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Abstract
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1. Introduction

In the recent years, there has been a great amount of debate regarding the private equity
industry in Sweden. According to the Swedish Venture Capital Association® (SVCA),
Swedish private equity sponsors have SEK 470 billion invested both in Sweden and
abroad. Some 4.3% of the Swedish labor force work in companies owned by private
equity sponsors and a substantial part of these companies are in the welfare sector.
Because of this, it is not surprising that the debate has focused on the nature and quality
of private equity ownership.

During the last couple of years, there have been some scandals where private equity
sponsors have come under rigorous scrutiny, e.g. the Carema Care scandal in 2011
(Dagens Nyheter, 2011) and the bankruptcy of JB Education in 2013 (Emtén, 2013). In
light of these scandals, critics have argued that private equity funds are only focused on
maximizing the value of their current investments, leading to excessive cost-cutting and
down-sizing as well as funneling tax money to tax havens (Sjostedt, 2013). Others
claim that private equity funds in general are good owners of companies and that they
need to nurture and develop their investments in order to maximize the chance of
realizing good profits at the exit of the investment (Jordal and Tag, 2011).

The effect of private equity ownership can be observed from two different
perspectives. The first perspective is to look at the development of the portfolio
company during the time it is owned by the private equity fund in order to assess the
quality of the private equity ownership. The other perspective is to look at the
development of the portfolio company after the private equity fund has made its exit.
The first perspective however cannot assess potential long-term effect of the private
equity ownership and answer the question regarding the potential short-termism.

The question regarding private equity ownership has not only been covered in the
press, but has also been a topic frequent in academic research. Previous research
indicates that there is a positive effect of private equity ownership, but due to scarce
availability of data, research has focused almost exclusively on the first perspective
discussed above. This means that the question regarding long-term private equity effect
has not yet been covered thoroughly enough.

This paper aims at investigating the long-term industry-adjusted operating

performance of Swedish companies previously owned by private equity sponsors

1 SVCA, a Swedish branch of The European Private Equity and Venture Capital Association (EVCA), a
lobby organization for the European private equity sector.
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(henceforth denoted exit company or exit companies) and assess if there exists a post-
exist private equity effect. Previous studies on the subject have primarily focused on the
U.S. market and are limited to only examine companies exited through a reverse
leveraged buy-out? (RLBO), e.g. Degeorge and Zechhauser (1993), since company
accounting data is only available for public companies in the U.S. We argue that these
studies suffer from selection bias since they only cover one type of exit strategy.
According to Kaplan and Stromberg (2009) exits through initial public offerings (IPOs)
have decreased substantially and is the least common exit strategy for private equity
sponsors, these findings are also supported by the EVCA (2012).

This paper also assesses the existence of an observable difference in operating
performance between different types of buyers (financial buyers, strategic buyers and
initial public offerings) of the particular companies studied. Since we know from
previous studies that portfolio companies of private equity funds generally outperform
their peers, it is crucial for the analysis of this study to control for the type of buyer in
order to assess the true post-exit effect of private equity ownership. Without this control,
there would be a risk for a bias in the results since the post-exit operating performance
could potentially be caused by the new ownership of the exit company.

In addition, we will also analyze how other metrics including capital expenditure,
net working capital, employment and wages has developed post exit. This is interesting
since these metrics have a proven effect on the long-term performance of operations,
but could potentially be disregarded in order to maximize short-term profits, which is
something private equity funds have been accused of. Also here will we control for type
of buyer post exit, for the same reason as argued above.

By using Swedish company accounting data, which is publicly available regardless
of ownership form, we will be able to conduct an unbiased study. To our knowledge,
this has only been done once in Sweden when Bredinger and Nyman (2011) examined
the industry adjusted operational performance of 31 companies three years after exit.
Our study uses a larger sample of 40 companies and a substantially longer event
window in order to better capture the long-term effect. We also include more measures
for operating performance and examine the effect on wage and employment, whereas

Bredinger and Nyman focus on capital management effects. Our largest contribution is

2 A reverse leveraged buyout occurs when a company previously bought in a leveraged buyout is sold
through an IPO.



the fact that we control for the post-exit ownership effect on operating performance,
capital management and employment metrics.

The main findings of our study support the existence of a positive post-exit private
equity effect, as the operating performance measures EBITDA-margin, return on
invested capital (ROIC) and sales CAGR for the exit companies continue to
significantly outperform industry peers after the exit. However, the difference between
the exit companies and their peers is largest up until three years post exit and then starts
to decrease, indicating that the post-exit effect is fading over time.

Our results differs from previous findings by Degeorge and Zechhauser (1993) who
found that companies exited through a RLBO performed significantly worse than their
industry peers. Our findings are more in line with Holthausen and Larcker (1996) who
argue that the private equity effect continues to make RLBOs superior to their industry
peers up to four years after exit when it fades away. However, in our study, the private
equity is evident for a slightly shorter period.

We find no evidence that the type of buyer has any significant impact on the
operating performance for these particular exit companies, which strengthens the
relationship between the increase in operating performance and the previous private
equity ownership i.e. a post-exit private equity effect.

The structure of this thesis is set up such as: Section 2 discusses previous research
regarding the subjects of buyouts and operating improvements. Section 3 covers both
the main hypotheses as well as a number of sub hypotheses for the study. Section 4
gives an overview of the methodology used. Section 5 describes the dataset used and
provides descriptive statistics. Section 6 presents and analyzes the results of the study.
Section 7 draws conclusions of the results and discusses some potential limitations as

well as giving some suggestions for future research.



2. Previous research

This section presents and discusses findings by previous research regarding the
operating performance during and after the holding period. We also present research
regarding the relationship between private equity effects on capital management and

employment/wages.

2.1 Performance during private equity ownership

A widely used explanation of the superior operating performance of private equity
owned companies is agency theory. The theory claims that there could be a conflict of
interest between the owners (principal) and the managers (agent) where the owner want
to maximize share value and managers want to increase their resources (Jensen 1986).
The conflict requires costly monitoring of the agent which lowers the principal’s return.
Agency costs can be reduced by aligning the incentives of the agent and the principal
with management ownership in the company (Berg and Gottschalg, 2004). A high level
of debt can also reduce agency costs since management are incentivized to increase the
free cash flow for interest and debt repayment (Jensen, 1986). However, the high level
of debt can make risk-averse managers invest only in safe projects in order to lower the
risk of bankruptcy, thus reducing shareholder return. The reduction of agency costs has
no direct effect on the operating performance, but can facilitate operational
improvements (Berg and Gottschalg, 2004).

Previous empirical studies (e.g. Kaplan 1989, Muscarella and Vetsuypems 1990
and Harris et al. 2005) have during the last two to three decades found clear evidence of
a positive private equity effect on the operational performance and value increases of
their portfolio companies. Kaplan (1989) explains the improvements by better
management incentives rather than a transfer of wealth from employees to owners.
Muscarella and Vetsuypems (1990) argue that that the improvements are results
attributable to cost reduction rather than to revenue generation or improved asset
turnover.

A significant share of previous studies is performed on U.S. data where disclosure
of accounting data for non-public companies is highly voluntary. This means that these
studies are made on portfolio companies that have been exited through an IPO which
has made historical accounting data available. A problem with the studies is that they
potentially suffer from selection bias since only one type of exit was studied as well as

omitting bankrupt companies.



There are however some studies made in countries where accounting data is
publicly available regardless of ownership form. According to Swedish law
(Arsredovisningslag [1995:1554] 8 sec. 3 § and Bokféringslag [1999:1078] 6 sec. 2 §)
all joint-stock companies and financial institutions must deliver audited annual accounts
to the Swedish Companies Registrations Office where they are made publicly available.
This creates an opportunity for unbiased studies where for instance Bergstrom et al.
(2007) confirm the existence of a positive private equity effect when investigating the
operating performance during private equity ownership in Sweden.

Cumming et al. (2007) argue in their summary of existing literature for private
equity ownership that returns of the portfolio companies are significantly enhanced by
corporate governance mechanisms such as active investors and the commitment to
service debt as well as by the incentives from managerial equity ownership.

Another feature of private equity ownership is that the boards of portfolio
companies are smaller and summoned more frequently. According to a study by
Yermack (1986) smaller boards are more efficient than large ones. More frequent board
meetings enables the private equity sponsors to better monitor the business and trim the
strategy and targets as well as incentives (Easterwood et al., 1989).

Public companies are priced and evaluated by the market on a daily basis. Thus,
negative company specific news and lower earnings than expected can in a matter of
seconds result in a sharp decrease in company value. As a result of this, there could be a
risk of managers trying to please the market by reporting a smooth development in
earnings from quarter to quarter, by avoiding investments that results in dips in earnings
but create long-term growth. In an interview study of 401 financial executives in public
companies, Graham et al. (2005) find that 78% would chose to give up long-term
economic value in order to smoothen out earnings. This supports the findings by Bushee
(1998) that short-horizon institutional investors are more likely to sacrifice R&D costs
in order to stabilize earnings in publicly traded companies, reducing economic growth
and shareholder value.

Due to the illiquidity of ownership in the portfolio companies, managers have less
incentive to manipulate short-term performance and earnings for their personal gain
(Kaplan and Stromberg, 2009). In private equity ownership, managers can work
undisturbed by the stock market and thus make investments and take necessary actions
to create a long-term economic growth and shareholder value. Lerner et al. (2010)

investigates if private equity ownership relieves managers from public shareholder
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pressure or sacrifice long-term growth to boost short-term performance. Using patenting
activity as a proxy for long-term growth they find no evidence for that private equity
ownership leads to short-termism.

With these findings in mind, it could be argued that private equity ownership is a
better ownership form when it comes to long-term growth and sound management. In
1989 Jensen foresaw the ownership form created by leveraged buyouts to grow
significantly in the future and continue to play an important role in society. Jensen
argued that the private equity firm is a superior form of ownership compared to the

dispersed public ownership.

2.1.1 Capital, employment and wages

During private equity ownership, capital expenditures for the portfolio companies tend
to go down (Kaplan, 1989, Muscarella and Vetsuypems, 1990). The same phenomenon
seems to exist for working capital, i.e. lower levels of net working capital amongst
private equity owned companies. Previous studies (e.g. Easterwood et al., 1989) argue
that private equity sponsors aims at handling working capital in a more efficient manner
during the holding period.

