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Abstract 

We examine the impact of corporate lifecycle on the likelihood of becoming a voluntary going private firm. We 

apply the firm’s capital mix as a measure for the stage in a firm’s lifecycle. In doing so, we provide a framework 

and evidence on firm characteristics of going private firms. We find that the decision to go private depends on the 

firm’s lifecycle. Young firms, with low retained earnings are more likely to go private than mature or old firms. 

We also find that relative firm characteristics of going private and non-going private firms are consistent with the 

findings on relative firm characteristics in M & A activity research for acquirers (bidders, non-targets) vs. non-

acquirer (non-bidders, and targets) and that these relative firm characteristics of going private and non-going 

private firms stay constant throughout all stages of the corporate lifecycle. 
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Introduction 

A going-private transaction is a deal where a privately held entity buys out the shareholders of a public firm and 

delists it from the stock exchange (Boubaker, Cellier, & Rouatbi, 2014; Gaughan, 2011). Hence, this transaction 

can be considered as an acquisition of a firm (or a part of a firm) through private equity or/and debt investors. 

Therefore, a going private firm is a target firm. A huge amount of studies (Bae, Chang, & Kim, 2013; Belkaoui, 

1978; K. Palepu, 1982; Powell, 2004; Sorensen, 2000; Stevens, 1973; Tsagkanos, 2008; Weir, Laing, & Wright, 

n.d.; Wi Saeng Kim & Lyn, 1991) show that target firms are different from acquiring firms, target firms or non-

target firms, and that acquirers, target, and non-targets have particular differing firm characteristics (Gutsche, 

2013). Moreover, similar differences between going-private and non-going private firms have been identified in 

the literature that analyzes the relative firm characteristics of going private firms (shortly before the going private 

transaction) and a non-going private control group (Boot, Gopalan, & Thakor, 2008; Gleason, Payne, & 

Wiggenhorn, 2007; Halpern, Kieschnick, & Rotenberg, 1999; Kieschnick, 1998; Lehn & Poulsen, 1989; Loh, 

1992; Maupin, 1987).  

A recent finding in M&A activity research additionally suggests that the firm’s lifecycle is an important 

determinant of M&A activity (Owen & Yawson, 2010). Firms in their early stage grow rather internally (organic 

growth) than externally (by mergers and acquisitions) (Stubbart & Knight, 2006) and internal growth firms are 

attractive takeover targets (Carow, Heron, & Saxton, 2004). Mature firms have sometimes difficulties to grow 

internally and consider external growth opportunities (Christensen & Montgomery, 1981; Rumelt, 1982; Stimpert 

& Duhaime, 1997). However, the opportunities for external growth depend largely on their financial resources: 

Younger firms are often smaller and have only limited financial resources. In contrast, mature firms are mostly 

larger than firms in an early stage of their lifecycle, which makes it difficult for others to acquire them (G. Bhabra, 

2008; Gaver & Gaver, 1993). As a consequence, a connection between lifecycle and M&A activity is often 

suggested (Owen & Yawson, 2010; Ritter & Welch, 2002; Rydqvist & Högholm, 1995). 

The going private firm when acquired by a private investor has remarkable similarities to an M&A target firm 

(here the acquirer/bidder is typically a publicly held firm). However, it is still an open empirical question whether 

this relationship between firm lifecycle and M&A activity also exists for a going private transaction. Therefore, in 

this paper, we apply the organizational theories lifecycle approach for M&A activity (Adizes, 1979; Greiner, 1997; 

Miller & Friesen, 1984) and the findings from related research (the above mentioned finding in M&A activity 

studies) to voluntary going private transactions. We hypothesize that going private firms have characteristics, 

which are very similar to target firms, and that the going private transaction depends on the firms’ lifecycle. Going 

private firms are younger and they have more growth opportunities than non-going private firms. Therefore, we 

examine (1) the impact of corporate lifecycle on the likelihood of becoming a voluntary going private firm. Further, 

we examine (2) if there is an indication of the stage the firm has reached in its lifecycle when it voluntarily decides 

for a going private step. 

The stage in a firm’s lifecycle can be determined by the firm’s capital mix (retained earnings to total equity or total 

assets). In corporate lifecycle studies the capital mix served as a good indicator for firm lifecycle (DeAngelo, 

DeAngelo, & Stulz, 2006; Owen & Yawson, 2010). Main proposition of these studies is the significant positive 

relation between firm lifecycle and M&A activity. This also is in line with the general findings on M&A activity: 

Undistributed profits allow firms to make larger investments (like the acquisition of another firm). Therefore we 

adapted the capital mix lifecycle approach in this study. 

Framework 

M&A research suggests that M&A activity is driven by the target firm’s performance, its financial resources and 

its growth potential, the potential agency conflicts within the target firm, and the target firm’s market value (Bae 

et al., 2013; Belkaoui, 1978; K. Palepu, 1982; Powell, 2004; Sorensen, 2000; Stevens, 1973; Tsagkanos, 2008; 

Weir et al., n.d.; Wi Saeng Kim & Lyn, 1991).  

The inefficient management hypothesis suggests that M&A activity is a control mechanism to discipline self-

interested managers (Fama & Miller, 1972; K. G. Palepu, 1986). This implies that target firms are less profitable 

than non-target firms and may imply for going private firms a negative relationship between going private firms 

and non-going private firms (Maupin, 1984, 1987).  

The growth resource mismatch hypothesis addresses the growth potential and the resources available to realize 

internal or external growth and suggests that high growth firms with low financial resources are attractive takeover 
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targets, and that low growth (or mature) firms with high financial resources are more likely the acquiring firms 

(Harris & Stewart, 1982; K. G. Palepu, 1986; Powell, 2004; Shim & Okamuro, 2011). Hence, the financial 

resources and growth might be relevant for determining going private firms and non-going private firms (Evans, 

Poa, & Rath, 2005; Kieschnick, 1998; Lehn & Poulsen, 1989). 

