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Abstract

This paper examines the construction of 131 laagyepany post-merger boards based on
the characteristics of the pre-merger bidder argktdboard members during the period 1997 to
2002. The data set provides evidence that taigsttdr retention is more common amongst
these firms than previous research suggests. dtbrididders and targets, firm size does not
appear to play a role in inside director retenbabhdoes appear to influence outside director
retention. CEO experience is found to be a factoetention of outside target directors only.
While other board service involving more than twddligional directorships is a factor in
retention of bidder outsiders and target insidetg.oPost-merger performance measured by
ROA and market to book appears sensitive to theackexistics of departing directors.

JEL classification: G30 (General — Corporate Fina)cG34 (Mergers & Acquisitions,
Restructuring, & Corporate Governance), G20 (Geher&inancial Institutions & Services)
Keywords: Board of Directors; Mergers; Board Comipios

1. Introduction

This paper examines the construction of post-mrdrgards of large companies. As
boards are responsible for monitoring internal st external reporting, and executive
performance evaluation and compensation, the directf all boards are likely to bring expertise
in one or more of these areas. However, as fimdstlaeir operating environments change, in
this case due to a merger, the membership nedtls bbard are likely to change. In the event
of a merger, there is likely a surplus of experéiad potentially significant differences in the
level of expertise in the different areas of bo@sponsibility amongst board members.
Therefore, in the event of a merger, boards mustidevhich board members and

accompanying expertise to retain. However, to daist evidence suggests that target director



retention and bidder director departure are faahe events. Since the relative size of the
bidder to the target may influence director retemtthis paper focuses on merger activity
engaged in by large companies in order to captune mmerger activity that involves other large
public companies. Further, this paper examinegmtige factors in director retention in this
targeted size context.

Just as a merger event may represent an oppa@rtarriéstructure the target firm, a
merger can represent an opportunity to integrgpersar practices and talent from the target firm
into the newly merged firm. A natural consequeoicetegrating superior practices and talent
from a target firm then is a form of restructurioigthe bidding firm. Therefore, at the board
level, it is possible that redundant, insufficiemtunneeded expertise is a problem, which leads
to an expertise rebalancing process. By studying rmains or departs and post-merger firm
performance, based on the individual charactesigtfdoard members, an estimate of the
desirability of skill sets amongst post-merger &rin terms of employee and non-employee
directors is obtained.

This paper is unique in six ways.

First, to date expertise has not been an isstmcas in literature on post-merger boards.
In board related literature, Fich (2005) finds nednleactions to the appointment of directors
with CEO experience is significantly higher thanemfappointments involve directors without
CEO experience. Li & Ang (2000), Ferris & Jagamatli2001), Ferris, Jaganathan, & Pritchard
(2003), and Harris & Shimizu (2004) all documeigingiicant differences between directors who
serve on a single board and those who serve onpheuttoards. Specifically, these authors note
that these directors often serve on the boardasrgélcorporations that perform well relative to
their peers across multiple dimensions. Givendligslings, this paper examines if CEO
experience and other board experience positivélyance post-merger board retention among
pre-merger directors of bidder and target firms.

Second, this paper examines what influences bgddiirector retention. To date bidding
director retention as a topic of examination setnis ignored due to an impression that
bidding directors are by default unlikely to depasta result of a merger or acquisition. This

issue appears to stem in part from sample seleatidrattendant issues associated with relative

! Harford (2003), Davidson, et al. (2004), and Bed€ampbell (2005) with regard to this point aisalissed in
the literature section of this paper.



firm size within samples collected (discussed mrlext paragraph). However, the sample
collected for this paper suggests that departulkedofing directors is more common than
previously thought. If departure of bidding firm directors is in fammmon, then understanding
what motivates retention and departure amongsipsdchn provide further insight into what
characteristics of directors are most desirabiaceSthere is ample reason to conclude that
employee (inside) and non-employee (outside) direacthould differ, this paper examines
retention of bidders by these categories. Theesdd here suggests that holders of the titles
bidder Chairman and CEO are highly likely to beired by the firm. Other board service on
more than two boards by employees of the bidderiatseases retention by the post-merger
firm. However, proximity to retirement appearsndigate retention of employee directors of
the target firn? With non-employee bidding firm directors, othead service on more than
two boards strongly influences retention while lgegmnew member on the bidder’s board is also
quite influential. Age appears to play a role urisade bidder departure but proximity to
retirement seems to play less of a role. (Extéprablem, why important, how is this
addressed)

Third, this paper controls for the role of relatisize both by selecting a sample where
differences in the negotiating power and expeuiséirectors are less likely to be extreme and
by using a relative size measure to capture difiee associated with relative size. To date,
Harford (2003) and Becher & Campbell (2005) appedre the only examinations of post-
merger board membership in terms of individual doaembers (instead of just the target firm’s
CEO). Due to the nature of Harford’s study, refatsize of the target firm and the acquiring
firm is ignored, unlike in Becher & Campbell andJiison, et al. (2004). Since the focus in
Becher & Campbell is on banks, prior evidence alrwiistrial and service firms comes from
either Harford, which does not account for sizel Biavidson, et al., which does not examine
post-merger board membership in terms of individueglrd members. So by choosing to focus

on large firms and their acquisitions of public gamies and using a relative size measure, this

2 Davidson, Sakr, & Ning (2004) do report comparahlenbers for outside (non-employee) bidding direchut
differ from this study with respect to inside (ewyse) bidding directors.
3 Proximity to retirement is discussed further imtparagraphs.



paper focuses on cases where differences in néggt@ower and expertise of directors is less
likely to be extremé.

Fourth, this paper controls for the role of dicgaietirement in the context of post-merger
board construction to eliminate the possibilitytthaparture is unrelated to negotiating power or
expertise. Harford (2003) reports that the megsana the mean) age of all directors in his
sample is 60 years. Becher & Campbell find thatrttean age of CEOs is approximately 55 to
56 years for both targets and bidders in their Sam@omparable to the results of Becher &
Campbell, Wulf and Singh (2006) report that the mage of CEOs in their sample is
approximately 54 years for both targets and bidaetiseir study of CEO retention. Wulf and
Signh recognize that CEO retention is likely pditimfluenced by proximity to retirement and
use a dummy variable based on CEO age being irsexxtes0 years to control for the influence
of retirement on CEO retention. This paper takesmalar approach in examining retention of
employee (inside) and non-employee (outside) direaif both the bidder and target firms
despite the fact that Wulf and Singh do not finel wWiariable significant in predicting CEO
retention. Interestingly, it appears that retemtib insiders at the bidding firm is sensitive to
proximity to retirement.

Fifth, this paper controls for the characterist€she acquiring firm (beyond relative size
measures) such as bidder outsider percentage aertdl@EO power (duality) to determine if
these are factors in retention. These measuréstéo do not appear in research on post-merger
retention of directors despite evidence regardmegrole of CEO power (duality) and board
independence on other types of board decisioHgre, the following evidence suggests that
bidder board independence reduces retention oidenssfrom the board of the bidder and
increases retention of outsiders from the boatti@target. Further, bidder CEO power
(duality), according to the evidence, seems toease retention of outside directors from the
bidding firm?®

Sixth, this paper examines the directors who dgpad remain) relative to post-merger

performance to assess what constitutes directsenligor signs of potential trouble) versus

* Table 1, which follows, notes the average retentibtarget and bidder directors by insider andsidier affiliation
for this paper, Becher & Campbell (2005), Davidsetral. (2004) and Harford (2003).

® Cite references here regarding the role of baaidpendence and CEO power (duality) in the comteseésearch
on other types of board decisions.

® Target outsider percentage (independence) anett&0O power (duality) do not appear significarthwiespect
to retention of directors of either the biddertwe target regardless of whether the director israployee (insider)
or non-employee (outsider).



director retirement or the rebalancing of dire&wpertise. To date this appears to be first paper
to broach this issue in this manner. If marketeg@ge the departure of a board member to be
due to dissent this is likely thought of as a afjtrouble which will adversely affect the market
price of the securities of the post-merger firnerttsuch a perception will negatively affect the
change a measure like the market to book ratioglwis also proxy for growth opportunities,
which problems will hurt). However, these are fyrearket perceptions. Looking at the
change in return on assets allows for an assessshemether departing expertise adversely
influences the actual results of the firm. Withaed to the evidence on change in market to
book, ownership of departing outside target dinectiecreases the change while blockholding
and other board service (greater than two) of depinside target directors decreases the
change in market to book. With respect to theewig on the change in return on assets,
blockholding of departing inside bidding directdecreases the change. While departure of the
target firm CEO reduces the change in market tklaomal departure of the target firm Chairman
reduces the change in return on assets. Hencetdepappears to imply consequences that may
have predicated dissent and departure due to diSsen

The following examination of retention amongsggrdirectors represents both an
advancement in the assessment of the robustnes®omerger related results and a new
analysis of additional information (specificallyrettor specific characteristics such as CEO
experience, other board experience, internatioxadmence, government experience, and
measures of retireméhchosen based on evidence from prior researctoardttompositiof.
In addition, given the paucity of knowledge aboulding director retention, applying a similarly
comprehensive analysis to bidding directors is als@nificant and new contribution. Further,
examining post-merger firm performance with respedepartures represents a new approach to
the analysis of the dynamics of post-merger directt@ntion.

