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Appendix 3.08.1 Private equity firms and the leveraged buyout 
 
The leveraged buyout (LBO) 
The leveraged buyout is another way in which the finance/investment industry is used as a 
means of taking money out. A leveraged buyout (LBO) is the acquisition of another company 
using a significant amount of borrowed money to meet the cost of acquisition. The assets of 
the company being acquired are often used as collateral for the loans, along with the assets of 
the acquiring company. The expectation with LBOs is that the return generated on the acquisition 
will more than outweigh the interest paid on the debt, hence making it a very good way to 
experience high returns whilst only risking a small amount of capital. Let’s consider a hypothetical 
example with very close real world examples.  
 
The problem is that private equity firms takeover a firm, then take out debt on the company, 
repay themselves the purchase price and leaves the taken over company saddled with large debt 
and then sell the company on.  Arguable one could include possible casualties as: Manchester 
United Football Club, Hilton, Safeway, RAC and even the Four Seasons Health Care (Care 
Homes) which has been in trouble recently and may very well be in the future according to 
press reports. 
 
One way is for an entrepreneur to borrow, say, £1 billion to buy a business and appoint himself 
and his team as the senior management. Then when bought, the business then incurs debt of £1 
billion against the assets and profitability of the business. That loan is then used to pay a 
dividend to the shareholder who is the entrepreneur. So the entrepreneur has bought a £1 billion 
business in effect without spending any money at all. Meanwhile the business is saddled with 
a debt of £1 billion. In essence, this is what the Glazier family (from Florida) did with the 
Manchester United Football Club – according to press reportsi. If the business is healthy, then 
when that loan is paid off, the entrepreneur can borrow another £1 billion and pays this as a 
dividend. Hence, the entrepreneur has made a healthy £1 billion in the process and he can keep 
on doing this. Often the entrepreneur will be paid a hefty management fee in addition. Of 
course, if the company goes bankrupt then it is the creditors (the providers of the loan and 
normal creditors) and the employees who may suffer and the meanwhile the entrepreneur can 
keep his dividend pay-outs. You might think of Sir Philip Green and BHS in this context, 
though he did pay £363 m into the BHS pension fund – eventually. 
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Private equity leveraged buyouts 
LBO operations are often perpetrated by private equity firms – these are companies willing to 
invest directly in companies using their own equity (but not equity from a public stock 
exchange) together with newly raised debt on the company being purchased. Though in this 
case the objective is to buy a company for as little as possible, often incurring large debts and 
repaying themselves with one-time payments, and then holding the company for a comparably 
short period of years, and then selling at a high profit generating a tidy profit. During this 
process leveraged debt is incurred, costs are reduced, and the personnel headcount is usually 
reduced, sometimes dramatically.  

See examples below.  
Examples of successful LBOs by private equity firms where buy cheap and then sell high was 
successful.   

Hilton Hotels 
In 2007, Blackstone Group purchased Hilton Hotels for $26 billion in an LBO, financed through $5.5 billion 
in cash and $20.5 billion in debt. As the financial crisis of 2009 began, Hilton had major problems with 
declining cash flows and revenues. However, subsequent to that, Hilton was able to refinance itself at a lower 
interest rates, operations improved and Blackstone sold Hilton at a profit of almost $10 billion. 

Safeway 
In 1986, Kohlberg Kravis Roberts (KKR) completed a friendly LBO of Safeway for a total price of $5.5 billion. 
Safeway's board of directors gave consent to the buyout to avoid hostile takeovers from Herbert and Robert 
Haft of Dart Drug. The deal was funded mostly with debt, and Safeway had to divest some of its assets and 
close unprofitable stores. In 1990, Safeway was taken public again with improvements in its revenues and 
profitability metrics. KKR earned almost $7.2 billion on an initial investment of $129 million. 

Source: What are some examples of successfully executed leveraged buyouts? | Investopedia 
https://www.investopedia.com/ask/answers/050415/what-are-some-examples-successfully-executed-
leveraged-buyouts.asp#ixzz50VGD4nej  

Some private equity forms are changing direction and are holding bought companies not for a 
quick capital gain but for a longer twerk, with some concept of nurturing growth. An example 
of which is CVC Capital Partners, who bought the RAC (UK roadside assistance company) 
from the US private equity Carlyle Group. CVC was the majority owner of Formula 1 (Bernie 
Ecclestone was the CEO) and kept the company for 10 years selling to Liberty Media in 2016. 
This length of ownership was not altruistic though. CVC came out quite well. In 2006 they 
bought Formula 1 for £1.2 billion, probably took out nearly £5 billion in dividends and fees, 
and sold for around £6 billion. So that is net contribution to CVC of around £1 billion  year. 
Not bad.  

i See for example 
http://www.telegraph.co.uk/finance/newsbysector/banksandfinance/7083750/Manchester-United-opens-
window-on-murky-world-of-leveraged-buy-outs.html 


