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ABSTRACT

The present study aims at determining the shomt-teealth effects of cross-
border acquisitions (CBA) launched by European diddetween 2001 and 2010. It
contributes to previous research on European CBAobysing on the wealth gains of
not only target shareholders but also bidder andhbooed firms shareholders.
Additionally, it extends existing literature on theealth effects of acquisitions by
providing an insight of the European CBA recentlyriched. Using a sample of 114
completed European deals, an analysis of the cuivellaverage abnormal returns of
all involving shareholders and the distributionvbegn them is carried out. The number
of completed acquisitions of European firms is &mio those acquisitions of non-
European firms and the number of all-cash and diieacquisitions clearly surpasses
the number of all-equity or mixed and hostile asgigns, respectively. Based on event
study methodology the results show that targetedttdders always gain from the offer.
On the other hand, our results suggest that bidtareholders lose wealth around
announcement day. Notwithstanding bidder shareg®npesince, our results evidence a
positive combined wealth effect of cross-borderlslsaggesting that the target gains
offset bidder losses. However this positive comthiperformance does not occur in the
following situations: (i) acquisitions of non-Euegn targets; (ii) acquisitions that
occurred after the beginning of the financial sigiii) acquisitions between firms in
different business sectors, and (iv) acquisitiogsrddatively large bidders. A cross-
sectional analysis has been performed and thetsesugjgest that the relative size and
the level of investor protection in the target ficountry have an impact on bidder
shares performance around announcement date. @ongeo the target shareholders
the results suggest that the relative exchangearadethe level of investor protection
explain targets CAR.

Keywords: Cross-Border Acquisitions, Abnormal Raesyjr Industry Relatedness,
Relative Size, Exchange Rate, Level of Investotdetmn.
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1. INTRODUCTION

Research on mergers and acquisitions (hereinafdd&A”) generically
addresses corporate transactions, such as metgkesvers (including friendly and
tender-offers), assets acquisitions and buyoutsh $arporate deals can be understood
as investment plans carried out in order to achstkagegic goals and generate value to
the firm. M&A goals are broadly associated to cemtings and revenue enhancement
(Sudarsanam, 2004) but it is the assessment oé \gduaeration that can state whether
those goals have been achieved.

The study of value generation of M&A requires atitem to some key points.
First of all, it is necessary to define how to measvalue creation. Then, one should
bare in mind that the conclusions of the acquistizvealth effects on the bidder shares
are much more ambiguous than those on the targeeshThird, the time span of
analysis shall be taken into consideration whearpreting the final results. A short-
term analysis and a long-term analysis around amceuent may lead to different
conclusions on the effects of the acquisition.

Prior literature suggests that indeed in some clA create value, however
this value creation is dependent on a set of visabuch as the means of payment
(Servaes, 1991; Barbopoulos and Sudarsanam, 2Qidi23ftitude (Bhagadt al., 2005),
industry relatedness between involving firms (Ddpli004), relative size (Jarrel and
Poulsen, 1989; Asquith, Bruner and Mullins, 1983yelller et al., 2004), geographical
scope (Martynova and Renneboog, 2011; Rossi anpi,\2004), exchange rates (Froot
and Stein, 1991; Harris and Ravenscraft, 1991; G®f@net al., 1992), the level of
development of the firms countries (Doukas and [bigv1988) and market regulation
(Bris et al., 2008; Andersost al., 2009).

In addition, historical data illustrates that urikie 90°'s, M&A usually occurred
under national boundaries. Globalization and markegulations contributed to the
emergence of a larger number of cross-border d€alsurdacier, 2009 The recent
transnational pattern of M&A highlights the diffaees between cross-border
acquisitions (“CBA”") and domestic acquisitions,texms of risk and sources of value.
In Europe the number of CBA has improved signiftbaafter 1992, first as result of

the implementation of the single market and thesmfr1999 onwards with the



implementation of a single currency (the Euro) haligh CBA have increased over the
recent years, either in volume as in number, tlaeesseveral questions that remain
unanswered.

Most of prior investigation is based on US and Ulhs, so it turns it would be
interesting to improve existing empirical evidemmcethe European market for corporate
control. Also, prior evidence on CBA is mostly feed on transactions over the 90's,
and on the gains of target firms (Danbolt, 2004;rridaand Ravenscraft, 1991,
Cebenoyaret al., 1992) whereas evidence of bidders and combinetthveffects is
scarce.

The empirical study of foreign transactions preseime constraints, namely in
terms of statistical analysis and the set of aold#i variables that may explain the
performance of CBA. The relative lack of researcbud CBA leads every new research
a step ahead in terms of comprehension of thesplearoperations.

For all the above mentioned, the first goal of #tigly is to assess whether CBA
undertook by European bidders between 2001 and géherated value or not. Our
intentions are to provide a better understandintp@feffects of the cross-border bids on
the abnormal returns of bidders, targets and coadbifirms shareholders around
announcement date.

In order to achieve these goals the analysis laséal on short-term cumulative
abnormal returns (CAR) around announcement daytaAdsrd event study of CAR in
several day windows around announcement day has fedormed. The sample has
been split according to a set of variables thattigpact shareholders gains such as: i)
target origin region, ii) period of bid announcemdn) industry relatedness and iv)
relative size. After a preliminary insight of sonfactors that may affect the
performance of bidder and target shares, a cragssal analysis with cross-border
variables (exchange rate, country development stamal level of investor protection)
along with variables related with bid charactecst{means of payment, relative size,
industry relatedness and bid attitude) has beenedaout in order to determine the
relevant variables that have an impact on thoseekblders gains.

To our best knowledge, so far none of the exisstoglies on European CBA has
addressed these issues.



2. LITERATURE REVIEW

2.1 Overview of European M&A

Literature focused on European M&A is not as robastwhen it comes to
transactions in the US market. Prior research amfgan M&A is mostly focused in
the 90's and includes mainly deals between firromfdifferent European countries
(Goergen and Renneboog, 2004; Danbolt, 2004; Mavtyand Renneboog, 2011).

The European M&A used to have a smaller dimendmam tUS peer, either in
volume as in number of deals. Until the 90's theopaan industry profile was
dominated by small and medium firms used to dortass in domestic markets. The
strategy of European firms then changed substantial part, due to abolishment of
trade barriers and the establishment of the Eunezti started with the single market
implementation in 1992 and it was enhanced untd91@ith the European Monetary
Union (“EMU”) where the Euro-Zone countries shahne same currency and have a
common monetary policy. In the European Union,dradreements towards free flow
of goods, economic and monetary policy integraiisrwell as convergence in terms of
products regulation and fiscal agreements betweembmar-states have contributed to
increase M&A activity (Coeurdaciest al., 2009). The reorganization of the European
trade policy has encouraged firms to conquer newkets abroad (Campa and
Hernando, 2004).

A firm decision on capital allocation across coig# carries important sources
of risk, namely political, fiscal, exchange rateltaral, that were, in part, diluted with
the EMU, and thus have stimulated foreign investmiey European firms. As a
consequence of the European market integrationetiveere a lot of industry
privatizations in the 90’s and a part of them wamnefact, CBA within member-states.
Furthermore, convergence in terms of consumer dastel market organization (for
instance, in this period we observed the consatidadf the European bank industry)
have also contributed to promote CBA.

The increase of European M&A has demanded a newfdtaropean regulation
for corporate takeovers (Goergetnal., 2005). After years of working on an attempt to
build a harmonized European law applied to the etaok corporate control, it was in

2004 that the European Commission established @lkedver Directive. The Takeover



Directive is based on the following general pritegpthat shall be transposed by all
Member-States to their national legislation: (i) ndatory bid-rulé (i) principle of
equal treatment of shareholdergiii) squeeze-out right and sell-out right(iv)
prohibition of market manipulation or abuse and) {we shareholders must have

sufficient time and information to make a propenfformed decision on the bid.

2.1.1 Abnormal Returns in M&A

The analysis of the wealth gains of M&A is usudtlgsed on the abnormal
returns on shares measured as the difference heteféective returns and expected
returns (Asquithet al., 1983). This incremental share price measuredMfa effect.
Also, the share price changes around bid announdemeghlight market reaction to
expectations of future cash flows of firms involiadVI&A.

Overall, empirical evidence provides support eitteepositive (albeit in same
cases very small) abnormal returns on targets sh&@nget al., 1989; Campa and
Hernando, 2004; Franka al., 1991; Goergen and Renneboog, 2004; Ascogtital.,
1983; Martynova and Renneboog, 2011; Mosdteaal., 2004; Moelleret al., 2005) or to
negative abnormal returns on bidders shares (Sen1®91; Sudarsanam and Mahate,
2003; Sudarsanam and Mahate, 2006) as well asstivyeocombined abnormal returns
(Bradleyet al., 1988; Langet al., 1989; Servaes, 1991; Campa and Hernando, 2004).