The effect of private equity ownership on employment and wages is a subject that
gives rise to a lot of discussion regarding the preconceptions that private equity owners
keep employment and wages at minimum levels in order to maximize profits. Despite
these preconceptions, academia has not taken a clear stance on the matter.

Studies by e.g. Holthausen and Larcker (1996) and Bergstrom et al. (2007) find that
private equity ownership has no negative effect on employment and wage levels during
the holding period. These findings are to some extent supported in a rigorous study by
Davis et al. (2011). The study investigates 3,200 U.S. private equity transactions from
1980 to 2005 and concludes that private equity ownership only has a very small
negative impact on the industry-adjusted employment. The authors also bring forward
that private equity ownership is a good catalyst when it comes to create new types of

jobs.



2.2 Post-exit performance

2.2.1 Types of exits

Private equity sponsor can exit a portfolio company in a number of ways. Three of the
most common are (1) a sale to a strategic player, for instance a company in the same
sector as the portfolio company or a conglomerate, (2) a sale to another private equity
sponsor or to the current management or (3) a sale through an IPO.

Kaplan and Strémberg (2009) find in a dataset of 17,171 transactions from 1970 to
2007 that 38% of the buying companies were strategic investors, 24% consisted of a
secondary leveraged buyout by another private equity sponsor and only 14% of the exits
were made through an IPO. The authors argue that exit through an IPO has decreased
significantly in relative importance over time, in line with a less attractive IPO climate.
These findings are confirmed by a the EVCA, which states that exits through IPOs have
decreased steadily over the past years and as of 2012, only 1.6% of exits were through
IPOs (EVCA, 2012).

2.2.2 Long run performance

With agency theory being one of the main arguments for the superiority of private
equity ownership, the arguments discussed in section 2.1 should be able to explain the
post-exit operating performance. If this were to be true, the operating performance
should be significantly worse after the private equity holding period. However, previous
empirical research is not as unanimous when it comes to the post-exit operating
performance as compared to the holding period.

Degeorge and Zechhauser (1993) find that after relisting, RLBOs performed
significantly worse than their industry peers, although the operating performance was
still positive. The authors claim that the industry-adjusted deterioration is explained by
information asymmetry where the sellers have access to internal information and can
exit when it is most profitable.

Holthausen and Larcker (1996) find in a study on the operating performance of
RLBOs that they continue to perform better than their industry after relisting. This
positive private equity effect continues to exist up to four years before it disappears.
This is to some extent supported by Bruton et al. (2002) who find a similar effect, but it
decreases significantly during the third year and the authors link it to the agency theory.

As with the previous empirical studies on operating performance during the holding
period, the post-exit studies made have also to a large extent been made on RLBOs

10



which could create the same selection bias as previously discussed. With the publicly
available accounting data in Sweden, this creates an opportunity to perform unbiased
studies. To our knowledge, this has only been done once. In their BSc thesis, Bredinger
and Nyman (2011) analyses the impact of private equity ownership on operating
performance during and post holding period. The authors confirm the findings by
Bergstrom et al. (2007) and argue that there exists a private equity effect during the
holding period. Post exit, Bredinger and Nyman (2011) find that the exit companies
perform significantly worse than their respective industry when measuring the
performance during three years®. They argue that without the managerial incentives and
financial/industrial support from the private equity sponsor, agency costs are
reintroduced and/or management loses the capabilities required to maintain profitability.
Another reason for the deterioration in operating performance post exit brought forward
is the information asymmetry advantage that the private equity sponsor has to exit the

portfolio company when profitability is maximized.

2.2.3 Capital and employment

Little research is done on the post-exit development of capital expenditures and net
working capital. In their study on RLBOs, Holthausen and Larcker (1996) find that the
level of capital expenditure and net working capital increases to the median level of the
respective industry. Hill and Phan (1995) argues that managers are more interested in
growth than firm efficiency, indicating that working capital can be assumed to increase
post exit when the agency problem might return.

For the post-exit development in employment, previous research is to our
knowledge limited to the studies on RLBOs. Holthausen and Larcker (1996) find no
evidence that the staffing levels of RLBO firms are different from their industries
whereas Jelic and Wirght (2011) argues that employment tends to increase following an
IPO exit.

® For some companies, Bredinger and Nyman (2011) were only able to include two years of post-exit data.
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3. Hypotheses

The hypotheses of this thesis will be divided into two main hypotheses and eight sub
hypotheses. The main hypotheses will assess if the exit companies show a positive
industry-adjusted operating performance and if this is the result of the previous private
equity ownership. The sub hypotheses will assess the post-exit development in capital
expenditures, net working capital, employment and wages and if the development

differs between the types of buyers.

3.1 Main hypotheses: Post-exit operating performance
Previous empirical research (Holthausen and Larcker, 1996 and Bruton et al., 2002) has
shown that exit companies continue to outperform their peers up to three to four years
which points to a positive private equity effect. With these studies suffering from
selection bias and the fact that exit through an IPO is the least common type with a
negative trend; we suspect that an unbiased study could show a more long-lasting effect.
Even though Bredinger and Nyman (2011) conduct an unbiased study and find no
evidence of a positive post-exit private equity effect, we argue that their relative short
period of measurement could be misleading. After an exit, there could be a period
where the company is in a transition phase, which distorts the results. Bredinger and
Nyman (2011) only use two measures of operating performance; EBITDA-margin and
Return on Invested Capital (ROIC). We believe that by conducting an unbiased study
with a longer period of measurement and additional measures of operating performance

we will be able to capture the existence of a positive post-exit private equity effect.

H1: The post-exit operating performance of exit companies continues to be better than

their respective peer group

Since the private equity effect ought to be the result of operational and strategic
improvements implemented during the holding period, it is important to control the
post-exit operating performance for the post-exit ownership. By doing this, we hope to
rule out the possibility that a potential advantage for exit companies compared to their
peers is the result of the post-exit ownership. This control is not made by Bredinger and
Nyman (2011) which leaves some questions in their study unanswered which we intend
to answer. In our study we expect to find that the operating performance of the exit

companies is unaffected by the post-exit ownership.
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H2: The possible continued operating performance advantage is not an effect of the

post-exit ownership
3.2 Sub hypotheses

3.2.1 Capital expenditure and net working capital

Capital expenditure and capital management are important parts in private equity
ownership. Empirical research (e.g. Kaplan, 1989 and Easterwood et al., 1989) has
shown that the level of capital expenditure and net working capital goes down during
private equity ownership. Holthausen and Larcker (1996) find that these items increase
post-exit to the median level of the respective industry. A reason for this increase could
be explained by the reintroduction of the agency problem as with Hill’s and Phan’s
(1995) discussion regarding managers being more interested in growth than firm
efficiency. Therefore, we expect to see that the post-exit levels of capital expenditure
and net working capital will increase compared to the industry. We also expect that
financial buyers show a negative impact on capital expenditure and/or net working

capital.

H3: Exit companies have larger post-exit levels of capital expenditures than their

respective peer groups

H4: Exit companies have larger post-exit levels of net working capital than their

respective peer groups

H5: Financial buyers have a negative impact on the post-exit levels of capital

expenditures

H6: Financial buyers have a negative impact on the post-exit levels of net working

capital

3.2.2 Employment and wages

Previous empirical research has found no clear relation between employment and wages
and private equity ownership. The studies made on the post-exit development have been
made on RLBOs where Holtahusen and Larcker (1996) find no change in either wages
or employment whereas Jelic and Wright (2011) find that employment tends to increase
after the exit. For the relation during the holding period, neither Holthausen and Larcker

(1996) nor Bergstrom et al. (2007) find a relation between private equity ownership and
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employment and wages. Therefore we expect that the post-exit industry-adjusted
employment and wages are unchanged and that financial buyers have no effect on either
employment or wages.

H7: The post-exit industry-adjusted employment is unchanged
H8: The post-exit industry-adjusted wage levels are unchanged
H9: Financial buyers have no impact on the post-exit employment

H10: Financial buyers have no impact on the post-exit levels of wages

14



4. Methodology

This section presents the methodology used to tests the hypotheses of this thesis.
Throughout this section, i correspond to company i, t corresponds to t years after the
exit, EC is short for exit company and T corresponds to the measurement periods from

the exit year (zero) up until six years post exit.

4.1 Measuring operating performance
To assess if there exist a post-exit private equity effect on operating performance, we

will use three measures of operating performance:

(1) Earnings before interest, taxes, depreciation of tangible assets, and amortization
of intangible assets divided by sales (EBITDA-margin)

(2) Return on invested capital (ROIC)

(3) Compounded annual growth rate in sales (Sales CAGR)

4.1.1 EBITDA-margin

EBITDA;

EBITDAM; = —— —
Lt

The EBITDA-margin is a good measure of operating profitability since it represents a
more correct view of the underlying business compared to earnings and earnings margin.
This because it excludes the depreciations/amortizations, interest and taxes which are
parameters that can make two firms operating in the same business show completely
different results depending on accounting standards (buying and depreciate versus
leasing of capital), capital structure, interest and taxes. Since the universe of private
equity is associated with altering of the capital structure, it is essential to make sure that
apples are compared to apples. These arguments are in line with previous research such
as Barber and Lyon (1996).

15



4.1.2 ROIC

Earnings before interest and taxes;; * (1 — tax rate;)
ROIC;, = .

Fixed assets;; + Non cash current assets;, — Short term payables; .

ROIC should give a good measure of operating profitability in a cross industry
comparison since it accounts for both operating margins and capital efficiency
(Bergstrom et al. 2007). Also, since ROIC uses the book value rather than the market
value of asset, it gives a good representation of the profitability on the actual invested
assets (Damodaran, 2007). Damodaran (2007) brings up the potential problem with
using ROIC since companies with a small capital base can experience very volatile
measures, distorting exit company and peer group ROIC. To mitigate this potential
problem, we will winsorize extreme values (Hastings et al., 1947). Winsorizing is a
better alternative than trimming since the latter method reduces the number of
observations.

Since the Swedish corporate tax rate changed from 28% to 26.3% in 2009, we have

made adjustments in the calculation of ROIC depending on the specific year of measure.

