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The Association between Expected Synergies and Pdstquisition
Performance in Cross-Border Mergers and Acquisitios

Abstract: We investigate whether the relation between eguecsynergies and post-
acquisition performance differs between cross-bokdi&@As and domestic M&As. Managers
may, on average, fail to accurately estimate syesrgesulting from cross-border M&As
because of geographical, cultural, and instituliéactors, or because of the greater difficulty
to forecast integration costs ex post. Alternajivehanagers may engage in cross-border
deals only if they perceive that they can real#lyc estimate synergies. We exploit an
accounting rule which requires managers to disdlosie estimate of expected synergies. This
estimate, referred to as “goodwill”, is the excetshe purchase price over the net fair value
of acquired assets. Using a sample of M&As comgldig US acquirers, we show that,
relative to domestic goodwill, cross-border gootivglpositively associated with increasing
post-acquisition operating performance, sales drpwstock returns, and Tobin’g. In
addition, we find that cross-border acquirers ass llikely to impair goodwill in the year
following the acquisition. We also document tha #ility to accurately forecast synergies in
cross-border deals is decreasing in cultural arstitinional distance from the US. These
results suggest that although managers are abdegcast synergies more accurately for deals
in relatively similar countries than for domestieats, they are not as accurate at forecasting
synergies for cross-border deals as for domestaisdehen the additional complexities
exceed the additional managerial effort.
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l. INTRODUCTION

Conceptually, mergers and acquisitions (M&As) atigah by management’s expectation
of “synergies”; two firms will merge if combiningpéir operations increases value as assessed
by acquiring firms’ managers. However, synergiesdifficult to assess ex ante and managers
may engage in M&As for other motives. For examphgr research indicates that managerial
hubris (e.g., Roll 1986; Seth et al. 2000; Bakeale2007) and managerial private benefits
(e.g., Jensen 1986; Harford and Li 2007) are twqlamations for value-destroying
acquisitions. In this study, we exploit an accoogtrule regarding purchase price allocation
to examine the relation between management’'s esimaf synergies and post-acquisition
performance related to domestic and cross-bordeA8&

FAS 141 (FASB 2001a, 2007), which became effeative002, requires management to
allocate the purchase price of the target to thefaie value of acquired assets through
purchase price allocation after completion of thguasition? Goodwill, which is the excess
of the purchase price over the net fair value gjued assets, reflects the expected synergies
resulting from the transaction. Goodwill is a “plug number and mechanically subsumes
any overpayment. Consequently, any overestimatedrgies lead to a greater proportion of
the purchase price being allocated to goodwill.c8i8002, under FAS 142, goodwill is no
longer amortized but is instead tested for impammat least annually (FASB 2001b).
Purchase price allocation (PPA) offers an oppotyuto directly observe management’s
expectations of synergies resulting from M&A adfvilt is particularly interesting given that
management’s internal forecasts are typically uitavie (Goodman et al. 2014).

Relative to domestic M&As, cross-border M&As ars@sated with an additional set of
factors that could potentially affect the valueatesl (or destroyed) through the combination.
Cultural, institutional, and/or geographical distas increase the cost of due diligence before
the combination and make the integration of thgaifirm more complex after completion of
the deal (e.g., Ahern et al. 2015). Institutionedbrporate governance, and accounting
differences across countries can also impede \aksgion in cross-border M&As (e.g., the
acquisition of Autonomy by HP in 2011 that led HPPrécognize a massive write-down of
goodwill in 20123 one year after completion of the deal). Howevepérfect integration of

capital markets (e.g., investors’ domestic biaspreqation of currencies), exchange of

2 FAS 141 eliminated the “pooling of interests” agnting treatment for M&As for which no goodwill was
disclosed. FAS 141 is now included in the AccoumtiStandards Codification (ASC) 80Business
Combinations

% See http://aswathdamodaran.blogspot.fr/2012/1idleps from-hell-mark-it-up-and-write.html (Last rieved:
September 29, 2015).



technologies, strong complementarities, and grquatiential of foreign economic areas also
create opportunities for bidders to purchase tarigetlifferent countries at attractive valuation
levels.

In this study, we examine whether and how the imidbetween managers’ expectations
of synergies and post-acquisition performance diffeetween domestic and cross-border
M&As. Since goodwill captures the amount of expdcgnergies, we investigate the nature
of goodwill resulting from domestic and cross-bort&As. Whether managers are more or
less able to forecast synergies from cross-botder from domestic deals is a priori unclear.
In order to complete a relatively more complex stberder transaction, managers may be
more likely to (either intentionally or unintentialty) overestimate synergies such that
goodwill actually captures overpayment and is neght related to the future performance of
the combined entity. Institutional and culturaltdigces of the target firm may also prevent
managers from accurately forecasting synergiesvérsely, given the increased complexity
of cross-border deals, acquirers may engage irsdrogler M&As only when they expect to
be able to accurately forecast synergies resultiogh the combination. The hurdle of
probable “expected synergies” needed to engage &A3vimay be higher for cross-border
business combinations relative to domestic comiunat As explained by Ahern et al.
(2015), “mergers that do occur between culturai$gasht countries are likely to have stronger
unobservable fundamentals in order to overcomebtinden of additional integration costs.”
In this case, the amount allocated to goodwill ioss-border deals will be more positively
associated with future performance relative to dsiinedeals. Therefore, the accuracy of
expected synergies, and hence the nature of gda@sillting from cross-border M&As, is a
priori unclear and worthy of empirical examinatigkccordingly, we address the following
research question: Do managers forecast synergiesrbss-border M&As more (less)
accurately than they do for domestic M&As? We reatbat if managers’ forecasts are more
(less) accurate, then the association between w®gesynergies and post-acquisition
performance should be stronger (weaker) for crasddy M&As than for domestic M&As.

We use a sample of M&As with goodwill disclosureatddress this research question. We
investigate the association between expected ssergnd acquirers’ post-acquisition
operating performance and assess whether the assncbetween goodwill and future
performance differs between domestic and crossdooMd&As. A positive (negative)
difference in the association between cross-bagdedwill vs. domestic goodwill and future
operating performance would indicate that the forostures more synergies (overpayment)

relative to domestic goodwill. To corroborate ourdings, we also examine the relative



association between cross-border goodwill, and-poguisition sales growth, stock returns,
and Tobin’sg. Next, we investigate differences in the likelidoof goodwill impairment in
the first year following completion of the trandaot between domestic and cross-border
M&As. Goodwill write-downs booked shortly after cpihation of an acquisition tend to
signal overpayment, i.e., that synergies have lbgerestimated (e.g., the HP-Autonomy deal
above-mentioned or, more recently, the Microsofkisodeal)* We also explore whether
cultural and institutional distance between theusreq and target firms is related to the ability
of acquirers to forecast expected synergies.

We conduct our analysis on a sample of 2,074 bssicembinations completed by US
acquirers between 2008 and 2013. Our empiricalyaizalields the following findings. We
document that, relative to domestic goodwill, crbesder goodwill is positively associated
with the change in operating performance, meashyettie change in industry-adjusted ROA
from the year prior to completion of the acquisititstand-alone entity) to the year after
completion of the acquisition (combined entity)ve also find a positive association between
cross-border goodwill, and the change in sales drofrom the year prior to the year
following completion of the transaction, post-adiion stock returns, and post-acquisition
Tobin’s g. Together these results indicate that estimateérgyes in cross-border deals are
more positively associated with increases in firerfgrmance than estimated synergies in
domestic M&As. They suggest that, on average, mansagre more accurate in estimating
synergies in cross-border deals relative to domedals. In addition, we find that cross-
border acquirers are less likely to impair goodwillthe year following completion of the
acquisition than are domestic acquirers, corrobuyathe greater accuracy of estimated
synergies in cross-border M&As.

We also assess whether cultural and institutiorsthidce from the target country relates
to managers’ ability to accurately forecast expgagnergies. Even if managers may, on
average, better forecast synergies in cross-bael#s, managers are likely to be affected by
the incremental difficulty of forecasting synergiessome cross-border deals. The accuracy of
expected synergies depends on managerial increlvedfaets and the additional difficulties
for cross-border deals. Drawing on prior literat(eeg., Erel et al. 2012; Ahern et al. 2015;
Francis et al. Forthcoming), we perform factor gsial on several cultural and institutional

dimensions, including the differences between tl&eddd the target firms’ countries in the

* See http://blogs.wsj.com/cfo/2015/07/09/microsefite-down-stokes-valuation-concerns/ (Last retigv
September 29, 2015).
® We find similar results using change in perfornmeatwo years after completion of the transaction.
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four dimensions of culture developed by Hofsted&0@° differences between local GAAP
and US GAAP, legal origin of the target countryrfcoon or code law), language (English or
other), economic development (GDP per capita),lewel of trust. We find that acquirers that
complete cross-border acquisitions in more cullyrahd institutionally distant countries,
exhibit a lower association between cross-bordedgdl and post-acquisition performance
than acquirers that complete acquisitions in lastadt countries. We also document that
acquirers of targets in more culturally and insitally distant countries are more likely to
impair goodwill in the year following completion dfie transaction. This is consistent with
the argument that cultural and institutional diieces in some transactions exceed
management’s additional efforts to accurately fastexpected synergies. Together these
findings suggest that managers forecast accurdyw® an "inverted U curve" function of
the institutional and cultural distance relativerie US.

We contribute to the literature on M&As and intdroaal business in several ways. As
noted by Reuer et al. (2004, 21), research onnatemal M&As, while growing, has not
been as voluminous as the large body of researdiotindomestic M&As and international
alliances. This is somewhat surprising because M&@&se been a major channel for
internationalization in recent years. Past stutiige investigated the determinants of cross-
border transactions (e.g., Chen 2008; Erel et@22Ahern et al. 2015) or their effects on
acquirers’ post-acquisition performance (e.g., Luski et al. 2004; Nadolska and Barkema
2007; Gubbi et al. 2010). Our study extends thiar pesearch by focusing on the accuracy of
management’s expected synergies across domesticrasd-border M&As. Ahern et al.
(2015) document that investors’ expect less symsrgor M&As involving firms from
culturally distant countries. We extend this life@search by identifying one factor that may
explain why investors expect less synergies in nuukurally and institutionally distant
countries, i.e., because of the difficulty of aately forecasting synergies by management.
Our study also contributes to the literature on age@ment forecasting ability and the quality
of capital investment decisions (Hirst et al. 20@podman et al. 2014). In particular
Goodman et al. (2014) argue that management dravggmalar skills to forecast earnings for
market participants as it does to forecast perfogaan making investment decisions. They
document that management’s ability to forecast irgenis positively related to good
investment decisions such as M&As and capital edperes. We extend this research by
exploring management’s ability to forecast synesgrean international setting with a direct

measure of management’s forecasts. We contributieetditerature examining the quality of

® The four dimensions are power distance, indivignal masculinity and uncertainty avoidance.
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acquisitions and determinants of goodwill impairtsefiHayn and Hughes 2006; Gu and Lev
2011; Goodman et al. 2014). We also complementr cttuglies that examine the relevance
and information content of disclosures about doimmdsisiness combinations and purchase
price allocations, in particular Kimbrough (2008halev (2009) and Paugam et al. (2015).
These studies investigate the informativeness ofhase price allocations that involve fair

value estimation of acquired assets and liabiliafter a business combination and other
disclosures provided in financial statements almuginess combinations. We add to this
literature by showing how well goodwill, which refits expected synergies, relates to the
change in performance in the context of cross-lrdvitieAs.

Finally, we conduct our analyses on a sample afsaations of mostly private target
firms, which allows us to obtain a considerablytarsample (2,074 transactions) than those
used in previous studies. For example, Shalev. €2@l3), Paugam et al. (2015), and Zhang
and Zhang (Forthcoming) conduct analyses on samgfigsublic target firms involving
respectively 320, 308 and 137 transactions. Ongdliion is that our dataset does not include
target-specific and deal-specific variables as dhegriables are generally unavailable for
private firms; therefore, we are unable to exgyiabntrol for differences in these variables in
our models. However, our dataset allows us to concwre powerful tests using a much
larger sample that is more representative of M&kgactions (Capron and Shen 2007).

The remainder of this paper is organized as follows review the related literature in
Section 2, develop the hypotheses in Section Zepteour empirical strategy in Section 4,

report our findings in Section 5, and concludeghaly in Section 6.

Il. RELATED RESEARCH

Determinants of Cross-Border Mergers & Acquisitions

Prior research shows that several country-speaifet firm-specific dimensions affect the
likelihood and intensity of cross-border M&As. Fexample, Erel et al. (2012) find that
geographic proximity, quality of accounting disalos, and bilateral trade activity increase
the likelihood of mergers between two countriesan€rs et al. (Forthcoming) also present
evidence that GAAP proximity between countries s important factor affecting the
frequency and magnitude of cross-border M&As. Frankegal point of view, Rossi and
Volpin (2004) study the determinants of M&As arouheé world by focusing on differences
in laws and regulation across countries. They fihdt the volume of M&A activity is
significantly larger in countries with better acating standards and stronger shareholder

protection. Ahern et al. (2015) extend past stubiepresenting evidence of the importance of



several key dimensions of culture, i.e., trustrdmehy, and individualism, for merger volume
across countries and the effects on synergy gains.