Prior evidence shows that bidders do not alway®titeinom wealth creation of
the acquisition. In fact, the bid announcementatfie the shares of bidders is puzzling
even today, because in cases that M&A reduce thee vaf the shares of bidders,
shareholders would be better without the transactor instance, Sudarsanam (2004)
shows that bidders experience negative returnbarshort-term period after the offer

announcement, suggesting that those firms thatrezhtéento acquisitions have

! Mandatory bid rule establishes that an investbet gains control of a firm, extends the offer to
remaining shareholders at a fair price.

2 Principal of equal treatment of shareholders distads that shareholders rights are proportionahéo
shares they hold at the firm.

% Squeeze-out right states that a shareholderabathed a bid that allowed to hold not less tha& 80
firm capital and voting rights has the right to lihg remaining capital shares at a fair price.

Sell-out right states that minority shareholdergehthe right to sell their shares to a majorityrshalder

in case of change of control.



underperformed. However Jarrel and Poulsen (1989well as Dodd and Ruback
(1977) report statistically significant positiveraismal returns to bidders shareholders.

The analysis of the performance of the shares ddidss deserves additional
attention because bidder firms may be involvedcnuasitions program for a long time
(Jensen and Ruback, 1983) that not always is uttdersy the market. In case of
multiple bids the analysis of bidder returns shoctasider the total number of offers
launched and not just a single offer, otherwiseitierpretation of bidder share price
variation may not be complete.

Moreover, the combined wealth effect is also ambigu among previous
research. Roll (1986) suggests that there is a&feawnf returns from bidders to targets
firms. Servaes (1991) also suggests that targeéts gae at cost of bidders losses but
Limmack (1991), for instance, does not concludeaowealth transfer from bidders
shareholders to targets.

To sum up, one thing that seems to gather consemsasg previous research is
that around the announcement date abnormal retammgd by target firm shareholders
are positive and much larger than those of bidtareholders (Jarrel and Poulsen,
1989; Limmack, 1991).

2.2 Overview of Cross-Border M&A

Cross-border acquisitions account for a great paforeign direct investment
(FDI) in developed countries. After the 80’s, resbaon CBA has increased because of
the growing magnitude of international trade anditeh flows. According to
UNCTAD* data, the number of CBA deals has increased $ygade Figure 1) over the
last two decades. In the 90’s there were 27,283 .0BAm 1998 to 2000 there were
11,283 CBA deals which represented 41% of total Gigals launched between 1990
and 2000. In the following decade there were 29,CBA deals, 4% more than the
previous decade.

UNCTAD data also shows that there was a highermeland number of CBA
deals in Europe than in the US (see Figures 1 andi# larger dimension of US

domestic market allows firms to grow within natibt@undaries, whereas in Europe,

* United Nations Conference on Trade and Developmen



each country has its singularities. Only afterni@netary policy harmonization in 1992
conditions were created to generate a wave of aitiquis between firms from different

European countries.

Figure 1 - Number of Cross-Border Deals by Regionfd arget Firm
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Moreover, from 1997 to 2001 and then from 2005G0%there is a large gap in
terms of transaction volume between CBA undertopkEbropean and US firms (see
Figure 2).

Prior literature suggests that factors such agmdffces in law, stronger investor
protection and better accounting standards mayribaite to the higher volume of CBA
in certain countries. Additionally, the likelihoaof acquiring a firm from a nearby
country is also higher than a firm from a fartheuwtry (Erelet al., 2012). Also, hostile
bids are more likely to occur in countries with g investor protection and firms from
countries with weaker investor protection are midecely targets in CBA (Rossi and
Volpi, 2004). On the other hand, bidders often &®do cross-list in target firms
country first and then place the offer on. Therefdolmunen and Tostila (2005)
suggest that European cross-listed firms in USkstoarkets are more likely to go for a
CBA than non-cross listed European firms. Crod#lisis also found to be part of
internationalization process of a firm as well é&ypthe role of means of exchange. It
may work as the M&A currency because in equity ptdsget firm shareholders prefer
to be paid with domestic shares rather than forslgares because of taxes, regulatory

framework and quality of investor protection, amatiger reasons.



Figure 2 — Value of Cross-Border M&A Acquisitions by Region of Target Firm
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Volume of cross-border deals in $US million. Thegr on the top shows evolution of volume of cross-
border deals, per country of target firm in $USlimils from 1990 to 1999. The graph on the bottom

shows evolution of volume of cross-border deals,qoeintry of target firm in $US millions from 2000
2010.

In terms of industry focus, CBA often occur betwdigms operating in R&D
intensive industries and between firms in relatadustries, hence supporting the

hypothesis of imperfections in markets of goods taudors (Harris and Ravenscratft,
1991).

2.2.1 Abnormal Returns in Cross-Border M&A

Empirical evidence on CBA wealth creation is notiradant. Moreover, most
studies address the bid effect on bidder sharers(dioeller and Schlingemann, 2005;



Doukas and Travlos, 1988) or target shareholdeesritiand Ravenscraft, 1991) but
not often provide data of combined returns.

Prior research on CBA shows that, on average,etdiigns experience positive
significant abnormal returns on bid announcement alad post-bid period (Danbolt,
2004; Campa and Hernando, 2004), and also suggatsbidders tend to gain from
CBA around announcement (Goergen and Renneboog4; 2®8artynova and
Renneboog, 2011; Bhagetal., 2011). For instance, regarding the European marke
findings from Martynova and Renneboog (2011) shbat in CBA launched by firms
from Continental Europe and UK, both bidders andets shareholders earn positive
abnormal returns around the announcement day, ththeygains of bidders are lower
than those of targets. Consistent with previousltesBhagakt al. (2011) analyzed a
sample of CBA undertook by bidders located in enmgrgountries and their results
confirm positive market reaction on announcemeryt daaterialized in a cumulative
average abnormal return of 1.09% on the sharegldétls.

Notwithstanding previous general findings, the gsial of CBA performance is
not so clear and depends on a set of other vasiabta instances, the work of Doukas
and Travlos (1988) reports that acquisition anneoment by US multinational firms
with no operations in the target firm country hasipve effect on bidder shares. Their
findings are consistent with the theory of multioatl firms that states that
internationalization plans are implemented onlthéy generate value for the firm.
However, in cases where US firms already have ¢ipesin target firm country, the
acquisition has not led to gains to bidder shagrsl Furthermore, the research of Eun
et al. (1996) holds that CBA generate positive gaingdoget firms but the effect on the

gains of bidders depends on the capacity to iniemactivities of target firms.

2.2.2 Abnormal Returns in Domestic and Cross-BordeM&A

Most CBA studies focus on comparisons with domesstuisitions.

Previous empirical evidence shows that targets tendarn higher abnormal
returns in CBA than in domestic bids around anneoment (Harris and Ravenscraft,
1991; Goergen and Renneboog, 2004; Campa and Hiern2004; Danbolt, 2004).
However the recent study of European M&A lead byMsrtynova and Renneboog



(2011) shows the opposite, i.e., targets sharel®ldesent higher gains in domestic
bids rather than in cross-border bids.

General theory of FDI predicts that bidders lauoobss-border offers to take
advantage of market imperfections and thus genenate value to the firm. On the
other hand, bidders are expected to pay higheripresin cross-border deals than in
domestic deals because they have to launch atteactfer prices in order to acquire
target shares and the lack of knowledge and unegrtabout a firm from a foreign
country turns it more difficult to be aware of tatyalue.

Prior empirical evidence of Goergen and Renneb@0§4) and Martynova and
Renneboog (2011) has not confirmed a negative tefffeithe cross-border bid over the
bidders wealth. These authors have found positore@mal returns on bidder shares,
although Martynova and Renneboog (2011) find thembe lower in cross-border
acquisitions than in domestic acquisitions. Thessuits suggest that market has
anticipated some constrains that could arise frotegration process during post-
acquisition period.

For the reasons above mentioned, the combined hwetidict is also expected to
be higher in cross-border than in domestic deatsvéder, Moeller and Schlingemann
(2005) find statistically significant negative coiméd cross-border effect of -0.866%
(measured as the difference between abnormal eeturntransnational bids and
domestic bids) in European transactions. In addlitievidence from Campa and
Hernando (2004) also reports higher combined weaéhtion in domestic deals.

Difficulty on valuating foreign firms due to diffent accounting standards,
exchange rate fluctuations, cultural disparitiesl arther factors may contribute to
enlarge valuation errors in CBA (Danbolt, 2004).

Literature suggests that the premium paid by beldgepends on specific
features of the target country such as corporateergance regimes, ownership
concentration, takeover regulation or informaticansparency. Rossi and Volpi (2004)
show that bid premiums are higher in CBA wheremgéafirms are located in countries
with stronger investor protection and that the bigitne investor protection of the target
firm country, the less likely all-cash bids are.thiere is a stronger level of investors
protection in the target country, the chance ofuasuccessful bid increases, which

makes cash transactions to be avoided and encaubatpgers to pay higher premiums.



Managerial goals may, as well, justify the managdesision of overpaying for
corporate acquisitions (Ewal., 1996) and in case of CBA the stimulus to payrgda

premium is higher.

