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1. Introduction

In this paper, | explore the impact that privateiggbacking of acquired firms has on
the characteristics of acquisitions of unlistedhBrby public companies. More specifically, |
address the impact of PE-backing on announcemerddpabnormal returns to acquirers.
Many empirical studies in corporate finance havalyed the determinants of acquirer
abnormal returns around acquisition decision ancemnents. The relative size of the deal,
the public or private status of the target, theewtanty about target valuation, and the means
of payment are among the most important determéndritis paper focuses on the status of
the target. Since the 1970’s, academic researchidrasnstrated that acquiring shareholders
of publicly traded targets earn neutral or negataterns around acquisition announcements
(Andrade et al. 2001). However, many recent studiase reported average positive
announcement returns to acquirers of unlisted fif@fsang, 1998; Faccio et al., 2006; Fuller
et al., 2002; Moeller et al., 2004). The objectofehis paper is to re-examine the role of the
status of the target in acquirer returns by sepayaiargets that received private equity-
backing from targets with traditional private shakelers. Do acquisitions of private equity-
backed targets trigger a different price reactimnacquirer shareholders than acquisitions of
non-private equity-backed targets?

The term “Private Equity” (referred to as PE in teenainder of the paper), does not
have the same meaning in Europe as it does in fBeltuthe U.K. and in Continental Europe,
it always refers to the industry as a whole, incigdboth venture capital and buyout
investments, while in the U.S. it is usually usedluyout deals only. For the purpose of this
research, PE investors are defined in a broad sedseling both investors in venture capital
(henceforth, VC) and buyouts transactions. Botlesypf investors share unique attributes that
distinguish them from traditional shareholders #mat should influence the sale process of
unlisted firms. Moreover, a large number of investits in Europe are made by PE firms
investing in VC as well as in buyout deals.

Academic research to date has shown that VC/PEtorsehave specific capacities. In
particular, VC/PE investors are in a position tdifethe true value of a firm (Megginson and
Weiss, 1991). They also develop strong capabilitiebuilding large networks of contacts
(Hochberg et al., 2007; Ivashina and Kovner, 20@)th attributes may result in better
negotiating capacities and suggest that PE investmrld act, during the sale process, in ways

that traditional investors may not be able to gik. This makes understanding the impact of



PE-backing on the profitability of unlisted targatquisitions an interesting empirical
guestion.

| use a sample of 2010 acquisitions of unlisted games completed by public
acquirers from 17 Western European countries bet\2803 and 2008. Through a process of
manual identification, | find that 12.5% of thegat companies are PE-backed. | classify an
acquisition as PE-backed if the target companyivedePE-funding in the past and | also
require that at least one of the PE investorspghatided funding in the past is still involved
in the target when the public company buys it. BNestors are unlikely to have any impact
on the sale process if they have exited the targetpany before the acquisition deal. The
results indicate that acquisitions of PE-backed mames differ from other unlisted
acquisitions. They are more likely to involve largacquirers, larger targets relative to
acquirer size, and high-tech targets; they are rikeby to occur in an unrelated industry and
to be partially stock-financed. When | turn to timpact of PE-backing on acquirer
cumulative abnormal returns (thereafter, CARs)darve that the market reacts significantly
less positively to the announcement of an acqarsitf a PE-backed company. The mean
(median) CARs for announcements of acquisitionBBfbacked targets are 1.12% (0.45%),
which is significantly lower than the mean (medi@ARs of 2.11% (0.97%) for acquisitions
of non-PE-backed targets. The “PE-backing effeethains after controlling for a large set of
deal and acquirer characteristics, which have s®wn to be significant in explaining
acquirer returns in prior literature. Additionallyuse a propensity score matching method to
select a matched sample of acquisitions of non-ftkdd firms that are comparable to
acquisitions of PE-backed firms in a wide rangeclodracteristics in which the two groups
differ in the initial sample. Using the matched gdenof non-PE-backed targets, | confirm
that the presence of PE firms in the targets lowattgns to acquirers.

The contributions of this paper are threefold. t-iis the best of my knowledge, this is
the first paper to analyze the impact that PE-bagkias on the returns to acquirers of unlisted
firms in Europe. Results to date focus on the Uagket only, are very rare, and appear to be
conflicting (Gompers and Xuan, 2006; Masulis and&ta, 2009. Second, this paper sheds
new light on how VC/PE investors manage and infbeethe exit process of their portfolio
companies. Starting with Megginson and Weiss (198I)umber of studies investigate the
role played by VC/PE investors during the initialbfic offerings process and report their
certification capacity. Analyses of the role of Rvestors in trade sales are almost

2 Additionally, both papers focus on VC-backing.cBase, VC constitutes a subset of the entire Pten
economy, those papers are not perfectly compatabtey study.
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nonexistent. However, they are particularly neagssaa trade sales of portfolio companies
are by far the largest exit routes in Europe. 16&@&ccording to the European Private Equity
and Venture Capital Association (EVCA), trade salemprised approximately 40% of PE

exits (by amount) undertaken by PE firms based unope, while divestments by public

offerings (initial public offerings and sale of dad equity) continued to fall, representing
only 5% of total divestment. The results are cdestswith PE investors increasing the
negotiating power of target shareholders when plstfcompanies are sold through trade
sales, which results in acquirers paying a higheepvhen they buy PE-backed targets. Last,
this paper adds to the rare evidence on returisutopean acquirers of unlisted firms. |

observe mean positive CARs for acquirers of urdidiems, which is consistent with the

findings in Conn et al. (2005) and Faccio et a800@).

The remainder of the paper is organized as folldBection 2 reviews the related
literature. Section 3 presents the sample construghethodology. Section 4 defines the
variables and Section 5 describes the sample.d®e6tprovides univariate and multivariate
analyses of acquirer returns. In Section 7, agmepy score matching approach is exposed as

a robustness check. Section 8 offers conclusiorsagdestions for future research.

2. Related Literature

This paper is related and contributes to differsinands of the literature. First, a
number of recent papers examine the effect of iealisarget acquisitions on acquirer returns.
They show that acquirers achieve zero or negatreeage announcement period cumulative
abnormal returns (CARs) when acquiring listed ttwgend positive average CARs when
acquiring unlisted targets (Chang, 1998; Fullerakt 2002; Moeller et al., 2004). This
phenomenon is also observed in Europe. Faccia €@06) find on a sample of acquisitions
in 17 Western European countries over the peridcd52D01 that acquirers of listed targets
earn an insignificant average abnormal return a38%, while acquirers of unlisted targets
earn a significant average abnormal return of 1.48%hough the fundamental factors that
explain this “listing effect” remain elusive (Faocaet al., 2006), Fuller et al. (2002) posit that
one explanation for the differing market reactierthat acquirers receive a better price when
they buy unlisted firms. Officer (2007) actually admnents discounts for acquisitions of
unlisted targets that average 15% to 30% relatventiltiples paid to acquire comparable

publicly traded firms.



Second, the paper is related to the large bodyteshture on the certification role of
VC/PE. Empirical support for this certification eobf VC/PE investors has essentially been
provided in initial public offerings (hencefortrP®) settings. Megginson and Weiss (1991)
find that underpricing in VC-backed IPOs is sigradntly lower than in non-VC-backed IPOs,
which is consistent with the idea that venture tdigis certify that the offering price of the
issue reflects all available and relevant insidermation. VC-backed IPOs experience better
long-run performance than non-VC-backed IPOs (Bray Gompers, 1997). The certification
role that venture capitalists play in the IPO psscbas however been questioned. Lee and
Wahal (2004) observe that VC-backing results irh&rglPO underpricing after controlling
for endogeneity in the receipt of venture fundihge and Masulis (2008) show that neither
VC investment, nor backing by more reputable ventoapitalists, significantly restrain
earnings management by IPO issuers, which is instemsé with them implicitly certifying the
quality of issuers’ financial reporting.

