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The Finnish private equity markets are relatively young and it has not been extensively 

studied by academics on the journal level. This study focuses on Finnish private equity 

markets, with a special attention to machine building industry. This study’s theoretical part 

consists of a literature review which focuses on building an understanding of the dynamics 

of private equity funds and investments. Previous literature will go through the factors that 

private equity investors are valuing in a target company before making an investment, and 

what are the means through which private equity investors create value after making the 

investment. The empirical part of this study is built on stakeholder interviews and case 

studies. Four private equity stakeholders are interviewed and three Finnish machine 

building case companies are analysed. 

 

The main findings of this study are following. Finnish private equity markets are developing 

in a good direction. Regardless of the small market size, new players have emerged and 

invested amounts have steadily increased. The most important factor for a private equity 

investor is the underlying growth of the target company’s industry. Value added work is 

mainly done through governance engineering. Interviews and case studies show that 

machine building industry is complex for private equity investors due to its cyclicality and 

capital intensity. The economic situation and ownership style are affecting the performance 

of a portfolio company.  
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Suomen pääomasijoitusmarkkinat ovat vielä suhteellisen nuoret eikä aiheesta ole vielä 

kirjoitettu kattavia tutkimuksia ja artikkeleita tieteellisissä julkaisuissa. Tämä tutkielma 

keskittyy Suomen pääomasijoitusmarkkinoihin kiinnittäen huomiota erityisesesti 

konepajateollisuuteen. Tutkielman teoreettinen osa koostuu pääomasijoitusten ja 

rahastojen toiminnan ymmärtämisestä sekä kirjallisuuskatsauksesta. Kirjallisuuskatsaus 

käy läpi ne tekijät, jotka ovat pääomasijoittajille tärkeitä kohdeyrityksen arvionnissa ennen 

sijoituspäätöksen tekemistä sekä millä tavoilla pääomasijoittaja luo arvoa sijoituksen 

jälkeen. Empiirinen osa kattaa sidosryhmien haastattelun ja case-yritysten analysoinnin. 

Neljää sidosryhmän jäsentä haastatellaan ja kolmea suomalaista konepajateollisuuden 

case-yritystä analysoidaan. 

 

Tutkielman johtopäätökset ovat seuraavanlaiset. Suomen pääomasijoitusmarkkina kehittyy 

hyvään suuntaan. Markkinoiden pienestä koosta huolimatta uusia toimijoita on tullut lisää 

ja sijoitettujen varojen summa on kasvanut tasaisesti. Pääomasijoittajille tärkein tekijä on 

kohdeyrityksen toimialan kasvupotentiaali. Arvonluontityö tehdään valtaosin hallinnollisen 

ohjaamisen kautta. Haastattelut ja case-yritykset osoittavat, että konepajateollisuus on 

haastava toimiala pääomasijoittajille toimialan syklisyydestä ja pääomavaltaisuudesta 

johtuen. Portfolioyhtiön menestykseen vaikuttaa toimialan yleinen taloudellinen tilanne sekä 

omistajatyyli. 
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This thesis focuses on private equity markets in Finland and especially it discusses the 

transactions in a chosen industry level. The selected industry is machine building. The 

Finnish metal industry began in the 1600s from ironworks industry and in the 1800s the 

industrialism developed the industry to generate Finnish machine building industry 

(Melanko, 2000). After the second world war machinery business became a significant 

industry in Finland, due to heavy war reparations paid to the Soviet Union mainly in metal 

products (Kokko, 2018).  Thus, the machine building is an interesting industry due to its long 

history, economic cyclicality, and now somewhat matured market situation. Among private 

equity in general, the industry is not the most attractive and searched-after. Many private 

equity funds are seeking more fast-growing industries with higher potentials to make easier 

and faster profit. Private equity companies that are active in machine building industry are 

typically specialized in industrial and manufacturing business. 

 

Machine building industry can be categorized under mechanical engineering sector. This is 

the largest technology sector of Finnish industries and with most employees. During 2014 

the average number of employees in the industry was 118 900. The 2008 financial crisis hit 

hard on this sector and the growth has ceased. Currently the sector’s volume is about 15% 

behind of the high peak in 2008. (Technology Industries of Finland, 2017) According to 

Technology Industries of Finland (2018a) the turnover of the industry was approximately 

27,7 billion euros in 2017 when in 2008 before the crisis it was 33,3 billion euros. The future 

predictions for the companies in this industry are very inconsistent as some of the 

companies have very high order bookings and others are struggling and experiencing 

losses. (Technology Industries of Finland, 2017) Thus, it is interesting to study this sector 

and the possibilities these companies have in order to survive. Will smaller and/or struggling 

companies be bought by bigger companies and what are the activities and roles of private 

equity companies in turning the course of these struggling companies. 

 

Overall it is interesting to study the combination of private equity and companies in the 

machine building industry. According to Finnish Venture Capital Association (FVCA, 2017) 

the most attractive industry in 2016 was the ICT as it received the most venture capital 

money (almost 70 million euros). B2B products and services is at the third place, where 

roughly 30 companies got funding amounting to a bit more than €10 million. From the 

perspective of buyout investments, the B2B products and services have received most of 

the funding, almost €250 million. This amount has been distributed to less than 25 
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companies in 2016. B2B products and services industry sector is rather broad and consists 

of many separate industries. Focusing on machine building industry will broaden the 

understanding of private equity activity in this traditional and “rough” blue collar industry. 

 

The private equity topic in Finland itself is engrossing because it seems that the academic, 

journal level research is somewhat thin on this perspective. The knowledge of private equity 

markets is primarily based on articles published by private equity companies and 

associations. This creates potential risk of stories portraying the industry and companies in 

a too good light and in a biased perspective. Finland and other Nordics are overall more 

private equity intensive economies than the average European economy (Pajarinen et al., 

2016). The magnitude of private equity capital in this small economy is significant. 

Especially the share of the venture capital investments of GDP in 2016 in Finland was 

0,05%, whereas the European average was only 0,02% (Invest Europe, 2017). Therefore, 

it is important to understand the dynamics, and also realize the potential that private equity 

creates for the portfolio companies. 

 

The importance of having private equity investments can be seen in productivity 

improvements and job creation. Private equity and venture capital enable companies to 

innovate and grow. According to Frontier Economics’ report in 2013, 12% of industrial 

innovation came from private-equity backed companies during 1991 and 2004. Also in 

Europe, the creation of more than 5.600 new companies was supported by private equity 

every year. (Frontier Economics, 2013) The Finnish financial journal Kauppalehti (2017) 

has listed “super grower” companies, i.e. companies that have during the 21st century grown 

to have 100 million euros turnover. From these 49 companies every fifth of them have a 

private equity investor as an owner. In every second company, there has been a private 

equity investor involved at some point of the company’s history. This shows that private 

equity is supporting the growth of companies and is thus an important element of the Finnish 

economy. 

 

1.2 Theoretical framework 

 

This thesis combines both fields of corporate finance and accounting with focus on private 

equity. Figure 1 shows the upper-level fields of study and the focus of this research. The 

focus is described in more detail in next chapter 1.3. 
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Figure 1: Theory and focus of the research. 

 

The aim of the theoretical part of this thesis is to gain more knowledge of private equity from 

theoretical perspective. Theory is used to group together important concepts and definitions 

that are necessary for understanding the baseline structures of private equity. Relevant 

theory will guide and give basis for a choice of appropriate research methods (University of 

Southern California, 2018). The theory will also help in analysing case companies and 

forming interview questions that are centralized on questions that the theory cannot explain. 

Figure 2 below shows more detailed structure of theoretical part of this study. 
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Figure 2: Structure of the theoretical framework. 

 

1.3 Focus of the study, research questions and limitations of the research 

 

The aim of this thesis is to shed light on the thin but viable private equity markets in Finland. 

The main focus is on understanding the status of Finnish private equity markets. Underlying 

interest is in the machine building industry and the goal is to find out whether private equity 

is a viable option for companies and how the companies are developing under the private 

equity ownership. The research will delve into the transactions in the industry and aims to 

get a clear view on the industry dynamics from the perspective of private equity. Few case 

companies will be studied as a mean to understand what is the impact of having private 

equity investor as an owner. More detailed understanding of the functioning of private equity 

will be gathered through interviews. 

 

The research questions this thesis aims to answer are following: 

 

1. What is the status of Finnish private equity markets and how has it developed? 

1.1 What do we know about Finnish private equity markets based on previous research? 

 

2. How is private equity adding value to portfolio companies? 

2.1 What are the factors that private equity investors are looking before the investment? 

2.2 What are the mechanisms used by private equity to add value to portfolio company? 
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3. What are the transactions in the machine building industry and what is the effect of private 

equity owner on target company performance? 

 

To the find answer for the first question, available descriptive statistics are studied and 

interviews are conducted. Underlying interests are in the volume, players and activity of the 

markets. For the second question, a literature review will be conducted. Lastly, for the third 

question, case studies with supporting interviews are analysed to find the results. The 

interest is also in following the performance of the case companies and the development of 

the business. 

 

When the industry transactions are studied, the focus is clearly on the transactions where 

private equity is involved. In the case study section there are endless opportunities to 

measure all sorts of performance measures but only few selected measures will be used 

due to clarity. The measures will be selected based on previous literature as widely used 

measures. 

 

The limitations of this research are mostly related to data gathering. As the private equity 

firms are not liable for reporting all their holdings or performance, the gathered data relies 

on those firms that have reported relevant information. The reporting bias is significant when 

private equity firms are considered. 

 

1.4 Research methodology 

 

The following subchapters will enlighten the methods used in this research and means to 

find answers for previously asked research questions. The contents in this chapter are 

represented in same order as the thesis will use these methods. This research will utilize a 

mix of qualitative and quantitative analysis. The former will be conducted through semi-

structured interviews and literature review. The latter will be performed in a case study 

method. 

  

1.4.1 Literature review 

 

Literature review is a very important part of this thesis as its function is to build 

understanding of the Finnish private equity markets and the development of the target 

companies. The function of literature review is to analytically explore previous research on 

the subject and to evaluate, comment and compare it to each other (University of Turku, 
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Finland, 2018). Studying the previous literature also helps in understanding the gaps in 

research and see the potential for further research. Literature review also guides in 

identifying already used research techniques and methodologies (University of Illinois, US, 

2017). 

 

1.4.2 Case studies and interviews 

 

When doing research on performance changes due to some event, the obstacle always is 

that it is impossible to recognize the results without the event occurring. To bypass this 

issue, this thesis will study the case companies and their developments in different time 

schemes. As the quantitative case part will follow the development of selected performance 

measures in the case companies, the interviews will add knowledge to this research by 

enlightening the private equity investments from different viewpoints. 

 

The case studies will act as examples of what private equity company can do to the target 

company. As the case study will only focus on small group of companies the conclusions 

can only be drawn and regarded from the pool of participants (Colorado State University, 

2018). The semi structured interview is suitable in this situation because it sets the 

discussion topics but leaves room for open discussion and unique thoughts.  

 

1.5 Structure of the research 

 

The structure of this research is following. First, the next chapter will go through the 

theoretical framework of private equity. The underlying chapters will shed more light on the 

investment process, and benefits of investing in private equity and having private equity 

investor as an owner. The third section will look over the previous literature following 

interviews and case studies. Last chapter will summarize, discuss the topic and propose 

future research themes.  
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This chapter will build understanding of private equity and its general characteristics. The 

subchapters will go through the history and definition of private equity, as well as the 

process and performance of the funds. 