4.1.3 Sales CAGR

-1

1
Salesi_T>(7)

Sales CAGR; = (Sales
i,0

Sales CAGR is a good measure of sales growth compared to an arithmetic sales growth
since it reduces the effect of volatility of periodic returns. An additional strength with
the sales CAGR is that it enables a comparison of growth rates from companies in the
same industry (Chan, 2009).

4.1.4 Potential problems in measuring operating performance
Operating performance should display the performance of the underlying business of a
company. The three measures used in this study can however give rise to some potential
problems that might distort the results.

If a company has acquired another company and the sales and assets are added
together, it can be argued that from the point in time this add-on has occurred, one is not

analyzing the same company as before the acquisition. However, since a company can
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grow either organically or by acquisitions, we argue that add on acquisitions is a natural
part of the growth of a company. Similar arguments are brought forward by Bergstrém
et al. (2007).

Since we use the last year of private equity ownership as the starting year, there is a
potential problem with a revaluation of assets after an exit due to e.g. goodwill. This
could potentially distort the ROIC measure.

4.2 Measuring capital expenditures, net working capital

In order to make capital expenditure (henceforth denoted CAPEX) and net working
capital (henceforth denoted NWC) comparable across different companies within the
same industry (accounting for company size), we will normalize these items by
company sales which also done by Muscarella and Vetsuypems (1990). Thus the

normalized CAPEX and NWC for company i is defined as:

capgxtom = $APE e

bt Sales;,
chNOTm. — NWCirt
bt Sales;,

Henceforth, CAPEX[""™ will be denoted as CAPEX and NW (/"™ will be denoted as
NWC.

4.3 Measuring employment and wages

Employment will be measured as the total number of employees in the company and the
change in employment will be used by measuring the compounded annual growth rate
(Employee CAGR). Wage level will be the unadjusted total wage costs in the company
(excluding social costs and pensions) divided by the number of employees.

4.4 Peer groups

Peer groups are assigned by using industry classification Nomenclature Generale des
Activites Economiques dans I'Union Europeenne (NACE 1.1). Groups were assigned
by using the first four NACE 1.1 digits and the 20 largest Swedish peers in terms of
revenues in 2005 were picked out. In some cases, 20 peer companies could not be
identified and two digits were used. If not 20 peer companies could be identified even
with only two digits, peer companies were obtained from the Nordics or the rest of
Europe. The peer groups are chosen in the same way as in the study by Bergstrom et al.
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(2007). All companies satisfying the criteria’s have been screened manually in order to
remove those peers that could not be identifiable today due to company reorganizations.

Assigning peer groups in this way can give rise to a number of potential issues.
Since the peers are identified based on criteria’s applied in 2006/2007, not all
companies can be identified today by a number of reasons. For instance, peers can have
been sold and reorganized which will make them hard to trace and thus if the peer has
gone bankrupt after reorganization, it might create a potential survivorship bias. In the
case where peers have been identified as bankrupt, they have been included in the
dataset in order to give a fair view of the industry.

In the peer groups, we will use the median values of each group as a comparison

since the mean value might be distorted by outliers etc.

4.5 Time frame
The last exits were made during the first half of 2006 and the timespan of our study
stretches until 2012. This enables us to track the operating performance up until six
years after the exit, capturing a business cycle. According to Holthausen and Larcker
(1996) it takes three to four years for private equity characteristics to disappear. Thus we
will be able to measure if this change occurs in our dataset.

The last year as private equity owned will be the starting year in our study as the
private equity effect should be at its peak just before the company is sold. If we were to
compare with the average performance during the holding period, this would not capture all

operational changes put in place by the private equity sponsor.

4.6 Hypothesis testing

Hypotheses 1, 3, 4, 7 and 8 will be tested by measuring the industry-adjusted metrics in
the stated time periods. By doing this, we will be able to observe how the exit
companies have performed compared to the industry which can be affected by for
instance macro factors. Where the fiscal years of an exit company and its peers differ
significantly, we have made the corresponding changes to capture a more justifiable
industry effect. Hypotheses 2, 5, 6, 9 and 10 will be tested by using regression analysis

on the unadjusted metrics.

4.6.1 Operating performance measures
To investigate the existence of a private equity effect in operating performance, we will

calculate the industry-adjusted metrics for the exit year and all years up to six years
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after the exit. The definitions of our three industry-adjusted operating performance

measures are:

Ad

EBITDAm}Y" = EBITDAmES — EBITDAmpgerMedian

ROICAY" = ROICES — ROICR¢erMedian

SalesCAGR} = SalesCAGRES — SalesCAGRyerMedian

4.6.2 Additional measures

To investigate if the exit companies experience any change in the additional measures
CAPEX, NWC, wage and employment, we will for the first three calculate the industry-
adjusted metrics and for employment we will calculate the industry-adjusted
compounded annual growth rate (CAGR) for the exit year and all years until six years

after the exit. For our four additional measures, the definitions of the industry-adjusted

metrics are:
CAPEX7#" = CAPEXES — CAPEXFgerMedian
NWCY‘fl,‘l,”' = NWC%? — NWCﬁferMedian
Wage;‘ff- = Wage£§ — WagekeerMedian
EmploymentCAGR;}jj' = EmploymentCAGRES — EmploymentCAGRES™Median

4.6.3 Statistical significance

The statistical significance of the results in the industry-adjusted operating performance
and the additional measures will be tested by using a two sided Students t-test*. Using
this test we will be able to examine the statistical significance between the means of two
samples with matched pairs, in this case the measures for the exit companies and the

median measures for the industry peers. The test will show significance if

* The student’s t-test is a parametric test, which can be applied for normally distributed population with
unknown standard deviation, to determine if two sets of data are significantly different from each other.
A sample with more than 30 observations can be assumed to follow a normal distribution (Newbold et al.,
2006)

19



x—0

t = S/\/ﬁ > tn—l,a/z

Where i corresponds to the measured used, s is the estimated standard deviation, n is

the number of observations and « is the significance level.

4.6.4 Regression analysis
To assess if the post-exit buyers have any impact on the operating performance
measures and additional measures of the exit companies, we will run regression analysis.

The independent variables will be (1) a dummy variable for if the exit has been
made through a sale to a financial buyer (i.e. a secondary private equity sponsor), (2)
the number of years that the exit company was owned by a private equity sponsor and
(3) other measures used in the study depending on the dependent variable used. For
instance, if sales CAGR is the dependent variable, it is interesting to regress this
measure on lagged CAPEX to see if previous years investing activity affects the
development in sales. The regressions will be ordinary least square (OLS) regressions
with time series data. The following regressions will be run:

(1) Dep;; = a + f1Financial;, + ¢;

(2) Dep;, = a + p1Financial;; + B,Years; + ¢;

(3) Dep;+ = a + By Financial;; + B,Years; + BjIndep;: + ¢;

Where Dep;, is the operating performance measures and additional measures,
Financial;, is a dummy variable for if the exit company was bought by a financial
acquirer, Years; is the number of years that the exit company was owned by a private
equity sponsor and Indep; . represents other independent variables that will be used in
the regressions (for instance as with the discussion above with lagged CAPEX on sales
CAGR).

As regression data of this nature often suffers from inherent autocorrelation we will
test for this using Wooldridge tests® (Wooldridge, J., 2002) and adjust for any
autocorrelation through Prais-Winsten regressions (Prais and Winsten, 1954).

% Presented in Appendix B
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5. Data

In this section we discuss data used in previous studies with regards to potential bias
and how our dataset will mitigate this bias. We also describe the selection criteria’s and
data gathering process used in this study. Lastly, we present our dataset with descriptive

statistics.

5.1 Data in previous studies
As discussed in section 2, previous research assessing the holding period and post exit,
consists to a large extent of studies made in the U.S. where the disclosure of accounting
data is voluntary. Thus, almost all studies made only uses companies which have been
exited through an IPO/RLBO (e.g. Holthausen and Larcker, 1996) creating a selection
bias. The selection bias arises since exiting through an IPO is the least common option
for a private equity sponsor (Kaplan and Stromberg, 2009) which might result in that
only lemons are put on the stock exchange. The decision of exit alternative is fare from
random and thus, a selection bias is likely to arise.

Bergstrom et al. (2007) and Bredinger and Nyman (2011) manage to remove the
selection bias since these studies are performed on Swedish data and with its public

availability, all types of exits can be covered.

5.2 Our dataset

Using publicly available Swedish data we will be able to conduct an unbiased study.
The criteria’s for the dataset were set up as (1) the deal value had to be at least $5
million, (2) at least one of the private equity sponsors in the investor syndicate had to be
among the top 300 largest sponsors in the world by capital under management, (3) the
buyout company had to be Swedish, (4) the exit occurred between 1996 and the first
half of 2006 and (5) the exit company had to be identifiable/comparable today, i.e. not
an integrated part of a group or reorganized in a way that the current operations differ
from the operations at the time of the exit. Criteria 1-4 gives a sample of 73 companies,
which are the same companies used in the study by Bergstrom et al. (2007). When we
apply criteria 5, 33 companies® are removed and the final sample consists of 40

companies’.

® For a list of the companies removed using criteria 5 and reasons for removal, see Appendix A
" For a list of analysed exits, see Appendix A
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With the final sample consisting of 40 companies, the central limit theorem (CLT)
is fulfilled, since this can be considered a large enough sample (over 30) to assume a
normal distribution (Newbold, 2006).

Using the method of assigning peers as described in section 4.4, we obtain 576 peer
companies. This gives an average of 14.4 companies in each peer group and only one
company has a peer group consisting of less than ten companies®.

5.2.1 Data gathering and potential problems

The annual accounts for the 40 exit companies as well as for the 576 peers used are
obtained from the database Retriever. This database sources its content directly from
company filings submitted to the Swedish Company Register Office, which should
entail a substantial reliability that the numbers in thesis are correct. Due to its inherent
nature, Retriever should also be more complete than for instance the ones used by
Bergstrom et al. (2007), which can be observed by the higher number of missing values
for companies in the latter study. In Retriever, company filings are available both in its
original format and in a compiled Excel version. The fact that the original filings are
available provides additional comfort that the numbers in the Excel format are fair and
correct. Another advantage with Retriever is that it controls for cost- and function based
accounts when producing the Excel files.

