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ABSTRACT

We examine shareholders wealth effects (both imtshad long-run) of UK frequent bidders
acquiring public, private, and/or subsidiary tasgetith alternative methods of payment
between 1985 and 2004. We find that, in the shorf-bidders lose when acquiring public
targets and gain when purchasing private and sialogithrgets. This result is robust after
controlling for bidder’s book-to-market ratio (valiglamour), core-industry (diversified/non-
diversified), and target origin (domestic/foreigur long-run evidence, however, reveals
that acquirers experience significant wealth losgardless of the target type acquired
indicating that markets may overreact at the adgumsannouncement. As a consequence we
argue, in contrary to Fuller et al. (2002), thafratful conclusion on the wealth effect of
bidders acquiring private and subsidiary targetsa@y be drawn under both short and long

run investigation.
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1. Introduction

The examination of shareholders wealth effectsugvalreation or destruction) of Mergers
and Acquisitions (M&A) is one of the most covetedearch areas in finance. To date, a large
amount of research has focused on examining the-sidow stock returns earned by
targets and bidders around merger announcements.siitized fact emerging from this
strand of studies is undivided in that target fghareholders earn a significant and positive
abnormal return in a few days surrounding the take@nnouncements, a finding that is
rather unsurprising given the hefty premiums paidhe targets. Acquiring firms, on the
other hand, are found to break even while the coetbentity (target and acquirer) earns a
positive abnormal return around the announcemetef.daiven these findings, a simple but
interesting question arises: Do these observedratalgeturns solely reflect the expectation
of future cash flows resulting from the takeoveemg? Hietala, Kaplan, and Robinson
(2000) argue that acquisition announcement reveslsnly the value of the acquisition itself
but also the stand-alone value of the biddersptitential synergies of the combination, and
possibly the bidder overpayment. Hence, it is oftapossible to isolate the above effects

from the observed abnormal returns.

Fuller, Netter, and Stegemoller (2002) apply a ssigated research design to control for
(much of) the information about bidder charactersstcontained in stock returns at the
acquisition announcemehfThey investigate the returns to US frequent bislaeaking five

or more bids within a three-year time horizon. Asyt argue, the sample of frequent bidders

2 For evidence on acquirers’ short-run stock retsees for example, Dodd and Ruback (1977), AsqBithner
and Mullins (1983), Dennis and McConnell (1986)afley, Desai, and Kim (1988), Franks and Harris3@9
For evidence of combined firms see, for exampledRyy, Desai, and Kim (1988), Mulherin and Boon@0(@),
Andrade, Mitchell, and Stafford (2001).



allows to hold bidder characteristics constant wagamining the pattern of announcement
return$. In general, the authors conclude that bidderggapce significant wealth loss when
buying public targets, while earn substantial gauten private and subsidiary targets are
purchased. This is, however, a premature concluggoshort-run event study conclusions
rely strictly on the assumption of market efficign®Nevertheless, it is possible that stock
prices temporarily deviate from their fundamentalues due to investors systematic over or
under-reaction to acquisition announcements. Irh stese, serious doubts arise towards
short-run window’s ability to distinguish real ecmnic gains from market inefficiency.
Accordingly, Healy, Palepu, and Ruback (1992) ptisat: “From a stock price perspective,
the anticipation of real economic gains is obseéowally equivalent to market mispricing”.
This view indicates that, indeed, short-run systeanander- or over-reaction to an event has
gradually become accepted in the literature. Fammsdif, the father of the efficient market
hypothesis, has recently conceded that stock pdeekl become “somewhat irrational’ln

a nutshell, the voluminous literature related thdweoural finance emphasizes that results

generated by short-run event studies need to bepneted with further skepticism.

We thus believe that Fuller et al.’s (2002) conidosieeds to be braced with certain caution.
In this case, we argue that a complementary longanalysis in this context is considered
essential in order to reach a relatively thorougrestigation of shareholders’ wealth effects.
If the long-run results mirror the short-run fingg) we can then be more confident to accept

their short-run conclusions. However, if the shaort-evidence is not supported by the long-

% Fuller et al. (2002) is the first major attempteiamining takeover announcement returns of meltipdders
involved in acquisitions of public, private, andbsidiary targets with alternative methods of paytieriween
1990 and 2000.

* Fuller et al. (2002, p. 1792) argue “Since we mainfor acquirer characteristics in that the saritelér will

often choose to acquire targets with varying owmerstatus, and with different payment methods, can
examine the variation in acquirer returns as atfanof these bid characteristics”.

® “As two economists debate markets, the tide shBelief in efficient valuation yields ground toleoof

irrational investors Mr. Thaler takes on Mr. Famghe Wall Street Journal, October 18, 2004.



run results, we can then cast doubt on whethereFudt al.’s (2002) suggestion is
economically sound and intuitive or merely a pasnproduct of short-run market
inefficiency. In addition, of course, such findiniggve not been tested in other counties apart

from the US.

We therefore conduct, in this paper, a UK studyelgmining the stock returns (both in
short- and long-run) of frequent bidders that sesfidly acquired three or more public,
private, or subsidiary targets using alternativehoés of payment within a three-year period
between 1985 and 2004. Our comprehensive samp#gittdes of 4173 UK takeovers taking
place over a 20-year period. A point that is wartintioning is that a significant proportion
of UK firms appear to engage in multiple acquisit@ver this period (more than 40% of the
entire population) while, most importantly, privatargets and subsidiaries are major
components of the UK takeover market (approxima8€l9o), a fact that very few studies

have taken into account.

In general, our results demonstrate that posgiveormal returns are present only in the
short-run (i.e., the takeover announcements). Bgldain when buying private or subsidiary
targets and lose when purchasing public targets. firiding is fully consistent with Fuller et

al. (2002). In addition, we add further evidencehe short-run study by taking into account
bidder’'s book-to-market ratio (value glamour), cordustry (diversified/non-diversified),

and target origin (foreign/domestic). On the otlhand, our long-run results show that
bidders experience significant losses regardleshetype of target acquired. This finding
implies that the stock market may overreact in shert-run and its prices are gradually

corrected in the long run. Hence, our evidenceesass big question mark towards Fuller et



al.’s (2002) conclusion as the short-run econoraiag(i.e., the reflection of the acquisition

synergies) of buying private and subsidiary targatmot be materialized in the long run.

The remainder of this paper is organized as follo8ection 2 describes the data and the
methodology. Sections 3 and 4 report and discueserttpirical findings. Section 5 concludes

our analysis.

2. Data and Methodology

2.1. Data

We examine a sample of successful takeovers by puKlic companies that acquired both
domestic and foreign targets, announced betweeunadari, 1985 and May 6, 2004. The
sample acquisitions are drawn from the SecuritiegaBCorporation’s (SDC) Mergers and
Acquisitions Database while the period selectedrigen by the total availability of the
database and the definition of multiple bidder wgéset (acquiring 3 targets within a 3-year

period)® The following criteria are used in selecting duaaf sample:

1. Acquirers are U.K. firms publicly traded on thendon Stock Exchange (LSE) and
have five days of return data around the takeonpoancement and one to three year
return data listed on the DataStream Database.

2. The acquirer completes three or more bids in @mge-year window during the
sample period.

3. The bidder acquires at least 50% of the targ#izses as a result of the takeover.

5 SDC is a commercial database that includes infoom@n U.K. Takeover Bids since 1980. However, fthet
multiple bidder appears to do the first bid in 1985



4, The target is a public, private, or subsidiamyf’
5. The deal value is one million dollars or mdre
6. We omit financial and utility firms (following &na and French 1992) for both

bidders and targets.