" There is almost a form of market efficiency at tesre if factors that influence changes in reamrassets also
explain changes in market to book (which reflectkagaireturns).

8 Harford (2003) finds age is not significant whlecher & Campbell (2005) find age is significantlietermining
target director retention. Harford is looking atéover attempts among industrial and service firBscher &
Campbell are looking at consummated mergers amangsh However, the difference in the data betwhenwo
may not be driving this result but rather age rvisg as a proxy for retirement.

° On CEO experience see Fich (2005). On other bexpdrience, see Li and Ang (2000), Ferris andrizthan
(2001), Ferris, Jagannathan, and Pritchard (2G0&@)is and Shimizu (2004), Perry and Peyer (2088, Fich and
Shivdasani (2006). On international experience,3aily, Certo, and Dalton (2000).



2. Literature Review & Hypotheses

Three recent papers that examine post-merger loastruction warrant special
attention in the context of this paper. Harfor8(2) focuses on monitoring and ex-post settling-
up in a takeover setting. Davidson, Sakr, & Nia@Jd4) focus on negotiation strength of the
target firm and board. Becher & Campbell (200%u®on director self-interest and governance
efficacy in negotiation of a merger.

Table 1 summarizes Harford (2003), Davidson, &28l04), and Becher & Campbell
(2005). In addition, Table 1 notes how this papeonstructed relative to the other papers. Not
listed in Table 1 is the less closely related brtod Keys and Li (2005). Keys and Li examine
successful tender offers to determine what hapfmeastside directors (of target firms) who are
notretained by the post-merger firm. Keys and Ldfthat, amongst 129 tenders of firms with a
value of $100 million or more, new appointment®ofside target directors after the merger are
roughly three times more likely amongst directdiat serve as an outsider on a board other than
the target, versus outside directors who servenbntbe target board. Keys and Li also find
weak evidence that target firm size and pre-megpgeiormance reduce the likelihood of post-
merger appointments at other firms, while evidesdronger that target board independence
and tenure positively influence the likelihood ospmerger appointment at other firfs.

Harford (2003) examines the financial impact od Hre subsequent appointment
likelihood of outside directors of firms targetext ficquisition. His analysis looks at Fortune
1000 firms receiving takeover bids between 1988%8fll. The financial impact for target firm
outside directors is negative with outside direxiess likely to serve on new boards following
the takeover attempt, whether the acquisition saser fails. Harford finds that retention on

the post-merger board of target outside direc®tlikely following a successful acquisition

19 Keys and Li (2005) make two interesting pointg this paper can help clarify.

First, Keys and Li note that the negative influeio target size on future appointment may be duwegelf-
selection bias (outside directors of large targe¢smore selective) or a size bias (appointmerd ptivate firms
are excluded). An alternative explanation is #rabut of sample bias exists. Specifically, passible that the
most desirable outside directors serve on the Isaafrthrge target firms and are in fact retainestymerger while
those directors serving on the boards of smaltgetdirms are less desirable and often must depart

Second, Keys and Li suggest that the positiveigmfte of a larger target board size on future ayppint
may be due to the ability to distribute blame foopperformance that leads to a merger or acquisitiore widely.
This suggests that the perception may lack substavitereas substance likely leads to such a pé&oeptVith
larger boards the probability of shirking (or pgditinctioning committees) likely increases as thenbher of board
members increases. Hence, the level of deviatiogsality and professional experiences is likalyhier in boards
of a larger size. In other words, the distributadrattributes such as quality may significantlffeti between small
and large sized boards.



and that only positive performance of the targairgo the announcement of an acquisition
plays an important role in determining future seevas an outside director on other boards. In
terms of insiders, Harford finds that pre-bid periance, share block-holders, and service as
CEO increase the likelihood of retention on thetyfakeover attempt board, while acquisition
hostility, acquisition by a private or foreign firmnd merger success reduce the likelihood of
retention on the post-takeover attempt board. dtdr€oncludes that his results support the ex-
post settling-up hypothesis of Fama (1980) by mptirat, in his analysis, directors terminating a
bid for pecuniary reasons appear to harm theirtegjom in terms of future board seats.

Davidson, Sakr, & Ning (2004) examine the relatitip between retention of target
directors and target firm size and performancetargkt board structure. Evidence indicates
that insiders of relatively smaller market valugytds are less likely to serve on the post-merger
board. In addition, small percentages of insidersarget boards reduce the likelihood of post-
merger board retention. For target outsiders,drigblative market value of the target also
increases the likelihood of post-merger board teian Davidson et al. surmise that their results
support the hypothesis that bargaining power detesspost-merger board construction and that
bargaining power is a function of whether the merga form of disciplinary control or whether
the merger is a form of strategic alliartée.

Becher & Campbell (2005) examine the influencéaoget premium on post-merger
board service amongst target directors. As tgyganhiums increase, the likelihood of director
retention decreases suggesting that directors pttentompensate for the loss of their board
seat and any potential reduction in post-mergerdmoapital (including seats on other boards).
However, Becher & Campbell find that high individlshare ownership amongst directors does
increase the likelihood of post-merger board sersgitggesting that support or cooperation
among such directors merits additional compensatidre data set is composed of 146 bank

™ In a somewhat different vein and prior to Harf¢2803), Brown and Maloney (1999) examine acquisitio
performance given the acquiring boards’ mix ofdess and outsiders, turnover amongst insiders atsiders,
stock-holdings, firm size, board size, target fetock performance, and percentage of acquisitiae graid in cash.
Brown and Maloney find that high inside directommver and low outside director turnover amongguaers is
associated higher acquisition announcement retufhg evidence, Brown and Maloney note, suggésiisdutside
directors choose to exit the board when they peeciieir influence over acquisition decisions omagerial
execution to be weak. This result is in keepinthwlace (1971) and Jensen (1993) in suggestingptitatde
director exit is a less costly alternative to replment of, or to challenging, problematic managers decisions.
12 A limitation of Davidson, Sakr, and Ning (2004 )& choice to use an endogenous variable repiegent
ownership in the post merger firm, versus the ah@icboth Harford (2003) and Becher & Campbell E06f using
targetshare ownership artdrgetblockholders as variables. In each paper, thiabikas representing share
ownership are often significant.



mergers during the period 1990 to 1999. Becheragnfbell argue that these results are support
for a hypothesis that directors bargain out of-seHrest first and that only alignment of director

interests with shareholder interests leads to edieef efficient corporate governarte.

A. Hypotheses

Since Fich (2005) finds that markets appear totrizaorably to the appointment of
outside directors with CEO experience under noroatlitions, one might conclude either that
such a choice is likely favorable in the unusuaduanstances of merger or acquisition or that
such circumstances make such a choice either uniemgar unfavorable. How the latter may
occur is if other factors significantly outweighetimfluence of CEO experience. For example,
ownership in the firm, title of the director if thare an employee, and experience on multiple
other boards as a director may make CEO experiesmgmnificant.

Hypothesis 1: Pre-merger directors with CEO expareeare more likely to be retained

by the post-merger board of directors when coninglfor firm and transaction

influences and when segregated by insider andaertsind by bidder and target.

Li & Ang (2000), Ferris & Jaganathan (2001), Ferdaganathan, & Pritchard (2003),
and Harris & Shimizu (2004) all document signifitdifferences between directors who serve
on a single or no other board and those who sarvaudtiple boards in the context of board
construction. Such results suggest that servieedaector on other boards may factor into the
retention or departure of pre-merger directorshenpost-merger board. Two possible and
opposite outcomes may occur. First, retention owyr because of the expertise and the clear
signal that multiple board service entails. Ocosel, departure occurs because of the extensive
pre-existing commitments that multiple board sexwatails and increasing demands associated

with merger post-merger activitié$.

Hypothesis 2: Pre-merger directors with other (aultiple) board experience are more
likely to be retained by the post-merger boardioéators when controlling for firm

13 As suggested in Davison, Sakr, and Ning (2004)nbuargued in Becher and Campbell, 2005, itamipble that
target premium represents a measure of acquirérotaf the target firm post-acquisition. Saidfdiently, low
target premiums represent an attempt at cooperetineol of the target firm while high target premmis represent a
shift of total control to the acquirer.

14 This second outcome seems less likely. Mergkedylirequire significant commitments from board niems

prior to closing and so director departures dueutside commitments after the closing implies fhadt-merger
demands are much higher than pre-merger demandisemtors.



and transaction influences and when segregateasiger and outsider and by

bidder and target.

