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Abstract

Since the beginning of the ®@entury several waves of corporate mergers andisitiqns (M&As) have led to
substantial industrial restructuring in differerdar{s of the world. And over the past two decadkeret is a
proliferation of cross-border mergers and acquisgi(CBM&As). However, the majority of researchdiimgs
show failure rate (40-80 percent) has not signififachanged during this period. This “success gaxa
prompts us to reflect on performance assessmén&ais: how the performance of M&As is measured? Wiest
using different measures or samples affect thdte&sWhat are the evidences from fieldwork? Folltaythese
guestions, we first provide a literature review #meh conduct a questionnaire survey of Danishgitvie found
that the definitions of performance varied in tewhaccounting, financial, operational and percaptoetrics. In
addition, performance assessment is sensitive & définition of performance, methodology selected,
benchmarks construct, sample used, and obsenatierhorizon.

Keywords: Mergers and Acquisitions; Cross-border M&As: Perfance Measures; Event Studies,
Accounting-based Measures

1 Introduction

Numerous waves of M&As have led to substantial stdal restructuring in different parts of the wabrl
(DePamphilis, 2012, pp.18). Since the beginninpefl990s, an increasing share of M&As has takeffidim of
CBM&As (Bertrand and Betschinger, 2011). AccordiegThomson Reuters (2010), CBM&As have sharply
increased from $97.3 billion in 1987 to $2400 biflin 2010. Over the past decades the USA, UK andi@ental
Europe have made their FDI predominantly through Ad&ather than Greenfield investment. In addition,
emerging countries, like China and India, have @gted a rapid growth of market for corporate cartaking up
roughly 1/3 of overall global M&As in 2010.

Paralleling with their popularity and practical iorfance, in both monetary and strategic terms, M&Aase
increasingly become the focus study across diffedisciplines since the 1960s. However, the majooit
research findings show failure rate has not sigaifily changed for these decades (Bruner 2002n@ght et al,
2006). But other scholars report different res(Meeller et al., 2005; Dutta and Jog, 2009). Inrteof failure
rate or “success paradox”, it is said that theufailbf M&As to meet expectations depends to a gnei@int on how
the failure is defined (DePamphilis, 2012, pp.4dnder this circumstance, this paper aims to matevigw of
previous research on performance assessment of M&édscompare the academic findings with data caltec
from survey of Danish firms. Specifically, we foaus the following questions: how the performanc#&fAs is
measured? What are the features of these measifest?are the results when using different measares
samples? What are the evidences from fieldworkdriv@stigating these questions, the methodology irs¢his
paper is mainly literature review and survey stadgducted in Denmark.

2 Literature Review

Study of M&A performance has been part of the sgit management, corporate finance, and organimitio
behavior literature for decades. Researchers hangtoged various criteria in their attempt to evadudM&A
performance. Zollo and Singh (2004), for exampmen “there exists much heterogeneity both on #fmition
of the performance of M&As and on its measuremdntan analysis of 88 empirical studies betweeni2005,
Zollo and Meier (2008) identified 12 different appches for measuring the impact of takeovers. Aqgires for
assessing M&A performance vary along several dimo@ss (1) subjective to objective assessmentseXpected
returns to realized returns; (3) short-term to lbegn perspectives; (4) basing on public informatio private
information; (5) task level, to acquisition projdeel, and to firm level; and (6) returns to actg firms
separately from returns to the combination. Bakic#there are five commonly used performance evaloa
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approaches in M&A field: (1) Event studies (stocksitet-based measures), both in the short run argl rion
(Haleblian and Finkelstein,1999; Sudarsanam andaktéat2006); (2) accounting-based measures (Lu 20,
Zollo and Singh 2004); (3) managers’ subjectiveassents (Brock, 2005; and Homburg and Buceril@52(4)
expert informants’ assessment (Hayward, 2002)disture (Mitchell and Lehn, 1990). Cording et(2010)
reported 92 percent of empirical studies used esterty and accounting-based methods. Also, ZoltbMaier
(2008) state while 41 percent of the total revieveeticles use short-term event study, only 28 perod
researches use accounting based measures. Withim study, evaluation designation varies on thgttemf
event window, calculation of expected returns dedienchmarks. Researches differed on definitiapefating
performance, ratios chosen, benchmarks construtited, frame and methodology design when they using
accounting based method.

