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1 Introduction

Mergers and acquisitions (M&As) are important activities in corporate finance and
require complex decision making by firm managers. According to Thomson Financial SDC,
the most recent merger wave peaked in 2015 when the announced U.S. domestic M&A deal
value reached a record high of $2.3 trillion, which was around 13% of GDP.! Investment
banks usually work for corporate acquirers as financial advisors. The role of investment
banks in the M&A advisory market is to help their clients identify deals with higher total
synergies, to facilitate the acquisition process, and to negotiate favorable terms. In 2015
alone, U.S. acquirers paid over $849 million in advisory fees to investment banks. Given
the dollar amount involved and the importance of such takeovers for acquirers, a misguided
acquisition can destroy shareholder value and may even lead to CEO turnover. Therefore,
the choice of investment bank advisors in corporate acquisitions is critical to firm managers.

Firm managers usually need to seek advice from investment banks when they make
the acquisition decisions. Bao and Edmans (2011) document a significant investment bank
fixed effect in the M&A announcement returns, which supports the skilled-advice hypoth-
esis that investment banks help clients identify synergistic targets and negotiate favorable
terms. According to McLaughlin (1990), the services provided by investment banks in
M& As fall into three categories. First, investment banks do prior research to find poten-
tial bidders or targets. Second, investment banks make effort to complete bidding offers,
seek higher bids, and negotiate deal terms. Third, investment banks offer advice on bid-
ding strategies, offer prices, decisions of accepting or rejecting offers, and evaluate potential
competitive bids.

Previous studies on the choice of financial advisors in M&As usually examine how
observable investment bank characteristics influence the acquirer decision to employ these
banks in a single acquisition. Servaes and Zenner (1996) compare acquisitions completed
with and without financial advisors and study the determinants to use an investment bank

in M&As. Allen et al. (2004) investigate whether commercial banks of acquirers are hired

!The previous peak was $2.1 trillion in 2007.



as merger advisors. Both Rau (2000) and Bao and Edmans (2011) find that investment
banks’ market shares of M&A advisory industry are not related to their client’s announce-
ment cumulative abnormal returns (CARs). Contrary to these two studies, Sibilkov and
McConnell (2014) find a significantly positive relationship between prior client performance
and the likelihood that an investment bank will be chosen as the advisors by potential ac-
quirers in the future. Golubov et al. (2012) document a positive effect of financial advisor
reputation, measured by their advisory market shares, on the advised deal performance.

For U.S. corporate acquirers in the years 1984-2015, we identify 1,230 firms that
announced and completed two domestic deals within a three-year time period. Over 54%
of deal acquirers in our sample did not retain any investment banks hired in the first deal as
financial advisors in the second deal. For example, The Priceline Group hired Wells Fargo
as its financial advisor for a $1.8 billion acquisition of KAYAK Software Corp in 2012. After
two years, The Priceline Group announced a $2.6 billion acquisition of OpenTable Inc, but
the deal advisor was switched to Goldman Sachs. When an investment bank provides
M&A advice to an acquirer, the investment bank is likely to invest in collecting firm-
specific information, for example acquiring firm’s business operation, management team
characteristics, intangible assets, and any inside information that may affect firm future
growth opportunities. If the information is useful in future advisory business with the
acquirer, the investment bank will have economies of scale through repeated deal advisory
relationship. The investment in firm-specific information is defined by Williamson (1979) as
a durable transactor-specific asset that is required for the transaction but not transferable
to transactions involving different parties. From the acquirer’s perspective, it may also
invest in the business relationship with the investment bank. In two consecutive M&As,
it would be less expensive for the acquirer to employ the same investment bank and the
investment bank may do a better job than others. The investment in a transaction-specific
asset creates a “lock in” effect by making it costly for an acquirer to switch financial
advisors.

Unlike previous M&A financial advisor literature, we analyze the individual decisions



acquirers make to switch financial advisors between two consecutive M&As. The first
research question we examine in this paper is: why do so many acquirers change their
financial advisor in consecutive M&As? We provide several possible reasons for the switch
of investment banks as M&A financial advisors, and empirically test whether they are
associated with the switch decision. Next we study whether the switch of financial advisors
improves the M&A deal performance. The major objective of this paper is to improve our
understanding of the economics underlying an acquirer’s choice of financial intermediation
services.

The general transaction-specific asset in repeated contractual relations has been as-
cribed to “relationship specific capital” by James (1992) and Burch et al. (2005). In a
standard trade-off economic model, an acquirer chooses to switch investment banks if and
only if the benefits of switching exceeds its costs. We propose four main switch motivations.
First, if the managers of an acquiring firm attribute the the first deal’s poor performance
to the deal financial advisors, then the benefit of switching is the improvement in the sec-
ond deal announcement return and it may be above the replacement cost of “relationship
specific capital”. Second, if the benefits of hiring investment banks with high reputation
outweighs the switch costs, then an acquirer may “trade up” to more prestigious financial
advisors. This has been defined as the graduation effect in Krigman et al. (2001). Third,
the “relationship specific capital” may depreciate over time. Therefore the more time it
takes between two consecutive deals, the less valuable is “relationship specific capital”,
and the more likely the acquirer to switch financial advisors. Forth, investment banks may
have expertise in specific types of deals. If two consecutive deals differ greatly in terms of
several important deal characteristics or firm characteristics, then an acquirer may choose
appropriate investment banks with respect to different deals.

Our main findings are as follows. First, contrary to Sibilkov and McConnell (2014)
who find that prior client performance measured by announcement returns is a significant
determinant of the likelihood that an investment bank will be chosen as the advisor by

future acquirers, we find little evidence that acquirers switch to new financial advisors



because of poor first deal performance. Both univariate and multivariate tests show that
acquirer CARs around the first deal announcement do not significantly change the likeli-
hood that the first deal financial advisors are retained in the next deal. Second, acquirers
tend to “trade up” to more prestigious financial advisors in two consecutive deals. Follow
Rau (2000) and Golubov et al. (2012), we measure investment bank reputation by their
market shares of the M&A financial advisory industry over a five-year window before the
deal announcement. We find that the increase of investment bank reputation between two
deals is positively related to the probability of financial advisor switch. Third, acquirers
are more likely to switch if the time between two consecutive deals is longer. This find-
ing is consistent with the view that transaction-specific assets depreciate over time. The
longer the time interval is between two M&As, the less costly the acquirers will switch
their financial advisors. Forth, acquirers tend to switch to new financial advisors when
the second deals are different from the first ones in terms of relative deal size, tender of-
fer, and payment methods. Furthermore, the changes in firm characteristics between two
deals such as target industry, target public status, and acquirer leverage can also induce
acquirers to change their prior financial advisors in the second deal. Finally, we find that
acquirer CARs in the second deal will be improved if they switch to investment banks with
higher reputation. Neither the switching decision nor the reputation of investment banks
in the second deal has a significantly positive effect on acquirer CARs by itself.

Few papers in the literature focus on financial advisor switch between two consecutive
M&As. To be best of our knowledge, Francis et al. (2006) is the only study that investigates
the switch of financial advisors. There are three main differences between our study and
Francis et al. (2006). First, Francis et al. (2006) mix the choice of financial advisors between
equity issues and M& As, while we believe that equity underwriters provide different services

from the ones offered by financial advisors in M&As.?> Second, Francis et al. (2006) find

2Equity underwriters evaluate the value of a firm, confirm whether the firm qualifies to be publicly
traded, purchase the firm shares at a discount price, and then sell the shares at the market price to investors.
M&A buy-side financial advisors concentrate on valuing the target and determining a competitive bid
price. The advisors may also prepare and coordinate official deal documents, assess the proposed deal
from strategic and financial perspectives, recommend the method of payment, scout rival bidders, help



that previous deal performance is positively related to the likelihood of retaining financial
advisors. Our findings suggest that investment bank reputation along with other deal
and firm characteristics, not prior deal performance, are correlated with financial advisor
switches. Third, unlike Francis et al. (2006) who document a positive effect of staying with
the same financial advisors on the second deal performance, we find that advisor switch
itself does not improve the second deal performance. The second deal performance is
improved only when switching firms “trade up” to investment banks with higher reputation.

Besides the studies on the choice of financial advisors in M&As, our paper is related
to another strand of literature that examines the underwriter’s switch decision in equity
issues. Firms regularly use investment banks for underwriting new security issues to the
public. James (1992) shows that the longer the time between an IPO and the follow-on
offering, the more likely a firm is to switch underwriters as the value of its firm-specific
information degrades. Krigman et al. (2001) provide evidence that investment bank repu-
tation and analyst coverage, but not prior underwriter performance, are the determinants
to underwriter switch. Burch et al. (2005) find that loyalty to an underwriting bank is
associated with lower (higher) fees for common stock (debt) offers.

Our paper contributes to the literature on the choice of M&A financial advisors by
documenting the possible factors explaining why acquirers switch their financial advisors
hired in the prior deals. Our study also adds to literature examining the choice of financial
advisors and M&A deal performance. Rau (2000), Bao and Edmans (2011), and Sibilkov
and McConnell (2014) have examined the relationship between M&A deal performance
and the characteristics of financial advisors, such as investment reputation, prior client
performance, advisory fees, etc. None of these papers, however, have examined the conse-
quences of financial advisor switch. Golubov et al. (2012) find that the financial advisor’s
reputation measured by investment bank market share is positively related to the deal

performance. We further show that when an acquirer “trades up” its financial advisors,

acquirer to market the deal to the target shareholders, obtain the information on the market’s reaction to
the deal, and participate in deal term negotiations.



its deal performance will be improved.

The rest of the paper is organized into four sections. Section 2 reviews the institu-
tional background for advisor choice and motivates our hypotheses. Section 3 describes the
data and discusses the definition of advisor switch indicator variables and advisor reputa-
tion change indicator variables. Section 4 presents empirical evidence on the determinants
of advisor switch. The robustness tests are discussed in section 5. Section 6 provides a

summary of the results and major implications.

2 Hypotheses and empirical predictions

The primary objective of this paper is to improve our understanding of the economics
underlying an acquirer’s decision to switch financial advisors between two consecutive M&A
deals. In this section, we propose proxies for five aspects that may associate with an
acquirer’s financial advisor switch: prior deal performance, investment bank reputation,
time between the two deals, differences in the two deals, and differences between the two

target firms.

2.1 Prior performance hypothesis

The role of a M&A advisor is to assist its client in obtaining both a better deal price
and better terms than the client would have obtained without the advisor. Investment
banks, serving as financial advisors, may also propose potential acquisition candidates to
their clients. The existence of M&A advisors reduces the liability risk of directors and
managers by allowing them to claim that they relied on the expert advice in making their
decisions regarding M&As. In many cases, a firm hires an investment bank to explore
strategic opportunities for maximizing shareholders’ value or expanding its products and
services. If an acquirer makes two consecutive M&As, it may choose to retain its financial
advisors for both deals.

However, the actual role of investment banks in M&As is controversial, both because



of the compensation they receive and because of potential conflicts of interest between the
bankers and their client firms. Rau (2000) as well as Bao and Edmans (2011) report that
the shares of investment banks in the corporate acquisition advisory market are unrelated
to the value created for their clients in their clients’ prior acquisition attempts. Rau
(2000) finds that an advisor’s reputation has a positive effect on the likelihood of deal
completion but not on the stock price of its client. The implication is that when acquirers
choose financial advisors in M&As, they do not take the value created by the advisors
in their prior takeover attempts into account. Contrary to these studies, Sibilkov and
McConnell (2014) find that prior client performance is a significant determinant of the
likelihood that an investment bank will be chosen as the advisor by future acquirers and

3 Given

of the changes in investment banks’ shares of the advisory business over time.
the large M&A transaction value and the importance of such takeovers for acquirers, a
natural presumption is that a value-maximizing acquirer will choose its advisor based on

the advisor’s demonstrated ability to create value for its clients. Therefore we propose:

e Hypothesis (H1): Acquirers tend to change financial advisors in the second MEA

if the performance of the first deal is poor.

