
The year started with a very confusing picture, caused by two
diametrically opposite effects. The slowdown in the economy
led to nervousness and therefore less deal-making, and at
exactly the same time fiscal changes in capital gains tax rates

and non-domicile rules created a huge incentive for owners to sell
their businesses. A few months ago, we were very unsure how things
were going to turn out as the year progressed.

Well, the statistics, and indeed the experience for us in the first
half, made us heave a big sigh of relief. All seems to be well – at least
for the moment and at least in some, or maybe most, parts of the
market. Let’s have a look at the facts as illustrated by the preliminary
second quarter 2008 statistics.

First, even in larger buy-outs (>€150m) – the part of the market
you might have thought would have been completely destroyed by
the credit crunch – all is not as much doom and gloom as you would
have expected. Yes, total deal values are down compared with 2007 –
but that was a mega year. Compared with earlier years, 2008 is doing
fine by value at €13bn in the year to date; it’s similar to 2006 and
better than the same point in the year between 2002 and 2005. 

The pattern is the same in terms of numbers of deals (24 for the
year to date), but the difference compared with 2007 is noticeably
less marked. It looks like we have lost just a few of the really mega-
mega buy-outs, which is a problem for the small community of deal-
makers in that sector – one was heard to comment, “What’s the
point of coming in to work when there is nothing to do?” – but not
necessarily for the rest of the private equity community.

Smaller buy-outs (<€150m) appear to be doing just fine, with
numbers of deals at 82 compared with 88 at the same time last year
and aggregate values also only slightly down at €2.8bn, compared
with €3.9bn at the same time in 2007 and €2.9bn a year earlier. 

The news for early-stage and expansion capital deals is also not
nearly as bad as it was for example in the gloom-ridden days of 2003
to 2005. At 133, the number of deals is higher than in any of those
three years and aggregate values at €1.7bn are higher than both

2003 and 2005, although not up to 2004 levels.
So perhaps part of the reason for gloom – to the extent that it

can be located – is in reality that 2007 was a truly exceptional year,
even by the standards of the ever-growing European private equity
markets. 

But despite the statistical evidence we cannot help but feel a little
nervous about the future. It is certainly true that banks have, across
the board, reined in the amount they will lend, albeit the impact is
much more obvious for larger deals. One mid-market equity house
told us recently that they had seen a marked downturn in the
number of prospective deals coming through their doors, but in the
same breath they admitted to such a flurry of new investment
completions that they were setting their sights on raising their next
fund early!

The contradictory evidence does not stop there. The enterprise
value to EBITDA (earnings before interest, tax, depreciation and
amortisation) multiples for private equity-backed deals done are
ahead of the corresponding multiples for the FTSE All-Share.
While this might be interpreted as an indicator of buoyancy in the
market, the outlook in the survey of future expectations is almost
universally negative.

So the messages are mixed. One possible explanation is that a lot
of transactions happened in the first five days of quarter two – and
they did – before tax changes came into effect. We will have to wait
till later in the year to get a real view as to whether the sector has
slowed down.

Jim Keeling is joint chairman of Corbett Keeling.
jk@corbettkeeling.com 
www.corbettkeeling.com

This article is an edited extract of Corbett Keeling’s regular quarterly
commentary on private equity activity in the UK, and was originally
published in Unquote, the magazine of the private equity industry.
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Executive summary
n Jim Keeling gives a practitioner’s view of trends in the number,

value and financing structures of management buy-out deals,
and concludes that all is perhaps well and, in some respects,
surprisingly buoyant.

JIM KEELING LOOKS AT THE FIRST HALF OF 2008
AND FINDS SURPRISINGLY BUOYANT RESULTS IN
MANAGEMENT BUY-OUT ACTIVITY.
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Figure 1: Predicted activity levels in the next year in the
mid-market buy-out segment (<€150m)
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Figure 2: In the next year, what will happen to 
gearing in UK buy-outs?
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Figure 3: Is confidence growing in leveraged 
finance market?

Essential Events and
Conferences from the ACT

ACT Breakfast Briefing 
All you need to know about Ratings
16 September 2008, London
Sponsored by Standard & Poor’s

talkingtreasury Stockholm
The sixth in the thought-leadership series
25 September 2008
Exclusively for corporate treasurers
Sponsored by RBS

Chaired by Adrian Marsh, Finance Director Europe,
AstraZeneca, this forum will provide a platform to discuss
treasury best practice and debate real issues facing the
profession today.

Discussion will focus on:
n The impact of the credit crunch on corporate funding

strategies 
n Strategic risk management 
n Treasury as an integral part of the business 
Featuring panellists from AkzoNobel,Anglo American,
DONG Energy, Metso Corporation, Nordkalk Corporation,
Philips, RWE, Saab, Sappi, Stora Enso Oyj and Superfos.
Register now to secure your place.

The Working Capital Cycle
Enhancing cash flow at every stage
16 October 2008, Manchester
Sponsored by Lloyds TSB

ACT Annual Dinner
12 November 2008, Grosvenor House Hotel, London
Sponsored by Lloyds TSB

Guest speaker will be Rt Hon William Hague MP

Cash Management Conference
28 - 29 January 2009, London
Full brochure coming soon.

ACT Annual Conference
22 - 24 April 2009, Manchester
Preliminary brochure coming soon.

For all events and conferences, contact 
Jemma Harris at jharris@treasurers.org or phone 
+44 (0)20 7847 2589. Alternatively visit 
www.treasurers.org/events


