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A practical guide for management teams
A management buy-out (“MBO”) is the purchase of a business 

by its existing management team backed by external funding. 

The management team and external funders usually take an 

equity stake in the business with the balance of the purchase 

price provided by debt secured on the assets, or cash fl ow,

of the business. The repayment of the debt from the operating 

cash fl ows of the business creates value for the management 

team as they acquire equity in the business for a modest initial 

investment. Other types of MBO fi nance include vendor loan 

notes and mezzanine fi nance.

In practice, MBOs arise in scenarios which include the sale of 

shares in owner managed businesses, large corporates disposing 

of non-core operations and public to private transactions 

(“P2Ps”). In these circumstances the MBO requires formal 

planning, precise evaluation of the options available and project 

management through to completion.

Key characteristics of a management buy-out
An MBO has a number of important characteristics 

which include:

Management team

The MBO team typically includes a Chief Executive, Finance 

Director, Sales Director and Operations Director. Although 

additional team managers may be included or new Directors 

recruited to fi ll these roles. The team will be responsible 

for presenting their business plan to investors, and are 

responsible for working well as an operational team 

independently of the fi nanciers to achieve the business 

plan and generate shareholder value.

Management buy-outs

Business plan

The MBO team must have a formal business plan that documents 

the strategy for the next fi ve years. This should include business 

development opportunities and the fi nancial projections for the 

business. In particular, the future cash fl ow profi le of the business 

will be critical in order to repay debt in the short to medium term.

Funding

The funding for an MBO, which is used to pay the purchase 

price of the business, is typically derived from a number of 

sources including: bank debt, mezzanine debt (i.e. unsecured 

high yield debt), institutional loan notes or preference shares, 

and management’s ordinary shares. One of the defi ning 

attributes of an MBO is that funding from a number of sources is 

pooled together in order to fi nance the total consideration paid 

to the vendor. Historically, secured bank debt (or “senior debt”) 

has represented up to 50% - 60% of the total funding price. 

The post-MBO business must meet the fi nancial targets or 

“covenants” set by the funders.

Vendor

The factors that favour the MBO route for the vendor include 

improved confi dentiality of the terms of the sale, continued 

employment for employees, improved motivation of the post 

MBO management team and the independence and continuity 

of the business. Furthermore, in the absence of a fl otation

or a trade buyer an MBO maybe the only exit option available 

for the vendor.

“ A management buy-out (“MBO”)
is the purchase of a business by its 
existing management team backed
by external funding.”
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Key steps in the process
The management team and equity investors co-invest cash in a 

new company incorporated for the purposes of the MBO 

(“Newco”) in return for their combined 100% interest in 

Newco. The remaining balance of the purchase price is funded 

by senior debt. The vendor sells the target business to Newco, 

and as a result, Newco acquires a 100% interest in the target. 

The use of senior debt to fund the purchase price provides 

management teams with the opportunity to acquire their 

business for less than the full purchase price. Management 

teams co-invest alongside equity investors, often at preferential 

rates known as “sweet equity”. On the eventual exit of the 

business the return to the management team and equity 

investors is highly leveraged as the senior debt has typically

been repaid from the operating cash flows of the business.

The key risks to manage include the preparation of a robust 

business plan, design of an appropriate funding structure, 

ensuring the financial returns are consistent with the proposed 

investment and agreement on valuation.

How Moore Stephens Corporate Finance can help
We provide hands-on support for management teams,

vendors and financiers including:

• preparation and review of the business plan;

• planning a tax efficient acquisition;

• designing an appropriate funding structure;

• preparation of financial forecasts and financial modelling;

• valuation reports;

• approaching financiers and securing a funding package;

• advising on the due diligence process;

• transaction and project management through to  

completion; and

• assistance with the financial terms of the  

legal documentation.

The MBO process
The steps in an example MBO which includes senior debt are shown in the diagram below:

Vendor
Senior debt
providersPurchase price in exchange

for shares in target

Newco acquires a
100% interest in the
target business

Cash in exchange for
secured debt

Equity
investors Cash in exchange

for shares
Cash in exchange

for shares

Management
team

Target

‘Newco’