Smaller firms might lack the available resources to acquire larger firms. Hence, smaller firms will have a much 

higher likelihood of becoming a target firm. This so called size hypothesis may apply also for going private firms 

(Ambrose & Megginson, 1992; J. W. Bartley & Boardman, 1986; Dietrich & California, 1984; Hasbrouck, 1985; 

K. G. Palepu, 1986; Singh, 1975; Trahan & Shawky, 1992). We, therefore, expect going private firms to be smaller 

than non-going private firms.  

Agency problems may result from managers maximizing their own benefits more than the benefits of the 

company. Agency problems are indicated by an increased level of free cash flow. Free cash flow as defined by 

Jensen is the “cash flow in excess of that required to fund all of a firm’s projects that have positive net present 

values when discounted at the relevant cost of capital” (Jensen, 1986, 1987, 1988). Hence, takeovers are external 

control mechanisms that alleviate agency problems (Company, Jensen, & Meckling, 1976; Jensen & Ruback, 

1983). However, even though several studies identified the free cash flow as an important determinant, the free 

cash flow as described by Jensen can hardly be identified due to a lack of information. Nevertheless, most studies 

suggest a positive relationship with regard free cash flow (from published financial statements) between target and 

non-target firms (G. S. Bhabra, 2008; Davis & Stout, 1992; Sorensen, 2000). A similar relationship for going 

private and non-going private firms is suggested. Therefore, we hypothesize that the proportion of free cash flow 

will have a positive impact on the going private decision. 

According to research on going private determinants and M&A activity in general, the most important factors in 

distinguish going private firms from non-going private firms are profitability, financial resources, growth, and 

importantly size.1 

The valuation hypothesis describes that target firms are often undervalued (J. Bartley & Boardman, 1990; 

Hasbrouck, 1985; Marris, 1964; K. G. Palepu, 1986; K. Palepu, 1982; Tobin, 1969) or the acquirer overvalued 

when paying with shares (Bi & Gregory, 2011; Shleifer & Vishny, 2003). We presume that going private does not 

occur very frequently when the firm is overvalued. 

With regard to M&A activity, for going private firms also corporate governance variables have been of interested. 

So far, research identified various factors, which might be used to measure the level of corporate governance of a 

firm. Owen & Yawson (2010) measure corporate governance e.g. with a governance index, which proxies for the 

level of shareholder rights and at the same time is an aggregate of 24 governance provisions. They further use an 

entrenchment index, which aggregates six governance provisions. They also construct a dummy variable to 

distinguish between classified board or not. Following their findings, we expect firms with low level of corporate 

governance to decide to leave the public capital market. 

Corporate lifecycle studies show that firms develop over time and that the firms organizational structure evolves 

and the firm’s strategy changes from each stage in corporate life (Greiner, 1997; Miller & Friesen, 1984). M&A 

activity provides evidence that the corporate lifecycle determines acquisition activity (Owen & Yawson, 2010). 

However, only few studies investigate corporate lifecycle and the going private decision. Some studies examine 

firm characteristics over the whole quotation life and provide new insights how some factors might accelerate the 

going private decision (Bharath & Dittmar, 2010; Mehran & Peristiani, 2010). However, the stage of corporate life 

at which listed firms voluntarily go private is still not explored. Hence, the approach in this study is to examine 

corporate lifecycle as a determinant of going private transactions. The stage in a corporate lifecycle can be 

approximated by the capital mix which is the proportion of retained earnings to total equity and retained earnings 

to total assets (DeAngelo et al., 2006; Grabowski & Mueller, 1975; Owen & Yawson, 2010). According to these 

studies, we distinguish between old, mature and young stage of corporate lifecycle: We divide all examined firms 

into groups with the highest 25% of RE/TE respectively RE/TA, with the lowest 25% of RE/TE (TA) and those 

firms in-between with midsize amount of RE/TE (TA). Firms with high RE/TE (TA) are considered to be old, 

firms with midsize amount to be mature and those with the lowest amount of RE/TE (TA) as young. We expect 

firms with low amount of RE/TE (TA) to have a higher probability of becoming a voluntary going private firm. 

                                                           
1  The going private (again similar to the M&A) research is often amended by studies that analyze the 

ability of gaining abnormal returns through going private transactions (Billett, Jiang, & Lie, 2010; 

DeAngelo, DeAngelo, & Rice, 1984; Denis, 1992; Lehn & Poulsen, 1989; Renneboog, Simons, & 

Wright, 2007). 
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Methodology and statement of hypothesis 

According to the findings in the M&A activity and going private literature, we hypothesize that the going private 

activity is determined by the stage of the lifecycle of a firm (measured as the proportion of retained earnings to 

total equity RE/TE or to total assets RE/TA) as well as other firm characteristics that typically drive M&A activity. 

In our analysis we, therefore, test for the stage of the lifecycle (by RE/TE and RE/TA), for profitability (roa, 

measured as return on assets), Free Cash Flow (fcff), financial resources (leverage, measured as the level of 

leverage), the firm’s market value valuation (pe and pb: price-earnings ratio and price-to-book ratio), firm size 

(marketcap in terms of the firms’ market capitalization), analysts’ coverage (analyst), the firms’ capital 

expenditure (capex), and other factors that refer to the firms’ corporate governance (CFO SOX certification (cfo 

sox), auditors’ opinion (auditor), level of accruals (accruals). 
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Table 1 summarizes our expectations as follows: 

Table 1:Summary of hypotheses 

Lifecycle stage  Stage in the firms’ lifecycle measured as retained earnings to total assets or 

total equity. We expect young firms with low accumulated retained earnings to 

decide to go private. 