 

2.1 History of private equity 

 

The history of private equity starts from the US in the 1900s. The purchase of Carnegie 

Steel Co. from Andrew Carnegie and Henry Phipps in 1901 by J. Pierpoint Morgan is 

considered as the first major buyout. The value of this significant sale was $480 million, a 

good reference for future deals. The foundation of American Research and Development 

Corporation (ADRC) in 1946 was the first milestone for private equity investments as it was 

the first professionally managed, publicly traded, and closed-end investment company. The 

new company provided financing for small and new private sector companies. The venture 

capital limited partnerships took its shape and grew in 1960s. Many regulations and 

legislations developed the markets during the years and in 1976 the concept of private 

equity, as we know it now, emerged with the foundation of KKR, a private equity company 

in the US; founded by Jerome Kohlberg Jr., Henry Kravis, and George Roberts. (HVCA, 

2018)  

 

Santa Clara Valley in San Francisco is nowadays better known as Silicon Valley. This is 

due to massive increase in venture capital investments especially into electronic, 

technological and medical industries during the 1980s and early 1990s. These venture 

capital investments reached for example, Apple Computer and Genentech, which both 

become conglomerates. This time period can be seen as the first boost of private equity 

capital. The second wave was between early 1990s and 2002. During these years, 

technology firms were hot topic again, including Amazon.com and Yahoo!. The end of this 

era was realized at the dot-com bubble in the end of 1990s. After the bubble large private 

equity funds attracted institutional investors and private equity activity overall increased, not 

only in the US but also in Europe. (HVCA, 2018) The umbrella association for local private 

capital associations in Europe, European Venture Capital Association (EVCA), was founded 

in the early 1980s (EVCA, 2013). During these years the association has grown from having 

43 members to over 600. 

 

2. THEORY OF PRIVATE EQUITY 
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In the early 1980s, the private equity activity entered Finland. It took few years until in the 

middle of 1990s the amount of private equity firms and investments started to kick off. In 

the early 1990s investments were made only 15-30 million euros per year. It was common 

at first that public sector’s role was big in the investments. In the late 1990s and early 2000s 

more private capital started to flow to Finland and many public funded private equity firms 

were privatized. Even though the history of private equity funding is not that long, as an 

investment type it has established its position especially as capital provider among 

innovative growth companies. (FVCA, 2018) 

 

2.2 Definitions 

 

Private equity can be seen as an alternative investment addition to common stock and 

funds. In 2013 private equity became a regulated asset class after implementation of 

Alternative Investment Fund Managers Directive (AIFMD) and European Venture Capital 

Funds Regulation (EuVECA) (EVCA, 2015). Private equity enables investors to make equity 

or equity-related investments into private, non-listed companies with pooled capital from 

other investors (EVCA, 2006). The investments are done typically through a fund which is 

owned and managed by private equity company. 

 

Private equity is typically divided into two main fund types, buyout and venture capital. 

However, this categorization is not exclusive. These two lines further split up to more 

specific transactions. Figure 3 depicts the break-down of private equity types and will be 

followed by short definitions of these items. 

 

 

Figure 3: Private equity type segmentation. 
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Buyout funds are concentrated on more matured companies and the aim is to develop the 

company and its strategy to exploit the value of the ownership. Buyout funds tend to use a 

lot of leverage in their transactions and thus the most common type of buyout fund is 

leverage buyout (LBO). According to Axelson et al. (2012) the amount of leverage used in 

buyouts is primarily determined by the conditions in the debt markets; when cheaper debt 

is available the leverage increases.  

 

The buyout can be further divided into three parts. In management buyout (MBO) existing 

management together with some or all of the employees take the company ownership. In 

management buy-in, new outside managers make the purchasing transaction of the 

company and take some share of the ownership. Public to private transaction means that 

publicly listed company is delisted from the stock exchange. These transactions are 

becoming more popular as the market values are falling, even though these are challenging 

to structure and they have high execution risk. (Graham & Harvey, 2001) 

 

Replacement capital means that some of the company’s capital is replaced by purchasing 

a minority stake from a shareholder (or shareholders) or from another private equity 

company/fund. (Invest Europe, 2015) 

 

Rescue/Turnaround capital is provided to companies that are experiencing financial 

distress. The aim of providing the capital is to turn the company profitable. (Invest Europe, 

2015) 

 

Growth capital is typically provided to more mature companies. Often a minority investment 

will help the companies to expand, improve operations, and enter new markets so that the 

growth is speeded up. (Invest Europe, 2015) 

 

Venture capital (VC) funds are focused on high-growth start-ups and they provide the early 

stage seed money. Also, some specialize in older, struggling companies and take them 

over by buying their debts and restructure them (Vernimmen et al., 2014, 752). Venture 

capital funds collect the financing from a pool of investors and they tend to use only little or 

no debt at all (Ang, 2014, 595). 

 

In seed financing, funding is given to research and early stage business development and 

concept fine tuning. This occur before the business is in start-up phase. (EVCA, 2002) 

 



10 

Start-up financing is focused on product development and marketing. It is common that 

start-up companies have not yet generated profit and the aim of the funding is to get 

products to be sold commercially. (ECVA, 2002) 

 

Later stage venture funding is focused on operating companies which tend to have previous 

venture capital financing. This later stage venture can be capital provided to the company 

in third or fourth financing round. (Invest Europe, 2015) 

 

2.3 Structure of private equity funds 

 

When structuring private equity funds, the aim is to minimize tax charges and the principle 

is that investors should be better off investing through the fund than directly to the target 

companies (EVCA, 2006). The typical structure of private equity is Limited Partnership 

which includes general partners (GP) and limited partners (LP). Figure 4 illustrates the 

structure more comprehensively. The general partner is generally the same as the fund 

management company. GPs are in control of the portfolio management as the LPs are 

providing most of the capital. The target companies are the focus of the fund structure and 

the companies which private equity funds aims to develop, improve, and sell further with a 

profit.  

 

 

Figure 4: Limited Partnership structure in private equity. 

 

In Europe private equity companies are in different position due to the differences in taxation 

between member states (EVCA, 2010). The taxation differences lead in different fund 

structures, which reduces the efficiency, scalability and deeper focusing on certain 

industries or target company types across Europe. As this thesis is focusing on Finnish 

private equity markets we can notice that according to EVCA (2010) and Borenius and 
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Kemppinen (EVCA, 2006) the most common structure in Finland is the appropriate limited 

partnership, which is benefitting the investors and fund managers in being tax efficient. In 

Finland, the limited partnership is not separately taxable which means that the investors 

can invest through the private equity fund to the target companies and they are almost like 

the shareowners of the target companies. 

 

The private equity funds are typically “closed-ended” funds, meaning that the fund has 

specified term and capital must be committed to the whole term period. The term of the 

private equity funds are typically 10 years and there is a possibility to extend the term with 

one to two years. The committed capital of LP is promised to be called by GP when new 

target companies are found and capital is needed. Typically, the 10-year fund life is divided 

into investment period, follow-on, and exit periods (Metrick & Yasuda, 2010). Investment 

period is the first five years when GPs are granted to make investments. The rest of the 

fund life time is dedicated to improving the target company and making the exit. When the 

time comes and the private equity fund exits the target company, the returns are distributed 

to the LPs and to the fund. A common profit sharing ratio is 80:20, 80% to the LPs and 20% 

to the GPs (Ang, 2014, 611). 

 

2.4 Private equity fund performance 

 

The previous academic research on the performance of the private equity funds is rather 

contradictory. The main cause for different views stems from the availability of the data and 

somewhat misleading performance measures and possibility of data manipulation. 

 

Fundamentally, the returns generated stem from the underlying investments, i.e. the exit 

values of the target companies. Both studies from Robinson and Sensoy (2011) and Harris 

et al. (2014) agree on that net-of-fees buyout funds have outperformed the public equity 

markets, i.e. the S&P 500 index. On the contrary Phalippou (2009) states that the average 

private equity performance is above the returns of S&P 500 before the fees are charged. 

After the fees that the investors are facing, the realized return is below the index. Also, 

earlier study from Kaplan and Schoar (2003) states that in general, net of fees leverage 

buyout fund returns are to some extent less than the S&P 500 returns. It seems that the 

academic research hasn’t found a clear consensus of the performance of private equity. 

 

Even though the research hasn’t reached a clear agreement on the under- or 

outperformance of private equity funds, the rationale must be that the private equity is in 
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general a good investment. Why would otherwise so many investors allocate their funds to 

private equity? Phalippou (2009) continues in his study that “some investors are fooled”. 

This is due to the opaque fee contracts which are structured so that investors don’t fully 

realize the whole fee structure and thus they may undervalue the magnitude of fees. 

Additionally, Marquez et al. (2015) acknowledge the non-transparent fee structure. 

Commonly, the fund charges management fee which is from 1,5 to 3% fixed with additional 

variable 20 to 25% carry interest on the returns. The whole cost of fees may nonetheless 

remain uncertain due to among other hidden costs and costs charged from the fund to the 

private equity company. (Marquez et al., 2015) 

 

The performance of the fund is typically measured through three main measures: internal 

rates of returns (IRRs), total value to paid-in capital multiples, and public market equivalents 

(PMEs). For the fund to achieve good performance the underlying investments, i.e. portfolio 

companies, must produce the returns positioned to them. But there are other factors which 

highly affect the private equity fund return. Phallippou and Zollo’s (2005) findings suggest 

that the main two drivers significantly affecting the fund returns are corporate bond yields 

and stock market returns of the moment when investment is made. These factors are highly 

related to the cost of acquired capital. Valkama’s et al. (2013) study on private equity funds 

in the UK found that the returns are higher in insider driven buyouts compared to outsider 

driven buy-ins. They also agree on the effect of macroeconomic factors; GDP, industry 

growth and stock market returns are driving the private equity fund performance. Thus, the 

fund’s industry allocation is central factor driving the performance.  

 

Contrary to the macroeconomic factors, Marquez et al. (2015) found that key to the fund 

good performance lies in attracting high quality entrepreneurial firms and matching these 

firms with high quality management. Caselli’s et al. (2013) review on contractual terms of 

private equity deals reveals that the number of covenants in the contract is positively related 

to higher returns, no matter in which method the returns are calculated. Their reasoning is 

that high quality firms can accept more covenants since the terms are unlikely to affect 

them, meaning that high-covenant contracts signal high quality. 

 

Nonetheless, the main source for private equity fund performance lies in the portfolio 

companies. Chapter 5.2 will focus on the value added means by which private equity 

investors affect portfolio companies’ performance. Through affecting the performance, 

private equity investors create value which at the end translates to fund performance. 
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2.5 Private equity process 

 

The whole private equity investing process contains everything between setting up a fund 

and exiting target company and distributing the capital back to LPs. One can roughly divide 

process into three phases: fund-raising, investing, and exiting. In this chapter, these steps 

will be reviewed in more detail. 

 

2.5.1 Fund-raising 

 

In the fund-raising part, the private equity fund itself has to be founded and the structure of 

the fund thought through. The fund manager(s) sell their own knowledge and experience to 

the investors. At this point typically target companies are not yet identified. The past success 

of the manager is very important at this point, since it is one of the most important things 

the investors are evaluating, even though past performance isn’t guarantee of future. In 

general, the fund manager is able to scrape together a bit more capital than what was the 

amount of capital in the manager’s previous successful fund. (Pajarinen et al., 2016) 

 

To stay in business, private equity companies need to establish new funds. This happens 

on average every three to five years, if the private equity firm is successful. In order to raise 

these funds in this interval, LPs must consider the fund performance to stem from GPs skills 

than just pure luck. (Metrick & Yasuda, 2010) Kaplan and Schoar (2003) argue that good 

fund performance, i.e. outperformance of the industry, indicates future outperformance and 

on the contrary past underperformance is a hint for LPs of future underperformance. They 

found that the persistence is between the now existing fund and the second previous fund, 

not only between the current and preceding fund. 

 

From Figure 5 we can see that the global fund-raising was truly affected by the 2008 

financial crisis. During the crisis years the raised capital stayed at a lower level but now 

fund-raising has increased since and has reached pre-crisis levels. When we compare the 

pre- and post-crisis periods, the growth hasn’t been as fast in the post period as it was in 

the pre-period. This can still be due to uncertainties influencing the investors. Lower values 

might relate to lower returns on the post-period. 
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Figure 5: Global private equity capital fund-raising (Bain & Company, 2018). 