The conclusion reached from different measures\asied. For example, Tuch and O’sullivan (200 aladed
that the announcement effect of takeovers is iifsdgimt on short-run event study, and performaneasared on
long-run event studies is overwhelmingly negatiaad results are mixed when using accounting methods
Therefore, “success paradox” and some ambiguousdinfis, such as culture-performance,
experience-performance relationship, and divegsifim discount, can be attributed to flawed pergmoe
measures or incorrect application of them. At time time, for accounting “success paradox”, sorsearehers
shift their attention to the motives for M&As, bdsen the thoughts: first, disappointing or contrsye
performance may be due to impure initial motiveg.(empire building) and irrational decision makif®gg.,
hubris and imitation); second, designation of penfance measures should be connected to theirl imtéves,
as the motives guide the acts and finally lead ifferént outcomes. Other researchers make perforenan
assessment on subdivided samples so that theyeeahes differences. Dutta and Jog (2009), for exanspated
value creation is mostly attributed to the deatdessand characteristics of the involved firms

3 A Comparison of Performance Measures

Unfortunately, performance measures have inheiiemtations that should be discussed. One performanc
measure is superior to others only when its theotegic is more connected to the theoretic dimensif the
guestion under investigation (Cording et al, 2010).

3.1 Event studies (stock-market-based measures)

Event study has been dominant approach since tfi@sl@artynova and Renneboog, 2008) and is broadly
applied in M&A research. It is designed to measunether there is an “abnormal” stock price effesgaziated
with an unanticipated event (M&As), which holds ttldock returns reflect quick, unbiased, ratioraid
risk-adjusted expectations of the value of the finnforthcoming period based on the arrival of riefermation.
The researcher usually defines a period (eventaviidbver which the impact of the event will be maasl. It
can be classified into short-term and long-terrmégeudy. Short-term event study represents amexanalysis,
which could in principle help to predict the futupeofitability, since financial markets are suppbgte be
forward-looking. Long—term event study, on the othand, is designed on the consideration that spoite
cannot immediately capture the effect of this ewdfeict as some uncertainties can be eliminatéd&s process
going on. Both have their pros and cons. Whatdterprinciple is used they try to gauge the acqgifirm’s
success or failure in value capture for its shdgEs from M&As.

3.1.1 Assumptions

The assumptions underlying this methodology aréoews: (1) Market is efficient, which implies thatock

prices incorporate all relevant information thaavailable to market traders. However, investoesiteually lack
of necessary information to assess the effect ehe(Oler et al., 2008). For acquisition, it takiese for some
information being revealed to the investors, foaraple, the potential acquirers, and the evaluagohniques.
Stock price then will adjust as additional inforinatrevealed. Besides, the investors usually resatiie event
irrationally, for example “Monday Effect” and “SiZeffect” (Bromiley et al., 1988), and investors mayerlook
the integration challenges of acquisition. (2) Ewent under study is unanticipated. This is notaghwtrue,
especially, M&As are usually part of the firms’ lnesss strategy, which can be anticipated beforeamement
or information may leak because of rumor or insidading (Lubatkin and Shrieves, 1986). (3) Thesremno
confounding effects during the event window. Tkisliso difficult to guaranteed, which strongly degieeon the
length of event window. If these assumptions amdated, empirical results may be problematic. Uritlese
assumptions, abnormal stock returns (ARs) from estrly will be potentially determined by five facs: (1)

how new the information is revealed to the mark2);how much information is disclosed in the obsébn

window and how clear and persuasive they are;d®)lbng it will take for the investors to get thfarmation; (4)
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how correctly investors will interpret these infation; and (5) how can the investors’ reactiorhihformation
of confounding effects be isolated.

3.1.2 Basic approaches

Central to this methodology is the measurement Bs.AThey are usually calculated as the sum of the
daily/monthly/yearly ARs within an event window spéng from some days/months/years before and #feer
merger event. ARs are equal to actual returns ntimugxpected returns (benchmarks) on the stocttivoned

that the event does not take place. According tali@g et al. (2010), “Measures based on the evedysnethod
differ in terms of the length of the event winddle market portfolio benchmark used, allowancestability of
firm-specific betas and the method of calculatirRsA The most common benchmarks are Market Mod&lNM
Sharpe, 1963), Market-adjusted Model, Capital Ags@ting Model (CAPM), and Fama—French Three-factor
Model (Fama and French, 1993). Furthermore, thppecaches are generally used to calculate actuains
which are Cumulative ARs (CARs, Fama et al. 19B8)-and-Hold ARs (Lyon et al., 1999), and Calentiane
ARs (Fama 1998).