- 

roa The lower return on assets, the higher the probability of a going private. - 

fcff The higher free cash flow to the firm, the higher the going private probability 

according to Jensen (1986). Kieschnick’s (1998) findings are contrary. 

+/- 

marketcap The smaller the market capitalization, the higher the going private probability. - 

analyst The lower the analyst coverage, the higher the going private probability. - 

auditor If no Big 4 auditor at the IPO, the more likely a going private. - 

leverage The higher the leverage, the higher the going private probability. + 

pe and pb The lower price-to-earnings and price-to-book ratios, the higher the going 

private probability. 

- 

- 

corp gov The lower the level of corporate governance, the higher the going private 

probability. 

- 

 

We construct logit models with the aim to test (1) for the impact of corporate lifecycle on the going private 

probability, (2) for the impact of lifecycle stages on going private decision and (3) for the test of robustness 

including corporate governance variables into our sample. We set all going private firms one and all non-going 

private firms zero. Our basic model2 has the formula: 

0 1 2 3

/ /

4 5 6 7 8 9 10 11

Ln [ / (1 )] / ( )

                                    

i i i i i

i i i ii i i i i

p p RE TA TE marketcap analyst

auditor fcff tlta roa pe pb capex corpgov

   

        

  

         

     

       
 

We additionally control for the impact on years, since the environment of the firm could have been impacted by a 

particular year (e.g. changing accounting requirements during the years and new standards of SOX). 

Results 

The following chapter presents the results of our empirical analysis. First, we present the descriptive statistics 

results. Second, we describe the results of our first logit model focusing on the influence of corporate lifecycle on 

the going private decision. Third, we show the results of the logit model investigating the role of lifecycle stage. 

Last, we test for robustness including corporate governance variables into our sample. 

Data set and sample firms 

Our sample consists of 1’501 IPOs, which went public between 1985 and 2013 on the three U.S. major exchanges 

NYSE, AMEX and Nasdaq. We use the Thomson SDC New Issues database in order to obtain all IPOs during this 

period. We exclude penny stock IPOs, ADRs, REITs as well as firms from the financial sector according to 

previous literature. The number of analyzed IPOs is further reduced by the data availability in Datastream, 

                                                           
2 The model construction is inspired by Gutsche (2013). 
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Compustat and CRSP database. We divide our sample into voluntary going private firms and staying public firms 

(non-going private). We use delisting codes from CRSP database in order to find out which companies went private 

voluntary. We assume all delistings with the codes 570 and 573 as positive. Firms, which stay public, are non-

going private firms (control group) with code 100. We identify 201 voluntary going private firms and 1’300 staying 

public (or non-going private) firms. For all firms we collect data from their last public fiscal year and include them 

into our analysis. Table 1 contains descriptive statistics (mean, median and standard deviation) of going privates 

and non-going privates firms with regard to market capitalization (marketcap), retained earnings (RE), total assets 

(TA) and total equity (TE). 
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Table 2:Descriptive statistics 

 Going private firms Staying public (Non-going private firms) 

 N = 201 N = 1’300 

 mean median standard 

deviation 

mean median standard 

deviation 

marketcap 3.423 3.141 1.850 5.831 5.926 1.777 

total assets 473.261 63.596 1’639.452 3’540.777 568.364 27’692.530 

total equity 118.324 18.456 438.390 1’062.111 251.693 3’698.692 

retained 

earnings 

-96.236 -16.001 434.403 61.751 0 3’942.103 

Impact of lifecycle on the likelihood of becoming a going private 

Our first empirical model is a binomial logit model evaluating the impact of firm’s lifecycle on the likelihood of 

becoming a voluntary going private firm. The dependent variable is set to one if the firm became private during 

the observation period and zero if it is part of the control group. Table 2 presents the results of the impact of RE/TE 

and RE/TA as proxies for a firm’s lifecycle on the likelihood of becoming a going private. The table includes 

results for both measures of the lifecycle whilst controlling for years. The results reported in both models show a 

significant negative relationship between the firm’s lifecycle and the likelihood of becoming a voluntary going 

private. This finding supports our hypothesis that lifecycle of a firm is a relevant factor influencing the timing of 

the going private decision. These findings imply that firms with lower amounts of RE/TE (or RE/TA) are more 

likely to leave voluntarily the public capital market in order to become private again. In model (1), firm size 

measured as market capitalization (marketcap), analyst coverage (analyst), auditor at IPO (auditor), return on 

assets (roa), free cash flow to the firm (fcff), total leverage to total assets (leverage) as well as price-to-book ratio 

(pb) and capital expenditures (capex) are all also significantly related to the possibility of becoming a going private. 

Leverage, price-to-book ratio and capex are positively related to the probability. All other factors influence the 

probability negatively. These findings are consistent with those from previous studies (e.g. Mehran & Peristiani, 

2010) and suggest that small firms with low analyst coverage, no Big 4 auditor at their IPO and low returns are 

more likely to go private. The findings do not support the agency theory of Jensen (1986), who expects large free 

cash flows to be one of the reasons for a voluntary delisting. On contrary, our results show that firms with low free 

cash flow might rather go private, which confirms the finding of e.g. Kieschnick (1998). 

Further, our findings suggest firms with more leverage, higher price-to-book ratio and higher capital expenditures 

are more likely to go private. However, our findings of leverage are consistent with those of Gleason, Payne, & 

Wiggenhorn (2007). We expect undervalued firms to have a higher probability to go private. Our findings suggest 

the contrary, as the price-to-book ratio influence the going private step positively. 