The first condition for third-party certificatio toe believable for outside investors is
that the certifying agent has reputational capitaktake on not selling overvalued assets
(Megginson and Weiss, 1991). Because European \Ristors repeatedly exit their portfolio
companies through trade sale (as mentioned eatieording to the EVCA, trade sales are by
far the largest exit routes in Europe accountingafgproximately 40% of PE exits), they have
a very strong incentive to maintain access to thdet sale market on good conditions and
therefore have to establish a reputation for hgne&tcording to Megginson and Weiss
(1991), the value of the reputational capital maxsteed the maximum possible benefit which
could be obtained by certifying falsely and thevems of the certifying agent must be costly
for the firm. These authors show that both condgi@re met by venture capitalists when
exiting through an IPO. There is no reason to kelithat they are not met when VC/PE
investors exit through a trade sale. Last, cediftm by PE investors is feasible because they
continuously monitor their portfolio companies, algiy through participation at the board
level (Lerner, 1995). PE investors therefore haveams of reducing the information
asymmetry faced by acquirers of private firms. Mwer, because PE firms specialize in
exiting private investment, they are expert in ipigc

Third, many papers highlight the importance of ret#s in the VC/PE industry.
Venture capitalists lean on their networks of cot#do help the company succeed (Gorman
and Sahlman, 1989; Sahlman, 1990). The bank rekdtips of PE firms help to lower
leverage buyouts loan spread (Ilvashina and Kov2@08). Influential network positions

developed through syndication of investments makefiRns perform significantly better
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(Hochberg et al., 2007). PE firms’ extensive netwof contacts should therefore help them
in locating potential acquirers and, hence, inadhs bidding competition. Competition in an
acquisition decreases the returns to acquirerd(8yaDesai, and Kim, 1988)

Both certification skills and network capacitiesRE investors should result in better
price negotiating power and PE firms should obtagh prices for their companies. Because
the market may view PE investors as good negosiatagxpect acquirers of non-PE-backed
targets to perform relatively better than acquirefrsa PE-backed target. Announcement of
PE-backed firm acquisitions should have a negatiy@act on acquirer returns.

Only recently has the literature considered theat$f of PE-backing on acquisition
acquirer announcement returns. Gompers and Xuad6{dihd that the market reacts less
positively to the announcement of the acquisitibra &/ C-backed firm, while the results of
Masulis and Nahata (2009) indicate the oppositectivn after using a propensity score
matching approach. While Gompers and Xuan (20G6pate the smaller returns to the view
that venture capitalists have a greater price natyay ability or that the adverse selection
problem is quite high, Masulis and Nahata (200@)gsst that their findings are the result of
venture capitalists having interests which confilth other investors. However, because,
venture capital constitutes a subset of the emkEein the economy, those papers are not

perfectly comparable to this study. Additionallyey focus on the U.S. market only.

3. Sample Selection

| use a two-step methodology to construct the samipirst, | obtain a sample of
acquisitions of unlisted targets by European publbiquirers. Second, | disentangle deals

involving PE-backed targets from other unlistedlslea

a. Acquisitions of Unlisted Targets by European PuBloguirers

From Thomson Financial’'s Mergers and Acquisitioatatlase (hereafter referred to as
the “"M&A database”), | construct a sample of acdigies of unlisted targets completed by
European public acquirers. To be included in thepa, the following conditions must be
satisfied:

- Acquirers are public companies.



- Targets are unlisted compariies

- Completed deals are announced and effective betdaenary 1, 2003 and
December 31, 2008.

- Nation of the acquiring companies includes 17 Eeappcountries (Austria,
Belgium, Denmark, Finland, France, Germany, Gredty, Republic of
Ireland, Luxembourg, Norway, Netherlands, Portug8&pain, Sweden,
Switzerland, and the United Kingdom). No restriatis imposed on the targets
country of incorporation.

- Acquirers are listed on a stock market in one @ #bove listed European
countries.Acquirer stocks have 3 days of return data availablDatastream
around the takeover announcement date and haveor® than 50% missing
returns over a window of 240 days starting 40 dagf®re the announcement
day*.

- Buyers acquire 100% of target firm shares. The dakle is one million U.S.
dollars or more and represents at least 1% of tig@ieer's market value of
equity’.

- Neither the acquirer nor the target is a finanamstitution or a utility or a
government-related company or a real estate-reléited (this restriction
avoids dealing with the special regulatory envireninand accounting issues
related to these sectors).

Then, | construct a second sample including alhdaations completed by the
acquirers of the above primary sample with a dssdodeal value of more than one million
U.S. dollars. Contrary to the primary sample, gample also includes acquisitions of public
firms. The primary sample is necessarily includedthe second sample. Any transaction
occurring less than one month after another adepnsimade by the same acquirer is
classified as “multiple acquisition”. When an aeqg firm announces two acquisitions or
more on the same day, all these observations agdmyed as “multiple acquisitions”. Next,
every transaction of the primary sample that cpoads to a “serial acquisition” in the

second sample is excluded from the primary sameéalse multiple acquisitions raise the

% Unlisted companies include private firms and stilasies.

* As explained later, this window serves as thenestobn period for the event study in this papertuRes are
computed as “weighted trade-to-trade returns”.

® To avoid problems with outliers, when computing telative deal size, | exclude the few observatiaith a
relative size equal to or above 3.



problem of dependent observations due to overlgpplservations. This initial screening

gives 2033 acquisitions of unlisted targets.

b. Acquisitions of Unlisted PE-backed Targets by EeapPublic Acquirers

The next step consists of disentangling deals innglPE-backed targets from other
unlisted target acquisitions. Because there areamomon identifiers for linking companies
listed in the M&A database and the VentureXperabdase, | manually search for the 2033
target names extracted from the M&A database inireture Xpert database. | use the whole
VentureXpert database, including operations from0l® 2008, with no country, nor amount
restrictions. | do consider the match only in c#s® company has received PE financing
before the acquisition date mentioned in the M&Aatbase. When no match is found for a
given target name, | repeat the search by substitthe target name extracted from the M&A
database for its immediate parent name (whenelevam and only in case this immediate
parent is not public). I find that 275 companiestioé initial sample have received PE
financings prior to being subject to an acquisitigna listed company (directly or through an
immediate private parent).

Second, | check whether PE firms are still actiweestors in the company at the time
of the M&A transaction. 91 out of these 275 denislve a sellside financial sponsor pointed
out by the M&A databade | verify that the financial sponsor mentioned the M&A
database matches with the one extracted from tmtux&Xpert database. For the remaining
184 deals, | manually check in press releases and/mvestors’ websites that at least one of
the referred PE investors is still involved in theget at the time of the M&A transaction. |
find out that 134 acquisitions involve a PE-bactaadet (or target immediate parent). Targets
are not anymore PE-backed at the time of the M&Rncases. In 23 cases, | am not able to
conclude, and thus decide to exclude these deais fine sample for avoidance of bias. At
this point, | have identified 225 acquisitions d&-Backed firms.

The M&A database identifies 26 additional dealsoiming a sellside financial sponsor
that have not been found in the match with the MeXpert database. After checking in

press releases and/or on investors’ websites tRafirhs are still active investors in the

® The M&A database flagships point out transactioith the seller, immediate or ultimate parent afyéd,
immediate or ultimate parent of seller, being an&¥icial Sponsor”. Financial sponsors are definetbagpanies
that engage in private equity or venture capitsactions using capital raised by investors.
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company at the time of the M&A transaction, | atsassify these transactions as involving a
PE-backed target.

To sum up, the final sample consists of 251 actjois of PE-backed targets and
1759 acquisitions of non-PE-backed targets ovepénimd 2003-2008.

4. Definition of Variables

The purpose of this paper is to understand if Pékibg influences returns to
acquirers and the construction of the key explagyat@riable, thePE-Backed Target
indicator, has been explained in detail abovehis $ection, | discuss the construction of all
the other variables used in this study. First,pglax how | compute acquirer announcement
period returns. Next, | consider two categoriesvafiables, which have been shown to be
significant in explaining acquirer returns in prilterature, i.e. deal- and acquirer-specific

characteristics.

a. Acquirer announcement period returns

| measure acquirer returns by computing market madgisted stock returns around
initial acquisition announcements. | obtain the@mrcement dates from Thomson Financial’s
Mergers and Acquisitions (M&A) database. | comp@8tday cumulative abnormal returns
(CARS) during the window [-1, +1], where event dais either the day of announcement or
the first trading day following the announcemerthég announcement occurs on a non-trading
day.

For each observation in the sample, | use the mankeel to estimate normal returns:
Ri = 0j + BjRM; + ¢ , where R is the observed dividend adjusted return for fijram day t,
RM; is the relevant country stock market index returnand p; are, respectively, the
estimated OLS regression intercept and slopegjarsda regression residual.

Returns on the share and on the market index aasumned between days on which the
share was traded. Using trade-to-trade returnsgigeect conclusions for all level of trading
frequency (Maynes and Rumsey, 1993), while mosthout are misspecified as tests for
detecting abnormal returns when stocks trade io&atly. The returns for interval t are
divided by the square root of the number of daysh@interval in order to correct for the fact

that larger intervals will tend to give rise todar returns.



The model parameters are estimated using OLS #gnssover a period of 240 days,
starting 40 days prior to the event window. | ateguire that trade-to-trade returns are
available in more than 50% of the days of the esion period.

b. Deal- and Acquirer-Specific Characteristics

The literature has shown that a number of dealagiiring-firm characteristics are
related to acquirer announcement returns in the W/Bile most of the evidence on these
determinants is based on public acquisition sampdésdies related to unlisted target
acquisitions include these determinants as contavlables and sometimes confirm the
relation reported for public acquisition samples.