2.2 Investment bank reputation hypothesis

Previous studies on the choice of investment banks have been specifically focused on
the reputation of financial advisors. For example, Servaes and Zenner (1996) investigate
which factors lead to an acquirer’s choice of professional firms or in-house expertise and find
no relation between advisor reputation and bidder wealth. Kale et al. (2003) examine the
relative reputation between acquirer and target financial advisors and find that the absolute

wealth gains as well as the acquirer (target) share of total takeover wealth gain increases

30ne concern on the findings in Sibilkov and McConnell (2014) is that if acquirers choose advisors based
on their prior client performance, clients would always choose the advisors who have created the greatest
value for them in the previous period and the advisory market would quickly devolve into one dominated
by a single “best” advisor. This is inconsistent with the actually observed multi-participant market for
advisory services.



(decreases) as the reputation difference between acquirer and target financial advisors
increases. McLaughlin (1990) argues that reputation-building concerns bring investment
banks an incentive to improve their reputation so that they will complete deals at any cost
and protect the interests of their clients.

The quality of investment banks is difficult to be measured and it is usually taken
as an intangible factor. Yet high quality may be signaled by an investment bank’s market
share of the M&A advisory industry, which is a measure of investment bank reputation
in the previous studies (Rau, 2000). An acquirer may select an investment bank with a
higher reputation for some unquantifiable benefits. We posit that acquirers naturally flock

to financial advisors with higher reputation.

e Hypothesis (H2): Acquirers tend to hire a financial advisor with a better reputation
in the second MEA.

2.3 Pricing with setup costs hypothesis

Williamson (1979) defines a durable transaction-specific asset as “an asset that is
required for the transaction but not marketable or transferable to transactions involving
different parties”.* During the repeated transactions, both suppliers and customers may
invest in durable transaction or relationship-specific assets because the average cost of
durable transaction-specific assets per transaction decreases with the increase in the num-
ber of transactions. However, the investment in transaction-specific assets makes it costly
for customers to switch suppliers during repeated transactions. This kind of “lock in” ef-
fect in the optimal contract pricing theory has been extensively analyzed (e.g., Klein et al.,
1978; Farrell and Shapiro, 1989).

The nature of financial advisor services in M&As suggests that financial advisors may

also invest in durable, transaction-specific assets when they expect that the same acquirer

4According to James (1992), training new employees some firm-specific skills in labor markets and
firm-specific information associated with establishing a credit relationship with external creditors are both
examples of transaction-specific assets.



will engage in more acquisitions in the future. In particular, in the process of providing
advice on the deal, the investment bank obtains information concerning the acquiring firm’s
operations and management team that would be useful in advising subsequent deals. To
the extent that the value of transaction-specific assets depreciates over time, the longer the
interval between transactions, the less costly it will be to switch advisors. Therefore we

expect:

e Hypothesis (H3): Acquirers have a higher probability of switching financial advi-

sors if the time interval between two consecutive MESA deals is longer.

2.4 Deal difference hypothesis

Hayward (2003) suggests that acquirers are more likely to hire investment banks on
stock-financed acquisitions when they have previously used these banks, because invest-
ment banks may have specialized expertise to help their clients with certain types of deals,
such as a stock financed acquisition. Therefore, firms may switch financial advisors if the
payment method in the second deal is different from the one in the first deal. Hayward
(2003) finds that when an acquirer hires investment banks in a cash-financed acquisition,
it will be less likely for the acquirer to use the same investment banks in the subsequent

stock-financed acquisition.

e Hypothesis (Hja): Acquirers tend to switch financial advisors if the method of

payment in the first deal is different from the one in the second deal.

In addition, transaction costs may affect an acquirer’s decision to switch financial
advisors. One important component of the transaction costs is the financial advisor fees
paid by the acquirer. M&A advisory fees are usually one percent of deal value. This
ratio tends to increase (decrease) as deal size decreases (increases) (Kosnik and Shapiro,
1997). The importance of M&A advisory fees to investment banks gives advisors a strong

incentive to pitch M&A ideas to their current or prospective clients, often pushing them
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into unnecessary deals of dubious value (Eccles and Crane, 1988). Evidence also suggests
that a buy-side M&A advisors’ valuation of the target is unaffected by its past provision
of investment bank services to the target (e.g., Calomiris and Singer, 2004; Calomiris and
Hitscherich, 2007). If the financial advisor fees in the first deal are high, a firm may not
stay with the same investment bank in the future. On the other hand, 80% of advisory
fees are contingent on the deal completion. Because our sample consists of only completed
deals, it is possible that adversary fees are not associate with financial advisor switch. We

have our next hypothesis:

e Hypothesis (H4b): Acquirers tend to switch financial advisors if the advisory fees

are more expensive in the first deal.

In our paper, we focus on the acquirer financial advisors in two consecutive deals.
Buy-side advisors help acquirers to evaluate the deal and determine a competitive bid
price. They usually prepare and coordinate documentation, value the target, assess the
proposed acquisition from strategic and financial perspectives, recommend how to finance
the acquisition, scout rival bidders, help the acquirer market the acquisition to the tar-
get’s shareholders, obtain feedback from stock market participants, and may participate
in negotiations with the target or its representatives. The buy-side advisors also often
recommend an offer price and deal terms, estimate a final price that includes fees and
expenses related to the merger, recommend a method of payment, and suggest negotiating
strategies (Fleuriet, 2008). If two consecutive deals are different in terms of some deal
characteristics, it is intuitive for an acquirer to use different financial advisors who have

deal-specific specialized expertise. Finally we predict that:

e Hypothesis (Hjc): Acquirers tend to switch financial advisors if the first deal
characteristics are different from the second deal, such as tender offer, toehold, com-

petition, and hostile deal, etc.
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2.5 Firm differences hypothesis

Through repeated participation in M&A transactions in a certain industry, advisors
may accumulate industry-specific expertise that enables them to better assess firm value
and synergies, execute complex deals, and reduce transaction costs. When choosing advi-
sors among all candidate investment banks, acquirers may attach importance to a bank’s
expertise in industries that are of interest to them (Chang et al., 2016). It is possible that
acquirers may switch their prior financial advisors when the second deals are different from
the first ones in terms of target firm characteristics. For example, if two targets in a deal
pair are in the manufacturing and business equipment industries, the acquirer may hire

two different investment banks who have expertise in these two industries.

e Hypothesis (H5a): Acquirers tend to switch financial advisors if target firm char-

acteristics in the first deal are different from the ones in the second deal.

Similarly, acquirers may switch their financial advisors because their own financial
condition, growth opportunities, and risk premium at the announcement of the second deal
are different from the ones at the announcement of the first deal. This is because invest-
ment banks provide technical and tactical assistance to acquirers throughout the takeover
process by evaluating acquirer firm characteristics (Bodnaruk et al., 2009). Therefore it is

hypothesized as follow:

e Hypothesis (H5b): Acquirers tend to switch financial advisors if their own firm

characteristics in the first deal are different from the ones in the second deal.

3 Data and variable construction

3.1 Sample selection

To conduct our analyses, we start with all completed U.S. domestic M&As with

announcement dates between 1984 and 2015 from the Thomson Reuters Securities Data
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Company (SDC) Platinum Mergers and Acquisitions database.” We require the acquirer
to be a public firm and the target to be a public, private, or subsidiary firm. Deals without
disclosed transaction value and small transactions with deal value less than $1 million are
excluded from our sample. In line with previous M&A studies, the percentage of target
shares acquired by acquirers must be higher than 50%. Applying the standard filters used
in the literature, we then exclude all transactions that are labeled as a minority stake
purchase, acquisition of remaining interest, privatization, repurchase, exchange offer, self-
tender, recapitalization, or spinoff. Because investment banks may have a closer connection
with financial firms than others, we exclude deals with acquirers or targets in the financial
industry. We further limit our sample to deals in which the acquirer has daily stock return
data from the Center for Research in Security Prices (CRSP) and the annual accounting
data from Compustat for at least one year prior to the deal announcement.

We study the switch of acquirer financial advisors between two consecutive deals in
the paper, therefore we only keep deals which are announced by the same acquirer within
three years. Deals without acquirer financial advisor information are also excluded from
our sample. Our final sample includes 1,230 paired deals.

Panel A of Table 1 presents the distribution of our sample by deal announcement
year. Consistent with the merger wave literature (e.g., Harford, 2005; Duchin and Schmidst,
2013), the frequencies of first deals, as well as second deals, peek in the late 1990s and drop
in the early 2000s. 8.62% of the first deals and 9.02% of the second deal are announced
in 1998. The deal frequencies also significantly drop follow the 2007 financial crisis. The
pattern of the first deals and second deals across years are similar to each other over our
sample period. We also report the frequency and percentage of the switchers in the second
deal by year. The results show that acquirers have switched to new financial advisors more

and more frequently since 1985. The trend peaks at 66.7% in 2015.

5The sample begins in 1984 because the information in the SDC database is less reliable before this
date (Chen et al., 2007).

SWe identify a year as 360 days. Our results are qualitatively similar for the samples of deals announced
within 2 years and 1 year.
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Panel B of Table 1 presents the industry distribution of acquirers and targets in
our sample according to the Fama—French 10 industry classifications (Fama and French,
1997). Business Equipment and Healthcare are the top two industries for both acquirers
and targets ranked by M&A deal number, accounting for about 37% of the first deals and
38% of the second deals. We observe a similar industry distribution pattern in acquirers
and targets and in first deals and second deals. Panel A and B also demonstrate that
our sample includes deals from a wide range of time period and firms from diversified
industries. We also report the frequency and percentage of switchers in the second deal by
year. The results show that acquirers have switched to new financial advisors more and

more frequently since 1985. The trend peaks at 66.7% in 2015.

3.2 1B switch variable construction

In this section, we discuss the design of financial advisor switch variables in our
empirical analyses. 145 first deal acquirers and 153 second deal acquirers in our sample
hire multiple financial advisors in the M&As. The maximum numbers of financial advisors
hired in the first and second deals are both 5. To thoroughly measure all the financial

advisor switch scenarios, we adopt four different definitions of “advisor switch”.”

1. ALLIB, a binary variable that is equal to 1 if none of the financial advisors hired in
the first deal is retained as the financial advisors in the second deal, and 0 otherwise.
For example, ALLIB is equal 1 for a deal pair in which the first deals’ financial

advisors are A, B, and C; the second deal’s financial advisors are E and F.

2. HALFIB, a binary variable that is equal to 1 if more than half of the first deal’s
financial advisors are changed in the second deal, and 0 otherwise. For example,

HALFIB is equal to 1 for a deal pair in which the first deals’ financial advisors are

A, B, and C; the second deal’s financial advisors are B, C, D, and E.®

"We only consider the deal pairs in which financial advisors are hired by acquirers in both deals. We
exclude deal pairs in which financial advisors are hired by acquirers in the first deals, but no financial
advisors are hired in the second deals.

8In this example, the total number of changes is three because the acquirer no longer hires A but adds
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3. ANYIB, a binary variable that is equal to 1 if the first deal and the second deal do
not have the exactly same financial advisors, and 0 otherwise. For example, ANYIB
is equal 1 for a deal pair in which the first deals’ financial advisors are A, B, and C;

the second deal’s financial advisors are A and B.

4. LEADIB, a binary variable that is equal to 1 if the lead financial advisors hired in
the first deal is not the lead financial advisors in the second deal, and 0 otherwise.
This definition follows the prior literature on the underwriter switch in IPOs and
SEOs (Krigman et al., 2001). For example, LEADIB is equal to 1 for a deal pair in
which the first deal’s financial advisors are A, B, and C; the second deal’s financial

advisors are A and D; and A is the lead financial advisor in both deals.

Because SDC may report multiple codes for the same investment bank, we manually
check these codes and combine them into a single one if they refer to the same bank.
On the other hand, there have been significant M&A activities in the investment banking
industry during our sample period from 1984 to 2015. To account for this, we utilize the
data provided in Corwin and Schultz (2005), Ljungqvist et al. (2006), and Chang et al.
(2016), and combine them with those reported by SDC Platinum and other financial news
sources. The effective dates of bank mergers are obtained from Corwin and Schultz (2005),
supplemented by the other financial news sources.