2.3 Value Drivers of Abnormal Returns

Previous studies on the sources of value creatlentify a set of factors that
affect the profitability of acquisitions. Some biese sources are related to general bid

characteristics, others are specific to CBA.

2.3.1 Cross-Border Characteristics

Prior research suggests that the performance of @&®%nds on a set of factors,
namely the exchange rate movements, the countessa@pment status and the level of
investor protection.

CBA characteristics related with law, accountinganstards, corporate
governance systems, economic environment, cultdifferences, fiscal policy,
information transparency and investor protectiomoag others, require a complex
analysis of their effects. The decision for a trat®nal bid shall bare in mind these
differences and the way to minimize the negativieat$ that may arise on the post-
acquisition period. Only through an integrated nggmaent approach can CBA surpass

these obstacles and generate value.

2.3.1.1 Exchange Rate

Previous literature suggests that exchange ratesmyp pursue the choice for
CBA instead of domestic deals, but also have amanpn abnormal returns from CBA.

Erel et al. (2012) document that currency movements influertbesoption to
launch a cross-border bid, especially when involfueds are from geographically close
countries or when bidders are from wealthier coestthan targets. Moreover, bidder
firms located in countries with relative strongenrencies tend to purchase firms in

countries with weaker currencies in order to payltan premiums than bidders from

10



countries with relatively weaker currencies (Tolraorand Tostila, 2005). Bidders that
acquire a firm from a country with relative weakeirrency become more competitive
than domestic bidders (Froot and Stein, 1991).

Literature suggests that the strength of the bitidene currency explains part of
its gains because the risk associated with infaomnahsymmetry may be, in part,
surpassed by the relative exchange rate effecs, ¢batributing to the improvement of
the bidder shares performance (Froot and Steir)199

Consistent with this argument, Harris and Raverfits¢t891) and Cebenoyast
al. (1992) find statistical significant effect of tlexchange rate on the gains of target
firms in acquisitions where the bidders currencyre$ative stronger than targets
currency. Their results show that CBA generate ngaias to target shareholders when
the bidders currency is stronger than targetseoayr. However the work of Euet al.
(1996) and Danbolt (2004) suggest that the exchaatgehas no effect over bidder,
target and combined abnormal returns around aneooeiat.

2.3.1.2 Country Development Satus

Prior research has identified the level of econoteieelopment of a country as a
factor that may influence the performance of CBARelature suggests that the bidders
profitability is higher when targets are from leleveloped countries than bidders.

Doukas and Travlos (1988) find evidence to supfiosthypothesis. They find a
positive relation between US multinational biddexpanding abroad with no operation
in target country and bidders gains around annouané The positive effect on the
bidders gains is stimulated by positive market etqteons about the set of
opportunities that become available in the new taidk those US firms.

Erel et al. (2012) suggest that the country development siatuslated to the
quality of accounting standards. Countries with hhitgevel of development are
associated with better quality accounting standaedsmes as well as a sophisticated
level of corporate governance regime. Bidders fromuntries with relative higher
development status have greater chance to earmmabheturns because CBA increase
the quality of accounting standards of target fitmss improving the post-acquisition

performance.

11



2.3.1.3 Level of Investor Protection

Investor protection is provided by the commerc@de& or corporate law valid in
the country of origin of the firm. CBA to targetrfis in countries with strong level of
investor protection have more difficulties on pagsiithout prior market notice before
the announcement. A set of regulatory demands thebid more predictable.

As such, target firms from countries with strongesestor protection are found
to earn larger abnormal returns (Betsal., 2008; La Porta&t al., 1998; Andersomt al.,
2009) and bidders to pay higher premiums to prefremt competitive bids (Bebchuk,
2005). In addition, CBA wherein bidders are fromurties with above-median
shareholder protection and targets are from casitwith low-median shareholder
protection, have positive significant combined abmal returns at announcement.
When the opposite verifies, that is to say, targets from high-median protection
countries and bidders are from low-median protectiountries, CBA have significant
negative combined abnormal returns (Etial., 2008).

Other studies show that countries with strongerett@der protection present
larger M&A activity and firms located in countri@gth weaker investor protection are

generally acquired by firms from countries withosiger one (Rossi and Volpin, 2004).

2.3.2 Bid Characteristics

Prior literature has shed light on the impact af ¢hharacteristics in M&A gains,
in particular, those of targets and bidders shddens. Factors such as means of
payment (cash, equity, mixed), bid attitude (frigndhostile), firms relative size and
industry relatedness are hypothesised to influareadth creation of M&A.

2.3.2.1 Means of Payment

Prior empirical evidence shows that cash offersallglead to gains not only to
targets shareholders (Goergen and Renneboog, 2004)Iso to bidders’ (Martynova
and Renneboog, 2011) while equity exchange offave megative effect on the bidders
wealth (Frankst al., 1991). Consequently, cash offers are suggestédve positive
combined wealth effect (Servaes, 1991).

12



The explanation is that cash offers deserve mofiect®on from bidders’
management since it is hard for a firm managerhhatcashed in to spend the money in
unprofitable businesses. Moreover, the means diange of the offer may be a market
sign of bidder shares value. The underlying idehas in periods of high equity market
valuations and information asymmetry, bidders mamaghat think the firms share are
overvalued prefer to exchange them in M&A, instedaying the offer with cash.

The hypothesis of means of payment is confirmedhm works of Servaes
(1991) and Martynova and Renneboog (2011) thatesigash bids to provide positive
abnormal returns to targets and moderate abnorosaiye returns to bidders.

Goergen and Renneboog (2004) show that target tsbidexs present larger
gains in all-cash offers and their abnormal retaresindeed sensitive to the means of
payment, albeit they do not find evidence constsiéth this hypothesis when it comes
to bidders. The authors find that bidder sharehsldeport statistically significant
larger gains in all-equity bids than in all-casdgsuggesting that means of payment do
not act as a market sign of under or overvaluatiolbidder shares. Furthermore in case
of high uncertainty around the target firm valuielders may prefer the stock exchange
payment, instead of cash, in order to prevent tkegative consequences from
information asymmetry.

Information asymmetry is hence, one of the causgslighted to the use of
earnouts as part of the payment. The use of earalldws reducing the risk from
information asymmetry since a part of the priceastingent to some events and so
limits the adverse selection problem. As such tleams of payment may contribute to
risk diversification in M&A, thus improving the hilér shares performance in relation
to transactions where there are no earnouts (Bathop and Sudarsanam, 2012).
Barbopoulos and Sudarsanam (2012) suggest thatgher the proportion of price paid
as earnouts, the better the bidders performangestiacquisition period.

To the extent that targets valuation is more compieCBA we would expect
bidders to prefer equity bids. However, the mednsagment in CBA is dictated by the
preference of target shareholders for cash, insiefmteign equity.

Not consistent with previous evidence some studiesnot find significant
abnormal returns for bidder shares nor for targetsnding hypothesis of means of
exchange (Leeth and Borg, 2000; Bhagja ., 2005).
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Finally, some authors have studied the relatiowéeh the means of payment of
M&A and the firms’ size concluding that cash bide anore likely to occur when they

involve small targets (Goergehal., 2004)

2.3.2.2 Bid Attitude

Bid attitude hypothesis suggests that hostile te&esoare more profitable than
friendly acquisitions. A possible explanation ie tharket expectation that the impact of
bidder management on target firm is higher in hestihan in friendly bids, thus
resulting in larger value creation (Bhagatl., 2005).

Prior empirical evidence supports larger positimamal returns to target
shares in hostile rather than in friendly bids adannouncement day (Goergen and
Renneboog, 2004; Martynova and Renneboog, 201¥a8gr1991).

Concerning to bidders performance, prior empirealdence is not consistent
with the theoretical bid attitude framework. Bhagatl. (2005) show that bidders of
friendly M&A outperform bidders of hostile ones. @istent with their findings,
Goergen and Renneboog (2004) also find negativeraial returns for bidders in
hostile European bids whereas positive abnormatnstin friendly bids in short-term
windows around announcement day. Sudarsanam anat®&h006) confirm that in
long event windows post announcement period biddds® experience negative
abnormal returns in hostile bids.

Rossi and Volpi (2004) study the likelihood to labna hostile bid and their
results show that hostile bids are more likely txw in countries with stronger

shareholders protection.

2.3.2.3 Industry Relatedness

M&A can be driven by focus or diversification segtes, whether the offer goes
for a firm in same or different business sectore Tidustry hypothesis suggests that
diversification strategy tend to be less profitafde bidders than focus oriented ones,
due to lack of knowledge of the new business theyeatering into.

Prior research has shown that target firms tenéxjgerience larger positive
abnormal returns in M&A driven by diversificatioather than focus goals suggesting
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that bidders overpay for the acquisitions (Martymaewnd Renneboog, 2011). Consistent
with previous evidence, Danbolt (2004) confirmst ttee industry relatedness between
firms explains part of targets abnormal returns.