First, many studies on U.S. acquisitions indicht& ®acquirer announcement returns
increase in relative deal size. This positive dfiscobserved by Asquith et al. (1983) on a
sample of public acquisitions and by Moeller et(3D04) on data including both public and
unlisted targefs The results of Fuller et al. (2002) and Masulisl dahata (2009) indicate
the same positive relation when targets are udligtellowing the literature, | defingelative
Sizeas the ratio of deal value to acquirer market eafiequity. Deal value is the total value
of consideration paid by the acquirer, excludingsfand expenses (in million U.S. dollars).
Acquirer market value of equity is measured asOftrading days before the announcement
(see Appendix for data definitions and sources).

Synergies between the acquirer and the target>grected to be higher for focus-
increasing transactions than for diversifying teast®ns. Morck et al. (1990), Maquieira et al.
(1998) and Moeller et al. (2004) find evidence taetjuirer abnormal returns are higher in
within-industry acquisitions than in diversifyingquisitions. Although the results for unlisted
target acquisitions do not seem supportive of aifancreasing effect on acquirer returns
(Fuller et al., 2002; Masulis and Nahata, 2009hclude aWithin-Industrydummy, which
takes the value of 1 if the acquirer's and thedsisgprimary two-digit SIC code coincide, O
otherwise.

While higher returns may be expected in cross-brodéals rather than in domestic
acquisitions due to the internalization of synesdiased on intangible assets, several factors
point in the reverse direction, such as the diffiea in managing the post merger process due
to regulatory and national cultural differencese(§€®nn et al. (2005) for a literature review).

" However, the authors show that the reverse isftutheir subsample of large acquirers.
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Fuller et al. (2002) show that U.S. acquirers a¥gie targets have lower acquirer returns
when buying a foreign firm (this result does notdhtor acquirers of public or subsidiary
targets). TheCross-Borderindicator equals 1 if the acquirer’'s and the tdsgeome country
differ, and is O otherwise.

To proxy for the uncertainty of target valuation,use a high-tech industry
classificatiol. Due to the importance of human capital and ietéllal property at these
companies, acquirers may face more uncertaintytl@dharket may react more negatively to
acquisitions of high-tech firms. The indicator \ednlie High-Tech Targetlenotes whether the
target belongs to a high-tech industry, which aeéinéd following Loughran and Ritter
(2004) and Ljunggvist and Wilhelm (2003).

The method of payment is associated with differeffiécts on acquirer returns in
acquisitions of public versus private firms. Acquireturns associated with stock deals are
more positive than those associated with cash deatbe acquisitions of private firms, while
the literature on acquisitions of public target®whthat stock deals trigger more negative
abnormal returns (Chang, 1998, Fuller et al., 200aylos, 1987). Because there are frequent
inconsistencies between the field reporting desiggpinformation about the method of
payment and the field reporting the method of payrmwariable in the M&A database, | hand
collect data using descriptive information reportedhe M&A database. The variab&tock
takes the value of 1 for deals which are at leasgially stock-financed, O otherwise.

A number of acquirer characteristics have also Istenvn to impact acquirer returns
in the U.S. Notably, acquirer size, Tobin’s Q, d&wkrage influence the price reaction.

Larger acquirers earn lower announcement returgrs do smaller acquirers (Moeller
et al., 2004; Masulis et al., 2007), which is dlse for unlisted target acquisitions (Gompers
and Xuan, 2006). | includeog Acquirer Sizewhich is the logarithm of acquirer market value
of equity, measured 20 trading days before the amcement.

Lang et al. (1989) and Servaes (1991) show ahhkigh Tobin's Q increases acquirer
returns. A low Tobin's Q might indicate poor qualif the acquiring firm's management and
might therefore reduce acquirer returns. Howevesxips for g have a negative significant
coefficient with an economically trivial effect @n insignificant coefficient for samples
including both public and unlisted targets or uelis targets only (Moeller et al., 2004;
Masulis et al., 2007; Masulis and Nahata, 2008)easuréAcquirer Qas the ratio of the book
value of acquirer's assets minus book value ofteqius market value of equity over the

8 The market-to-book ratio is often used as a pfokyncertainty when targets are listed but is @ilable here.
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book value of assets. Book values are as of lasalfiyear-end prior to deal announcement.
The market value of equity equals the acquirer defned above.

Leverage provides incentives for managers not tgage in value-destroying
acquisitions and should prevent them from empiréding. Leverage might therefore have a
positive effect on acquirer returns. Maloney et @993) document a positive relation
between acquirer price reaction and its preannouanteleverage situation. Contrary to these
authors, Moeller et al. (2004), Masulis et al. (Z0and Masulis and Nahata (2009) find an
insignificant impact of leverage on acquirer retukcquirer Leverages defined as the ratio
of the acquirer's total debt to total assets dastffiscal year-end prior to deal announcement.

Empirical event studies on returns to acquirersirdisted targets in Europe are rare.
For instance, Faccio et al. (2006) find that thehoe of payment, the acquirer size, and the
relative size of the dehlhave a significant effect on returns to acquirefsunlisted
acquisitions, while the cross-border, within-indysand acquirer Tobin’s Q variables are
insignificant. Last, Faccio et al. (2006) obserdsatt U.K. acquirers achieve lower
announcement returns than do acquirers from othest®vh European countries. To control
for the possibility that acquisitions by firms oh@ish legal origin could overwhelm the
results from other countries, | include a dumwgq_EnglishLTindicating whether the
acquirer is from a country with an English legaldition (La Porta et al. 2000), i.e., in the
context of this paper, from Republic of Irelandloe United Kingdom.

5. Sample Characteristics

Table | presents summary statistics of sample atons by announcement year.
There is some variation in the number of acquisti@across years. The numbers increase
through time before declining in 2008. The percgetaf all acquisitions that involve PE-
backed targets is steady around an average of 1Z.&&te | also reports annual mean and
median acquirer size (market value of equity), dedile, and relative deal size. Mean and
median transaction values are much larger for agtns of PE-backed firms, both in dollar
value and relative value (as a percentage of asqumarket value of equity). This pattern is
observed each year (at the exception of a sligbtler mean deal value in 2007 and a lower
mean relative deal size in 2006). Acquirers of REKed targets are much larger than those of
non-PE-backed targets (although the reverse ignrg@08 in terms of mean size).

° The magnitude of the coefficient of the relatiizesvariable is however trivial.
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Table 1l gives the frequency distribution of acdtinsmis by home country of the
acquirer and the target. The sample is dominatéd adquisitions by U.K. firms (55.7% of
the whole sample; 47.0% of the acquisitions of REkkd firms). This result is in line,
although the frequency here is a little bit lowetith the proportion of U.K. acquirers of
unlisted companies in Europe found by Faccio e(20106). 22.3% of the targets are from
outside Western Europe, essentially from the ULS.8% of the total sample). Table IlI lists
the corresponding local stock market indexes andenaies (based on acquirer country of
listing).

Table IV reports summary statistics divided acaogdio whether the targets are PE-
backed or not. The table indicates the significdocalifferences in characteristics across the
two acquisition samples, using a standard t-testdifferences in means as well as a
Wilcoxon-Mann-Whitney rank sum test for differendesmedians. Panel A contains deal-
specific data while Panel B concentrates on theadhberistics of acquiring firms. First, |
comment on the characteristics of the whole saniéat, more importantly for the purposes
of this investigation, | compare the acquirer- @eal-specific characteristics across the two
groups of acquisitions.

The sample median relative deal size is 6.9%. Baetial. (2006) report a similar
figure for their subsample of European unlistedéaacquisitions. However, compared to my
sample, their median acquirer size is approximdigige as large. The difference is likely to
be due to their filter requiring the deal valueb® at least 5 million U.S. dollars (while,
following the literature, |1 use a 1 million U.S.Idws threshold). Acquirers in my sample are
very similar to acquirers in Faccio et al. (2006}erms of their Tobin’s Qs and also have the
same frequency to engage in international trarmast(c. 50%). | find that 60% of the
transactions are “within-industry” acquisitions. i§hrequency is not comparable to the
portion reported in Faccio et al. (2006) whichaséd on a three-digit SIC code matching, but
is identical to the frequency reported for unlistedjuisitions in the U.S. (Gompers and Xuan,
2006). Last, the portion of the deals that inclaté&ast some payment component in stock is
very small (22.8%). The vast majority of the desis exclusively paid for with cash, which is
a characteristic of European deals (Faccio and N4aQ005).

Turning to the comparison of the characteristiogessthe two subsamples, | find that
acquisitions of PE-backed companies significanilyed from other unlisted acquisitions.
First, the mean and median deal values (both idadolalue and relative value) are
significantly larger when a PE-backed target isolagd. In absolute value, acquisitions of

PE-backed targets are, on average, almost twidargs as other unlisted acquisitions. The

13



largest acquisition of a PE-backed target is, h@yemore than three times smaller than the
largest acquisition of a non-PE-backed target. Aegsl of PE-backed targets are much
larger, have slightly higher Tobin’s Qs, and arerentikely to engage in international
transactions as well as in the acquisitions of tiegih firms. They are less likely to be from
countries with an English legal tradition. Howevéne two subsamples do not differ
significantly in the proportion of deals that areleast partially stock-financed, nor in the
acquirer leverage, or in the frequency of withidtistry acquisitions.