A switch of financial advisors does not necessarily mean that financial advisors are
no longer used at all, reflecting that the financial advisors have been fired. Only ALLIB
indicates that all financial advisors in the first deal are no longer used at all in the second
deal. For the other three switch definitions, an acquirer might hire even more advisors in
the second deal than in the first deal. The investment banking industry also went through
active M&As over our sample period. Following Krigman et al. (2001), We do not exclude
deals advised by merged or acquired investment banks, because we are interested in the

decision to change financial advisors.

number of advisor changes __
number of first deal advisors ~—

D and E in the second deal. There are three financial advisors in the first deal.
1> 1

15



Panel A of Table 2 reports the numbers of acquirers that switch or do not switch
their financial advisors between two consecutive deals. Among 1,230 pairs of consecutive
deals, 54.39% of acquirers switch their financial advisors according to the definition of
“ALLIB”; 64.39% of acquirers switch their financial advisors according to the definition of
“HALFIB”; 64.72% of acquirers switch their financial advisors according to the definition
of “ANYIB”; and 58.46% of acquirers switch their financial advisors according to the
definition of “LEADIB”.

The summary statistics of deal and acquirer firm characteristics are presented in Panel
B of Table 2. The detailed definitions of these variables are described in Appendix A. We
report the number of observations, total sample mean, non-switcher sample mean, and
switcher sample mean, respectively. The last two columns present the statistics of mean
difference tests (t-stat.) and median difference tests (z-stat.) between the non-switcher
and switcher samples. The summary statistics show that our M&A sample is similar to
those used in previous studies of U.S. M&As. For the first deal, switchers have significantly
lower transaction value, less toehold, and larger acquirer firm size than non-switchers. For
the second deal, switchers have significantly higher transaction value, a higher possibility
of tender offers, a lower possibility of hostile offers, a higher possibility of public targets,

less completion time, and a larger acquirer firm size than non-switchers.

3.3 1B reputation change variable construction

In this section, we discuss the definition of investment bank reputation change indi-
cator variables in our empirical analyses. The role of investment bank reputation has been
explored in initial public offerings (e.g., Beatty and Ritter, 1986; R.Booth and Smith, 1986;
Titman and Trueman, 1986). Carter and Manaster (1990) provide empirical evidence that
bankers seek to protect their reputations. Several proxies for investment bank reputation
have been developed in the IPO literature. Megginson and Weiss (1991) use the relative
market share of investment banks as a proxy for their reputation. We follow the M&A

financial advisor literature (e.g., Rau, 2000) and use market share and relative market
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share to measure investment bank reputation. We adopt four different definitions of “IB

reputation change indicators”:

1. Average reputation (IBRPT_AVG): It is the average market share of investment
banks hired by acquirers. The market share is defined as transaction value allocated
to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

2. Maximum reputation (IBRPT_MAX): It is the maximum market share of investment
banks hired by acquirers. The market share is defined as transaction value allocated
to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

3. Summation reputation (IBRPT_SUM): It is the total market share of investment
banks hired by acquirers. The market share is defined as transaction value allocated
to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

4. Lead reputation (IBRPT_LEAD): It is the market share of lead investment banks
hired by acquirers. The market share is defined as transaction value allocated to
each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

4 Empirical results

In this section, we present both univariate comparisons of the switching and non-
switching groups of deal pairs, and multivariate probit (logit) estimations corroborating

variables that are significant in the univariate tests.
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4.1 Why do acquirers switch financial advisors?
4.1.1 Univariate tests

Table 3 presents the summary statistics for the financial advisor switch associated
factors discussed in the previous sections and tests of differences between the means (me-
dians) of these variables for advisor switching deal pairs and non-switching deal pairs.
Advisor switching deal pairs are not statistically different from non-switching deal pairs
with respect to first deal cumulative abnormal returns (CARs) that are proxies for the first
deal performance. Advisor switching deal pairs have significantly greater investment bank
reputation change dummies, suggesting that acquirers choose investment banks with higher
reputation when they switch financial advisors between two consecutive M&As. In addi-
tion, the numbers of calendar days between two consecutive M&As are statistically higher
for the advisor switching deal pairs than for the non-switching deal pairs. This indicates
that the cost of switching financial advisors decreases over time. Finally, switchers and
non-switchers exhibit different deal and firm characteristics for the change in tender offer,
the change in method of payment, the change in toehold, the change in target industry,
the change in public target, and the change in acquirer leverage.

The univariate tests also suggest that financial advisor switchers are not statistically
different from non-switchers with respect to the change in acquirer advisor fee, the change
in hostile deal, the change in deal competition, the change in completion time, and the

change in relative size.

4.1.2 Multivariate tests

Next we estimate probit and logit regressions to distinguish among the possible ex-
planations for financial advisor switch.

Hypothesis 1 predicts that prior deal performance affects an acquirer’s decision of
switching financial advisors. Table 4 presents the regression results of both probit and

logit regressions of a dichotomous variable representing an acquirer’s choice of switching
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its prior financial advisors on the first deal acquirer CARs. The dependent variable is equal
to 1 for acquirers that change their first deal financial advisors, and 0 otherwise. Because we
define multiple four “switch” variables (ALLIB, HALGIB, ANYIB, LEADIB) to measure
financial advisor switch, we estimate separated probit and logit regressions for each switch
definition. In addition, five different windows for CARs are presented: (—1,1), (—2,2),
(=3,3), (=5,5), (—20,5). Year fixed effects are controlled for all forty regression results
reported in Table 4. None of the five CAR coefficients are statistically significant, and their
signs are mixed, which is inconsistent with our hypothesis 1. Therefore, we conclude that
acquirers’ prior deal performance is not associated with the switch of financial advisors in
the next deal.

Hypothesis 2 predicts that the reputation of financial advisor is related to on an
acquirer’s decision of switching financial advisors. Table 5 reports the regression results of
advisor switch variables on the change of investment bank reputation from the first deal to
the second deal. Both probit and logit regressions are estimated based on a sample of 1,230
paired deals that are carried out by the same acquirer within three years. The dependent
variable is equal to 1 for acquirers that change their first deal financial advisors, and 0
otherwise. The same as Table 4, we adopt four different definitions of advisor switch. To
measure the change of investment bank reputation from the first deal to the second deal,
we use ten different definitions because some of our sample acquirers use multiple financial
advisors. Year fixed effects are controlled for in all regressions. In Panel A of Table
5, the investment bank reputation change dummy variables are defined according to the
investment bank market shares information over five years before the deal announcement.
The results in Panel A show that the coefficients of all ten investment bank reputation
measurements are positive and statistically significant at 1% level. In Panel B of Table
5, we measure the investment bank reputation change dummy variables according to the
investment bank market shares information over three years before the deal announcement.
The results reported in Panel B are qualitatively similar to those reported in Panel A.

As shown in Table 5, acquirers will switch their financial advisors used in the first
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deals to obtain the services of financial advisors with a higher reputation in the second
deals, which supports our Hypothesis 2. All four measurements of investment reputation
indicate a consistent result: investment bank reputation is associated with the switch of
financial advisors. We further check if this result remains robust after controlling for the
reputation of the financial advisors in the first deal. In untabulated tests, we add the
reputation of the financial advisors in the first deal as control variables in the regressions
of Table 5. All the coefficients of reputation change dummy variables remain positive and
statistically significant. The reputation incentive of switching financial advisors does not
depend on the level of first deal advisors’ reputation.

Hypothesis 3 predicts that acquirers tend to switch financial advisors when the in-
terval between two consecutive deals is longer. Table 6 presents the regression results of
investment bank switch variables on the change of deal characteristics from the first deal to
the second deal. Both probit and logit modeled are estimated based on a sample of 1,230
paired deals that are carried out by the same acquirer within three years. The dependent
variable is equal to 1 for acquirers that switch deal financial advisors, and 0 otherwise. The
regressions are similar to those reported in Table 4.

The results in Table 6 show that the coefficients of the days between two deals are
all positive and statistically significant at 1% level. When the time between two M&As
is longer, an acquirer has a higher probability to switch financial advisors in the second
deal. It is consistent with the findings in James (1992) that the likelihood of firms changing
underwriters in a subsequent SEO is positively related to the time between the IPO and
SEO. Because the transaction-specific asset depreciates over time, the longer the expected
interval between two transactions, the less costly it will be to replace the transaction-specific
asset. In M&As, the longer time between the two consecutive deals, the less valuable will
be the connection between the acquirer and the financial advisors hired in the first deal,
therefore the less costly for an acquirer to switch financial advisors in the second deal.

Hypothesis 4 predicts that deal characteristics may affect an acquirer’s decision to

switch financial advisors. Results in Table 6 show that the coefficients of the change in
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tender offer and the change in cash payment are positive and statistically significant. Once
the second deal is different from the first one in terms of the tender offer, the acquirer
will tend to switch its prior financial advisors. In addition, the change in cash payment
is positively significant. Acquirers will switch their financial advisors when the payment
method changes, which is consistent with the findings in Hayward (2003).

The change in toehold is negative and statistically significant. Betton and Eckbo
(2000) report a significantly negative relation between toeholds and target premiums.
Greater bidder toeholds (prebid ownership of target shares) reduce the probability of com-
petition and target resistance and are associated with both lower bid premiums and lower
prebid target stock price runups. The expected payoff to target shareholders is decreasing
in the bidder’s toehold.

Table 6 also show that the change in advisory fees is not significant in any of our
advisor “switch 7 definitions, indicating that an acquirer does not change its financial
advisors because of advisory fees. This is consistent with the findings in McLaughlin
(1990) and McLaughlin (1992) that more than 80% of the advisory fees are contingent on
deal completion. The change in completion time is not one of the factors associated with
the switch decision. At last, the competition in M&As does not lead an acquirer to switch
its financial advisors.

Hypothesis 5 predicts that both acquirers and targets characteristics would induce to
the switch of acquirer financial advisors. Table 7 presents regression results of investment
bank switch variables on the change of firm characteristics from the first deal to the second
deal. The results show that acquirers are more likely to switch financial advisors in the
second deal when two deal targets are in different industries or when one deal target is a
public firm and the other deal target is a private firm. In addition, an acquirer will tend to
switch its financial advisors when its own leverage has changed between two consecutive
deals. The change in relative size is positive and statistically significant in three advisor
switch: HALFIB, ANYIB, LEADIB. It suggests that the change in relative size is sensitive

to the definition of advisor switch.
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4.1.3 Comprehensive results

Finally, we simultaneously test all four hypotheses by including all variables in one
model of financial advisor switching. We use the first deal acquirer CAR over the 3-day
event window (-1, +1) as the proxy for the first deal performance and use the average
investment bank reputation change dummy based on the investment bank market share
information over five years before the deal announcement as the proxy for the change of
investment bank reputation.

Table 8 reports the regression results. The comprehensive estimation reveals that the
investment bank reputation improvement, the time between two consecutive M&As. the
change in tender offer, the change in toehold, the change in target industry, the change in
target public status, the change in relative size, the change in acquirer leverage, are impor-
tant to the decision to change financial advisors for the second M&A. As in the separated
tests, we fail to find that firms sanction their financial advisors for poor performance in

the first deal.

4.2 Does financial advisor switch improve the second deal per-

formance?

We have shown that to increase the reputation of investment banks is an important
factor associated with an acquirer’s decision to switch financial advisors in M&As. Previous
literature also suggests that the reputation of the investment banks appointed as M&A
financial advisors is positively related to the M&A announcement returns (Rau, 2000).
Next, we examine whether the switch of financial advisors and the increase of investment
bank reputation may improve M&A deal performance.