Chen et al. (2009) investigate the effects on tkelihood of cross-border M&As of
several firm-specific factors. Using a sample d&etaver bids in nine East Asian economies,
they find that size, cash holdings, cross-listimgfareign exchanges, development of capital
markets, and governance proxies are significamtty @ositively associated with cross-border
M&As relative to domestic M&As. From a governandanslpoint, Ferreira et al. (2010) find
that foreign institutional ownership is positivedgsociated with the intensity of cross-border
M&A activity worldwide. Ferris et al. (2013) exan@rnthe role of CEO overconfidence in
explaining international mergers and acquisitiomsrd) the period 2000-2006. They find that
CEO overconfidence is related to a number of @litaspects of international merger activity.
Consequences of Cross-Border Mergers & Acquisitions

A key issue surrounding cross-border M&As is whettiey create value (Reuer et al.
2004, 21). Several studies investigate investorsactions to cross-border M&A
announcements (e.g., Aybar and Ficici 2009; Gublail.e2010; Ahern et al. 2015) or long-
term post acquisition performance (e.g., BlackleP@07; Dutta and Jog 2009Denis et al.
(2002) find that global diversification is assoettwith a valuation discount equivalent to
that applied to industrial diversification. Moelleand Schlingemann (2005) provide
corroborative evidence of lower average performdcecross-border acquirers relative to
domestic acquirers.

Black et al. (2007) examine the relationship betwtee quality of the foreign target’s
accounting disclosures and acquirer long-term ababreturns. The authors find that US
acquirers in cross-border mergers experience signily lower long-term post-merger
abnormal returns than acquirers of domestic tardetdta and Jog (2009) investigate the
long-term stock return performance of Canadian iicgu firms in the post-acquisition
period. Contrary to stylized facts reported in W&lges, they neither find negative long-term
abnormal stock market returns once they accountrfethodological discrepancies nor do
they find negative long-term operating performafaeacquirers in the period following an
acquisition. They document that the Canadian markeicts positively to acquisition
announcements but corrects for this reaction withshort period of time. Overall they find

that Canadian acquisitions do not show value destruor overpayment.

" Some studies focus on the value creation to theiear of the acquisition of specific cross-bortanget type.
Jory and Ngo (2014) examine the decision of privsgetor enterprises from developed countries taieeq
state-owned enterprises (SOEs) abroad. The aufimorshat bidders of SOE fare worse than biddersianf-

SOE both in terms of stock price and operatinggrerénce.

8



Other studies have focused on the value creatioM&RAs completed by emerging
country acquirers. Aybar and Ficici (2009) documehat, on average, cross-border
expansions of emerging-market multinationals thlowgquisitions do not create value;
instead, they destroy value for more than halthef transactions studied. Gubbi et al. (2010)
investigate acquisitions by Indian firms, and exanwhether overseas acquisitions by
emerging-economy firms create value for acquir@isee authors predict and find that the
magnitude of value created is higher when the tengaes are located in advanced economic
and institutional environments, i.e., in countryrkeds with higher quality of resources, and
therefore, stronger complementarities to the exgstiapabilities of emerging economy firms.

Another line of research investigates if and howiots factors affect the long-term
success of cross-border M&As. Capron (1999) exasnihew post-acquisition asset
divestiture and resource redeployment affect theg-klerm performance of horizontal
acquisitions. Overall, the results indicate thahlasset divestiture and resource redeployment
can contribute to acquisition performance, albeithwa significant risk of damaging
acquisition performance when the divested assetsr@sheployed resources are those of the
target. Chakrabarti et al. (2009) analyze the imgdcculture on post M&A performance.
Using a sample of over 800 cross-border acquistouring 1991-2004, the authors find that,
contrary to general perception, cross-border adoqns perform better in the long run if the
acquirer and the target come from countries thatcaifturally more disparate. Conversely,
Ahern et al. (2015), using an event study aroundszborder M&A announcements, find that
greater cultural distances in trust and individsraliare negatively associated with combined
announcement returns. Francis et al. (2014) askhshenanagers can learn from observing
the actions of other acquiring firms to make bedieguisition decisions. They use a sample of
cross-border M&As conducted by US acquirers in tgiag countries and document a
positive and significant relationship between aquarer’s performance and its predecessor’s

acquisition activity.

. HYPOTHESES

Managers engaging in cross-border M&As may overede the amount of synergies
resulting from the transaction for several reasdfisst, the costs associated with due
diligence are higher ex ante, due to institutiomalfural and geographical distances of the
target firm. Purchasing a target in a differenttunal and institutional environment is more
complex and may lead to managers overlooking skviskafactors likely to impede value

creation. Second, once the acquisition is compjeatedintegration of a foreign target is also



likely to be more challenging and more difficult poedict. Managers of the acquiring firm

may struggle to control and monitor a foreign sdiasy after completion of the transaction.

In this case, expected synergies may not be aetyrdrecasted by managers. Therefore,
goodwill, which captures managers’ estimates ofeeigd synergies from cross-border
M&As, is likely to be negatively associated withdte performance of the combined entity
relative to goodwill resulting from domestic M&AsManagers could, on average,

overestimate synergies resulting from cross-bodeets.

Conversely, it is also possible that managers engagnore visible cross-border deals
only if they feel confident in their ability to fecast synergies accurately. Purchasing a
foreign company is likely to place the CEO at riglkturnover. Managers may exert stronger
efforts to forecast synergies for cross-border M&han for domestic M&As. This would
lead managers to forecast synergies more accur&belycross-border deals relative to
domestic deals or to engage only in combinatiomswibich the probability that expected
synergies will be realized is high. In other wordsnditional on the M&A being completed,
expected synergies for cross-border deals couldthbee accurate than domestic expected
synergies. Additionally, if management is able v@reome legal or other institutional factors
impeding cross-border M&As, cross-border deals @odelad to high potential for value
creation. Differences in growth potential of deyehm countries relative to developed
countries and stronger complementarities offer ojppdties to create value. If this is the case,
goodwill resulting from cross-border transactioni ine incrementally positively associated
with future performance relative to goodwill resudt from domestic transactions.

The above discussion indicates that there are iplaugasons supporting both a stronger
and a weaker positive association between crostebayoodwill and future performance
relative to domestic goodwill. Accordingly, we stabur hypothesis in the null form as
follows:

H1: The relation between goodwill resulting from M&#fansactions and the change in
post-acquisition performance does not differ betwemss-border and domestic M&A
transactions.

Under US GAAP, goodwill is tested for impairmentleast once a year. According to
FAS 142 (ASC 350), an impairment loss must be reizegl if the reporting unit’s total fair
value to which goodwill has been allocated is kbss its book value (FASB 2001b). Cross-
border deals for which management overestimatesrgigs are more likely to result in
recognizing impairment shortly after completiontloé transaction. Impairment of goodwill is

management’s acknowledgement that synergies hase tweerestimated. If management’s
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estimation of synergies is relatively more accurfatecross-border deals than for domestic
deals, then cross-border acquirers are less likkelyimpair goodwill post-acquisition.
Alternatively, if cross-border acquirers are lessusate in forecasting synergies for cross-
border deals, then they are more likely to impaodill after the acquisition. Therefore, we
test the following hypothesis (stated in the nathf):
H2: The likelihood of goodwill impairment post-acqitien does not differ between
cross-border and domestic acquirers.

The accuracy of expected synergies may be incrgdsmcross-border deals for which
managers’ additional efforts exceed the additiatificulties to forecast synergies whereas it
is likely to decrease for cross-border deals forictvhthe additional difficulties exceed
managers’ additional efforts. Past literature doents that cultural and institutional distance
are important factors affecting the frequency aissrborder M&As and the synergies created
in such transactions (e.g., Erel et al. 2012; Atedral. 2015; Francis et al. Forthcoming). We
hypothesize that cross-border acquirers’ abilityfdcecast synergies is also likely to be
affected by cultural and institutional distance ven the acquirer's and the target's
countries. We expect that, among cross-border smgimanagement’s ability to forecast
synergies is lower for targets in more culturallgdainstitutionally distant countries.
Therefore, we test the following hypotheses:

H3a: The association between goodwill and post-actiomsperformance is weaker for
cross-border deals of targets in more culturally mstitutionally distant countries.

H3b: The likelihood of goodwill impairment post-acqtisn is greater for M&As
involving acquirers and target firms from more atdily and institutionally distant

countries.

IV. EMPIRICAL STRATEGY

The Nature of Goodwill and General Empirical Strategy

After 2002, following the completion of a businessmbination, acquirers must allocate the
purchase price to the target’s identifiable tareydohd intangible assets and liabilities based on
their individually estimated fair values (FASB 2@)1The difference between the purchase
price and the total fair value of net identifiakigsets is then allocated to goodwill. Goodwill
is a composite asset that reflects (1) expectedrgigs between assets within the target firm
(internally generated goodwill), which include therformance and growth opportunities of
the target as a stand-alone entity, (2) expectaedrgies between the acquirer and the target

resulting from the combination, and (3) potentiskigayment for the target firm (Johnson
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and Petrone 1998; Henning et al. 2000; Zanoni 200& use the amount of goodwill
resulting from the purchase price allocation asr@xy for management’s expectation of
synergies. Any overestimation of expected synergrested through the combination will
therefore inflate goodwill and weaken its assocratvith post-acquisition performance.

Our general empirical strategy is presented infleidu We examine the consequences of
estimated synergies (goodwill) on the change infoperance from vyeart-1, i.e., the
performance of the acquirer prior to completiontleé transaction, to yedarl, i.e., the
performance of the combined entity after completbthe transaction. We explore multiple
dimensions of performance: change in industry-adfu&ROA, change in sales growth, post-
acquisition stock returns, post-acquisition acquirebin’sq (H1), and likelihood of goodwill
impairment (H2).

[Insert Figure 1 About Here]
Association Between Goodwill Resulting from Cross-&der Mergers & Acquisitions
and Post-acquisition Performance
First, we examine differences in the associatiotween expected synergies resulting from
cross-border versus domestic deals and future esaimgoperating performance using the
OLS model (1):

AROA 1. 1+1 OrAROA 1. t+2 = by + dGDWL_PPA+ b,CrossBorder
+ b;GDWL_PPA* CrossBorder + lyMateriality; + bsSIZE., 1)
+eASALE 1 orte1; t+2 + PRET + BgRET 1 + MTB_Ag,
+16LEVt1 + buROA 1 + BiAAROA ;11 + bisGDWL_Ag,

+@in(Frequent) + bjsAGDP.1 .+ + bigTAX+ bi;UNEMP,
+ Year fixed effects + Industry fixed effects:+

where {is the acquisition year):

AROA.1+1 = industry-mean-adjusted ROA (EBITDA divided bygdeed total assets) one
year after completion of the transaction minus stdumean-adjusted ROA
one year before completion of the transaction (COMPAT). Industry is
defined as 2-digit SIC cod®;

AROA:1.+2 = industry-mean-adjusted ROA (EBITDA divided bydeed total assets) two
years after completion of the transaction minusugtd-mean-adjusted
ROA one year before completion of the transacti@iONMPUSTAT).
Industry is defined as 2-digit SIC code;

8 past studies usually measure ROA-Ihusing the asset-weighted ROA of the acquirertanget firms. Since
in our sample most target firms are private, wadbhave information on target firms’ ROA and tHere focus
on the change in ROA for the acquirer.
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GDWL_PPA = goodwill resulting from the transaction dividedy purchase price
(ppanalyser.com);

CrossBorder = 1 if the target firm's home country is diffetefnom the acquirer's home
country, and O otherwise (ppanalyser.com);

Materiality; = Purchase price divided by the acquirer’s totaketsin t-1 (ppanalyser.com
and COMPUSTAT);

SIZE, = natural logarithm of the acquirer’s total assstshe end of the fiscal year

prior to completion of the transaction (COMPUSTAT);

ASALEw1 or t+1, t+2 = Change in acquirer’s sales one year after camopl®f the transaction
(from t to t+1). Alternatively, we use the average change in saléise two
years following completion of the transactiomMiROA ;. +» iS used as the
dependent variable (COMPUSTAT)

RET; acquirer’s stock return in the fiscal year aftempletion of the transaction.
(we also includeRET.1 if AROA:. . IS used as the dependent variable)
(COMPUSTAT);

MTB_Ag1 acquirer's year-endnarket-to-book ratio of equity in the year prior to

completion of the transaction;

LEV:1 = acquirer’s long-term debt plus current portioriafg-term debt in the fiscal

year prior to completion of the transactions didd®y lagged total assets
(COMPUSTAT);

industry-mean-adjusted ROA (EBITDA divided by degl total assets) one
year before completion of the transaction (COMPUSYAIndustry is
defined as 2-digit SIC code;

goodwill in the acquirer’s balance sheet in theryw#or to completion of the
transaction divided by lagged total assets (COMPSSTI);

ROA

GDWL_Ag,

In(Frequenj..;= natural logarithm of number of acquisitions coetptl by the acquirer

between the beginning of the sample period an¢opanalyser.com);

AGDPy = GDP growth rate of the target country in yeaib¢ld Bank);

TAX = Corporate income tax rate of the target countsasared in 2011 (from
KPMG corporate tax rate table or E&Y 2013 Corporatx Worldwide
Corporate Tax Guide);

UNEMP, = Unemployment rate of the target country exprss® a percentage of the

total labor force according to the definition ofethnternational labor

organization (World Bank).
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The main coefficient of interest is;,bwhich measures the incremental association of
cross-border goodwill over domestic goodwill witiletchange of operating performance from
pre- to post-acquisition. A positive lestimate indicates that, relative to domestic golbd
cross-border goodwill is more synergistic and isrementally positively associated with
increasing future performance of the combined ynBbefficient B measures the association
of domestic goodwill with the change in operatirggfprmance from pre- to post-acquisition.
Coefficient b estimates the difference in operating performdnegveen cross-border and
domestic deals when goodwill is zertVe also conduct a similar analysis for the chainge
operating performance between yedat and yeart+2 (AROA;:. w2) (two years after
completion of the acquisition) because synergiestake time to be realized (e.g., Goodman
et al. 2014).