Gompers and Xuan (2006) and Masulis and Nahatej2@fmpare the characteristics
of acquisitions of VC-backed targets to other grevacquisitions in the U.S. Even though
these papers focus on VC-backing rather than omdEing, some patterns turn out to be
very similar to what | have reported above. Fimstboth Gompers and Xuan (2006) and
Masulis and Nahata (2009), the deal values and imcqsgizes are much higher for
acquisitions of VC-backed targets than for acqiaisg of non-VC backed targets. Relative
sizes are also higher for VC-backed acquisitiorthoalgh the differences between the
subsamples are less pronounced and significant ithany sampl&. Next, Gompers and
Xuan (2006) report that acquirers of VC-backeddtgdnave higher Tobin’s Qs (these authors
however report a larger difference between thew smbsamples than | do). Masulis and
Nahata (2009) find a higher portion of high-teclgéts among acquisitions of VC-backed
firms. However, in their sample nearly 72% of VQ:kad targets belong to technology
intensive industries, while | report a frequencynhah-tech firms of 27.5% among PE-backed
targets. This may be explained by the strong famlugenture capitalists in the high-tech
sector, particularly in the U.S, but a much lowserest in this sector by the PE industry as a
whole. While | do not observe a significant diffiece in the proportion of deals involving
stock as the acquisition currency across the tveuiation subsamples, U.S. acquisitions of
VC-backed targets involve much more frequently lstpayment than acquisitions of other
private targets (Masulis and Nahata, 2009).

In Table V, | explore the combined effect of theoad deal and acquirer
characteristics in a multivariate setting. | estena logistic model predicting whether a deal
involves a PE-backed or a non-PE-backed target.dEpendent variable is thHeE-backed
Targetindicator. Independent variables include the aeguand deal-specific characteristics

defined in section 4.Taken together, the acquimr and relative deal size also account for

19 Median relative sizes reported by Gompers and X@806) for acquisitions of VC-backed and non-VC-
backed companies are respectively roughly the sesbe ones | find in my two subsamples. Howe\girés
are not comparable to the relative sizes reporyedsulis and Nahata (2009) because these autbguire that
the relative size is at least 10% for a transadiiope included in their sample.
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the deal size; hence, | exclude the deal size blarie the regression. The results confirm
that, compared to other unlisted acquisitions, msiions of PE-backed targets are
significantly more likely to involve larger targetslative to acquirer size, as well as to
concern high-tech targets and larger acquirerslsDieaolving PE-backed targets are also
significantly more likely to be diversifying trand@ons and to be, at least partially, stock-
financed (while both coefficient were not signifitan the univariate comparison, the sign of
the differences between the two sub-samples wasahe). In this multivariate setting, the
indicators for cross-border deals, acquirer Tobi@s and acquirer English legal tradition

become insignificant. Leverage remains insignifican

6. Empirical Results on the Effects of PE-Backing argéirer Returns

a. Univariate Analysis of Acquisition Returns

First rows in Table VI reports mean and median d@kday cumulative abnormal
returns (CARs) for acquirers of unlisted firms, aseparately for acquirers of PE-backed
targets and for acquirers of non-PE-backed tardéts.European market reacts favorably to
the acquisitions of unlisted companies with acqsirearning on average a 1.99% positive
CAR. The mean positive CAR for acquirers of untisf@ms is consistent with previous
studies both in the U.S and Europe (Chang, 1998¢i&aet al., 2006; Fuller et al., 2002;
Moeller et al., 2004). Univariate tests indicatattlihe market reacts significantly less
positively to acquisition announcements of PE-bdct@empanies. The mean (median) CAR
for acquisition announcements of PE-backed tangets12% (0.45%), which is significantly
lower than the mean (median) CAR of 2.11% (0.978t)acquisition announcements of non-
PE-backed targets.

Table VI then tabulates acquirer mean and mediseetlay CARs for each backing
status (PE, non-PE) across different subsamplesdbas deal and acquirer characteristics
(Panel A and Panel B, respectively). For continugargables, the sample is divided into two
groups whether the variable takes a value whiehbave (high) or below (low) the median.

Mean and median CARs are always lower for acquinéiBE-backed firms than for
acquirers of non-PE-backed firms, regardless of sidsample. The magnitude and
significance of the difference in mean and mediahR€ are, however, varying across
subsamples. For instance, the first rows of Pangldicate that the differences in CARs are

statistically significant for larger deals (both diollar value and relative value), but are not
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significant for smaller transactions even if thegm#ude of the differences in CARs between

the two subsamples (PE-backed, non-PE-backed) mamabrtant in value.

b. Multivariate Results of Acquisition CARs

The previous results analyze returns to acquiremguunivariate comparisons and
appear to demonstrate that the market, while regtositively to acquisition announcements
of PE-backed targets, reacts significantly lesefably than to acquisition announcements of
other unlisted firms. In this section, | performItiuariate tests to determine whether the “PE-
backing effect” subsists to the inclusion of a pariendependent variables.

In Table VII, | estimate models using OLS regressiwhere the dependent variable is
the acquirer 3-day CAR. Independent variables oelthe PE-backedTarget indicator as
well as the acquirer- and deal-specific charadtesislefined in section 4. Taken together, the
acquirer size and relative deal size also accaanthie deal size; hence, | exclude the deal
size variable from the regressions. Regressiom(Table VIl is the basic specification run to
investigate the effect of PE-backing on acquirerRSA Regression (2) varies the basic
specification by including year and industry dumsnibsed on two-digit acquirer SIC code,
whose coefficients are not reported for brevityrdgression (3), | use the same specification
as in regression (2) except that | add indicatas English, German, French, and
Scandinavian acquirer legal systems (La Porta .et2800) as well as interaction terms
between these legal code indicators andPBeBacked Targeindicator (I also eliminate the
intercept term). Regressions (4) and (5) in Taller&plicate the specification of regression
(2) but differ from it due to the sample used, eBreéd hereafter.

Consistent with the univariate results from thevpmes section, regression (1) shows
that acquirer CARs are significantly lower when theget is PE-backed. The coefficient of
the PE-backed Target indicator is negative and highly statistically rsfgcant (p-
value<0.001). The “PE-effect” is robust to the ustbn of variables that have been shown to
be significant in explaining CARs in prior literagéu In regression (2), the indicat®e-
backedTargetcontinues to be negative and highly statisticaigyiicant (p-value<0.01). In
both regressions (1) and (2), tRelative SizeAcquirer Sizeand Acq_EnglishLTindicators
are significant. Consistent with prior studies amtisted transactions in the U.S. (Fuller et al.,
2002, Masulis and Nahata, 2009), the coefficienthef relative deal size is positive and
significant. Further, the coefficient of the acguimarket value of the equity (i.e., acquirer

size) is negative and significant, as evidenceMasulis and Nahata (2009) and in Faccio et
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al. (2006) for unlisted target acquisitions in tH&5. and in Europe, respectively. Acquirers
from a country with an English legal tradition a@he lower announcement period CARs than
do continental European acquirers, in line with tlesults of Faccio et al. (2006). The
coefficient of the Within-Industry variable is surprisingly negative and significaint
regression (1). It becomes, however, insignificatien controlling for industry and year
effects, which is consistent with Fuller et al. @2), Masulis and Nahata (2009), and Faccio et
al. (2006) finding no significant synergy expedaateffect on returns to acquirers of unlisted
firms. Last, regression (2) shows that acquirerfirofs that belong to technology intensive
industries achieve higher CARs. None of the othdependent variables is significant at the
0.10 level.

Regression (3) in Table VII assesses whether th&eahaerception of the role of PE
investors substantially differ across acquirer lesyatems. | find that all the interaction terms
are negative. Further, all interaction terms argnifcant except for the Scandinavian
acquirers. This suggests that, acquisitions of BEkéd companies generate a significant
smaller wealth increase for shareholders than dyuisitions of non-PE-backed firms,
regardless of the quality of investor protectiooided by legal systems. The results on the
other independent variables are unchanged fronessgm (2).