Both of the previous hypotheses are heavily basegrior results on board construction.
This next hypothesis is as well but in a more ieclimanner.

Positive market reactions to the appointment ¢$ide directors with CEO experience or
service on multiple (other) boards suggests theth sirectors positively influence the
performance of the firm post-appointment. If at@nship between certain directors and post-
appointment firm performance does exist under nbomneumstances, then such a relationship

between certain directors and post-merger appomitfiren performance may exist as well.

Hypothesis 3: Characteristics of inside and outgidectors, departing and retained,
from bidding or target firms influence future perftance when controlling for other
variables.

4. Data & Methodology

To address differences in the negotiating powedrexpertise of directors due to the role
of relative size of merging firms in the samplegkx firms are sought in the construction of the
sample. Further, mergers and acquisitions exananedonstrained to those involving large
firms and other publicly listed firms. Requiringms be publicly listed ensures that data
accessibility and sufficiency issues are limited #mat differences associated with board service
amongst private firms are not introduced. The daraplarge firms comes from the Forbes 500
annual study of public firms.

Forbes prepares four lists for their annual FoBf#sissue. The four Forbes 500 lists are
by market value, sales revenues, total assets;@pdrate profits. Only firms aall four Forbes
500 lists in the same year, during any year witheperiod 1997 to 2002, are eligible to be
included in the data sét. If a firm is eligible and merges during the perit997 to 2002, then
the records within the data set represent the tireéor both pre-merger firms and the surviving

directors of the post-merger firm. There are 1&tgars (262 companies) during the period

1> Agrawal and Walkling (1994) use a similar methadyi to collect a sample of 182 firms involved imaisitions
during the period 1980 to 1986 for studying exaeutompensation and careers around takeovershaftime,
Agrawal and Walkling note, the four lists were carsed of roughly 800 firms. From 1997 to 2002, fthe lists
contain 1460 firms. Requiring firms to appear dricur lists for at least one year during the pdrbrings the
number of firms to 438. Of the 438 firms that agupen all four lists only 109 appear on all fowtdi for all six
years in the sample. Between 228 (2000) and 2997(1firms appear on all four lists in a single ypatween 1997
and 2002.



1998 to 2002 involving firms that appear on allrfbsts during the period 1997 and 2002 after
excluding firms that merge with a foreign partn&s)(and firms with data sufficiency problems
(4). Of the 131 mergers, 45 involve financial s&gs firms (banks, brokers, or insurers) and 15
involve utilities (water, natural gas, or electiycgeneration or delivery). Merger terms include
10 all cash, 19 mixed cash and stock, and 102adksleals amongst the 131 mergers. Of the
six mergers described as hostile, five were ingalstrergers and one was a financial merger.
While of eight mergers involving multiple firms loishg for the target, five were industrial
mergers and three were financial mergers.

Data for board member characteristics comes frabtographies provided within proxy
statements filed with the Securities and Exchang@@ission’'s EDGAR system. Firm
financial statement items come from the annualntspad the firms available through Research
Insight (COMPUSTAT). Announcement dates, mergg@rayal dates, and merger completion
dates come from LEXIS-NEXIS news searches. Cofilons of closing announcement dates,
which are not always publicized, come from CRSRXgmining when reporting ceases.

Mergers involve three important dates. First,gees usually have a formal
announcement associated with a submitted bid emaehher been accepted or rejected by the
target’s board of directors. This will be refertedas the announcement dae,$econd,
mergers usually require shareholder approval. Rewelue to regulatory or legal matters,
mergers do not always close on the same day thattsbiders vote their approval. Hence, a
third date, the merger completion dateusually marks the end of the merger process. The
merger completion date is usually when the shafrésedarget cease trading and an
announcement is made that the merger transactmmgpleted.

When measuring transaction and target or biddaracieristics, many of the definitions
are based on values at the announcement date orettyer completion date. For example,
Target premium is measured as the equity markeewvaf the target at the merger completion
date (f) relative to a six-week average of market valighteveeks prior to the announcement
date (t) of the merger 70 to {~40). Market values of equity are measured eigiaks prior
to the merger announcement@0) or eight weeks after the merger completigrd@). Since
relying on just one date runs the risk that a $icgmt news event influences the observation,
average market values are used and are calculased lon a thirty trading day window eight

weeks prior to the merger announcemep{/@ to (—40) and eight weeks after the merger
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completion (§+40 to t+70). Measuring pre-bid performance is by cumu&agquity return from
t—120 to 1~41. Relative Size is measured as the averageeinaalue of equity for the bidder
divided by the average market value of equity lfar target.

Pre-announcement assets and book value of biddetaeget come from the last 10Q or
10K filed prior to the announcement of the mergeost-completion assets and book value of
the successor firm come from the first 10K fileteathe completion of the merger. The choice
to use post-completion assets and book value fhenfirtst 10K reflects the expectation that
merged firms are more likely to recognize charde ahd merger related costs as part of
preparing their audited annual statements. Unfatiely, by using the first 10K, it is possible
that a significant amount of time may lapses betwbe completion of the merger and the first
10K. However, since not all mergers reach comghegjuickly, it already is possible for a
significant amount of time to lapse between annearent and completion, which means that the
sense of precision from using the first 10Q or 10&y be artificial, especially in light of the
idea that merger related write-off may not be rexogd until the next 10K. Return on assets is

measured pre-bid and post-completion using 10K#i®isame reason.

A. Summarizing the Data Set

Panel A of Table 2 breaks down the dataset wipeet to bidder and target director
service on post-merger boards classified by firpetfindustrial, financial, and utility).
Interestingly, less than one in five mergers ineahone of the target directors serving on the
post-merger board. Further, it appears that rgughé in twenty mergers involve both the
retention of all bidding directors and the dismisgaall of the target directors. In terms of
significance, examining Panel A, with the exceptbihe frequency of two-digit SIC matches
among utilities, there does not appear to be sstatly significant difference when looking at
the different firm types (industrial, financial,antility) regarding post-merger service.

With respect to retention, target directors agaisicantly less likely to serve on the post-
merger board than bidding firm directors. Perhapsore surprising result is that the frequency
of target director retention in the sample of faper is significantly higher than that found in
previous studies (also listed on Panel A of TaBleThis suggests that relative size differences

play a significant role in either bargaining powerdirector expertise or both.
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Panel B of Table 2 presents summary statisticthibidders, the targets, and the
transaction by firm type. Ultilities significanttyiffer from the industrial firms in the sample only
with respect to the bidder’s market value of eq(jie-merger), which is on average smaller
than that of the industrial firms. Financial firsignificantly differ from the industrial firms in
the sample with respect to total assets (pre-meegel the presence of a block-holder for both
the bidder and the target. Both bidder and targanhcial firms are larger in terms of total assets
and have fewer block-holders than the respectigastrial firms in the sample have. Financial
firms also differ significantly from the industriifms with respect to their larger average
relative size as measured by bidder to target.

Looking at previous studies, with respect to indakfirms, the firms in Davidson et al.
(2004) are significantly smaller and the relatiimef bidders to targets is much larger than the
sample collected for this paper. In a recent sugigg a large-firm oriented sample associated
with merging firms, Hartzell et al. (2004) examir839 acquisitions by large industrial firms
during the period 1995 to 1997. The Hartzell esaldy, which focuses on CEO careers, has a
median bidder to target ratio of 3.15 while thisdst has a median bidder to target ratio of 2.50.
The size of the bidder and the target industriahgiin this study are on average 7.8 times the
size of the firms in Hartzell et al. With the respto financial firms, the banks in Becher &
Campbell (2005) are significantly smaller then skngollected for this paper but the relative
size relationship seen is comparable.

Panel C of Table 2 displays summary statisticglii@ctors in the data set segregated by
insider and outsider status and by bidder and tamgenbership. As previously noted, retention
of insiders and outsiders serving on the boardrettbrs of the bidding firm is at a significantly
higher level of frequency than insiders and outsigerving on the board of the target firm. This
data set appears to differ in retention rates frtarford (2003), Davidson, Sakr, and Ning
(2004), and Becher and Campbell (2005) in terntsigifer levels of target director retentith.
Statistics regarding director characteristics doappear to differ significantly from evidence
from prior research.

In terms of employee director characteristics,dP@nof Table 2 indicates that, within the

data set, the frequency of other board servicaglers significantly differs between the bidders

' Table 1 presents the levels of retention in thierred to articles. Only outsider retention ofdeds in Davidson,
Sakr, and Ning (2004) is not statistically differémom the data in this data set. All other leviated are
statistically different at the 1% level.
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and the targets. In addition, it appears thafrénguency of new employee directors is higher
amongst bidders. These findings suggest that bibed service experience amongst employee
directors is sensitive to firm characteristics #mat target firms may anticipate acquisition and
avoid new employee director appointment as a respoAlthough, it is possible that bidders
appoint new employee directors in anticipation aflasitions.