We also exclude clustered acquisitions where tdddsi acquires two or more firms within
five days in order to isolate the overlapping eff@mong the bids. Our final sample consists
of 618 unique acquirers proceeding to 4173 bid® fIil sample is then divided into three
groups based on the method of payment for the sitigm, i.e., pure cash, pure stock, and
combined. The combined payment sub-sample inclali@Equisitions in which the payment
method is neither pure cash nor pure stock. AsisgeDimson, Nagel, and Quigley (2003)
UK 3-factors to account for UK book-to-market pearities, we include in our long run
analysis bids carried out between 1985-1998 foe@-wanalysis (2607 firms), bids up to 1999
for 2-year analysis (2995 firms) and takeovers frd@85-2000 (3383 firms) for 1-year

analysis respectively.

Table 1 presents the summary statistics for acguimeking multiple acquisitions and their

targets. Panels A, B, C, and D report the annuaaad median acquirer and target size for
all bids, only public bids, only private bids, aodly subsidiary bids, respectively. The mean
and median size for each acquirer and each tasgitei firm size at the year the deal was
announced. The acquirer’'s and public target’'s ntazépitalization equals the price per share
one-month prior to the bid announcement times taber of common shares outstanding

For private and subsidiary targets, the firm sgzeneasured as the deal value of the bid. The

" We examine subsidiary targets, as they are otieeahree main categories of the market for cotearantrol.
All subsidiary targets are unlisted companies aftercking the Target Public Mid Code from the Sxtatlase.



final row of each panel presents the mean and meilz& for each unique acquirer and target
(i.e., counted only once for each firm). Accordinglor the entire sample in Panel A, the
mean (median) size of the acquirer is 488 millionmqds (77 million pounds) for 618 unique
acquirers, while for 4173 unique targets the meardf{an) size is 37 million pounds (6
million pounds). Table 1 also presents a genenafang trend in both merger activity and size

of acquisitions for public, private, and subsidigaggets, dropping slightly by 2080.

Panels B, C, and D present the distribution of nmaah median size of firms based on target
ownership status, i.e., Public (Panel B), Priv&anel C), and Subsidiary (Panel D). Panel B
illustrates that the mean (median) size is 159ionilpounds (42 million pounds) for 195

unique public targets. Panel C shows that the f@itargets mean (median) size is much
smaller than that of public targets, 15.8 milliavupds (4.75 million pounds) for 2459 unique
private targets. Panel D reports that the mean iangdize of 1519 unique subsidiary targets
is also smaller (56 million pounds (8.7 million pois)) than that of public targets. In sum,
Table 1 shows that the size of public acquisitiasignificantly greater than private and

subsidiary ones.

2.2. Methodology
We calculate Cumulative Average Residuals (CARs}tfe five-day period [-2, +2] around
the announcement date supplied by SDC. More spaltyfj we estimate the abnormal returns

by using a modified market-adjusted model:

& We employ a one million dollars cut-off point tecéd results being generated by very small dedfsil&ly,
studies like Fuller, Netter, and Stegemoller (2002%eller, Schlingemann, and Stulz (2004) in the Uuke a
cut-off point of one million dollars.

° Despite the decrease in number of deals after #®@otal value of transactions has significaimiyreased.
As an indication of the latest data evidence, ttaltvalue of takeovers in the first quarter of 208 almost
double than of first quarter of 2003.

12 We choose the five-day period because Fuller.et28002) find that a five-day window around the gesr
announcement given by SDC is wide enough to caphardéirst mention of a merger every time for a pnof
about 500 announcements.



AR =R ~ Ry (1)
where, R, is the return on firm [In (R,)- In (P_)] and R,, is the value-weighed market

index return (i.e., the FT-All Share measured a&sfifst difference of the log of the Market
Index). We then calculate the CAR for each firm rottee 5-day event window. The t-

statistics are estimated using the cross-secti@ration of abnormal returrs.

It is obvious that in our long run analysis a sujosat acquisition will occur within less than

36 months after a preceding acquisition, sincesamnple consists of multiple acquirers. We
therefore use Calendar Time Portfolio Regressi@@$PR) to sidestep the problem of

aggregating daily returns to obtain a long-ternunet and allow inferences that are not
biased by cross-sectional dependeficir each calendar month, a portfolio is formed by
including all stocks with an acquisition event dgrithe past 12, 24, or 36 months. The
portfolio is rebalanced every month by includingvnevent firms executed a transaction in
the previous month and dropping the ones whosstlatsuisition event falls out of the one
to three-year holding period. The average montblyoamal return during the one to three-
year post-event period is the intercept from thmetseries regression of the calendar

portfolio return on the Fama and French three-factodel. The FF 3-factor model are

1 We do not estimate market parameters based aneapteriod before each bid, since for frequent aegsii
there is a high probability that previous takeos#tempts would be included in the estimation perteehce
making beta estimations less meaningful. Additibnat has been shown that for short window eveunties,
weighting the market return by the firm’s beta does significantly improve estimation. (Brown andawer,
(1980)).

12 Cross-sectional dependence caused by overlappisgreations leads to downwards-biased standardserro
and therefore causes t-statistics to be biased ndiswin addition, according to Mitchell and Staffai2000),
due to the number of firms being different for eawbnth, heteroskedastic residuals are likely tqiesent
when regressing calendar time average portfoliormstin excess of the risk free rate against thtofa of an
asset-pricing model. Hence, we use Andrews (198fgrbskedasticity and autocorrelation consisteridzird
errors so as to realistically assess the validityun results.



estimated by using the UK 3-factor of Dimson e€sgR001)to account for the UK B/M ratio

peculiarities®®

Ry ~Ri=a +B (R, —~R;)+SSMB + h HML, +¢, (2)
whereR, is the average monthly return of the calendarfplast R is the monthly risk free
return, R, is the monthly return of the value-weighted marketex, SMB the value-

weighted return on small firms minus the value-wedtreturns on large firms, andML,

the value-weighted return on high book-to-markehé minus the value-weighted return on

low book-to-market firms. In addition?,, s andh, are the regression parameters apds

the error term. Ther (intercept) is interpreted as the average of mlakvidual, firm-specific

intercepts.

3. Empirical Results for the Short-run Analysis

3.1. Bidder Abnormal Returns by Target Type andhbi@bf Payment

In Table 2, Panel A, we present five-day CARs fa tull sample classified by target public

status and method of payment. For all bids, the G&ARositive (0.74%) and statistically

significant at 1% significance level. When focusomg public targets we obtain a significant
negative CAR of —1.95%. This is consistent with Gtidies of Firth (1980), Draper and

Paudyal (1999, 2004), Sudarsanam Holl and Salaff86)land Sudarsanam and Mahate
(2003) who find negative and significant bidder @iomal returns surrounding the

announcement. When we further differentiate onbiigis of method of payment CARs are,

surprisingly, all negative irrespective of the maafefinancing used, with stock payment

13 Dimson, Nagel, and Quigley (2003) use differergaipoints to those of Fama-French (1993) to coeistru
Size and Book-to-Market portfolios mainly due teesand B/M ratio being negatively correlated in the¢ and
large firms (small firms) being concentrated in kv (high) BE/ME quatrtile.



generating the largest negative and highly sigaficCAR of —4.05%. This is consistent with
Myers and Majluf (1984) hypothesis and Moeller, I[Bgemann and Stulz (2004) finding,
suggesting that the greater information asymmetspaated with stock payments leads to
more negative performan¢é.For cash payments CARs are still negative but mally
significant’® This can be attributed to higher offers (premiufo) cash exchanges to

compensate target shareholders for the immedigtagat of taxes.

