Table of contents

LISt OF FIQUIES «eeevviiieeeeie ettt ettt e ettt e et be e et e sareeenaeeeassenaeessseeneees XIII
LSt OF TADIES .....eeeiiniiieiieeeeteriieee et ctecin et eseasse st e s saesaesbeesaesssesnesanesbnesbeesseeanees XV
List Of ABDIEVIALIONS ......cc.eeveiiiiiiriiriiiieceereeie ettt et e et e e e e e veeseenes XVII
LiSt Of SYMDOIS ....eeeieiieeeeeeie et ettt et e e e aneereas XIX
1  Introduction.. . seeeesstesentesusessantsbtisatesestesastesntenessatessatssastssntoss 1
1.1  Relevance Of tOPIC ..c.ueeeuiiieieeiiisieetieecestereta et te s te e e s a st e e et e e snae e 1
1.2 ReSEArch QUESTION .....cceecveriiriirietiientectertetete ettt sttt nes 5
1.3 Overview of research approach ...........ccoccevuerierienieneeniienieeteeeeeee e 6
1.4 OULlNE Of SLIUCLUIE......covtieeeriieniertecieriente ettt te st sseeesee s e e ae e eeeseas e eseesnnens 9

2 Theoretical foundation .............. sesesestessaneesastssnssatesstsssanessasssstessassarans 13
2.1 Definitions and [iterature rEVIEW ......c.ceevueeveerieriiiniinsieesieereseeseeseesee e sneoneas 13
2.1.1. Family DUSINESSES .....ceeruerruiirieriireeitenirenieesiteeete st eesieesseeesresemeeesreesanenns 13
2.1.2. Private Equity, buyouts and portfolio companies..........ccecceeveeevceneennene 21
2.1.3. Review of the literature on buy-outs in family businesses........c..cc........ 28

2.2 Relevant theOries .......cceoiiriiiiiriieee ettt et .31
2.2.1. AZENCY thEOTY ...covieiiiieiinriie ettt et 31
2.2.2. Stewardship thEOTY ......ccccoiiiiriiiiieiereeceeer et 40

3  Empirical foundation reatesessstessarssssenssssssesesarsrssssnsassens 51
3.1 Research approach........oveeiiiiioniiiiceeec et 51
3.1.1. Elaboration of the research qUEStion.........cc.ceevveeieeiererevenniierreeeceeenen 51
3.1.2. Research method...........ccocieeiiiiiieniiiiiiicecceeee ettt 54
3.1.3. CoNrol ZrOUP ......oeimeiiieriieiiiteir ettt ettt 60
3.1.4. Data gathering.......cccocveeieerireieieeeeeeeeese ettt 63
3.1.5. Analysis and presentation .........ceceeceevuereerienieeeenierreneeeeeseeeeseesseseenns 67
3.1.6. LAMItALIONS co..eeineiieiieeeeneie ettt sttt st e s e e 71

3.2 Sample deSCTIPLION ...c...eoviieiiieiieeiteeiee e esre et et et et e s e s et e sseesetessreesseans 73
3.2.1. Company and buy-out characteristics........c..cceceererrimreeenerseereenreereeneennes 73
3.2.2. Differentiation of sample and control roup ........cccceeveeeerreecvreerneennnne 76
3.2.3. Family influence before the buy-out.........ccccoooeeiiiiiiciiieee, 77
3.2.4. Family influence after the buy-out...........cccccooiiiiiiiiiiiniiece 80