Turning to the characteristics of outside diregtétanel C of Table 2 indicates that other
board service, CEO experience, and internationa¢mance is significantly more common
amongst bidder firms. Given these findings, ppassible that higher outside director retention
amongst bidder firms is attributable to differensesxperience characteristic between bidder
and target firms. Interestingly, government exgece levels are nearly identical between bidder
and target firms, which suggests that governmepg¢ance, while likely important in different
contexts, is likely irrelevant in the context of mpers and acquisitionts.

B. Methodology

The methodology applied in the analysis of thedat hypotheses 1 and 2 is logistic
regression. In these regressions the dependaablears a dummy variable which represents
whether a director is retained (1) or departs §0& aesult of the consummation of the merger of
two firms. Regressions are grouped into four aatieg based on whether the director serves the
bidder or the target and whether the director ismployee (insider) or a non-employee
(outsider). Table 3 presents the format of this &md notes how this test differs from Table 6 of
Harford (2006) which represents the most closetpaated study in this area. In addition, this
table notes predicted signs including positive sifpgnt CEO experience and other board service.

The format for these regressions is shown in eqonfi).

Retention(0,1), = a + B(TRX,) + B(DIR) + B(TAR,) + B(BID,) + B(IND )+ ¢ (1)

where:

TRX = Transaction Characteristics
DIR = Director Characteristics
TAR = Target Firm Characteristics
BID = Bidding Firm Characteristics
IND = Industry Controls

1" Examining this further using firm types (financiatility, and industrial) is possible and is probaa fruitful
exercise.
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Five categories of variables are employed inrnigdtiirector retention. Firstransaction
characteristicsare included. Transaction characteristics are lbmary variables, which indicate
whether the merger was hostile, involved multiptiders, involved an all cash payment, or
involved an all stock payment at consummation efrtterger. In addition, the target premium is
used as a transaction characteristic. Sedatire;tor characteristicare included. Director
characteristics are binary, except for age, teanteshare ownership, and include other (outside)
board service experience, CEO experience, intenmatexperience, government experience,
firm title (if applicable, CEO, Chairman, or botijpck-holders present, and age within range of
retirement (specifically age greater than 61 ye&rghird and fourthtarget and bidder firm
characteristicsare included. Target firm characteristics inciidee pre-bid performance,
bidder to target size, target outsider percentage whether the target's CEO is Chairman of the
board. Bidder firm characteristics included amder outsider percentage and whether the
bidder's CEO is Chairman of the board. Finatlgntrol characteristicare included. Control
characteristics are four binary variables, whiaficate whether firms are financials or utilities
and whether the merging firms match with respe@&I codes at the two-digit or the four-digit
level.

The methodology employed in the analysis of thetqpeerger performance data of
hypothesis three is OLS regressions. Regressiensegregated by whether directors are from
the bidding or the target firm, whether the direcsoretained or departs, and whether the director
is an employee or an outsider. In these regressiba independent variables are the same as
those used in testing of director retention anddéygendent variable is either change in return on
assets (profitability) or change in market to bggiowth opportunities). Table 4 presents the
format of this test. In addition, this table nopesdicted signs including a negative sign for
ownership, block-holding, CEO experience, and mldtother board experience for departing

board members. The format for these regressiostson in equation (2).

8 Wulf & Singh (2006) define proximity to retiremelésed on an age greater than 60. Other reseatoband
construction has used similar measures (an eddyerce is Hermalin & Weisbach, 1988). The chaicase
greater than 61 years for retirement reflects trezae age of outside directors falling at justva&b@0 years and the
average insider age of approximately 56 yearstingghe age of retirement proximity below the ag® age of an
outside director and less than 5 years after tkea@e age of an insider seemed inappropriate.

14



ﬁg (or AROA); = @ + B(TRX;) + B(DIR,) + B(TAR) + B(BID;) + B(IND;) +¢  (2)

where:

TRX = Transaction Characteristics
DIR = Director Characteristics
TAR = Target Firm Characteristics
BID = Bidding Firm Characteristics
IND = Industry Controls

Tests of hypothesis three analyze the change rkento book and the change in return
on assets. Both changes for target firms anditttifg firms are analyzed. The change is
defined as the beginning ratio less the ending.rafihe beginning ratio is based on data 30 days
prior to the first announcement by the winning l@ddThe ending ratio is based on data one
year after the completion of the merger (in sonsesathe date of the approval of the merger is
used as no formal announcement of the completidheomerger occurs, which often happens

when the approval represents the actual complasam regulatory hurdles remain).

5. Results
A. Director Retention & Characteristics

Table 3 presents the results of tests of hypothésmnd 2. In these tests, the dependent
variable is an indicator of retention on the postrger board and the independent variables are
the characteristics of the transaction, the dirsctine bidding firm, and the target firm.

With respect to hypothesis 1, that pre-mergerctiirs with CEO experience are more
likely to be retained by the post-merger board,aweence rejects this conclusion except in the
case of target outside directors. Retention afgett outside director appears to increase
significantly with CEO experience. The only otlsegnificant factors influencing the retention
of target outside directors relate to the charasttes of the two firms merging and the merger
transaction.

However, employee directors that serve as ChairmanCEO of either the bidding or
the target firm are significantly more likely torge on the board post-merger. Interestingly,
employee directors of the target that serve edlseéhe Chairman or the CEO are also
significantly more likely to serve on the post-margoard while this is not the case for
employee directors of the bidder who have the s#ies. In conjunction with evidence that

bidder employees reaching an age associated vitement significantly reduces the likelihood
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of retention, these results suggest that succepams involving target employee directors
replacing retiring bidder employee directors areundng within the data set.

With respect to hypothesis 2, that pre-mergerctlins with other board service
experience are more likely to be retained by the-pterger board, the evidence rejects this
conclusion only in the case of target outside dimec Retention of a director appears to increase
significantly with service as an outside directarroore than two boards. Interestingly, the
evidence suggests that serving as an outside alirectone or two boards is inadequate to ensure
retention after a merger for all directors of theéder or the target. Interestingly, retention of
new outside directors of the bidding firm, who Bkely to serve on less than three boards, is
highly likely. Frequent retention of new outsideedtors of the bidder suggests that contracting
or transaction costs associated with recruitingrata@ining new directors are quite high and that
some efforts are made to ensure that the investmemw directors is allowed to flourish.

Keys and Li (2005) find that future appointmenit®wotside target directots an outside
board subsequent to a merger, are influenced positivglgirector tenure and an other board
service measure. Table 3 does not match thesksradien examining target director retention
by merging firms This result may purely be attributable to thiéetlence between the
subsequent appointment to an outside firm afteeayer of director who is not retained post-
merger and the retention on the post-merger bolaiid.also possible that the variables of other
board service and director tenure proxy for CECeeience.

Looking at Table 3 the evidence is consistent étdr{2003) with respect to target firm
CEO retention. Ownership and blockholding (in lded) also appear to suggest consistency in
results. Harford’s evidence indicates that tapgetbid performance measured by industry
adjusted ROA over the prior four years is significaHowever, Table 3 measuring target pre-
bid performance in terms of increases in the marékte of equity (over a six-week period,
eight-weeks prior to the merger announcement) isignificant.

Harford’s only significant and positive term inarining retention of outside target
directors is the intercept. On Table 3, CEO exgrex¢ and the percentage of outside directors of
the bidder are both significant and positive wibpect to target outsiders. Finding that CEO
experience is significant supports the Fich (2C05ument that CEO experience is perceived
and is likely to be desirable amongst those gibhenrésponsibility to evaluate the performance

of a CEO. The percentage of outside directorgritndeems consistent with Hermalin &
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Weisbach (1988) findings regarding the role of tragable with respect to outside director
appointment.

Davidson, Sakr, and Ning (2004) find evidence thatpercentage of target employee
directors on the board of the combined firm is g&festo the relative size of the firms and to the
percentage of target insiders on the board ofatget firm. Interestingly, evidence regarding
target employee director retention on Table 3 amedind these variables, in the form of bidder
to target size and target outsider percentageg wdnificant. However, relative size of the firms
engaging in a merger is positively significant atermining the percentage of outside target
directors serving on the post-merger board accgrairDavidson, Sakr, and Ning (2004) and
this result is consistent with Table 3 (allowing &osign reversal owing to an inverted variable
definition).

Becher and Campbell (2005) find evidence thateadgector retention amongst banks is
significantly influenced by the target merger premj the ownership of the individual director,
the relative size of the firms, and the directag® (in the case of outside directors only). With
respect to employee directors, Table 3 evidenoalis consistent with respect to the ownership
of the individual director but since Becher and @aell segregate CEO and Table 3 does not, it
is possible that this is the source of the incdasisy. Perhaps more inconsistent is that Becher
and Campbell find a significantly negative intercapsociated with target CEOs while Table 3
has a positive coefficient for target firm CEOs.hiW the difference, which suggests non-
retention in one case and retention in the othay; be attributable to differences between banks
and a cross-section of large firms including indaid, financials, and utilities, such a conclusion
in the absence of further evidence cannot be drawn.