The research of Martynova and Renneboog (2011) stibet in short event
windows around announcement focus oriented M&A témdoe more profitable to
bidder shareholders than diversified ones. Eviddnma Agrawalet al. (1992) also
shows that in the post-acquisition period bidddraaguisitions cross-industry present
significant higher losses than those in orienteduasitions. Not consistent with
previous results Eust al. (1996) provides evidence that in CBA of US tarfyehs
operating in different business area, bidders expee higher share price variation
around announcement than peers that entered latedendustry acquisitions.

Additionally, Doukas and Travlos (1988) suggestttira CBA of bidders
expanding into new geographical markets the ingustiatedness between firms has a
positive impact in the bidders gains. These autli@fend that bidders benefit from

acquisition when they diversify in terms of indysaéind geographical market.

2.3.2.4 Relative Sze

Prior studies on M&A performance support the relatbetween bidders returns
and target firm relative size, suggesting that ldrger the target size, the higher the
abnormal returns to bidders around announcememuikset al., 1983; Jarrel and
Poulsen, 1989; Moellegt al., 2004; Martynova and Renneboog, 2011). They sugges
that relative larger bidders overpay in larger scahd the size of premium paid is
positively related with relative size of the biddiem (Moelleret al., 2004).

Large firms tend to have more regulation constréias small firms which may
explain evidence of higher abnormal returns oneshaf small bidders. Nonetheless,
the research of Agrawat al. (1992) does not confirm that the bidders relasize is a
statistically significant variable to explain biddepost-acquisition performance (up to
60 months) in completed mergers. Also, prior reseaf Asquithet al. (1983) has not
found evidence of the impact of relative size my¢h shares performance.

From a different perspective, Tolmunen and Tog#R205) and Erett al. (2012)
suggest that large firms are more likely to be aegsiin CBA than small firms.
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3. DATA SOURCES, SAMPLE AND METHODOLOGY

3.1 Sample Selection and Data Sources

For the purpose of this study a CBA is a transadbetween two firms, each one
with primary location in different countries. Indar to perform the analysis, a sample
of CBA announced between January 2001 and Deceftidd), by European bidders,
has been selected. Our sample was selected usiRgCagital IQ database.

First, all CBA transactions launched by biddershwdtimary location in Europe
over the last decade were collected. The data s testricted to deals involving
public firms (bidder and target) at the announcenagate. Deals with at least one firm
operating in the financial industry were excludeg do specificities of this industry in
terms of accounting information and nature of opena, which has led to 1,641 CBA
deals.

Then, 1,186 deals were dropped as they did notlvevthe acquisition of a
majority stake. This was due not only to the fiett, according to Rossi and Volpi
(2004), the acquisition of a stake below 50% iec#H#d by severally cross-country
differences in disclosure requirements but alstheocombined wealth effect that this
study is trying to assess makes sense if biddairs ¢pntrol over targets with the
acquisition.

From the remaining 455 deals only successful defdsed or effective deals on
or prior December 2012) were considered. At traget87 deals were dropped. Finally,
for methodology purposes, from the 368 deals dnbgé¢ that, for both bidder and target
firms, share price were available throughout the m@nth-period before the
announcement date were kept in our sample.

Given all these constrains the sample comprisesQBA occurred between
2001 and 2010 where bidder firms are from 18 Eumopsountries and target firms are
from 26 European and non-European countries. Fon daal in the sample data, the
share prices (in domestic currency) and sharesamali®g were collected from the
Reuters Datastream database. The shares pricdqn@rasdnverted ton US dollars using
the historical exchange rate, also collected fromornmpson Reuters database.

Additional information on the offer such as meafgpayment (cash, equity, mixed),
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deal attitude (hostile, friendly, friendly to hdeji and industry relatedness were
collected from S&P Capital IQ database.

3.2 Sample Composition

3.2.1 Means of Payment, Deal Attitude, Industry Sear and Relative Size

As expected and consistent to prior evidence franlalt (2004) and Goergen
and Renneboog (2004) Table 1 shows that a largeopéne sample is represented by

all-cash deals (86%). In CBA the offer is moreelikto be accepted if it is an all cash-

offers.
Table 1 — Sample Composition
Target Region
Nr. of
Cross-Border _ Latin _
Bids United Asia/ America Africa /
Europe States and i Middle Total
Pacific and
Canada . East
Caribbean
Panel A: Means of Payment
All- Cash 42 45 6 1 4 98
All- Equity 5 3 - - - 8
Mixed 4 2 1 - 1 8
Panel B: Deal Attitude
Friendly 50 48 7 1 5 111
Friendly to Hostile - 1 - - - 1
Hostile 1 1 - - - 2
Panel C: Industry Sector
Different 9 13 1 - 1 24
Same 42 37 6 1 4 90
Panel D: Relative Sze
Small Bidders 30 17 - - - 47
Large Bidders 21 33 7 1 5 67
Total 51 50 7 1 5 114

Source: Own calculations based on S&P Capital 2 da
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The sample is also dominated by friendly acquisg&i@7%) and of firms from
the same industry (roughly 79%), suggesting thatldxis were not looking for business
diversification.

In terms of relative size, in 47 deals (about 41Pdobal sample) the target
market capitalization exceeds in more than 10%idéfldr market capitalization. The
relative size was measured six months before armsooent following Asquithet al.

(1983). Therefore, most of the sample deals (59%6)ise relative large bidder firms.

3.2.2 Country of Origin

Table 2 shows that 55% of European offers in timepsa targeted firms from a
country outside Europe, in particular, from US &@wahada (44%). In fact, Europeans
firms have acquired US and Canadian firms as muche@opean firms. This bid
exposure is different from the studies based orBthdecade where most of the cross-
border acquisitions were intra-European.

Bidder firms are mainly from the UK (23%), Frand& %), Germany (11%) and
Switzerland (10%) whereas most target firms aratkxdt in the US (37%), UK (15%)
and Canada (7%). Firms from Anglo-Saxon countriesfar more active in the market
for corporate control than Continental Europeamdir either as target or bidder firms.
Cultural similarities and historical development eduity markets may justify the
relevance of these countries.

Notwithstanding, bidder firms from France and Seitand are far beyond the
most active Continental European firms with predwmance to make cross-border
acquisitions outside Europe. On the contrary, hidflems from German and

Netherlands are more focused in cross-country aitgunis within the European market.
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Table 2— Number of Cross-Border M&A by Bidder and Target Country of Origin

Bidders
Targets FIN FRA GER IRE ITA NET SPA SWE SWI UK OEC Total
AUS - - - - - - - - - 4 4
CAN - 1 1 - 1 - - 1 1 3 - 8
FRA - - 1 - 1 1 - - - 2 - 5
NET - 1 - - - - - 1 - 1 2 5
SAF - - - - - - - - - 3 1 4
SWE 2 1 - - - - - - - - 2 5
UK 1 3 2 3 1 1 2 1 3 - - 17
USA 2 10 3 2 3 3 0 2 6 9 2 42
OEC - 1 5 - - 3 2 1 1 2 3 18
ONEC - 2 - - - 1 - - 2 1 6
Total 5 19 12 5 6 8 5 6 11 26 11 114

Source: own calculations

AUS — Australia; CAN — Canada; FRA — France; GERermany; IRE - Ireland; ITA — Italy; NET
— The Netherlands; SAF — South Africa; SPA — Sp&8WE — Sweden; SWI — Switzerland; UK -
United Kingdom; USA - United States; OEC — Otherdpean countries including (i) target firms
from countries such as Austria, Belgium, Cypruse@vRepublic, Finland, Hungary, Italy, Norway,
Poland, Portugal and Switzerland and (ii) biddenntdes such as, Austria, Belgium, Gibraltar,
Greece, Lithuania, Luxemburg and Norway; ONEC —eDtlion-European Countries such as Chile,
China, Israel, Japan and Philippines.

3.2.3 Year of Announcement

The CBA sample is clearly concentrated over théoddsetween 2005 and 2008
(particularly during 2007). Over this time peridaettotal transaction value of CBA
accounts for approximately 330 billion dollars whiepresents more than 84% of all
CBA in this 10-year period (see Figure 3). Addiaty, the number of deals during
these years (74) represents 65% of total sampldhenchean transaction value during
the same period was 54% higher than the mean f@lulee all period.

As expected after 2008 there was a slow-down of GBAvity by European
firms, nonetheless the number of CBA exceeds tlaws®unced between 2001 and
2003. Cross-border acquisitions of European firragehpresented a sharper fall than
firms from overseas. The CBA activity behavior ignsistent with the findings of

Eckbo (2010) that states that waves generally statie periods of economic growth
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and credit expansion, being the peak usually agtastiwith high bid premiums, and
then finish at the beginning of recession.
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Source: own calculations.