We control for several factors that are likely téfeet the acquirer's change in
performance: relative size of the transactiblateriality;), firm size §1ZE.1), change in sales
(ASALE.;), news affecting firm value over (and t+1 for AROA 1. 12) (RET, RETu),*°
market-to-book ratio of equityMTB_Ag), leveragel(EVi.1), level of industry-adjusted ROA
in yeart-1 (ROA.1), change in industry adjusted ROA prior to thexsaction AROA ;. t+1),
amount of goodwill in the acquirer's balance shaet-1 (GDWL_Ag;), and the natural
logarithm of the number of acquisitions completgutie acquirer between the beginning of
the sample period and yeafin(Frequenf)). We also include GDP growthGDP), corporate
income tax rateTAX), and unemployment rat&) NEMP,) of the target country to control for
major macroeconomic differences of the target agurats well as year and industry fixed
effects. In all our models we cluster standardrertry acquirers since the same acquirer can
complete several M&As.

Second, we investigate the differences in the @soc between expected synergies
resulting from cross-border versus domestic deadschange in sales growth using the OLS
model (2):

° As goodwill is generally different from 0 in ouarsple, coefficient bcannot be directly interpreted. Therefore
we do not draw empirical conclusions from b models including interactions betwe&DWL_PPAand
CrossBorderOur main coefficient of interest ig,b.e., the incremental accuracy of cross-bordedgall.

19 Because stock returns capture news faster thamgarwe include a lag between stock returns aam@é in
ROA.
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ASALE . t+1 OFASALE 1. 142 = by + b GDWL_PPA+ b,CrossBorder (2)
+ b:GDWL_PPA* CrossBorder+ yMateriality; + bsSIZE.1
HRET + b/RET.1 + BMTB_Ag + lhLEVL1 + bioROA
HIASALE . 11 + boGDWL_Ag; + byan(Frequent)
HMAGDPy.1 + bisTAX+ bigtUNEMP,
+ Year fixed effects + Industry fixed effects+

where {is the acquisition year):

ASALE;.++1 = sales in the year following completion of thansaction minus sales in the
year prior to completion of the transaction scaltgdlagged total assets
(COMPUSTAT);

ASALE .+, = sales two years following completion of the saction minus sales in the
year prior to completion of the transaction scalbgdlagged total assets
(COMPUSTAT);

ASALE,..; = sales one year prior to completion of the tratisa minus sales two years
prior to completion of the transaction scaled byggkd total assets
(COMPUSTAT).

The other variables are as previously defined.

The main coefficient of interest is;,bwhich measures the incremental association of
cross-border goodwill over domestic goodwill withtdre sales growth following completion
of the transaction. A positive estimated coeffitiég indicates that, relative to domestic
goodwill, cross-border goodwill is incrementallysasiated with future sales growth (revenue
enhancement synergies). In addition to controlforghe same factors as above that are likely
to affect sales growth, we also control for pagtsgrowth (acquirer sales growth before the
transaction).

Third, we investigate the differences in the assomn between expected synergies
resulting from cross-border versus domestic deats fature stock returns using the OLS
model (3):

RET+1 or ARET+1 = by + b GDWL_PPA+ b,CrossBorder 3)

+ bsGDWL_PPA* CrossBorder+ lyMateriality; + b;SIZE+,
+dMTB_AG:1 + 7LEVi + BROAL; + BAROA
+ hin(Frequent) + bj;AGDPy.1 + b1 o TAX+bsUNEMP.
+ Year fixed effects + Industry fixed effects+
where { is the acquisition year):
RET+1 = acquirer stock return one year after completion tbk transaction
(COMPUSTAT);

15



ARET;; = acquirer stock return one year after completibthe transaction minus average
stock return of COMPUSTAT firms for the same ysd@OMPUSTAT);

AROA:+1 = acquirer change in ROA (EBITDA divided by laggedatcassets) in year t+1
(COMPUSTAT).

The other variables are as previously defined.

The main coefficient of interest is;,bwhich measures the incremental association of
cross-border goodwill over domestic goodwill withtdre stock returns during the year
following completion of the transaction. A positiestimated coefficient sbindicates that,
relative to domestic goodwill, cross-border goodivgilassociated with realized synergies that
positively affect firm value.

We control for several factors that could affecic&treturns such as the materiality of the
transaction Materiality), firm size G1ZB, market-to-book MITB_AQ, leverage KEV),
operating performanceRQOA), change in operating performanc&ROA, as well as the
number of acquisitions completed by the acquireXF(equen}), target firm countries’
macroeconomic variableaGDP, TAX UNEMP), and year and industry fixed effects.

Fourth, we investigate the difference in the asgmm between expected synergies
resulting from cross-border versus domestic deats @ost-acquisition acquirer Tobint
using the OLS model (4):

TQ+1 =y + b GDWL_PPA+ b,CrossBorder+ bsGDWL_PPA* CrossBorder (4)

+ bMateriality; +bsSI1ZE+; + bsASALE (41 + b7LEVL + BsROAL;
+ RCAPEX:1 + bjogGDWL_Ag;1 + b1 TQ-1 + bisn(Frequent)+ bsAGDP.1¢
+ s TAX+ bisUNEMP.; + Year fixed effects + Industry fixed effects+

where { is the acquisition year):

TQ1 = acquirer Tobin’sq one year after completion of the transaction, mesk as
market value of equity + book value of short andglberm debt scaled by total
assets (COMPUSTAT);

CAPEX =acquirer capital expenditures divided by laggedltassets (COMPUSTAT).

The other variables are as previously defined.

The main coefficient of interest is;,bwhich measures the incremental association of
cross-border goodwill over domestic goodwill wittretacquirer Tobin’g] one year following
completion of the transaction. A positive estimategfficient 3 indicates that, relative to
domestic goodwill, cross-border goodwill is asstedawith realized synergies that positively
affect Tobin’sqg.

We control for the relative size of the transact{Muateriality), which may negatively

affect Tobin’sq since a larger purchase price will increase thedenator of Tobin's]. We
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also control for acquirer sizeSIZE.1), sales growthASALE.;), leverage I(EVi:1), capital
expenditures APEX.1), booked goodwill before the transactidBOWL_Ag;), Tobin'sq
before the transactionT(Q.1), number of deals completedn(Frequent), GDP growth
(AGDP), tax rate TAX) and unemployment rat&fiemp. We also include year and industry
fixed effects.

Association between Goodwill Resulting from Cross-&der Acquisitions and Future
Goodwill Impairment

If management overestimates the amount of syneigiesoss-border M&As, goodwill is
more likely to be impaired in subsequent years (HRerefore, we examine the association
between cross-border goodwill relative to domegtodwill and the probability of future
goodwill impairment. We estimate model (5) using tlogit procedure as the dependent
variable is dichotomous:

PrOIMPy1 =1) = by + byCrossBorder+ b,GDWL_PPA+ bsMateriality;
+ JImpPG.1+ bsSIZE+ + BRET+1 + by LEVi1 + BBROA. (5)
+ b9AROA;t+1 + blOASALE;Hl + bllMTBt+1 + blZMTBt+l<1
+ BGDWL_Ag; + bis/AGDP.1 + bisTAX+ bigUNEMP,
+ Year fixed effects + Industry fixed effects +

where { is the acquisition year):

DIMPw; = 1 if the acquirer books goodwill impairment inayet+1 and O otherwise
(COMPUSTAT);

ImpPG, = amount of goodwill impairment in year t-1 diedl by lagged goodwill
(COMPUSTAT):

MTB.1<1 = 1 if the acquirer's market-to-book ratio in yearltis below one, and O
otherwise (COMPUSTAT).
The other variables are as previously defined.

The main coefficient of interest is,bwhich measures the association between cross-
border M&As and the likelihood of future goodwilnpairment during the year following
completion of the transactidh.A positive estimated coefficient; bvould indicate that,
relative to domestic acquirers, cross-border aegsiiare more likely to impair goodwill in the

year following completion of the transaction.

1 We use the firm-level amount of goodwill impairmes the allocation of goodwill to reporting unigsnot
systematically disclosed and often considered ramyit(\Watts 2003; Roychowdhury and Watts 2007; Ramaa
2008). After completion of a transaction, it is dhdo distinguish newly recognized goodwill from yicusly
acquired goodwillWatts (2003) explains that “if there are any syt all among the units, then there is no
meaningful way to allocate future cash flows, vaklmed goodwill among units.”
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We control for known factors affecting the likelinband magnitude of impairment, such
as the magnitude of goodwill resulting from thensaction GDWL_PPA), the materiality of
the transactionMateriality;), firm performance ROA+1, ARET 41, MTBw1, MTB.41<1), firm
size GlZE.1), past impairmentlfhPg.,), and the amount of goodwill on the acquirer's
balance sheet before completion of the d&D\WL_A¢i) (e.g., Beatty and Weber 2006;
Hayn and Hughes 2006; Ramanna and Watts 2012; laibal. 2015). Higher firm
performance is negatively associated with the ilkoeld of impairment, larger firms are less
likely to impair goodwill, and the amount of goodivan the balance sheet prior to completion
of the deal is positively associated with the likebd and size of future impairment. We
include a dummy variable for market-to-book lesanti because it is a strong indicator of
economically impaired goodwill (e.g., Ramanna anattd/ 2012; Filip et al. 2015). We
control for leverage LEV), as creditors could discipline managers and ensisisets are
written-down in a timely manner. We also includegt firm countries’ macroeconomic
variables AGDP, TAX, UNEMP), year and industry fixed effects.

Association Between Expected Synergies and Post-acgtion Performance for
Culturally and Institutionally Distant Countries

Cultural and institutional differences across caestare multidimensional and past literature
on cross-border M&As indicates that variation iadks of trust, hierarchy and individualism,
and differences in legal origin, GAAP, and othestitutional dimensions affect the likelihood
and consequences of cross-border M&As (e.g., Eral. 2012; Ahern et al. 2015; Francis et
al. Forthcoming). Using an individual indicator cdltural or institutional differences or a
naive summation of differences can result in measant error and incorrect regression
coefficients. Factor analysis provides a parsimasiovay to represent the latent cultural and
institutional differences in the data. Factor asmlyextracts the common variance in the
observable structural measures in order to idemsgitutional and cultural dimensions with
less measurement error than the observable stalictneasures. Therefore, we employ
traditional factor analysis to identify one or seldactors capturing differences in culture and
institutions (Harris et al. 2015, 584).

For each country we measure the following diffeesnwith US cultural and institutional
dimensions: the four Hofstede (2001) dimensionsuiture (power distance, individualism,
masculinity, and uncertainty avoidance), and d#fees in trust levels. We measure a
country’s level of societal trust by its citizeres/erage response to the following question in
World Values Surveys (WVS): “Generally speaking,udbyou say that most people can be
trusted or that you need to be very careful inidgalith people?” (e.g., Nanda and Wysocki
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2013; Bae et al. 2015; Pevzner et al. 2015). Tosoreadifferences between US accounting

standards and local GAAP, we adopt the approaddaefet al. (2008), which focuses on 21

important accounting rules based on their reviewhefpast literature and a survey of GAAP

differences in 2001. Specifically, following Frascet al. (Forthcoming) we use these 21

accounting rules to derive a GAAP differences ingegasuring the extent of difference

between US GAAP and local GAAP. We also form théowing dichotomous variables for

each country: whether English is the national lagg) and whether the origin of law is
common law or code law. To capture economic diffees between the US and target
countries, we also include GDP per capita expresspdrcentage of the US GDP per capita.

Next, we estimate model (6) on the sub-sample aészborder acquirers to test whether
the accuracy of expected synergies is relatedltaraliand institutional distance.