Table 9 reports the regression of the second deal acquirer announcement returns on
the financial advisor switch and investment bank reputation variables. The dependent
variable is the second deal acquirer CAR over the 3-day event window (—1,+1). We add

an interaction term of the switch variable and investment bank reputation improvement
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indicator variable. The coefficient of the interaction term represents the marginal effect of
the financial advisor switch jointly with the investment bank reputation increase on the
acquirer announcement returns. We control for a series of deal and firm characteristics
that are generally used in the previous M&A studies on acquirer announcement returns.
Year fixed effects are also controlled for all regressions.

The results in Table 9 show that the coefficients of advisor switch indicator variables
are all negative, and some of them are statistically significant, suggesting that the switch
of financial advisors in M&As alone may not improve the deal performance.” However the
all the coefficients of the interaction term between the advisor switch and the change of
investment bank reputation are positive and statistically significant. It is important to
note that the coefficients of the interaction terms are generally larger than those of the
advisor switch variables, indicating that an acquirer’s CARs in the second deal will get
improved if it switches to financial advisors with higher reputation. These results reinforce

our hypotheses and show why acquirers choose to change their prior financial advisors.

5 Robustness tests and further discussions

In this section, we explain the analyses we perform to assess the robustness of our

results.

5.1 The Financial Services Modernization Act of 1999

The Financial Services Modernization Act, also know as the Gramm-Leach-Biley Act
(GLBA), was effective on November 12, 1999 and repealed part of the Glass-Steagall Act of
1933. The GLBA removed barriers between commercial banks and investment companies
in the U.S. financial market that prohibited one institution from doing business in both

the commercial bank and investment bank industries. After 1999, we observe a surge of

9The coefficients of the reputation change dummy are all negative and statistically significant. But the
reputation change between two consecutive deals is not a firm choice variable. Even if an acquirer keeps
all financial advisors used in the first deal, the reputation of these investment banks may still change over
time.
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M&A activities between commercial banks and investment banks in the banking industry.
Therefore, acquirers may change their deal advisors either because the previous ones do
not exist any more or because they have more advisor candidates in the financial advisory
market after 1999. Furthermore, the GLBA imposes an exogenous shock on the market
shares of investment banks in the financial advisory industry, which affects the investment
bank reputation proxy variables in our empirical analysis. To mitigate these two concerns,
we restrict our sample period to be between 2000 and 2015 and check the robustness of
our results in Table 5. In the untabulated tests, we find that the subsample test results

are qualitatively the same as those reported in Table 5.

5.2 Advisor switch and goodwill impairment

Previous accounting literature usually uses goodwill impairments to measure the
long-term performance of M&As. Goodwill impairment losses are taken as an indication
of a low quality investment (e.g. Gu and Lev, 2011; Goodman et al., 2013). To further
test the effect of financial advisor switches on post-deal long-term performance, we use
goodwill impairments as an alternative proxy to measure deal quality. In general, firms
do not provide detailed information about goodwill impairments. We need to verify, with
purchase price allocation data, whether a reported goodwill impairment is related to a
specific deal. To confirm the relationship between price allocation and future goodwill
impairment, we read acquiring firms’ 10-K reports filed after the deal completion. We
focus on the second deals in our sample and manually code the indicator variable GW I
that takes a value of 1 (0) if a firm records (does not record) goodwill impairment losses
related to the specific second deal in the three-year period following the deal completion.
Some acquirers clarify specific deals with reported goodwill impairments in their 10-K
reports. For the other cases in which acquirers do not identify targets related to goodwill
impairments, we assume that a goodwill impairment is related to a target if the business
of the target is the same as the business of the segment reporting the goodwill impairment.

In the untabulated results, we find that switching to financial advisors with higher
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reputation does not have a significant effect on the probability of goodwill impairments,
which is not consistent with what we find in Table 9. However, our results are in line with
the explanation that advisor switch may like a window-dressing that does not improve the

long-term deal performance.

5.3 Common advisors

Agrawal et al. (2013) study the determinants of common or separate financial advisors
in M&As. Among 6,272 deals during the period 1981-2005 in their sample, acquirers and
targets choose common advisors in 98 deals. The higher probability of using common
advisers is associated with several deal characteristics, but deals with common advisors do
not have better deal quality than deals with separate advisors. In our sample, deals with
common advisors are even rarer than those in the sample of Agrawal et al. (2013). Among
1,230 sequential deal pairs, 6 pairs have common advisors in the first deals and 3 pairs
have common advisors in the second deals. There is not any deal pair in which both deals
use common advisors. For 3 deal pairs with common advisors in the second deals, we do
not find advisor switch in terms of ALLIB and LEADIB. Given the small number of deals
with common advisors in our sample, the choice of common advisors is not associated with

the choice of advisor switches.

6 Conclusions

Using a large sample of firms which announced two consecutive acquisitions within
three years during 1984-2015, we examine the possible factors associated with acquirers
switching financial advisors and the effect of the switch decisions on the acquirers’ an-
nouncement returns in the second deal. Four common themes are shown in our empirical
analyses that help us understand why acquirers switch financial advisors.

First, switching is not primarily driven by dissatisfaction with the services of financial

advisors in the first deal. Both univariate tests and multivariate tests show that the first
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deal performance, measured by acquirer CARs at the announcement, does not induce the
acquirers to change their financial advisors. The second finding is that acquirers, when
possible, trade up to financial advisors with a higher reputation in the second M&A deal.
We show that overall investment bank reputation is a key factor in the choice of M&A
financial advisors. The third finding is that firms will change their prior financial advisors
if the days between consecutive deals are longer. Consistent with the prior literature, to the
extent that transaction-specific asset depreciates over time, the longer the interval between
two M&A deals, the less costly the acquirers will switch their financial advisors. The final
finding is that firms regularly switch their financial advisors in the first deals when some
characteristics of the second deals are different from the first ones’. This suggests that
acquirers tend to switch financial advisors when some firm and deal characteristics change
between two consecutive deals. The new advisors may fit the second deals better than the
first ones.

The findings of this paper imply that the reputational mechanism does function in
the financial advisory industry and acquirers tend to choose financial advisors according

to the characteristics of corresponding deals.
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Appendix A

See Table Al.

Table A1l: Variable definitions

This table provides variable definitions and corresponding data sources. CRSP refers to
the Centre for Research in Security Prices, SDC refers to Thomson Reuters Securities Data
Company.

Variable Definition Source

Deal outcomes and characteristics

CAR_[X,Y] Cumulative abnormal returns over the event window CRSP
[X,Y] days surrounding the acquisition announcement.
The benchmark is estimated by the market model with
the CRSP value-weighted index over the

pre-announcement window (—300, —46)

Transaction_value Value of transaction, in million dollars. SDC

Relative_size The ratio of transaction value to acquirer total asset at ~ SDC/Compustat
the end of the fiscal year before the deal is announced.

Related_industry 1 if the target and the acquirer have the same 2-digit SDC
SIC code, 0 otherwise.

Tender 1 for tender offers, 0 otherwise. SDC

Hostile 1 for hostile deals, 0 otherwise. SDC

Toehold 1 if the acquirer has already held a certain percentage of SDC
the target shares at the announcement, 0 otherwise.

Public 1 if the target is a public firm, 0 otherwise. SDC

Cash 1 for deals financed fully with cash, 0 otherwise. SDC

Competition 1 if there is at least one competing bidder for the same SDC
target at the deal announcement, 0 otherwise.

Fee Total investment bank fee paid by an acquirer, in SDC
million dollars

Completion_time Number of days between announcement and effective SDC
dates.

Acquirer firm characteristics

Assets Book value of total assets . Compustat

Tobin’s Q Tobin’s Q at the end of the fiscal year before the deal is Compustat
announced, following Baker and Wurgler (2002).

Leverage Ratio of book value of debt to book value of total assets Compustat
in fiscal year end before the deal is announced.

Cash/assets Cash holding, normalized by total assets. Compustat

ROA Operating income before depreciation divided by total Compustat
assets.

Difference between two consecutive deals
Calendar days change The number of calendar days between the SDC

announcement dates of two consecutive deals

Continued on next page
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Table A1 — continued from previous page

Variable Definition Source

Target industry 1 if the targets in two consecutive deals have the SDC

change different first three digit SIC codes, 1 otherwise.

Target Public/Private 1 if one of the targets in two consecutive deals is a SDC
public firm and the other is not, 0 otherwise.

Relative Size Change  The absolute value of the difference between SDC
Relative_size in two consecutive deals.

Advisor fee change The ratio of advisor fees paid by the acquirer to SDC
transaction value in the second deal minus the one in
the first deal.

Tender Offer Change 1 if one of the two consecutive deals is a tender offer SDC
deal and the other is not, 0 otherwise.

Acquirer Leverage Leverage of acquirer in the second deal minus the one in SDC

change the first deal

Hostile Change 1 if one of the two consecutive deals is a hostile takeover SDC
and the other is not, 0 otherwise.

Competition Change 1 if one of the two consecutive deals has at least one SDC
competitor and the other does not, 0 otherwise.

Cash Payment 1 if one of the two consecutive deals is cash-only deal SDC

Change and the other is not, 0 otherwise.

Toehold Change 1 if one of the two consecutive deals has non-zero SDC
toehold and the other has zero toedhold, 0 otherwise.

Completion Time Completion time of the first deal minus completion time SDC

Change

of the second deal

Investment bank reputation

IBRPT1_AVG_5(3)Y

IBRPT1.MAX_5(3)Y

IBRPT1_.SUM_5(3)Y

1 if the average market share of investment banks hired
in the second deal is greater than the one in the first
deal, 0 otherwise. The market share is defined as the
transaction value allocated to each advisor divided by
the total transaction value over the previous five (three)

years before the deal announcement.
1 if the maximum market share of investment banks

hired in the second deal is greater than the one in the

first deal, 0 otherwise. The market share is defined as

the transaction value allocated to each advisor divided
by the total transaction value over the previous five

(three) years before the deal announcement.
1 if the total market share of investment banks hired in

the second deal is greater than the one in the first deal,
0 otherwise. The market share is defined as the
transaction value allocated to each advisor divided by
the total transaction value over the previous five (three)

years before the deal announcement.

SDC league table

SDC league table

SDC league table

Continued on next page
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Table A1 — continued from previous page

Variable Definition Source

IBRPT1_.LEAD_5(3)Y 1 if the market share of the first investment bank SDC league table
reported by SDC in the second deal is greater than the
one in the first deal, 0 otherwise. The market share is
defined as the transaction value allocated to each
advisor divided by the total M&A industry transaction
value over the previous five (three) years before the deal

announcement.
IBRPT2_AVG_5(3)Y 1 if the average market share of investment banks hired ~ SDC league table

in the second deal is greater than the one in the first
deal, 0 otherwise. The market share is defined as the
transaction value allocated to each advisor divided by
the subtotal transaction value with acquirer financial
advisors over the previous five (three) years before the

deal announcement.
IBRPT2.MAX_5(3)Y 1 if the maximum market share of investment banks SDC league table

hired in the second deal is greater than the one in the
first deal, 0 otherwise. The market share is defined as
the transaction value allocated to each advisor divided
by the subtotal transaction value with acquirer financial
advisors over the previous five (three) years before the

deal announcement.
IBRPT2_.SUM.5(3)Y 1 if the total market share of investment banks hired in ~ SDC league table

the second deal is greater than the one in the first deal,
0 otherwise. The market share is defined as the
transaction value allocated to each advisor divided by
the subtotal transaction value with acquirer financial
advisors over the previous five (three) years before the

deal announcement.

IBRPT2_.LEAD_5(3)Y 1 if the market share of the first investment bank SDC league table
reported by SDC in the second deal is greater than the
one in the first deal, 0 otherwise. The market share is
defined as the transaction value allocated to each
advisor divided by the subtotal transaction value with
acquirer financial advisors over the previous five (three)

years before the deal announcement.
IBRPT3_MIN.5(3)Y 1 if the highest ranking of the investment banks hired in  SDC league table

the second deal is lower than the one in the first deal, 0
otherwise. The ranking is defined by an investment
bank’s market share of total M&A industry transaction

value, with lower number referring to higher ranking.