For private targets, CARs are positive (0.73%) enchost cases significant. This is in line
with Chang (1998f and Ang and Kohers (2001) who document substaggdhs for
acquisitions of privately held firms. According tbhe explanations offered, private firms
exhibit concentrated ownership, which leads to legsncy conflicts, alleviate the public
pressure from outside investors and therefore b@@pportunity to avoid hubris-motivated
takeovers. The nature of private targets itseltdgurotects’ the acquiring company from
managers’ empire building incentives, since suduidions do not offer, in most cases, the
prestige they pursuit. Private firms confront th@htem of liquidity, meaning that they
cannot be bought and sold as easily as public fiffherefore, in order to create an attractive
image for their company and a plausible incentiwe grofitable investment opportunity for

potential acquirers, they offer their shares atsaalint (liquidity). This strategy of liquidity

14 Myers and Majluf (1984) argue that the premiseirdbrmation asymmetry raises the proposition that
managers with private information that their firnglsares are overvalued offer these shares as eoaisah in
takeover bids. Outside investors, recognizingatieerse selection problernonsequently revise their estimate
of the offer’'s value downwards, a plausible exptemafor the negative performance of stock dealselgr et

al. (2004) test this hypothesis and find that higig@wth uncertainty due to informational asymmetrythe
case of equity financing leads to more negativernst

15 Better performance of bidders used cash finaningpnsistent to the literature. See for examplayibs
(1987), Fishman (1989) and Martin (1996) who fihattbidders making cash offers have greater abrorma
returns at the bid announcement than do those makack offers.

16 Chang (1998) finds positive abnormal returns focls offers to private targets and attributes fhiging to
the fact that privately held firms are not obliged release value relevant information to the pyhtiws
generating a high cost of obtaining informatidnf@rmation hypothes)s Such cost is very likely to be
associated with larger returns for acquiring firsitsce they capture a greater proportion of the ebgoegains,
particularly when there are only few firms with whithe target may reap synergistic gains. It ialfjnlikely
that positive returns are attributed to theited competition hypothesithat predicts high likelihood of
underpayment.



discount becomes even more essential due to tlkeofa@uction-like atmosphere within
private firms, opposite to the auction-like natamed, obviously, liquidity of public firms,

enhancing by the presence of risk arbitrageurs.

Further, we confirm Fuller et al. (2002) that pabfirms acquiring subsidiary targets
experience the greatest gains (1.09%). With resjpeanedium of exchange, Faccio and
Masulis (2004) posit that, when a subsidiary adtjors takes place, cash is preferred since
corporations selling subsidiaries are often mo#gdty financial distress concerns or a desire
to restructure towards their core competency. Gqunesetly, there is strong preference for
cash consideration in order to realize these fiilghmmr asset restructuring goals and also due
to the fact that bidders are frequently motivateddivest subsidiaries to finance new
acquisitions or reduce their tax burden. Such peefse for cash payments is likely to lead to

significant positive returns’

A last but not least noticeable point from Tables 2hat both private and subsidiary targets
exhibit substantially lower levels of stock finangi(3.5% and 1.8%, respectively) approving
the above cash preference explanation. To arguéhistpoint, we note that unlisted
companies are very closely held. Consequently, rdocup to Martin (1996), since stock-
financed acquisitions typically reduce the wealth agquiring firm’s shareholders, the
likelihood of acquisitions being financed in thisnmer should be lower when block-holdings

are higher.

Y Euller et al. (2002) however document higher mesuor subsidiary targets when stock is used asthad of
payment.

10



3.2. Bidder Abnormal Returns by Relative Size arthbt of Payment

A very important component affecting bidder retuisithe relative size of target to acquirer.
Due to the fact that private targets are, on aweraguch smaller than public targets we
expect the impact on the bidder of a private adtmms to be smaller than a public
acquisition. Therefore we control for the effecttafget size on bidder returns in order to be
able to compare in a relatively better way pubhd @rivate takeovers. We use the relative
size of target to bidder by defining it as targetrket value (when the target is public) or the

deal value (when the target is a private firm dossdiary) divided by bidder market value.

Table 3, Panel A, displays the results for the aesample. We find that CARs are in
general positively related with the relative sizegardless the method of payment.
Accordingly, Asquith et al. (1983), Jensen and Rkb@983) and Kang (1993) find greater
abnormal returns for large public targets in th&Q® In addition, Fuller et al. (2002)
identified a similar pattern to our evidence fagaample of US takeovers. This is linked to the
suggestion made by Loderer and Martin (1990), whorcthat large firms seem to pay too
much for their targets and large bids seem to lepomiced on average, facts that deteriorate

share price performance.

In Panel B, for public targets, we find CARs argaterely related with relative size though
this result is mainly driven by stock offers. Howevthis pattern is reversed for private
targets and subsidiaries (Panels C and D). AngKaoieers (2001) additionally suggest that
the acquiring return when bidding a public targesignificantly smaller than the return when
bidding a private target. In particular, the lardbe target is relative to the bidder, the

stronger the target’'s negotiating power and abilioy benefit from the transaction.

11



Alternatively, bidding firms may find more difficuto integrate larger public targets into
their business due to higher regulatory costs weahl Finally, another plausible explanation
is that there are fundamental differences in thesin of gains and/or synergies between
takeovers involving public and private targets, #rabe differences are magnified the greater
the relative size of the merger. According to Fudleal. (2002), this may be to an extent due

to a liquidity effect.

Finally, for all Panels (A, B, C, and D) we obsewlken the relative size is lower (i.e., <5%
where most of large firms are included) cash afe¢he dominant method of payment. Along
these lines Myers and Majluf, (1984) and DeAngdlale (1984) argue that the larger the
size of the target firm the more likely the acqui use share financing in M&A deals. This
evidence also collaborates with Faccio and Mag0€4) who suggest that cash financing is
more preferable to larger acquirers due to its edsese and their better access to debt
markets, its ability to avoid significant costsatfiftaining shareholder approval of pre-emptive

rights exemptions and stock authorizations andhitjeer regulatory costs of stock offers.

3.3. Abnormal Returns by Book-to-Market Ratio aretidd of Payment

Rau and Vermaelen (1998) suggest that glamour werqu(i.e., with low book-to-market
ratio) outperform value ones after a merger irrepe of the payment method usdin
some ways the market fails to understand thatmpasiagerial performance is not necessarily
a good indicator of future performance, at leasthm case of acquisitions. This result is in

contrast to their findings for the long-run perf@amee of bidding firms. They also report a

18 The main argument is the extrapolation hypothtsis explains the differential performance of glamand
value acquirers. Acquirers commanding a high markéihg due to their recent performance and expecte
future performance (glamour acquirers) may actajudtverconfidence or hubris in making acquisitiolfe
stocks of such companies may also be overvalued atibugh the managers may be aware of such
overvaluation, the stock market may be not.

12



significant tendency of glamour acquirers to finatieeir acquisitions with their own stdék

and this tendency is stronger in mergers thanndeeoffers?

In Table 4, Panel A, we report the CARs of glamacguirers. We find a significant positive
CAR 0.87% for all acquirers. When the sample isd#ig according to method of payment all
CARs are positive and statistically significant degt for stock payments). For public,
private, and subsidiary target sub-samples, werokite same return pattern reported for the
full sample (Table 2). Bidders, on average, losemihuying public targets (-2.75%) and gain
when buying private (0.92%) and subsidiary (1.268gets. Taking into account the
alternative methods of payment does not alter esumlts. Panel B reports the CARs of value
acquirers and indicates the same return pattetmanel A. As a consequence, our findings
are robust for all book-to-market groups of acgsirenhancing the full sample evidence
(Table 2). Finally, consistent to Rau and Vermad|£898), we document that glamour
acquirers significantly outperform value acquirgrsspective target type except for public

acquisitions!