In our dataset, out of 40 companies only seven are consolidated accounts. This can
potentially distort the true picture of the business of the company compared to using the
consolidated accounts, which shows the business of the entire group. In the data
selection process, we have seen some examples when a company has very few
employees compared to sales and assets, which is explained by that the group structure
places employees in another company. These types of problems have been dealt with
during the process of data gathering where rigorous screening has been applied both to
the exit companies and their peers in order to remove companies where the structure
differed significantly to the year of exit. Since only seven companies have consolidated
accounts, the potential problems with goodwill in the ROIC measure are minimized
since goodwill is not recognized in unconsolidated accounts.

Even though one can assume that the numbers in the Retriever Excel files should be

correct, there is still the possibility that Retriever’s own procedures of extracting the

8 Vaasan Sverige AB (previously known as Nordic Bake Off) only has 7 peers, however in the study by
Bergstrom et al. (2007), Nordic Bake Off had 8 peers.
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numbers from the actual filings into excel might be a source of bias to the results of this
thesis. Retriever does not state how the information is subtracted from the actual filings,
but there could definitely be problems both with a manual and an automatic method,
which would cause incorrect input in the Excel files used in this thesis.

Since all the annual accounts have been put together manually by the authors of this
thesis, there are some potential risks of human errors that must be taken into account.
However, in this study we have applied rigorous screening and controlling for errors in

the dataset and we feel certain that the amounts of human errors are minimized.
5.2.2 Descriptive statistics

Figure 1 - Years as Portfolio Companies

The figure shows the frequency and the cumulative frequency for the
number of years the companies in our dataset were owned by a private
equity sponsor. It also displays some descriptive statistics.
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Figure 1 displays the frequency for the number of years an exit company was owned by
a private equity sponsor in our dataset. The holding period ranges from one to nine
years and the average holding period was 4.5 years. Approximately 70% of the holding
periods were five years or less. The most common holding period is four years with ten
observations. Only six companies had a holding period that exceeded seven years.
These results are in line with the stated target holding period of most private equity

funds which tend to be in the range of three to seven years.
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Table 1 - Types of exits
The table shows the frequency and
percentage for the three types of exits in the
dataset of 40 exit companies.

Type of exit n %
Financial buyer 16 40%
Strategic buyer 22 55%
IPO 2 5%
40 100%

Table 1 displays the type of exit made by the private equity sponsors. For our sample of
40 companies, 22 (55%) were sold to a strategic buyer, 16 (40%) were sold to a
financial buyer and 2 (5%) were exited through an IPO. These results are in line with
the findings by Kaplan and Stromberg (2009) and the EVCA (2012).
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Table 2 - Descriptive statistics

The table provides descriptive statistics for the 40 exit companies in our dataset. The time periods
corresponds to each year fromthe exit year up until sixyears after the exit. EBITDA-margin is
defined as earnings before interest, tax, depreciation and amortization divided by sales . Sales
CAGR is defined as the compounded annual growth rate in sales . ROIC (Return on invested
capital) is defined as earnings before interest and taxes times one minus taxes divided by fixed
assets plus non-cash current assets minus short term payables.

EBITDAmM
Year 0
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6

Sales CAGR
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6

ROIC
Year 0
Year 1
Year 2
Year 3
Year 4
Year 5
Year 6

38
39
39
39
38
38
38

38
38
38
38
38
38

40
40
40
40
40
40
40

Max

73.83%
74.79%
80.94%
84.59%
90.54%
103.79%
89.98%

214.28%
81.55%
58.65%
45.95%
36.82%
32.21%

91.54%
86.23%
94.21%
104.12%
106.35%
85.06%
104.82%

Min

-12.00%
-60.08%

-9.10%

-2.82%
-25.51%
-36.37%
-16.45%

-26.47%
-20.44%
-5.35%
-6.39%
-9.15%
-100.00%

-45.28%
-44.87%
-18.32%
-22.74%
-47.79%
-50.94%
-39.78%

Awerage

11.15%
11.90%
14.81%
14.88%
11.76%
12.55%
13.10%

30.64%
17.24%
14.66%
10.63%
8.41%
4.02%

17.32%
20.65%
22.33%
20.77%
19.40%
15.90%
20.67%

Std dev

14.39%
19.36%
16.04%
17.50%
18.59%
19.78%
17.55%

52.64%
20.35%
15.54%
11.66%
10.73%
19.83%

30.93%
28.57%
26.84%
30.45%
36.77%
29.18%
33.06%

25

5.44%
5.96%
5.30%
3.62%
3.75%
5.64%
5.11%

5.54%
5.87%
5.50%
3.58%
2.30%
1.25%

1.84%
4.75%
3.03%
2.37%
2.25%
3.96%
4.47%

Percentile
50

8.19%
9.90%
12.00%
9.76%
9.38%
10.23%
10.24%

15.19%
14.31%
13.16%
9.91%
6.78%
5.59%

10.16%
14.35%
15.97%

9.73%

9.81%
10.35%
13.03%

75

15.25%
16.84%
17.66%
21.51%
17.94%
15.55%
19.16%

26.46%
23.23%
20.70%
13.22%
12.47%
10.18%

24.45%
30.57%
30.14%
36.69%
27.01%
22.29%
25.51%

Table 2 shows descriptive statistics of EBITDA-margin, sales CAGR and ROIC for the

exit year and subsequent six years for the 40 exit companies. The average EBITDA-

margin is 11.1% in the exit year. The average margin then increases for three

subsequent years and reaches 14.9% in year three, before it drops to 11.9% in year four.

The average margin then returns to growth and increases to 12.6% and 13.1% in year

five and six respectively. We thus see a margin growth of 2.0 percentage points over the

six years post-exit. The median values follow the same pattern with slightly lower

numbers, with a median exit year margin of 8.2%, increasing to 10.2% six years post-

exit.
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The average sales CAGRs for all years post-exit are positive but are decreasing
over time. The average one year CAGR is 30.6%, the average three year CAGR is
14.7% and the average six year CAGR is 4.0%, indicating that the year-on-year growth
is diminishing over time.

The average ROIC for the exit companies is 17.3% in the year of the exit. It then
increases for two years and reaches 22.3%, before it starts to decrease. In year five post-
exit it has decreased to 15.9%, but increases to 20.7% in the sixth year post exit, which
results in a total six year increase of 3.4 percentage points compared to the exit year
ROIC.
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Table 3 - Descriptive statistics
The table provides descriptive statistics for the 40 exit companies in our dataset. The time periods
corresponds to each year fromthe exit year up until sixyears after the exit CAPEX is defined as
total capital expenditures divided by sales . NWC is defined as the net working capital to
sales. Wage is defined as the total KSEK wage costs (excluding social costs and pensions)
divided by employees . Employee CAGR is defined as the compounded annual growth rate in
total number of employees in the company .

Percentile
N Max Min  Awrage Stddev 25 50 75
CAPEX
Year 0 31 141.85% -64.57% 11.95% 34.12% 0.00% 2.34% 23.80%
Year 1 39 14556% -129.82% 10.62% 40.93% -0.53% 4.49% 13.00%
Year 2 39 158.96% -12.94% 14.79% 31.32% 0.19% 1.78% 11.76%
Year 3 39 156.32% -60.58% 8.79% 3L17% -0.02% 2.77% 10.80%
Year 4 38 3B.77% -1354% 569% 9.81% 0.00% 2.71% 10.15%
Year 5 38 94.74% -91.10% 226% 25.55% -3.14% 0.75% 5.15%
Year 6 38  2051.79% -194.75% 53.76% 334.66% 0.02% 1.64% 7.91%
NWC
Year 0 37 55.68% -474.74% -15.99% 85.68% -6.59%  0.45% 8.62%
Year 1 39 35.96% -96.17% -3.76% 24.43% -13.99%  0.94% 9.81%
Year 2 39 25.09% -86.12% -8.46% 24.92% -10.57% -3.20% 4.54%
Year 3 39 4145% -7557% -4.81% 23.88% -23.45% -1.19% 9.12%
Year 4 38 25.47% -138.93% -9.03% 30.72% -19.80% -0.20% 11.31%
Year 5 38 31.88% -107.83% -3.82% 24.73% -11.09% -1.46% 11.95%
Year 6 38 230.08% -157.79% -1.40% 51.95% -11.41% 2.32% 12.59%
Wage
Year 0 38 1,074.73 7356 366.61 180.97 26850 310.40 428.01
Year 1 39 997.36 027 36271 167.18 28391 324.45 447.64
Year 2 39 1,252.77 25443 396.97 166.67 306.04 358.93 483.57
Year 3 39 1,055.91 0.27 40453 17558 316.11 359.43 472,51
Year 4 38 121362 17680 42620 200.81 33412 380.80 461.32
Year 5 37 1,180.68 157.19 433.08 183.04 350.62 375.37 455.03
Year 6 37 1,103.76 16.78 42878 19575 340.15 383.72 477.54
Employee CAGR
Year 1 38 498% (75.5%) 37% 183% (2.3%) 3.4% 14.4%
Year 2 38 345% (65.9%) 20% 182% (0.3%) 5.1% 11.3%
Year 3 38 273% (49.9%) 26% 147% (21%) 7.5% 11.2%
Year 4 38 224%  (40.3%) 18% 138% (3.0%) 4.0% 10.1%
Year 5 38 20.6% (100.0%) (1.0%) 19.7% (25%) 3.4% 7.0%
Year 6 38 19.6% (100.0%) (3.8%) 25.2% (3.5%) 2.9% 7.5%

Table 3 shows descriptive statistics of CAPEX, NWC, wage and employee CAGR for
the 40 exit companies. The CAPEX shows extreme minimum- and maximum values

which distort the average values during the measured periods. Looking instead at the
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median values for the measured periods, the CAPEX is 2.3% at the year of the exit.
CAPEX then almost doubles to 4.5% in year one, before decreasing below the exit year
level in year two and subsequently increases to 2.8% and 2.7% in year three and four
respectively. CAPEX is lower than the exit level in both year five and six post exit, with
levels of 0.8% and 1.6% respectively.

The median NWC for the exit year is 0.4%, the ratio increases to 0.9%, one year
post exit. Then it decreases substantially to negative 3.2% in year two and remains
negative until year six, when it increases to 2.3%. This means that the NWC seems to be
decreasing in the first years post exit.