Continued on next page
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Table A1 — continued from previous page

Variable

Definition

Source

IBRPT3_LEAD_5(3)Y

1 if the ranking of the first investment bank reported by
SDC in the second deal is lower than the one in the first
deal, 0 otherwise. The ranking is defined by an
investment bank’s market share of total M&A industry
transaction value, with lower number referring to higher

ranking.

SDC league table

Switch
ALLIB

HALFIB

ANYIB

LEADIB

1 if none of the investment banks hired in the first deal
is retained as the financial advisor in the second deal, 0

otherwise
1 if more than half investment banks hired in the first

deal are changed, 0 otherwise.
1 if the investment banks hired in the first deal are not

exact the same as the ones hired in the second deal, 0

otherwise.
1 if the first investment bank reported by SDC as the

financial advisor in the first deal is not the one in the

second deal, 0 otherwise.

SDC

SDC

SDC

SDC
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Table 1: Sample distribution

Panel A. Distribution of M&As by year. This panel presents the numbers of M&A
deals by year. Our sample includes 1,230 firms that announced two M&As within three
years between 1984 and 2015. We report the frequency of the first deal, the frequency of
the second deal, the frequency of the switchers in the second deal, and the percentage of
the switchers in the second deal, respectively.

First Deal Second Deal
Year Freq. Freq. Switcher Freq. Percentage
1984 1 0
1985 18 4 1 25.0%
1986 24 20 8 40.0%
1987 17 16 10 62.5%
1988 8 19 8 42.1%
1989 11 11 5 45.5%
1990 12 10 5 50.0%
1991 6 7 4 57.1%
1992 11 10 4 40.0%
1993 21 16 6 37.5%
1994 33 24 11 45.8%
1995 57 49 18 36.7%
1996 81 52 18 34.6%
1997 85 74 39 52.7%
1998 106 111 68 61.3%
1999 101 104 58 55.8%
2000 73 82 39 47.6%
2001 50 54 26 48.1%
2002 49 51 33 64.7%
2003 35 42 25 59.5%
2004 51 46 25 54.3%
2005 47 54 34 63.0%
2006 40 40 21 52.5%
2007 39 46 25 54.3%
2008 22 27 17 63.0%
2009 26 16 10 62.5%
2010 34 38 24 63.2%
2011 33 27 16 59.3%
2012 42 35 16 45.7%
2013 49 43 28 65.1%
2014 39 45 29 64.4%
2015 9 57 38 66.7%
Total 1,230 1,230 669
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Table 2: Summary statistics

Panel A. Non-switchers vs. switchers. This panel reports the numbers acquirers
that switch or do not switch their financial advisors for two consecutive deals. ALLIB is
equal to 1 if not a single investment bank hired in the first deal is retained as the financial
advisor in the second deal, and 0 otherwise. HALFIB is equal to 1 if more than half of the
investment banks hired in the first deal are retained as the financial advisors in the second
deal, and 0 otherwise. ANYIB is equal to 1 if at least one investment bank hired in the
first deal is retained as the financial advisor in the second deal, and 0 otherwise. LEADIB
is equal to 1 if the first investment bank reported by SDC as the financial advisor in the
first deal is the same as the first one reported by SDC as the financial advisor in the second
deal, and 0 otherwise. Our sample includes 1, 230 firms that announced two M&As within
three years between 1984 and 2015.

Non-switchers Switchers Total
Obs. Percent Obs. Percent Obs.

ALLIB 561  45.61% 669  54.39% 1,230
HALFIB 438  35.61% 792  64.39% 1,230
ANYIB 434 3528% 796  64.72% 1,230
LEADIB 511  41.54% 719  58.46% 1,230
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Panel B. Summary statistics of deal characteristics This panel reports the summary
statistics of deal characteristics. Our sample includes 1,230 firms that announced two
M& As within three years between 1984 and 2015. Data are provided at the time of the first
deal and second deal. Summary statistics are presented for the total sample, non-switcher
sample, and switcher sample. The last two columns report the t-test and Wilcoxon test
results of the difference between the non-switcher and switcher sample. Detailed definitions
of all variables can be found in Appendix A. Significance at the 0.01, 0.05, and 0.10 levels
is indicated by * * *, %, and *, respectively.

Difference
Variable Obs. Total Non-switchers Switchers t-stat. z-stat.
First deal characteristics
Transaction. value 1,230  1,052.14 1,140.64 977.92 0.56 -3.69%H*
Relative_size 1,230 0.50 0.46 0.54 -0.69 -0.24
Related_industry 1,230 0.39 0.40 0.38 0.68 0.68
Tender 1,230 0.10 0.10 0.10 -0.30 -0.30
Hostile 1,230 0.01 0.01 0.01 1.16 1.16
Toehold 1,230 0.44% 0.53% 0.37% 0.77 2.02%*
Public 1,230 0.37 0.35 0.38 -0.97 -0.97
Cash 1,230 0.33 0.32 0.35 -1.10 -1.11
Competition 1,230 0.02 0.02 0.02 0.66 0.66
Fee 1,230 0.74 0.80 0.69 0.52 0.28
Completion_time 1,230 84.47 86.72 82.59 0.76 -0.32
Acquirer_Assets 1,230  9,177.02 6,395.28 11,509.68  -2.32%*  -2.48%*
Acquirer_Tobin’s Q 1,105 2.94 2.95 2.94 0.04 0.48
Acquirer_Leverage 1,107 46.93% 47.43% 46.50% 0.65 0.31
Acquirer_Cash/assets 1,230 19.84% 19.79% 19.89% -0.08 0.06
Acquirer ROA 1,230 0.03 0.03 0.03 -0.33 -0.49
Second deal characteristics
Transaction value 1,230 1,113.21 1,010.08 1,199.69 -0.79 -3.70***
Relative_size 1,230 0.49 0.45 0.53 -0.64 -0.56
Related_industry 1,230 0.38 0.37 0.38 -0.43 -0.43
Tender 1,230 0.11 0.09 0.13 S2.17FE 21Tk
Hostile 1,230 0.01 0.02 0.01 1.81* 1.81*
Toehold 1,230 0.42% 0.72% 0.16% 2.8k 2 Rp¥Hk
Public 1,230 0.39 0.36 0.41 -1.96%* -1.96*
Cash 1,230 0.34 0.27 0.40 -4.66%FF  _4.62%HF
Competition 1,230 0.03 0.03 0.03 0.52 0.52
Fee 1,230 0.82 1.01 0.67 1.44 -0.30
Completion_time 1,230 86.53 92.11 81.86 1.84%* -0.71
Acquirer_Assets 1,230  10,228.43 7,701.48 12,347.45  -2.12%*  _3.05%**
Acquirer_Tobin’s Q 1,112 2.74 2.91 2.60 1.35 1.21
Acquirer_Leverage 1,113 48.51% 48.03% 48.91% -0.65 -1.05
Acquirer_Cash/assets 1,229 17.91% 18.43% 17.48% 0.83 0.98
Acquirer_ ROA 1,230 0.02 0.03 0.02 1.31 0.53

37



98ed 1xou UO ponUNIUO))

wkx [8T7 5598V 060 1 0¢0 870 0 L€0 INA AE DAV TLJdYdI
#x%x89°97  xxx08°9- 040 0 670 970 0 0¢°0 INA AS AVHT €LdddI
k7897 xxxL6°9- 060 0 670 970 0 0¢0 INA AS NIN €LdddI
kI8 T 4498 060 1 0G0 870 0 L€°0 INA AS AVHT ¢L.dddl
xxx0C V™ xxxCETV 060 1 0¢0 670 0 8¢0 INA AS NS ¢LdYdI
k%90 T xxx007°G- 060 1 0G0 870 0 9¢°0 INA A XVIN ¢LdYdl
k%08 €7 xxxV8E- 050 0 670 67°0 0 8¢°0 INA AS DAV ¢Ldddl
xkx88 T~ wxxC6'T 060 1 0¢0 870 0 9¢°0 INA AS AVHT TLd4YdI
wxkx GV V™ xSV V- 060 1 0¢0 670 0 3¢0 INA AS NS TLdYdI
k%6097 xxxL0°G 060 1 0¢0 870 0 9¢°0 INA AS XVIN TLdYdI
xxx88°€  xxx06C- 060 0 670 670 0 8¢0 INA AS DAV TLJdYdI
uorjeindod yueq JUSUI)SOAU]
IT°0 €v'0-  ¢esto ¥¢00°0- L¥00°0 ¢861°0 Ge00°0- ¥000°0 [G+ 02| VD [eop 1811
v 0- vI'0  8L0T°0 ¢100°0 97000 I7E10 ¥600°0- 96000 [+ 7=V 1eop 1811
LV T- LV'0-  Tc¢0T°0 Ge00'0 GL00°0 LGCT°0 8¢00°0- Gv00°0 [e+e—]yv D Teop i1
9¢'1- €¢’0- 61600 €€00°0 €900°0 8L0T°0 8¢00°0- 06000 [c+ c—av D 1eop 111
0v'1- 830~  9¥80°0 8¢00°0 89000 188070 6100°0- G¢co00 [T+ 1]V D 1eop 181
soueuriojrod [eap ISarq
‘1els-z  *Jels-] ‘as ueIpO]\]  UBON ‘as URIPOJN  UBIIA so[qeLIeA
9OUL I (699=N) sIoyoMg (T9G=N) SISYDIMS-ON

"ATOATO0dSOT k PUR ‘s “k * x AQ POYRIIPUL ST S[OAI] (OT°() PU®R ‘GO°0 ‘TO°0 °2Y2
Je 2ourOYIUSIS "y XIpuoddy Ul PUNOJ o UWed SI[(RLIRA [[® JO SUOTUYEP Pofre}d(] -ojdures IoyD)Ims pur IaUDIIMS-TOU 9} Ua0MId(
QOUSISJIP ) JO SYMSSI JS9) UOXOD[IA\ PUR 189)- 1] J10doI SUWN[0D 0M] JSB] O], "GT(Z PUR RG] U00M)9( STRIA 9211[) UTYIIM SY 2PN
OM) paounouuR JeY) SUWLIY ()7 ‘T sopnout ojdures () "jou op jer] siolmbor pur ‘SY29[\ QAINISSUOD OM) USOMIS( IOSIADR [RIDURUL
[031MS Jer) sIaImboe I0J SI010R] POjeIDOSSR UDIIMS IOSIADR [RIDURUY 9} IO0J SOIISIIR)S AIRWIWINS Pajos[es oY) sjrodor o[qe) siyJ,

S1S97 9eLIBATU[() :€ 9[]e],

38



«x8TT 4xx86C-  €LTT 0 R €F'6 0 16°0 oFe10A9] Tomboe UT OFUET))