AROA 1. +1 OFAROA 1. 112 = by + bGDWL_PPA+ bHigh_Diff;

H:GDWL_PPA* High_Diff; + yMateriality; + bsSIZE 1 (6)
+dASALE 1 or t+1, t+2 + PRET + BsRET11 + MTB_Ag,
+BLEV1 + b11ROA1 + b2AROA . 11 + isGDWL_Ags
+hIn(Frequent) + bisAGDP.1 + bigTAX+ b 7JUNEMP,

+ Year fixed effects + Industry fixed effects+

where { is the acquisition year):

High_Diffi =1 if the target country is in a culturally amdgtitutionally distant country from
the US, defined as a country with an above the amedalue of the first
factor from the factor analysis of structural crddu and institutional
dimensions, and O otherwise.

The other variables are as previously defined.

We include the same control variables as in mabel (

The main coefficient of interest isg,bwhich estimates the incremental association
between cross-border goodwill and future perforreafmr acquirers of targets in more
culturally and institutionally distant countriesesvacquirers of targets in less culturally and
institutionally distant countries (H3a). If managamh has more difficulty forecasting
synergies in more culturally and institutionallys@int countries, we expect the coefficiegit b
to be negative.

We also estimate model (7) on the sub-sample afseborder acquirers to test whether
the likelihood of future goodwill impairment is adéd to cultural and institutional distance.

Pr(DIMP¢1 =1) = by + byGroup2 + b,Group3 + bsGroup4 + by GDWL_PPA (7)
+ EMaterialityi+ bslmpPG.1+ b;SIZE+ + BRET:+1 + boLEVi4
+ h)ROAHl + bllAROA;Hl + blZASALE;Hl + b.I.SMTa+1 + bl4MTBt+l<:L
+ BbGDWL_Ag1 + bigAGDP.11 + bi7TAX + bigUNEMP,
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+ Year fixed effects + Industry fixed effects+

where { is the acquisition year):

Groupyi-1,2,34~ dummy variables based on the distribution offtts factor from the factor
analysis of structural cultural and institutionahénsions Groupl (Group2
Group3 Groupd = 1 for acquirers of a target in the fourth (thisecond,
first) quartile of culturally and institutionally istant countries, and 0
otherwise.

The other variables are as previously defined.

We include the same control variables as in motlel (

Acquisitions of a target in the least culturallydamstitutionally distant countries
(Group)) are used as a benchmark. The main coefficientstefest are pto ks, which
estimate the incremental likelihood of future godbunpairment for acquirers of targets in
progressively more culturally and institutionalligt@ént countries over acquirers of targets in
the least culturally and institutionally distanuadries, i.e.Groupl(H3b). If management has
more difficulty forecasting synergies in more cudtily and institutionally distant countries,
we expect coefficients;lio b to be increasingly positive because managementhaag to

revise expected synergies downward after completidhese acquisitions.

V. EMPIRICAL FINDINGS

Sample Selection

FAS 141 requires firms to disclose their finalizadchase price allocation within one year of
completion of M&As. In most cases, US listed firmisclose purchase price allocations in
forms 10-Q or 10-K. We obtain data on 5,786 purehgwice allocations from
ppanalyser.com, a private data provider that ctdléeformation about transactions from
regulatory filings, including detailed purchase cpriallocations, names and countries of
acquirers and target firms. Acquirers’ may be nd-firms and most target firms in the
database are private firms. We merge this trarmaaliataset with COMPUSTAT North
America using the acquirers’ tickers. We deletaegeetions not matched, with no information
on the country of the acquirer or target firm, athwmissing data in COMPUSTAT. We also
exclude non-US acquirers listed in the US as welhequirers from the financial sector. The
final sample comprises 2,074 business combinationspleted between 2008 and 2013. By
comparison, an extract from Thomson One Bankem{@ly SDC) of transactions involving
US public acquirers for deals completed betweerB288d 2013 with available deal values

and excluding acquirers in the financial indusegds to a total of 5,515 transactions. We

20



obtain fewer transactions from ppanalyser.com ksxaonly transactions with disclosed
purchase price allocations are included in ppaealgsm and because we require available
data in COMPUSTAT? Panel A of Table 1 summarizes the sample seleptiocess.

[Insert Table 1 About Here]

Panel B of Table 1 presents the list and frequeridgrget firms’ countries. Most target
firms are domestic US firms (73.3%). The next magiresented countries are the United
Kingdom (5.6% of transactions), Canada (4.0% ohdaations) and Germany (2.2% of
transactions). Panel C of Table 1 shows the nurobeleals completed each year between
2008 and 2013; it indicates that 2011 (2010) isrtiest (least) active year by number of
completed transactions, with 24.7% (4.1%) of thaltoumber of transactions. Panel D of
Table 1 presents the list of industries accordmghe GICS classification of acquirers. The
transactions are clustered in the Information Tetdgy and Industrials sectors.

Table 2 presents descriptive statistics for thé $ample (Panel A), and separately for
domestic and cross-border deals (Panel B). We wieseach continuous variable at its first
and ninety-ninth percentiles. Panel A shows thatrttean (median) purchase price is USD
353.8 million (43.1 million). The transactions aeeonomically significant as the mean
(median) materiality of transactions is 13.9% (4)&%cthe acquirer’s lagged total assets. This
is consistent with the fact that material M&As anere likely to result in the disclosure of
purchase price allocations. Roughly 27% of the Saations are cross-border deals (553
transactions = 2,074 — 1,521) (see Table 1, Panel B

By comparison, the mean (median) deal value in ommOne Banker for transactions
involving non-financial US public acquirers for de@ompleted between 2008 and 2013 is
USD 291 (40 million) and includes 22% of cross-fordransactions (untabulated). This
suggests that our sample obtained from ppanalygserig fairly representative of transactions
completed over the 2008-2013 period, although aurpde tends to include larger deals that
are more likely to result in the disclosure of PPAs

The mean (median) amount of the purchase priceatfid to goodwill is 47.4% (47.6%).
This is our measure for the average synergies ésgdy management.The mean (median)
change in industry-adjusted ROA from the year priocompletion of the transaction to the
year following completion of the deal is -168 bap@ints (-134 basis points). The mean

(median) change in sales growth from the year gootompletion of the transaction to the

12 Following general accounting principles, purchasiee allocation disclosure is subject to the miality
threshold.

13 The magnitude of goodwill is comparable, altholmher, to that documented in other studies. Heneinal.
(2000), Shalev (2009) and Shalev et al. (2013)eetsely report goodwill to be 57%, 59% and 59%tlué
purchase price on average.
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year following completion of the deal is 25.9% @%). In the year following completion of
the transaction, the mean (median) stock retu2®i4% (15.8%), the mean (median) market-
adjusted return is -1.4% (-9.3%), and the mean (@m@d obin'sqg is 1.58 (1.28). The average
likelihood of booking goodwill impairment in the ae following completion of the
transaction is 14.2%.

Univariate statistics presented in Panel B show thass-border deals involve smaller
purchase prices (median differenceRafrchase Priceis significantly negative), acquirers
that tend to exhibit relatively better change ireging performance post-acquisition than
domestic acquirers (median differenceAROA.1 is positive and significant), better post-
acquisition adjusted stock returns (median diffeeenf ARET.; is larger for cross-border
acquirers), higher Tobin’g (mean and median difference are positive and fiegnit), lower
likelihood of booking goodwill impairment one yesiter completion of the transaction (mean
and median differences BfIMP.; are negative and significant), lower sales gropribr to
completion of the acquisition (mean differenceAASALE ,..; are negative and significant),
have higher market-to-book ratio (mean and medidierdnces of MTB.; positive and
significant), lower leverage (mean differenceL&V;.; is negative and significant). Acquirers
of cross-border deals also tend to hold more casdtdign difference o€ASH.; is positive
and significant) and complete deals more frequefitigan difference ofn(Frequent)is
positive and significant). Target firms’ countrits cross-border deals exhibit higher GDP
growth, lower tax rates, and lower unemploymen¢ggimean and median are significantly
different).

Expected Synergies Resulting from Cross-Border M&As and Post-acquisition
Performance
The estimation results of model (1), which focusesthe association between expected
synergies and future performance, are presentédhbte 3.

[Insert Table 3 about Here]

The results in Table 3 indicate that goodwill réisgl from cross-border transactions is
more positively associated with change in ROA fritva year prior to the acquisition to the
year following the acquisition AROA1+1) than goodwill resulting from domestic
acquisitions (b is positive and significant at less than 5%, tided). This indicates that
expected synergies resulting from cross-bordersdaa@ associated with a greater increase in
operating performance relative to expected synsrgesulting from domestic transactions.
This result indicates that managers forecast syeergiore accurately in cross-border

transactions than in domestic transactions. Thelysisaof the change in operating
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performance betweeil andt+2 (AROA.1.+2) on a reduced sample of 1,496 transactions
(observations in 2013 are lost due to missing datafiscal year 2015) yields a similar
conclusion; b, which measures the association between expectedrgges and post-
acquisition performance, is positive and significainless than 5% (two-sided).

Stock returns are positively associated with thenge in ROA (significant at less than
10% or better, two-sided). The change in industigsted ROA prior to completion of the
transaction AROA».1) IS positively associated with the subsequent gaan performance
(significant at less than 10% or better, two-sid&§les growth is positively associated with
the change in post-acquisition performance (sigaifi at less than 10% or better, two-sided)
and leverage is negatively associated with the gnamindustry-adjusted ROA (significant at
less than 10% or better, two-sided).

We use model (2) to examine the association betweess-border goodwill and future
sales growth. The estimation results are present&eble 4.

[Insert Table 4 about Here]

Table 4 shows that goodwill resulting from crossel®o transactions is more positively
associated with the change in sales growth measwgrétke difference between sales growth in
the year after the acquisition and the year poarampletion of the acquisitioA$ALE ;.t+1)
than goodwill resulting from domestic acquisitigibg is positive and significant at less than
5%, two-sided). The analysis of the change in saiesvth measured two years after
completion of the transactioM$ALE1.+2) yields similar findings (b is positive and
significant at less than 10%, two-sided). To theeeithat synergies are positively associated
with increasing sales through revenue enhancentl@stresult indicates that managers are
better able to forecast synergies in cross-bord@Asithan in domestic M&As. The relative
size of the transactionMateriality;) and past sales growtm\$ALE.,..;) are positively
associated with future sales growth (significarieas than 5% or better, two-sided).

We use models (3) and (4) to corroborate the figsliaf the post-acquisition operating
performance analysis with the analysis of acquirer value post-acquisition. We present the
estimation results of models (3) and (4) in Table 5

[Insert Table 5 about Here]

Panel A of Table 5 shows that goodwill resultingnfr cross-border transactions is more
positively associated with stock returns and adpisstock returns in the year following
completion of the acquisition than goodwill fromndestic acquisitions gbis positive and
significant at less than 5%, two-sided). This resdnfirms previous findings from the

analysis of post-acquisition operating performamee, expected synergies from cross-border
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deals are more positively associated with valuatwe for acquirers relative to expected
synergies from domestic deals. The change in RQpsitively associated with stock returns
(significant at less than 1%, two-sided) and tlwaldax rate of the acquired firm is negatively
associated with acquirers post acquisition retggiggificant at less than 10%, two sided).

Panel B of Table 5 shows that goodwill resultingnir cross-border acquisitions is
positively associated with acquirers’ Tobing post acquisition, which corroborates
previously reported evidence of more accurate aerplesynergies in cross-border deals than
in domestic deals.

As expected the relative size of the transactidatériality) is negatively associated with
Tobin’s g (significant at less than 1%, two-sided). The a&&gis Tobin’s q before the
transaction is positively correlated with the Tdbig post acquisition (significant at less than
1%, two-sided). We find a positive association et the Tobin’g| and unemployment rate
in target firms’ countries and a positive assooratvith sales growth.

Expected Synergies Resulting from Cross-Border M&Asnd Likelihood of Future

Goodwill Impairment

Table 6 reports the estimation results of modett{&) facilitates comparison of the likelihood

of post-acquisition goodwill impairment between dstic and cross-border acquirers.
[Insert Table 6 about Here]

The results indicate that cross-border acquiressless likely to impair goodwill in the
year following completion of the acquisition thaangestic acquirers. Coefficient,bwhich
measures the difference in the likelihood of godidwipairment in t+1 between cross-border
and domestic goodwill, is negative and significanfi0% (two-sided). This indicates that for
cross-border M&As, management is less likely toresgemate expected synergies and as a
result tends to impair goodwill less often. Thisulk holds after controlling for the magnitude
of goodwill resulting from the transactiotGDWL_PPA), goodwill resulting from past
transactionsGDWL_Ag,), size of past impairmeninipPg.,), firm leverage (EVt+1), size of
the acquirer $1ZE+;), and post-acquisition performanc®JA.1, AROA+1, ASALE.;,
MTB1, MTB1<1).

