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Abstract

MBO stands for members buy-out. This is a way for organizations to find resources consistent with their activity. Such a way of financing may be appropriate for organizations, which are considered as a common good by its members.
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What is a MBO?
MBO is the financing of an organization by its members.
Why an organization should do a MBO?

A MBO presents the following advantages for the organization:

· A MBO reinforces the link between the members and the organization as members are involved on both sides of the balance sheet: the activity on the asset side and the resources on the liability side with the power associated with it. This may reduced agency problems as the objectives of the members are likely to be more aligned with the (long-term) objective of the organization.
· A MBO allows the organization to rely on its members for the control of the organization.
· As the organization evolves (the number of members being more important), a MBO may be a way to improve the liquidity of the financial resources of the organization (note that such an argument may be more about marketing than finance as members are a subset of potential investors). It may especially be a way to solve the liquidity problem of the founders or first members of the organization.
What types of organization are most suitable for MBO ?

A MBO is mostly appropriate for organizations whose members (or stakeholder) are attached to organization itself. Let us give a few examples:
· Members of networks such as Facebook, MySpace, LinkedIn, FinLink…

· Alumni of business schools such as Harvard, HEC, ESSEC
· Readers of newspapers such as The New York Times, Le Monde (maybe the first organization to have proposed partial MBO)
The attachment to the organization reflects the common good produced by the organization: the value of the relationships for members of a network, the value of the diploma for alumni, the importance of the newspaper for readers, etc.
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