Because no restriction has been imposed on thetsacguntry of incorporation, the
whole sample includes targets from various origaisjost one fourth of the deals involve a
target from outside Western Europe. | want to chiécky prior results could be affected by
the heterogeneity in target origins. Hence, regoas$t) is run on a subsample including
transactions in which targets are from Western geironly. Moreover, privately held firms
are typically much smaller than publicly traded #ogys. The whole sample thus includes
many acquisitions of very small targets comparethéosize of their acquirers. In these deals,
acquirer CARs are likely to be small. Some authietpiire the target size to be at least 10%
of the acquirer size for the transaction to beudet in their sample (Masulis and Nahata,
2009). Regression (5) uses only those transactionghich the relative size of the target
compared to the size of acquirer is at least 10%6egressions (4) and (5), the coefficient of
the PE-Backed Targeindicator is still negative and statistically vesignificant (p-value<
0.01). The “PE-backing effect” holds on both subgkes. The magnitude of the coefficient is
even higher when | focus on acquisitions of larg@rgets. The results on the other
independent variables are unchanged from prevegressions, except thatquirer Sizeand
Acqg_EnglishLT become insignificant for European targets and fargeé acquisitions

respectively.
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Overall, across all specifications in Table Vlletboefficient of thd®E-Backed Target
indicator is negative and statistically very sigraht indicating that the presence of PE firms
in the targets lowers returns to acquirers. Thelt®sn Table VIl are consistent with the

certification and negotiating role of PE investorshe sale process.

7. Robustness Check: A Propensity Score Matching Aggro

As discussed in section 5, acquisitions of PE-baak@mpanies significantly differ
from other unlisted acquisitions. They are siguifity more likely to involve larger targets
relative to acquirer size, as well as to conceghitech targets and larger acquirers. They are
more likely to be diversifying transactions andb®, at least partially, stock-financed (see
Table V). Because these differences may be redplerfsr differences in CARs and may bias
the estimates based on OLS discussed in secticed@ress this selection concern.

| use a propensity score matching procedure toteraasample of non-PE-backed
targets that is comparable to the PE-backed saagless the above characteristics. Many
recent studies employ such a matching method ipocate finance (Villalonga, 2004) and
more specifically in PE/VC settings (Masulis andhbia, 2009; Lee and Wahal, 2004; Lee
and Masulis, 2008).

The first step in the propensity score matchingceduore is to compute the estimated
likelihood of an acquisition involving a PE-backiadiget on the sample of all unlisted targets.
In regression (1) of Table VIII, | re-estimate tlogistic model predicting whether a deal
involves a PE-backed or a non- PE-backed target ussection 5, however suppressing the
independent variables that have been found todignificant in section 5.

| compute the propensity score (or estimated pridibalbf a deal to involve a PE-
backed target) for each transaction of the ing&hple from the coefficient estimates reported
in regression (1) of Table VIII combined with edchnsaction’s regressor values. Propensity
score is available for 249 acquisitions of PE-bddezgets and 1759 acquisitions of non-PE-
backed targets. Next, | define quartiles (or blpadisthe propensity score distribution for
acquisitions of PE-backed firms. Acquisitions ohrAeE-backed firms are stratified into one
of the block defined abovke Within each block, | check for each variable sfpet in the
logistic regression (including the propensity sciself) whether the differences in means
between the sample of acquisitions of PE-backadsfiand the sample of acquisitions of non-

| discard all acquisitions of non-PE backed firwith an estimated propensity score lower (highkantthe
minimum (maximum) of the propensity score for asgiions of PE-backed firms.
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PE-backed targets are significant or not. If atidils are well balanced, i.e, if the t-statistics
are not significant for most variables, the procedends. However, if a block is not well
balanced, the block is divided into two finer bleckJltimately, the sample is divided in 10
blocks.

Next, | pair each acquisition of a PE-backed tavgét the deal involving a non-PE-
backed target with the nearest propensity scoral§solute value and without replacement)
within the same block. | also require that the &el@ matched deal has the same three-digit
SIC codes if possible, otherwise the same two-dBJC codes (if the preceding is
unavailable), or ultimately the same one-digit $tes. This procedure allows me to select a
matched sample of acquisitions of non-PE-backedhsfirthat are comparable to the
acquisitions of PE-backed firms in a wide rangeclaofracteristics in which the two initial
subsamples differ. The remaining unmatched comparsample becomes useless and is
discarded. In order to confirm that the two sammes comparable across the relevant
characteristics, | re-estimate the logistic modeddicting whether a deal involves a PE-
backed or a non- PE-backed target using the matshetple and check that none of the
coefficients of the independent regressors is Baamt. Results are reported in regression (2)
of Table VIII*,

In Table IX, | use the matched sample to re-esentae impact of PE-backing on
returns to acquirer. Regression (1) uses the eseane specification as the second regression
in Table VII. Regression (2) is run on the subsagdlacquisitions of targets from Western
Europe. Regression (3) is run on the subsampleaiisitions of targets with a relative size
above 10%. The coefficient of the indicator varabdr PE-backing is negative and highly
statistically significant in all specifications. Ne of the other independent variables is

consistently significant at the 10% level (holdejde the relative size variable).

8. Conclusion

This study investigates whether private equity (B&)king of acquired firms has an
impact on announcement period abnormal returnsctieers in 17 Western European
countries over the period 2003-2008. The main figdis that acquisitions of PE-backed
companies generate a significant smaller wealtreas®e for shareholders than do acquisitions

12 For each of the variables, | also check that ifferénces in means between the sample of acapisitbf PE-
backed firms and the matched sample of acquisitidnson-PE-backed targets are not significant (tesare
unreported for brevity).
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of other unlisted firms. This “PE-backing effect robust to the inclusion of a battery of
variables in cross-sectional regressions, inclutlegacquirer size, the relative market values
of the target and acquiring firms, the method ofrpent for the target, the acquirer Tobin's Q,
the acquirer leverage, whether the acquisition isr@ss-border transaction, whether the
acquirer and the target are in the same industing, \&hether the target belongs to a
technology intensive industry. Further, the wealtbrease associated with acquisitions of
unlisted targets is significantly lower when tagyate PE-backed, regardless of the quality of
investor protection provided by legal systems (pkcBr acquirers in countries with
Scandinavian legal tradition). Last, using a praigrscore matching method on a wide range
of characteristics in which the two groups of asgigns differ in the initial sample, | confirm
that the presence of PE firms in the targets lowetsrns to acquirers. | suggest that the
differing market reactions to the acquisitions d&-Packed targets versus other unlisted
targets are due to better price negotiating powd?PE investors which results in acquirers
paying a higher price when they buy PE-backed targe

Further investigation is necessary to assess whethdacked firms are sold at higher
premiums than non-PE-backed targets. Measuring ipresn paid by acquirers is not
straightforward as premiums based on market vaheeuaavailable for unlisted targets.
Additionally, computing acquisitions multiples bds®n target accounting information
require manually collecting new data as, in mostesa target accounting information is
missing in the Thomson Financial's Mergers and Asitjons database for European unlisted
companies.

Further research could also consider PE inves®is laeterogeneous population and
investigate whether returns to acquirers are inguhby the characteristics of the PE investors
involved in the target. For instance, a growingrhture has shed light on differences in
investment behavior between independent and depetifsiech as subsidiaries of banks or
corporation) funds (Gompers and Lerner, 2000; Hatim Lindsey and Puri, 2008). The
differences in affiliation may not only alter thevestment but also the divestment strategies
of PE investors since independent investors pubnggiger short term performance and face

harder budget constraint than dependent investors.
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Table |
Sample Distribution by Announcement Year

The sample consists of 2010 acquisitions of unlisted coiepaztompleted by public acquirers from 17 Western Europ@antdes between 2003 and 2008. Acquisitions are listed by
year of announcement. Figures are broken into twopg whether targets are PE-backed or not. Vardgdinitions are given in Appendix.

Number of Acquisitions Mean Acquirer Size ($mil) Mean Deal Value ($mil) Mean Relative Size
(% of Total Sample Each Year) (Median) (Median) (Median)
Year
PE-backed Non-PE- Percentage PE-backed Non-PE- PE-backed Non-PE- PE-backed Non-PE-
Tardets backed Total of Sample Tarcets backed Total Targets backed Total Tardets backed Total
9 Targets P g Targets g Targets 9 Targets

2003 27 221 248 12,3% 12142 949,3 978,1 89,9 65,6 68,3 32,6% 6,9%1 18,6%

(10,9%) (89,1%) (100,0%) (281,7) (229,0) (229,9) (39,1) 5,@L (16,4) (11,9%) (6,5%) (6,7%)
2004 45 245 290 14,4% 2396,7 1154,0 1346,8 231,0 76,1 100,2  ,8%19 16,5% 17,0%

(15,5%) (84,5%) (100,0%) (1003,0) (221,2) (264,0) (86,4) 134 17,2 (11,7%) (6,8%) (6,9%)
2005 51 339 390 19,4% 3268,5 2270,7 2401,2 286,1 1243 1454  2,8%2 14,5% 15,6%

(13,1%) (86,9%) (100,0%) (812,0) (239,1) (250,3) (72,5) 6,{1L (19,9) (10,2%) (7,0%) (7,4%)
2006 49 364 413 20,5% 3951,5 2287,7 2485,1 2304 1135 1274  6,7%1 17,3% 17,2%

(11,9%) (88,1%) (100,0%) (1000.,4) (248,9) (267,7) (76,5) 17.8) (21,1) (7,4%) (6,8%) (6,9%)
2007 55 362 417 20,7% 4414,3 3034,7 3216,7 222,2 2319 230,7 0,1%2 15,6% 16,2%

(13,2%) (86,8%) (100,0%) (673,6) (389,49) (425,3) (63,9) 3,12 (28,7) (10,2%) (6,8%) (7,1%)
2008 24 228 252 12,5% 852,7 19384 1835,0 189,6 88,8 984 %249 154% 16,3%

(9,5%) (90,5%) (100,0%) (497,7) (312,0) (315,2) (57,2 @8 (19,2 (8,3%) (5,1%) (6,0%)
Total 251 1759 2010 100,0% 3044,6 2066,8 2188,9 2210 1255 3751 21,7% 16,0% 16,7%

(12,5%) (87,5%) (100,0%) (737,9) (261,0) (282,49 (65,4) 7,81 (20,8) (10,2%) (6,6%) (6,9%)
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Table 11
Sample Distribution by Home Country of the Acquirer and the Target

The sample consists of 2010 acquisitions of unlisted compacompleted by public acquirers from 17 Western European
countries between 2003 and 2008. Acquisitions are listelibboye country of the acquirer and the target. Figures areehrioko
groups by legal tradition and whether targets d&eb&cked or not.