The average wage increases from SEK 310,000 in the exit year to 325,000 in the
year after. The average wage experiences yearly increases until the fifth year post exit,
when it decreases slightly, only to return to growth again in year six to reach 383,000,
which indicates a reasonable increase in wage.

The first four year’s employee growth rates are positive, but decreasing from 3.7%
in year one to 1.8% over four years. The five and six year CAGRs are both negative
with values of -1.0% and -3.8% respectively. This indicates that the post-exit
employment levels seem to be increasing right after the exit, but decreasing in later
years.
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6. Results and analysis

In this section we present the results from the statistical tests and the regressions. We

also discuss and analyze our findings in order to assess our hypotheses.
6.1. Operating performance

6.1.1 Results of raw tests

Table 4 - Statistical tests for operating performance
The table show the results froma Student's T-test for the change in the operating
performance measures for the 40 exit companies in our dataset. The test assesses if
the mean value the sample is statistically different from zero. The time periods
corresponds to each year fromthe exit year up until sixyears after the exit.
EBITDAm is defined as earnings before interest, tax, depreciation and
amortization divided by sales . Sales CAGR is defined as the compounded annual
growth rate in sales. ROIC (Return on invested capital) is defined as earnings
before interest and taxes times one minus taxes divided by fixed assets plus non-
cash current assets minus short term payables.

Mean Std. Err. p-value
EBITDAmM change
1year 0.83% 1.92% 0.6691
2year 3.79% 1.64% 0.0264"
3year 3.94% 2.06% 0.0641"
4year 0.62% 1.90% 0.7474
5year 1.40% 2.09% 0.5061
6 year 1.98% 1.84% 0.2898
Sales CAGR
1year 30.64% 8.54% 0.0010""
2year 17.24% 3.30% 0.0000""
3year 14.66% 2.52% 0.0000""
4year 10.63% 1.89% 0.0000"""
5year 8.41% 1.74% 0.0000""
6 year 4.02% 3.22% 0.2193
ROIC change
lyear 3.33% 5.70% 0.5622
2year 5.01% 6.00% 0.4091
3year 3.45% 5.66% 0.5459
4year 2.08% 5.54% 0.7089
5year (1.42%) 5.93% 0.8123
6 year 3.35% 7.46% 0.6560

“p<0.01 ""p<0.05 "p<0.10

Table 4 presents the results of the statistical tests for the change in operating
performance, measured as EBITDA-margin, sales CAGR and ROIC, for the 40 exit
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companies one, two, three, four, five and six years after the exit, compared to the exit
year.

For the EBITDA-margin we observe that the average change is positive for all
years. The average EBITDA-margin one year post exit is 0.83 percentage points higher
than the exit year, but this difference is not statistically significant. The largest
differences are found in year two and three post exit, with averages 3.79 percentage
points and 3.94 percentage points higher than the exit year. These two observations are
statistically significant on 5% and 10% respectively. In year four, the EBITDA-margin
seems to decrease and the average margin is only 0.62 percentage points higher than in
the exit year, a difference that is not statistically significant. The average difference
subsequently increases to 1.40 percentage points and 1.98 percentage points in year five
and six respectively, however none of the observations are statistically significant.

The mean values of all time period sales CAGRs are positive. All but the six year
sales CAGR are also highly significant on the 1% level, whereas the six year sales
CAGR is not significant at all. The average sales CAGR is decreasing for each year post
exit, starting with a first year growth rate of 30.64%, which decreases to 17.24% over
two years, 14.66% over three years, 10.63% over four years, 8.41% over five years and
finally 4.02% over six years post exit. This means that the year on year growth rate
must be decreasing over time.

The difference in ROIC compared to the exit year is 3.33 percentage points in the
first year post exit. The difference increases to 5.01 percentage points in year two, only
to decrease each subsequent year until year five, in which the average ROIC is 1.42
percentage points lower than the average ROIC in the exit year. The average ROIC
subsequently increases in year six with a positive difference of 3.35 percentage points
compared to the exit year.

The results of the raw tests on operating performance indicates that all of the
metrics seems to increase in the first couple of years post exit, but the operating
performance then starts to return to the exit year levels and in some instances even
decrease below the exit year operating performance. This would suggest that a post-exit
private equity effect might exist, an effect that is the strongest during the first years post

exit but fades each year.
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6.1.2 Results of industry-adjusted tests

Table 5 - Statistical tests for industry adjusted operating performance
The table show the results froma Student's T-test for the industry adjusted operating
performance measures for the 40 exit companies in our dataset. The test assesses if the
mean value of the sample is statistically different from zero. The time periods corresponds
to each year fromthe exit year up until sixyears after the exitEBITDAm s defined as
earnings before interest, tax, depreciation and amortization divided by sales Sales
CAGR is defined as the compounded annual growth rate in sales . ROIC (Return on
invested capital) is defined as earnings before interest and taxes times one minus taxes
divided by fixed assets plus non-cash current assets minus short term payables.

Mean Std. Err.  pvalue
EBITDAm Difference

0year 4.27% 1.61% 0.0673"
1year 3.40% 2.69% 0.2136
2 year 5.68% 1.89%  0.0047"
3year 6.53% 218% 00047
4year 2.21% 1.93% 0.2605
5year 4.65% 3.31% 0.1684
6 year 4.54% 2.66% 0.0966

Sales CAGR Difference

1year 22.14% 8.63% 0.0145 "
2 year 8.03% 3.35% 0.0218™
3year 6.48% 2.69% 0.0212"
4year 4.20% 2.08% 0.0504
5year 3.64% 1.84% 0.0561"
6 year (0.77%) 3.25% 0.8151

ROIC Difference

0 year 7.80% 2.66% 0.0210"
1year 7.51% 5.18% 0.1551
2 year 9.33% 4.25% 0.0343™
3year 7.49% 4.28% 0.0880°
4year 7.96% 5.50% 0.1556
5year 4.00% 5.81% 0.4956
6 year 8.58% 5.79% 0.1465

""p<0.01 ""p<0.05 "p<0.10
Table 5 shows the results from the industry-adjusted tests for the exit year and one

through six years post exit. The mean values are the average difference between the
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operating performance of the exit companies and the median operating performance of
their respective competitors.

We notice that in the exit year, the average EBITDA-margin for the exit companies
is significantly higher than the EBITDA-margin for the respective competitors, which is
consistent with previous research (e.g. Kaplan 1989, Muscarella and Vetsuypems 1990
and Harris et al. 2005) claiming that the operating performance of portfolio companies
are higher than the peer performance. The difference in EBITDA-margin decreases
substantially in the first year post exit and is in this year not significant even on the 20%
level. However, the difference then increases in year two and three with average
difference of 5.68 percentage points and 6.53 percentage points respectively, compared
to a the difference of 4.27 percentage points in the exit year. Both the year two and three
EBITDA-margin differences are highly significant. The difference then decreases to
2.21 percentage points, 4.65 percentage points and 4.54 percentage points in year four,
five and six respectively. The difference in year six is significant on the 10% level.

The sales growth in the first year post exit is on average 22.14 percentage points
higher for the exit companies than their competitors. The difference decreases to 8.03
percentage points over two years post exit and then continues to decrease for each year.
The first five years of sales CAGR differences are however significantly positive at the
10% level. The average difference in six year sales CAGR is however slightly negative
at 0.77 percentage points, indicating that the revenue of the exit companies are growing
at a faster pace in the first years post exit, but that the revenue growth decreases over
time and over six years it is at par with the revenue growth of the competitors.

The average difference between exit year ROIC is 7.80 percentage points and
statistically significant, indicating a higher operating performance of the exit companies
before exit. This difference decreases slightly in the subsequent year, but the standard
error increases causing the difference to become insignificant. The difference then
increases to 9.33 percentage points in year two, a difference that is statistically
significant. The difference in year three is lower at 7.49 percentage points, but it is still
significantly different from zero. The ROIC difference in year five and six are both
insignificant, even though the average difference in year six is almost as high as the
average difference in year two at 8.58 percentage points.

Concluding the raw and industry-adjusted tests we see that the exit companies seem
to maintain its pre-exit profitability and continue to outperform its peers after the exit in

terms of operating performance. However, the competitors tend to decrease the gap to
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the exit companies over time. We also notice that there is no significant difference in
profitability between the exit companies and its peers in the first year after the exit, but
a very large difference in sales growth. Consequently, when taking into account all the

three measures of operating performance, our first hypothesis seems to hold.
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6.1.3 Regression results

Table 6 - Regression results for EBITDAmM
The table shows the results of univariate- and multivariate regressions on the EBITDAm, defined as
earnings before interest, tax, depreciation and amortization divided by sales , for the exit companies. The
univariate regression includes a dummy variable for if the buyer is financial or not. The multivariate
regression also includes a variable for the number of years that the exit company was owned by the private
equity sponsor. P-values are reported in the parentheses.

EBITDAmM = Bo + B> Financial + PB,* Years Obs. Adj. R
Predicted sign of coef. + ?
0.100 0.048 270 1.93%
(0.000)™" (0.168)
0.142 0.051 -0.010 270 1.73%
(0.011)” (0.146) (0.376)

*#x0<0,01 **p<0.05 *p<0.10

Table 6 shows the result from the regression of EBITDA-margin on type of buyer and
number of holding years. The coefficient on the financial buyer dummy variable is
positive, indicating that the EBITDA-margins post-exit are higher for companies
acquired by a financial buyer. However, since neither the univariate nor multivariate
regression coefficient are statistically significant, there is really not much power in these
findings which indicates that the type of buyer has no effect on the post-exit operating
performance. The coefficient on the number of years the variable is negative, indicating
that EBITDA-margin post exit seems to decrease in number of years as a portfolio
company. The coefficient is however not significant.
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Table 7 - Regression results for Sales CAGR
The table shows the results of univariate- and multivariate regressions on the Sales CAGR for the exit
companies. The univariate regression includes a dummy variable for if the buyer is financial or not. The
multivariate regression also includes a variable for the number of years that the exit company was owned by
the private equity sponsor and the one year lagged capexto sales ratio (CAPEX). P-values are reported in
the parentheses.