3.4. Abnormal Returns by Domestic/Foreign Targeis lethod of Payment

Since the UK is a leading player in internationedjasitions, the study of UK acquisitions
abroad appears as an important aspect in detegnitne overall success of FDI by
acquisition®? In addition, in respect to the impact on returfididding firms that engage in

such acquisitions, the literature suggests diferperformance to domestic acquisitions,

19 Consistent to the information asymmetry argumetgmour acquirers tend to have high past sharee pric
returns, while the opposite is true for value acgpsi Hence, it seems plausible glamour acquicetssé their
‘overvalued’ equity as a method of payment and ealcquirers to use cash for the opposite reasons.

2In our study, we will not investigate the diffetiah performance of mergers and tender offers esinche UK

the vast majority of offers are tender offers.

L This finding follows Sudarsanam and Mahate (2008) use a sample of UK public takeovers and find an
inverse relationship to RV (1998) findings in theg-run.

% Healy and Palepu (1993) note that, over the 18804, the UK was the lead acquiring nation in imaépnal
acquisitions accounting for almost 30 per centtdrinational corporate investments over that period

13



although no clear conclusion can be drawn concgrtiia direction of the resultd.Doukas

and Travlos (1988) argue that acquisitions of nhomestic targets serve as a diversification
‘vehicle’ enabling the expansion of the boundaryhaf acquiring firm and therefore its better
performance. This expansion permits the interntinaof synergies that would otherwise be
lost because of various market failures. As fath@smethod of payment is concerned, until
very recently foreign takeovers by UK companiesaatruniversally involved cash, as the

targets were frequently unwilling to accept foreggquity (Gaughan, 2002).

Table 5 presents the CARs of bidders acquiring dicéUK) or foreign (non-UK) targets.
Panel A reports the results for domestic acquisstiovhich mirror the previous finding
obtained in the full sample of Table 2. The CARssgduablic targets are significantly negative
(-4.27%) under stock payment and marginally sigaiit for joined payment. However,
CARs are positive and significant for private tasgend subsidiaries regardless of the means
of payment* For cross-border acquisitions, Panel B virtuahparts the same pattern as
Panel A although CARs for public targets are nghisicant. Given that the sample size for
public targets is small, it is not intuitive to d@rdruitful conclusions from these results.
Overall, results reported in Panel A and B confitona major extent the return pattern
documented in Table 2. This empirical evidenceoissered critical since one could argue
that our results are contaminated by the initidec®n of the sample including both
domestic and foreign targets. In a nutshell, theega pattern holds even after target origin is

taken into consideration.

% gee for example, Doukas and Travlos (1988), Ka®93), Eun, Kolodny and Scheraga (1996), Fatemi and
Furtedo (1998), and Goergen and Renneboog (2004).

% Domestic acquisitions outperform foreign ones oftly private targets, possibly due to more imperfec
information in non-domestic deals. The larger psofor stock versus cash payments (4.80% vs 0.68%)
foreign acquisitions could be explained by therafieof bidders to offset the greater uncertaintyrerted with

the information problems associated with acquiabgoad. This comes along with the findings of Geargnd

14



3.5. Abnormal Returns by Diversified/Non-Diverslfieargets and Method of Payment
Previous empirical evidence suggests that corpodatersification may indeed affect
shareholders’ wealth. Jensen and Ruback (1983¥ldraDesai and Kim (1988) found that
the announcement of a diversifying acquisition gaserally associated with a small positive
impact on shareholder performarféeHowever, there is a large body in the literature
providing evidence that diversification may dimmmishareholders’ wealth (e.g., Lang and
Stulz, 1994; Berger and Ofek, 1995; Servaes, 1996ukas and Kan (2004) argue that
bidders that acquire unrelated targets experiemeatgr excess cash flow declines and
valuation discounts than do bidders involved imtexd acquisitions. In addition, Fuller et al.
(2002) examine only the diversification wealth effef a bidder acquiring a subsidiary target
that is core or non-core-related with the biddieghpany. They argue that the reason why a
firm sells a subsidiary is the gain from the insefocus, however, they find weak evidence

that diversified firms will sell subsidiaries atlscount relative to non-diversified companies.

Table 6 reports the results of bidders acquiringlipuprivate and/or subsidiary targets that
are diversified or non-diversified from the biddernndustry.A diversified company is
defined as a firm whose 3-digit SIC code is differfrom that of the target firrff. Panel A
presents, for diversifying acquisitions, a simiiading as the one obtained from the overall
sample in Table 2. The CARs are positive and sicamt for the full sample (0.77%) and for
private targets and subsidiaries (0.80% and 1.d$pectively), while significantly negative

abnormal returns are experienced for public tar¢dt82%). Bidders buying public targets

Renneboog (2004), who imply that the choice of rseafrpayment does not act as a signal to the mabiait
the over/undervaluation of the bidder’s equity.

% For more recent evidence of positive abnomal nstdrom diversifying acquisitions see: Billett akthuer
(2000) and Hadlock, Ryngaert and Thomas (2001).

% Servaes (1996) points out that a straightforwaahenation of the 4-digit SIC codes of the segmeitthe
firm does not necessarily reveal the degree ofrdifieation of the firm. He argues that the usetad 4-digit
SIC code would be too wide to identify the indwdtrstructure of the firm. Similarly, Kahle and Whatig

(1996) demonstrate how a 4-digit SIC code firmgssi to a firm might be misleading with regardie most
reasonable 2- or 3-digit classifications.
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generate significant losses regardless of the rdetfigpgayment used (cash or stock), while
private targets earn significant gains when theyglpase by cash. Panel B displays our results
for non-diversifying acquisitions, which are relaly similar to Panel A. More specifically,
we obtain significantly positive abnormal returre the overall sample and for private
targets and subsidiaries, and negative CARs foligpalquisitions. Therefore, as a whole,
we conclude that our findings are robust even afterss-industry effect is taken into

consideration.

4. Empirical Results for Long-run Analysis

Our short-run analysis by using an exhaustive Uid@a unequivocally confirms the general
pattern identified by Fuller et al (2002) (i.e.gagers gain when buying private targets and
subsidiaries but lose when acquiring a public ts)ge€Our unique empirical evidence, after
controlling for book-to-market, core-industry, andrget origin characteristics, further
enhances these findings. In general, the abovétsdsad to a natural conclusion that buying
private and subsidiary firms creates value for &gy firm shareholders but makes them
worse off when acquiring public targets. Howevan, major doubts lie on the ability of 5-
day event study to be an adequate time intervaisfaating the real economic gains from
market mispricing, as both are “observationally ieglent”. To testify the above short-run
conclusion, we must investigate whether the santgerpasustains in the long run. We
therefore, in this paper, take a further step tang@re long-run (one to three years) post

acquisition share price performance in order tafywéne short-run findings.
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4.1. Bidder Abnormal Returns by Target Type anchgbf Payment

Table 7, Panel Arepresents the one-year post acquisition averagethigoabnormal
returns?’ We obtain significant and negative monthly abndrmaturns for the entire sample
(-0.70%) of 3383 acquisitions and three subgroupsublic, private and subsidiary targets
regardless of their payment mettfSdrhis finding suggests that acquirers lose, onayer
for one year after the acquisition irrespectivembiether cash or stock is used as a form of
financing. Since we came across strong evidence idalers generate losses when they
purchase public targets, while they earn signifigaofits when they acquire private targets
and subsidiaries in the short-run, we are intedestanvestigating whether bidders exhibit
the same return pattern in the post-event peridtériatively, the one-year negative monthly
average abnormal return for the overall portfolould be driven solely by public targets.
When examining whether the short-run wealth gaims lasses remain in the long run, we
find for public targets, large and significant niaga monthly abnormal returns for the full
sample (-1.50%) and three payment subgroups reggkyctThis is in general consistent with
the short-run results. However, we document thatthilp abnormal returns are all negative
and mostly significant for both private targets asdbsidiaries (-0.55% and -0.70%
respectively) even when alternative methods of maytmare considered. This empirical
evidence, hence, stands in sharp contrast witlshibe-run results identified, which indicate

that private targets and subsidiaries gain fromustipns. Our results for the two-year

%" For space purposes we include in our discussidyp bryear share price performance results, as metur
patterns for 2 and 3 years respectively (as showlrable 6) appear identical.