Country Acquirers Target:
PE-backed Non-PE- Total PE-backed Non-PE- Total
Targets  backed Targets Targets  backed Targets
English Law
United Kingdom 118 1001 1119 93 749 842
Ireland-Rep 4 44 48 5 26 31
United States 48 230 278
Australia 1 22 23
Canada 2 19 21
India 0 7 7
Utd Arab Em 0 7 7
South Africa 0 5 5
Singapore 0 5 5
Israel 1 4 5
Other 1 15 16
Total English Law 122 1045 1167 151 1089 1240
% of Total (48,6%) (59,4%) (58,1%) (60,2%) (61,9%) (61)7%
French Law
France 24 110 134 18 83 101
Italy 9 57 66 6 55 61
Spain 7 52 59 7 46 53
Netherlands 17 50 67 8 37 45
Belgium 5 23 28 3 13 16
Portugal 2 11 13 2 8 10
Greece 0 11 11 0 7 7
Luxembourg 1 4 5 1 1 2
Russian Fed 1 11 12
Brazil 0 8 8
Mexico 0 6 6
Turkey 0 5 5
Other 0 16 16
Total French Law 65 318 383 46 296 342
% of Total (25,9%) (18,1%) (19,1%) (18,3%) (16,8%) (17)0%
Scandinavian Law
Sweden 22 149 171 19 78 97
Norway 9 82 91 2 56 58
Finland 9 47 56 5 30 35
Denmark 1 30 31 5 29 34
Total Scandinavian Law 41 308 349 31 193 224
% of Total (16,3%) (17,5%) (17,4%) (12,4%) (11,0%) (11)1%
German Law
Germany 12 58 70 16 118 134
Switzerland 7 22 29 4 19 23
Austria 4 8 12 2 10 12
China 0 7 7
Other 1 16 17
Total German Law 23 88 111 23 170 193
% of Total (9,2%) (5,0%) (5,5%) (9,2%) (9,7%) (9,6%)
Other 0 11 11
% of Total 0,0% 0,6% 0,5%
Total 251 1759 2010 251 1759 2010
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Table 11
Sample Distribution by Acquirer Country of Listing, Local M arket Index and Currency

The sample consists of 2010 acquisitions of unlisted compacompleted by public acquirers from 17 Western Europemmtdes between 2003 and 2008.
Acquisitions are listed by acquirer country of listing (16uatries of listing, no acquirers being listed in Luxembufgigures are broken into two groups whether
targets are PE-backed or not.

Whole sample PE-backed Targets Non-PE-backed

Acquwer_ . Targets Stock Market Index Currency
Country of Listing
% N % N %
United Kingdom 1131 56,3% 119 47,4% 1012 57,5%  FTSE ALIABH £
Sweden 174 8,7% 22 8,8% 152 86% OMXAFFARSVARLDENS GENERA SK
France 137 6,8% 25 10,0% 112 6,4% SBF 120 E
Norway 92 4,6% 9 3,6% 83 4,7%  OSLO SE OBX NK
Germany 73 3,6% 14 5,6% 59 34% DAX 30 PERFORMANCE E
Italy 65 3,2% 8 3,2% 57 32%  FTSE ITALIA ALL SHARE E
Netherlands 60 3,0% 15 6,0% 45 26% AEXINDEX (AEX) E
Spain 59 2,9% 7 2,8% 52 30% IBEX35 E
Finland 56 2,8% 9 3,6% 47 2,7%  OMX HELSINKI (OMXH) E
Republic of Ireland 42 2,1% 3 1,2% 39 2,2% IRELAND SE O\AR (ISEQ) E
Switzerland 30 1,5% 8 3,2% 22 1,3%  SWISS MARKET SF
Denmark 29 1,4% 1 0,4% 28 1,6% OMX COPENHAGEN BMARK (OMXCB DK
Belgium 27 1,3% 5 2,0% 22 13% BEL20 E
Portugal 13 0,6% 2 0,8% 11 06% PORTUGAL PSI-20 E
Greece 11 0,5% 0 0,0% 11 06% ATHEX COMPOSITE E
Austria 11 0,5% 4 1,6% 7 04%  WIENER BOERSE INDEX (WBI) E

Total 2010 100,0% 251 100,0% 1759 100,0%




Table IV
Summary Statistics

The sample consists of 2010 acquisitions of unlisted coieparompleted by public acquirers from 17 Western Europeantdes
between 2003 and 2008. Panel A summarizes deal-specificathet Panel B reports characteristics of the acquiring fiffigaires
are broken into two groups whether targets are PE-backeatoMariable definitions are given in Appendix. Significanfor
differences in means is based on the t-test. Significanceifferences in medians is based on the Wikcoxon-Mann-wekitrank
sum test. Asterisks denote statistical significazicéhe 1% (***), 5% (**), or 10% (*) level, respéeely.

PE vs. Non-PE

Variable Sample # Mean Median St.DewMin. Max. Q1 Q3 Mean Median

Panel A: Deal Characteristics

Deal Value PE-backed Targets 251 221( 65¢ 530, 1fF 4632 24F 190( ek e
Non-PE-backed Targets 1759 1255 176 6283 10 156486 &13
Total 2010 1375 208 6176 10 156486 7,1 650

Relative Size PE-backed Targets 251 21,7% 102% 30,0% 1,1% 1915% 4,2% 26,7% o
Non-PE-backed Targets 1759 16,0% 6,6% 27,9% 1,0% 272,690 26,7%
Total 2010 16,7% 6,9% 282% 1,0% 2726% 28% 17,6%

Within-Industry PE-backed Targets 251 562% 1,C 05 0C 1C 0,C 1,C n.s n.s
Non-PE-backed Targets 1759 60,3% 1,0 049 0,0 1,0 0,0 1,0
Total 2010 598% 1,0 049 00 1,0 0,0 1,0

Cross-Border PE-backed Targets 251 542% 1. 0,5C 0, 1. 0C 1 * *
Non-PE-backed Targets 1759 475% 0,0 050 0,0 1,0 0,0 1,0
Total 2010 48,3% 0,0 050 0,0 1,0 0,0 1,0

High-Tech Target PE-backed Targets 251 275% 0, 04t 0C 1. 0C 1( ek
Non-PE-backed Targets 1759 19,7% 0,0 040 0,0 1,0 0,0 0,0
Total 2010 20,7% 0,0 041 00 1,0 00 00

Stock PE-backed Targets 24¢ 241% 0C 04: 0C 1.C 0L 0 n.s n.s
Non-PE-backed Targets 1759 226% 0,0 042 0,0 1,0 0,0 0,0
Total 2008 22,8% 0,0 042 00 1,0 00 00

Panel B: Acquirer Characteristics

Acquirer Size PE-backed Targets 251 3044, 737,¢ 10907, 6,0 142215, 148, 2426, n.s ek
Non-PE-backed Targets 1759 2066,8 2610 96957 13 180885 8932
Total 2010 21889 2824 98575 1,3 173009,3 924 1050,6
Acquirer Q PE-backed Targets 247 221 1,7¢ 15C 04¢ 121 1,38 25¢ n.s *
Non-PE-backed Targets 1747 214 1,68 209 042 4689 1328 2
Total 1994 215 1,69 202 042 4689 131 2,33
Acquirer LeveragePE-backed Targets 247 189% 159% 17.2% 0,0% 952% 45% 28,1% n.s n.s
Non-PE-backed Targets 1745 19,4% 174% 17,1% 0,0% 184,1086 29,1%
Total 1992 193% 172% 17,1% 0,0% 184,1% 4,9% 28,9%
Acg_EnglishLT  PE-backed Targets 251 486% 0,C 050 0, 1.C 0,C 1,C il i
Non-PE-backed Targets 1759 594% 1,0 0,490,0 1,0 0,0 1,0
Total 2010 58,1% 1,0 049 0,0 1,0 0,0 1,0
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Table V
Predicting Whether a Deal Involves a PE-Backed Target Using a L ogit M odel

The sample consists of 2010 acquisitions of unlisted compacompleted by public
acquirers from 17 Western European countries between 20032@08. The table
presents estimates from a logistic model predicting whietheleal involves a PE-
backed or a non-PE-backed target. The dependent variabite imodel is thePE-
backed Targetindicator. Independant variables include deal and aegspecific
characteristics. Variable definitions are given in Appgendhe z-stats are based on
QML (Huber/White) heteroskedasticity-consistent staddarrors. Asterisks denote
statistical significance at the 1% (**), 5% (*9r 10% (*) level, respectively.