 

The Transaction Advisory Services of the consult house EY (2018) have also seen the 

changes and challenges in matured fund-raising and provides advise on this phenomenon. 

They point out that private equity firms should be organized and provide competitive fee 

structure as the investors are demanding. As private equity is increasingly affected by the 

legislation, fund managers need to stay on top of the rules and in that line, be sure to give 

resources to compliance when retail investors come to provide capital. Flexibility is also a 

key to attract investors as some investors may want to co-invest. With this private equity 

houses might be able to do bigger deals. (EY, 2018) 

 

2.5.2 Investing 

 

At the investing phase, the fund manager needs first to scout for possible target companies, 

value them and develop the business. Different fund characteristics and industry focuses 

can be a limiting factor when searching for targets. Some funds don’t have any specific 

industry focus, but some funds are more concentrated on certain industries or company 

types (age, type etc.). The process of eventually finding good targets is long and involves 

screening many firms for nothing. Capasso et al. (2014) made a study of an Italian private 

equity fund. The fund examined 240 possible target companies, and ended up making an 

investment and shareholder agreement only with 7 companies, making the rate only bit less 

than 3%. Also, Gompers’ et al. (2016) survey on venture capital firms supports previous 

evidence; an average firm screens more than 400 companies and only invests in five in a 

given year. 889 venture capitalists in the US and outside participated in the survey. A recent 
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study by Clarkson et al. (2016) in Australia found that target companies that have higher 

level of insider ownership and larger boards compared to corporate peer group tend to 

attract private equity bids. Related to the tendency of private equity investors to select 

quality companies, the study found out that generally those companies that are more 

profitable, larger, more efficient in producing asset turnover, and have greater amount of 

free cash flow compared to corporate targets, gain the attention of private equity investors.  

 

As previous literature is reviewed, it can be seen that the research focuses mostly on the 

private equity point of view. The investing phase is also important to the target company as 

it is also in its interests who is coming to structure and manage the firm. The owners and 

management are looking for an attractive partner who is serving their needs and providing 

a good deal on financing. It is not always even the case that the target company would like 

to get involved with a private equity investor. In Capasso et al. (2014) study, in fifth of the 

initial target cases the entrepreneurs were unmotivated of having private equity presence. 

 

The ulterior motive behind developing the business, its strategy, management and financing 

base, is to create added value. Through the added value the fund receives performance 

fees, and higher exit value turns into high carried interest payments to the fund. Part of the 

added value comes from mentoring the top management and improving governance 

(Gompers et al., 2016; Pajarinen et al., 2016). The main ways a private equity can create 

value in the target company will be discussed later in literature review section 5.2. 

 

2.5.3 Exit 

 

The last, exit phase, is the true measure of the effectiveness of private equity. There are 

several types of ways to make an exit. Pajarinen et al. (2016) lists the six main ways used 

in Finland during 2008-2015: buying private equity investor out, write-down, selling to the 

management, trade sale to other company, selling to another private equity fund, and initial 

public offering (IPO). The four first listed ways accounted 80% of all exits roughly in equal 

share. Compared to Europe and other Nordic countries, buying private equity investor out 

is much less common way than in Finland, it accounts less than 10% of all exits. 

 

Jenkinson and Sousa’s (2015) study on European leveraged buyouts reveals that capital 

markets conditions are the main factor determining the exit route. They focused on IPOs 

and secondary buyouts and found that when the target company can bear significantly more 

debt in its capital structure, the secondary buyout by another private equity fund is more 
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likely to happen. These secondary buyouts tended to happen in later life of the fund as the 

IPOs were more used as an early exit. 

 

Kaplan and Strömberg (2008) argue that in the data of LBOs documented in CapitalIQ 

database, the most occurred exit route is selling the portfolio company to a strategic and 

non-financial buyer. They also acknowledge the importance and increased use of 

secondary buyouts and agree on the low and decreased level of IPOs. Recent briefing from 

the consulting company EY (2017) agrees on these academic notions, stating that in the 

middle-markets, secondary market transactions counts for a bit over 50%, while at the same 

time IPOs count only for 10% of overall exits.  

 

The value of the exit is forecasted already in the early stages of investment, based on the 

assumed time of exit. The final value of investment is done in private equity firms typically 

by using comparable of publicly traded companies and those which have been targets of 

acquisitions. On selecting the comparable companies, the most important criteria are 

industry and firm size following with similar growth numbers, margins and geography. 

(Gompers et al., 2015) 
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This chapter will go through the current situation of private equity in Finland. So that the 

status quo of Finnish private equity can be created, global and European situation will be 

represented for comparison. The chapter will look over among other investments and exit 

statistics.  

 

The global buyout investment value totalled in 2017 $440 billion (~€357 billion) which is a 

small increase from 2016 ($369 billion, ~€299 billion). The buyout activity, when measured 

as deal count, has been dropping since high-water mark year 2014. In 2017, 3 077 deals 

were made, compared to 2014 when the amount of deals reached almost 4 000. (Bain & 

Company, 2018) According to the report from PWC, 2017 showed improvements in private 

equity buyout markets in Europe. The deal value was €140,7 billion (22,3% surge from 

2016) and the transaction activity increased 10,5% to account 1 431 deals. (Roberts & 

Naydenova, 2018) Europe’s share of the private equity activity is roughly one quarter.  

 

The available data of Finnish private equity markets is rather limited. The Finnish 

Pääomasijoittajat -association (previous FVCA) can be held as a rather reliable source as 

the association is fostering the private equity activity in Finland. Additional sources of data 

are studied for more comprehensive view. 

 

The data about Finnish private equity companies’ investments accounts only to year 2016. 

This year was very good since together Finnish buyout and venture capital companies 

invested €453 million. From this buyout companies’ share was €332 million and venture 

capitals’ €121 million. The transaction activity was higher in venture capital arena. Total of 

195 companies got venture capital funding, when at the same time 70 companies got 

funding from Finnish buyout funds. (FVCA, 2017) 

 

Figure 6 below shows the development of investments and the breakdown between buyout 

and venture capital investors. It is typical for Finnish private equity sector that buyout funds 

are dominating in the amount invested, but venture capital funds are on the other hand 

dominating in the number of companies where they have invested.  

  

3. STATUS QUO IN FINLAND 
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Figure 6: Investments made by Finnish private equity companies (FVCA, 2017). 

 

When combining the foreign and Finnish capital invested, both in to Finnish and foreign 

companies, total of 234 companies got funding amounting to €653 million. In year 2016 

Finnish private equity companies invested €70 million into foreign portfolio companies. 

(FVCA, 2017) This shows that Finnish private equity markets have developed enough so 

that Finnish funds are sufficient to make investments abroad. 

 

The data available about capital invested into Finnish companies is contradictory. According 

to the data published in 2017 (FVCA, 2017), in year 2016 the capital invested was at its 

highest, totalling €383 million. More than double (€216 million) from this came from foreign 

private equity investors. This is a significant increase from past years. The trend from 2010 

has been positive as can be seen from below Figure 7.  
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Figure 7: Private equity capital invested into Finnish growth and start-up companies (FVCA, 

2017). 

 

The newest data (published in 2018) provided by the Pääomasijoittajat -association states 

that in the year 2017 the capital provided to Finnish companies was at the highest level. 

This level equals €349 million (Pääomasijoittajat, 2018d), which clearly is less than in 

previous year if we use the data published in 2017 as a reference. When the investment 

levels are further studied in the new publication, the information from previous years have 

changed. Figure 8 below shows the development of financing received by Finnish 

companies. It is unclear why there has been such a significant change in the values 

presented. Have the previous year values been updated to account some new information 

or have the values been adjusted so that the last year 2017 would appear to be a peak 

year? This shows that the information available of the markets and its status is inaccurate 

and possibly biased. Nonetheless, the trend in private equity investments received by 

companies in Finland is upward sloping and shows positive development. 
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Figure 8: Private equity capital invested into Finnish growth and start-up companies 

(Pääomasijoittajat, 2018d). 

 

The global exit value and activity was good, but nothing compared to high peak years of 

2014 and 2015. Last year’s 1 063 exits valued $366 billion (~€297 billion) and was far 

behind of the 2014 peak when the total exit value was $464 billion (~€377 billion). The trend 

after the financial crisis has been increasing and in 2014 exit values and transactions were 

all-time high. (Bain & Company, 2018) The share of Europe’s exit values was in 2017 

approximately 30% of the global activity totalling €165 billion. According to the data form 

FVCA (2017), private equity companies exited from 87 Finnish companies in 2016. The 

report did not reveal the value of these exits. When compared to the year 2015, Finnish 

private equity companies exited a bit more, total of 100 exits. 

 

Globally an estimate of all active private equity companies is close to 8.000. The amount 

has steadily grown from the early 1990s. (Bain & Company, 2018) According to the member 

list of Finnish Venture Capital Association, in Finland there are 57 private equity investors 

that are members of the FVCA in the spring 2018 (Pääomasijoittajat, 2018a). In addition to 

these investors there are also other players in Finland who are not members of the 

association. 

 

The statistics from Pääomasijoittajat (2018c) agree on that private equity is one source of 

the economic growth. During 2016 the Finnish private equity backed portfolio companies’ 

revenue grew over 11% and the employee number grew 13%. When compared to other 

Finnish companies, the growth numbers are significantly higher. This shows that private 
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equity companies have a clear impact on the economy and that they do prosper growth on 

their target companies. 

 

As the Finnish economy is rather small and there is only limited number of companies where 

private equity could invest, it is not uncommon that a portfolio company is sold at secondary 

markets. Secondary private equity market means that a portfolio company is sold to/bought 

by another private equity company (Ang, 2014, 432). In one of the cases following, a 

secondary buyout has occurred.  
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The chosen industry in this thesis is machine building industry. The industry is a combination 

of manufacturing basic metals (C24) and manufacturing of machinery and equipment n.e.c. 

(C28). These industries are based on the NACE (Nomenclature générale des Activités 

économiques dans le Communautés européennes) Rev. 2 codes which is classifying units 

dealing in economic activities (Suomen Tulli, 2018). The industry’s companies produce 

among other melting iron and non-ferrous metals, reproducing them, manufacturing 

machines and power producing components (Tilastokeskus, 2018). Machine building 

industry can be classified under metal industry. As the statistics available are not accurate 

enough to account only machine building industry, metal industry is used to represent the 

situation in the industry. 

 

The technology industry is in Finland one of the biggest sectors of the economy, producing 

roughly 50% of annual exports. Of this, about 80% is represented by machinery, metals and 

electronics sectors. These sectors struggled in the 2008 crises and are still recovering. 

(Technology Industries of Finland, 2018b) The total value of industrial output measured as 

sold production in 2016 was €78 billion, increased by 0,7% from previous year. From this, 

40,8% (€31,9 billion) came from metal industry. The growth was slightly negative 0,2% from 

previous year. (Statistics Finland, 2018d) 

 

According to the Statistics Finland (2018c) the manufacturing industry’s turnover grew 

almost 7% in the last quarter of 2017. Of this, the metal industry’s turnover grew more than 

6% when compared to the last quarter of 2016. Even though the industry has not yet 

reached the highs before the 2008 crisis, the trend seems to be slowly increasing. Figure 9 

below shows the working day adjusted and trend series of industry’s turnover on quarterly 

level. The turnover is highly quarterly cyclical and it can easily be seen that after the financial 

crisis the last quarters of the post-crisis years has shown clear increase. This can be due 

to reasons in accounting that every possible income affecting the turnover is wanted for the 

last quarter so that the yearly turnover can be increased as much as possible. 

 

4. MACHINE BUILDING INDUSTRY IN FINLAND 
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Figure 9: Turnover of Finnish metal industry, 1995-2018 (Statistics Finland, 2018a). 

