a return on equity. It is important that there is an appropriate balance between the two.

How much will we have to putin?

There is no set amount for the management team to put into the management buyout. However, it is likely that
they will be required to show commitment to the business by making a significant investment of their own money,
although there will also be huge demands on their time and expertise.

What is the best way to make an initial approach?

Negotiating with an employer is not always easy, particularly as there is often the initial fear of upsetting existing
relations by asking about an MBO. Some MBO teams ask their advisers to make an initial approach. Negotiations
to buy the business can often be difficult, and the fact that the vendor is also your employer can make this a
significant challenge. If you are not experienced in buying and selling businesses, it may be sensible to get your
advisers to carry out the negotiations on your behalf.
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How much of the business will we own?

This is likely to be one of the vital issues discussed with investors, and the percentage of shares held by the MBO
team tends to vary from deal to deal. It will often depend on the structure of the deal more than the amount of
money you put in. Many institutional investors will only want to take a shareholding under 50%.

What do we do about a business plan?

Your business plan must identify the strengths of the business and future opportunities, and why the business will
be more successful than its competitors. The business plan must put across your plans and emphasise the
strength of the management team. It is usually best that the business plan is prepared by the management team,
although it is sensible to have it reviewed by your advisers.

Who should we approach?

Many investors have their own specific criteria to decide whether a deal is suitable. Some specialise in particular
industries, and others will only consider deals above a certain size. It is important that you know which investors
are likely to consider supporting the MBO. Your advisers should be able to advise on which potential investors are
most appropriate and make initial contact on your behalf.

How will we know if we have been offered a good deal by the investors?

Members of the MBO team are putting their own money at risk and potentially putting their careers on the line.
Therefore you should expect a greater return than other investors. However, you will need to ensure that investors
obtain a suitable return to make the deal attractive to them.

How we can help

If you are considering an MBO, please contact our corporate finance team to discuss how we can help you make it
a successful one.
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