€8°0- 661 LC°6 9T°0 G990 STl ¢TI0 av'o 9ZIS DATYR[AI UT AFULY))
*L9°T- *L9°T- 870 0 LE°0 LV0 0 ¢s0 1o81ey orqnd ur aguey))
«I8T-  4I8T- 670 I 860 050 T €50 Anysnpur 9o8re) ur oguer))
9OUQISHIP ULIL]
19°0 86°0- ¢¥V'101 G- L0 9L LTT 0 66°G- owry uoedurod ur aguey;)
+*x91°C +*+91°C GT0 0 ¢00 1¢°0 0 G00 PIOYo0} Ul o3uet))
#xx90°C" xxx90°C- 870 0 8¢0 970 0 6¢°0 Juotuded yseos ur oFuey))
LG°0 LG°0 120 0 70°0 1¢°0 0 c0°0 uonyrjoduod ur aguey))
61°0 61°0 €10 0 ¢00 ¢r'o 0 ¢0°0 [e9p A[13sOY] Ul d3uey))
#xGS G xx88°C 8¢0 0 ST°0 €€0 0 ¢r’o I0PO I9pUL) Ul dFueY))
09°0- GC'T- %9ser 0 0 %BYT00°0-  9%6L9¢°0 0 %¥100°0- ©9] I0SIApe Iormboe ur aguey))
9OUDJISYIP e
k1897 xxxL9°9- 6°96¢ 0T¢ L'CSE L' 19¢C 681 €'GLC S[eop oM} UPIMII( SAR(]
$1500 dnjes ypum Sumlig
kx99 L gxx[€°L 060 0 670 970 0 6¢°0 INA AC AVHT €LdddI
sokxOL L™ wxxGE L 060 0 0¢0 970 0 6¢°0 INA A NIN €LdYdI
xkxG1°97 4k VG 9 050 1 16°0 LV0 0 7¢°0 WA A dVHT ¢Ldd4dl
k%0997 4xxL9°G 060 ! ¢s0 870 0 9¢°0 WA ASINNS ¢Ldd4dl
xxxG1°97  4xxVC' 9 060 1 16°0 LV0 0 €0 INA AE DAV ¢Ldddl
kx99 T xxx69T 060 0 060 870 0 LE0 INA AE DAV ¢Ldddl
wxkxLC 97 xxkxl€°9 060 ! 16°0 LV0 0 €e0 WA A dAVHT ILd494dI
sk [L'G wxx0L7G 050 ! ¢q0 870 0 ceo WA ASINNS TLJdYdI
xxx6€°97  4xxEV'9- 050 ]! 1670 L¥'0 0 €60 INA AE XVIN TLdYAI
*1eIS-Z  ‘1eIS-] ‘a’s URIPAJ\]  UBIIAN ‘as URIPI]\]  UBIIN so[qerIeA
QOULIPI(J SIOYOHMSE SIOYDHMS-ON]

o3ed snorasad woIy penuiuod — ¢ S[qe],

39



(e7.L°0)
110
(196°0)
720°0
(089°0)
120
(296°0)
920°0
(L82°0)
9810

(19°0)
LGT°0-
(972°0)
€oT'0-
(628°0)
SIT0-
(187°0)
1€7°0-
(c0L°0)
9% 0-

(¥¥<°0)
112°0-
(289°0)
20z 0-
(L69°0)
L02°0-
(68€°0)
925°0-
(619°0)
16€°0-

(955°0)
8610
(L16°0)
1€0°0-
(012°0)
Z6T°0
(106°0)
€L0°0
(267°0)
0L¥0

(L¥L°0)
L90°0
(¥96°0)
710°0
(¥89°0)
1€T°0
(096°0)
610°0
(96L°0)
01T'0

#79°0)
860°0-
(1€L°0)
90T 0-
(718°0)
LL0°0-
(59%°0)
L1T0-
(129°0)
98T'0-

(8€5°0)
0€T°0-
(£29°0)
0€T°0-
(189°0)
GeT 0"
(cLe0)
LE€°0-
(185°0)
L€T°0-

(L65°0)
€er0
(L16°0)
z€0'0-
(60L°0)
0210
(¢06°0)
77070
(967°0)
0620

6+ ‘0z —]a VD Teop 1s11q
G+ ‘c=] VO Teop 181
[e+ e~ VO Teop 1s1q
[e+ =]V O 1eop 1s1q

[T+ T—]Jg VD 1eop 3811

d1avd1l dIANV dIATVH dITIV dIdvdTl dIANV dIdTVH dITIV

[PPOIN 130T

[OPOIN 11q01d

oouewriojiod I0L1d :f 9[qe],

Sk PUR Skk Skok ok AQ POYROIPUL ST S[OAS] ()T°() PU®B ‘GO0 ‘TO°0 Y} e
oouedYIuSIg “sesorjjuared ur pojIodel ore son[RA-J "SUOISSOIFII [[® I0J PO[OIIU0D SIR $)09[0 paxy Ieox "y Xipuaddy ur punojy oq ued
SO[(RLIRA [[R JO SUOIITUGOP PO[IRIS(] "UOISSOISAI 9[UIS © $)UosoIdol JUaIdFood yoes pue pariodar oxe sy IoImbor Jo sjusmyood o)
AU SV 10 SMOPUIM JUSIOPIP 9AT PUR [DIIMS (] JO SUOIIUYOP JUSIOPIP INOJ 9STL 9AN TDIIMS Jou PIP JeY) sioamboe 10J () pue
‘SIOSTAPR [RIDURUL [ROP POUDIIMS JR[} SIoambor 10 T 09 [enbo st o[qerrea juopuadop oy T, ‘GT(Z PUR FRGT U0oMIO( SIBIA 90I() UIYIIM
Iarmboe awes oY) Aq N0 poLLIRD oI Jey) S[eap paired gz T JOo ojdures e U0 paseq PajeuiIse aIe paEpow 1150] pue jiqoid ylog
(SYV)D) suInjel [RULIOUQR SAIIR[NWND IaIMbow [ep ISIY oY) UO SI[(RLIBA [DIIMS (] JO S}NSal uolssaIdal £110] sjuasoxd a[qe) SIY T,

40



(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)
wxk IP8°0  54xEE6°0  5x4E8F6°0  45586L°0  55x9TG0  5548GG°0  54x09G°0 4546870 AGAVAT ELJIUCI
(000°0) (000°0) (00000)  (00000)  (000°0) (000°0) (000°0)  (000°0)
wxx888°0  54x106°0  5x48F6°0 4440080  444E1G0  5x41GG°0  54x89G9°0  4x%90G°0  ASG NIN ELJUCI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wxklGG0  x5k0790 554990 xxGTG 0 sk EVE0 5549880  44xG8E°0  4x48€€°0 AG AVATCLJIUAI
(000°0) (000°0) (00000)  (00000)  (000°0) (000°0) (0000)  (000°0)
ek V0G0 55500L°0  sxxTTL0  4ssF6F 0  55x0T€0  5540TF 0 5440870 4449060  ASINNS CLJIULI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wxk0LG°0 5559090 554990 ks FLG 0 sk TGE0  5549LE°0  44xG8E°0  4x4GGE°0  AGXVIN CLJUAI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)
wxxG0G°0  54x6L9°0 5548690 4xxGTF0  sskTI€0  554l070  54x96€°0  4x%GL3°0  AGOAV CLJIUAI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
2k 1990 5548790 skaFFO0 ks SFG 0 45k IVE0 5541680  54x06€°0  4440F7€°0 AGAVAT ILJIULI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
okl TG0 45xC0L°0  5saPILO  54xG0G0  45461€°0  5sPTHO  444CEF'0  s44E1€°0  AGINNS TLLJIUCI
(000°0) (000°0) (00000)  (0000)  (0000) (000°0) (0000)  (000°0)
wk4CLE0  4xxCEO0 5k TFO0  54xllG0 sk FCE0  54x1SE0 44406870 5542680  AGXVIN TLLJIUCI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
w5600 5559890 5549990 4s4STF0 sk FIE 0 5548V 0 54x00F0  4x4L203°0  AGOAV LLJIUCI

dIiavdT dIANV dIATVH dITIV dIidvdT dIANV dIdTvVH 4dIT1v
[POIAl 11807] [PPOIN 1qoig

Sk PUR Skk Sk ok ok
Aq peyedIpul ST S[oAd] OT°() PUR ‘GO0 ‘TO'0 °Y) e 2ourdYIUSIS sosoyjuared ul pol1odol oIe son[eA-J SUOISSOISOI [[R I0] PO[[OIFUO0D
oIk S100pj0 poxy Iedox 'y XIpuoddy Ul PUNoj oq URD SO[CRLIRA [[R JO SUOIIULOP PO[IRId(] UOISSOISaI S[SUIS ® sjuasardol JusIdygjood
yoeo pue pojrodar ore sojqerres Awwnp oagueyd uoneindol g Jo SIUDOYIO0D O} A[U() JUIWDOUNOUUR [ROP 9} 9I0JO(| SIROA OAY
I9AO UOTJRULIOJUL (] 9} 0} SUIPIOIDR PauYep aIv So[(rLIRA Autunp asueyd uoneindar gy oy, - a8ueys uorpeindsl gy Jo suonIuyep
JUSISYIP Ud) PUR [OIMS ([ JO SUOIULIP JUSIDHIP INOJ 9T 9A\ [DIIMS J0U PIP JRY) SISIMbor I0] () pur ‘SIOSIAPR [RIDURULY [RP
pPoyDYIMS Jer[) s1oambor 10J T 09 [eNbs ST o[qeLIeA Juspuadop oY, 'GT0Z PUR RG] UooM)a(| STROA 991} UMM Ialmbor sures o) Aq Jno
poLLIRd oIe Jer) speop podred ()gg‘T Jo ojdwes ® UO posk( POIRUWI)SO oI PO[OPOW JIS0] pue }1qoid Ylog ‘[eOp Pu0ILs o) 0} [ROP ISIY
o) woay uoryeindor ¢ Jo 98URYD O} UO SO[RLIRA [DIIMS (] JO S)NSOI UOISSOIFI ASIo sjuosold o[qr) SIY T, Saeak 9AI] 'V [oued

uoryenday :G 9[qe],

41



(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wx%096°0  55x898°0  5548L8°0 4448080 4548840  4x46T1G°0 5449860  4x+1€G°0 AL AVAT ELJIUAI
(000°0) (000°0) (00000)  (0000)  (0000) (000°0) (0000)  (000°0)
2k5888°0  454988°0 5440160 54x928°0  444EFG0  5446TG0  4x4SVC0 4446650  AENIN €LJIUCI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wxkG6L°0  5akTLL0  sxxI8L°0 446120 5546870 sxsVOV0  54xCLF0  sxsPFV0  ASAVAT CLJIUII
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)
wkklGO0 5k TG8°0  skxllS0 k58890 4skC0F0  4kxCIG 0 540860  4xxlOF0  ACTINNS CLJIUIL
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wxkBGL0  aklll 0 5548080 k4T€L°0 4559970 5xslOV0 sk PSF0  sxx1SF0  ASXVIN CLJUII
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wx4€€0°0  4xETR0  4x4LE80 4446550 546880 5549060  s4xV0G0  4x49F€0 AL DAV CLJIUII
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)
wxklBL0 55x9LL°0  5xxl8L0  xx4EEL°0  5xk06F°0 5548070 sxxGLF'0  4x4€ST0  ASAVAT LLJIYCI
(000°0) (000°0) (00000)  (00000)  (000°0) (000°0) (000°0)  (000°0)
w5x699°0  x5xG98°0 5440680  444CLO0 sk ITF0 5541080 5446860  444SIF0  ASTINNS TLJIUCI
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)  (000°0)
wk5G9L°0  xskF8L0  sxkIT80  54x0GL°0  54x0LF'0  5xsCLV0 5550670  s5sFOF0  ASXVIN TLJIUCI
(000°0) (000°0) (00000)  (00000)  (000°0) (000°0) (0000)  (000°0)
2k 16070 54k F98°0 5548680 4x4llG0 sk TOF0  5x46TG0  54xl1G0 444,60 AL DAV LLJIYUCI

d1avd1 dIANV dIdTVH dITIV dIidvdT dIANV dId4TVH dITIv
[ePOIN 180T [PPOIN ¥1qo1g

Sk PUR kxS ok ok
Aq payestIpur st S[eA9] 0T°0 PU® ‘GO'0 ‘T0°0 °Yd ¥e 9ouedyrudlg -sesoyjusred ur pajiodar oIe son[eA-J "SUOISS?ISSI [[€ I0] PI[[OIJU0D
9IR $100p0 poxy Ivox 'y XIpuoddy Ul punoj og urd SO[(RLIBA [[R JO SUOITUGOP PO[IRID(] UOISSOISaI S[SUls ® sjuasordol jusigood
oro pue po3Iodol oIe SO[(RLIBA 9FURYD SOISLIOIORIRYD [ROP JO SIUSIDIPFO0D oY) A[U() “JUOWOOUNOUUR [ROP O} 9I0Jo( SIROA 991D
JOAO TOTJRULIONUI (] 9} 0} SUIPIOIOR PAUYdP oIe so[rlIeA Amuwnp oagueyd uoreindor gy oy, * osueyo uoneindsr gy jo suorjruygop
JUSISYIP U9) PUR [OIMS ([ JO SUOIIULIP JUSISHIP INOJ ST 9A\ [DIIMS JOU PIP JR) SISIMDOR 10 () puR ‘SIOSIAPR [RIDURUL [RP
PoyRIIMS Jer) s1eambor 107 T 03 [enbe St o[qrLIeA Juopuadop oY [, 'GT(Z PUR FRGT UaMId( SIRA 9211} UIIIM IoImbor suwres o) Aq N0
poLLIRd 9Ie Jer) speop paired )gg‘1 Jo ojdwes ® U0 pask( PaJRMIISY dIR PI[@POW 1150] pue 1qoid Ylog ‘[eop Puodas o) 0} [ROP ISIY
o} woj uoryeindar g JO 9SURYD 9} UO SO[(RLIRA UDIIMS (] JO S}HNSOI UOISSOIS0I AY[S10 sjuasald o[qe) siy ], saeak 9oay I, ‘g [oued