Sales CAGR = Bo + B> Financial + B,* Years + Bs* Lag. CAPEX Obs. Adj. R?
Predicted sign of coef. + ? +
0.142 0.026 228 4.73%
(0.000)™" (0.569)
0.119 0.022 0.005 0.255 221 12.16%
(0.036)” (0.673) (0.626) (0.000)""

*#*0<0,01 **p<0.05 *p<0.10

Table 7 shows the result from the regression of sales CAGR on type of buyer, number
of holding years and one-year lagged CAPEX. The coefficient on the financial buyer
dummy variable is positive, indicating that the sales CAGRs post-exit are higher for
companies acquired by a financial buyer. However, since neither the univariate nor
multivariate regression coefficient are statistically significant, there is not much power
in these findings which indicates that the type of buyer has no effect on the post-exit
operating performance. The coefficient on the variable number of years is positive,
indicating that sales CAGRs post-exit seems to increase in number of years as a
portfolio company. The coefficient is however not significant. The coefficient on one-
year lagged CAPEX is positive and significant on the 1%-level. This indicates that

companies with higher CAPEX today show higher sales growth next year.
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Table 8 - Regression results for ROIC
The table shows the results of univariate- and multivariate regressions on the Return On Invested Capital
(ROIC) for the exit companies. The univariate regression includes a dummy variable for if the buyer is
financial or not. The multivariate regression also includes a variable for the number of years that the exit
company was owned by the private equity sponsor. P-values are reported in the parentheses.

ROIC = Bo + PB.* Financial + pB,* Years Obs. Adj. R
Predicted sign of coef. ? ?
0.179 -0.029 266 0.00%
(0.000)"" (0.597)
1.000 -0.021 -0.009 266 0.00%
(0.001)"" (0.700) (0.474)

**%p<0,01 **p<0.05 *p<0.10

Table 8 shows the result from the regression of ROIC on type of buyer and number of
holding years. The coefficient on the financial buyer dummy variable is negative,
indicating that the ROIC post-exit are lower for companies acquired by a financial
buyer. However, both the univariate and multivariate regression coefficients are
statistically insignificant which indicates that the type of buyer has no effect on the
post-exit operating performance. The coefficient on variable number of years is
negative, indicating that ROIC post exit seems to decrease in number of years as a
portfolio company. The coefficient is however not significant.

Judging from the regression results we find support also for hypothesis two, as no
significant relationship between post-exit ownership and post-exit operating

performance seems to exist for these particular set of exit companies.

6.1.4 Analysis of operating performance

The results above indicate that the exit companies continue to outperform their peers in
all measures of operating performance included in this study. This finding is the
opposite of the findings of previous research including Bredinger and Nyman (2011).
When the six years post exit operating of the performance 40 companies included in this
study is regressed on type of buyer, we find no statistically significant relationship
between them both. This means that the increase in operating performance does not
seem to be caused by the post-exit type of buyer, at least not in its entirety. In turn this
means that it becomes more likely that the increase in operating performance is at least

partly due to the previous private equity ownership. Thus, one could argue that there
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exists a long-term positive effect of private equity ownership. The fact that the results of
this thesis and the results of Bredinger and Nyman (2011) differ could be the fact that
the previous study does not control for the type of buyer. Their observed negative effect
could then potentially be caused by the post-exit buyer and not by the pre-exit private
equity owner. Bredinger and Nyman (2011) also conduct their study on a shorter event
window which, combined with the fact that we find that it takes at least one year for the
effect to be significant, could be another explanation to the different findings.

The results of this thesis are also in contrast to the findings of Degeorge and
Zechhauser (1993), who finds deteriorating and subpar operating performance in RLBO
companies post exit. However, one could find the answer to the diverging results in the
fact that the previous study, per definition, includes only companies exited through an
IPO, whereas this thesis studies all types of exits. As mentioned above, studies on post-
exit operating performance limited to RLBOs will suffer from selection bias if only one
type of portfolio companies, i.e. the worst performers, is exited in this way. The fact
that this thesis shows a continued positive gap in operating performance could then be
due to the fact that our sample only includes two RLBOs. Another explanation would
be that if public ownership has negative effect on the operating performance of exit
companies and that this fact is what is causing Degeorge and Zechhauser’s results.
Since our sample of RLBOs was thin, we had no chance of testing this theory, but it
would indeed be interesting future research.

We find that the post-exit private equity effect seems to decrease over time. When
observing all three measures we find a gap between the exit companies and its
competitors up until the third year post exit. These results are consistent with the
findings of Holthausen and Larcker (1996) who conclude that the post-exit private
equity effect wears out after four years. The fact that the operating performance gap is
decreasing over time must be considered quite expected even if one believes in a long-
term private effect. If a long-term post exit effect of private equity ownership exists, it is
quite intuitive that the effect will be strongest immediately after the exit and then
decrease over time when the new owner applies its governance on the company, which
could introduce agency problems etc. which affects the operating performance
negatively. In fact it could be argued that the diminishing behavior even could be
further evidence of the effect.

What is however a bit contradictory with the above argument is the fact that we

find no significant difference in operating performance until the second year post exit,
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indicating that there seems to be a one-year lag before the post exit effect is observable.
This is however most likely explained by some reorganization effect caused by the
transition in ownership, affecting the profitability negatively in the first year post exit. It
is important to remember that it is only the difference in the profitability related
measures that are insignificant in the first year, while the difference in sales growth is
the highest in the first year.

Previous research regarding the effect of private equity ownership during the
holding period is almost unanimous in favor of a positive effect. It is thus quite
remarkable that we find no significant relationship between operating performance and
type of buyer. This could possibly be due to the fact that the exit companies acquired by
a financial buyer per definition becomes secondary buyouts and that the holding period
private equity effect then is less evident

One quite interesting finding, which perhaps is a bit out of this thesis’ scope, is the
fact that current CAPEX investments seem to affect future revenue. This could
potentially explain the fact that the six year sales CAGR is basically zero. If this is the
case, one could argue that the decrease in sales growth is not due to the previous private
equity ownership, but instead due to low investment levels of the post-exit buyer.

In order to further validate the long-term private equity effect it is however important to
discuss other aspects that could affect operating performance and which have not been

controlled for in this thesis.
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6.2 Capital expenditure and net working capital

6.2.1 Results of raw tests

Table 9 - Statistical tests for additional measures |
The table show the results froma Student's T-test for the change in the additional
measures for the exit companies in our dataset. The test assesses if the mean value
of the sample is statistically different from zero. The time periods corresponds to
each year fromthe exit year up until sixyears after the exit CAPEX is defined as the
total capital expenditures divided by sales. NWC is defined as the net working
capital to sales.

Mean Std. Err. p-value
CAPEX change
lyear (3.94%) 8.67% 0.653
2 year 3.27% 4.84% 0.504
3year (5.35%) 5.07% 0.300
4 year (6.86%) 6.33% 0.287
5year (9.88%) 8.54% 0.257
6 year (4.98%) 5.85% 0.402
NWC change
1lyear 11.8% 11.4% 0.3088
2year 7.1% 11.7% 0.5505
3year 11.0% 12.0% 0.3633
4 year 6.6% 10.9% 0.5485
5year 12.1% 13.6% 0.3802
6 year (4.7%) 7.1% 0.5101

“p<0.01 ""p<0.05 "p<0.10

Table 9 presents the results of the statistical tests for the change in CAPEX and NWC
for the 40 exit companies one, two, three, four, five and six years after the exit,
compared to the exit year. CAPEX in year one is 3.94 percentage points lower than in
the exit year, but the difference is highly insignificant. The CAPEX in year two is 3.27
percentage points higher than the exit year, but this difference is also equally
insignificant. In the subsequent years, CAPEX is again lower than in the exit year, but
all differences are still insignificant.

NWC is higher in all years subsequent to the exit year except the sixth year post
exit. However none of the difference is significant. The results indicate that CAPEX
seems to decrease slightly and NWC seems to increase slightly, but none of the changes
are statistically significant which means that we cannot conclude that there is any real

difference in either measure post exit compared to pre exit.
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6.2.2 Results of industry-adjusted tests

Table 10 - Statistical tests for industry adjusted additional measures |

The table show the results froma Student's T-test for the industry adjusted levels of the
additional measures for the exit companies in our dataset. The test assesses if the mean
value of the sample is statistically different from zero. The time periods corresponds to
each year fromthe exit year up until sixyears after the exit. CAPEX is defined as the total
capital expenditures divided by sales . NWC is defined as the net working capital to

sales.
Mean Std. Err. p-value
CAPEX Difference
Oyear 6.00% 5.97% 0.3228
1year 5.99% 6.36% 0.3522
2 year 11.24% 4.82% 0.0251""
3year 4.75% 4.49% 0.2964
4year 1.05% 1.35% 0.4404
5year 0.30% 4.15% 0.9433
6 year 0.52% 0.54% 0.3461
NW(C Difference
Oyear (18.55%)  13.97% 0.1925
1year (6.78%)  3.78% 0.0806"
2 year (11.55%)  3.78%  0.0041""
3year (7.16%)  3.93% 0.0763"
4year (1059%)  5.10% 0.0447™"
5year (470%)  4.09% 0.2583
6 year (3.44%)  8.68% 0.6944

“p<0.01 ""p<0.05 "p<0.10

Table 10 shows the results from the industry-adjusted tests for the exit year and one
through six years post exit. The mean values are the average difference between the
CAPEX and NWC of the exit companies and the median CAPEX and NWC of their
respective competitors.

We see from the results that CAPEX seems to be higher for the exit companies than
its respective peers in all years post exit, but also in the exit year. However, the only
difference that is significant is the difference in year two. We also see that the
difference is decreasing over time and in year five and six it is basically zero.

The results from the NWC test show lower levels of NWC for the exit companies
than its respective competitors for all measured post-exit years and also in the exit year.
The largest average difference is found in the exit year, but this difference is not

significant due to a large standard error. The average differences in year one, two, three
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and four are however all statistically significant. In year five and year six the different is
small compared to the other years and highly insignificant.