Our findings in model (2) are similar to those of model (1). RE/TA as a proxy for firm’s lifecycle has a negative 

significant impact on the likelihood of becoming a going private firm. The less accumulated retained earnings a 

firm has, the higher is the probability that it will go private.  
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Table 3:Logit regressions for the going private probability 

Variables   (1)   t-stat    (2)      t-stat 

RE/TE -0.009** -1.81  

RE/TA  -2.464*** -4.85 

marketcap -0.617*** -6.20 -0.710*** -5.77 

analyst -0.747** -1.90 -0.138  -0.29 

auditor -1.264*** -3.26 -0.655  -1.21 

roa -0.810*** -2.90 0.928*  1.70 

fcff -0.847** -1.89 0.638  0.68 

tlta 0.691*** 2.71 -0.735  -1.41 

pe 0.001   1.34 0.002**  2.22 

pb 0.004*** 3.99 0.001  0.28 

capex 0.027*** 3.42 0.034*** 3.25 

constant 7.657*** 5.90 8.847*** 6.88 

Observations 1241 1255 

Wald 154.02*** 145.49*** 

R2 67.43% 76.90% 

The table reports the relationship between firm’s lifecycle and the going private step. The sample includes 1’501 

IPOs going public between 1985 and 2013 on NASDAQ, NYSE or AMEX. The independent variable is set to 

one if the company went private and zero if it is part of the control group. RE/TE and RE/TA is the ratio of 

retained earnings to total equity and total assets, respectively. marketcap is the logarithm of market capitalization 

calculated as number of shares outstanding multiplied by the share price, analyst is a binary variable set to one 

if the market capitalization of the company is above the median of the whole sample, auditor is a binary variable 
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set to one when the IPO is audited by a Big 4 auditor, roa is the return on assets measured as net income over 

total assets, fcff is the free cash flow to the firm measured as free cash flow to the firm over total assets, pe is 

the price-to-earnings ratio, pb is the price-to-book ratio, tlta is the amount of leverage calculated as total leverage 

over total assets, capex are the capital expenditures calculated over total assets. We also control for years, which 

is not included in the table. ***/**/* indicates statistical significance at the 1%/5%/10% level. 

In this model, the influence of return on assets has a reverse effect on the going private likelihood as in model (1). 

A possible explanation for this contrasting finding might be due to the correlation between RE/TA and return on 

assets in model (2). Both models explain a large part of the voluntary going private decision. While model (1) has 

a R2 of more than 67%, model (2) explains almost 77%. 

Lifecycle stage and the likelihood of becoming a going private 

Findings from the first regression models showed that lifecycle plays a significant role in determining the 

probability of a voluntary going private step. However, these two models did not answer the question about the 

lifecycle stage in which a company might decide for such a step. We, therefore, apply the modified model of Miller 

& Friesen (1984), which Owen & Yawson (2010) also use in their study and distinguish between young, mature 

and old companies according to the amount of their accumulated retained earnings divided by total assets. We 

divide our sample into these three subsamples, in which firms with the 25% lowest retained earnings to total assets 

belong to the young ones, those with 25% highest retained earnings to total assets to the old ones and all companies 

in-between have the classification mature. Table 3 presents the findings of the lifecycle stage analysis. The 

probability of becoming a voluntary going private firm is significantly higher in firms with low retained earnings 

to total assets. This finding is consistent with our expectation that firms with lower amount of retained earnings to 

total assets correspond in this characteristic with typical target companies. We also find significant evidence that 

the higher the amount of retained earnings to total assets, the less likely a company will decide for a voluntary step 

into privacy. Both mature and old companies show negative relationship to the going private probability. Other 

tested variables show mostly significant influence on the going private probability. The smaller a company is, the 

higher the probability of a voluntary delisting. This finding is consistent with e.g. Mehran & Peristiani (2010). In 

contrasst to Jensen’s free cash flow hypothesis (1986), we expected low free cash flow to the firm to influence the 

going private probability (Kieschnick, 1989, 1998). Our findings are consistent with those of Kieschnick (1989, 

1998) and are statistically significant at 5% level. We find no statistical significance for analyst coverage. However, 

if the auditor at the IPO was not one of the Big 4, but only a minor player, the higher the probability that a firm 

decides for a voluntary going private. We further expect companies with lower profit, measured as return on assets, 

to be more likely to go private. Our findings are significant and consistent with our expectation. They are in line 

with the findings of M&A activity literature. 

We find weak evidence for the impact of leverage. The more debt a firm has, the more likely it might decide for 

privacy. Surprisingly, there is reverse effect of valuation factors. Both, the price-to-earnings ratio and the price-to-

book ratio show significant positive influence on the going private probability. However, their impact measured 

by the coefficient is extremely low. The impact of capital expenditures is also low, which might be due to the fact 

that typical going private firms are similar to typical target firms and their expenses are rather high, which confirms 

our expectations. Furthermore, we also control for years and find significant evidence. 
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Table 4:Logit regression models for different lifecycle stages 

Variables   (1)   t-stat    (2)      t-stat   (3)        t-stat 

young 2.510*** 6.55   

mature  -1.478*** -3.75  

old   -1.950*** -2.62 

marketcap -0.643*** -5.79 -0.622*** -6.25 -0.649*** -6.09 

analyst -0.490  -1.18 -0.617  -1.51 -0.543  -1.43 

auditor -1.144*** -2.74 -1.239*** -3.26 -1.288*** -3.19 

roa -0.652** -2.04 -0.687** -2.14 -0.744*** -2.76 

fcff -0.878** -2.17 -0.904** -1.98 -1.075*** -3.08 

tlta 0.296   1.06 0.487** 1.98 0.612** 2.03 

pe 0.002*** 3.08 0.002** 1.96 0.002*  1.73 

pb 0.004** 2.55 0.005*** 2.60 0.004*** 3.38 

capex 0.031*** 3.64 0.030*** 3.53 0.022*** 3.09 

constant 6.505*** 5.83 8.045*** 6.45 8.434*** 6.88 

Observations 1255 1255 1255 

Wald 160.75*** 163.40*** 144.89*** 

R2 73.03% 69.26% 69.02% 

The table reports lifecycle stage and the probability of a going private step. The sample includes 1’501 IPOs going public between 1985 and 2013 on NASDAQ, NYSE or 