 

Industrial manufacturing output has grown in January 2018 by 0,1% when compared to the 

previous month and 4,8% to year-on-year values (Statistics Finland, 2018b). Figure 10 

below shows the trend and working day adjusted series of the industrial output of the metal 

industry on monthly level.  

 

 

Figure 10: Industrial output of Finnish metal industry, 1995-2018 (Statistics Finland, 2018e). 

 

In the Figure 10 above, the monthly effect on the industry’s output can be seen. As the 

companies in the industry are relying on the demand needs of the customers, the cyclicality 
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stems from the market situation in the manufacturing industry. The growth before financial 

crisis in 2008 was steady. The effect of the crisis is clear as it struck hard the metal industry. 

Situation after the crisis is slowly improving, and the ups and downs of the cycle are closer 

to each other, meaning that roughly every second quarter is showing growth. 

 

During the past few years the metal industry has been in some sort of stagnation. This can 

be seen on both above figure 10 and 11. The Finnish Teollisuusliitto (2017) is saying that 

the employment hast been recently slightly declining but the it is expected to turn moderately 

positive in coming years at the same time with the industrial output. They see the hindrances 

in metal industry to stem from low investments into equipment and R&D, which is causing 

the product range to be old-fashioned.   

 

4.1 Private equity in machine building industry 

 

During the data collection process, it came across that there isn’t a clear source of private 

equity activity data in machine building industry. Data obtained from Amadeus database 

(Bureau Can Dijk, 2018) suggests that starting from year 1997 there has been 164 private 

equity transactions where the target company is Finnish and operating in the selected 

industry. A remark needs to be made about the reliability and coverage of the data. The 

data includes many points where data is not available. This creates wanting information of 

the reality and weakens the information available of private equity transactions. Through 

the interviews more information is gathered about the transactions.  
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The academic research has been interested in private equity quite soon after it had 

established its foundation. Majority of the research has been done in the USA, as the US 

private equity markets are by far the largest. The second most studied ground is in the UK, 

which can relate that in the UK there is a vast number of private equity firms. The academic 

research on Finnish private equity markets is very thin. In a small economy, the activity is 

naturally lower than in more established bigger private equity markets.  According to the 

Scopus (2018) document base there are almost 2000 articles from the US and more than 

700 from the UK. There are only 39 articles that have country or territory affiliation in Finland. 

This shows how much less research is done about Finland compared to bigger economies. 

 

The screening process for relevant articles started from the Lappeenranta University of 

Technology’s international article portal. The process was done in three phases: first to find 

literature about the investment criteria and factors, second about performance of target 

companies, and third about the Finnish private equity markets. The literature selection 

process is shown in Figure 11 below.  

 

 

Figure 11: Search process for literature review. 

 

Phrases “private equity” AND “investment criteria” were used to find articles about the 

factors that private equity investors are looking and valuing in the selection process of 

finding portfolio companies. Addition to academic journal articles, a few other private equity 

5. PREVIOUS RESEARCH 
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associations’ reports were considered. At the end, only few relevant articles were selected 

additionally to non-academic references. 

 

For finding the literature related to performance of private equity backed companies, 

following search criteria was used: “private equity” AND “target performance”. Only peer 

reviewed articles were selected. Further selection of articles was done by analysing the 

abstracts to find relevant and appropriate articles. Many of the articles were found through 

screening the references of few selected articles. 

 

The search criteria for finding articles related to private equity markets in Finland was 

“private equity” AND “Finland”. Only peer reviewed articles were chosen. None of the 

articles considered Finland as the only economic area as majority of the articles focused on 

the European level. The main reasons for leaving out articles at this stage was irrelevant 

context and not enough specific data on Finnish market dynamics. 

 

The literature review is divided into three parts accordingly to the search process. Previous 

literature is first analysed to gain understanding of what are the criteria and factors that 

private equity investors are considering in portfolio companies before making the decision 

of investment. Second part will focus on target company performance and means that 

private equity is adding value to the company. The third part will orientate to Finnish private 

equity markets on theoretical perspective. 

 

5.1. Private equity investment criteria 

 

A study by Feeney et al. (1999) studied in the investment criteria of private equity investors 

in Canada. By interviewing 194 investors they found that the attributes of the owner (e.g. 

track record of management, integrity, and realism) and the company (e.g. potential for 

profit, reasonable exit plan, and appropriate involvement of the investor) are both highly 

considered criteria. However, both were also shortcoming reasons why not to invest. The 

shortcoming owner attributes included lack of management knowledge and realistic 

expectations, and personal qualities, such as entrepreneur’s lack of vision or integrity. From 

the business side, three main shortcomings were deficiency of management team, poor risk 

return trade off, and cash shortage and lack of owner’s equity.  

 

Dattani & Patel (2007) studied the decision making of private equity managers in India and 

found similar results. They conclude that entrepreneur and management team are important 
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criteria. Addition to these two, they found that also the product and company financing have 

significant impact on decision making. 

 

The entrepreneur/owner seems to be one of the main criteria for private equity. This comes 

clear especially in the case of family firms. Findings by Dawson (2011) of 35 Italian private 

equity fund managers, state that private equity professionals value experienced family 

owners who provide intangible resources such as human and social capital, and tacit 

knowledge. These can be used as potential sources of competitive advantage. Another 

valued criterion found in the study was firm’s professionalization. This was indicated as 

having nonfamily managers in the firm operations. 

 

MacMillan’s et al. (1985) survey in the US reveals that ultimately the decision on venture 

capital investment relies on the quality of the target company’s entrepreneur. Results on 

102 responses stated that the top ten characteristics determining the investment had to do 

with the personality or experience of the entrepreneur. Results suggest that especially in 

the venture capital arena, the entrepreneur has a significant role in the investors’ decision 

making. 

 

More recent study by Zinecker and Bolf (2015) on Russian and Central and Eastern 

European countries’ venture capital markets reveals that most significant criteria among the 

investors are the uniqueness of the product, its potential for global markets, and target 

company’s competitive advantage. Managements’ characteristics were also seen 

significantly important but however, the significance was lower when compared to market 

and product criteria. 

 

The Finnish Pääomasijoittajat (2018b) (previously FVCA) have studied the criteria a bit 

more specifically. For start-ups they have identified criteria into following questions: 

• Does the company have technological competitive advantage? 

• Does the team have right expertise (recruiting, key persons committed)? 

• Is the business scalable and is there previous reference of international demand? 

• Are the contracts up to date (immaterial rights belong to the company, shareholders’ 

agreements are valid)? 

• What is the clear need for financing? 
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In growth companies existing financial statements are studied and valued. According to 

Pääomasijoittajat (2018b) in due diligence private equity investor is already coaching the 

company and the private equity focus in on the following factors: 

• Motivation, vision and competence of the management team. 

• Strong and coherent company culture. 

• Ability to grow and create added value. 

• Credible vision and growth strategy. 

 

5.2 Private equity creating value added 

 

During the history of private equity, studies have focused on the improvements that funds 

do to the portfolio companies. Early in the 1989, Jensen found that private equity companies 

create economic value and improve firm operations by applying financial, governance, and 

operational engineering. The following chapters will describe the findings in previous 

literature on target company performance and will categorize topics under three value 

increasing actions described by Jensen (1989). The categorization is more directive than 

mutually exclusive since some measures of performance can go also under another 

category. 

 

5.2.1 Financial engineering 

 

Through financial engineering, private equity focuses on reducing agency issues. This done 

by providing leverage and management incentives. Management team is typically given an 

equity upside through stocks and options. Additionally, management is required to make a 

significant equity investment to the company. This way target company management team 

has meaningful up- and downside, and management is thus committed to improving the 

business. (Kaplan & Strömberg, 2008) 

 

Kaplan and Strömberg’s (2008) study in the US of LBOs in 1996 to 2004 reveals that on 

average a CEO receives 5,4% of equity upside while management team as a whole gets 

16%. Acharya et al. (2008) have made similar findings in the UK, where CEO gets an 

average of 6% of equity while management team in its entirety gets 9%. A survey made by 

Gompers et al. (2015) indicates that an average 17% of the company equity is allocated 

management and employees. The CEO’s share is on average 8%.  
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At the same time when company’s equity is shared to management, the capital structure 

commonly includes high amount of leverage. This reduces management’s incentives to 

waste money, as they have interest and principal payments to make. It also lowers the free 

cash flow problem, where cash is rather dissipated and not returned to the investors. 

(Kaplan & Strömberg, 2008) In leverage buyouts the average debt ratio according to Kaplan 

(1990) is 85% at the time of completion of the buyout transaction. For comparison, the 

average ratio for public companies before leverage buyout is 20%. (Jensen, 1989) 

 

In the US context a survey conducted by Gompers et al. (2015) suggests that the typical 

median capital structure at the deal closing time is 60% debt-to-total capital and median 

debt-to-EBITDA ratio of 4. Authors note that both ratios seem surprisingly low, and find 

possible reasons in survey’s investor characteristics, and connection of timing of survey 

and economic situation where debt levels where historically low. Reason of survey timing 

can be validated by Axelson et al. (2012) who have documented that the amount of leverage 

is highly related to debt market conditions; low debt levels indicate higher leverage. 

 

As many of the private equity deals are highly leveraged, the question remains if this 

leverage is negatively affecting the performance of the target company. According to 

Tykvova and Borell (2012), buyout target companies in Europe between 2000 and 2008 are 

not suffering from financial distress and bankruptcy any more often than non-buyout 

companies do. The industry best practice seems to channel private equity investors to 

select target companies that overall have a lower financial distress risk than comparable 

companies. Researchers point out that private equity investors can even decrease the 

probability of bankruptcy if the fund managers are experienced. 

 

Bruton’s et al. (2010) study on IPO performance in the UK and France shows that venture 

capitalists and business angels, i.e. high wealth individuals, as owners are affecting the 

performance of the firm differently due to the different ownership strategies and focuses. 

Both owners focus on adding value into the IPO company before turning it into public. Post-

IPO, the focus of venture capitalists’ shift to serve the LPs in the fund while business angels’ 

focus continues to stay in the IPO firm. This suggests that having a business angel as an 

owner has more significant value adding effect to the target. This result might stem from the 

fact that business angels are their own principals, as they don’t have other investors or a 

fund behind them, and that they tend to be longer-term investors when compared to venture 

capitalists. Longer-term investing yields to being more involved in the ex post monitoring 

and advising activities. (Bruton et al., 2010) 
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5.2.2 Governance engineering 

 

Through governance engineering, private equity investors control the board of portfolio 

companies. Management incentives guide managers (i.e. board members) to work for the 

company’s benefit and active ownership and involvement of the private equity investors in 

the governance reduces monitoring costs. (Jensen, 1989) 

 

Private equity is more actively involved in the company governance than in public 

companies. Private equity backed companies’ boards are smaller and meet more frequently 

(average 12 formal meeting per year) than in comparable public companies. (Kaplan & 

Strömberg, 2008) Acharya et al. (2008) agree with the findings. Based on 66 UK based 

mature private equity house deals during 1996 and 2004, they state that portfolio company 

boards are smaller than comparable public boards by about two members, resulting in an 

average of eight members. The constituents of portfolio company boards are typically 43% 

management, 33% private equity company staff and the rest is non-executive directors 

brought by the private equity company. 

 

Extensive survey by Gompers et al. (2015) on private equity investors reveals that the size 

of the board is linked to the size of the private equity firm, even though they prefer small 

boards, of 5 to 7 members, larger private equity firms have larger portfolio company boards. 

The survey also shows that private equity investor will take an average of three board seats 

and distributing this between management and outsiders, who are not linked to the private 

equity firm. A bit more than double of the survey participants said they recruit their own 

senior management team to the target company at some point of investment. The 

governance engineering is as well very similar in venture capital firms. Venture capital 

investors are sitting on the board and many of them provide mentoring and advising to the 

entrepreneurs and management (Gompers et al., 2016).  