Concluding the results for CAPEX and NWC, we find that CAPEX seems to
decrease slightly in the six years subsequent to the exit; however the levels for the exit
companies are higher than CAPEX for the competitors. Looking at NWC, we find that
it is slightly higher in all measured years compared to the exit year, but the post exit
levels for the exit companies are significantly lower than the NWC for the respective
competitors. However, the effects for both CAPEX and NWC seem to be decreasing
over time. This means that we find some support for hypothesis three, meanwhile our
results are completely opposite of hypothesis four.

6.2.3 Regression results

Table 11 - Regression results for CAPEX

The table shows the results of univariate- and multivariate regressions on the capexto sales ratio (CAPEX)
for the exit companies. The univariate regression includes a dummy variable for if the buyer is financial or
not. The multivariate regression also includes a variable for the number of years that the exit company was
owned by the private equity sponsor. P-values are reported in the parentheses.

CAPEX = Bo + B, * Financial + pB,™* Years Obs. Adj. R?
Predicted sign of coef. ? ?
1.000 0.590 263 2.63%
(0.011)” (0.021)”
1.000 0.636 -0.188 263 4.60%
(0.013)” (0.023)” (0.019)

*x%p<0.01 **p<0.05 *p<0.10

Table 11 shows the result from the regression of CAPEX on type of buyer and number
of holding years. The coefficient on the financial buyer dummy variable is positive and
statistically significant in both the univariate and multivariate regressions. This indicates
that companies acquired by a financial buyer have higher CAPEX than companies
acquired by strategic buyers. The coefficient on the variable number of years is negative
and significant on the 5% level. Thus, the level of post-exit CAPEX seems to be
decreasing in the number of years that the company was owned by its previous private
equity buyer.
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The regression results indicate that there seems to be a relationship between post-
exit CAPEX and type of post-exit owner. Thus one cannot be sure that the effect found
in the previous tests, i.e. that CAPEX levels seem to be increased post-exit, is related to
the previous private equity ownership, but could instead be caused by the new financial

owner. Thus we find no support for hypothesis five.

Table 12 - Regression results for NWC
The table shows the results of univariate- and multivariate regressions on the net working capital to sales
ratio (NWC) for the exit companies. The univariate regression includes a dummy variable for if the buyer is
financial or not. The multivariate regression also includes a variable for the number of years that the exit
company was owned by the private equity sponsor. P-values are reported in the parentheses.

NWC = Bo + PB.* Financial + pB,* Years Obs. Adj. R?
Predicted sign of coef. ? ?
-0.083 0.052 268  0.00%
(0.053)" (0.460)
0.009 0.066 -0.021 268  0.00%
(0.913) (0.354) (0.018)”

*x%p<0,01 **p<0.05 *p<0.10

Table 12 presents the results of the regression of NWC on type of buyer and number of
years as a portfolio company. We see that the coefficient on the financial buyer dummy
variable is positive but statistically insignificant in both the univariate and multivariate
regressions and that the coefficient on the year variable is negative but insignificant.
This indicates that there is no significant relationship between the type of buyer and the
post-exit level of NWC, which means that the results found above still could be related
to the previous private equity ownership. However, since the results in the above NWC
tests were opposite our initial hypothesis, we still have no support for hypothesis six,
but can instead conclude that previous private equity ownership seems to decrease
NWC levels post exit.

We also find a significant negative relationship between NWC and number of years
as a portfolio company, indicating that companies with a longer pervious holding period

seem to have lower levels of post-exit NWC.
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6.2.4 Analysis of CAPEX and NWC

Our CAPEX related findings does support our initial hypothesis that post exit CAPEX
levels should be higher for the exit companies then its peers. However the difference in
the exit year is larger than the difference in all post exit years except the second year,
indicating that the difference is actually decreasing post-exit. In the fourth, fifth and
sixth years post exit, the difference is basically zero. This means that the results are
quite ambiguous. On one hand, post-exit CAPEX is indeed higher for the exit
companies than its peers, but on the other hand the difference between the two groups
are lower than the exit year in all years but one and the difference is also decreasing
over time. This makes one question the assumptions behind our initial hypothesis that
the private equity funds cut back on investments during the holding period and that the
CAPEX level should increase subsequent to the exit in order to compensate for the
previous lack of investments. Instead it seems as the exit companies have higher levels
of CAPEX right from the exit year, however since we do not include any further
previous years in the study no concrete conclusions can be made. The findings in this
thesis are however in line with the findings by Holthausen and Larcker (1996) who find
that CAPEX levels increase post-exit.

However, since we find a significant relationship between the type of post-exit
owner and CAPEX we do not know if the observed effect is at all related to the previous
private equity ownership or if it is caused by the post-exit type of ownership or any
other exogenous variable not controlled for.

Another interesting finding is the effect that the number of holding years seems to
have on post-exit CAPEX. As can be observed, CAPEX is significantly decreasing in
number of holding years, indicating that exit companies which have been owned a
longer period by private equity have lower levels of CAPEX post-exit. This could be a
consequence of higher levels of investments during the holding period in longer holding
period portfolio companies than in shorter period ones, leading to lower needs of
investments for the new owner post-exit.

Our findings regarding NWC are the diametric opposite of our initial hypothesis.
We find that the exit companies have significantly lower levels of NWC up to four
years after the exit. This result could be interpreted as an effect of the efficiency
measures taken by the previous private equity owner during the holding period, which
would be further evidence of the post-exit private equity effect. Since we find no

significant relationship between the post-exit ownership and the post-exit NWC, it is
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not implausible to believe that the observed effect is at least partly caused by the
previous private equity effect.

The evident negative relationship between post-exit NWC and number of years as a
portfolio company is quite interesting. The negative relationship indicates that if a
company has been a portfolio company for a longer time, it manages to decrease its
NWC level post exit. This could be further evidence of a post-exit private equity effect
since it could mean that the measures taken by the previous owner leads to improved

capital management after exit.
6.3 Employment and wages

6. 3.1 Results of raw tests

Table 13 - Statistical tests for additional measures 11
The table show the results froma Student's T-test for the change in the additional
measures for the exit companies in our dataset. The test assesses if the mean value
of the sample is statistically different from zero. The time periods corresponds to
each year fromthe exit year up until sixyears after the exit Employee CAGR is
defined as the compounded annual growth rate in total number of employees in
the company . Wage is defined as the total KSEK wage costs (excluding social
costs and pensions) divided by employees .

Mean Std. Err. p-value
Employee CAGR
1year 3.7% 3.0% 0.2174
2 year 2.0% 2.9% 0.4914
3year 2.6% 2.4% 0.2836
4year 1.8% 2.2% 0.428
5year (1.0%) 3.2% 0.7478
6 year (3.8%) 4.1% 0.3592
Wage change
1year 011 24.38 0.9963
2year 32.75 2459 0.1911
3year 40.21 22.95 0.0881"
4year 59.59 26.86 0.0327"
5year 68.13 23.06 0.0055"""
6 year 67.19 2354 0.0072""

“p<0.01 "p<0.05 "p<0.10

Table 13 shows the employee growth and difference in wage for the 40 exit companies
in the first, second, third, fourth, fifth and sixth years, compared to the exit year. The

average annual increase in employees is 3.7% in the first year post exit. The average
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growth rate then decreases for each year in our sample. The five and six year averages
are even slightly negative. However, none of these changes are significantly different
from zero, indicating that the probable change is very small.

The average change in wage per employee is basically zero in the first year post
exit. The wage level however increases over time and is statistically significant for
years three, four, five and six with differences of ¢c. SEK 40,000, 60,000, 68,000 and
68,000 respectively. Since the wage numbers are completely unadjusted, this is however

not particularly strange and simply just an effect of reasonable annual increase in wage.
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6.3.2 Results of industry-adjusted tests

Table 14 - Statistical tests for industry adjusted additional measures 11
The table show the results froma Student's T-test for the industry adjusted levels of the
additional measures for the exit companies in our dataset. The test assesses if the mean
value of the sample is statistically different from zero. The time periods corresponds to
each year fromthe exit year up until sixyears after the exit. Employee CAGR is defined as
the compounded annual growth rate in total number of employees in the company .
Wage is defined as the total KSEK wage costs (excluding social costs and pensions)
divided by employees.

Mean Std. Err. p-value
Employee CAGR Difference

1year 1.23% 2.99% 0.6833
2 year (0.57%) 2.86% 0.8430
3year (0.38%) 2.39% 0.8752
4 year (0.56%) 2.29% 0.8064
Syear (2.72%) 3.12% 0.3905
6 year (4.72%) 4.01% 0.2469

Wage Difference

Oyear 19.56 28.36 0.4947
lyear 2.09 26.88 0.9385
2year 22.61 2547 0.3801
3year 22.61 26.58 0.4002
4 year 28.86 3124 0.3616
Syear 25.62 28.84 0.3803
6 year 11.82 29.91 0.6949

“p<0.01 "p<0.05 "p<0.10

Table 14 shows the results from the industry-adjusted tests for the exit year and one
through six years post exit. The first post exit year employee growth rate is slightly
higher for the exit companies than for its competitors. However, all subsequent
employee CAGR differences are increasingly negative, indicating that the employee
growth is lower for the exit companies. All of the differences are however statistically
insignificant.

Looking at differences in wage levels between the exit companies and its respective
peers, we find no significant observation for any of the post-exit years, or for the exit
year.

Concluding from the results we find no evidence for an increase in wage level or

employee growth post-exit and thus we find support for hypotheses 7 and 8.
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6.3.4 Regression results

Table 15 - Regression results for Wage
The table shows the results of univariate- and multivariate regressions on the wage per employee (Wage)
for the exit companies. The univariate regression includes a dummy variable for if the buyer is financial or
not. The multivariate regression also includes a variable for the number of years that the exit company was
owned by the private equity sponsor. P-values are reported in the parentheses.

Wage = Bo + P> Financial + pB,* Years Obs. Adj. R?
Predicted sign of coef. ? ?
397,274 -6,815 267 13,16%
(0.000)"" (0.842)
357,833 -9,068 8,934 267 13,00%
(0.000)"" (0.792) (0.408)

*x%p<0.01 **p<0.05 *p<0.10

Table 15 presents the results from the wage regressions. We see from the results that the
coefficient on the financial buyer dummy variable is negative and statistically
insignificant in both the univariate and multivariate regression, indicating that there is

no relationship between the post-exit owner and the post-exit wage levels.