We find thatROAIs negatively associated with the probability amagnitude of goodwill
impairment whileMTB +1<1, ImPgG.;, and GDWL_Ag; are positively associated with the

likelihood of goodwill impairment in t+1.
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Expected Synergies and Post-acquisition Performander Culturally and Institutionally
Distant Countries
We next examine whether the ability of acquirersfareign targets to forecast expected
synergies is related to cultural and institutiotistance. Table 7, Panel A presents the results
of the factor analysis of several dimensions ottwel and institutions: the four Hofstede
dimensions of culture, GAAP difference, differemedevel of trust, law origin, language, and
economic development.

[Insert Table 7 About Here]

We identify one factor with an eigenvalue greateant 1 that explains 86.7% of the
variance in the raw data. We also note that thelteefrom the factor analysis are consistent
with expectations, in that related structural measiload together in an intuitively reasonable
manner. The underlying variables, which measuréemihces relative to the US, load
positively with Factor 1 (see, e.g., GAAP differenovhereas variables that are similar to the
US load negatively (see Common law and Englishdagg). Increasing values or Factor 1
indicate more distant countries. Table 7, PandbB the countries classified as more distant
and less distant from the US based on the mediae wh factor 1.

Table 7, Panel C presents the results of modet¢gBinated on the subsample of cross-
border M&As. It indicates that, for performance m@a&d over the period t-1 to t+2, cross-
border M&As in more culturally and institutionallglistant countries result in a lower
association between goodwill and change in industijysted ROA than for goodwill of less
culturally and institutionally distant countrieéfficient Iy is negative and significant at the
5% level, two-sided). FkROA 1.1+1, bs is statistically insignificant at conventional &ds.

Panel D and Panel E of Table 7 present the esomatsults of model (1), which
facilitates direct comparison of domestic transadi with cross-border transactions in
relatively less distant countries (Panel D) andtrely more distant countries (Panel E). The
results suggest that management’s ability to famtesgnergies more accurately in cross-
border transactions relative to domestic transastie mainly driven by M&As in less
institutionally and culturally distant countriess (b positive and significant at 10% or better in
Panel D of Table 7). In more institutionally andtatally distant countries, we do not find
evidence of management’s superior ability to fosesgnergies in cross-border deals relative
to domestic deals §ls not reliably different from zero).

Panel F of Table 7 documents that acquirers ofetargn the most culturally and
institutionally distant countriesGroup4 are more likely to impair goodwill in the year

following completion of the transaction than acqusrof targets in the least distant countries
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(Group)) (bs is positive and significant at the 5% level, twdesl). These results are
consistent with managers’ ability to forecast sgmnes being lower in more culturally and

institutionally distant countries.

VI. ADDITIONAL ROBUSTNESS TESTS

Matched Samples

One potential concern is that, although we conftwola number of factors, the underlying
characteristics of cross-border acquirers and doonasquirers differ. Therefore the observed
differences in post-acquisition performance may diibutable to differences in the
underlying characteristics of the acquirers thakenthe M&As decisions. To address this
potential endogeneity concern, we create a propessore-matched sample (referred to
hereafter as the matched sample) and repeat our testi using the matched sample to test
our core hypothesis (H1).

We use the following logit model to estimate théedminants of cross-border M&As in
yeart (the transaction completion year):

Pr(CrossBorder= 1) = h + by SIZE.; + b ASALE 2.1 + DsRET; + MROA; (6)
+ bsMTB,.;1 + bsLE VL1 + b\GDWL_Ag; + leCASH 1 + boDIMPt2 or -1

+HLOSS: + biiIn(Frequent); + b2AGDP 2.1 + BisUNEMP,.;

+ Year fixed effects + Industry fixed effects+

where:

CASH., = acquirer’s cash divided by lagged total assethényear prior to completion of
the transaction;

DIMP2 i1 = 1 if the acquirer has booked goodwill impairmeme year or two years
before completion of the transaction, and 0 othsewi

LOSS: =1ifthe acquirer's net income is negative in tisedl year prior to completion of
the transaction, and O otherwise;

The other variables are as previously defined.

We expect that larger firms are more likely to egggan foreign acquisitions, because
such acquisitions are more complex than domestjaisitions. Size $IZE) is a proxy for the
resources available to perform acquisitions. Moegure firms, i.e., firms with lower organic
growth are more likely to consider cross-bordegéts to expand their operations. Therefore,
we predict a negative association between salestgr(A\SALE..1) and the likelihood of
cross-border deals. Firm performance is likely dsipvely influence the probability of cross-

border transactions. Therefore, we predict R@&A.; and RET.; are positively associated,
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andLOSS; is negatively associated with the likelihood afss-border deals. We also expect
that less financially constrained firms are moielly to purchase foreign targets because
cross-border deals are likely to require more foman flexibility relative to domestic
transactions (Chen et al. 2009). Therefore, we &X{geV;.; and CASH; to be, respectively,
negatively and positively associated with the likebd of cross-border deals. As in Erel et al.
(2012), we include the market-to-book ratio of eguiMTB.;). In addition, firms with
significant past external growttsDWL_Ag;) or impaired goodwill DIMPy.; o +.1) are less
likely to engage in risky cross-border transactid?ast transactions may limit the ability of
management to integrate a complex foreign targeerdfore, we expedcDWL_Ag; and
DIMP.1 or 2 t0 be negatively associated with cross-border déalls expect that frequent
acquirers (Infrequency) are more likely to purchase international tasgat they could
benefit from their greater experience and highgracdy to perform complex M&As. We
predict that GDP growthAGDP) in the target country is positively associatedhwiross-
border acquisitions (Erel et al. 2012), while untyment rate UNEMP) is negatively
associated with cross-border deals. We also coftrglear and industry fixed effects.

The estimation results are presented in Table B8elP& The prediction accuracy of the
model is 84.7%.

[Insert Table 8 About Here]

We use the predicted probabilities computed froendtoss-border determinant model to
match each cross-border acquirer with a domestguiser. We use matching with
replacement due to the relatively small sample$iaad impose an 8% maximum distance in
the propensity score in order to exclude crossdroagquirers that do not have a reasonable
match among the domestic acquirers. The matcheglsamcludes 802 transactions for
AROA 1+ and 569 transactions falROA 1.++2. We present a comparison of differences for
the main variables between domestic and cross-baguirers in Panel B of Table 8. The
matching is relatively successful as the samplesemnt little imbalance between the main
variables of domestic and cross-border acquirers.

The estimation of model (1), which focuses on tlesoaiation between expected
synergies and future performance, is presentedabiel8, Panel C. The results indicate that
our core finding of a stronger positive associatimtween goodwill resulting from cross-

border M&As and future change in operating perfaro@relative to domestic goodwill is

14 Dehejia and Wahba (2002) indicate that matchingh weplacement is better than matching without
replacement when there are few relevant comparnistts to match with the treatment group. We obtain
qualitatively similar results when we repeat thetigaising matching without replacement.
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gualitatively unchanged (although the significanselower, probably due to the smaller
sample size).
Effect of Earnings Management Post-Acquisition

Bens et al. (2012) document that lower than expesimergies could lead to greater
incentives to manipulate short-term performanceatoid or delay CEO turnover. It is
possible that such incentives could be even grdatemore visible cross-border M&As.
Further, audit quality and enforcement are likaybe lower in foreign countries, leading to
greater opportunities to manage earnings for aetpithat recently purchased firms in foreign
countries. For instance, some studies documenigg@graphic proximity to the SEC affects
audit quality (e.g., DeFond et al. 2011) or thattmational firms tend to manipulate earnings
in foreign subsidiaries (Dyreng et al. 2012). lisths the case, the documented larger
association between expected synergies and pogisaan performance for cross-border
acquirers could be the result of greater incomeeg®ging earnings management in cross-
border acquirers than in domestic acquirers. Te at this alternative explanation, we
estimate model (1) after controlling for the changeliscretionary accruals between the year
prior to completion of the acquisition and the yé&alowing completion of the acquisition
(ADACG:.1.t+1). Following Dechow et al. (1995), we measure diSonary accruals as the
residuals from the following mod&l,estimated for each two-digit industry-year grouithvat

least 10 observations:

TACG/AT:1 = al/ATi1 + @(ASALES— AREG)/AT:.; + asPPE/AT.1 + & (8)
where:

TACG = Income before extraordinary items minus opegatiash flow;

AT; = Total assets;

SALES = Total sales;

REG = Accounts receivable;

PPE = Gross property, plant and equipment.

Estimated results are provided in Tabl¥ 9.
[Insert Table 9 About Here]
The results are qualitatively unchanged after adliig for the change in discretionary
accruals post-acquisition; goodwill resulting fremoss-border transactions is more positively

associated with change in ROA from the year poaht acquisition to one year or two years

15 The results are qualitatively similar if we use tperformance-adjusted version of the modified Sanedel
(Kothari et al. 2005).
5 We lose 28 observations due to the further datatcaints of estimating discretionary accruals.
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following the acquisition than goodwill resultingpin domestic acquisitions {lis positive
and significant at less than 5%, two-sided).
Excluding Target Firms in Specific Countries

One other potential concern is that our results m@ydriven by acquisitions of target
firms in countries which would be overrepresentedur sample of cross-border transactions,
such as the United Kingdom (116 transactions) ora@a (83 transactions). To alleviate this
concern, we estimate model (1) after excludingsaations involving a British or a Canadian
target firm. Untabulated results are qualitativetychanged after excluding these transactions.

VII. CONCLUSION

In this study, we explore the differences betwdenaccuracy of expected synergies in cross-
border and domestic M&As. We exploit accountingndeds that require management to
allocate the purchase price to the net fair valuacguired assets (FAS 141) and goodwill.
We measure expected synergies resulting from tlesaction with “goodwill”, i.e., the
excess of the purchase price over the net fair evabi acquired assets. Although
management’s internal forecasts used in capitabcation decisions are usually not
observable, goodwill resulting from M&As offers aopportunity to directly observe
management’s expectations of synergies for the#ecatr capital investment allocation
decisions. We find that expected synergies fromsstworder deals are more positively
associated with post-acquisition ROA, sales groveitqguirer stock returns, and acquirer
Tobin’s g than with domestic expected synergies. Consistéthtthese results, we find that
cross-border acquirers are less likely to impaodyall after completion of the acquisition
than are domestic acquirers. We also find that iseu that complete cross-border
acquisitions in more culturally and institutionatlistant countries exhibit a lower association
between cross-border goodwill and post-acquisifi@nformance and are more likely to
impair goodwill than are acquirers that completquégitions in less distant countries. This
result indicates that management’s ability to fastcsynergies in adversely affected by
cultural and institutional distance and is relevamexplaining why investors expect lower
synergies in cross-border deals involving cultyrdistant acquirer and target firms (Ahern et
al. 2015).

Our study contributes to the literature on M&As anternational business at several
levels. First, we extend the literature on crossibo M&As (e.g., Lowinski et al. 2004;
Nadolska and Barkema 2007; Gubbi et al. 2010; Ahetral. 2015) by focusing on the

accuracy of management’s expected synergies adwosmstic and cross-border M&As.
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Second, we contribute to studies examining managesnability to accurately forecast future
performance (Hirst et al. 2008; Goodman et al. 2054d extend it to strategic capital
allocation decisions such as cross-border M&Asrd,hour study adds to the line of research
investigating the determinants of goodwill impaintge(e.g., Hayn and Hughes 2006; Gu and
Lev 2011; Goodman et al. 2014) and informativenafspurchase price allocations (e.g.,
Kimbrough 2007; Shalev 2009; Paugam et al. 2015).

Our primary analyses are subject to the caveatwatocus only on one country for
acquirers. Future research could examine whetheresults hold for a sample of non-US

acquirers.
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Appendix A
Variable Definitions

Source
ppanalyser.com
ppanalyser.com an

Definition
Purchase price in million USD

Name
Purchase_Price

Materiality,

Purchase price divided by acquirer’s lagged taiaéts

COMPUSTAT

CrossBorder

1 if the country of the target firm is differenbfn the
acquirer’s country, and 0 otherwise.

ppanalyser.com

AROA 1, 1

Industry-mean-adjusted ROA (EBITDA divided by
lagged total assets) one year after completiohef t
transaction minus industry-mean-adjusted ROA one
year before completion of the transaction. Induisry
defined by 2-digit SIC codes.

COMPUSTAT

AROA 1 t+2

Industry-mean-adjusted ROA (EBITDA divided by
lagged total assets) two years after completiahef
transaction minus industry-mean-adjusted ROA one
year before completion of the transaction. Induisry
defined by 2-digit SIC codes.

COMPUSTAT

ASALE 11

sales in the year following completion of the traetin
minus sales in the year prior to completion of the
transaction scaled by lagged total assets.

COMPUSTAT

ASALE,

Sales two years following completion of the tranisac
minus sales in the year prior to completion of the
transaction scaled by lagged total assets.

COMPUSTAT

RET:1

Acquirer stock return in the fiscal year after cdatipn
of the transaction.