Dependent variable : PE-backed Target

Coeff. z-Stat.
Relative Size 1,055 (5,28) **+*
Within-Industry -0,258 -(1,82) *
Cross-Border -0,058 -(0,38)
HighTech Target 0,579 (3,45) *+*
Stock 0,307 a,71)*
log (Acquirer Size) 0,335 (7,79) **
Acquirer Q 0,013 (0,51)
Acquirer Leverage -0,768 -(1,51)
Acq_EnglishLT -0,149 -(0,96)
C -4,016 -(11,60) ***
N 1990
Log likelihood -700,208
McFadden R2 5,69%
Obs with Dep=0 1745
Obs with Dep=1 245
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Table VI
Univariate Analysis of Acquirer CARs for PE-backed and Non-PE-backed Targets

The sample consists of 2010 acquisitions of unlisted compatompleted by public acquirers from 17 Western
European countries between 2003 and 2008. The table repertsiean and median Cumulative Abnormal Return
(CAR) for the acquirer stock, which is calculated over thee¢htrading days around the acquisition announcement
[-1,1].Variable definitions are given in Appendix. Figarare broken into two groups whether targets are PE-backed or
not. Figures are also tabulated across deal-specific Batag| A) and characteristics of acquiring firms (PanelFR).
continuous variables, the sample is split into two groupsetiwr the variable takes a value which is above (high) or
below (low) the median. Significance for differences in me#& based on the t-test. Significance for differences in
medians is based on the Wilcoxon-Mann-Whitney rank sum testerisks denote statistical significance at the 1%
(***), 5% (**), or 10% (*) level, respectively.

CAR [-1,+1] CAR [-1,+1] CAR [-1,+1] Difference
PE-backed Targets Non-PE-backed Targets Total (1)-(2)
1) (2
Total M ean 1,12% 2,11% 1,99% ok
M edian 0,45% 0,97% 0,91% ook
# 251 1759 2010
Panel A: Deal Characteristics
Deal Value Low Mean 0,24% 1,83% 1,74% n.s
Median 0,07% 0,93% 0,91% n.s
# 56 949 1005
High Mean 1,37% 2,44% 2,23% ok
Median 0,53% 1,08% 0,93% o
# 195 810 1005
Relative Size Low Mean -0,04% 0,67% 0,60% n.s
Median -0,11% 0,32% 0,30% n.s
# 99 906 1005
High Mean 1.87% 3,64% 3,37% i
Median 1,08% 2,17% 2,03% ok
# 152 853 1005
Within-Industry ~ No Mean 1,50% 2,25% 2,15% n.s
Median 0,50% 1,14% 1,01% n.s
# 110 698 808
Yes Mean 0,82% 2,02% 1,88% *
Median 0,30% 0,90% 0,81% i
# 141 1061 1202
Cross-Border No Mean 0,32% 2,17% 1,96% okk
Median -0,01% 0,98% 0,93% ok
# 115 924 1039
Yes Mean 1,79% 2,05% 2,01% n.s
Median 0,53% 0,95% 0,91% n.s
# 136 835 971
High-Tech Target No Mean 0,91% 2,00% 1,88% *x
Median 0,47% 0,96% 0,91% ok
# 182 1412 1594
Yes Mean 1,65% 257% 2,41% n.s
Median 0,38% 1,03% 0,92% n.s
# 69 347 416
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Table VI (cont.)
Univariate Analysis of Acquirer CARs for PE-backed and Non-PE-backed Targets

The sample consists of 2010 acquisitions of unlisted compatompleted by public acquirers from 17 Western
European countries between 2003 and 2008. The table repertsiean and median Cumulative Abnormal Return
(CAR) for the acquirer stock, which is calculated over thee¢htrading days around the acquisition announcement
[-1,1].Variable definitions are given in Appendix. Figarare broken into two groups whether targets are PE-backed or
not. Figures are also tabulated across deal-specific Batag| A) and characteristics of acquiring firms (PanelFRy.
continuous variables, the sample is split into two groupsetiwr the variable takes a value which is above (high) or
below (low) the median. Significance for differences in me#& based on the t-test. Significance for differences in
medians is based on the Wilcoxon-Mann-Whitney rank sum testerisks denote statistical significance at the 1%
(***), 5% (**), or 10% (*) level, respectively.

CAR [-1,+1] CAR [-1,+1] CAR [-1,+1] Difference
PE-backed Targets Non-PE-backed Targets Total (1)-(2)
1) (2
Total M ean 1,12% 2,11% 1,99% ok
M edian 0,45% 0,97% 0,91% ok
# 251 1759 2010
Panel B: Acquirer Characteristics
Acquirer Size Low Mean 0,98% 2,94% 2,77% *
Median 0,43% 1,47% 1,43% ok
# 87 918 1005
High Mean 1,19% 1,20% 1,20% n.s
Median 0,47% 0,55% 0,53% n.s
# 164 841 1005
Acquirer Q Low Mean 1,20% 2,25% 2,13% *
Median 0,82% 1,19% 1,13% n.s
# 119 878 997
High Mean 0,88% 1,99% 1,84% n.s
Median 0,20% 0,79% 0,69% i
# 128 869 997
Acquirer LeveragLow Mean 1,09% 2,05% 1,92% n.s
Median 0,43% 0,97% 0,93% *
# 131 865 996
High Mean 0,97% 2,18% 2,04% *
Median 0,45% 0,95% 0,88% i
# 116 880 996
Acq_EnglishL T No Mean 1,71% 2,58% 2,45% n.s
Median 0,53% 1,22% 1,16% *
# 129 714 843
Yes Mean 0,49% 1,79% 1,65% ok
Median 0,43% 0,79% 0,74% *
# 122 1045 1167
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Table VII
M ultivariate Analysis of Acquirer CARs for PE-backed and Non-PE-backed Targets

The sample consists of 2010 acquisitions of udismpanies completed by public acquirers from E&tétn European countries between 2003 and 20@8table reports ordina
least squares estimates. The dependent variable is thela@iuendbnormal Return (CAR) for the acquirer stock and iEalated over the three trading days around the acquisition
announcement [-1, 1]. Independent variables include aceitat of target PE-backing and deal- and acquirer-specifaracteristics. Variable definitions are given in Apgien
Regressions (2) to (5) also include year and industry dusfhiased on 2-digit acquirer SIC code), whose coefficiemtsauppressed. Regressions (1) to (3) are run on the whole
sample. Regression (4) is run on the subsample of acqussitibtargets from Western Europe. Regression (5) is run@suhsample of acquisitions of targets with a relative size
above 10%. The t-stats are based on White heteroskedastoisistent standard errors. Asterisks denote stafigtignificance at the 1% (***), 5% (**), or 10% (*) level,
respectively.

@ @ (©) (4) ©®)

Dependent variable : CAR [-1,+1] Whole Sample Whole Sample Whole Sample Western Europe Relative Size > 10%