3.2.4 Industry Sector

Table 3 shows the industry of both the bidders tanget firms. Although the
sample of CBA is very heterogeneous, most bidaersficome from industries such as
industrials (19%), healthcare (18%) and informati@chnology (16%). European
targets operate mainly in information technology%s, industrials (20%), and
materials (14%) industries, while non-Europeandtygvere from healthcare (24%), IT
(19%) and industrials (14%) industries. The samgpleonsistent with the findings of
Harris and Ravenscraft (1991) that most cross-lwod@als occur in R&D intensive
industries. Finally, as shown in Table 3 most CB#alved firms of same industry
sector (90 out of 114 CBA) suggesting that mosuastions were driven by business
expansion and growth goals, as opposed to diveatidn strategies.
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Table 3 — Number of Transactions by Industry Sector

Target firms Bidder firms
European Non-European

Industry Nr. % Nr. % Nr. %
Consumer Discretionary 8 16 7 11 16 14
Consumer Staples 6 12 6 10 10 9
Energy 0 0 6 10 6 5
Healthcare 5 10 15 24 20 18
Industrials 10 20 9 14 22 19
Information Technology 10 20 12 19 18 16
Materials 8 16 6 10 13 11
Telecommunication Services 3 6 1 2 5 4
Utilities 1 2 1 2 2 2
Total 51 63 114

Source: own calculations.

3.2.5 Transaction Value

As shown in Table 4 the average transaction valas ®.4 billion dollars.
However, the average transaction value is highsesavhere the target firm is from
United States, Canada or other European countoyridr3.7 billion dollar) whereas the

transaction value of firms from other regions iwédo than 1.5 billion dollars.

Table 4 — Transaction Value by Target Region

_ Target Region
Transaction

Europe United Asia/ Latin Africa/ Total

Value States and Pacific America and Middle

Canada Caribbean East
Total 196,500 185,510 5,111 1,446 1,606 390,174
Mean 3,853 3,710 730 1,446 321 3,423
Maximum 29,101 61,050 3,064 1,446 805 61,050
Minimum 20 14 7 1,446 18 7
St. Dev. 6,378 9,369 1,088 N/A 338 7,698

Source: own calculations. St. dev stands for stahdaviation
Transaction values in millions of US dollars.
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3.3 Methodology

3.3.1 Cumulative Abnormal Returns and Test Statistis

In order to assess the short-term impact of Eumogeass-border acquisition in
shareholders wealth an event study has been patbrbased on the cumulative
abnormal return (CAAR) around the announcement &ay.that purpose, the CAAR
has been computed within a short event window atdha bid announcement day and
then tested on its statistical significance.

The event study analysis has been carried throhghfallowing steps: (i)
determination of event date that, in this casehésbid announcement day (t = 0); (ii)
definition of event window and (iii) computation GfAAR. The event window has a
maximum length of 11 days starting five days paod goes up to five days after the
bid announcement day (following Bradletyal., 1988; Langet al. 1989; Martynova and
Renneboog, 2011) to capture short-term effect oA@Bnouncement.

The CAAR gives the impact of the bid announcemanshareholders wealth
and is defined as:

N
D CAR
CAAR=IZL 1)
N

N represents the number of firm and the cumulateormal return of shares of

firm i at a certain event window (CARepresents the sum of daily abnormal return of

shares of for a certain firmduring an event window (AlRthat is computed as:

CAR =Y AR, @

The daily abnormal return of shares of firmt dayt (AR;;) is calculated as:

AR =R, -E(R)) ®3)
Where R is the realized return of shares of fiinat dayt and E(R;) is the
expected return of shares of firmat dayt. The expected returns on shares were
estimated based on market model and following Braawd Warner (1985) that

concluded that although the market model (see &muat) is a straightforward
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procedure leads to results in estimation of abnbraetarn (AR)as good as, other more
complex models.

R,t :ai +lBiRm.t +Q,t (4)
where:

Ri;— return of the share of the fimon dayt, t = -5,...,5;;
Rm— return of the market index MSCI World at day= -5,...,5;

'Bi — measure of the sensibility of the volatility gliares of firm towards the market volatility
(given by MSCI World Index);
a'i — measure of the average return of shares ofifirdependent of market return during the

momentt;

e, — stochastic erroqut =0.

Market model as proposed by Fama (1976) assumeththaxpected return on a
firm share is linearly related to the market retarmd to other factors not related with
market return. In this dissertation it is assumkdt tthe effect of the event, the
announcement bid, is not fully captured by the eigx returns obtained through
market model, so any difference between the acttaln and the expected return is
assumed to be the effect of the announcement bid.

The parametersr and £ were estimated using market returns (MSCI — World

Index as proxy) and realized share returns overptieeevent period. The estimation
window starts in the month previous the bid anneament month and goes up to 60
months prior bid announcement (from month=-1 to thon60). It is assumed that the
model parameters are constant throughout eventowiracthd estimation period.

The log difference in MSCI — World Index is usedpasxy of the market return:

Rys =IN(R,s) =IN(Prcy) (5)
where:
Pms— MSCI World index value at month s, s=-1, ...,-60;
Pms.1— MSCI World index value at month s-1, s=-1, ...,;-60
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Given that the CAAR gives the impact of the bid @nmcement in shareholders
wealth, if the null hypothesis g4 CAAR = 0) is rejected we may conclude that bid
announcement has an impact in shareholders wealth.

It is assumed that CAAR follows a normal distrilbati~ N (0,6) and since the
goal is to test whether CAAR equals zero, the taatistics follows a T-student
distribution, as proposed by Brown and Warner (3985

= CAAR )
S(CAR)

S(CAR) = Jﬁi (CAR —CAAR?) @)
i=1

where:

tsat- t-Student test statistic with n-2 degrees oédi@m;

CAAR - Cumulative Average Abnormal Returns;

S(CAR) - Sample standard deviation of CAR, whiclthis best unbiased estimator of standard
deviation of populationa);

CAR; — Cumulative Abnormal Return of firmi=1,...,N

N = Total number of firms.

Moreover, the analysis has been performed eitherbfdders, targets and
combined paired match of both firms shares to asdbe differences that bid
announcement has in all firms involved in the teati®on.

The total return for combined pair of bidders aadyéts shares is computed
following Goergeret al. (2004) and Cybo-Ottone and Murgia (2000):

CAARTaI’gE‘t * MVTarget + CAARBiddeI’ * MV Bidder
MVTarget + MV Bidder

CAARCombi ned = (8)

where:

CAARC™ e _ CAAR of combined sample of bidders and targets;

CAAR™% _Targets CAAR;

CAARP“® — Bidders CAAR;

MV’ _ Market capitalization of portfolio of targetsnéonths prior the beginning of event
window;

MVE® _ Market capitalization of portfolio of biddersnéonths prior the beginning of event

window.
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4. RESULTS

4.1 Short-Term Effects of Bid Announcement

This section presents the effects of bid announoénmetargets, bidders and
combined firms shares over the following event wind: [-1;0], [-1;+1], [0;0], [-5;0],
[-5;+1] and [-5;+5]. The results of the tests omgde split by means of payment and
deal attitude are not presented because the sasdteminated by all-cash (85.96%)
and friendly (95.61%) acquisitions so the conclasiavould be very similar to the ones
presented in following section 4.1.1.

4.1.1 Abnormal Returns by Target Region

As shown in Table 5, target shareholders experiesitaverage, positive wealth
gains while bidder shareholders, generally, presemsialth losses around bid
announcement day. These results suggest that tHethdoes not expect the bid to
benefit bidder shareholders. The combined effectpasitive though statistical
significance is not found in the case where thgeiais a non-European firm.

Panel A of Table 5 shows that the bid announceimasnpositive effect on target
shareholders wealth in all event windows. The taspareholders CAAR;.s5)is higher
than the one observed by Martynova and RenneboOglj2for European CBA
(12.17%), however it is lower than the one repotigcEunet al. (1996) for CBA of
US targets (37.02%). The results also show thaCRAR[.1.+1) of target shareholders
equal to 17.55% is higher than the one observedampa and Hernando (2004) and
Martynova and Renneboog (2011) of, 4.08% and 11,58%pectively. The CAAR. g
of 12.33% is also higher than the 11.25% reporte@bergen and Renneboog (2004).

The results also show that CBA of non-Europeanetafigns provide a higher
abnormal return to target shareholders, which méaaisbids to overseas firms priced
larger premiums. Assuming that the acquisition ofdpean firms by European firms
may be similar to domestic M&A due to harmonizeanfework of corporate law and
monetary policy, these results suggest that crosselb acquisitions provide higher
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returns than domestic deals, confirming evidenomfGoergen and Renneboog (2004)
but not from Martynova and Renneboog (2011) nor IMoet al. (2005).

Table 5 - Cumulative Abnormal Returns by Target Redpn

This Table shows the cumulative abnormal returnasue=d over several event windows
for targets, bidders as well as combined pairecotmby target region.