With respect to target outside directors, Beclmer @ampbell’s findings are consistent
with Table 3 for target premium and for relativees(the sign is reversed as the measure is
inverted). However, Becher and Campbell find dmeage and ownership are significant while
Table 3 does not support these findings. It isids that the difference in results is due to the
additional measures of director experience or dudifterences in the data sets (banks versus a
cross-section of large firms including industridisancials, and utilities).

B.1. Post-Merger Performance & Director Retention - Outsiders

17



Table 4 has two panels. Panels A and B prekennhfluence of outside director
retention and departure on firm performance. PAralesents bidding firm directors and Panel
B presents target firm directors.

Looking at bidding outside director characterstm Table 4 Panel A, director departure
positively influences firm profitability performaaavhen outside directors with international
experience depart. This result suggests thateparting of bidding directors with international
experience may indicate a resolution to an exigtmaditability problem.

No clear evidence of bidding outside directorsatepg based on dissent appears within
the results. This finding implies that directorlsandissent with the bidder’s choice to merge exit
the bidding firm either before or after the mergecurs. In cases where the time between target
selection and merger completion is lengthy, itksly that dissenting directors exit well prior to
the announcement of a merger or acquisition.

Interestingly target CEO power (duality) and @tk payment do appear to negatively
influence profitability when outside bidding direcs depart. CEO power may have less to do
with dissent and more to do with operational profdet the bidding firm which may have led to
the merger in order to bring in new management frioentarget. While cash payment may
reflect issues with the investment opportunityasetilable to the bidding firm.

Looking at target outside director characteristinsTable 4 Panel B, director departure
negatively influences firm profitability performamevhen outside directors with international
experience depart. This result suggests thatdparting of target directors with international
experience may indicate an expanding profitabpityblem. Growth opportunities are
negatively influence by the departure of targesinlg directors with significant ownership, and
are new to the board, while positively influencedimited other board service experience.
These results suggest that outside target direbmeholdings positively influence firm growth,
possibly due to participatory incentives and incenalignment. In addition, the results suggest
that experienced outside target directors withtkehiother board experience are perceived to be
less influential in developing firm growth opporities while new board members are likely
chosen to address current concerns at the targeafid thus their departure is seen as a
potential abandoning of those current concerns.

Looking at target outside director characteristinsTable 5 Panel B again, director

retention negatively influences firm profitabiliperformance when outside directors served on a
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target firm with a block-holder. This result sugtgethat the credibility or monitoring ability of
the outside director may be attributed to the pres®f block-holders and hence the beginnings
of a profitability problem. Growth opportunitieseanfluenced negatively by the retention of
target outside directors with less than a yeaeofise to the target board prior to the merger.
This result suggests that outside target direetatts limited experience are unlikely to influence
positively firm growth. In addition, outside tatglrector age and service in the presence of a
block-holder positively influence growth opportued, which suggest that experience in general
and with block-holder present in particular aredi@ble signs regarding growth.

B.2. Post-Merger Performance & Director Retention - Insiders

Table 5 has two panels. Panels A and B presennfluence of inside director retention
and departure on firm performance. Panel A presaidding firm directors and Panel B
presents target firm directors.

Looking at bidding employee director charactecstin Table 5 Panel A, director
departure negatively influences firm profitabilggrformance when target directors who served
on a firm with a block-holder depart. This resuly indicate that service experience as an
employee director in the presence of a block-haldeeases director effectiveness on
profitability issues. Growth opportunities are piesly influence by the departure of bidding
employee directors with significant ownership amiginational experience. These results
suggest that director shareholdings can advers#éilience firm growth, possibly due to risk
aversion, and that international experience maybst desirable when firms are struggling with
growth. An alternative explanation may be thatrdaserving employees with extensive
ownership are likely to be senior officers and ttligipartures are perceived as a commitment by
the board to aggressively pursue new growth oppads.

Looking at bidding employee director charactecstin Table 5 Panel A, director
retention negatively influences firm profitabiliperformance when directors with international
experience are retained. This result may indittegeinternational experience amongst
employee directors is desirable when a board’sctibgeis to improve declining profitability
through internationalizing operations. Growth opipoities are positively influence by the
retention of bidding employee directors with lingitether board service, which suggests that

director service experience is a source of ideafirfa growth.
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Looking at target employee director characteisstic Table 5 Panel B, director departure
negatively influences firm profitability performamevhen the target director served as the firm’s
Chairman. This result may indicate that a spatliership structure increases profitability and
that eliminating the target firm Chairman decreasfésctiveness on profitability issues. Growth
opportunities are positively influenced by the déypr@ of target employee directors with limited
other board service, while negatively influencedhy departure of target employee directors
with extensive other board service. In additiorovgh opportunities are negatively influenced
by the departure of target CEOs and the deparfuteextors who served on a target with a
block-holder present. These results suggest giahsive director experience with the firm or
through serving other firms can favorably influericen growth, especially when experienced
with the monitoring influence of a large block-hetd

Looking at target employee director charactesstioc Table 5 Panel B, director retention
negatively influences firm profitability performamevhen directors with long director tenure or
with less than a year of tenure are retained. fdsslt may indicate that new or seasoned
experience amongst directors is desirable wheraedtsobjective is to improve declining

profitability.

C. Post-Merger Performance & Target, Bidder, and Transaction Characteristics

Higher target premiums on Tables 4 and 5 sigmfigancrease the value assigned to
growth opportunities when bidding directors arairetd and when target outsiders depart.
Interestingly, growth opportunities significantlycrease whether a target employee director
departs or remains as target premiums increaseseTliesults are consistent with the construct
that the target premium paid influences or reprisséne level of corporate control the bidder
attains post-merger.

Return on assets generally increases significavittya higher target premium, except in
the context of analyzing target employee directatsre the value is significant and negative.
This result implies profit opportunities are acdahacommunicated in the target premium as a
premium for growth and profitability is paid by blers for the target. However, evidence seems

to suggest that target premium is a significantalde that is independent of retention (or
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departure) when examining the change in ROA. Tbétability result is consistent with the
idea that less profitable bidders seek more piuifitéargets for acquisitiorts.

Hostile transactions appear to increase returassets significantly when the removal of
bidding directors occurs and appear to decreagenren assets significantly when outside target
director are retained. Generally, this suggestshibstile transactions require the dismantling of
governance structures at the target but also smmsition within the bidder to produce
profitability.

All stock payments appear to improve significaméyurn on assets regardless of which
director is retained while all cash payments appegenerate mixed and significant reactions in
terms of return on assets. Some of the accoufdmal stock versus all cash transactions
doubtlessly plays a role in this result. Howeveere may also be a difference in managerial
behavior regarding a need for an immediate impaceturn on assets when equity rather than
cash is the mode of payment. Interestingly, graygtportunities appear to react in a significant
and positive way to all cash but not to all stoelgmpents. Perhaps, a perception of credibility or
conviction is associated with cash payments, mothan equity payments, or such deals are
more associated with purchasing of higher, ratha@n tomparable, growth opportunities.

Target CEO service as Chairman of the board giyeygpears to be associated with a
decline in return on assets post merger and araserin growth opportunities. Such a finding
suggests that splitting of the CEO and Chairmapaesibilities is a response to poor
performance and hence fast growing and profitaluéd| (performing) companies do not split the
CEO and Chairman responsibilities.

Target outsider percentage appears to influenseiyaly post-merger profitability and to
influence negatively growth opportunities. Thesgultts suggest that pre-bid growth
opportunities are generally not associated witigh percentage of outsiders on the target board
but that profitability generally is associated wétlhigh percentage of outsiders on the target
board. Said differently, the monitoring and theid®n making process of a board appears to
take different forms based on the level of profitgband the rate of growth of the target firm.

High pre-bid target performance is associated witlegative impact on profitability

when target outside directors depart and a negaigact on growth opportunities when target

19 Just as a reminder, the change in ROA for taigetseasured as the target ROA pre-merger lesthéioed
firm ROA post-merger. While the change in ROA lfidders is measured as the target ROA pre-mergsitie
combined firm ROA post-merger.
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employees depart. While it is possible to interphes result as a mistake by the board of
directors in not retaining the target directorsigh pre-bid performing firms, it is more likely
that these firms are acquired for their high le#lprofitability and desirable growth
opportunities by firms with lower levels of profiidity and less desirable growth opportunities.

Industry variables indicate that retention of diogs associated with a close match (4-
digits) is associated with declining growth oppaities while the departures of directors in a
close match are associated with increasing groppodunities. Interestingly, the opposite is
true when considering a relatively close matchiffts). These result suggest that retaining
talent in the same industry implies that the mevgas in part to acquire talent in order to
improve the performance of the bidder. Wheredajmiag talent in a related industry implies
that the bidder acknowledges limits in their capasito manage that related industry.