AMEX. The independent variable is set to one if the company went private and zero if it is part of the control group. Young, mature and old are dummy variables set to one if 

the firms RE/TA lie in the lower 25%, in the middle 50% or in the higher 25%, respectively. RE/TA is the ratio of retained earnings to total assets. marketcap is the logarithm of 

market capitalization calculated as number of shares outstanding multiplied by the share price, analyst is a binary variable set to one if the market capitalization of the company 

is above the median of the whole sample, auditor is a binary variable set to one when the IPO is audited by a Big 4 auditor, roa is the return on assets measured as net income 

over total assets, fcff is the free cash flow to the firm measured as free cash flow to the firm over total assets, pe is the price-to-earnings ratio, pb is the price-to-book ratio, tlta is 

the amount of leverage calculated as total leverage over total assets, capex are the capital expenditures calculated over total assets. We also control for years, which is not included 

in the table. ***/**/* indicates statistical significance at the 1%/5%/10% level. 
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Robustness control for the effect of corporate governance 

Following Bell, Moore, & Filatotchev (2012) and Krishnan et al. (2011), who both examined the post IPO 

performance and its dependence on corporate governance variables, we expect that the level of corporate 

governance has also an influence on the going private decision of a firm. Corporate governance plays a relevant 

role for various stakeholders, especially investors. Investors on the public capital market often avoid companies 

with bad corporate governance. We therefore expect firms with low level of corporate governance to be more 

likely to decide voluntarily to leave the public capital market and become private. Hence, we evaluate the 

robustness of our results including corporate governance variables into our model. The first corporate governance 

variable we control for is CFO Sarbanes-Oxley Act certification (cfo sox). We expect firms with no SOX 

certification from their CFO, confirming their financial statement is in line with the requirements of SEC to be 

more likely to go private due to their low level of corporate governance. We also include auditor’s opinion into 

our corporate governance variables. External auditor gives a firm an unqualified opinion if its financial statements 

are in accordance with the requirements. We expect firms with no unqualified opinion from their auditor to be 

more likely to go private. Further, we include accruals as a corporate governance measure into our model as we 

expect firms with high accruals might be managing their earnings and therefore hurt corporate governance 

standards. 

The results reported in table 4 indicate that firm’s lifecycle has still a significant negative relationship to the 

probability of a voluntary going private also when including corporate governance factors. RE/TE and RE/TA are 

both still significant determinants of going private probability. The lower the retained earnings to total assets or to 

total equity respectively are, the higher is the probability of a firm to leave the public capital market. These finding 

confirms the results from the previous regressions. 

Corporate governance variables influence the going private probability. We found significant evidence for CFO 

SOX certification (cfo sox) as well as for the level of accruals (accruals). No evidence is found for the influence 

of auditor’s opinion (auditor) on the going private probability. Surprisingly, our results suggest that CFO SOX 

certification (cfo sox) has a positive significant influence on the likelihood of the voluntary step into privacy. This 

finding is contrary to our expectations. A possible explanation for this finding might be the point in time in which 

we analyzed firms. In order to be able to distinguish between going private and non-going private firms we 

conducted a logit regression at the time shortly before the announcement of this step. This means, that we collected 

our data from the last public fiscal year of going private firms. Because these firms decide to leave the market 

voluntarily, it might be their aim to present transparent and true information in their financial statements as many 

financial markets participants make their observations. 

We further find a significant negative relationship between the amount of accruals (accruals) and the voluntary 

going private decision. This means that the lower the amount of accruals is, the higher is the probability to leave 

the public capital market. This finding was not expected. A possible explanation for our finding might be in the 

role and interpretation of accruals. According to Louis & Robinson (2005) is the interpretation of accruals unclear. 

We expected high level of accruals to be an indication for managed earnings. Firms, which manage their earnings, 

would therefore have a low level of corporate governance, which would increase the going private probability.  



 

 
2523-6547 - Copyright: © 2017 The Authors. This is an open access article distributed under the terms of the Creative Commons Attribution License, which permits unrestricted use, distribution, and reproduction in any 

medium, provided the original author and source are credited. 
85 

 

Table 5:Logit regressions for lifecycle controlling for corporate governance 

Variables cfo sox opinion accruals cfo sox opinion accruals 

 Coefficient 

(t-stat) 

Coefficient 

(t-stat) 

Coefficient 

(t-stat) 

Coefficient 

(t-stat) 

Coefficient 

(t-stat) 

Coefficient 

(t-stat) 

RE/TE -0.008** 

(-2.07) 

-0.008* 

(-1.78) 

-0.009* 

(-1.77) 

   

RE/TA    -2.501*** 

(-4.37) 

-2.504*** 

(-4.78) 

-2.442*** 

(-4.73) 

marketcap -0.623*** 

(-6.04) 

-0.616*** 

(-6.26) 

-0.609*** 

(-6.11) 

-0.721*** 

(-5.73) 

-0.709*** 

(-5.78) 

-0.696*** 

(-5.63) 

analyst -1.632*** 

(-3.62) 

-0.717* 

(-1.81) 