COMPUSTAT

ARET+

Acquirer stock return in the fiscal year after cdatipn
of the transaction minus average stock return of
COMPUSTAT firms over the same period.

COMPUSTAT

RET.

acquirer stock return in the fiscal year prior to
completion of the transaction

COMPUSTAT

TQt+l

Acquirer Tobin’sq one year after completion of the
transaction, measured as market value of equityok b
value of short and long term debt divided by yeaazd-e
total assets.

COMPUSTAT

CAPEX,,

Acquirer capital expenditures divided by laggediltot
assets.

COMPUSTAT

DIMPy;

1 if the acquirer books goodwill impairment oneryea
after completion of the transaction, and 0 otheswis

COMPUSTAT

DIMPy2

1 if the acquirer has booked goodwill impairmeneg ¢
year or two year before completion of the transext
and 0 otherwise.

rCOMPUSTAT

IMpPGy

Goodwill impairment (if any) one year after comjet
of the transaction divided by lagged goodwiill.

COMPUSTAT

GDWL_PPA

Goodwill resulting from the transaction divided by
purchase price.

ppanalyser.com

SIZE,

Natural logarithm of total assets in the fiscalrygdor
to completion of the transaction.

COMPUSTAT

AVASALE_l't_Z

Average change in sales in the two years prior to
completion of the transaction.

COMPUSTAT

ROA,

EBITDA divided by lagged total assets in the fisgadr
prior to completion of the transaction.

COMPUSTAT

AROAZ; 11

Industry-mean-adjusted ROA (EBITDA divided by
lagged total assets) one year prior to completiche
transaction minus industry-mean-adjusted ROA two
years prior to completion of the transaction. Indus
defined by 2-digit SIC codes.

COMPUSTAT

MTBy <1

1 if market-to-book ratio is below one, and O ottise.

COMPUSTAT
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LEV.1 Long-term debt plus current portion of long ternbti@ | COMPUSTAT
the fiscal year prior to completion of the trangats
divided by lagged total assets.

GDWL_Ag¢; Goodwill in the acquirer balance sheet in the ygar | COMPUSTAT
to completion of the transaction divided by lag¢yetal
assets.

CASH; Cash divided by lagged total assets in the year poi COMPUSTAT
completion of the transaction.

LOSS; 1 if net income is negative in the fiscal year ptm COMPUSTAT
completion of the transaction, and 0 otherwise.

Ln(Frequenj; Natural logarithm of number of acquisitions cometet | ppanalyser.com
by the acquirers over the sample period

GDP,; GDP growth rate of the target country in t-1. WdBlaink

TAX Corporate income tax rate of the target country KPMG' and E&Y
measured in 2011. (Worldwide

corporate tax guide,
2013)®

UNEMP, Unemployment rate of the target country expresseal a World Bank
percentage of the total labor force according & th
definition of the international labor organization.

High_Diff; 1 if the target country is a culturally and indibmally | Bae et al. (2008)

distant country, and 0 otherwise. We measure allfuFrancis et al.

and institutional distance using factor analysiseferal
dimensions: the four Hofstede dimensions of cult
differences in levels of trust, differences with
GAAP, legal origin, language of the target courdand
GDP per capita expressed in percentage of US GDH
capita.

(Forthcoming)
urd/orld Value Survey
USlofstede (2001)
World Bank

)pe

Groupi =134

Dummy variables based on the distribution of thiet f
factor from the factor analysis of structural crdtuand
institutional dimensions.Groupl 1 for acquirers of
target in the less culturally and institutionallystant
countries, and 0 otherwis&roup4 1 for acquirers of
target in the most culturally and institutionallystant
countries, and 0 otherwise.

i Bae et al. (2008)
Francis et al.
(Forthcoming)
World Value Survey,|
Hofstede (2001)
World Bank

ADACGC1 1

Change in discretionary accruals between the yaar
to completion of the acquisition and the year feilog
completion of the acquisition. Discretionary acdsuzre
measured as the residuals of the following mg
estimated for each two-digit industry-year grouphwet
least 10 observations: TACG/AT., a&/AT.1 +
&(ASALES — AREG)/AT,; + aPPE/AT,; + ¢ where:
TACG Income before extraordinary items min
operating cash flowAT; Total assetsSALES Total
sales; REGAccounts receivablePPEGross property

D COMPUSTAT

del

plant and equipment.

17

Available

at:

https://home.kpmg.com/xx/en/home/ers/tax/tax-

online/corporate-tax-rates-table.html
18 Available at: http://www.ey.com/GL/en/Services/T&orldwide-Corporate-Tax-Guide---Country-list.
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Figure 1
Empirical strategy

Stand-alone entity Completion of PPA Combined entity
Yeart-1 Completion of deal, yedr Yeart+1

Determinants of Association between cross-border

cross-border M&As estimated synergies vs. domestic

by factors measured synergies and:

int-1 1. Change in ROA fromt1l tot+1
2. Change in Sales frot¥l tot+1
3. Stock return in+1
4. Acquirer Tobin'gyin t+1
5. Goodwill impairment in+1

PPA = Purchase Price Allocation
This figure summarizes our empirical strategy.
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Table 1
Sample selection and composition of the samplesafd

Panel A— Sample selection

Proprietary data from ppanalyser.com 5,786
- Observations not matched with COMPUSTAT (1,948)
= 3,838

- Observations with missing variables (1,495)
= 2,343

- Non-US acquirers (118)
= 2,225

- Transactions in the financial sector (151)
Final sample of transactions = 2,074
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Panel B— Target firms’ countries

Country No. % Country No. %
Argentina 3 0.1% Japan 7 0.3%
Australia 28 1.4%  Luxembourg 2 0.1%
Austria 2 0.1%  Malaysia 1 0.0%
Belgium 4 0.2%  Mexico 11 0.5%
Brazil 15 0.7%  Netherlands 21 1.0%
Bulgaria 1 0.0%  New Zealand 3 0.1%
Canada 83 4.0%  Norway 6 0.3%
Chile 5 0.2%  Panama 1 0.0%
China 22 1.1% Peru 1 0.0%
Colombia 2 0.1%  Philippines 1 0.0%
Cyprus 1 0.0% Poland 6 0.3%
Czech Republic 1 0.0% Romania 1 0.0%
Denmark 7 0.3%  Russian Federation 3 0.1%
Egypt 3 0.1%  Singapore 4 0.2%
Estonia 1 0.0%  South Korea 1 0.0%
Finland 3 0.1%  Spain 9 0.4%
France 29 1.4%  Sweden 17 0.8%
Germany 45 2.2%  Switzerland 10 0.5%
Honduras 1 0.0%  Taiwan 6 0.3%
Hong Kong 4 0.2%  Turkey 1 0.0%
Iceland 1 0.0%  United Arab Emirates 3 0.1%
India 12 0.6%  United Kingdom 116 5.6%
Ireland 11 0.5% United States 1,521 73.3%
Israel 18 0.9%  Uruguay 1 0.0%
Italy 18 0.9%  Venezuela 1 0.0%

Total 2,074 100.0%
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Panel C — Distribution of deals per year of coniptet

Year No. %
2008 310 14.9%
2009 234 11.3%
2010 86 4.1%
2011 512 24.7%
2012 468 22.6%
2013 464 22.4%

Total 2,074 100.0%

Panel D — Distribution of deals per industry of #oguirers (Global Industry Classification Standard

GICS No. %
Energy 139 6.7%
Materials 112 5.4%
Industrials 525 25.3%
Consumer Discretionary 180 8.7%
Consumer Staples 91 4.4%
Health Care 350 16.9%
Information Technology 631 30.4%
Telecommunication Services 34 1.6%
Utilities 12 0.6%
Total 2,074 100.0%
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Table 2
Univariate statistics

Panel A— Full sample

N Mean St. Dev p25 Median p75
Purchase_Price 2,074 353.76001,749.1058 11.5000 43.0535 171.7660
Materiality, 2,074 0.1387 0.2991 0.0183 0.0483 0.1410
CrossBorder 2,074 0.2666 0.4423 0.0000 0.0000 1.0000
AROA 1; t+1 2,074 -0.0168 0.1976 -0.0521 -0.0134 0.0167
ASALE ;. 11 2,074 0.2588 0.5777 0.0178 0.1431 0.3417
RET+1 2,074 0.2946 0.8421 -0.0761 0.1576 0.4426
ARET,; 2,074 -0.0140 0.7995 -0.3601 -0.0925 0.1253
TQu1 2,074 1.5854 1.1983 0.9234 1.2804 1.9056
DIMP.q 2,074 0.1422 0.3494 0.0000 0.0000 0.0000
ImpPG.1 2,074 0.0398 0.1498 0.0000 0.0000 0.0000
GDWL_PPA 2,074 0.4741 0.3126 0.2677 0.4755 0.6610
SIZE 2,074 6.8441 1.6705 5.7419 6.7721 7.8635
AVASALE 11 2,074 0.1054 0.1811 0.0209 0.0832 0.1696
RET. 2,074 0.1508 0.7124 -0.1649 0.0785 0.3226
ROA 2,074 0.1264 0.3619 0.0917 0.1418 0.1871
AROA . 11 2,074 0.0122 0.2081 -0.0273 0.0035 0.0288
MTB:., 2,074 2.6325 48785 1.2966 1.9939 3.1749
LEV:4 2,074 0.2814 0.3453 0.0410 0.2010 0.3895
GDWL_Ag¢; 2,074 0.2606 0.2212 0.0776 0.2119 0.3962
CASH, 2,074 0.2023 0.3018 0.0422 0.1192 0.2810
DIMP 4 2,074 0.0921 0.2892 0.0000 0.0000 0.0000
LOSS: 2,074 0.1837 0.3873 0.0000 0.0000 0.0000
Ln(Frequent) 2,074 1.2804 0.7619 0.6931 1.0986 1.7918
GDP; 2,074 1.8722 1.9571 1.6020 1.8046 2.5277
TAX 2,074 0.3271 0.0469 0.3333 0.3500 0.3500
UNEMP, ; 2,074 7.6956 2.0760 5.9000 8.2000 9.0000

t is the year of completion of the transaction. 8ppendix A for variable definitions.
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Panel B— Domestic and cross-border deals

Domestic transactions Cross-Border transactions Mean diff. Median diff.
N Mean Median N Mean Median

Purchase_Price 1,521 379.7129 47.7520 553 282.3777 30.3980 -97.3352 -17.3540 ***
Materiality; 1,521 0.1407 0.0563 553 0.1331 0.0338 -0.0075 -0.0225
AROA 1 111 1,521 -0.0165 -0.0148 553 -0.0178 -0.0087 -0.0013 0.0062 **
ASALE . t+1 1,521 0.2725 0.1432 553 0.2209 0.1358 -0.0516 * -0.0075
RET., 1,521 0.3111 0.1532 553 0.2490 0.1648 -0.0621 0.0115
ARET: 1,521 -0.0014 -0.1091 553 -0.0486 -0.0613 -0.0472 0.0478 ***
TQw1 1,521 1.5573 1.2468 553 1.6629 1.4295 0.1056 * 0.1827 ***
DIMPy1 1,521 0.1525 0.0000 553 0.1139 0.0000 -0.0386 ** 0.0000 **
IMpPG.y 1,521 0.0413 0.0000 553 0.0359 0.0000 -0.0053 0.0000 **
GDWL_PPA 1,521 0.4671 0.4675 553 0.4932 0.4895 0.0261 * 0.0220
SIZE, 1,521 6.8339 6.7687 553 6.8721 6.7851 0.0381 0.0164
AVASALE 1,521 0.1125 0.0842 553 0.0858 0.0783 -0.0266 *** -0.0058
RET.1 1,521 0.1452 0.0680 553 0.1665 0.0978 0.0213 0.0298
ROA.; 1,521 0.1260 0.1419 553 0.1275 0.1416 0.0015 -0.0003
AROA,. 1 1,521 0.0113 0.0024 553 0.0146 0.0056 0.0034 0.0032
MTB., 1,521 2.5055 1.9183 553 2.9816 2.1044 0.4761 ** 0.1861 ***
LEV.1 1,521 0.3039 0.2218 553 0.2193 0.1739 -0.0846 *** -0.0479 ***
GDWL_Ag; 1,521 0.2620 0.2111 553 0.2567 0.2144 -0.0053 0.0034
CASH, 1,521 0.1976 0.1118 553 0.2152 0.1419 0.0176 0.0300 ***
DIMP,.1 1,521 0.0966 0.0000 553 0.0796 0.0000 -0.0171 0.0000
LOSS: 1,521 0.1847 0.0000 553 0.1808 0.0000 -0.0039 0.0000
Ln(Frequent) 1,521 1.2539 1.0986 553 1.3532 1.3863 0.0993 *** 0.2877
GDP.; 1,521 1.6261 1.7733 553 2.5490 2.0083 0.9229 *** 0.2350 ***
TAX 1,521 0.3500 0.3500 553 0.2640 0.2600 -0.0860 *** -0.0900 ***
UNEMP.; 1,521 7.9900 9.0000 553 6.8859 7.2000 -1.1041 *** -1.8000 ***