3.2.5. Overview of interviewed COMPANIES ........ccoveeevirverreeriviriereneeriecerareneenn 82



X Table of contents

4 Background of buy-out transactions...........cececcvessresncsescsesanssnsssesssssscssonssaces 87

4.1 Theoretical background...........cocoveriiiiiiiiiniiine e g8

4.1.1. Decision t0 Sell........ccoveriiriiniiiieeiirieieeie ettt 88

4.1.1.1. Reasons for selling the company ...........coceeveevenvenseneenieeceeniennnn. 88

4.1.1.2. Evaluation of possible buyers ........ccccceceeveeiievninniecienneeeenee, 95

4.1.1.3. Preparing the company for the sale..........cccocevvvrvrenvenvinencineiennen. 97

4.1.2. Sale tranSaACtiON ......c.eecveruvererrieeterienteet ceereett et e e st st st eseeesae e 99

4.1.2.1. Investment criteria of the private equity company............ccccveruenen. 99

4.1.2.2. Family owners’ goals in sale negotiations ...........cccceevevveveceennne. 100

4.1.2.3. 58l€ PrOCESS ...cvueveieieiineirieiitieii e 102

4.1.2.4. Communication of the buy-out and reaction from stakeholders... 106

4.1.2.5. Family owners’ emotional separation and role post buy-out........ 107

4.2 Empirical background ............ccocereiieiiiniimniieeeeee et 110

4.2.1. Decision tO SEll.........cocceiveriuiiiiriiieieie e 110

4.2.1.1. Reasons for selling the company .........ccccccecveeeneeciiiniinenneennnne. 110

4.2.1.2. Evaluation of possible Duyers ............ccoooveiiniciiinnicnnnn. 117

4.2.1.3. Preparing the company for the sale...........ccccevverieenceeiennenienneene 123

4.2.2. Sale tranSaCtion .......cccoceecierennerneerrresrenneseeseesiresseesnes e senesnesneeneessae e 125
4.2.2.1. Investment criteria of the private equity company and buyers