-0.838** 

(-2.07) 

-1.031** 

(-1.98) 

-0.148 

(-0.32) 

-0.240 

(-0.49) 

auditor -1.536*** 

(-3.67) 

-1.266*** 

(-3.28) 

-1.293*** 

(-3.32) 

-0.984* 

(-1.76) 

-0.627 

(-1.16) 

-0.710 

(-1.32) 

roa -0.720** 

(-2.31) 

-0.786*** 

(-2.83) 

-0.807*** 

(-2.86) 

0.952** 

(2.06) 

0.818 

(1.54) 

0.876 

(1.62) 

fcff -0.677 

(-1.38) 

-0.779* 

(-1.73) 

-0.882** 

(-1.98) 

0.858 

(0.86) 

0.504 

(0.59) 

0.620 

(0.66) 

tlta 0.482* 

(1.84) 

0.647** 

(2.50) 

0.687*** 

(2.65) 

-1.273** 

(-2.09) 

-0.764 

(-1.45) 

-0.769 

(-1.44) 

pe 0.002 

(1.54) 

0.001 

(1.21) 

0.001 

(1.09) 

0.002** 

(2.27) 

0.002** 

(2.46) 

0.002** 

(2.09) 

pb 0.003*** 

(3.64) 

0.004*** 

(4.00) 

0.004*** 

(3.90) 

-0.001 

(-0.43) 

0.001 

(0.27) 

0.001 

(0.29) 

capex 0.020*** 

(2.76) 

0.026*** 

(3.44) 

0.026*** 

(3.29) 

0.025** 

(2.36) 

0.032*** 

(3.05) 

0.032*** 

(3.09) 

corp gov 2.390*** 

(4.34) 

0.318 

(0.89) 

-0.109*** 

(-3.33) 

2.400*** 

(3.39) 

-0.475 

(-0.82) 

-0.010** 

(-2.54) 

constant 8.195*** 

(5.23) 

7.614*** 

(5.87) 

7.625*** 

(5.97) 

9.389*** 

(5.89) 

8.997*** 

(7.37) 

8.800*** 

(6.91) 

Obs. 1241 1241 1237 1255 1255 1251 

Wald 138.35*** 155.12*** 160.53*** 148.67*** 146.96*** 150.56*** 

R2 71.36% 67.51% 67.24% 79.61% 76.99% 76.74% 



 

 
2523-6547 - Copyright: © 2017 The Authors. This is an open access article distributed under the terms of the Creative Commons Attribution License, which permits unrestricted use, distribution, and reproduction in any 

medium, provided the original author and source are credited. 
86 

 

The table reports the relationship between firm’s lifecycle and the going private step controlling for corporate governance. The sample includes 1’501 IPOs going public between 

1985 and 2013 on NASDAQ, NYSE or AMEX. The independent variable is set to one if the company went private and zero if it is part of the control group. RE/TE and RE/TA 

is the ratio of retained earnings to total equity and total assets, respectively. marketcap is the logarithm of market capitalization calculated as number of shares outstanding 

multiplied by the share price, analyst is a binary variable set to one if the market capitalization of the company is above the median of the whole sample, auditor is a binary 

variable set to one when the IPO is audited by a Big 4 auditor, roa is the return on assets measured as net income over total assets, fcff is the free cash flow to the firm measured 

as free cash flow to the firm over total assets, pe is the price-to-earnings ratio, pb is the price-to-book ratio, tlta is the amount of leverage calculated as total leverage over total 

assets, capex are the capital expenditures calculated over total assets. corp gov refers to cfo sox, opinion or accruals. cfo sox is a binary variable set to one if the certification 

document fully complies with SEC requirements and is signed by the CFO, opinion is a binary variable set to one if the auditor opinion is non-qualified, accruals is the accruals 

ratio measured as aggregate accruals based on net operating assets. We also control for years, which is not included in the table. ***/**/* indicates statistical significance at the 

1%/5%/10% level. 
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Louis & Robinson (2005) argue that the role of accruals is vague. According to them, accruals might be interpreted 

as managers’ opportunism but also as their optimism. In addition, our analysis contains accruals of firms from their 

last fiscal year before their announcement of a going private. Again, it might be the case that firms pursue clear 

and transparent financial statements so shortly before their ownership change. They might therefore lower their 

level of accruals in order to increase their level of corporate governance. 

Our test for corporate governance not only focuses on CFO SOX certification (cfo sox) and the level of accruals 

(accruals), but also on auditor’s opinion (opinion). In both tested models, presented in table 4, we only found weak 

evidence for the influence of auditor’s opinion on the going private probability. We further find higher significance 

for analyst coverage (analyst). The fewer analysts cover a firm, the higher is the probability that this firm decides 

voluntary to leave the public capital market. All other tested variables are consistent with findings from the 

previous models. 

Robustness control for corporate governance during lifecycle stages 

Table 5 presents results from three logit regression models in which we control for CFO SOX certification (cfo 

sox) with the aim to find out which stage of the corporate lifecycle is the one with the highest probability for a step 

into privacy. Our findings suggest that firms with low retained earnings to total assets (RE/TA), which corresponds 

to young firms, are those with the highest probability for a voluntary step into privacy. Mature and old firms with 

higher accumulated retained earnings, respectively, are less likely to decide for a going private. Our finding is 

consistent with our previous models presented in table 3. Including CFO SOX certification (cfo sox) into our 

sample, we obtained similar results also for further tested variables. In addition, we find negative significant 

influence for analyst coverage (analyst). Our finding suggests that firms covered by fewer analysts are more likely 

to decide to leave the public capital market voluntarily. This finding is consistent for all three models presented in 

table 5. For young firms, we still could not find any evidence for the influence of leverage. We expected firms 

with higher amount of debt to total assets to be more likely to go private. Our finding suggest this positive 

relationship but with no empirical evidence. 