3.1.3 Application complication

Event window can be the most crucial research désignplementing event study. It centered on thenédate.
So it is critical to first define the event dateosi commonly, event date are defined as the aneoosct date.
Alternatively, it is defined as the actual mergated(effective date) on which all uncertainties barresolved
(Halpern 1983). Others, for instance, Mitchell a&icfford (2000) defined the event date as the dnthe
completion month. A long window might help captunere important information and then make perforneanc
assessment of M&As more accurately but incorpdreempact of confounding events. And the requinenadé
stability of the expected stock price is a founolainf long-term event study, which is difficult heeet. Besides,
the power of the test statistic will be severelueed (Tuch and O’sullivan 2007). The magnitudM&fA effect

on the share prices are sensitive to the estimatiethod used to predict the benchmark returns, thimd
tradingwill undermine the reliability of empirical evideecFurthermore, long-term measures can be seriously
distorted when the measurement interval is longndoin & Marsh 1986).

Schwert (1983) and Dimson & Marsh (1986) state estardies should give explicit consideration teestffect,
especially when CAPM methodologies are used. M@ and Siegel (1997) pointed out five criticaliessin
event study: 1) sample size matters a lot, if sgaihple (fewer than 30 firms) is used, bootstrapiseneeded. 2)
Nonparametric tests are necessary to identify argtliespecially when the sample is small. 3) Thgtleof the
event window should be justified; 4) the confounpéffects should be isolated. 5) Explanation ofARes should
be based on some theory. Taken these issues insideoation, they replicate three previous stubligsto get
quite different empirical results with original ane

3.1.4 Advantages & disadvantages

Advantages of event studies can be summarized p#: i€ relatively objective public assessmen); D2ata are
easy to get publicly, allowing study on large saenf8) Short-term event study can screen the infla®f outside
factors to large extent; (4) Abnormal return iscotdted, therefore, data is not subject to indusamsitivity,

enabling a cross-section of firms to be studiedweleer, its caveats cannot be overlooked: (1) Tharaptions
are difficult to be met; (2) It assess the expestgtbrgy not the realized ones; (3) Although stadge is easy to
get, its implementation is complicated; (4) It canbe used for private firms, leading to the sangpliias; (5) It
fails to take into consideration multiple motives €onducting M&A,; (6) It constrains researcherassess M&A
performance on firm level, if M&As only influenceparticular unit of a firm.

3.1.5 Empirical evidence

Event studies yield insights about market-basearmstto target firm shareholders, buyers, or a ¢oation of
both. Given a successful takeover, using short-tevent study, ARs to the target firms are large jositive,
while returns to the acquirers are mixed (PapadakisThanos, 2010). These conclusions are accoastdd)
Target firm’s shareholders obtain statisticallynéiigant gains due to the large premium paid (Bevtk and
Zitouna, 2008). (2) Sometimes, before the merder,atcquiring firm already had some share ownerishthe
target firm. Any gains from the merger may haveadly been reflected in the acquirer’s stock pridaifern,
1983). (3) “Size effect” also plays a role (Brurz002).

1 Thin trade refers to extended period that a pdatictock is not traded.
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Result from long-term event study strongly depeodshe estimation method used to predict the beackhm
returns and the features of sample. Martynova agmhBboog (2008) concluded that studies employingM&
tend to reveal significantly negative CARs over thiee years following the M&A announcement. Thedas
applying other estimation techniques, such as CARBId inconsistent results. But the insignificarafethe
long-term ARs disappears when the sample is sutbelivby means of payment, bid of status, and typgargét
firm. Tuch and O’ Sullivan (2007) give a reviewarfipirical evidence conclude that using long-terengstudy,
the majority of studies suggest either negativimsignificant ARs.

3.2 Accounting-based measures

Accounting-based measures of performance alsoddkag-term perspective of acquisition performalice

long-term event study but embody ex-post, actued|ized returns. This usually consists of a conspariof
accounting measures prior and subsequent to atakdde rationale behind these studies is thaitifagegic aim
of a business is to earn a satisfactory returrapital, and any benefit arising from takeovers finlally reflected
in the firm’s accounting statements (Tuch and Qiga, 2007).