8 For US empirical evidence on acquirers’ long rtock returns, see for example: Asquith (1983), M@
(1983), Jensen and Ruback (1983), Magenheim andléy&988), Agrawal, Jaffe, and Mandelker (1992),
Loderer and Martin (1992), Loughran and Vijh (199%au and Vermaelen (1998), Agrawal and Jaffe (R000
and Megginson, Morgan, and Nail (2004). For evidefnom the UK, see for example: Firth (1980), Fsaakd
Harris (1989), Kennedy and Limnack (1996), and @Greg1997). There are, however, other studies ,[e.g.
Bradley and Jarrell (1988), and Franks, Harris &itithan (1991)] that do not find significant underfpemance

in the three years following the merger. We are rawaf very few papers examining post-acquisition
performance of privately held and subsidiary firfh®eller, Schlingemann and Stulz (2004) find iniigantly
positive 3-year post-acquisition abnormal returms drivate targets and zero abnormal returns fosisiiary
targets).
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(Panel B) and the three-year (Panel C) post evemdows report virtually the same pattern
with the one-year finding (Panel A). As a whole,blea7 makes clear that, in general,
frequent acquirers destroy shareholders’ valuehm lbng run irrespective of the target

ownership status and the method of payment useteitransaction.

4.2. Robustness Test

We subsequently conduct a robustness test to fuetheduate the above evidence. Multiple
acquirers were initially defined as bidders thaguae three or more public and/or private
targets and/or subsidiaries within a 3-year peridderefore, one could argue that, for
example, a 36-month return series may be deterntipeadter-effects sourcing from the same
bidder acquiring both, public and private or sulasigdtargets. In other words, the results we
obtain for private targets or subsidiaries may beed by the existence of bidder returns
from public acquisitions. In order to control frotfme effect of public targets, we isolate a
sample of acquirers who bought ‘Only Private’ omi® Subsidiary’ targets and examine

their long run performance. Table 8 reports the mnéree year post-acquisition monthly
average abnormal returns for only private and anilysidiary subgroups. For only private,
one to three-year monthly abnormal returns arethagand statistically significant at the 1%

level though for stock payments are in generalgmécant. For only subsidiaries, one to

three-year monthly abnormal returns are negatitestatistically insignificant except when

stock is used as payment method. However, givesrtiadl sample size for only subsidiaries,
we are not able to establish valuable inferencas this evidence. As a whole, it is indicated
that even for the only private and subsidiary gspugbnormal returns are negative and

mostly significant. This evidence further confirthe findings reported in Table 7.
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4.3. Price Reversals

Finally, we examine whether our results are jushamnifestation of long-term reversals as
suggested by Jegadeesh and Titman (1993). In glartiour finding that acquirers buying

private targets and/or subsidiaries earn posithmoenal returns surrounding the

announcement date but lose in the long run cantblewded to short-run persistence followed
by long-term reversals. If the firms involved invate or subsidiary acquisitions experienced
positive returns in the few months prior to the wasiion announcement, then the stock
prices of these acquirers may be subject to a lpebistence followed by long-term

reversals.

Firstly, the pre-event (pre-announcement) perfoceanf each bidder acquiring private
targets and/or subsidiaries is measured. Spedyfidar each acquirer, we calculate average
returns for the six months preceding the announoémgthe acquisition. Acquisitions of
private and subsidiary firms are ranked accordmgheir pre-event returns and placed into
quintiles. Subsequently we focus on acquisitionprofate/subsidiary targets that lie in the
top and bottom quintiles of pre-event monthly agereeturns. As a result we sort our sample
into four categories: i) Privately-held acquisisothat experienced the highest pre-event
returns, ii) Privately-held acquisitions that exteld the lowest pre-event returns, iii)
Acquisitions of subsidiary targets that generatbd highest pre-event returns, and iv)

Acquisitions of subsidiary targets that exhibited towest pre-event returns.

Results for this analysis are displayed in Tablé/8.observe that acquirers of private targets
who gained high pre-event returns (5.24% on avérdgeve significant 1-year post-
announcement monthly average abnormal returns .df790. Similar results are obtained for

2- and 3-year analysis respectively. This findimgonsistent with long-term reversal and it is
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not possible to determine whether the long-termoabal performance is solely due to
reversals or whether the quality of the acquisitisna contributing factor. Noticeably
however, acquirers of private targets who expegadnoegative pre-event returns (-1.83%)
also do poorly in the long run (-1.06%). The negatverage abnormal returns cannot be
attributed to long-term reversals of stock retigimee the acquirers had negative returns prior
to the merger announcement. Moreover, bidders b$idiary targets who earned negative
pre-event returns have 1l-year average abnormahsetf —1.13%. This finding also cannot
be attributed to price reversals. As a consequenesuggest that our results are not simply a
manifestation of momentum and therefore they atejusi capturing long run stock-price

reversals.

5. Conclusion

This paper examines shareholders wealth effectdkoffrequent bidders acquiring public,
private, and subsidiary targets with either casistock. In the short-run our findings are in
line with Fuller et al. (2002) and confirm that acgrs experience significant loss when
buying public targets and substantial gains wherthmasing private and subsidiary targets.
However, given the fact that short-run event strebults can be driven by market mispricing
we therefore take a step further to investigatetiadrehe above conclusion can stand up both

in the long run and to a UK sample of acquisitions.