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions.
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Table 3
Goodwill resulting from cross-border deals and fazsjuisition operating performance
AROA . t+1 Or AROA ;. 112 = by + bGDWL_PPA+ b,CrossBorder+ b;GDWL_PPA* CrossBorder+ byMateriality; +bsSIZE 1 + BASALE. 141, 42 + B/ RET,
+BET:1 + bMTB_AG, + bioLEV:; + biiROA; + b AROA . 11 + bisGDWL_Ag; + bidn(Frequent)+ bisAGDP; + bigTAX
+ b;UNEMP, +Year fixed effects + Industry fixed effects+

AROA_l; t+1 AROA—l t+2
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.023 -1.31 0.190 -0.043 ** -2.05 0.040
CrossBorder -0.043 -1.35 0.177 -0.040 -0.95 0.341
GDWL_PPA* CrossBorder 0.071 ** 2.00 0.046 0.082 ** 2.01 0.045
Materiality; -0.029 -1.43 0.152 -0.035 -1.15 0.249
SIZE, 0.001 0.38 0.701 0.003 0.70 0.487
ASALE:1 /t41: 42 0.062 ** 2.09 0.037 0.077 * 2.06 0.040
RET 0.020 * 1.75 0.080 0.021 ** 2.44 0.015
RET+ 0.032 *** 3.05 0.002
MTB.; -0.001 -0.77 0.439 -0.002 -0.91 0.363
LEV;, -0.113 * -1.76 0.079 -0.148 ** -2.04 0.042
ROA, -0.002 -1.38 0.167 -0.001 -0.50 0.619
AROA . 11 0.565 * 1.81 0.071 0.629 ** 2.15 0.032
GDWL_Ag¢; -0.028 -0.88 0.378 -0.043 -1.10 0.272
In(Frequent) 0.005 0.86 0.391 0.010 1.34 0.181
AGDP, 0.003 1.50 0.134 0.003 0.93 0.351
TAX 0.000 0.00 0.999 0.040 0.36 0.722
UNEMPR, 0.003 * 1.91 0.056 0.004 1.51 0.131
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.026 0.44 0.660 0.02 0.26 0.793
N 2,074 1,496

Adjusted R2 0.390 0.459

**x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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Table 4
Goodwill resulting from cross-border deals and fetsales growth

ASALE . 111 OrASALE ;. 42 = by + b GDWL_PPA+ b,CrossBorder+ b;GDWL_PPA* CrossBorder+ b,Materiality, +bsSIZE ; + bRET;
+7BE-I;+]_ + bgMTB_AG.l + bgLE\/t_]_ + bloROA_l + bllASALE.z’ 1+ blzGDWL_AQ]_ + blgln(Frequent)‘l‘ b14AGDPt + b15TAX
+ bilUNEMP, +Year fixed effects + Industry fixed effects+

ASALE,l t+1 ASALE—l t+2
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.056 -1.03 0.304 0.004 0.04 0.967
CrossBorder -0.097 -1.14 0.256 -0.110 -0.69 0.490
GDWL_PPA* CrossBorder 0.250 ** 2.52 0.012 0.444 * 1.92 0.056
Materiality, 0.366 *** 2.88 0.004 0.351 ** 2.19 0.029
SIZE, -0.083 *** -4.92 0.000 -0.118 *** -3.64 0.000
RET; 0.174 *** 3.23 0.001 0.271 *** 2.77 0.006
RET:1 0.101 *** 4.38 0.000
MTB, 0.001 0.30 0.765 0.002 0.55 0.584
LEV:4 0.000 0.00 0.999 -0.036 -0.59 0.555
ROA; 0.023 0.51 0.611 0.035 0.60 0.549
ASALE . 11 0.661 *** 3.75 0.000 0.994 *** 412 0.000
GDWL_Ag; 0.066 0.63 0.528 0.072 0.47 0.639
In(Frequent) -0.006 -0.26 0.794 0.031 0.80 0.422
AGDP, 0.008 1.21 0.225 0.009 0.92 0.356
TAX 0.220 0.97 0.330 0.520 1.49 0.137
UNEMP, -0.009 -1.30 0.194 -0.003 -0.32 0.752
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.648 *** 2.58 0.010 0.702 * 1.69 0.092
N 2,074 1,498

Adjusted R2 0.245 0.223

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats arestered by acquirers.
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Table 5
Goodwill resulting from cross-border deals and firalue post-acquisition

Panel A — Future stock returns

RET.1 or ARET1 = by + bbGDWL_PPA+ b,CrossBorder+ b;:GDWL_PPA* CrossBorder+ yMateriality, +bsSIZE.; + bbMTB_AGi 1 + bLEV+
+ bROA.; + BLAROA.; + bydn(Frequent) + by AGDP,.; + b, TAX+b sUNEMP,,, +Year fixed effects + Industry fixed effects+

RET1 ARET
Coef. t-stat p-value Coef. t-stat p-value
GDWL_PPA -0.099 -1.36 0.174 -0.099 -1.36 0.175
CrossBorder -0.403 *** -2.70 0.007 -0.404 *** -2.71 0.007
GDWL_PPA* CrossBorder 0.270 ** 2.44 0.015 0.269 ** 2.44 0.015
Materiality; 0.118 1.06 0.292 0.118 1.05 0.292
SIZE+, -0.019 -0.69 0.492 -0.019 -0.69 0.489
MTB_AG: 0.011 1.55 0.121 0.011 1.55 0.121
LEV;+1 0.305 1.40 0.162 0.305 1.40 0.163
ROA. 0.132 0.33 0.739 0.132 0.33 0.739
AROA.; 2.100 *** 2.79 0.005 2.096 *** 2.79 0.005
In(Frequent) -0.021 -0.72 0.473 -0.021 -0.72 0.473
AGDP, -0.014 -0.91 0.366 -0.014 -0.90 0.370
TAX -0.790 * -1.93 0.054 -0.792 * -1.93 0.053
UNEMP, -0.017 -1.26 0.209 -0.017 -1.25 0.210
Year fixed effects Yes Yes
Industry fixed effects Yes Yes
Constant 1.556 *** 3.38 0.001 0.883 * 1.92 0.055
N 2,074 2,074
Adjusted R2 0.164 0.073

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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Panel B — Tobin'g post-acquisition

TQu1= Iy + bbGDWL_PPA+ b,CrossBorder+ bsGDWL_PPA* CrossBordey+ iyMateriality; +bsSIZE.; + BASALE.; + b)LEV4
+ bgROA.; + BLCAPEX,; + bjiGDWL_Ag; + b1 TQ1 + bdn(Frequent)+ bisAGDP,, + b, TAX+bisUNEMP,; +Year fixed effects
+ Industry fixed etts +e

Coef. t-stat p-value

GDWL_PPA -0.019 -0.25 0.804
CrossBorder -0.198 ** -2.05 0.040
GDWL_PPA* CrossBorder 0.269 ** 2.27 0.023
Materiality; -0.432 *** -3.96 0.000
SIZE+, -0.028 -1.20 0.231
ASALE. 0.255 * 1.93 0.054
LEVi1 -0.011 -0.07 0.941
ROA. 0.004 1.25 0.211
CAPEX:1 0.643 0.77 0.440
GDWL_Ag; -0.042 -0.34 0.732
TQ 0.580 *** 6.61 0.000
In_Serial 0.017 0.40 0.687
AGDP -0.020 -1.05 0.292
TAX 0.019 0.03 0.979
Unemp -0.026 ** -1.98 0.048
Year fixed effects Yes

Industry fixed effects Yes

Constant 0.479 1.50 0.135
N 2,074

Adjusted R2 0.468

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. Sppendix A for variable definitions. t-stats arestered by acquirers.
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Table 6
Goodwill resulting from cross-border deals and pimlity of future goodwill impairment

Pr(DIMPy; =1) = by + byCrossBorder+ b,GDWL_PPA+ b;Materiality+ bympPg.1+ bsSIZE.
+dRE T + BLEVi1 + BROAL; + bAROA. + B ASALE:; + biiMTB
+ BMTB41<1 + b;GDWL_Ag; + bisAGDP, + bisTAX
+ bigUNEMP, +Year fixed effects + Industry fixed effects+

DIMPy1
Coef. t-stat p-value

CrossBordey -0.634 * -1.77 0.077
GDWL_PPA -0.066 -0.25 0.800
Materiality; -0.262 -0.87 0.385
ImpPG.¢ 1.252 ** 2.38 0.017
SIZE+, 0.052 0.72 0.474
RET., -0.253 -0.91 0.361
LEVi 0.529 1.26 0.207
ROA.1 -2.960 *** -2.97 0.003
AROA., -1.145 -0.65 0.518
ASALE,, -0.200 -0.64 0.521
MTB_AG: -0.034 -1.42 0.154
MTB.1<1 0.694 ** 2.38 0.017
GDWL_Ag¢; 0.985 * 1.88 0.061
AGDP, -0.055 -0.84 0.400
TAX -3.184 -1.07 0.283
UNEMPR, -0.061 -1.12 0.265
Year fixed effects Yes

Industry fixed effects Yes

Constant -0.386 -0.28 0.783
N 2,074

Pseudo R2 0.113

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed
test.

t is the year of completion of the transaction. 8ependix A for variable definitions. t-stats areigtered by
acquirers.
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Table 7
Expected synergies and post-acquisition performéorceulturally and institutionally distant courds

Panel A— Factor analysis: Instrument for cultural anditnbnal differences (Rotated factor loadings)

Factor 1
Absolute difference in Power distance index 0.8634
Absolute difference in Individualism 0.8979
Absolute difference in Masculinity 0.5764
Absolute difference in Uncertainty avoidance 0.8720
Absolute difference in Trust 0.8280
GAAP difference 0.9039
English -0.9518
Common -0.9368
Code 0.8563
GDP per capita (expressed as a % of US GDP) -0.7884
Factor 1 Eigenvalue 7.2853
Variance explained 0.8674

The structural measures are defined in Appendi¥A.use principal factor analysis and identify fagpwith eigenvalue(s) greater than 1. We identifig
factor.

a7



Panel B —Classification of countries into more distant desb distant from the US based on factor analysis

More distant countries (Factor 1 above median) Less distant countries (Factor 1 below median)

Argentina Japan Australia
Austria Luxembourg Canada
Belgium Malaysia Hong Kong
Brazil Mexico Netherlands
Bulgaria Netherlands New Zealand
Chile Norway Singapore
China Panama United Kingdom
Colombia Peru

Cyprus Philippines

Czech Republic Poland

Denmark Romania

Egypt Russian Federation

Estonia South Korea

Finland Spain

France Sweden

Germany Switzerland

Honduras Taiwan

Iceland Turkey

India United Arab Emirates

Ireland Uruguay

Israel Venezuela

Italy

Panel B presents the classification of target fiountries based on a factor analysis of differeftasstitutional and cultural dimensions from tU8.
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Panel C —Goodwill resulting from cross-border deals andtygmsjuisition operating performance for high vsv keultural and institutional differences with
the US (sub sample of cross-border transactions)

AROA 1. t+1 OrAROA 1. 12 = Iy + bGDWL_PPA+ bHigh_Diff, + b;GDWL_PPA* High_Diff, + byMateriality; +bsSIZE ;1 + b ASALE 1441, 142 + B/RET,
+BET:1 + bMTB_AG, + bioLEV:;: + biiROA; + b AROA . 11 + bisGDWL_Ag; + bidn(Frequent) + bisAGDP; + bigTAX
+ b;UNEMP, +Year fixed effects + Industry fixed effects+

AROA_l; t+1 AROA—l t+2
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA 0.042 1.47 0.142 0.038 1.28 0.200
High_Diff; 0.037 * 1.66 0.098 0.054 ** 2.23 0.027
GDWL_PPA* High_Diff; -0.043 -1.26 0.208 -0.077 ** -2.09 0.038
Materiality; -0.028 * -1.75 0.082 0.000 0.03 0.972
SIZE, -0.002 -0.35 0.727 -0.003 -0.61 0.543
AVASALE. 41, 142 -0.034 -0.4 0.687 -0.127 -1.07 0.284
RET; 0.040 ** 2.59 0.010 0.049 ** 2.57 0.011
RET+1 0.048 *** 2.89 0.004
MTB, -0.001 -0.79 0.433 -0.002 * -1.79 0.075
LEV.1 -0.014 -0.36 0.722 -0.005 -0.18 0.860
ROA 0.000 0.2 0.838 0.000 -0.08 0.938
AROA . 11 0.108 *** 2.9 0.004 0.166 *** 4.27 0.000
GDWL_Ag; 0.020 0.59 0.557 0.037 1.06 0.290
In(Frequent) 0.008 1.22 0.223 0.018 ** 2.03 0.043
AGDP, 0.001 0.63 0.528 0.000 0.12 0.903
TAX -0.034 -0.58 0.564 -0.039 -0.51 0.609
UNEMP, 0.001 0.93 0.351 0.004 1.46 0.146
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant -0.018 -0.36 0.721 -0.041 -0.77 0.441
N 553 408