Total European Non-European
. Sample Targets Targets
Event window Positive Positive Positive
(days) CAAR CAAR CAAR
(%) CAR (%) CAR (%) CAR
(%) (%) (%)
Panel A: Targets
[-1; 0] 12.33** 71.93 9.28* 68.63  14.8%1** 74.60
[0;0] 11.08** 71.93 8.4%* 7255 13.28* 71.43
[-1;+1] 17.55** 78.07 12.28* 70.59 21.86* 84.13
[-5; 0] 14.20** 72.81 12.28* 7451  15.86+* 71.43
[-5;+1] 19.43** 75.44 15.26* 70.59 22.85* 79.37
[-5;+5] 18.87** 66.67 15.3#%* 64.71 21.7%* 68.25
Observations 114 51 63
Panel B: Bidders
[-1;0] -0.8% 40.35 -0.15 41.18 -1.36 39.68
[0;0] -0.15 42.98 0.49 45.10 -0.67 41.27
[-1;+1] -0.43 40.35 0.16 37.25 -0.91 42.86
[-5; 0] -2.90** 31.58 -2.62 23.53 -3.1% 38.10
[-5;+1] -2.5F* 33.33 -2.32 25.49 -2%7 39.68
[-5;+5] -4.73** 31.58 5.7% 27.45 -3.87 34.92
Observations 114 51 63
Panel C: Combined
[-1;0] 1.50* 52.63 3.19~ 62.75 0.13 95.24
[0;0] 1.88** 55.26 3.30* 66.67 0.72 100.00
[-1;+1] 2.6F** 51.75 4 95+ 54.90 0.71 93.65
[-5; 0] 0.66 47.37 1.87 49.02 -1.27 85.71
[-5;+1] 1.77 47.37 4.82 43.14 -0.69 85.71
[-5;+5] 0.18 41.23 2.61 41.18 -1.80 74.60
Observations 114 51 63

Source: own calculations.
t-statistic follows a t-student distribution. ***¥, * denotes for 1%, 5% and 10% significance lefal a
two-tailed test.
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Contrary to targets scenario, Panel B of Tabledwshthat CBA announcement
causes short-term negative effect on the wealthidder shareholders. The negative
performance of bidder shares is worse in longedwaivs, which is consistent with Eun
et al. (1996). The losses of bidder shareholders aroumsbumncement suggest that
market does not expect CBA to generate value tddoidhareholders.

At announcement day, bidder shares present a neda8AR of 0.15%, which
is opposite to positive CAAR of 0.39% found by Mambdva and Renneboog (2011).
Our results also document statistically negativeAf o) of -0.82% in bidder shares
which is also opposite to the results found by @eerand Renneboog (2004) that
report a positive and significant CAAR of 2.38% feuropean bidders. In the longest
event window ([-5;+5]) the CAAR of bidder shareheig remains negative and
statistically significant (-4.73%). This result é®nsistent with Euret al. (1996) that
find that the cross-border acquisition of US tasgeduse wealth destruction for bidder
shareholders. The results also show that CBA offmopean firms motivate higher
losses for bidder shareholders than those of Earofiems. These results suggest that
bidder firms pay larger premiums to acquire nonepean firms.

While CBA of European firms provide a positive ast@tistically significant
combined (bidder and target firms) effect, the sames not happen in the case of CBA
of non-European target firms, where the CAAR isifpaes (less than 1%) but not
statistically significant. The statistical sign#iat positive effect of CBA announcement
on combined shareholders wealth suggests thatitliens losses are offset by targets
gains. Nevertheless, our evidence is contrary teldMoand Schlingemann (2005) that
report a negative and statistically significant timed CAAR.1..1).

4.1.2 Abnormal Returns by Period of Bid Announcemen

Table 6 shows the results of bid announcement teffeéore and after the
financial crisis of 2008.

As shown in Table 6, the main conclusions on targed bidders gains around
announcement remain the same. The bid announcesffent on target shares is once
more, strongly positive, although higher in posé@eriod. Providing that the sample
is composed only by closed or effective CBA, theutess show that target shareholders
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earn larger abnormal returns in stages of econamucfinancial constraints transactions

suggesting they retain more benefits in periodcohemic crisis than other periods.

Table 6 — Cumulative Abnormal Returns by Bid Annourcement Period

This Table shows the cumulative abnormal returnssmesd over several event
windows for targets, bidders as well as combinededasample, by period of bid
announcement (pre-2008, post-2008).

Event window (days) Pre-2008 Post-2008
CAAR Positive CAAR Positive
(%) CAR (%) (%) CAR (%)
Panel A: Targets
[-1; 0] 10.55** 69.05 17.3%** 80.00
[0;0] 9.34** 69.05 15.96* 80.00
[-1;+1] 16.50** 76.19 20.5%** 83.33
[-5; 0] 11.19* 69.05 22.65* 83.33
[-5;+1] 17.14** 70.24 25.85* 90.00
[-5;+5] 16.62** 63.10 25.17* 76.67
Observations 84 30
Panel B: Bidders
[-1;0] -0.9¢ 42.86 -0.60 33.33
[0;0] -0.36 45.24 0.42 36.67
[-1;+1] -0.60 40.48 0.05 40.00
[-5; 0] -3.10** 32.14 -2.33 30.00
[-5;+1] -2.8F* 34.52 -1.68 30.00
[-5;+5] -4 . 8F** 35.71 -4.29 20.00
Observations 84 30

Panel C: Combined

[-1;0] 1.59* 54.76 1.25 46.67
[0;0] 1.80** 55.95 2.08 53.33
[-1;+1] 2.43* 54.76 3.10 43.33
[-5; 0] 0.42 50.00 1.34 40.00
[-5;+1] 1.27 50.00 3.19 40.00
[-5;+5] -0.42 42.86 1.85 36.67
Observations 84 30

Source: own calculation.

t-statistic follows a t-student distribution. ****, * denotes for 1%, 5% and 10% significance
level for a two-tailed test. The Post-2008 perindudes the period from 2008 (including) to
2010.
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In terms of bidder shareholders our evidence omlgws a significant and
negative CAAR in longer windows in pre-2008 perigdere bidder shareholders face
greater losses, which may suggest that in prescpsriod bidders pay large premiums
for targets. The CBA undertook before 2008 pregasitive combined wealth effect,
although only statistically significant for shorteindows. For CBA launched on or
after 2008, although the combine effect is stikipwe, it is not statistically significance

in any time window.

4.1.3 Abnormal Returns by Industry Relatedness

Panel A of Table 7 shows that in shorter event wisl target firms
shareholders experience higher CAAR in CBA betwiens from different industry
than in those from same industry which is conststgth previous evidence from by
Martynova and Renneboog (2011). However, for tleexg event windows ([-5;0] and
[-5;+5]) CBA within same industry are more profitatbor shareholders of target firms.

Panel B of Table 7 shows that bidder sharehold=d to lose more in CBA
between firms from the same industries than froffeidint industries. For longer event
windows CBA involving firms from the same indusfri@ave a significant negative
impact in the bidder shareholders wealth. The eféecbidder shareholders wealth is
negative but not significant in case of CBA betwdems operating in different
industries.

Panel C of Table 7 shows that CBA between firmsnfrihe same industries
have higher and positive combined wealth effe¢hoalgh only statistically significant

in shortest windows around announcement day.
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Table 7 - Cumulative Abnormal Returns by Industry Relatedness

This Table shows the cumulative abnormal returres several event windows for
targets, bidders as well as combined paired saimplendustry code (different
industry, same industry).

Event window (days) Different industry Same indystr
CAAR Positive CAAR Positive
(%) CAR (%) (%) CAR (%)

Panel A: Targets

[-1; 0] 13.49** 62.50 12.02* 74.44
[0;0] 14.50** 66.67 10.17%7* 73.33
[-1;+1] 19.10** 83.33 17.18* 76.67
[-5; 0] 12.48** 70.83 14.66* 73.33
[-5;+1] 18.09** 75.00 19.79* 75.56
[-5;+5] 15.16** 66.67 19.8%* 66.67
Observations 24 90

Panel B: Bidders

[-1;0] -1.09 54.17 -0.75 36.67
[0;0] -0.84 41.67 0.03 43.33
[-1;+1] -0.92 41.67 -0.30 40.00
[-5; 0] -2.56 50.00 -2.99 26.67
[-5;+1] -2.39 45,83 -2.55 30.00
[-5;+5] -3.37 45.83 -5.09 27.78
Observations 24 90

Panel C: Combined

[-1;0] 0.67 54.17 1.72 52.22
[0;0] 1.23 66.67 2.0% 52.22
[-1;+1] 0.82 50.00 3.09* 52.22
[-5; 0] -0.63 66.67 1.01 42,22
[-5;+1] -0.47 58.33 2.37 44.44
[-5;+5] -1.94 50.00 0.74 38.89
Observations 24 90

Source: own calculation
t-statistics follows a t-student distribution. **** * denotes for 1%, 5% and 10%
significance level for a two-tailed test.

30



4.1.4 Abnormal Returns by Relative Size

In this section the bid announcement effect isetestccording to the relative
size. The market capitalization of the firms sixntiobefore the bid announcement was

used as proxy of the relative size, as per Asagiigth. (1983) and Agrawatdt al. (1992).

Table 8 — Cumulative Abnormal Returns by Relative &e
This Table shows the cumulative abnormal returnsr ®everal event windows for
targets, bidders as well as combined paired satmpleclative size (proportion of
market capitalization of target firm over markepitalization of bidder firm).