According to our results, young firms (young) measured by the amount of their retained earnings to total assets as 

a proxy for their lifecycle stage with small size measured as market capitalization (marketcap), low analyst 

coverage (analyst), no Big 4 auditor at their IPO (auditor), with low return on assets (roa), low free cash flow 

(fcff), with high valuation (pe, pb), high capital expenditures (capex) and a certification from their CFO about the 

accordance of their financial statements to SOX (cfo sox) are those with the highest probability of a voluntary 

delisting. We consider our control variables findings as robust as their not only confirm our previous analysis, but 

are also in line with previous findings of other researchers of the M&A activity studies and studies on going private 

transactions (e.g. Kieschnick, 1989, 1998). As there is no previous study about the lifecycle stage of going privates 

firms, we could compare our results to; we refer to the study of Owen & Yawson (2010), who examined lifecycle 

stages and M&A transactions. According to them, a typical bidder firm is one, measured by retained earnings to 

total assets, which in its last lifecycle stage and therefore old. This confirms also our findings, because a typical 

going private firm correlate in its characteristics with a typical target firm, as showed in the theoretical part of our 

paper above. Hence, we can assume the reverse, when a typical bidder is old measured by retained earnings to total 

assets, then a typical target is young. As going private firms are alike to target firms, our findings are also consistent 

with those of Owen & Yawson (2010). 

Table 6 presents results from three logit regression models in which we control for the amount of accruals 

(accruals) with the aim to find out which stage of the corporate lifecycle is the one with the highest probability for 

a step into privacy. Our findings confirm the results from the previous models presented in table 5, in which we 

are controlling for CFO SOX certification (cfo sox). Again, firms in the early corporate lifecycle stage named 

young firms (young) are those, which decide for a voluntary step into privacy with the highest probability compared 

to non-going private firms.  
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Table 6:Logit regressions controlling for corporate governance during lifecycle stages I/II 

Variables   (1)   t-stat    (2)      t-stat   (3)        t-stat 

young 2.456*** 6.09   

mature  -1.153*** -2.98  

old   -2.737** -2.54 

marketcap -0.667*** -6.02 -0.636*** -6.07 -0.694*** -5.76 

analyst -1.311*** -2.85 -1.472*** -3.22 -1.546*** -3.62 

auditor -1.302*** -3.19 -1.411*** -3.44 -1.743*** -3.79 

roa -0.570* -1.79 -0.634* -1.88 -0.642** -2.29 

fcff -0.794* -1.78 -0.766  -1.52 -0.920** -2.31 

tlta 0.047   0.20 0.277  1.12 0.344  0.99 

pe 0.003*** 2.84 0.002** 1.98 0.002** 1.96 

pb 0.003** 2.47 0.004** 2.17 0.004** 2.47 

capex 0.025*** 3.13 0.023*** 2.83 0.015** 2.20 

cfo sox 2.283*** 3.89 2.230*** 4.03 2.785*** 4.51 

constant 6.848*** 4.62 8.514*** 5.38 9.193*** 6.16 

Observations 1255 1255 1255 

Wald 136.88*** 143.66*** 113.77*** 

R2 76.11% 72.43% 73.77% 

The table reports lifecycle stage and the probability of a going private step controlling for corporate governance. The sample includes 1’501 IPOs going public between 1985 

and 2013 on NASDAQ, NYSE or AMEX. The independent variable is set to one if the company went private and zero if it is part of the control group. Young, mature and old 

are dummy variables set to one if the firms RE/TA lie in the lower 25%, in the middle 50% or in the higher 25%, respectively. RE/TA is the ratio of retained earnings to total 

assets. marketcap is the logarithm of market capitalization calculated as number of shares outstanding multiplied by the share price, analyst is a binary variable set to one if the 

market capitalization of the company is above the median of the whole sample, auditor is a binary variable set to one when the IPO is audited by a Big 4 auditor, roa is the return 

on assets measured as net income over total assets, fcff is the free cash flow to the firm measured as free cash flow to the firm over total assets, pe is the price-to-earnings ratio, 

pb is the price-to-book ratio, tlta is the amount of leverage calculated as total leverage over total assets, capex are the capital expenditures calculated over total assets, cfo sox is 

a binary variable set to one if the certification document fully complies with SEC requirements and is signed by the CFO. We also control for years, which is not included in the 

table. ***/**/* indicates statistical significance at the 1%/5%/10% level. 
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Table 7:Logit regressions controlling for corporate governance during lifecycle stages II/II 

Variables   (1)   t-stat    (2)      t-stat   (3)        t-stat 

young 2.622*** 6.61   

mature  -1.611*** -3.94  

old   -1.907*** -2.61 

marketcap -0.634*** -5.66 -0.612*** -6.15 -0.641*** -6.00 

analyst -0.634  -1.47 -0.729* -1.74 -0.623  -1.60 

auditor -1.208*** -2.86 -1.265*** -3.30 -1.311*** -3.26 

roa -0.664** -2.12 -0.688** -2.18 -0.742*** -2.67 

fcff -0.934** -2.32 -0.933** -2.05 -1.106*** -3.20 

tlta 0.276   0.95 0.470*  1.87 0.605** 1.97 

pe 0.002*** 3.01 0.002*  1.78 0.002  1.46 

pb 0.004** 2.56 0.005*** 2.61 0.004*** 3.41 

capex 0.030*** 3.60 0.030*** 3.51 0.021*** 3.01 

accruals -0.132*** -3.43 -0.041*** -2.60 -0.085** -2.40 

constant 6.479*** 5.91 8.014*** 6.58 8.407*** 6.86 

Observations 1251 1251 1251 

Wald 159.49*** 173.54*** 147.51*** 

R2 73.22% 69.27% 68.73% 

The table reports lifecycle stage and the probability of a going private step controlling for corporate governance. The sample includes 1’501 IPOs going public between 1985 

