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Is a MBO your path to transition?  
A management buyout (MBO) is a common exit strategy 
for business owners ready to transition to retirement or 
their next opportunity. (For a review of the various exit 
strategies, refer to a previous edition of Entrepreneur’s 
Edge entitled “Exit strategies for business owners”.)

A MBO involves the management team – either an 
individual or group - pooling resources to purchase a 
business from the existing owner. The purchase can be 
for 100% of the company, for a majority ownership, or for 
a minority ownership.  When management purchases a 
minority position, this is often considered a “management 
buy in” (MBI) and is typically a first in a series of steps to 
eventually achieve a complete ownership transfer. 

Like all negotiated sales processes, each MBO is 
unique, although the steps involved usually include: 

• Identify one or more managers suitable for an 
ownership role;

• Negotiate price;

• Determine the best financing options and terms;

• Develop a transition plan to achieve the 
optimal transfer;

• Purchase some or all of the business from the 
owner; and

• Repay any financing obligations over the next 
several years.

The time required to complete a MBO is as varied as the 
business and individuals involved. A good general rule is 
to expect the process to take up to nine months from when 
negotiations start.

The Management Buyout 
As a business owner starts giving serious consideration 
to the most suitable ownership transition, there are 
various exit strategies to explore to ensure the most 
optimal outcome. 

A management buyout (MBO) can be an attractive way 
for a business owner to find motivated, knowledgeable, 
and engaged buyers. Whether it’s a case of employees 
buying in or a family member taking the reigns for the 
next generation, there are both pros and cons to consider 
when designing the next chapter.

26%
of business owners
purchased their business 
from a previous owner
CFIB (Confederation of Independent Business) 



Upside of the MBO   
The biggest advantage of a MBO is that 
management know the business. 
This existing knowledge of the daily routines and best 
practices will minimize disruption and help to ensure a 
higher probability of success post-transaction.  

Another positive aspect of a MBO is the pre-planning and 
advance discussions between the owner and management.  
Knowing that management may one day own the company 

provides a long-term incentive to ensure the business 
continues to thrive and be productive. Management 
decisions in the years leading up to a MBO are more 
likely to be based on long-term viability of the business.  
Establishing plans to transition the business to the 
management also shows good faith and strong support 
of management’s leadership abilities by the owner. 

Management has its advantages   
Starting a business from the ground up can be 
unpredictable. 
A MBO provides management immediate entry into an 
established business with less risk. The time to achieve a 
return on investment is typically shorter, since the team or 
individual purchasing the business already has managing 
experience and insight into the industry.  

The business is established and known to customers, 
suppliers, banks and other service providers. These 
ingrained relationships with key stakeholders can make 
it easier to obtain financing and credit terms, especially 
when compared to financing a start-up.   

Armed with knowing the company’s sales trends, 
workforce, clients and suppliers, existing management 
may be able to more accurately forecast profitability. 

Management is also keenly aware of the administrative 
responsibilities related to their industry, including 
licenses, permits and regulations. This awareness will 
minimize disruption to the business after the MBO.  

In some situations, management’s vision for the business 
may differ from the current ownership. The MBO enables 
management to modify strategic objectives and goals. By 
leveraging their existing knowledge of the business and 
the industry sector in which it operates, management may 
be well positioned to exploit new opportunities. 

6 to 9 months it typically 
takes to complete 
a MBO

A smooth transition   
It is common for a current owner, who may 
have started the company decades ago, to 
have a strong emotional connection to his 
or her business.
Selling to an unfamiliar buyer may prove to be a challenge. 
Feeling that their “legacy” will continue in familiar hands 
may provide ownership transfer satisfaction to the owner. 
Some business owners prefer MBOs because they see this 
transfer as the most likely option to ensure their business 
remains viable after they leave.    

Finding a buyer for a business can be challenging. An 
MBO provides a straight-forward solution. A positive and 
trusting relationship between management and the owner 
often helps to minimize adversarial negotiation tactics 
and can lead to a smoother business transition. 

When selling to management, due diligence in the 
sales process is often streamlined since the buyer is 
already intimately familiar with the business.  Unlike a 
sales process to a third-party buyer, there is less risk of 
confidential information “leaking” to others.