of the control group ............................... 125

4.2.2.2. Family owners’ goals in sale negotiations..........ccccceccveervvenuenncnne. 130

4.2.2.3. SAIE PLOCESS ....ecuvieenrreeieeieerterirreereesteeaee e s e esaee et esseesseesaeanseenae 131

4.2.2.4. Comrunication of the buy-out and reaction from stakeholders... 138

4.2.2.5. Family owners’ emotional separation and role post buy-out........ 146

4.3 Summary of ChapLer .....ccoeviiriiiiennee e 150

5 Changes in corporate SOVErNANCE .......ccccrveeersnrrsesveessasene cersessesaresnsesssasasnes 155

5.1 Theoretical comparison of family businesses and portfolio companies ......... 156

5.1.1. Corporate governance in family businesses..........ccceeveerierrieeeneenicenneene 156

5.1.2. Corporate governance in portfolio companies........c.ccceeveeervueviierccecnnees 166

5.2 Expected changes based on the literature............c.cccevveriivieenieniniinnicienn, 174

5.2.1. Owner influence on management deCiSIONS ..........coceeeevrercnerirerereeeneeenns 174

5.2.2. Owner influence on corporate Strat€gy ........c.cceveermuiinrercenineineeecneennns 175

5.2.3. Supervision by and support from the supervisory board........................ 178

5.2.4. Composition of the management t€am ............ccccceeviereeerrrneneeeicenenns 180



Table of contents X1

5.2.5. Motivation and compensation of management.............ccoceeeerrvveerenennene. 183
5.2.6. Decision making process of management ................ccceeveeveeereereevenennnne. 185
5.3 Observed changes based on empirical evidence ...........c.cccceeeeeceeeceeneenneenneene. 186
5.3.1. Owner influence on management decCiSiOnS .............ccecevereeeeeerreveernennen. 186
5.3.2. Owner influence on corporate Strategy ...........ccerveerercvererrerseeriesrerseeseeenes 190
5.3.3. Supervision by and support from the supervisory board........................ 197
5.3.4. Composition of the management team ...........cccccccvvveveeeereenenreneeneennenn 206
5.3.5. Motivation and compensation of management...........ccccceccevveerererseennenn. 219
5.3.6. Decision making process of management .............coccceceererueerecncrnnennennes 225
5.4 Summary of Chapter .......cccociviiiiiiiiiicet e 231
6 Changes in instruments of managerial control............. 237
6.1 Theoretical comparison of family businesses and portfolio companies ......... 238
6.1.1. Instruments of managerial control in family businesses............c.ceue....... 238
6.1.2. Instruments of managerial control in portfolio companies..................... 247
6.2 Expected changes based on the literature...........cccccovvvviriviercienncecninnieeneenee. 253
6.2.1. Planning ......coccoeviriiiiieeieeieee ettt s s 253
6.2.2. Management ACCOUNTING .......cvvuveererererersierrrienireerireesrseesseesareessessseesnsens 254
6.2.3. Performance measurement.............ccceeeerreeereeereeruesrersieeciesesesssessuesseesenens 256
6.3 Observed changes based on empirical evidence ..........c.covcvvvrienicincinenn. 257
6.3.1. Planning ...ccccovveriiiiirienieieceeteetce et ee s e a st se e se st saeeeens 257
6.3.2. Management aCCOUNLING .....c...covuerierneriiiiuiiiinicieecee et esaesesesnnes 263
6.3.3. Performance measurement............ccoeeeerereeieeeiennieeenieeneenreeeeenseeesnenee 273
6.4 Summary of chapter ................................. 277
7  Changes in financial practices ' ..281
7.1 Theoretical comparison of family businesses and portfolio companies ......... 281
7.1.1. Financial practices in family businesses........c.ccceeevvervveervirecceericeerenrenneens 281
7.1.2. Financial practices of portfolio companies..........ccceecveveriivecccnscricnnennnes 289
7.2 Expected changes based on the BEETALUE .vveeo e seeeeeeseeeeeeseeeseeee 297
7.2.1. FINANCING...c.cuiiiiiiiiiereieeeeee ettt ettt sese e st see e me e 297
7.2.2. Reporting to Banks........cccceevveiereeriiieeieeeieniieeneessineseeeseeesaeesasesssessnee s 299
7.2.3. INVESMENt ACHIVILY ...cc.eeveeierieriiereeeeer e e et e eeeeieseneeeseeessaeesaeesaassanenne 300
7.3 Observed changes based on empirical evidence ..........ccccceeecieiverenieeniennnennne. 301

7.3.1. FINANCING.....cooteeiieiieiiieeerieeieeetesteaeseeeseeeeeenees st sestesseesneeeneeeresneeseasssens 301



X1 Table of contents

7.3.2. Reporting to banks..........ccceueeeeiuevienernienienieniereccreesreetetesee e sne s s 314
7.3.3. INVESMENE ACHIVILY ...c.eervirieeierieeieetecee ettt ettt ve e e eaeas 317

7.4  Summary Of Chapter ........c.cooeviiiiiiiiiiiineeee et 325
8 Conclusion, implications and outlook......................... 329
8.1  CONCIUSION .....eeiviiiiiiieeritcrctcte sttt sae e s sne e 329
8.2  IMPLICALIONS ..eueeeierieriieeeiererr et eeeeebe e te ettt et e e s e st esesssesssessaessnas 335
8.2.1. Implications for researchers..........cocoevevirienieniniinenieineniccceene 335
8.2.2. Implications fOr practitioners.......cc.ccoeeveerenirreenenicrircnrenecreseeeeseeseene 337

8.3 OULIOOK ...ttt 339
APPENAIX c..coeeernienieiieeeeteeeeerener ettt sttt et sttt a s s b s n e s n e a s b et e bt e 341
A: OVerview Of PrOPOSItIONS ......ccceveivuiiviiiriiiiictrctre e eess e 342
B COVEL LBHET ...ttt 344
C: INLEIVIEW GUIAE ..c.ceieniiiiiiiiieicirirereeeererereresseeesre s e e re st sebesssesesesnesnesneeseenaeenes 345

LISt OF RETEIEICES ..oeeeeeeeeeeeeeeeeeeeeteteeeeeeeeseeesetetansaaeaeseeeaessanssesseesessesssnnnnneserersssesares 351