Relative size appears significant only in the eahbf retained bidding outsiders and
departing target outsiders. In both cases, ra@atixe influences growth opportunities.

Firm size as measured by pre-bid assets and grieelok both positively influence
retention of outsiders. This finding suggests thaierienced outside directors with service
experience on the boards of large firms are aaasicommodity. In addition, this finding

explains a little more about the weak relative $izéing associated with outside directors.

6. Conclusions

In this study evidence of sensitive consideratmpost-merge board construction is
found. According to the results presented heeptiobability of target outside director retention
is higher amongst those directors that have CE@réxqce than not, which is not surprising
given the results of Fich’'s (2001) work. Amonggtding outsiders, however, other board
service on more than one or two other boards iseiethe probability of retention and this is
found for target insiders as well. Amongst ingilitectors, bidders with the dual role of
Chairman and CEO have high probabilities of retanéind targets who serve as CEO,
Chairman, or both also have a high probabilityaténtion.

This study also finds evidence that suggestspbst-merge board construction
influences profitability and growth opportunitiemterestingly, the characteristics of outside
bidding directors appear to be of limited influendaile the characteristics of outside target

directors and the employees of both the targetlamdidder influence profitability and growth.
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Departed target employees appear to be associdtedignificant decreases in growth
opportunities suggesting that either low growthdeics acquired high growth firms or removal of
target employees may hurt post-merger performance.

No evidence of bidding outside directors deparbaged on dissent appears within the
results. This finding implies that directors whesgnt with the bidder’s choice to merge exit the
bidding firm either before or after the merger asculn cases where the time between target
selection and merger completion is lengthy, itksly that dissenting directors exit well prior to

the announcement of a merger or acquisition.
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Table 1 — Summary of Literature & Contribution — MIDirectors Serve on Post-Merger Board

Author(s)

Harford (2003)

DS & N (2004)

B & C (2005)

This Paper

Population

Timeframe & Dataset

Average Target Size
Average Bidder Size

Target Insider
Retention Average
Target Outsider
Retention Average

Bidder Insider
Retention Average
Bidder Outsider
Retention Average

Hypotheses

Results

Target Directors

Takeovers: 1988-1991,
Directorships: 1991-94;
91 Fortune 100Qtargeted
firms; 860 directors in
Table 6

19.196***
(53 of 277)
9.9%***

(58 of 583)

Completed mergers
reduce retention and boa
service opportunities and
terminated mergers redud
board service and
opportunities for board
service. Decent prior
performance mitigates thi
effect.

Retention among outside
directors: positive
intercept, negative if take
private, merged with a
foreign firm, or merged.
Retention among insiders
blockholder, CEO, and
performance are positives
while hostile takeovers,
taken private, merged
with a foreign firm, or
merged are negative.

Target Directors

1996-1998;

96 Industrial or Service
firm mergersMerger Stat
Transactions

TMV = $839 Million
TMV = $11.4 Billion

19.58%***
(47 of 240)
10.88%***
(47 of 432)

96.77%%***
(240 of 248)
83.43%
(453 of 543)

Retention will depend on
dnegotiation strength
measured by relative size
eand performance (small
size, high percentage of
outsiders, and large
shareholdings among
s directors).

Similarity in firm size
influences post-merger

n retention of target firm
directors. High
percentage of target

: insiders also influences
post-merger retention
,among target insider
directors.

Target Directors

1990-1999;
146 Bank mergers;
Assets> $1 Billion

A=%$11.2I1Bn
A = $37Billion

11.40%***
(52 of 456)
11.23%***
(186 of 1656)

95.490* **
(487 of 510)
93.49%* **
(18390f 1967)

Retention will depend on
target premium and will
depend on share
ownership.

Higher target premiums
reduce the likelihood of
retention. High individual
share ownership increase
the likelihood of retention
Relative size and director]
age are also significant.

Bidder & Target Directors

1997-2002;

131 mergers involving a
firm on all four Forbes 500
lists

A=%$24.2B, MVE=$9.0B
A=%$47.0B, MVE=$25.4B

33.53%
(114 of 340)
29.17%

(332 of 1138)

82.08%

(284 of 346)
83.40%

(1052 of 1261)

CEO experience and other
board service increase the
likelihood of post-merger
retention among inside and
outside directors of both
target and bidder firms.
Post-merger departure and
retention of director
influences performance.

Retention:

1. CEO experience is

significant for target
soutsiders only.

2. Only other board service

(>2) is significant for bidder

outsiders and target insiders.

Performance Signs:

1. Positive: Departintarget
insiderswith other board
experience (1 — 2 boards).
2. Positive: Departintarget
outsiderswith other board
experience (1 — 2 boards).
3. Negative: Departing
bidder insiderswith any
other board experience.

4. Negative: Departing
target insiderswith other
board experience (>2).

Harford (2003), Davidson, Sakr, & Ning (2004), @&echer & Campbell (2005) are the three closestggied literature to this work.
Summarized below are the populations studied, tkate and the factors central to their examinatioa timeframe, and the data set
details. The last column summarizes this papérase same terms. *** Retention Average is sigaifitly different at the 1% level
between prior samples and this paper. Table 2Avslibe results of a more detailed industry basedpawison.
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Table 2 — Transaction Details of Mergers by Industr

Firm & Transaction Details All Firms Financials littes Industrials
Number of Mergers (N) 131 (100.0%) 45 (34.4%) 15.5%6) 71 (54.2%)
Bidder
Market Value of Equity (in Billions) 25.37 30.13 6.16" 26.04
(37.64) (44.71) (2.60) (35.65)
Total Assets (in Billions) 47.00 109.66 11.35 15.26
(96.00) (144.46) (4.32) (17.04)
Pre-Bid Performance 7.83% 11.10% 3.21% 6.65%
(17.63%) (14.46%) (10.48%) (20.15%)
CEO is Chairman 109 (83.2%) 37 (82.2%) 13 (86.7%) 9 (83.1%)
Block-holder (Yes) 84 (64.1%) 23 (51.1%) 8 (53.3%) 53 (74.7%)
Outside Directors 77.72% 79.52% 83.39% 74.33%
(14.59%) (12.57%) (7.61%) (18.58%)
Target
Market Value of Equity (in Billions) 8.98*** 8.87*** 3.96** 9.97***
(13.39) (11.88) (2.49) (15.31)
Total Assets (in Billions) 24.19** 54,543 ** 8.94 8.39**
(50.56) (77.46) (6.58) (10.22)
Pre-Bid Performance 6.54% 7.55% 4.74% 6.20%
(19.12%) (14.37%) (11.27%) (22.70%)

CEO is Chairman
Block-holder (Yes)

Outside Directors
Transaction

Premium

Relative Size of Equity

Relative Size of Assets

104 (79.4%)
94 (71.8%)

76.09%
(12.43%)

43.79%
(42.72%)

9.46
(29.63)

6.69
(19.22)

39 (88.7%)
26 (57.8%)"

77.18%
(12.18%)

38.97%
(37.02%)
17.99
(48.42)
13.14
(31.63)

12 (80.00%)
9 (60.00%)

79.26%
(8.64%)

35.78%
(28.51%)
2.74
(3.96)
2.24
(2.72)

53 (74.7%)
59 (83.10%)

73.70%
(15.79%)

47.86%
(48.11%)
5.40
(8.98)
3.59
(4.46)

This table presents market value of equity, tosakss, stock performance, and governance detaitmth the bidder and the
target firms. In addition, this table presentsttia@saction premium and the relative size of fimmerging. The last three
columns present data classified by industry. livials refer to firms that are not financials oitities. Figures in parentheses
are standard deviations with the exception of éive presenting the number of mergers, in which tiasse are proportions.
Total assets measures pre-merger assets. Preyifidrpance measures the cumulative stock returmdaet t-120 days to t-40
days, where t is the merger announcement dateatiRekize of equity and relative size of asset&lds the value for the bidder
by the value for the target. The market valueciity reported is the average value over the perit@ldays to t-40 days, where
t is the merger announcement date. The periodday® to t-40 days, represents an average overesiks, eight weeks prior to

the announcement.