Event window = 10% <10%
(days) (Relatively Small Bidders, (Relatively Large Bidders,
y Large Targets) Small Targets)
CAAR Positive CAAR Positive
(%) CAR (%) (%) CAR (%)
Panel A: Targets
[-1;0] 11.69** 70.21 12.77* 73.13
[0;0] 10.95** 76.60 11.17* 68.66
[-1;+1] 14.93** 80.85 19.46* 76.12
[-5; 0] 13.74** 76.60 14.58* 70.15
[-5;+1] 16.97** 76.60 21.16* 74.63
[-5;+5] 15.53** 65.96 21.2%+ 67.16
Observations 47 67
Panel B: Bidders
[-1;0] -1.4% 36.17 -0.41 43.28
[0;0] -0.53 48.94 0.11 38.81
[-1;+1] -1.36 38.30 0.22 41.79
[-5; 0] -4.94** 23.40 -1.47 37.31
[-5;+1] -4.89** 23.40 -0.84 40.30
[-5;+5] -9.02** 21.28 -1.73 38.81
Observations 47 67
Panel C. Combined
[-1;0] 3.8%** 59.57 -0.12 59.57
[0;0] 4.02** 65.96 0.37 65.96
[-1;+1] 5.48** 63.83 0.59 63.83
[-5; 0] 3.19* 57.45 -1.11 57.45
[-5;+1] 4.86* 53.19 -0.39 53.19
[-5;+5] 2.18 42.55 -1.23 42.55
Observations 47 67

Source: own calculation.
t-statistics follows a t-student distribution. **** * denotes for 1%, 5% and 10% significance
level for a two-tailed test.
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The results presented in Table 8 show that fortivelasmall bidders, i.e., the
case the target market capitalization represent® rtian 10% of the bidder market
capitalization, the CAAR is positive for target sb&® negative for bidder shares and the
combined effect is also positive and staticallyngigant in longer event windows.
These results suggest that the abnormal returnargét shares have compensated the
negative abnormal returns of bidder shares. In oaselative large bidders (the target
represents less than 10% of the bidder market alegaition), although the effect on
target shareholders is still positive and sta@diiycsignificant, the effect on bidder
shareholders and the combined effect are nottstatly different from zero.

Panel A of Table 8 shows that in cross-borders iattpns shareholders of
small target firm experience larger wealth creatiban shareholders of large target
firms.

Panel C of Table 8 shows that in CBA of relativegéa targets, the combined
effect of bid announcement is positive and sigaiftc which means that the losses
observed in bidder shares are completely offseéhbygains on target shares. It may also
suggest that bidders offered too high premiumsthece was a distribution of wealth
from bidders to targets. In CBA of relative largdders, the combined wealth effect is

negative but not statistically significant.

4.2 Cross-Sectional Analysis

After the comprehensive assay of the firms CAARsaveral sub-samples for
assessing the value created/destroyed in CBA tttara a step further will be taken in
the analysis of variables that may impact the CAARIdder and target shares in order
to allow us to have a better understanding undeat whicumstances the bidder firms

overpay and target shareholders present larges.gain
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4.2.1 The Model

The impact of all variables on bidders and targgAR was tested, by running

the following regressioh

= a + B,PAY, + B,INDUST, + B,LN(SIZE,) + B,ATTIT +
+ B.CNTR + B,EXR + ,INVPRO +¢,

CAR

(-5;+5)

The dependent variables are the cumulative abnoratatn (CAR) of bidders
(targets) shares within the event window [-5%+&tound announcement day and the
explanatory (exogenous) variables are presentédbie 9

The exogenous variables can be split in two grothms,cross-border variables
(target country status of development, relativehexge rate and level of investor
protection in target country) and the bid charasties variables (means of payment,
industry relatedness, relative size and bid atughich will be considered separately
and together.

Regarding the cross-border variables the variald Bs used to test the
hypothesis of means of payment, that is to saydifidr and target shares tend to have
better performance in all-cash or other type ofersffaround announcement date.
Therefore if all-cash offers have better impactsbiares price change than equity and
mixed offers, this variable should have a posisign. The variable INDUST is used to
capture the effect of focus and diversificationlga# cross-border bids on bidders and
targets shares and so if acquisitions within samdustry sector are better for
shareholders than acquisitions of firms in différgmustries this variable should have
associated a positive coefficient. The variable ATiests whether hostile bids provide
better returns to bidder and target shareholdens tilendly ones. If true the coefficient
associated to this variable should assume a negatiue. SIZE explanatory variable is
used to test if the relative size of both firmsadwed has an impact on shares CAR

around announcement. This variable is composedhbylihear logarithm of target

®> The regression has been run using White (198@eplure for purposes of control of heteroskedagticit
® The regression has also been conducted for [-Brd][-1;0] windows, nonetheless the results obthine
were not statistically significant in the casetwf bidders (which may be a sign that the bids ware
average, foreseen by the market) and were sinailtiret results of the CAR regression over [-5;+5]
window in the case of the targets and so, for psgpmf brevity, the results are not reported .
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firms’ market capitalization of target firm in rélen to the bidders market
capitalization, following Asquithet al. (1983) and Jarrel and Poulsen (1989). For
instances, if acquisitions of relative large tasg@rovide better CAR for bidder

shareholders around announcement, this variabléddhave a positive sign.

Table 9 — Variable Definitions

Variable Description
CAR Cumulative Average Returns of bidders/targets shaighin event
window around announcement day.
A zero-one dummy variable taking the value 1 if ke is all cash
PAY . ) : .
paid and O otherwise (equity or mixed)
A zero-one dummy variable taking the value 1 ifdlwing firms
INDUST . : .
operate in the same industry sector and 0 otherwise
ATTIT A zero-one dummy variable taking the value 1 irecaka friendly
bid and 0 otherwise (hostile or hostile to friedly
SIZE The ratio between target and bidder market capétdin six months
prior the bid announcement.
CNTR A zero-one dummy variable taking the value 1 ig&dris from a less

developed country and 0 otherwise (see detailgipeAdix I)

The ratio of the difference between the yearly agerexchange rate
of target home currency (units of target home awyeper unit of

EXR bidder home currency) and the exchange rate oétangrrency in
the announcement year divided by the average egehaate of the
target relative to the bidder in the 2001-2010qu#ri

A zero-one dummy variable measuring the level ofestor
protection of target country. It takes 1 if targetrom a country with

INVPRO strong or medium investor protection and O otheswi$ follows
classification of “Strong”, “Medium” and “Weak”, gger Anderson
et al., 2009 (see details in Appendix I).

Regarding the cross-border variables, the vari@NdR is a dummy one-zero
variable (following Doukas and Travlos, 1988) tieimeant to capture the degree of
economic development of the target firm countryCNTR assumes a positive value it
means that CBA of firms from less developed coesthiave larger impact on the short-
term performance of bidders and targets sharesGsof firms from other countries.

EXR variable is meant to capture the effect of exgje rates on the shares CAR, as
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previously tested by Harris and Ravenscraft (198&henoyart al. (1992) and Eumet

al. (1996). In case the EXR assumes a negative (p@sitalue, it means that the target
firms currency is cheaper (expensive) for the Eaampbidder firm in the announcement
year than in average sample period. INVPRO variablesed to test whether the level
of investor protection has an impact on the peréoree of the firm shares. If INVPRO
assumes a negative value it means that CBA of ttdirges from countries with low
investor protection have greater impact on the GARiIdder and target shares than

acquisitions of firms from countries with strongearket regulatioh

4.2.2 Results of Cross-Sectional Analysis

The following sections 4.2.2.1 and 4.2.2.2 preskatresults of the regressions
of bidders and targets CAR:s).

4.2.2.1 Bidders

The results presented in Table 10 show that odyehative size and the level of
investor protection of target shareholders havassital significant power to explain
bidders CAR.

Surprisingly, the results show that the relativee sof the target has a negative
effect on bidder shares CAR (statically significah6% level), which is contrary to the
findings of Asquithet al. (1983) and Jarrell and Poulsen (1989) that suppattthe
larger the relative size of the target the lardex improvement in the bidder shares
CAR.

Not consistent with Andersoet al. (2009) the results suggest that the strong or
medium level of investor protection in the targetE country have a significant
positive effect (at 10% level) over bidder sharesRCBidders do not take advantage
from low investor protection in the target firmsuodry, instead they benefit with high
level of rules that protect target shareholderspo&sible reason for it is that cross-
border acquisitions of targets from countries vgititong shareholder protection (usually

more developed countries) may represent less riskgstments to bidder firms.

’ For a more detailed analysis of the exogenous bi@sathe Pearson correlation between the exogenous
variables can be found in Appendix II.
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Another explanation is related to the sample caitiom of closed and effective deals,
excluding therefore all cross-border bids launcbeer the same period of analysis that

were not completed until 2012.

Table 10 —Regressions of Bidders CAR
This table shows the effect of a set of variablesidder shares CAR..s;.