 

As an actual governance incentive, private equity investors demand good performance from 

the management. Thus, private equity investors are not hesitant on replacing 

underperforming management. In deals studied Acharya et al. (2008), the CEO was 

replaced in every third company during the first 100 days. In two-thirds of the deals, the 

replacement occurred at some point of the deal. 

 

The Italian evidence suggests that the size of the private equity investment affects the board 

of the target company. If the private equity investor takes the majority ownership share of 
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the company, then the board goes through higher turnover than comparable non-private 

equity backed target companies. The findings are similar also for the CEO turnover rates. 

The higher turnover rate results in younger and less “local” directors, meaning that majority 

of the directors are not from the same province as the target’s headquarters are. If the 

private equity stake is a minority ownership, the turnover rates are much smaller than in 

majority case and in comparable companies. This results in private equity investors being 

more effective, since they don’t mix the original board features substantially. When private 

equity investor has the minority share, it doesn’t try to gain full control over the board and 

typically leaves the CEO and chairperson seats to the original managers. These results 

point out that private equity investors ability to add value to firms where founders have 

substantial role in management is through complementing the management and not 

overruling it all. Though, in a case where the founders are not that close to the business 

anymore, the majority ownership gives better potential to create value. (Battistin et al., 2017) 

 

5.2.3 Operational engineering 

 

To create value through operational engineering, the private equity firm needs to have 

enough industry and operating expertise that they can utilize in improving the target 

company business. Due to this required expertise many private equity firms focus on certain 

industries where their fund managers have previous experience. (Gompers et al., 2015) 

This industry focused knowledge-base is used among others to identify attractive targets, 

and develop and implement plans for value creation for the portfolio companies (Kaplan & 

Strömberg, 2008).  

 

Measures of operational engineering includes sales and cost development, and shaping the 

strategy or business model (Gompers et al., 2015). Restructuring the strategy might often 

require changing the management, which is linked to the governance engineering. Other 

operating engineering measures include profit margins, working capital inventories, cash 

flow, employment growth, and receivables (Jensen, 1989; Kaplan & Strömberg, 2008). 

 

A study based on Swedish private equity buyouts by Bergström et al. (2007) interestingly 

found out, that statistically buyout target companies perform significantly better than peer 

group non-buyout companies when measured with EBITDA-margin and return-on-invested-

capital (ROIC). EBITDA improvement during the holding period increased 3,07%-units. The 

ROIC measure increased on average 17,38%-units which is relatively high and the authors 
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argue reasonability of the magnitude. In peer groups neither of the measures changed 

notably during the holding period. 

 

Kaplan (1989) found in his study of 48 large management buyouts between 1980 and 1986, 

that buyout companies have better operating performance than their counterparts in the 

industry. The operating income to sales ratio increased by 10 to 20%, measured as 

absolutely and relative to industry counterparts. In study of the UK private equity deals, 

Acharya et al. (2008) found that private equity ownership increases the EBITDA-to-sales 

margin by an average of 4% when compared to pre-acquisition phase. Findings made by 

Guo et al. (2011) on 192 LBOs finished between years 1990 and 2006, suggest that 

operating performance improvements are comparable or only slightly higher than in 

benchmark companies, which were selected based on industry and pre-deal characteristics. 

 

When focusing on portfolio company cash flows, Kaplan (1989) detects that the median 

cash flow increases in the first few post-buyout years by 20 to 40%, net of industry changes. 

Guo et al. (2011) state that higher cash flow gains are in connection with higher increase in 

leverage. Their results show a median gain in net cash flow of 14%, when using 

performance-adjusted benchmark. Interestingly Guo et al. find that portfolio company cash 

flow performance is improved when the CEO is replaced at the buyout or shortly after the 

deal. 

 

As the previous literature shows, majority of the research has found positive effects on 

target company. A study made in the US markets of public-to-private LBOs presents a 

different light. Ayash and Schütt (2016) recently argue that target company performance 

can be found only if the used measure is not taking into account the distortions caused by 

accounting. They propose an adjusted measure where EBITDA is set for restructuring 

charges and is scaled by tangible assets. When replicating previous studies authors find no 

evidence of portfolio company performance improvements when measure with their 

proposed adjusted proxy. 

 

As typically private firms create the magnitude of the jobs, Paglia and Harjoto (2014) have 

studied whether or not private equity funding is affecting employment growth rates and sales 

in small and mid-sized companies in the US between 1995 and 2009. They find that the 

effect is positive to these two items for three years after funding. The impact of venture 

capital is also positive but the effect is much faster; immediate after funding. The suggestion 
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is that for private equity it takes more time to actuate new strategies but for venture capital 

the type of the early funding requires faster implementation. 

 

According to Jensen (1989), operational efficiency in leverage buyout scheme is created 

without large layoffs. Though, the employment is not growing as fast as in comparable 

companies, but most importantly, it is not systematically falling. This is interesting aspect as 

operating performance can be easily improved through reducing employment costs. In 

Kaplan’s (1990) study of public company buyouts during 1979 and 1985, median 

employment increased from 1 to 5%. (Jensen, 1998) On Swedish context, Bergström et al. 

(2007) found out that in private equity deals employment and wage level growth 

developments are no faster than what is in peer group. 

 

Scellato and Ughetto’s (2013) study on private equity buyouts in Europe also find a positive 

effect of funding to employment in target firms and growth of total assets. In their profound 

research on private equity buyout companies, they reveal that generalist funds have 

negative impact whilst turnaround funds have positive association with target company 

operating profitability. Their evidence would support the finding that it matters what type of 

private equity fund is involved. Additionally, in buyout cases the investors don’t typically 

implement company restructuring which would lead to reductions in employment and asset 

divestments. 

 

Davis et al. (2011) study on employment of 3 200 private equity backed companies in the 

US during 1980 and 2005 suggests that private equity deals do lead to job losses. At the 

establishments operated by the portfolio companies the employment is decreasing 3% 

during three-year post-transaction period and 6% during five years, relative to control group. 

However, portfolio companies create faster new jobs in greenfield establishments than 

control companies. Accounting this, the employment differential decreases to less than 1%. 

These results suggest that private equity backed companies generate creative destruction. 

 

5.3 Private equity markets in Finland 

 

The journal-level academic research on private equity in Finland is rather narrow. Many 

articles are focusing on Europe and have Finland only as one of the countries from where 

to obtain data. Usually no country specific results are represented from where to draw 

precise conclusions on Finnish markets. 
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However, some authors group similar countries and their results together so that the 

findings can be generalized to Finnish markets and we can better understand the drivers 

and dynamics of the markets. According to Precup (2015) the Nordic countries invest in 

research and development more that the European mean. Investments tend to foster growth 

and create jobs. The study from Precup (2015) shows that the main drivers of private equity 

activity are in fact market capitalization and unemployment. Bernoth and Colavecchio 

(2014) have similar results. They show that in Western European countries (including 

Finland), the faster the country’s GDP is growing the more private equity investments it is 

attracting. Additionally, the equity market capitalization and unemployment rate affects 

positively the private equity investment decision. 

 

The economic growth seems to have very strong effect on private equity funds, and vice 

versa. Gudiskis and Urbsiene’s (2015) results show that short-term causality exists between 

granted patents and private equity. Granted patents accumulate private equity investments, 

as patents are based on ideas that private equity further helps to develop and adopt. 

Pradhan et al. (2016) show that in Finland, venture capital causes per capita economic 

growth both at early stage and at later stage investment. When the dynamics are studied at 

both early and at later stage of investment, the per capita economic growth causes venture 

capital. The results from both studies suggest that there is a link between economic growth 

and private equity and that policy makers should be interested in attracting private equity 

investors into Finland. 

 

A study by Dziekonski and Ignatiuk (2015) reveal investor types in funds raised in Nordic 

region between 2012 and 2014. In 2012 the most common investor type was government 

agencies (29,7%). Through the years government agencies’ share has dropped to only 

6,4% and the dominant investor type is pension funds, 27,4%. Even though Sweden is the 

biggest influencer in the Nordic private equity arena (Spliid, 2013), we can generalize these 

results to Finland. The government has had a major part in supporting the Finnish private 

equity funding, but the trend is turning into having more institutional investors, such as 

pension funds, which are providing 25% of the funding nowadays (Pajarinen et al., 2016). 

This shows how the development has shifted towards more diverse investor types. 

Dziekonski and Ignatiuk’s (2015) study is also in line with previous literature. They agree 

and confirm the correlation between private equity/venture capital activity and existence of 

well-established equity markets. This structure is enforced by legal systems. 
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Study by Spliid (2013) compares the private equity markets in Nordics and the US. Spliid 

finds more discrepancies than similarities between the markets: fund-raising is more 

complicated in the Nordics due to dependency on international investors and “less-

developed” markets, transaction volume is much smaller, managers’ values differ 

significantly and thus financial incentives don’t alone lead to same results in Nordic as in 

the US. 

 

Based on the previous journal-level literature, little is known about the theory of Finnish 

private equity markets dynamics. It is important to study the Finnish markets as a such, 

because theories developed on bigger countries are not having the same effects and 

reactions in smaller economies. As Spliid (2013) states: “it is difficult to draw conclusions 

on Nordic private equity, if the analysis is only based on American theories and 

experiences”. 

 

Even though journal-level articles on Finnish private equity is narrow, the theme has been 

a topic in several theses. Among others, Järvenpää (2014) studied value-adding mechanics 

of private equity investors in Finland and found that these are improved entrepreneurial 

behaviour, use of expertise, and supporting and guiding management. Falck (2016) also 

studied value-adding mechanisms in family firm buyouts. Falck’s analysis suggests that 

private equity investors focus on board work, improving reporting, strategic encouraging, 

and stewardship acting. Jaakkola’s (2007) thesis has an industry focus, forest industry. The 

thesis examined how has the private equity investments to forest industry changed and who 

are the investors. Männistö’s (2009) thesis on the impact of private equity in Finland shows 

that growth in number of employees and in sales is faster in private equity backed 

companies than in comparable ones. 

 

Based on the existing literature there hasn’t been much research of private equity and 

machine building. Even though other studies have focused on the value added means, a 

special industry focus on machine building is missing. Thus, the purpose of this research is 

to fill the gap. 

 

5.4 Discussion of previous literature 

 

This chapter aims to draw main points from the three previous literature sections. The 

chapter also ties the previous literature to the research questions and answers those 

questions that can be answered from the theoretical perspective. Further in the interview 
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section these answers are further developed to account the methods used in practise. Table 

1 lists the most relevant academic research from the perspective of this research. 

 

Table 1: Relevant research papers from the perspective of the thesis. 

 

 

For a private equity fund, critical factors in target company are current management, quality 

and potential of the target company, and future prospects before the investment. This is 

answering the 2.1 research question, ”What are the factors that private equity investors are 

looking before and during the investment”, from the theoretical viewpoint.  

 

Private equity investors manage portfolio companies and create added value through 

financial, governance, and operational engineering. Answer to research question 2.2 “What 

are the mechanisms used by private equity to add value to portfolio company?” is 

summarized below. Financial engineering focuses on reducing agency issues. Agency 

issues are reduced by providing management incentives and leverage to the company, so 

that money isn’t wasted. Debt ratios are typically much higher in private equity backed 

companies than in non-backed companies. 
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In governance engineering private equity investors’ focus is on supporting and managing 

the board and management of the company. Investors take few seats of the board and 

commonly bring also outside specialists to board members. Private equity investors aren’t 

hesitant to replace existing management if its underperforming. 

 

Compared to previous two engineering methods, operational engineering centralizes to 

improving portfolio company’s business operations. This includes among other things 

improving cash flow, working capital inventories, profit margins and reducing costs. Studies 

have found improvements in EBIDTA-margin, operating income-to-sales ratio, and 

employment rate.  