Coeff.  t-Stat. Coeff. t-Stat. Coeff. t-Stat. Coeff. t-Stat Coeff. t-Stat.
PE-backed Target -0016  -(3,32) ¥** -0,014 -(3,05) *** a4 -(2,64) *** -0,022 -(2,80) ***
Relative Size 0,068  (4,45) »=* 0,067 (4,40) == 0,067 (4= 0,066 (4,01) == 0,062 (3,20) ==
Within-Industry -0,005 -(1,93) * -0,004 -(1,46) -0,004  43) -0,004 -(1,32) -0,008 -(1,35)
Cross-Border 0,004  (1,11) 0,003 (0,78) 0,002 (0,70) 0,001 0,14 0,004 (0,61)
HighTech Target 0,005 (1,18) 0,009 (2,07) = 0,009 (2,08) * 0,008 1,67) * 0,016 (2,04) =
Stock 0,000 (0,07) 0,000 (0,07) 0,000 (0,05) 0,002 (0,45) 009  -(048)
Log(Acquirer Size) -0,002 -(2,01) = -0,002 -(1,96) * -0 (4,74 * -0,002 -(1,33) 0,001 (0,25)
Acquirer Q -0,001  -(0,74) -0,001 -(0,66) -0,001 -(0,66) ,0en -(0,61) 0,000 -(0,13)
Acquirer Leverage -0,007  -(0,78) -0,005 -(0,57) -0,005 0,51) 0,002 (0,15) -0,019 -(1,24)
Acq_EnglishLT -0,006 -(2,08) * -0,008 -(2,52) ** 0,020 éB) * -0,008 -(2,27) ** -0,003 -(0,43)
(Acg_EnglishLT)*(PE-backed Target) -0,014 -(2,16) **
Acq_GermanLT 0,028 (2,20) **
(Acg_GermanLT)*(PE-backed Target) -0,026 -(1,71) *
Acq_FrenchLT 0,025 (2,21) **
(Acg_FrenchLT)*(PE-backed Target) -0,014 -(1,65) *
Acqg_ScandLT 0,031 (2,73) ***
(Acg_ScandLT)*(PE-backed Target) -0,010 -(0,69)
C 0,031  (3,36) **= 0,029 (2,65) == 0,026 (2,14) = 0,008 (0,38
Year Dummies N Y Y Y Y
Industry Dummies N Y Y Y Y
N 1990 1990 1990 1546 781
R2 10,7% 13,6% 13,7% 15,7% 17,0%
Adjusted R? 10,2% 10,4% 10,3% 11,8% 9,7%
F-statistic 23,705 4,300 3,995 2,337
Prob(F-statistic) 0,000 0,000 0,000 0,000
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Table VIII
Comparison of Whole and M atched Sample Characteristics
after Propensity Score M atching Procedure

The whole sample consists of 2010 acquisitions of unlistedpanies completed by public acquirers from
17 Western European countries between 2003 and 2008. Thehedasample represents 249 matched
pairs of acquisitions. The table presents estimates fragistic model predicting whether a deal involves a
PE-backed or a non-PE-backed target. The dependent eaiiabhe model is thePE-backed Target
indicator. Independant variables include deal and aegspecific characteristics. Variable definitions are
given in Appendix. The z-stats are based on QML (Huber/\YHitteroskedasticity-consistent standard
errors. Asterisks denote statistical significanttha 1% (***), 5% (**), or 10% (*) level, respectily.

Dependent variable : PE-backed Target Whole Sample M atched Sample
@ @

Coeff. z-Stat. Coeff. z-Stat.
Relative Size 1,054 (5/46) *** 0,496 (1,43)
Within-Industry -0,252 -(1,79) * 0,129 (0,70)
HighTech Target 0,636 (3,97) *** -0,127 -(0,61)
Stock 0,338 (1,96) * -0,270 -(1,18)
log (Acquirer Size) 0,322 (8,36) *** 0,063 (1,12)
C -4178  -(14,67) ¥ -0,461 -(1,04)
N 2008 498
Log likelihood -712,148 -341,980
McFadden R2 5,38% 0,93%
Obs with Dep=0 1759 249
Obs with Dep=1 249 249
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Table I X

Robustness Check : Analysis of Acquirer CARs Using a Propensity Score M atching Procedure

The matched sample represents 245 matched pairs of aogsisi unlisted companies completed by public acquirers
from 17 Western European countries between 2003 and 20@f8ofHiae sample consists of acquisitions of PE-backed

companies and the other half consists of acquisitions ofRtBrbacked companies. Propensity score matching is used

to choose the matching acquisitions of non-PE-backed filRegression (1) is run on the whole matched sample.
Regression (2) is run on the subsample of acquisitions getarfrom Western Europe. Regression (3) is run on the
subsample of acquisitions of targets with a relative sizm/@ti0%. The table reports ordinary least squares estimates
The dependent variable is the Cumulative Abnormal RetuRYCfor the acquirer stock and is calculated over the
three trading days around the acquisition announcemert][-1ndependent variables include an indicator of taRjet
backing and deal and acquirer-specific characteriskitadels also include year and industry dummies (based on 2-
digit acquirer SIC code), whose coefficient are suppresgadable definitions are given in Appendix.The t-stats ar
based on White heteroskedasticity-consistent standestse Asterisks denote statistical significance at the %), (

5% (**), or 10% (*) level, respectively.

@ @ ©)
. . M atched Sample M atched Sample
Dependent variable : CAR [-1,+1] Matched Sample Western Europe Relative Size > 10%
Coeff.  t-Stat. Coeff.  t-Stat. Coeff.  t-Stat.
PE-backed Target -0,016  -(2,67) ** -0,014  -(2,08) ** B -(2,67) ¥
Relative Size 0,047  (2,34) = 0,062  (2,73) *** 0,028 (1,05
Within-Industry -0,013 -(1,85) * -0,010 -(1,38) -0,014 A1)
Cross-Border 0,010 (1,44 0,009 (1,09) 0,016 (1,36)
HighTech Target 0,005 (0,65) 0,004 (0,48) 0,009 (0,61)
Stock -0,007  -(0,66) -0,009 -(0,88) -0,010 -(0,72)
Log(Acquirer Size) -0,003  -(0,96) -0,002  -(0,72) -0,001 (0,30)
Acquirer Q -0,004  -(1,89) * -0,001  -(0,35) -0,006 -(1,74) *
Acquirer Leverage 0,031 (1,52) 0,054 (2,31) = 0,015 ®,49
Acq_EnglishLT -0,002 -(0,37) -0,003 -(0,34) 0,004 (0,28)
C 0,052  (1,75) * 0,033 (1,03 0,026  (0,38)
Year Dummies Y Y Y
Industry Dummies Y Y Y
N 490 371 232
R2 18,8% 19,9% 24,1%
Adjusted R2 9,3% 8,0% 6,2%
F-statistic 1,984 1,667 1,349
Prob(F-statistic) 0,000 0,006 0,089
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Appendix : Variable Definitions and Sources

Variable Definition Source

Acquirer Return

CAR [-1,+]1] Three-day cumulative abnormal return (in @etage) calculated around the announcement day [-1,44§ usThomson M&A™: Datastream
the market model. The market model parameters are estiroaéd period of 240 days, starting 40 days prior
to the event window. Country stock market indexes are useahdwket returns. Returns have to be available in
more than 50% of the days of the estimation pe

Deal Characteristics

PE-backed Target  Section 5 of the paper descrisetsvirstep methodology used to identify P E-backegets Thomson M&A ™ VentureXpert;press
releases and/or investors’ webs
Deal Value Total value of consideration paid byaeguirer, excluding fees and expenses (in milio8. dollars). Thomson M&2 ®
Relative Size Ratio of the consideration paid for the agitipni over acquirer's market capitalization as of 20 dagfote the  Thomson M&A™: Datastream
deal annoucement di
Within-Industry Indicator equals 1 if the acquireaisd the target’s primary 2-digit SIC code coinsidend equals O otherwise. Thomson M&A™®
Cross-Border Indicator equals 1 if the acquirer'd e target’'s home country differ, and is O ottisew Thomson M&A®

HighTech Target Indicator takes the value 1 if the target fsigh-tech company, 0 otherwise. High-tech companies efieedi  Thomson M&A ™
as having their primary SIC codes 3571, 3572, 3575, 35778 6@mputer hardware), 3661, 3663,3669 oughran and Ritter (2001) and
(communications equipment), 3674 (electronics), 381%igasion equipment), 3823, 3825, 3826, 3827, 382Pjungquist and Wilhelm (2003).
(measuring and controling devices), 4899 (communicadiervices), and 7370, 7371, 7372, 7373, 7374, 7375,
7379 (software).

Stock Indicator equals 1 if the deal is at leastiglyrstock-financed, O otherwise. Thomson M&A®

Acquirer Characteristics

Acquirer Size Acquirer's market capitalization a26fdays before the deal announcement (in milidd. ollars). Datastream

Acquirer Q Ratio of the book value of acquirer'seassninus book value of equity plus market value apfity Datatream; Worldscope
over the book value of assets. Book values are as of last fieea-end prior to deal announcement. Market
value of equity equals the Acquirer Size definedvab

Acquirer Leverage Ratio of the acquirer's total debt to total asastsf last fiscal year-end prior to deal announcg: Worldscopi

Acq_EnglishLT Indicator equals 1 if the acquirefram a country with an English legal tradition, saglials O otherwise. Thomson M&A®: La Porta et al. (2000)
Acq_GermanLT Indicator equals 1 if the acquireraf a country with a German legal tradition, andads}0 otherwise. Thomson M&A®: La Porta et al. (2000)
Acq_FrenchLT Indicator equals 1 if the acquirer@f a country with a French legal tradition, andads| 0 otherwise. Thomson M&A®: La Porta et al. (2000)
Acq_ScandLT Indicator equals 1 if the acquirer @rfra country with a Scandinavian legal traditiord aquals 0 otherwise.  Thomson M&A™: La Porta et al. (2000)

D Thomson M&A refers to Thomson Financial’s Mergensl dhcquisitions database
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