42



(90z°0) (665°0) (re90)  (08z0)  (602°0) (68¢°0) (€290)  (¥8¢°0)

100°0 000°0 000°0 10070 000°0 000°0 000°0 0000 owry uoryerduwod ut oguey))
(2€0°0) (¢¥0°0) (Fe0'0)  (170°0) (2€0°0) (#%0°0) (¥20°0) (1%0°0)
%%mﬁﬁ.cu %%m©©.0| *%ﬂwh.cl *%ﬂ%@.ou *%Oﬂﬂ.ol %*Now.ou *%mmﬂ.ou %%ﬁmw.ou proye01} urt @%Qﬁﬂo
(120°0) (800°0) (110°0)  (L00°0) (120°0) (800°0) (010°0) (L00°0)
#+G60°0 54xGCE°0  4xIVE0  saxIPE0 440810 4449180 548020 4441120 yuowided yseo ur oguer))
(ov¥'0)  (eLe0)  (eve0)  (9¥80)  (svp0)  (8ge0)  (eeg0)  (L¥80)

8120~ €Lz 0 L1820 960°0- 9e1°0- zL1 0 IST°0 7€0°0- wonyeduod ur eguer)
(£69°0) (8%€°0) (9ge'0)  (2920)  (689°0) (6€€°0) (9ze'0)  (29L0)

€81°0 6570 0LV°0 LET0 P10 9820 76270 980°0 [eop O[30y ut ogury))
(00°0) (£00°0) (€00°0) (€10°0) (€00°0) (£00°0) (£00°0) (210°0)
w5k067°0 sk VG0 5542GG0  4x8TF0 sk F0E0  554LTE0  54xEEE°0  5459T°0 I9JJ0 10pue) Ut dfuer))

(GL1°0) (661°0) (ve1°0) (e11°0) (LLT°0) (10Z°0) (ze1°0) (F11°0)
8TV 08 9861 €91°¢2 08L°€C Ge9Cl 1€2°CT 681 LLLFT  99] Iosiape 1ormboe ur ofuer))
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)

%%*ﬁoo.o **%ﬁoo.o V_C_CwﬁOO.O %%%HO0.0 V_C_A*HOO.O %V_C_AHDO.O %%%HO0.0 %V_C_Aﬁoo.o mﬁﬁoﬁ oMmj Q@@Bp@@ w%@g
dIavdT dIANV dIATVH dITIV dIdvdaT dIANV dIdTVH 4dIT1v
[PPOIN 1307 [PPOIN H1qoIg

Sk PUR Sk Sk okok AQ POYROIPUL ST S[OAS] OT°() PU® ‘GO'0 ‘TO°0 O3 e 9ouedYIUSIS ‘sosoyjuared Ul pojIodor oIe SonN[eA-J "SUOISSOISI [[R
I0J PO[[OIYUO0D oI S109JJ0 PoXY Ivox "y XIpuoddy Ul PUNOJ o Ued SO[RLIRA [[€ JO SUOIIULIP PO[IRId(] "UOISSOISOI 9[SUIS ® Juasoldol
JUSIOIO0D [ORD purR pa3Iodol oIe So[(RLIRA 9FURYD OIISLIOJORIRYD [RIP JO SHUSIDIJO0D o) A[U() "SOIISLIOJORIRYD [P UL 9SURYD 9} I0J
Axo1d so[qerreA S pue YOIMS (] JO SUOITUGSP JUSISHIP INOJ 9STL 9A\ "[DIIMS JOU PIP Y] SISIMbOR I10] () pUR ‘SIOSIADR [RIOURULY
[eop poypIIMs Jey) sioamboe 105 T 03 [enbo st o[qerrea juopuodop oY, "GTOZ PUR FRGT UooMId( SIROA 901U} UIYIIM IoImboe oures
o} AQ 9NO poLLIed 9IR Jer)) s[eap poaired gz T Jo o[dures © U0 poseq pajRWIIISO dIe PI[opOW IS0] pue J1qoid [log ‘[ROP PUOILS 9}
09 [ROP )81 O} WO} SOIISLIDIORIRYD [RIP JO dSURYD O} UO SO[RLIRA [DIIMS ¢J] JO SINSOI UOISSOIFoI IN0J-A)XIs sjuosard ojqe) siyJ,

soI9SLId)ORIRYD [ed(J :9 9[qeL

43



(L00°0) (9€0°0) (¥20°0) (900°0) (900°0) (2€0°0) (120°0) (00°0)
wsklT00 5x€10°0 5 PI00 55kl T00  550T0°0  %%800°0  %x600°0  5x0T0°0 0SeIosd] Ioxmboe ur afuer)
(20°0) (910°0) (220°0) (651°0) #%0°0) (800°0) (€10°0) (0¥T1°0)

«8TT°0 w9210 542910 8600 4x690°0 452600 50600 9€0°0 9718 dATYR[RI UT AR
(610°0) (000°0) (100°0) (220°0) (610°0) (000°0) (100°0) (220°0)
2486070 56l 0 s GTF0 55l8C0  4xE8T0 546800  54x69C°0  %x8LT°0 1081e) orpqnd ut 98urer)

(L20°0) (800°0) (800°0) (920°0) (920°0) (800°0) (800°0) (620°0)
252970 55xx088°0  5x%6CE€0 559970  £x99T°0 5540000 541000  £x99T°0  Amsnpur jo8re) ur aguer))
qaiavaT  drANy  diITvH  drTriy diavaT  9IANY g9IITVH 9ITIv

d1avdT dIANV dIATVH dITIV didvdT dIANV dIdTvVH 4dIT1v
[ePOIN 11807] [PPOIN Hqo1g

Sk PUR “kk k x k A POYROIPUL SI SPAJ] )T°() PU® ‘GO'0 ‘TO°0 @Y} e 9ouROYIUSIG "sosorjjuared ul pajiodal are sonfeA-J "SUOISSOIFOI [
I0] POJ[OIJU0D DIk $109Jo PoxY Iedf "y Xipuaddy Ul punoj o ued so[qeLIRA [[€ JO SUOIIUYIP Pa[re)d(] UOISSaIZal o[3uls & jussordal
JUDIDIJJO0D [ord pue PalIodol oIe So[(eLIRA 9SURYD JIJSLID}ORIRYD WL JO STUSIDO0D 9} A[U() "SOIISLIOORIRYD WLIY Ul d3URYD oY} I0]
Axo1d so[qerreA ImMoj pue YOJIMS (T JO SUOTHUGOP JUIDHIP INOJ SN dAN “UDIIMS JOU PIP ey} sIoamboe 10J () pue ‘SIOSIAPR [RIDURUL]
[eop poypIMs et} siaamboe 10] T 03 Tenba st ojqerrea juopuedop oY ], ‘G107 PUR F/GT UooMm)a( SIeoA 901} UIY)m Iomboe oures
o} £q IO parired aIe Jey) speap paired )gz'T Jo o[dures ® U0 paseq pajeuI)se oIe pajepout 1307 pue j1qoid Yjog ‘Teap puodss o)
0} [eap ISIY 9} WOIJ SOIISLID)ORIRYD LI JO 9FURYD O} UO SO[(RLIBA [D)IMS (] JO SINSAI UOISSOIFoI om)-A1I1) syuasard aqe) SIy T,

SO19S1I9)ORIRYD ULIL] :. O[qRL

44



98ed jxou UO panuUIIUO))

100°0 0000 0000 100°0 0000 0000 000°0 0000 owr} uoreduron ut o3uey))
(201°0) (L¥0°0) (¥20°0) (e21°0) (¥01°0) (9¢0°0) (L20°0) (zer0)
T€90-  4xGGL°0-  4x€98°0-  L6G0- z6£°0- «CST'0-  4x€CG0-  TLEO- pIOYo0} Ut o3uey))
(112°0) (€20°0) (€60°0) (e¥1°0) (L2Z°0) (2¢80°0) (00T°0) (¥$1°0)
I8T°0 «V23°0 Xerall 112°0 L0T°0 +19T°0 zqT'0 921°0 juourded yseo ur o3uey))
(101°0) (L18°0) (08L°0) (L2€°0) (¢80°0) (188°0) (058°0) (€62°0)
1660~ G800 €010 620" £06€°0- z€0'0 700 e12°0- uonrjeduod ur aSuer)
(8€9°0) (686°0) (c€6°0) (18¢°0) (6€9°0) (166°0) (196°0) (g9¢°0)
S Al L00°0 G700 €82°0- L¥T°0- 700°0- 020°0 LT°0- [eop o[Iysoy ur a3uey)
(220°0) (€60°0) (120°0) (280°0) (220°0) (960°0) (2L0°0) (180°0)
++687°0 +82€°0 £907°0 46580 x4F6T°0 +122°0 £6€2°0 +612°0 I9JO I9puL) UT dFueT)
(9%1°0) (1%1°0) (880°0) (¢20°0) (e¥1°0) (L£1°0) (620°0) (2L0°0)
7GGeT G60°GT «VET6C  x09L°8C TSI 0FF°Cl +€0C'ST  4TTL°LT  99j Iosiape toxmboe ur eSuer)
(000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0) (000°0)
2557000 5551000 5551000 5547000 5541000 45£T00°0 4547000 54570070 S[eOp OM) UGOM)O( SKR(]
(%00°0) (000°0) (000°0) (¥20°0) (€¢00°0) (000°0) (000°0) (920°0)
2559880 55xG9G°0  4sxGFG0  44T0€°0  44x08C°0  454CCE0  #54CTE0  44CST0 ASHAV TLJIUGI
(¢z8°0) (€0L0) (L09°0) (22g0) (c08°0) (12L°0) (129°0) (€0°0)
991°0 66C°0- z0¥'0- 8110 ¥IT°0 0LT°0- GET0- L0€°0 [1+ ‘T-]4 VD 1eep s
qa1avd1 49IANV dIdLTVH d9ITIvV didvdaT 9IANV dIdTVH  dITIv

[9POINl 1307

[PPOIN 1q01d

ko PUR Skx Sk x ok A POYRIIPUL SI S[OAd] )T°() PU® ‘GO0 ‘TO'0 oY} e
90UROYIUSIS “sosoyjuated Ul palIodol ore son[eA-J "SUOISSOISAI [[R I0J PO[[OIJU0D oIk S100JJ0 Poxy Ieox "y XIpuoaddy ur punoj oq ueo
SO[(RLIRA ([ JO SUOIIULID Po[lRIo(] OuWI) o) JO 9Frjuadiod Sy} A[ojeinoor yoirms o) sjorpald [opour uoIsso1gor o) ‘sired Ioyo)Ims
-uou /1oyp3ms ofqissod [[e Suoure jer) 109gol sosuodsol JURPIOOUO,) YIIMS (] JO SUOIUYOP JUSIOPIP INOJ OSTL DA TDIIMS J0U PIP
Jer) s1aImboe I0] () pUR ‘SIOSIADPR [RIDURUY [ROP POUDIIMS Je() sioambor 10 T 03 1enba st o[qerres juopuadop oy, "GT0C PUR $86T
U00M9( SIRIA 991} UM JoImboe oaures o) AQ JNO PaLLIR) oI JR([) s[eap paired 160 T Jo o[dures © WO paseq Pajeuil)se ale pa[apoul
1380 pue jiqord ylog SI0JoRJ POIRIDOSSE JO UOIJRUIGUIOD B UO SO[(RLIBA [DIMS (] JO S}NSOI UOISSOISoI o) sjuosoxd o[qe) sIyfJ,

aArsuayaaduio)) :8 9[qe],

45



%9°L9
gL0°0
160°T

(099°0)
9¥T°0-
(L10°0)
++G10°0
(220°0)
«60T°0
(182°0)
GeT'0
(621°0)
20z 0
(722°0)