& This number is significantly different at the 5ét¢l (or lower) from the corresponding number fatstrials.
** Significant at the 5% level, *** Significant ghe 1% level.
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Table 3 — Bidder and Target Director Charactemsstic

Director Characteristics Bidder Insiders  Bidder <lgrs Target Insiders ~ Target Outsiders
Total Number of Directors 346 1,261 340 1,138
Number of Directors Retained 284 (82.1%)** 1,052 (83.4%)** 114 (33.5%) 332 (29.2%)
Average Age (Years) 56.4 60.6 56.2 60.1
(8.6) (7.3) (8.4) (7.7)
Age > 61 Years 92 (26.6%) 623 (49.4%) 79 (23.2%) 2 @15.7%)
Director Tenure (Years) 8.4 8.1 9.6 7.7
(8.0) (6.9) (8.1) (6.6)
Ownership 1.60% 0.08% 1.76% 0.16%
(7.41%) (0.63%) (4.46%) (0.70%)
Other Board Service<(2) 250 (72.3%)** 1096 (86.9%)** 197 (57.9%) 927 (81.5%)
Other Board Service (> 2) 85 (24.6% )** 510 (40.4%) 45 (13.2%) 416 (36.6%)

CEO Experience

Int’l Experience
Gov't Experience
New Board Members

82 (23.7%) 622 (49.3%)**
36 (10.4%) 207 (16.4%)**
24 (6.9%) 201 (15.9%)
33 (9.5%)** 118 (9.4%)

CEO Retentioh
CEO Only
CEO & Chairman

16 of 18 (88.9%)**
100 of 107 (93.5% )***

70 (20.6%)

34 (10.0%)
23 (6.8%)

16 (4.7%)

13 of 24 (54.2%)
57 of 105 (54.3%)

495 (43.5%)
141 (12.4%)
7 (B4.7%)

92 (8.1%)

This table presents the characteristics of dirsattassified by insider or outsider and by biddetaoget. In
addition, this table presents data regarding CEéntmn. New board members are directors who appminted in
the most recent election of directors prior todh@aouncement of a merger. Asterisks indicatetiehumbers are

significantly different between the bidders and tdrgets.

@ Total number of CEQOs analyzed in this table dasssom to 131. Two target firms and one biddimmfdid not
have CEOs that served on the board of directaitseatime of the merger. One bidding firm was oedittiue to
insufficient data on their target firm. Four biddifirms engage in more than one merger withinstmae period.
These are Wachovia (2 mergers), First Union (2hdaet (2), and Regions Financial (5). In additiome bidding

firm had a CEO who shared the title of CEO with @t&irman of the Board.
** Significant at the 5% level, *** Significant ahe 1% level
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Table 4 — Bidder and Target Director Retentiorhi& Merger Data Set by Mergers, Directors, and limgus

Number of Mergers

All Firms Financials

Utilities

dustrials

Total Mergers

Industry & Firm
Two Digit SIC Match

131 (100%) 45 (34.4%)

101 (77.1%)

15 (11.5%)

37 (82.2%) 15 (100.0% )***

54.7%)

49 (69.0%)

Four Digit SIC Match 74 (56.5%) 25 (55.6%) 10 (66)7 39 (54.9%)
Targets

Only Outsiders Retained 27 (20.6%) 7 (15.6%) 30%9). 17 (23.9%)
Only Employees Retained 26 (19.8%) 8 (17.8%) 196.7 17 (23.9%)
No Directors Retained 22 (16.8%) 8 (17.8%) 2 (13.3% 12 (16.9%)
Both Insiders & Outsiders Retained 56 (42.7%) 2B 9%) 9 (60.0%) 25 (35.2%)
Bidders

All Remain 29 (22.1%) 8 (17.8%) 3 (20.0%) 18 (25)4%
Only Employees Depart 12 (9.2%) 2 (4.4%) 0 (0.0%) 0 (114.1%)
Only Outsiders Depart 63 (48.1%) 26 (57.8%) 8 (%3.3 29 (40.8%)
Both Insiders & Outsiders Depart 27 (20.6%) 9 (W0 4 (26.7%) 14 (19.7%)
All Biddersand No Target Members 7 (5.3%) 2 (4.4%) 1 (6.7%) 4 (5.6%)
Retained

Number of Directors All Firms Financials Utilities Industrials
Total Directors 3,085 (100.0%) 1,264 (100.0%) 2500(0%) 1,571 (100.0%)
Number Retained 1,782 (57.8%) 698 (55.2%) 154 ®).6 930 (59.2%)
Targets

Total Insiders 340 135 23 182
Total Outsiders 1,138 474 99 565
Insiders Retained 114 (33.5%) 41 (30.4%)*** 8 (34.8%) 65 (35.7%)***

Outsiders Retained

332 (29.2%)130 (27.4% )***

37 (37.4%) 165 (29.206 )***

Bidders

Total Insiders 346 129 24 193
Total Outsiders 1,261 526 104 631
Insiders Retained 284 (82.1%)" 108 (83.7% )**** 19 (79.2%)" 157 (81.3%)****
Outsiders Retained 1,052 (83.4%)" 419 (79.7%)**** 90 (86.5%)" 543 (86.1%)"

This table presents post-merger retention in terfitstal number of mergers and total number ofaloes. The last
three columns present data classified by indudtmglustrials refer to firms that are not financiatautilities.
Percentages presented in parentheses refer totéh@tmber of mergers or the total number of dnec In the top
half of the table, significance compares financ@lsitilities to industrials. In the bottom hafftbe table, an
asterisk (*) indicates that the percentage is figaitly different from the corresponding percemtag the industrial
data sets of Harford (2003) and Davidson, Sakr,i8gN2004), and the financial data set of Beche&Za&npbell
(2005). A pound sigrf) indicates that the percentage is significantffedent from the corresponding percentage

for target firms.
=+ and * Significant at the 1% level

27



Table 5 — Determinants of Post-Merger Director Reb® — Tests of Hypotheses 1 & 2

Bidder Insiders Bidder Outsiders Target Insiders rgéaOutsiders
Number of Directors 345 1,255 338 1,122
(Number of Directors Retained) (283) (1,046) (114) (331)
Transaction Characteristics
Hostile 0.168 1.009 -27.397 -0.180
Auction (Multiple Bids) 1.310 0.072 -0.965 0.564*
Target Premium 0.200 0.104 -0.559 -1.159***
All Stock Payment -0.724 -0.247 -0.153 0.494**
All Cash Payment -0.284 -0.079 -1.460* -0.282
Director Characteristics
Age (Years) 0.006 -0.039* -0.041 -0.033
Near Retirement (Age > 61 Years) -1.158** -0.414 -0.332 -0.170
Tenure (Years) -0.028 -0.009 0.021 0.004
Ownership (%) 20.536 -7.240 7.983** -15.983
Blockholder (Yes) -0.065 0.183 -0.437 -0.330
Chairman 0.513 2.376***
CEO 1.110 2.622%**
Chairman & CEO 1.467*** 1.748***
Other Board Service<(2) -0.303 0.344 0.535 0.296
Other Board Service (> 2) 0.798* 0.525%** 0.893** 0.204
CEO Experience -0.226 -0.118 -0.015 0.326**
Int'l Experience -0.062 -0.026 -0.574 -0.087
Gov't Experience -0.281 -0.179 0.015 0.220
New Member of the Board -0.761 0.710** 0.400 0.003
Target Firm Characteristics
Pre-Bid Performance 0.132 0.074 -1.157 -0.220
Relative Size (Bidder / Target) 0.051 0.024* -0.010 -0.016**
Outside Directors (%) -2.223 -0.254 1.156 0.238
CEO is Chairman -0.758 0.003 0.518 -0.323
Bidder Firm Characteristics
Outside Directors (%) -1.062 -1.639* -1.571 1.150**
CEO is Chairman 0.548 0.924*** -0.106 0.076
Financial Dummy 0.678 -0.225 -0.071 -0.370
Utility Dummy -0.313 0.240 0.019 0.242
SIC Match (2 Digits) 1.114* 0.324 -0.373 -0.061
SIC Match (4 Digits) -0.530 -0.356 0.194 0.345*
Constant 3.690* 4.605* ** 1.143 0.042
Correct Predictions 0.852 0.833 0.77 0.73
Madala R 0.169 0.073 0.283 0.114

These results are of logistic regressions withgeddent variable indicating retention (1) on orategre (0) from a post-merger
board. Observations are from 131 firms preseralbiour of the Forbes 500 lists in any year betw#&897 and 2002 that
complete a merger with a publicly listed firm. fsaction characteristics data comes from news tepad CRSP data.
Director characteristics data comes from proxyestents. Target and bidder characteristics dat@sdrom 10Qs and 10Ks

and CRSP. Director characteristics reflect eadividual director based on whether they are froelitider or target.