and 2013 on NASDAQ, NYSE or AMEX. The independent variable is set to one if the company went private and zero if it is part of the control group. Young, mature and old 

are dummy variables set to one if the firms RE/TA lie in the lower 25%, in the middle 50% or in the higher 25%, respectively. RE/TA is the ratio of retained earnings to total 

assets. marketcap is the logarithm of market capitalization calculated as number of shares outstanding multiplied by the share price, analyst is a binary variable set to one if the 

market capitalization of the company is above the median of the whole sample, auditor is a binary variable set to one when the IPO is audited by a Big 4 auditor, roa is the return 

on assets measured as net income over total assets, fcff is the free cash flow to the firm measured as free cash flow to the firm over total assets, pe is the price-to-earnings ratio, 

pb is the price-to-book ratio, tlta is the amount of leverage calculated as total leverage over total assets, capex are the capital expenditures calculated over total assets, accruals 

is the accruals ratio measured as aggregate accruals based on net operating assets. We also control for years, which is not included in the table. ***/**/* indicates statistical 

significance at the 1%/5%/10% level. 
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Also in this model, we approximate corporate lifecycle with retained earnings to total assets (RE/TA) following 

DeAngelo, DeAngelo, & Stulz (2006) and Owen & Yawson (2010). Our results further suggest that firms with 

higher amount of accumulated retained earnings, which we name mature (mature) and old (old) firms are those, 

which stay with higher probability public. All our results show significant evidence. In contrary to the regression 

model presented in table 5, the model in table 6 show no or just low significance for the influence of analyst 

coverage. Nonetheless, our finding still suggests that low analyst coverage is an indicator for a voluntary step into 

privacy. Our findings further imply that young firms with low amount of accruals are more likely to go private. 

This result is consistent with our analysis in table 4. Our results might be explained either through the unclear role 

of accruals (Louis & Robinson, 2005) or through the point of time of the analysis. We conducted our analysis 

with data from the last public fiscal year in which firms might have already been focusing on a good level of their 

corporate governance due to the fact that they will soon change their ownership from public to private. All 

remaining variables tested in this model confirm the robustness of our previous results.  

Constraints 

Our study focus only on U.S. firms which went public during 1985 and 2013. Although it is a long examination 

period, it does not provide the overall picture. We further focus only on three major stock exchanges NYSE, 

AMEX and NASDAQ and neglect minor ones. Our empirical data is limited to the time when the examined firms 

have been public and had to disclose their financial statements. Our observation period starts already in 1985. 

Several companies decided for a step into privacy already some years after their IPO, which makes it difficult for 

us to find this historical data. This fact reduced our sample. In the previous decades, not only accounting standards, 

but also disclosure requirements changed. For our empirical study, we needed various fundamental and other 

quantitative data in order to describe firms and be able to test if they differ in their characteristics from firms that 

stay public. As only few data is available about firms, which were publicly listed a couple of years ago, data that 

we could use for characterization was also limited. In addition, we conduct our logit regressions only at a certain 

point in time and this is shortly before the announcement of the intention of firm to leave the public capital market. 

Accordingly, we collected data from the last public fiscal year. Even though our study is limited through various 

matters, the results of our logit regressions show remarkable high R2, which confirms that not only our 

approximation of lifecycle through accumulated retained earnings, but also the choice of further variables was not 

wrong.  

Summary 

This paper focuses on corporate lifecycle theories with the aim to further explain the going private phenomenon. 

Our main proxy for firm lifecycle is the relationship of retained earnings to total equity or assets, respectively. 

Our sample consists of 1’501 IPO firms, which went public on major U.S. exchanges between the years 1985 and 

2013. Out of these IPO firms, 201 are voluntary going private firms and all others non-going privates firms, which 

represent the control group. We first examine whether corporate lifecycle has an impact on the likelihood of 

becoming a voluntary going private firm. Our findings suggest that approximations of retained earnings, once 

divided by total equity and once by total assets, both significantly influence the going private decision of firms. 

The lower is the amount of accumulated retained earnings the higher the probability of a voluntary delisting. 

Second, we analyze whether a particular lifecycle stage has the highest probability when a company decides to 

voluntary leave the public capital market. Our findings suggest that young firms identified as those with low 

amount of retained earnings to total assets are those with the highest likelihood to go private. Mature and old firms 

are significant more likely to stay public. Third, we control for the robustness of our results including corporate 

governance variable into our sample. We use three variables in order to measure for the corporate governance 

impact. CFO SOX certification (cfo sox) as well as the amount of accruals (accruals) are both significantly 

influencing the going private probability. We find no empirical evidence for the impact of auditor’s opinion 

(auditor). Our findings are significant for both approximations with retained earnings to total equity as well as to 

total assets. Fourth, we examine the robustness of our results including the corporate governance variable CFO 

SOX certification (cfo sox) into our model and analyze its influence on lifecycle stages. We confirm our results 

from previous models, as on the one hand CFO SOX certification (cfo sox) highly significantly influences the 

going private decision and on the other hand increases the probability of young firms to decide to leave the public 

capital market voluntarily. Last, we examine influence of the second significant corporate governance variable, 

which is the amount of accruals (accruals). We find significant evidence for the negative influence of accruals on 

the going private decision. Our findings also confirm the results from previous models, as young firms are more 

likely to decide for a voluntary going private and mature and old firms mostly stay public.  
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