 

Answer to research question 1.2 “What do we know about Finnish private equity markets 

based on previous research?“ can be summarized followingly. Based on previous journal 

level academic research, Nordic countries are less developed than in the US and thus fund-

raising is more difficult due to reliance on international investors as markets are small and 

“less-developed”. Nordic countries have tendency to invest more on research and 

development when compared to the European mean. Investor types in Nordic countries 

have over the years developed to be more diverse and less reliant on government funding. 

 

Of the factors that are driving private equity activity among others unemployment and GDP 

growth was brought up. The unemployment rate in Finland in December 2017 was 8,7%, 

which is a bit higher than the European Union average (Eurostat, 2018). The statistics show 

that the unemployment rate has stayed stable in the last year. The expectation for the 

unemployment is to slightly decrease and at the same time the economic growth is expected 

to be a bit higher than 2% (Boxberg, 2017). These observations would suggest that the 

baseline for private equity activity in Finland is good.  

 

In the following chapters, focus is put on broadening the understanding gained from 

theoretical research. More understanding about Finnish private equity is gained through 

stakeholder interviews and case studies. 

 

  



38 

 

The purpose of the interviews is to gain deeper knowledge stemming from practice, and to 

further broaden the knowledge which is based on literature. The interviews were conducted 

between May and June 2018 and four stakeholders were interviewed. The average duration 

for an interview was 40 minutes. Three main topics covered were status of Finnish private 

equity markets in general, what are the means by which private equity investors act on 

portfolio companies, and how is machine building industry seen by private equity investors. 

The results from the interviews are analysed in these three sections. The interview 

questions can be found in Appendix 1.  

 

All interviewed experts were from different companies. Two were from different Finnish 

private equity houses, later referred as A and B, one from a Finnish private equity 

association, referred as C, and one from an investment bank, referred as D. As the 

interviewees all had their special are of knowledge some of the questions were more 

discussed than with other interviewees.  

 

6.1 Finnish private equity markets 

 

The first objective was to get an understanding of the current situation of Finnish private 

equity markets, and to understand how it has developed during the past few years. A 

uniform view was among the interviewees that the markets are currently in a good state. 

Interviewee C, who has very good understanding of the general markets, focused on the 

current cycle of private equity investing. Currently, in Finland many private equity funds are 

fund-raising for their new funds and thus the investing activity has been a bit more silent 

during the recent years. Two other interviewees, B and C, agreed on the note that fund-

raising has been more active and that especially buyout funds have been successful on 

this. C added that the Finnish legislation is hampering big foreign investors to invest into 

Finland. As the legislation does not recognize funds-of-funds, and would require additional 

tax agreements, huge amount of money is left un-invested into Finland. Also, due to Finnish 

legislation, Finnish foundations cannot easily invest to Finnish private equity funds. Thus, 

the foundations are allocating funds to foreign private equity funds and money is wasted 

abroad. 

 

Majority of the interviewees noted that there has been more competition and this has led to 

higher average valuations. Person D saw that overall in the Nordic countries the enterprise 

6. STAKEHOLDER EXPERIENCES 
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value to EBITDA multiples tend to be higher than in rest of the Europe due to functioning 

financial markets (relatively easy to get funding from banks) and that there are a lot of actors 

relative to the market size. Foreign investors can see valuations to be too high, but also 

they can see the Nordic countries as a safe haven due to stable markets and financing 

markets. B saw that IPO is seen as a competitor for private equity firms, as firms might 

directly do IPO instead of having private equity as an owner in between. This is reducing 

the deal flow. 

 

Private equity markets have attracted new players into Finnish markets at the same time as 

the industry is growing. Person A saw that as new players are coming, the markets are 

developing at the same time. C stated that majority of the actors are generalists, but new 

smaller funds have shown more focusing. On the venture capital side, there are more 

specialised funds than in buyout. The reason for having many generalist funds is on the 

small market size where there aren’t enough target companies inside a certain focus area. 

This reduces the interest to specialize just on one industry. Person A made a remark about 

a new noted asset class, growth equity, shows that markets are developing and in Finland 

there is enough players to acknowledge a new asset class addition to buyout and venture 

capital. Interviewee B agreed that there are many new actors which fund size is under 20 

million euros.  

 

When asked about the differences between Finnish private equity markets and other Nordic 

and European markets, the view was rather uniform. Majority of the interviewees compared 

Finnish markets to Swedish markets and agreed that the size of the markets and sizes of 

the funds are the biggest difference. Interviewees B and D talked about IPO options, and 

how it has merged from Sweden. In the Nordics, Swedish private equity has been more 

active in IPO exits than Finnish counterparts (Spliid, 2013). Both saw IPO in some way 

problematic for private equity as the fund cannot sell all its ownership at once when a 

portfolio company is listed. Person B added that in Finland IPO as an exit hasn’t been as 

well functioning as in Sweden and in Norway. Third interviewee, person C, saw that in 

Finland the fund-raising and investing has been well in line with other Nordic countries. One 

also saw that in Sweden there are more different sized funds and that Finland is missing 

enough big players who would make investments also abroad. Lastly, A noted that the 

special feature of Finnish markets is its smallness, which however is restricting the 

development and diversifying. 
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The question of future prospects of Finnish private equity markets led to very different 

discussions with the interviewees. Person C saw need for bigger funds to create growth 

and need for diversity. Person D talked about the changes which will be seen more in the 

future, such as need for fund to have a clear plan for the raised funding and of target 

companies. This has brought a new measure to fund-raising, capital employed, which 

measures how effectively raised funds are in use. The person also saw that institutional 

investors will get more chances to invest directly to the portfolio companies in addition to 

investing through the private equity fund. This gives investors more exposure to the portfolio 

company’s industry, lets them invest with the same clauses as the fund which provides 

higher return, and it gives the funds an opportunity to provide competitive advantage. 

 

Furthermore, it was seen that there is a lot of activity in the markets as private equity houses 

which haven’t even fully exited their first fund, are able to do fund-raising for the second 

fund if the fund has clear niche where to invest (industry and/or trend) and the general 

partners have a good track record. Third interviewee, person B, saw that the general 

assumption is that the economic growth would slow down and we would be at the cyclical 

peak, but not like in 2013-2016. Overall the view was that there is potential in Finnish private 

equity markets, and the future looks good. Interviewee A brought up the effects that IOT is 

creating to every industry. 

 

6.2. How are private equity investors creating added value? 

 

Aim of this subsection and related interview questions focused on this, was to get 

understanding what are the means by which private equity investors act, and create value 

in the portfolio company. From the list of things that private equity investors look before the 

investment, one main driver rose above others; underlying growth on the target company’s 

industry. This creates the baseline for the company’s growth. Person B added; possibilities 

for organic and consolidation growth, exit possibilities, management and company culture, 

and cash flow. D agreed on the importance of management, owners, and cash flow, and 

added that ESG (environmental, social, and governance) has become an own factor when 

before it has been just an integrated part of the target company analysis. 

 

The value adding ways are focusing on the governance side. Majority of interviewees 

agreed on the note, which was also found in the previous literature, that board and 

management is changed to account the new strategy (Acharya et al., 2008), so that there 

are capable people managing the company according to the strategy. Interviewee A saw 
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more importance on analysing the markets and company potential first, and after that 

analysing the management.  

 

According to the previous literature and interviews the board also includes at least one 

member from the private equity house (Acharya et al., 2008; Gompers et al., 2015). Person 

D noted that private equity is affecting portfolio companies also from the operative middle 

management level, not just on the upper board level. The person added that it is typical to 

have monthly reporting to the owners and board of low level operative aspects, 

development of strategy, and covenant agreements. A lot of the work and reporting is done 

unofficially so that external stakeholders will not see the actions. Person A agreed that value 

added work is done by supporting the management and helping them in e.g. recruiting. 

Person B spoke about supporting the portfolio company in getting financing and using 

leverage. It was also said that it is important to strengthen the exit plan through e.g. 

improving the reporting in the company.  

 

6.3. Machine building industry by private equity investors 

 

The aim of this section is to understand the special features of machine building industry 

from private equity investors’ viewpoint. Majority of the interviewees agreed that the 

challenge of the industry lies in its capital intensity and cyclicality. Interviewee A stated that 

for a private equity investor who is holding the portfolio company only for a limited number 

of years, one must be very careful when to enter the company due to the cyclicality risk. It 

was added that a good target company might be kept on watch for better market situation 

if the current cycle is not that supportive for the company. 

 

When asked about the special aspects that are looked in a machine building industry’s 

target company, a note was put on the cash flow. The importance of good cash flow was 

linked to the capital intensity. Other important factors were the industry’s baseline 

profitability and achieved margins, strategic positioning and company’s position in the value 

chain. Interviewee D brought up the due diligence process and its specialties in machine 

building companies. In these situations, the due diligence is more technical and more effort 

is put on analysing the used production machines etc. 

 

Majority of the interviewees saw that the past has been better for machine building 

companies, if looked from the private equity stand point. Person B saw the reason in that 

target companies were transferring the manufacturing to cheaper labour countries and thus 
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it was seen as a difficult industry. Person A noted that machine building and manufacturing 

industry overall was seen more attractive 10 to 15 years ago. This was due to not having 

so many other possible private equity investments in the services sector, where there is 

faster growth as new things are created.  

 

Of the future prospects of machine building industry, the views were a bit differing. Firstly, 

person A saw that the industry isn’t the most attractive for private equity. Secondly, 

interviewee B saw the potential if the target company is focusing on a niche area and is a 

market leader. Thirdly, person C stated that the digitalisation can change any industry and 

private equity investors can help on this. 
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The following subchapters will go through three case studies of Finnish machine building 

companies which are or have been private equity backed. Cases will start with short 

company description. Based on the previous literature review about areas where private 

equity is affecting the target company performance, the cases will follow measures of 

financial, governance and operational engineering. These measures are described below 

more in detail. 

 

The data used in analysing the case companies is mainly obtained from Bureau van Dijk 

(2018) Amadeus database. To fill gaps in this database additional financial statements are 

gathered from Virre information service provided by Finnish Patent and Registration Office 

(2018). The data is gathered during spring 2018 when last available year of data is from 

2016. 

 

The case studies are Moventas Oy, Finn-Power Oy, and Uudenkaupungin Rautavalimo Oy. 

The aim is to study cases where the ownership structure is differing in some aspect. Some 

companies have had more than one private equity investor as an owner and some are now 

under management of an industrial owner.  

 

7.1 Measures 

 

From financial engineering, a selected measure is company leverage. This is measured 

through debt-to-capital measure, which is the only measure that wasn’t directly available 

and was thus calculated. Other used measures are taken as given from the available data. 

The aim is to see if the leverage has significantly changed and how have the changes 

affected the company performance. 

 

Under governance engineering a measure of the size of the board is analysed if data is 

available. The previous literature suggest that the private equity backed companies’ board 

size is linked to the size of the company, and that on average private equity will take three 

board seats. Also, the number of board meeting per year is tracked to evaluate the activity 

of the board. 

 

Based on the finding of the previous literature, employee growth and EBITDA-margin 

improvements are found to be measures that are positively transforming under private 

7. CASE STUDIES 
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equity influence. Thus, these two measures will be studied under operational engineering 

additionally with following the development of revenue. Furthermore, cash flow provided by 

the Amadeus database is analysed. The cash flow data is unfortunately not covering all the 

years that other measures are covering, and for that reason cash flow data is only analysed 

for those years that the data is provided. 

 

7.2 Moventas Oy 

 

Finnish Moventas is a lead manufacturer in wind turbine gearboxes. The history of 

Moventas has started from Metso Drives Oy and Valmet Oy in 1940’s when manufacturing 

of industrial gearboxes begun (Moventas, 2018). In 2005 private equity fund managed by 

CapMan bought the Metso Drives unit from Metso for €95 million (Metso, 2005) and 

changed the name to Moventas. Four of CapMan’s funds provided capital and fully diluted 

ownership was 77,1% for CapMan, 17,3% for Varma, a Finnish pension insurer, and 5,6% 

for the operating management (CapMan, 2007a). 