Variable Coefficient
(1) (2 )
PAY -0.090 -0.073
(0.076) (0.067)
INDUST -0.022 -0.010
(0.039) (0.039)
LN(SIZE) -0.010* -0.010*
(0.018) (0.004)
ATTIT 0.004 -0.026
(0.046) (0.058)
CNTR 0.076 0.046
(0.082) (0.087)
EXR 0.305 0.267
(0.194) (0.173)
INVPRO 0.07% 0.077
(0.044) (0.044)
Constant -0.109** 0.059 -0.045
(0.039) (0.094) (0.100)
Observations 114 114 114
R-squared 0.066 0.080 0.134
Adjusted R-squared 0.040 0.047 0.077
F-statistic 2.582 2.380 2.352
Prob(F-statistic) 0.057 0.056 0.028

Source: own calculations. Standard deviation isgméed in parenthesis. ***, ** * denotes
for 1%, 5% and 10% significance level. Regressihmpfesents the impact of cross-border
variables in Bidder CAR..s. Regression (2) presents the effect of firm and bi
characteristics in Bidder CAR.s. Regression (3) presents the effect of both chosder
and well as firm and bid characteristics in Bid@&R.s..5;.
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4.2.2.2 Targets

The results presented in Table 11 show that thensnehexchange, the attitude
towards the bid, the relative exchange rate andete of investor protection have an
impact in target shares CAR.

The variable of means of payment is statisticahificant only in the regression
(1) where just cross-border variables are consttdéFbe high correlation between the
means of payment variable and the relative exchaatgevariable (see Appendix II)
may be the reason why the first one loses stalssignificance in regression (3) in
which all variables are included. Consistent tovimes evidence from Harrist al.
(1991) and Martynova and Renneboog (2011) the tsesslggest that target
shareholders present higher gains in all-cash sitgquis rather than in equity ones.

Table 11 also shows that the coefficient of theditdude variable has a positive
sign which is statistically significant at 1%. ltiggests that targets earn larger abnormal
returns on friendly acquisitions which is not catsnt to previous results of Goergen
and Renneboog (2004) and Servaes (1991). One fwssiison is the uncertainty
surrounding targets value, especially in cross-Boatquisitions may lead bidders to
launch a higher price in friendly acquisitions irder to facilitate the post-acquisition
process. Nonetheless the statistical significarfce bid attitude variable, the result
shall only concern to friendly acquisitions siné®®of the sample is composed by this
type of deals.

The results also show that the relative exchantgeimgpacts (significant at 1%)
the targets CAR. Consistent to Harris and Ravefts(¥@91) the results show that the
bidders home currency is relatively stronger thangdts home currency in the
announcement year.

The variable of level of investor protection ingar country is found to be
statistical significant to explain not only bidddrst also targets CAR. The variable
coefficient has a positive sign, suggesting thagets shares present higher gains when
targets are from countries with strong level ofdstor protection. A higher protection
of target shareholders represents more negotiggaaer which may lead to higher

price paid for target shares.
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Table 11 — Regressions of Targets CAR
This table shows the effect of a set of variablesanget shares CAR..s;.

Variable Coefficient
(1) (2) 3)
PAY 0.128 0.085
(0.074) (0.073)
LN(SIZE) -0.014 -0.016
(0.010) (0.010)
INDUST 0.050 0.053
(0.073) (0.069)
ATTIT 0.21 %= 0.253**
(0.079) (0.090)
EXR -0.730* -0.656™**
(0.242) (0.248)
CNTR -0.132 -0.188
(0.139) (0.140)
INVPRO 0.109% 0.117%7
(0.061) (0.063)
Constant 0.167 -0.209 -0.309
(0.047) (0.139) (0.168)
Observations 114 114 114
R-squared 0.099 0.050 0.152
Adjusted R-squared 0.074 0.015 0.096
F-statistic 4.008 1.421 3.000
Prob(F-statistic) 0.009 0.232 0.013

Source: own calculations. Standard deviation isgmted in parenthesis. ***, ** * denotes for
1%, 5% and 10% significance level. Regression (Bsents the impact of cross-border
variables in Target CAR..5;. Regression (2) presents the effect of firm ambldhiaracteristics
in Target CARs..5;. Regression (3) presents the effect of both cbosder and well as firm
and bid characteristics in Target CARs).
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5. CONCLUSIONS

This research addresses an important recent phewoma world economy,
particularly, in M&A market which is the firms imeationalization trough cross-border
acquisitions. The main goals of this dissertatiomta conclude whether CBA create or
destroy value and which variables can better emplai

The sample comprises 114 cross-border deals ladnblgeEuropean firms
between 2001 and 2010. The sample is highly coratedt in the period from 2005 to
2008 (65% of total sample) and is mostly composeftiendly and all-cash deals.

The results confirm positive wealth effect for sHavlders of target firms in all
event windows around announcement day. Plus, tasigeteholders present higher
abnormal returns in CBA of non-European than inugitjons of European firms,
which may be consistent to prior literature thatd& that cross-border acquisitions
provide higher returns than domestic deals

In case of bidders, the results of this study skimat the shares have a negative
performance around bid announcement day, suggettaigoidder shareholders loose
wealth from the acquisition. Although the negatadenormal returns experienced by
bidder shareholders, the performance of combinadeshs positive which suggests that
the targets gains surpassed the bidders lossege$hks evidence that the acquisition
of European firms generates value since the totehltw effect is positive and
statistically significant. However in case of CBArmmn-European firms the results do
not confirm that CBA have positive combined weaitfect.

This dissertation also shows that in the post-2@08et shares present larger
gains than in preceding period suggesting thattargenefit from economic crisis.

In terms of industry relatedness, the results shiomt target shares always
present gains while bidder shares have largerfgignt losses in acquisitions involving
firms from the same business area. It suggestddhas strategy not only has not lead
to short-term benefits to bidder shareholders Imstead has caused them wealth
destruction.

As expected, the results also show that targetehlbaters earn more in CBA by
relative large bidders and the combined gains argtipe but only are statistical

significant in acquisitions made by relative snimdiders.
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Finally, our analysis also shows that the relasize and the level of investor
protection impact bidder shares CAR. However, #gwilts show that the relative small
size of bidder firms has negative impact on biddeares performance around
announcement day. In addition, our findings alsggest that the level of investor
protection has a positive impact on bidder sharAR,CGhat is to say, CBA of target
firms from countries with strong and medium levdl iovestor protection have a
positive effect on bidder shares performance. Thanger level of investor protection
also has a positive impact on target gains suggeshiat the target firms shareholders
from countries with severe regulation benefit miyeen CBA than shareholders from
countries with weaker regulation. The analysisanfiéts CAR suggests that a stronger
bidder home currency also impacts targets CAR.

To sum up, the analysis of European cross-bordquisitions undertaken
between 2001 and 2010 shows that target shareldieled to earn positive abnormal
returns while bidder shareholders tend to lose tiveBlowever the combined short-term
wealth effect is found to be positive around theamcement day, thus suggesting that
bidders overpaid and that there is a wealth trarisden bidders to targets shareholders.
Variables such as the relative size and the lelveivestor protection are found to have
an impact on bidders CAR. On other hand, variableh as the relative exchange rate
and the level of investor protect are suggestexkpdain the CAR of target shares.

Further research may consist on a comparative sisady conclusions presented
here on CBA with domestic M&A. Additional research features and events that took
place before and after the bid are also importarthé analysis on CBA performance

and its determinants.
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APPENDIX

Appendix | - Status of Development and Level of Ingstor Protection

in Target Country

Target Country Status of Target Country Level of

Target Country Development Investor Protection
Australia Developed Strong
Austria Developed Medium
Belgium Developed Weak
Canada Developed Strong
Chile Non-developed Weak
China Non-developed Strong
Cyprus Non-developed Weak
Czech Republic Developed Weak
Finland Developed Strong
France Developed Weak
Germany Developed Medium
Hungary Developed Weak
Israel Developed Weak
Italy Developed Weak
Japan Developed Strong
Netherlands Developed Weak
Norway Developed Medium
Philipppines Non-developed Weak
Poland Developed Weak
Portugal Developed Weak
South Africa Non-developed Weak
Spain Developed Weak
Sweden Developed Strong
Switzerland Developed Medium
United Kingdom Developed Strong
United States Developed Strong
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Appendix Il - Correlation Matrix between ExogenousVariables

PAY INDUST SIZE  ATTIT CNTR  EXR INVPRO
PAY 1.000 -0.023 0.061 -0.066  0.012 -0.199.013
INDUST -0.023 1.000 0.011 -0.085 0.058 08a -0.085
SIZE 0.061 0.011 1.000 0.000 -0.204 8.030.074
ATTIT -0.066 -0.085 0.000 1.000  0.045 120 -0.092
CNTR 0.012 0.058 -0.204 0.045 1.000 -8.040.412
EXR -0.199 -0.084 0.033 0.012 -0.043 1.00@.033
INVPRO 0.013 -0.085 0.074 -0.092 -0.412 36.0 1.000
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