Table 16 - Regression results for Employment CAGR
The table shows the results of univariate- and multivariate regressions on the compounded average growth
rate in number of employees (EmpICAGR) for the exit companies. The univariate regression includes a
dummy variable for if the buyer is financial or not. The multivariate regression also includes a variable for
the number of years that the exit company was owned by the private equity sponsor. P-values are reported
in the parentheses.

EmplCAGR = Bo + PB.* Financial + pB,* Years Obs. Adj. R?
Predicted sign of coef. ? ?
0,000 0,009 228 0,00%
(0.999) (0.836)
-0,002 0,009 0,001 228  0,00%
(0.971) (0.841) (0.966)

**%p<0,01 **p<0.05 *p<0.10

Table 16 presents the results from the employment CAGR regressions. We see from the
results that the coefficient on the financial buyer dummy variable is positive and

statistically insignificant in both the univariate and multivariate regression, indicating
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that there is no relationship between the post-exit owner and the post-exit employment
growth.
Concluding from the results we find no evidence for an increase in wage level or

employee growth post-exit and thus we find support for hypotheses 9 and 10.

6.3.4 Analysis of employment and wage

From the results of the raw- and industry-adjusted tests, little can be said about the
private equity effect on employment and wage levels post-exit. The wage levels for the
exit companies seem to increase over time, but not at a significantly higher pace than its
competitors, indicating that this increase is simply a general industry-wide wage
increase. The fact that this thesis show little to none effect is in line with previous
literature including Bergstrom et al. (2007) that there is very little correlation between
private equity ownership and levels of wage and employment. The results of the
industry-adjusted tests for employment goes against the finding by Jelic and Wright
(2011) who argues that employment increases after a private equity exit. However, they
only investigate companies that have been exited through an IPO/RLBO and with the
previous discussion in this thesis regarding sample bias, it is not clear if their study can
be comparable with this thesis. It is however clear that that the assumption that private
equity companies slashes employee costs in order to maximize profits arguably can be

dismissed with these results.
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6.4 Summary of results

Table 17 - Hypotheses and support summary

The table presents a summary of our hypotheses and if we find support for them.

Hypothesis Support?

H1- The post-exit operating performance of exit companies continues to be Yes
" better than their respective peer group

Ho- The possible continued operating performance advantage is not an Yes
" effect of the post-exit ownership

H3- Exit companies have larger post-exit levels of capital expenditures than Yes
" their respective peer groups

Ha- Exit companies have larger post-exit levels of net working capital than No
" their respective peer groups

H5- Financial buyers have a negative impact on the post-exit levels of No
" capital expenditures

H6- Financial buyers have a negative impact on the post-exit levels of net No
" working capital

H7: The post-exit industry-adjusted employment is unchanged Yes

H8: The post-exit industry-adjusted wage levels are unchanged Yes

H9: Financial buyers have no impact on the post-exit employment Yes

H10: Financial buyers have no impact on the post-exit levels of wages Yes

Table 17 presents a summary of our hypotheses and if we have found support for them

in our study. We see that we find support for seven of our ten hypotheses stated based

on previous empirical and theoretical research.
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7. Conclusion

The role of private equity ownership has during the last years come under scrutiny from
the public after scandals such as Carema Care and JB Education. Some argue that
private equity ownership leads to cost cutting, downsizing and other actions that aim at
maximizing profits for the owners. Others argue that private equity ownership is good
for the companies since it increases the efficiency and professionalizes the business.

Academia has mostly assessed the impact of private equity ownership during the
holding period which rather unanimously shows significant results of industry-adjusted
improvements, i.e. a positive private equity effect. Research has also been done on the
post-exit performance but most studies are on companies that have been exited through
IPO/RLBO, since a substantial part of the studies has been made in countries where
accounting is available for public companies, e.g. the U.S. We argue that these studies
suffer from selection bias since only one type of exit is investigated and the choice of
exit is non-random. Using Swedish data we manage to mitigate this bias since
accounting data is publically available regardless of ownership form.

In our study we assess the existence of a long-term private equity effect by using
operating performance measures such as EBITDA-margin, return on invested capital
(ROIC) and compounded annual growth rate in sales (sales CAGR). We measure the
difference in operating performance from the year of the exit and one, two, three, four,
five and six years after the exit on the exit companies alone and on an industry-adjusted
basis. To further strengthen the presence of a private equity effect, we performed
regression analysis to test if the type of buyer has any impact on the post-exit operating
performance. Tests in the post-exit development of additional measures such as capital
expenditures (CAPEX), net working capital (NWC), employment and wage levels were
also done for the same periods at the companies alone and on an industry-adjusted basis.

We find significant evidence for our two main hypotheses that (1) the exit
companies manages to maintain an operational advantage compared to their respective
industry and (2) the operating performance of the exit companies is unaffected by the
type of buyer. This suggests that the improvements made during the holding period
continue to contribute to the operational advantage of the exit companies in the long run,
i.e. a positive long-term private equity effect. These results are in line with previous U.S.
studies finding that the improvements made by the private equity sponsors during the

holding period disappear after three to four years. Our results go against a previous

50



Swedish study which found no long-term private equity effect. We argue that this
difference mainly through the richer dataset with more included measures, companies
and a longer event window, as well as the fact that we control for post-exit ownership.

Another interesting finding of this study is that the industry-adjusted net working
capital continues to decrease post-exit, contrary to the findings by previous research and
our pre-study expectations.

With our main findings of the existence of a long-term positive private equity effect,
we have given valuable contribution to the ongoing research on the subject of private
equity ownership. Our study has given both a broader and deeper assessment of the
post-exit private equity effect compared to the previous study made on Swedish data.

A limitation of our study is the rather small dataset, consisting of only 40 private
equity exits. Since the Swedish private equity market is much smaller than for instance
the U.S.- and U.K.-markets, it is hard to have a large dataset and still manage to use
selection criteria’s relating to specific company characteristics. The fact that only two of
the companies in our dataset we exited through an IPO/RLBO obstruct a reliable
analysis of the impact of this type of exit. It would also have been interesting to include
international companies in the peer groups since globalization today enables companies
to compete on the international market.

We see two suggestions for future research on the topic of private equity ownership
and operating improvements. Firstly, it would be interesting to perform a study which
analyses the performance before, during and after private equity ownership. By doing
this, one could better assess the development of the private equity effect since
companies can be studied before the operational improvements are implemented. This
would however require a very rigorous data selection- and gathering process since it is
not unusual that companies involved in private equity transactions are reorganized and
thus hard to find accounts for in the past. Secondly, since the number of exits through
IPO/RLBO in our study is very small, it would be interesting to perform this study in
the future if the number of exits through IPO/RLBO has increased. This would enable a
better assessment of the development in the post-exit measures such as operating
performance and capital expenditure which are the main interesting findings of this

thesis.
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Appendix

A

Companies used* Exit year Companies removed Reason for removal
Acando 2003 Alignment Systems Reorganized after exit
ACO Hud 2004 Arca Systems Reorganized after exit
Ahlsell 2005 Arexis Integrated part of a group
Alfa Laval 2005 Aura Group Integrated part of a group
Anticimex 2005 Bewator Group Integrated part of a group
Atea 2006 Capella Group Unable to locate

Aveva (Tribon Solutions) 2004 Carpark Muissing accounting data
B2 Bredband 2005 Cashguard SQS Integrated part of a group
Bosch Thermoteknik (IVT Industrier) 2004 Dahl International Integrated part of a group
Bosch Thermoteknik (IVT Industrier) 2002 Dometic Integrated part of a group
C More Entertainment 2005 Dotcom Solutions Integrated part of a group
Caldic Sweden (Norfoods) 2004 Elmo Leather Peer data not available
Jeppesen Systems (Carmen Systems) 2006 Envac Centralsug Integrated part of a group
CCS Healthcare (Clean Chemical Sweden) 2004 Fastighets AB Tornet Muissing accounting data
Entific Medical Systems (Cochlear Bone Anchored Solutions) 2005 Frigoscandia Distribution  Integrated part of a group
ComHem 2005 Gadelius Reorganized after exit
Cramo 1999 GCE Holding Reorganized after exit
Mr Music (Education and Entertainment) 2004 Guide Konsult Integrated part of a group
Eldon Holding 2006 Guldfynd Sverige Integrated part of a group
Elitfonster 2004 Hornell International Integrated part of a group
Faively Transport (Sab Wabco) 2004 Intentia International Integrated part of a group
Findus 2006 Kreatel Communications ~ Reorganized after exit
Flexlink 2005 MacGregor Integrated part of a group
Gislaved Folie 2003 Martinsson Gruppen Unable to locate

Hilding Anders 2003 NeoPharma Integrated part of a group
Imtech (NVS Installation) 2006 Oriflame Cosmetics Peer data not available
Intrum Justitia 2005 Stjaern TV Unable to locate
Stenqvist 2003 Sweden On Line Integrated part of a group
Jens S. Transmissioner 2005 Sydsvenska Kemi Integrated part of a group
Oriola (Kronans Droghandel) 2002 TAC Unable to locate
Multicom Security 2005 Thule Reorganized after exit
Molinlycke Healthcare 2005 Total Logistik Unable to locate

Nordisk Renting 2003 Tradex Unable to locate

Plastal Sweden 2004

Semper 2006 Reasons for removal Number of missing
Svenska Fonster 2004 Integrated part of a group 17

Svenska Glitter (Sven-Axel Svenssons Bijouterier) 2004 Muissing accounting data 2

Vaasan Sverige (Nordic Bake-Off) 2006 Peer data not available 2

Victor Hasselblad 2003 Reorganized after exit 6

VSM Group 2005 Unable to locate 6

* Old name in parentheses Total 33
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Table 18 - Results of the Wooldrigdge tests

The tables presents the results of the Wooldridge test for autocorrelation. A
significant test result indicate that there is autocorrelation between the variables.

2 o  EBITDAmM

o 2

=g Sales CAGR

L =

3 g Capex
ROIC

Independent Variables

Years Financial Lagged Capex
0.0332"" 0.0353" 0,1958
0.0000""" 0.0000"" 0.0000""
0,7029 0,7050 n.m.

0.0000"" 0.0000""" 0.0000""

***p<0,01 **p<0.05 *p<0.10
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