 

CapMan did not hold the company in its portfolio for long, since in 2007 the fund sold 

majority of the ownership to Industri Kapital, a private equity company. Reasons for the 

partial exit were based on intensifying the opportunities for Moventas in new markets and 

readiness for next growth phase. After the transaction, Industri Kapital held 58%, CapMan 

16%, the operating management 22% and Varma 4%. (CapMan, 2007b) CapMan received 

almost four times the initial equity investment during the two holding years at this partial 

exit. The remaining investment was meant to be exited at the same time as Industri Kapital, 

in 2009. (CapMan, 2007a) 

 

Inudstri Kapital had a value creation strategy for Moventas. Their aim was to leverage the 

organic growth which was strong at that time. Focus was on operational expansion and 

international expansion, which was one of the reasons why CapMan decreased their share 

of Moventas. Also, the strategy included strengthening service operations. (Investment 

Partners, 2018) 

 

In June 2011 Industri Kapital exited Moventas and Moventas filed bankruptcy. In August 

Scotland based Clyde Blowers’ third fund bought the operative subsidiaries of Moventas 

Oy; Moventas Wind and Moventas Santasalo (Moventas, 2011). The acquisition price was 

€100 million, financed by equity, and the assets were bought at significant discount to their 

real value (Bolger, 2012). 
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Figure 12: Moventas Oy, revenue and EBITDA-margin%. 

 

The operating turnover in Moventas, Figure 12 above, is showing similar signs as the 

turnover of the metal industry (see Figure 9). Year 2008 was best on the period. The 

financial crisis affected the following year’s turnover. It is hard to say how much of the 

change can be attributed to the management and how much to overall economy. It could 

be that the depression was too hard for Industri Kapital to manage and thus Moventas was 

filed to bankruptcy. Clyde Blowers has managed to turn the operations to growth even 

though in the last two years the trend has been downward sloping. However, if reflected to 

the turnover of metal industry, years 2015 and 2016 haven’t been so lucrative. 

 

The changes in EBITDA-margin% are drastic. During CapMan’s ownership the margin 

showed a small drop and the EBITDA wasn’t as high as prior the ownership change. Industri 

Kapital did not manage to perform as well as other owners. During their ownership, EBITDA-

margin has only decreased. At the end of the year when Industri Kapital exited Moventas, 

the margin was -24%. During Clyde Blowers’ first year, the margin continued to decrease, 

but after that the trend has been positive. In the last available record year 2016, EBITDA-

margin turned slightly positive. 

 

Two phases can clearly be seen in Figure 13 of the development of the debt-to-capital 

measure; slowly increasing, drop and slowly increasing again. During the period when 

Moventas was under CapMan’s ownership the ratio increased modestly. During the 

ownership of Industri Kapital, years 2008 to 2012, the ratio continued to increase and 

reached the highest point of 100%. This is due significantly decreasing value of 
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shareholders’ funds and over 100-times increase in non-current liabilities. During the first 

year under the ownership of Clyde Blowers, the debt-to-capital dropped significantly and 

has thereafter slightly increased. 

 

 

Figure 13: Moventas Oy, debt-to-capital and cash flow. 

 

At the entering time of CapMan, the debt-to-capital ratio was 69% and during Industri Kapital 

83%. Clyde Blowers increased shareholders’ funds at the acquisition so the debt ratio was 

only 56%. The different structure could possibly stem from different ownership style. Clyde 

Blowers’ operating manners are more similar to an industrial owner, even though the 

company’s structure and funds operate private equity like. Also, Clyde Blowers financed the 

acquisition solely by equity (Clyde Blowers Capital, 2011) which improves the debt-to-

capital ratio. 

 

Figure 13 shows also the cash flow starting from 2008, when Industri Kapital started as an 

owner. It has been on a slide to negative from the start. In 2017 the cash flow showed 

significant improvement but was still negative. 

 

CapMan did not change the employee structure much, during the two years number of 

employees has slightly increased. Figure 14 shows the development in number of 

employees in Moventas. Industri Kapital decreased the number almost to half and later 

employed more people again. It can be that the drastic decrease in 2007 and 2008 was due 

to the economic situation. This can also be reason for decreased number in 2015 and 2016, 

under Clyde Blowers’ management. 
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Figure 14: Moventas Oy, number of employees. 

 

From the governance engineering perspective, Moventas case follows some of the ideas 

that were presented in the previous literature. CapMan appointed a new CEO during first 

100 days. Acharya et al. (2008) found that this was done on every third of the private equity 

deals that was studied. The board of Moventas has been formed from three to seven 

members and the board has met at least 13 times per year. Moventas has had a minimum 

of two board members who clearly are coming from the private equity house, at least during 

CapMan’s and Clyde Blowers ownership. 

 

7.3 Uudenkaupungin Rautavalimo Oy 

 

Uudenkaupungin Rautavalimo (URV) was founded in 1950 by Leo Saario. The company 

has its own foundry in Uusikaupunki and is controlling Asian subcontracting foundries and 

machinists. The company’s portfolio includes tailormade castings to customers e.g. in 

process and mining industry. (Uudenkaupungin Rautavalimo Oy, 2018) In 2001 the 

company was sold to the CEO (53% ownership) and a Finnish private equity company Aboa 

Venture Management Oy (47% ownership) (Talouselämä, 2018).  

 

In 2007, the ownership structure was again changed, when Aboa Venture Management 

made exit from the company. Recently formed investment company Pricasting Oy took the 

share from Aboa Venture Management. The buying company was formed by Primaca 

Partners Oy, a group of Finnish industry experts and the operating management. (Turun 

Sanomat, 2007) 
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Figure 15 below shows the development of operating revenue and EBITDA-margin%. 

Before the private equity investor came along the revenue was slightly decreasing. Revenue 

from 2002 is an outlier which is due to structural changes in the company’s ownership. Aboa 

Venture Management got the revenue up and more than doubled it. The effect of financial 

crisis is also seen in the case of URV. Between years 2008 and 2009, the revenue dropped 

50%. This is in line with the general trend in the metal industry and it cannot only be due to 

recent ownership change. Under the ownership of operating management and industry 

experts, from 2007 onwards, the revenue has been volatile but with a modest growth. 

 

 

Figure 15: Uudenkaupungin Rautavalimo Oy, revenue and EBITDA-margin%. 

 

The EBITDA-margin has followed the movement of the revenue. During the first ownership 

change in 2000 and 2001 the margin dropped drastically. It took few years from the new 

owners to get the margin to improve from the dip it took. Under the Aboa Venture 

Management’s ownership the margin improved over 100%. After the financial crisis the 

EBITDA-margin has barely been on the positive side. No significant movements have 

occurred.  

 

The debt-to-capital ratio has been rather high ever since private equity investors came 

along. Figure 16 below shows the development. The ratio increased during the time of Aboa 

Venture Management, and during Primaca Partners the ratio increased after modest 

decrease. At the entrance of Aboa Venture Management, the debt-to-capital was almost 

50% and at the second ownership change the ratio was 77%.  
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Figure 16: Uudenkaupungin Rautavalimo Oy, debt-to-capital and cash flow. 

 

The cash flow data is available from year 2007. This is the year when Primaca Partners 

took the ownership of URV. The cash flow has decreased and has had two major drops in 

2009 and 2013 with an improvement on the next year. Except from the years when the cash 

flow significantly dropped and year 2015, it has been on the positive side, though far from 

the starting point levels. 

 

There is a clear outlier in the number of employees at URV, which can be seen from below 

Figure 17. In year 2009 the number hiked up to over 1 000 employees when in the previous 

year it was only 125. If this outlier is ignored, the number of employees has moderately 

increased to years before financial crisis. 
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Figure 17: Uudenkaupungin Rautavalimo Oy, number of employees. 

 

The average number of employees during the analysed time period is 151. The 

development after the crisis hasn’t have a clear up- or downward trend. How much of the 

development can be addressed to different type of owners and how much to general 

economic situation? 

 

7.4 Finn-Power Oy 

 

Founded in 1969 in Kauhava by Finnish Jorma Lillbacka, the company is specialized in 

manufacturing metal crimping and cutting machines (Lillbacka Powerco, 2018). In May 2002 

the entrepreneur sold his company to Swedish based private equity house EQT Northern 

Europe. The intentions of EQT was to take the Finn-Power public in four to five years. (EQT, 

2002) However, in February 2008 EQT exited the company and sold it to an Italian publicly 

listed Prima Industrie S.p.A. (EQT, 2008). 

 

The data available does not reach to cover the time period when the ownership was held 

by the entrepreneur and before EQT acquired Finn-Power, and thus, the following analysis 

will focus on time periods of EQT and Prima Industrie. As the below Figure 18 shows, EQT 

was successful in improving the operating revenue and EBITDA-margin. The revenue 

increased to its highest point before the financial crisis. As the years 2008 and 2009 were 

overall difficult to the metal industry, they were also difficult for Finn-Power. At its lowest 

level, in 2009, the operating revenue had declined over 50% from the highs in 2007. After 

the financial crisis and the ownership change, the development of revenue has been slower. 
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The revenue increased for few years but after 2012 the growth has stopped and the revenue 

hasn’t significantly increased nor decreased. 

 

 

Figure 18: Finn-Power Oy, revenue and EBITDA-margin%. 

 

EQT improved the EBITDA-margin in line with the revenue improvement. The margin 

followed the revenue to decline in 2008 and 2009 and turned slightly negative in 2009. The 

turnaround of Finn-Power under the Italian ownership has been slow but steady. EBITDA-

margin has improved significantly from the 2009 bottom level. In year 2016 the margin was 

almost as high as in the top year 2007, when the margin reached 12%. It can be, that Prima 

Industri had the chance to buy the company at a good discount due to the declined 

performance during the financial crisis. And as Prima Industri is an industrial owner, its plan 

might not be to actively manage Finn-Power in such a manner that the operations would be 

at the extreme efficiency level, which is more the strategy for a private equity owner. 
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Figure 19: Finn-Power Oy, debt-to-capital and cash flow. 

 

The debt-to-capital development can be seen in Figure 19 above. The ratio has steadily 

increase during the whole ownership period of EQT and it continued to increase also during 

the first three years of Prima Industri ownership. In 2012 the debt-to-capital ratio started to 

decline, which is due to decrease in non-current liabilities and increase in shareholders’ 

funds. The current liabilities have not changed significantly. At the time of EQT acquisition 

the debt-to-capital was 46% and 74% for Prima Industri. 

 

The data of cash flow is available from year 2007 and at that time it was well positive. 

However, in 2008, when the ownership changed, the cash flow declined to negative 1,6 

million euros. After the dip the development has had an upward trend and the cash flow 

turned positive already in 2010. Despite the drop in 2012 the cash flow has improved during 

the years. 

 

The development of number of employees in Finn-Power is shown in Figure 20. The trend 

has been steadily decreasing. During the past five years the number has marginally 

increased.  
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Figure 20: Finn-Power Oy, number of employees. 

 

The board of Finn-Power has consisted a maximum of six people during the ownership of 

EQT, and from which more than half has been from the private equity investor’s side. The 

available data does not clearly state how many times the board has met in a year.  

 

7.5 Summary and discussion of cases 

 

This chapter will tie together the analysis of cases with the previous literature. Below Table 

2 summarizes the key analysed measures from cases. Additional to the measures, all the 

studied private equity houses had the holding period under 10 years, which was stated as 

a maximum holding period in the theory section. 

  

Table 2: Summary of cases. 
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In every target company the first private equity owner managed to improve the operating 

revenue during their holding periods. The second owners had a declining revenue. The 

holding periods of the first owners is positioned to a good economic situation. The revenue 

of the metal industry grew 64% during the years 2000-2007 (Statistics Finland, 2018a). 