We investigate an exhaustive sample of UK frequedters (4173 acquisitions between
1985-2004) and corroborate Fuller et al's (2002rshun evidence after further controlling
for the value/glamour, domestic/foreign, and difeation effect. Nevertheless, our long-

run results unambiguously indicate that all frequeaguirers experience wealth losses during
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the three-year period after the acquisition, ireesive of the type of target acquired. This
finding contrasts sharply to the short-run evidetiw acquirers gain when buying private
and subsidiary targets implying a possible markeer@action at the acquisition

announcement. We therefore believe it is prematoreaccept Fuller et al.’s (2002)

conclusion based solely on the short-run findidgsthis respect, given the inconsistency
between the short- and long-run evidence, we censitht no firm conclusion can so far be
drawn on whether acquiring private and/or subsydiargets creates real economic gains to

shareholders or indeed the short run gains arelyramnallusion of market mispricing.
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Table 1. Mean and Median Size of Acquirers and Tayets

This table presents a sample of bidders and tavgetse the bidders successfully acquired threearertargets
within a three-year period from 1985 to May 6, 2qQ8 years). Targets are comprised of public, peivand
subsidiary firms. For each of the following panegarticular bidder is represented only once par put may
be represented multiple times over the 20-yeawopecquirers are publicly traded firms listed &e t.ondon
Stock Exchange (LSE). Targets include both foreagl domestic firms. The total row for the number of
bidding firms represents the number of unique aegsiithroughout the sample period. Panel A contair&
unique bidders acquiring 4173 targets. TargetsaimePA are public, private and subsidiary firmsnéla B, C,
and D represent public, private and subsidiary ddeaspectively. Panel B represents 148 unique ksdde
acquiring 195 public targets. Panel C contains Giique bidders acquiring 2459 private targets. Pane
includes 512 unique bidders acquiring 1519 subsidergets. Numbers are reported in million stgy$in

Bidder Target
Year Mean Median N Mean Median N
Panel A: All
1985 269.35 327.23 5 67.73 25.46 5
1986 492.16 200.05 28 41.06 7.5 35
1987 504.47 91.14 85 45.49 8.15 126
1988 411.13 95.72 150 34.53 4.79 278
1989 539.64 110.03 141 30.41 6.75 261
1990 580.75 99.91 117 18.19 5.45 186
1991 670.52 80.45 91 22.45 4.8 135
1992 455.45 99.59 93 15.84 3.35 143
1993 445.77 104.61 104 29.44 4,71 158
1994 419.3 134.36 125 29.96 5.88 192
1995 602.67 118.26 135 30.5 4.68 210
1996 696.44 151.89 154 36.66 6.04 240
1997 658.14 136.77 197 33.4 4.5 352
1998 803.28 150.33 235 35.02 5.7 412
1999 1109.31 202.45 219 54.92 9.18 406
2000 1287.05 227.76 219 41.02 9.45 398
2001 1080.93 217.18 165 36.82 7.6 273
2002 1189.66 287.09 115 88.42 8.1 183
2003 731.86 192.04 74 28.59 9.39 133
2004 689.23 218.2 39 13.077 5 47
Total 488.19 77.34 618 37.213 6.16 4173
Panel B: Public

1985 405.64 405.64 2 140.3 140.3 2
1986 - - - - - -
1987 994.13 337 12 122.4 89.78 13
1988 777.48 416.46 17 253.6 49.78 18
1989 510.24 141.65 20 71.85 19.1 24
1990 485.27 280.63 7 46.66 8.26 7
1991 2257.73 42.35 8 52.43 13.1 8
1992 371.57 481.8 3 7.59 5.79 3
1993 3803.38 1842.68 4 603.5 126.32 4
1994 921.11 182.99 8 345.19 47.31 8
1995 1058.83 307.07 13 86.61 56.09 13
1996 1558.31 1342.67 4 403.72 144.88 4
1997 442.21 112.48 9 67.85 28.2 9
1998 1551.1 254.68 16 179.83 38.8 16
1999 1385.95 215.63 27 124.76 38.52 28
2000 2222.77 292.9 18 184.67 76.43 18
2001 3232.45 818.91 15 215.4 187.12 15
2002 821.85 535.77 3 90.75 12.4 3
2003 1488.7 1488.7 2 180.83 180.83 2
2004 - - - - - -
Total 1256.75 238.28 148 159.058 42.33 195
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Table 1-Continued

Bidder Target
Year Mean Median N Mean Median N
Panel C: Private
1985 1.55 1.55 1 0.9 0.9 1
1986 292.95 200.05 22 26.55 6.8 25
1987 223.01 132.96 56 15.9 6 73
1988 324.98 64.4 105 8.57 3.55 178
1989 380 114.23 94 13.45 4.5 139
1990 417.82 95.6 72 8.22 4.19 98
1991 210.66 61.98 47 6.98 3.95 60
1992 423.85 93.76 50 14.05 2.87 69
1993 319.11 94.93 60 11.09 4.41 74
1994 357.47 134.68 82 11.89 5 112
1995 373.71 104.78 87 19.57 35 123
1996 426.04 136.96 104 20.75 4.32 148
1997 606.38 99.73 143 11.41 3.55 234
1998 675.73 134.68 154 11.02 4.13 248
1999 939.95 197.85 153 24.7 7.11 234
2000 1182.51 239.05 155 26.42 7.15 247
2001 884.06 211.18 111 16.03 6.22 168
2002 769.79 216.09 79 16.82 6.86 118
2003 428.93 138.23 51 13.92 6.17 77
2004 413.26 191.85 29 9.76 4,91 33
Total 511.1 82.48 577 15.81 4.75 2459
Panel D: Subsidiary

1985 266.97 266.97 2 28.59 28.59 2
1986 936.1 234.99 9 77.33 12.49 10
1987 776.88 262.76 35 74.48 11.96 40
1988 611.92 208.67 67 42.8 7.9 82
1989 747.16 189.36 76 44.31 7.54 98
1990 651.81 118.08 61 27.79 6.19 81
1991 360.48 140.54 58 32.72 5.04 67
1992 651.81 117.93 55 17.92 4.64 71
1993 360.48 112.97 65 17.71 5.1 80
1994 456.98 129.87 58 23.05 7.65 72
1995 829.59 158.55 65 38.82 7.02 74
1996 1062.52 266.53 72 46.76 9 88
1997 1049.26 204.15 88 77.76 8.27 109
1998 1052.5 227.9 122 59.59 9.47 148
1999 1504.84 300.41 112 90.45 12.9 144
2000 1859.87 251.78 108 48.71 12.6 133
2001 1319.78 268.82 73 45.87 13.19 90
2002 1761.97 460.61 52 224.58 11.46 62
2003 1458.38 450.59 39 43.87 11.74 54
2004 1263.09 554,94 13 20.91 5.1 14
Total 616.21 112.81 512 56.23 8.7 1519
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Table 2. Cumulative Abnormal Returns (CARS) of Freagqient Acquirers

The table presents 5-day [-2, +2] Cumulative AbradrReturns (CARs) around the announcement date of a
takeover for bidders that acquired three or morelipuprivate and/or subsidiary targets within aetryear

period between 1985 and May 6, 2004 (20 years). lative abnormal returns are calculated using aifiecld
market-adjusted model:

AR =R - Ry
where R, is the Return on firm i andR, is the Value Weighed Market Index Return (FT-Alage). All

acquirers are publicly traded firms listed on tfentlon Stock Exchange (LSE). Results are compri$duids
for public, private, and subsidiary targets. Theutes are further divided by the method of paym&dsh
financing includes transactions made solely in castcash and debt. Stock offers are defined asactions
made solely in common stock. Combination finanaogprises offers consisting of both cash and stmckor
convertibles, and methods classified as “otherSBYC. The number of bids is reported below the mean.

| All Cash Stock Combo
All Bids
All Acquirers 0.749% 0.64 9% 0.03% 0.98 %
4173 2492 158 1523
Public Targets -1.95% -1.169% -4.05 9% -1.579%
195 93 45 57
Private Targets 0.73% 0.46 9% 0.95% 1.02 %
2459 1261 85 1113
Subsidiary Targets 1.0998 0.98% 3.78% 1.26%
1519 1138 28 353

Denotes significance at the 1% level,
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 3. Cumulative Abnormal Returns (CARS) of Freagient Acquirers by the Relative
Size of the Target

The table presents 5-day [-2, +2] Cumulative AbredrRReturns around the announcement date of a takeov
calculated using a modified market-adjusted model:

AR =R, - R,
where R, is the Return on firm i andR, is the Value Weighed Market Index Return (FT-AHage). All

acquirers are publicly traded firms listed on tfmdon Stock Exchange (LSE). The relative size efténget is
defined as the target market value (when the fapublic) or the deal value (when the target iggid firm or
subsidiary) divided by bidder market value. The éicer Market Value (MV) is calculated as of the rtion
before the announcement date and is the produtheoimonthly share price multiplied by the number of
ordinary shares in issue on Datastream. Cash fimgriccludes transactions made solely in cash,ashand
debt. Stock offers are defined as transactions rsatidy in common stock. Combination financing coisgs
offers consisting of both cash and stock and/owedibles, and methods classified as “other” by SBénel A
represents all bids while Panels B to D represebti@ private, and subsidiary, respectively. Thenber of
bids is reported below the mean.

| All Cash Stock Combo
Panel A: All Bids
<5% 0.38% 0.449% -0.82% 0.37%
2397 1588 64 745
5%-9.99% 1.109% 0.859% 2.64% 1.33%
666 366 19 281
10%-19.99% 0.73% 0.709% -1.61% 1.09%
509 271 28 210
>20% 1.75% 1.46% 1.09% 2.14%
603 268 47 288
Panel B: Public
< 5% -1.98% -1.97% 0.60% -2.87%
44 32 3 9
5%-9.99% -1.64% -2.76% -1.04% 0.50%
25 15 3 7
10%-19.99% -1.88% -0.05% -4.54 % 1.30%
46 20 16 10
>20% -2.06 %8 -0.08% -4.71 % -1.75%
80 26 23 31

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 3-Continued

All Cash Stock Combo
Panel C: Private
< 5% 0.35% 0.43% -1.01% 0.35%
1500 864 50 586
5%-9.99% 1.119% 0.20% 4.24% 1.65%
395 168 12 215
10%-19.99% 0.61% 0.05% 5.09% 0.89%
289 134 8 147
>20% 2.36% 1.7698 2.64% 2.68%
275 95 15 165
Panel D: Subsidiary
<5% 0.55% 0.55% -0.33% 0.61%
852 692 11 149
5%-9.99% 1.379% 1.74% 0.59% 0.26%
246 183 4 59
10%-19.99% 1.63% 1.579% -3.30% 2.11%
173 116 4 53
>20% 2.319% 1.53% 13.359%8 2.48%
248 147 9 92

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.

29




Table 4. Cumulative Abnormal Returns (CARS) of Frequent Acquirers by their Book-
to-Market (B/M) Ratio

The table presents 5-day [-2, +2] Cumulative AbrariReturns of glamour and value acquirers arourd th
announcement date of a takeover calculated usingdified market-adjusted model:

AR =R ~ R

where R, is the Return on firm i andR, is the Value Weighed Market Index Return (FT-Alage). All

acquirers are UK public firms listed on the Londsiock Exchange (LSE). The glamour acquirers armelef

as those with low book-to-market ratio, while treue acquirers are defined as those with high loakarket
ratio. The acquirer book-to-market ratio is caltethone month before the acquisition announcematet and

is the product of the net book value divided by kharket Value. Cash financing includes transactioresle
solely in cash, or cash and debt. Stock offers dafned as transactions made solely in common stock
Combination payment comprises offers consistingpath cash and stock and/or convertibles, and method
classified as “other” by SDC. Panel A reports tesutts for Glamour Acquirers. Panel B represergsréisults

for Value Acquirers. The number of bids is reporetbw the mean.

| All Cash Stock Combo
Panel A: Low B/M (Glamour Acquiers)

All Acquirers 0.87% 0.80%% 0.40% 1.01%
1913 1049 71 793
Public Targets -2.75% -1.39% -7.51% -1.34%
80 42 18 20
Private Targets 0.9196 0.9296 0.82% 0.90%
1211 561 41 609
Subsidiary Targets 1.26% 0.85% 10.85% 1.69%
622 446 12 164

Panel B: High B/M (Value Acquirers)

All Acquirers 0.75% 0.649% 0.06% 1.04%
1913 1227 65 621
Public Targets -1.449% -1.01% -2.29 % -1.29%
97 38 25 34
Private Targets 0.6896 0.18% 1.77% 1.28%
1028 572 30 426
Subsidiary Targets 1.109% 1.16% 0.81% 0.90%
788 617 10 161

@ Denotes significance at the 1% level,
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 5. Cumulative Abnormal Returns (CARS) of Freaqient Acquirers by the Target
Origin (Domestic Vs Foreign)

The table presents 5-day [-2, +2] Cumulative AbradriReturns of a bidder acquiring a domestic orifpre
company around the announcement date of a takeal@rated using a modified market-adjusted model:

AR =R, — Ry

where R, is the Return on firm i andR, is the Value Weighed Market Index Return (FT-AHage). All

acquirers are publicly traded firms listed on thentlon Stock Exchange (LSE). The domestic and fareig
targets are defined as UK and non-UK firms respelsti The results for each panel are further digithg the
method of payment. Cash financing includes tramsastmade solely in cash, or cash and debt. Stffekscare
defined as transactions made solely in common stGoknbination financing comprises offers consistaig
both cash and stock and/or convertibles, and msthtadsified as “other” by SDC. Panel A reports résgults
for domestic targets. Panel B reports the resoltddreign targets. The number of bids is repotietbw the

mean

All Cash Stock Combo
Panel A: Domestic Targets
All Acquirers 0.6298 0.60% -1.00% 0.85%
2680 1492 130 1058
Public Targets -2.24% -1.13% -4.27% -1.849%
157 63 44 50
Private Targets 0.809% 0.529%8 0.25% 1.09%
1534 696 64 774
Subsidiary Targets 0.80% 0.829% 1.89% 0.63%
989 733 22 234
Panel B: Foreign Targets
All Acquirers 0.95% 0.69% 4.80% 1.269%
1495 1001 28 466
Public Targets -0.75% -1.22% 5.69% 0.35%
38 30 1 7
Private Targets 0.6296 0.39% 3.08% 0.84%
925 565 21 339
Subsidiary Targets 1.64% 1.25% 10.68% 2.50%
532 406 6 120

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level
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Table 6. Cumulative Abnormal Returns (CARS) of Freqient Acquirers by
Diversifying/Non-Diversifying Acquisitions

This table displays the Cumulative Abnormal Retuohsa diversified bidder acquiring a public, prigabr
subsidiary firm, represented in Panel A, or norediified, represented in Panel B. A diversifieddeid is
defined as a firm whose three-digit SIC code ifedént from that of the target company. CARs aleutated
for the five days [-2, +2] around the announcengday 0) of a takeover. Abnormal Returns are esthating
a modified market-adjusted model:

AR, =R, ~ Ry

where R, is the Return on firmi [In B, )- In (P_;)] and R, is the Value Weighed Market Index Return (FT-

All Share). All acquirers are publicly traded firristed on the London Stock Exchange (LSE). Theltgdor
each panel are further divided by the method ofhpeyt. Cash financing includes transactions madeysoi
cash, or cash and debt. Stock offers are definellaasactions made solely in common stock. Comiginat
financing comprises offers consisting of both casld stock and/or convertibles, and methods clasiséis
“other” by SDC. The number of bids is reported betbe mean.