Adjusted R2 0.090 0.217

**x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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Panel D -Gooduwill resulting from cross-border deals in ingitonally and culturally similar foreign countsevs. domestic goodwill (excluding most distant
target countries)

AROA 1141 AROA ;117
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.017 -0.95 0.340 -0.030 -1.46 0.144
CrossBorder -0.104 ** -2.33 0.020 -0.107 * -1.95 0.052
GDWL_PPA* CrossBorder 0.093 ** 2.02 0.044 0.089 * 1.88 0.060
Materiality; -0.003 -0.18 0.855 0.005 0.21 0.830
SIZE, -0.004 -1.04 0.301 -0.007 -1.21 0.225
AVASALE. 41, 142 0.098 *** 2.96 0.003 0.053 0.98 0.329
RET; 0.014 1.20 0.231 0.006 0.36 0.717
RET:1 0.030 *** 3.05 0.002
MTB, -0.001 -0.47 0.637 -0.001 -0.51 0.612
LEV:4 -0.128 * -1.76 0.079 -0.159 ** -2 0.046
ROA -0.002 -1.48 0.139 -0.001 -0.67 0.503
AROA . 1 0.713 ** 2.31 0.021 0.740 ** 2.59 0.010
GDWL_Ag; -0.034 -0.99 0.323 -0.053 -1.32 0.187
In(Frequent) 0.008 1.41 0.158 0.015 * 1.84 0.066
AGDP, 0.009 1.58 0.114 -0.001 -0.15 0.885
TAX -0.483 ** -2.24 0.025 -0.438 -1.33 0.186
UNEMP, 0.003 0.58 0.565 -0.003 -0.52 0.606
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.236 ** 2.27 0.024 0.299 ** 2.07 0.038
N 1,769 1,276

Adjusted R2 0.487 0.522

**x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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Panel E -Goodwill resulting from cross-border deals in itagtonally and culturally distant foreign countsigs. domestic goodwill (excluding less distant
target countries)

AROA 1141 AROA ; 1+;
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.011 -0.68 0.498 -0.022 -1.14 0.255
CrossBorder -0.029 -1.06 0.288 -0.026 -0.76 0.447
GDWL_PPA* CrossBorder 0.050 1.21 0.227 0.058 1.21 0.226
Materiality; 0.001 0.04 0.965 0.011 0.57 0.568
SIZE, -0.009 -1.59 0.111 -0.013 * -1.83 0.068
AVASALE.1 /41, 42 0.044 1.08 0.281 -0.051 -0.71 0.480
RET; 0.018 1.46 0.144 0.010 0.58 0.559
RET:1 0.028 *** 3.18 0.002
MTBy; -0.001 -0.68 0.497 -0.001 -0.53 0.599
LEV;: -0.122 * -1.81 0.070 -0.154 ** -2.19 0.029
ROA -0.002 -1.48 0.139 -0.002 -0.88 0.378
AROA,. 1 0.576 * 191 0.057 0.600 ** 2.11 0.035
GDWL_Ag; -0.034 -0.99 0.324 -0.047 -1.15 0.249
In(Frequent) 0.007 1.08 0.281 0.020 ** 2.12 0.035
AGDP; 0.003 1.22 0.224 0.004 1.23 0.220
TAX 0.040 0.45 0.653 0.113 0.98 0.326
UNEMP, 0.003 1.63 0.104 0.005 * 1.7 0.090
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.062 0.94 0.348 0.059 0.82 0.415
N 1,823 1,307

Adjusted R2 0.430 0.466

**x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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Panel F —Cultural and institutional differences and proligbof future impairment

PrOIMP; =1) = by + byGroup2+ b,Group3 + bsGroup4 + yGDWL_PPA+ bsMateriality,
+dmpPG 1+ b;SIZE,; + BRET,; + bLEVL; + b oROA. + b, AROAL + b ASALE:
+BMTB + b MTBL1<1 + bisGDWL_Ag; + bigAGDP; + by, TAX

+ bigUNEMP, +Year fixed effects + Industry fixed effects+

DIMPt+1
Coef. t-stat p-value

Group2 0.438 0.82 0.411
Group3 -0.002 0.00 0.997
Group4 1.006 ** 2.36 0.018
GDWL_PPA 0.722 1.38 0.167
Materiality; 0.204 0.55 0.581
ImpPG 1.773 1.51 0.132
SIZE+ 0.099 0.68 0.494
RET., -1.153 * -1.71 0.087
LEVi 1.652 ** 2.33 0.020
ROA.: -2.003 -1.13 0.259
AROA.; -8.488 ** -2.19 0.029
ASALE,; -1.490 * -1.81 0.071
MTB_AG: 0.004 0.07 0.944
MTB.1<1 0.413 0.74 0.459
GDWL_Ag¢; 0.745 0.71 0.481
AGDP, -0.065 -0.96 0.335
TAX -3.061 -1.02 0.306
UNEMP, -0.082 -1.22 0.222
Year fixed effects Yes

Industry fixed effects Yes

Constant -18.071 *** -9.86 0.000
N 553

Pseudo R2 0.223

*xx *x * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed
test.

t is the year of completion of the transaction. 8ependix A for variable definitions. t-stats areigtered by
acquirers.
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Table 8
Robustness test: Propensity matched samples

Panel A— Determinants of cross-border deals

Pr(CrossBorder= 1) = y + b SIZE; + BbAVASALE 1> + bsRET; + b,ROA; + BAROA
HMTB. 1+ bLEV:1 + ,GDWL_Ag; + lsCASH; + DIMP 1 ¢
‘}j_leS$1 + bllln(Frequent)]_ + blgAGDPt_l + b13UNEMPt_1
+ Year fixedagdts + Industry fixed effects &

Coef. t-stat p-value

SIZE, 0.063 1.46 0.145
AVASALE, 1, -0.810 ** -2.22 0.026
RET:.1 0.011 0.16 0.875
ROA 0.268 1.27 0.205
AROA; 0.237 0.53 0.599
MTB, 0.016 1.43 0.152
LEV:4 -1.110 *** -3.59 0.000
GDWL_Ag; 0.176 0.50 0.618
CASH, 0.285 1.27 0.203
DIMP, 1 ¢, -0.251 -1.61 0.108
LOSS: 0.252 1.32 0.187
In(Serial) 0.171 ** 1.96 0.050
AGDP,, 0.351 *** 3.46 0.001
UNEMP,; -0.721 *** -4.51 0.000
Year fixed effects Yes

Industry fixed effects Yes

Constant 0.901 1.03 0.302
N 2,074

Pseudo R? 0.19
Classification accuracy 84.72%

*xx *% * Denote significance at the 1 percent,pgrcent, and 10 percent levels, respectively, usitvgo-tailed
test.

t is the year of completion of the transaction. 8ppeendix A for variable definitions. z-stats areistered by
acquirers.
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Panel B— Descriptive statistics of matched samples (naaiables)

Matched domestic transactions Cross-Border transactions Mean diff.
N Mean Median N Mean Median
SIZE, 401 6.9062 6.7192 401 6.8486 6.7721 -0.0575
AVASALE ;1 401 0.0829 0.0910 401 0.0936 0.0792 0.0107
ROA.; 401 0.0702 0.1296 401 0.1312 0.1453 0.0609
AROA . 1 401 0.0260 -0.0063 401 0.0141 0.0066 -0.0119
MTB., 401 3.1811 2.0112 401 2.7015 2.0338 -0.4796
LEV..1 401 0.2091 0.0961 401 0.2046 0.1624 -0.0045
In(Frequent) 401 1.4343 1.0986 401 1.3221 1.3863 -0.1123 *

**x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
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Panel C— Goodwill resulting from cross-border deals andtgacquisition operating performance (matched $sshp

AROA . t+1 Or AROA ;. 112 = by + bGDWL_PPA+ b,CrossBorder+ b;GDWL_PPA* CrossBorder+ byMateriality; +bsSIZE 1 + BASALE 141, 42 + B/ RET,
+BET:1 + bMTB_AG, + bioLEV:;: + biiROA; + b AROA . 11 + bisGDWL_Ag; + bidn(Frequent) + bisAGDP; + bigTAX
+ b;UNEMP, +Year fixed effects + Industry fixed effects+

AROA ;11 AROA ;7
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.057 -1.41 0.160 -0.083 -1.56 0.121
CrossBorder -0.079 * -1.75 0.082 -0.079 -1.44 0.150
GDWL_PPA* CrossBorder 0.123 * 1.77 0.078 0.141 * 1.71 0.088
Materiality, -0.032 -0.96 0.338 -0.046 -0.93 0.351
SIZE, 0.001 0.13 0.897 0.006 0.71 0.476
AVASALE.1 /41, 142 0.035 1.00 0.316 0.096 *** 2.91 0.004
RET; 0.016 1.15 0.250 0.024 * 1.75 0.081
RET+1 0.078 *** 2.92 0.004
MTB, -0.003 -0.94 0.348 -0.004 -1.05 0.293
LEV.1 -0.115 * -1.90 0.058 -0.138 * -1.85 0.066
ROA -0.004 -1.08 0.282 -0.010 -1.37 0.172
AROA . 11 0.751 ** 2.46 0.014 0.763 *** 2.82 0.005
GDWL_Ag; -0.065 -1.26 0.208 -0.042 -0.70 0.488
In(Serial) 0.015 1.28 0.203 0.013 0.81 0.417
AGDP, 0.010 1.55 0.122 0.011 1.20 0.229
TAX -0.032 -0.24 0.809 0.027 0.15 0.880
UNEMP, 0.005 ** 2.53 0.012 0.009 ** 2.20 0.029
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.051 0.86 0.392 -0.046 -0.50 0.621
N 802 569

Adjusted R2 0.597 0.661

*x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. Panghows the estimation results of a logit modstdito compute propensity scores of the probaldigomplete a cross-

border acquisition. Panel B provides the variabdamcomparisons across cross-border and domegticers for the matched sample. Firms completingsiborder deals
are propensity-score-matched with firms that cotepleé domestic acquisition. We use one-to-one rirjakith replacement within a maximum caliper digta of 8%. The
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matched sample include 401 firm-year observatibasdompleted a cross border deal and 401 firm-glservations that completed a domestic acquisiSee Appendix A
for variable definitions. t-stats are clusteredalbyguirers.
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Table 9
Robustness test: Controlling for changes in eamimgnagement post-acquisition

AROA . t+1 Or AROA ;. 112 = by + bGDWL_PPA+ b,CrossBorder+ b;GDWL_PPA* CrossBorder+ byMateriality; +bsSIZE 1 + BASALE 141, 42 + B/ RET,

HRET:: + BMTB_AG; + biolEVi1 + biROA ;. + b AROAL. 11 + bisGDWL_Ag; + budn(Frequent) + b1ADACG.; 11 + bisAGDP,
T AXt+ bi;JUNEMP, +Year fixed effects + Industry fixed effects+

AROA ;141 AROA 1 1+
Coef. t-stat p-value Coef. t-stat p-value

GDWL_PPA -0.024 -1.38 0.167 -0.044 ** -2.08 0.038
CrossBorder -0.045 * -1.79 0.074 -0.047 -1.52 0.128
GDWL_PPA* CrossBorder 0.073 ** 2.04 0.042 0.079 ** 1.97 0.050
Materiality; -0.042 * -1.72 0.086 -0.04 -1.24 0.217
SIZE, 0.001 0.47 0.637 0.003 0.75 0.456
AVASALE.; /141, t+2 0.063 ** 2.09 0.037 0.073 ** 1.95 0.052
RET; 0.021 * 1.84 0.066 0.021 ** 2.51 0.012
RET+1 0.047 *** 3.83 0.000
MTB, -0.001 -0.71 0.480 -0.002 -0.85 0.395
LEV.1 -0.117 * -1.78 0.075 -0.146 ** -1.99 0.047
ROA -0.002 -1.32 0.188 -0.001 -0.43 0.665
AROA . 11 0.568 * 1.82 0.069 0.631 ** 2.16 0.031
GDWL_Ag; -0.029 -0.91 0.365 -0.030 -0.80 0.423
In(Frequent) 0.003 0.63 0.531 0.009 1.21 0.226
ADACG.1 41 0.000 0.71 0.481 0.001 1.59 0.113
AGDP, 0.003 1.48 0.140 0.002 0.85 0.394
TAX -0.023 -0.29 0.768 0.022 0.19 0.850
UNEMP, 0.003 ** 2.01 0.045 0.005 1.63 0.104
Year fixed effects Yes Yes

Industry fixed effects Yes Yes

Constant 0.035 0.69 0.491 0.02 0.33 0.742
N 2,046 1,482

Adjusted R2 0.393 0.465

*x *x * Denote significance at the 1 percent,ggrcent, and 10 percent levels, respectively, usitvgo-tailed test.
t is the year of completion of the transaction. 8ppendix A for variable definitions. t-stats areistiered by acquirers.
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