%9°0L
1600
160°T

(869°0)
19T°0
(680°0)
+2T0°0
(L¥0°0)
«xGFT°0
(#%0°0)
++80€°0
(070°0)
«x.82°0
(129°0)

%¥ 0L
G60°0
160°T

(619°0)
€81°0
(190°0)
%E£10°0
(950°0)
«VET0
(920°0)
%69¢°0
(¢¥0°0)
++¥8T°0
(7£9°0)

%L L9
TL00
160°T

(927°0)
€€T0-
(¢10°0)
#+G10°0
(e€1°0)
650°0
(881°0)
LST'0
(1617°0)
06T°0
(89€°0)

%G°L9
1,00
160°T

(L59°0)
680°0-
(510°0)
++600°0
(90°0)
«790°0
(09z°0)
6600
(9€1°0)
ze10
(g92°0)

%S 0L
G60°0
160°T

(125°0)
121°0
(¥80°0)
£,00°0
(2€0°0)
++080°0
(#%0°0)
++E8T°0
(e70°0)
++0LT°0
(L19°0)

%E 0L
£60°0
160°T

(ceg0)
ZeT0
(L50°0)
+800°0
(170°0)
++GL0°0
(L20°0)
+19T°0
(e70°0)
++89T°0
(¢€9°0)

%9°L9
gL00
160°T

(¥5%°0)
6V1°0-
(¢10°0)
#6000
(¥11°0)
9200
(7L1°0)
R1T°0
(2s1°0)
9110
(89€°0)

sosuodsal JuepIOdUO))
arenbs-y opnasg
SUOI)RAIISC ()

ydeorojuy

a8eI0A0] Joxmbor ur o8ury))
9ZIS SATIR[OI Ul d3URY))

1081e) o1[qnd ur asuey)

A1ysnpur jo81e) ut agury))

dIdvHdT dIANV dIATVH dITIV 4dIdvd1l dIANV dI4ATVH dITIV

[PPOIN 31507

[PPOIN 3401

o8ed snorrsad woay penurjuod — § d[qe],

46



o8ed 9xou UO ponuruo))

**ON0.0n

(150°0)

«02¢00

(250°0)

«910°0-
(¥10°0)
++G20°0
(600°0)

***ON0.0u

(020°0)
*xv60°0
(010°0)
***ﬁﬂ@@u
(600°0)
#x4LT0°0
(800°0)
***HN0.0u
(L¥0°0)
++120°0
(9%0°0)
**@ﬁo.ou
(110°0)
++920°0
(900°0)
***ﬁmo.ou

ASXVIN ¢Ldddl

dITIV«ASINNS ¢Ldddl

ASTINNS ¢1L.dUdl

dITIV+«ASOAV ¢Ldd4dl

AGOAV ¢LdYdl

dITIV«AS AVHT TLdY4dl

AGAVHT ILdYdlI

dITIV«AS XVIN TLdYdl

ASXVIN TLJdYdI

dITIV«ASINNS TLdYdl

ASINNS TLdY4dI

dIllV« AS DAV 1LdY4l

AGTOAV 1LY

(8) (2) (9) (9)

(») (g) (2) (1)

k PUB ‘kk ‘k k x AQ POYEIIPUI SI S[oAd] )T"()
pue ‘G0°0 ‘10°0 @Y} e 9ouroyIudlg ‘sosoyjusred Ul palIodol oIe son[eA-J ‘SUOISSOISDI [[R IOJ PO[[OIJU0D dIv S109[0 Poxy Ieaf Yy XIpuaddy ur
PUNOJ 8¢ URD SI[QRLIRA [[€ JO SUOIIUYSD Pa[IeId(] "YOIIMS (] JO SUOIIUYIP JUSISPIP INO0J 8sN 9\ “(9F— ‘00€—) MOpUIM juswedunouue-a1d o)
IOA0 XOpUI PoJYSom-onfes JSH) oY} YIIM [opOW JoqIel oY) AQ POJRUIIISO SI YIRWIDUS( O], ‘ARp jUouwedUnouue o} SI () oIoym (1+ ‘7—)
MOPUIM JUSAD ABD-¢ 9} I9A0 YY) Ioamboe [eap puooas oYy sI a[qeriea juopuadep oY, ‘GT0¢ PUR FRGT Uoom)aq sIeoA 9911} UM IoImboe
owres 9y} AQ MO PAOLLIBD dIe jey) s[eap poaired ZTT‘T Jo o[dwes ® UO poseq oIt SIOLID PIBPUR)S ISNCOI [IM SUOISSOISAI () Y, oSueypd
uorjeinder g pue yoIIMs (] Y7 UO (SYY))) SWINIAI [RULIOUR SAIJR[NIND I2IMbow [eap PU0DAS J) JO SJNSAI UOISSeI3aI 9 sjuasald a[qe) SIY T,

souewIojiod [eap pue ‘edueyo uonyeindal ‘yoyms gy :6 9[qeL

47



o8ed 9xou UO ponuruo))

(t6e'0)  (16€°0)  (126°0)  (18¢°0)  (89¢°0)  (=€€0) (zL£°0) (ese0)  (89¢0)  (18€°0)
100°0 100°0 100°0 100°0 100°0 100°0 1000 100°0 100°0 100°0 O s.uqo] eamboyoog
(¢99°0)  (€990) (6290  (0L90)  (L¥90)  (5290) (L89°0) (829'0)  (g990)  (189°0)
000°0- 000°0- 0000- 0000  000°0- 000°0- 000°0- 000°0- 000°0- 000°0- syossy~I01mboy 00
(0z00)  (6100)  (0g0'0)  (0g0'0)  (610°0)  (810°0) (020°0) (0z0'0)  (61000)  (810°0)
**ﬂ@@.@u **ﬂoo.ou **ﬂ@@.@- **ﬂoo.on **ﬂO0.0u **ﬂoo.ou **ﬂoo.ol **ﬂoo.ou **ﬂO0.0u **ﬂoo.on OZISTOALR[IY IS
(eve0)  (86v°0)  (pes0)  (8LF0)  (g1g0)  (987°0) (6£5°0) (osv'0)  (F1g0)  (88¥°0)
L00°0- 800°0-  L00°0- 8000~  L000- 800°0- L00°0- 800°0- L0070~ 800°0- uonjeduo)-09g
(6eT0)  (ee10)  (gvr0)  (ger0)  (eeT0)  (L€T0) (8¢1°0) (ogr0)  (oger0)  (2€T°0)
80070~ 800°0- 800°0-  800°0-  S00°0- 8000~ 80070~ 8000~ 8000~ 800°0- ATysnpur paje[oy 09
(ecz0)  (ovL0)  (612°0)  (¥sL0)  (#wL0)  (9¢L0) (62L°0) (022°0)  (9¢20)  (0L2°0)
2000~ 2000~ 200'0-  T00'0-  T000- 200°0- 2000~ 200°0- 2000~ z00°0- 19U, 08
(¢gg'0)  (1680)  (206'0)  (0€8'0)  (c0670)  (¥€6°0) (288°0) (vos'0)  (6880)  (€16°0)
2000~ 2000~ T00°0 2000 100°0 100°0 z00°0 €00°0 z00°0 100°0 O[1}SOF 998
(tev'0)  (Lgvo)  (Lov0)  (o1w0)  (vev0)  (€07°0) (vov°0) (Lovo)  (gzvo)  (007°0)
100°0- 100°0- 1000-  T1000-  T00°0- 100°0- 100°0- 100°0- 100°0- 100°0- PIOYo0, 008
(8000)  (8000)  (gro0)  (¢100)  (gr00)  (0T0°0) (€10°0) (¥100)  (¢100)  (110°0)
w54ET0°0  444€T00  54CT0°0 448100 548100 548100 543100 44C10°0  44C10°0  %4C10°0 [se) 298
(rsz0)  (6920)  (ovr'0)  (¥60°0)  (2210)  (20T°0) (621°0) (980°0)  (891°0)  (¥60°0)
80070~ 800°0- T10°0-  «¢10°0-  0T0°0- z10°0- 110°0- «CT00-  0T0°0-  4CT0°0- qar1iv
(¥20°0)
«610°0 dITTVAS AVAT ELIUCI
(860°0)
£9T0°0- AGAVATELIYII
(860°0)
+8T0°0 dITTV XS NIIN €LJUdT
(¢11°0)
€10°0- ASNIN €LJU€dT
(620°0)
#7300 dITIV«AS AVAT ¢LdUdl
(€10°0)
++020°0" ASAVAT zLdYdl
(210°0)
+x920°0 dITTVAS XVIN CLdYdl
(210°0)
(o1) (6) (8) (2) (9) (9) (%) (g) (2) (1)

a8ed snoissiad wiogj panurjuod — ¢ S[qel,

48



€70°0 zr0'0 G700 9%0°0 €70°0 9%0°0 9%0°0 9%0°0 770°0 9%0°0 porenbg-y
CIT'1 CIT'1 CIT'1 CIT'T TIT'1 TIT'1 CIT'T CIT'1 TIT'T TIT'1 SUOIYRATISq ()
m@»% m®> S9 »% mw\ﬁ m@»W m@»W S9 »% m@»W w@»W mw\ﬁ muowﬁo U@N@ H@@»W

(61€°0)  (0ov€0)  (89z'0)  (29g’0)  (c0€0)  (€92°0) (992°0) (69z'0)  (F0g0)  (292°0)

810°0 L10°0 020°0 020°0 610°0 020°0 020°0 020°0 610°0 0200 1deo1eguy

(08z'0)  (cog0)  (¢9z°0)  (162°0)  (9820)  (122°0) (99z°0) (¢6z'0)  (68¢0)  (£22°0)

020°0- 6100~ 020'0- 6100~ 0200~ 020°0- 020°0~ 6100 6100 020°0- VOY 10amboy-oog

(cero)  (ev10)  (gg1°0)  (8g1°0)  (9e1°0)  (921°0) (621°0) (621°0)  (8¢1°0)  (28T°0)

€€0°0- €€0°0- ¥€0'0-  FE00-  €£0°0- 7€0°0- 7€0°0- 7€0°0- €€0°0- 7€0°0- syosse /se) 1eImboy-oog

(oge0)  (09¢0)  (98¢°0)  (g09°0)  (18¢0)  (¥€9°0) (885°0) (909°0)  (0sc0)  (2£9°0)

0000~ 0000~ 0000~ 000°0- 0000~ 0000~ 0000~ 0000~ 0000~ 0000~ ogeIoAd T 1omMboy-00g
(o1) (6) (8) (2) (9) (9) (%) (g) (2) (1)

a8ed snoissiad wiogj panurjuod — g S[qe],

49



	Introduction
	Hypotheses and empirical predictions
	Prior performance hypothesis
	Investment bank reputation hypothesis
	Pricing with setup costs hypothesis
	Deal difference hypothesis
	Firm differences hypothesis

	Data and variable construction
	Sample selection
	IB switch variable construction
	IB reputation change variable construction

	Empirical results
	Why do acquirers switch financial advisors?
	Univariate tests
	Multivariate tests
	Comprehensive results

	Does financial advisor switch improve the second deal performance?

	Robustness tests and further discussions
	The Financial Services Modernization Act of 1999
	Advisor switch and goodwill impairment
	Common advisors

	Conclusions
	Appendix
	References