| All Cash Stock Combo
Panel A: Diversified Bidder
All Acquirers 0.77% 0.68%% 0.18% 0.999%"
2708 1639 97 972
Public Targets -1.3296" -1.059% -2.07% -1.20%
134 60 29 45
Private Targets 0.80% 0.55%" 1.04% 1.079%"
1558 811 48 699
Subsidiary Targets 1.019% 0.959%% 1.39% 1.179%
1016 768 20 228
Panel B: Non-Diversified Bidst
All Acquirers 0.67%" 0.55% -0.22% 0.95%"
1465 853 61 551
Public Targets -3.3104 -1.36% 7.63% -2.94%
61 33 16 12
Private Targets 0.6008 0.29% 0.83% 0.9298
901 450 37 414
Subsidiary Targets 1.279%4 1.049% 9.75% 1.449%
503 370 8 125

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 7. Calendar-Time Portfolio Regression of Londrun Stock Returns using Fama-
French 3-Factor Model

This table presents the OLS estimates of abnoretains to merger portfolios according to the Famd a
French 3-factor model. The sample of the overattfplio consists of 3383, 2995 and 2607 succedskaover
bids that took place over the period 1985-2000 {fa2 and 3-year analysis respectively) as idemtifrom the
Securities Data Corporation’6SDC) Global Financingdatabase. Calendar time regressions are performed o
the basis of target public status (Public, Priv&hsidiary). Results are then further divided ey method of
payment (Cash, Stock, Combination of Cash and $t@ksh financing includes transactions made sately
cash, or cash and debt. Stock offers are defineaasactions made solely in common stock. Comininat
financing comprises offers consisting of both casld stock and/or convertibles, and methods classiis
“other” by SDC. Acquirers enter the portfolio oretaffective day of the successful takeover and irefioa 12,

24 and 36 months respectively. Portfolios are @iz@d each month to include firms that have justpieted a
takeover. We estimate the calendar-time return mutide Fama-French 3-factor model with the following
regression:

Rpt - th =q +ﬁi(Rmt - th) +S|SMB + hiHMLt &
The numbers in percentage represent the reported, FFich is the average of the individual, firm-siiec

intercepts. The t-statistics are calculated onbtesis of Andrews (1991) heteroskedasticity andcutelation
consistent standard errors. The number of firmmepsrted below the monthly average abnormal returns

| All Cash Stock Combo
Panel A: 1 Year

All Acquirers -0.7096 -0.7498 -1.739% -0.49%8
3383 2050 133 1200
Public Targets -1.5096 -0.729% -2.03% -2.36'
168 79 41 48
Private Targets -0.559%6 -0.609%8 -1.3296 -0.659%
1965 1032 70 863
Subsidiary Targets -0.709%6 -0.76% -0.43% -0.49%
1250 939 22 289

Panel B: 2 Years

All Acquirers -0.869%6 -0.79% -1.519% -1.07%
2995 1858 121 1016

Public Targets -1.60 % -0.98% -2.59% -2.419%
145 67 37 41

Private Targets -0.729% -0.629% -1.56% -1.08%
1728 941 63 724

Subsidiary Targets
-0.8096 -0.83% -0.31% -1.209%6
1122 850 21 251

@ Denotes significance at the 1% level;

b i .
Denotes significance at the 5% level,

“Denotes significance at the 10% level.
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Table 7-Continued

All Cash Stock Combo
Panel C: 3 Years
All Acquirers -0.9496 -0.959%6 -1.4998 -1.0196
2607 1634 111 862
Public Targets -1.35 9% -1.069% -1.999%6 -1.869%6
121 56 33 32
Private Targets -0.849%6 -0.749%6 -1.6296 -1.13%
1496 827 58 611
Subsidiary Targets
-0.889%6 -1.0196 0.27% -0.96%
990 751 20 219

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 8. Calendar-Time Portfolio Regression of Londrun Stock Returns using Fama-
French 3-Factor Model for ‘Only Private’-‘Only Subsidiary’ Targets

This table presents the OLS estimates of abnoretakns to merger portfolios according to the Famd a
French 3-factor model. Calendar time regressioasparformed on the basis of calendar time regressioe
performed on the basis of bidders that acquiredy®mivate’ targets or ‘Only Subsidiaries’. Resudtie then
further divided by the method of payment (Cash,cEtaCombination of Cash and Stock). Cash financing
includes transactions made solely in cash, or aashdebt. Stock offers are defined as transactitate solely

in common stock. Combination financing comprisegersf consisting of both cash and stock and/or
convertibles, and methods classified as “otherSBYC. Acquirers enter the portfolio on the effectilay of the
successful takeover and remain for 12, 24 and 3@msaespectively. Portfolios are rebalanced eashtimto
include firms that have just completed a takeoWe. estimate the calendar-time return under the Hamach
3-factor model with the following regression:

Rpt - th =q +ﬁi(Rmt - th) +S|SMB + hiHMLt &
The t-statistics are calculated on the basis ofréwd (1991) heteroskedasticity and autocorrelatmmsistent

standard errors. The numbers in percentage représereported Flé, which is the average of the individual,
firm-specific intercepts. The number of firms ipoeted below the monthly average abnormal returns.

| All Cash Stock Combo
Panel A: 1 Year

Only Private -1.53% -0.86% -1.03% -1.32%
313 135 12 166

Only Subsidiary -0.70% -0.51% -2.09% -0.42%
87 44 24 19

Panel B: 2 Years

Only Private -1.43% -0.69% -1.80% -1.52%
268 125 12 131

Only Subsidiary -0.51% -0.40% -1.24% -0.55%
75 35 23 17

Panel C: 3 Years

Only Private -1.48% -1.309%8 -1.689%6 -1.449%
234 109 12 113

Only Subsidiary -0.26% -0.07% -0.02% -1.12%
68 31 21 16

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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Table 9. Calendar-Time Portfolio Regression of Londrun Stock Returns using Fama-
French 3-Factor Model of Acquirers Buying Private Targets and Subsidiaries with the
Best and Worst Pre-event Performance

This table presents pre-announcement monthly ageramwrns as well as 1, 2 and 3-year monthly aeerag
calendar time abnormal returns of four categorieacguirers. Firstly, acquirers are divided intamtgroups:
acquirers of private and subsidiary targets re$pagt These two groups created are further subddidiinto

four categories: i) Acquirers of private targetsowhad the highest six-month pre-announcememt agerag
returns, ii) Acquirers of private targets who hae towest six-month pre-announcememt average etii
Acquirers of subsidiary targets who had the higgestmonth pre-announcememt average returns, iguikers

of subsidiary targets who had the lowest six-mopth-announcememt average returns. We estimate the
calendar-time post-event returns under the FamaeFr8-factor model with the following regression:

Rpt - th =q +ﬁi(Rmt - th) +S|SMB + hiHMLt &
The t-statistics are calculated on the basis ofréwd (1991) heteroskedasticity and autocorrelatmmsistent

standard errors. The numbers in percentage représereported Fle, which is the average of the individual,
firm-specific intercepts. The number of firms ipoeted in parenthesis.

Private Targets Subsidiary Targets
Top quintile in Bottom quintile in Top quintile in Bottom quintile in
terms of pre-event terms of pre-event | terms of pre-event terms of pre-event

returns returns returns returns
6-Month 5.24% -1.83% 4.37% -1.72%
Pre-Event (959) (959) (616) (616)
1-Year -0.479% -1.0696 -0.41% -1.13%
Post-Event
6-Month 4.78% -1.71% 4.20% -1.57%
Pre-Event (844) (844) (552) (552)
2-Year -0.8696 -1.049% -0.59% -1.129%
Post-Event
6-Month 4.55% -1.71% 4.08% -1.56%
Pre-Event (731) (731) (486) (486)
3-Year -1.0696 -0.969%6 -0.58% -1.179%
Post-Event

@ Denotes significance at the 1% level;
® Denotes significance at the 5% level;
“Denotes significance at the 10% level.
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