Management hurdles   
Although there are many positive aspects to a 
MBO, there are potential pitfalls.
Existing management may have little or no experience 
as a business owner or shareholder.  In fact, management 
may not have been involved in making business decisions. 
If a succession plan did not deal with transferring this 
responsibility in a structured manner, there is the risk 
that management will not be prepared to make difficult 
business decisions going forward.  

In the event there are several members of a management 
team involved in a MBO, potential conflicts may arise if 
leadership roles have not been defined in advance.     

A MBO may require that management needs to commit 
personal funds. When personal resources are not 
sufficient, management may need to obtain external 
financing. The cost and terms of financing will have 

an impact on the purchaser’s financial return since the 
profitability of the company will be diminished when 
higher-cost external funding is required.    

In situations where a management group is involved in 
a MBO, a pre-defined negotiating process amongst the 
buyers can reduce potential conflicts. Without an agreed 
upon process for resolving disputes during negotiations, 
a management group may experience difficulties a single 
buyer would not.  

In the event the MBO results in more than one shareholder 
owning the business, a unanimous shareholder 
agreement (USA) will be of critical importance to 
ensure that the new shareholders understand obligations 
and responsibilities to one another.  It is advised that 
experienced legal counsel be included early in all 
discussions relating to a USA.

Obstacles for owners   
When management does not have the personal 
resources to finance the acquisition there will 
be a requirement to find external financing.
The costs of financing the purchase may have a negative 
impact on the price and terms offered to the owner. A seller 
may be able to negotiate a higher price from an outside 
purchaser with a lower cost of capital and a competitive 
reason to make the acquisition.   

Owners that decide on a MBO as the preferred exit 
strategy risk alienating managers that may, for whatever 
reason, not be included. There can also be disruption to 
the business if the managers involved in the MBO are 
not satisfied with the anticipated ownership structure. 
Finally, the owner may not have spent enough time 

properly training and mentoring management, which can 
lead to further business disruption and risk once the MBO 
is complete.

PE-backed management buyouts in the UK are down 49% in the past two years 
(from 112 to 75) due to the political and economic uncertainty related to Brexit. 
The Economic Voice (UK May 22, 2017) 
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a Management Buy-Out
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About Entrepreneur’s Edge  
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ATB M&A Advisory Services
ATB M&A (Mergers & Acquisitions) Advisory Services 
provides tailored advice and solutions to help you with any 
stage of the a business life cycle. Whether you’re looking 
to grow, transition or transact, the Advisory Services 
team can help you on the journey with smart, simple and 
helpful advice. 

Using a capable and experienced  
M&A advisor will ensure that the 
transaction is expertly handled while 
freeing you up to do what you do best: 
manage the company.

Making an exit  
The MBO provides an owner the opportunity 
to plan their business exit and enables 
management to become owners. 
There are several similarities between a MBO and other 
business transactions. The key difference is that a MBO 

relies on an existing relationship between the buyer and 
the seller. The strength of this relationship can allow the 
owner to proactively plan a business succession that best 
suits his or her needs. 
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To find out how ATB Financial can help 
your business, please contact: 

Alf Sailer, Managing Director  
ATB M&A Advisory Services  
asailer@atb.com

The art and science of valuation  
An owner and management are both directly 
involved in the business. 
IThis shared experience can influence perceptions of what 
the future holds for the company. If these views differ, 
disagreement on value and upside may occur. In a MBO, 
both parties need to maintain a good working relationship 
and negotiate a fair price. This is a delicate process and 
requires an objective third party advisor to assist in 
negotiating. Respect for the importance of an ongoing 
working relationship, whether an agreement is attainable 
or not, is critical.  

Retaining an M&A advisor can help both parties maintain 
an objective approach to arriving at the value of a business. 

In the event that an agreement on value cannot be 
achieved, a professional business valuator will be able to 
provide an evaluation of the business and determine an 
objective sales price.  

Valuing a business is not an exact science. The valuation 
provides a basis from which to start a negotiation. The 
motivations of the seller and the buyer will influence the 
final price, as will the financing structure of the deal. 
Ideally, the close relationship between the management 
team and the owner will encourage good faith negotiations 
that deliver a fair outcome.
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