Blockholder is a dummy variable that representstidrea director has an ownership interest equat to excess of 5%. *, **,

** Significant at the 10%, 5%, and 1% level.
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Table 6 — Outside Director Selection & Post-Mergerformance — Hypothesis 3

Outside Bidding Directors

Outsider Target Directors

Departed Members

Retained Members

Departed Members

Retained Members

Dependent Variable=

AROA  AMarket/Book

AROA  AMarket/Book

AROA AMarket/Book

AROA AMarket/Book

N =

Transaction Characteristics
Hostile

Auction (Multiple Bids)
Target Premium

All Stock Payment

All Cash Payment

Director Characteristics
Age (Years)

Near Retirement (Age > 61 Years)
Director Tenure (Years)
Ownership (%)
Blockholder (Yes)

Other Board Service<(2)
Other Board Service (> 2)
CEO Experience

Int'l Experience

Gov't Experience

New Board Member
Target Firm Characteristics
Pre-Bid Performance
Relative Size (Bidder / Target)
Outside Directors (%)

CEOQ is Chairman

Bidder Firm Characteristics
Outside Directors (%)

CEOQ is Chairman

Financial Dummy

Utility Dummy

SIC Match (2 Digits)

SIC Match (4 Digits)
Pre-Merger Bidder Assets
Pre-Merger Bidder Book
Constant

Adjusted R

209

0.080***
0.002
0.020**
0.022**
-0.063***

-0.001
0.009
-0.000
-0.548
0.006
-0.001
-0.004
0.002
0.018**
-0.006
-0.007

0.006
0.000
0.072
-0.025***

0.057**
-0.009
0.008

0.002
-0.001
-0.002
0.000
0.000
-0.074
0.375

209

-2.906
0.420
1.031
0.643
8.205**

0.100
-1.540
-0.035
34.379
0.363
-1.566
-0.191
-0.302
-0.765
-1.021
-1.180

-2.885
-0.030*
-2.808
3.183

3.589
-1.125**
0.786
0.805
0.791
-0.847
0.000
0.000
-7.785
-0.043

1,046

-0.010
0.004
0.025***
0.041***
-0.001

-0.000
0.004
0.000
0.180
-0.002
-0.007
0.003
0.004
0.001
-0.007*
0.001

-0.005
0.000**
0.042***
-0.034***

-0.001
0.015***
0.003
0.009
-0.000
0.004
0.000***
0.000**
-0.058***
0.241

1,046

-1.163**
-0.631***
3.200% **
0.145
1.612%**

0.0
-0.452

16

-0.015

-47.923**
-0.2

-0.650

0.

D5

P78

0.197

0.204

-0.363
1.058***

-1.623*
-0.041***
-6.129***

1.900**

2.396**
-0.592
0.4
0.906* *
1.795+*
-1.131***
0.000*
0.000***
-1.536
0.09

)

8

791

-0.005

0.002
0.029**
0.023***
-0.024**

0.001
-0.003
0.000
0.125

-0.008**
-0.003
-0.005

0.002

0-016***
0.004
-0.008

-0.021

0.000

-0.023
-0.026***

-0.022**
0.024***
0.009

0.027***
0.004
0.003
0.000
0.000
-0.034

0.177

791

1.703**
1.135*
7.226***
-1.196*
2.730%**

0.078
-0.070
-0.030

-207.190***

0.087
2.531***
0.771
40.11
0.675
0.798
-3.335**

0.098
0.020* **
-15.835%**
6.250%**

-4.138***
-4.302*% **
3.016***
2.915%**
-1.975*
3.589* **
0.000
0.000***
1.384
0.271

331

-0.060***
-0.002
0.021**
0.034***
-0.031**

0.001*
-0.008
0.001***
-0.335
-0.023***
-0.002
-0.001
-0.001
0.008
-0.004
0.006

0.055**
0.000

0.121***
-0.007

-0.014
0.025***
-0.038***

0.001
-0.019**
0.026***
0.000***
0.000**
-0.184***

0.255

331

2.162
-1.845%*

1.104

0.317
6.321***

0.192*
-1.909
-0.065
-47.531
3.241**
1.221
0.938
-0.910
1.507*
-0.133
-2.896**

0.032
0.004
-21.474%**
5.745+**

2.875
-1.931
6.451***
3.348***
3.033
-2.136***
-0.000* **
0.001***
-6.980
0.200

This table shows the results of tests of BIDDIN@dior departure and retention as an indicatoosf-merger performance. The data set examinefaigd firms that consummate their merger plans.
The dependent variable in the specification below measure of post-merger firm performance, chemB©A or change in Market to Book. The datasd®ive is all outside directors from
BIDDING firms segregated by post-merger departue: @tention. *, **, *** Significant at the 10%,%, and 1% level.



Table 7 —Employee Director Selection & Post-Met@erformance — Hypothesis 3

Bidding Employee Directors

Target Employee Directors

Departed Members

Retained Members

Departed Members

Retained Members

Dependent Variable =

AROA AMarket/Book

AROA AMarket/Book

AROA AMarket/Book

AROA AMarket/Book

N =

Transaction Characteristics
Hostile

Auction (Multiple Bids)
Target Premium

All Stock Payment

All Cash Payment

Director Characteristics
Age (Years)

Near Retirement (Age > 61 Years)
Director Tenure (Years)
Ownership (%)
Blockholder (Yes)

Other Board Service<(2)
Other Board Service (> 2)
CEO Experience

Int'l Experience

Gov't Experience

Firm CEO

Firm Chairman

Firm CEO & Chairman
New Member

Target Firm Characteristics
Pre-Bid Performance
Relative Size (Bidder / Target)
Outside Directors (%)

CEO is Chairman

Bidder Firm Characteristics
Outside Directors (%)

CEO is Chairman

Financial Dummy

Utility Dummy

SIC Match (2 Digits)

SIC Match (4 Digits)
Pre-Merger Bidder Assets
Pre-Merger Bidder Book
Constant

Adjusted B

201

0.115%**
-0.017
0.028
0.037**
0.065***

0.000
0.004
-0.000
-0.545*
-0.035***
-0.003
-0.015*
0.014*
-0.008
0.015
0.050***
-0.018
-0.021
-0.027%*

0.002

0.000
-0.119***
0.032**

0.044**
-0.034***
0.012
0.070***
-0.027***
0.027**
0.000
0.000
-0.009
0.582

201

-2.409*

4.486***

-1.984**
0.173
-0.174

-0.036
0.583
0.012
92.543***
-0.833*
-1.198**
-1.351**
0.382
1.921%**
1.846**
0.451
0.877
1.796***
1.598**

-1.233
0.031
4.975*
-2.108

2.468
1.267*
0.446
-1.907
2.505%**
-1.181
0.000
-0.000* **
-2.873
0.246

1,017

-0.009
-0.013
0.021***
0.028***
0.015

0.000

-0.008

0.000
-0.058
0.003
0.002
0.001
0.013*
-0.020**
-0.015*
-0.005
0.006
0.002
-0.004

-0.004
0.000
0.001
-0.043***

-0.002
0.016*
0.015**
0.005
-0.004
0.008
0.000
0.000
-0.050
0.264

1,01

-1.414
-1.531*
3.056*
0.018
-0.594

-0.0
1.639
0.4
-8.003**
0.319
2.397***
-1.410
0.138
-0.772
0.246
-1.257
-1.7
0.415
-0.122

-1.
0.010
-2.376

2.548*

-0.2217
-1.606
0.230
1.003
1.927
-1.323**
0.
0.000*
-0.3

}

19

PO

D79

000

0.00

784

0.022
0.023**
-0.050***
-0.021
0.034*

-0.000
0.000
000.
0.028
-0.000
0.009
0.010
-0.004
0.019*
0.005
0.014
-0.045**
-0.004
0.010

040.0
0.000
0.026
0.013

0.064**
-0.036**
-0.005
-0.027%*
-0.025
0.007
00Q.
0.000
0.024
0.185

784

0.066
2.665***
6.879***

0.088
1.959*

-0.091
-1.020
-0.009
12.013
-4.361***
1.904***
-2.483***
0.672
-0.273
-0.984
-4.676***
-0.619
-1.097
0.054

-3.672x**
0.014
-4.688

-0.371

3.238

-2.461**
-1.764**
1.763*
-3.872%*
3.087**

0.000

0.000
8.936**
0.390

332

N/A
-0.022
-0.060**
-0.016
0.044

0.001
0.009
-0.003**
0.091
0.014
-0.001
-0.022
-0.024
0.025
0.003
-0.037
0.011
0.020*
-0.080

0.032
0.000
-0.100**
0.004

0.046
-0.026**
0.013
-0.018
0.024
-0.032**
0.000
0.000
0.077
0.196

332

N/A
0.234
7.180***
3.057
11.332***

0.224
-0.197
-0.015
-22.387
4.049
-0.745
-2.725
2.343
1.192
0.244
-4.516
-8.065*
1.341
4.636

-3.758
0.013
-23.211**
1.011

-4.576
-2.097
2.621
5.097
3.905
-1.711
0.000
0.001*
-1.791
0.134

31



This table shows the results for tests of emplaleertor departure and retention as an indicat@ost-merger performance. The data set examirefaide firms that consummate merger plans. The
dependent variable in the specification is a measfipost-merger firm performance (either chang@@A or change in Market to Book). The data setvelis all employee directors from bidding and
target firms segregated by post-merger departwteetention. *, **, *** Significant at the 10%, 5%and 1% level.
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