During the period from 2008 to end of 2017 the metal industry’s revenue declined 15% so 

the period after the financial crisis was clearly harder for the whole industry and to the case 

companies and their owners. 

 

The previous literature suggests that EBITDA-margin should increase in a company during 

private equity holding period. Bergström et al. (2007) found an increase of 3,07%-units. The 

case companies aren’t in line with the previous literature. In URV during both private equity 

owners’ holding periods, the margin decreased. This was also the case in Moventas. 

However, the latest owner, private equity -like industrial owner, has significantly increased 

the margin, more than 30%. This has happened also in Finn-Power where the industrial 

owner has increased EBITDA-margin% by 7,4%-units. Based on EBITDA-margin 

improvements it seems that industrial owners are more capable to increase the margin. 

 

The average debt-to-capital ratio can also be seen from the above Table 2. During the first 

year of ownership the debt-to-capital was 83% for Industri Kapital as for CapMan it was 

69% and for Clyde Blowers only 56%. Gompers et al. (2015) suggest that the typical median 

capital structure for private equity owner is to have 60% debt-to-capital ratio at deal closing 

time. CapMan and Clyde Blowers are in line with this. However, Kaplan (1990) suggests 

that in leverage buyouts the average debt ratio would be 80% (Jensen, 1989), and Industri 

Kapital is close to this view. 

 

In URV, the debt ratio of the first owner is well below of what the previous literature suggests 

about the ratios.  For the second, industrial owner, the ratio is more like what the literature 

suggests. Similar pattern can be seen also in Finn-Power. At the deal closing time EQT had 

debt-to-capital of 46% and Prima Industri 74%. Even though Prima Industri is an industrial 

owner the debt ratio supports what a private equity owner would have had according to the 

literature. The differences in debt-to-capital ratios can stem from the economic situation and 

the prevailing cycle in metal industry. The different ownership strategies may also have an 

effect. Clyde Blowers significantly decreased the ratio when the acquisition was financed 

only by equity. 
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The development of cash flow in each case company is summarized in Table 2 per each 

owner as a Sparkline chart. The direction of development can be easily seen and the red 

dots represent negative values. Industri Kapital is the only private equity owner to whom the 

cash flow data was fully available. The development is negative. Case companies’ last 

owners have managed to make improvements to the cash flow. Based just on this 

information, it could be said that industrial owners are better in improving the cash flow than 

private equity owners. 

 

The owners of the case companies haven’t had same effect on the employment growth. 

Previous literature supported private equity owners in having positive effect on employment 

(Paglia & Harjoto, 2014). This has happened in less than half of the time. The previous 

literature isn’t fully supporting the reality in these case companies. 

 

As it was stated in the previous literature (see Gompers et al., 2015; Kaplan & Strömberg, 

2008; Acharya et al., 2008) private equity investors appoint their own people to the portfolio 

company’s board and the boards are smaller than non-private equity backed companies. 

Overall the average number of board members in three case companies is 4-5 people. In 

all companies there were one to three members who were from the private equity house. 

Case companies are supporting the finding of previous literature. 
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This research studied Finnish private equity markets with a special focus on machine 

building industry. After the introduction, the study focuses on understanding the theory 

behind private equity. In the second part, previous literature is studied with special focus on 

private equity investment criteria, value adding means and private equity in Finland. Third 

part goes through the current situation of private equity, globally and in Finland. Following 

the status quo, the machine building industry is represented. After the interview section the 

case companies are analysed. 

 

The aim of this chapter is to summarize this thesis and answer the research questions 

represented in chapter 1.3. The following subchapters will compile the answers. Last 

subchapter will present the limitations and suggestions for further research.  

 

8.1 What is the status of Finnish private equity markets? 

 

The development of private equity markets in Finland has been positive. The investments 

made by Finnish private equity companies have increased and at the same time Finnish 

companies have received more private equity funding than in the previous years. A typical 

structure in Finnish private equity markets is that buyout investments outplay venture capital 

investments. However, it is in the markets’ dynamics, that venture capital funds dominate 

buyout funds in the number of investments they make. The views from interviews support 

the statistics. More money is associated with buyout transactions. During the years, Finnish 

private equity markets have developed positively and new private equity houses have 

emerged. The current cycle is in fund-raising phase so it can be assumed that Finnish 

companies will soon receive new and more private equity funding. 

 

Interviewees brought up high valuations of Finnish companies which is concurrently 

attracting and hindering foreign investors and their activity. One of the interviewees pointed 

out that the Finnish legislation and its inflexibility is seen as one major obstacle for foreign 

investors to allocate money to Finland. Also, another major barrier for development of the 

markets is in the size of the Finnish markets. Small market size is affecting private equity 

houses’ abilities to grow and possibilities for markets to diversify in terms of investment 

focus and size. 

 

8. DISCUSSION OF RESULTS AND CONCLUSIONS 



57 

There have been relatively few academic papers that have studied Finnish private equity 

markets. Many university theses have however had an interest on the topic. The interest 

areas have mainly been in the added value as well as in the impact of private equity 

investments. Few studies have had an industry focus. However, it seems that research on 

private equity and machine building has been lacking. 

 

8.2. How is private equity adding value to portfolio company? 

 

The value adding mechanisms can be divided into financial, governance, and operational 

engineering. Financial engineering focuses on reducing agency issues between the private 

equity investor and portfolio company management. Governance engineering is a way 

through which private equity investor controls and manages the board and the company. 

Lastly, operational engineering focuses on the company operations and aims to improve it. 

 

The factors that private equity investors are looking before and during an investment will 

confirm that the target company is able to deliver the needed added value. Interviews and 

previous studies confirm that good groundwork enables good performance. The factors that 

are most important to investors are growth of the target company’s industry, possibilities for 

organic and consolidation growth, and managements’ competences. Before the financial 

crisis, the industry had underlying growth. The first private equity owners managed to exit 

the companies before the growth disappeared. This supports the view from interviews that 

the industry needs to have growth, especially in the machine building industry. Previous 

literature highlighted more about the importance of the management/owner than what the 

interviewees saw most important. 

 

According to the interviewees, the main value adding mechanisms focuses on the 

governance engineering. Portfolio company’s management is supported and reaffirmed that 

it is capable of delivering the needed changes to create the value added. High value is also 

put on leverage. Both previous literature and interviewees focus on adding leverage. 

Through leverage, more effort is needed to have sufficient cash flows to cover interest 

payments. Thus, by following the development of both cash flow and amount of debt, this 

gives a good viewpoint if a private equity investor is managing the company in a “typical” 

way. The interviewees agreed on, what was also found in the previous literature, that private 

equity investor is always represented in the portfolio company’s board and that there is no 

fear to change the management. This was also seen in case companies. Furthermore, when 

compared to non-private equity backed companies, private equity investors as owners are 
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more active and involved in managing and controlling the business and its development. 

High effort is put on creating suitable strategy and a road map to deliver the results. 

 

From theoretical point of view, it is expected that operational measures improve when a 

company is under a private equity owner. Especially cash flow and EBITDA-margin are 

expected to improve. However, from the empirical findings, an impression is obtained that 

focus is not in improving just certain measures. The aim is in improving the company in a 

larger scale. Trough the value adding improvements, the measures that previous literature 

has focused, will improve. In addition to operational measures, private equity investors 

follow also other key performance indicators, such as customer satisfaction and Net 

Promoter Score. 

 

8.3 Private equity and machine building 

 

Machine building industry and upper level metal industry are very cyclical in Finland, and 

the companies in the industry are reliant on project based operations. This was concluded 

by the interviewed experts, and the case companies supported the view. Drawback of the 

industry is also in its capital intensity as the operations require investments to the machinery 

and equipment. It is important for the target company to have sufficient cash flow to support 

high leverage, that might be taken due to the capital requirements. The cases show that 

maintaining or even improving the cash flow is difficult and it is a lot dependent on the 

economic situation. Also, there seems to be a relation to the owner. 

 

The conclusion that can be drawn from the case studies, and further generalised in an 

appropriate context, is that having a private equity owner is not a guarantee of good 

performance. Due to the industry’s cyclicality, it is important for a private equity investor to 

time the entrance. One of the interviewees pointed this out, and when looked from the case 

study perspective, a good example is Industri Kapital. The entrance to Moventas occurred 

at the corner of the financial crisis of 2008 and 2009, and the timing might have been the 

reason for poorer performance. It is important to keep in mind that every portfolio company 

project is case sensitive. Thus, one cannot rely on the statistics represented in previous 

literature, e.g. that cash flows will improve and private equity backed companies will overall 

perform better than their counterparts. 

 

The different ownership styles between private equity investors and industrial owners can 

be seen from the cases. It seems that industrial owners are not managing the companies 
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as aggressively as private equity investors are. It appears that private equity investors are 

tuning the operations to extreme efficiency more than industrial owners are. As the average 

holding period for private equity investors is 10 years, they are more in a rush to make the 

portfolio company perform at its best. Industrial owners don’t have the same pre-limited 

holding period so they can wait longer for the good results. For an entrepreneur owner, who 

is planning to sell his/her business, this is good to keep in mind when choosing a possible 

successor. 

 

The future of private equity funding in machine building industry seems to lie on finding a 

niche company which is a market leader, and entering the company at the right time of the 

economic cycle. The private equity investment and company selection process is relatively 

similar in different industries. The due diligence process is more focused on validating the 

equipment than in other, less machine and equipment intensive industries. 

 

It seems that there is no obstacle for a private equity investor to fund a machine building 

company, when an appropriate one is found. It might be that machine building companies 

would interest foreign investors who are focused on certain specific industry, as it was in 

the Moventas and Clyde Blowers’ case. Finnish private equity investors might not be big 

enough to take the risk on a company that is highly reliant on economic cycle. 

 

As the interviews conclude, the industry has previously been more attractive to private 

equity investors presumably due to not having so many other alternatives (such as health 

care and high technology which are currently providing huge potentials). Also, before the 

financial crisis there was more production in Finland, but the crisis made companies to move 

production to low cost countries and therefore the industry is not seen as attractive as 

previously. The potential for machine building companies to have private equity funding lies 

on having strong financial stability and providing a special niche product. Private equity 

investors are good in reshaping companies, and thus the machine building industry can 

provide a good target in the future for an investor to utilize new technologies and change 

the dynamics in the markets. 

 

8.4 Limitations and suggestions for future research 

 

The limitations of this study are highly centralized on the data and its availability and 

suitability. The data available from private equity deals and investments has always been 

narrow and not covering all the made transactions. This issue comes even bigger in the 
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case of Finland, as the markets are small and the reliable data from private equity deals is 

provided by industry association, whose data covers the numbers that are provided by the 

members of the association. The chosen industry creates also its own limits. Finding 

suitable case companies with available data proved to be more difficult than first expected. 

 

The results from this study cannot be fully generalized to cover the whole machine building 

nor private equity industry as only three case companies were studied. Secondly, as only 

four interviews were conducted, it provides rather limited view of the topic. Furthermore, as 

the interviews were conducted based on voluntarism, it can be that some information was 

left undisclosed. 

 

For future research, more case companies could be studied and interviewees could be more 

closely related to the case companies. An interesting aspect would also be to study 

companies that are in the portfolio of one private equity investor, and study the similarities 

and differences in managing and changing the business. 
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Appendix 1. List of interview questions. 

 

1. How would you describe the current situation of Finnish private equity markets? How has 

is developed during the past years? 

2. How would you describe the current exit options and possibilities? 

3. What is the outlook for Finnish private equity markets and for machine building industry 

from the perspective of an investor?  

4. Is the Finnish private equity markets differing from the Nordics or global markets? How? 

5. Before making an investment, what are the factors that private equity investor is looking 

in a machine building target company? 

6. What are the factors that are followed during the portfolio company’s holding period? 

7. What are the value adding means by which private equity investor affects in a portfolio 

company? 

8. What are the special features of the machine building industry from private equity 

investor’s view point? 
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