Accounting measures have a broad sense, suchféalglity, employing earning-based measures arshdbw
performance measures (Healy et al., 1992), prodtyctiBertrand and Zitouna, 2008), innovation iratiars
(Bertrand, 2009), growth rate of sales, or assatgyler et al., 2003). A wide range of accountirntipsin M&A
performance assessment can be found in Martynav&anneboog’ (2008) research. Return on agB&4\) is
widely used in the M&A literature (Bertrand and Betinger. 2011). Meeks (1981) compared profit/sedée,
return on equity (ROE) and ROA and concluded th@®ARs the most appropriate ratio for measuring M&A
performance. However, Barber and Lyon (1996) staipdrating cash flows is optimal in measuring the
performance of firms after significant events, sashtakeovers, as earnings can be easily manigdulatadies
then vary in term of definitions of operating perfance, deflator choice (e.g., market value oftasseequity,
book value of assets or sales), performance ber&spand methodology. And the empirical resultssamsitive

to these aspects.

3.2.1 Advantages & disadvantages

Advantages of accounting-based measures can hiresu#is: (1) It captures the realized returns;Sigjilar to
long—term event study, more valuable informatiom lsa gained to assess M&A effect; (3) It is relalpysimpler
to be implemented compared to event study; (4)ceffef multiple motives can be covered. Howevees¢h
advantages comes at some costs: (1) Like long-¢eant study, it also incorporate the impacts o§iolat factors;
(2) It reflects the past rather than present peréorce expectation; (3) Accounting data can be déstoby
manipulation; (4) Different accounting standardsoas countries and change overtime would make iauser
limitation to the validity of using accounting datdult et al., 2008); (5) Accounting policy choigaries over
time and between companies, which make it diffitmilinake comparison with their benchmarks; (6) Arctting
data fail to evaluate the success of a specificuiaitipn as they provide aggregated data meastitieg
performance of the whole organization (Bruton et #094); (7) Valid combined performance after M&A
difficult to get, as the financial reporting regirigedifferent when the target is dissolved or beraiependent
subsidiary of the bidder (Powell and Stark, 2008);Some financial ratios, like ROA, are affectgaive method
of accounting for the merger (purchase vs pooltgpanting) and the method of financing the mergasfy, debt
or equity).

3.2.2Empirical evidence

In general, results of post-merger performance aredsby accounting based approaches are ambiglibes.
earliest study using accounting based measureexfars in the UK conducted by (Meeks, 1977), exathihe
performance of 233 acquirers during1964 and 197d, faund that profitability increased in the yedrtloe
takeover but decreased in each of the five subsegears. Other studies for the UK have reacheapiposite
conclusion (Dickerson et al., 1997). The picturedmes even more blurred when one investigatesatporate
assets growth (Mueller, 1980). Furthermore, ittégesl that using the cash-flow-based metrics hestiited
positive returns, while earnings-based measurestiasegative performance in the case of merfdestynova
and Renneboog, 2008).

3.3 Managers’ perceived performance

Using this method, the executives are asked taoathat extend they have realized their prelimyrajectives
several years after completing M&As. Their initiabjectives are described using some financial and/o
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non-financial ratios. Besides, usually, the exe@giare asked to give their “overall” rating abthé entire
performance of M&A to establish convergent validi§choenberg, 2006). Commonly, the respondentshare
acquirers’ executives (Homburg and Bucerius, 20@8) sometimes views are collected from the targets
executives (Brock, 2005). Zollo and Meier (200&tstmanagement assessments have been used ith&28@f
papers (14 percent) that were reviewed.

3.3.1Advantages & disadvantages

The advantages of using these measures are: {Btémformation can be used; (2) Reduce the caitsaise;
Performance can be assessed in a multidimensianalvith financial and non-financial information @ithers
et al., 1998); (4) Multiple motives of M&As can l&ken into account; (5) It is suitable to use thenagers’
perception of M&A performance, as their perceptminsuccess will influence their action (Papadakisl a
2010); (6) It is applicable across all types of @sijions (Schoenberg, 2006). Its disadvantagesatsm be
identified: (1) This assessment may contain marnalgbias (Schoenberg, 2006), as multiple resporsdans
needed (Bowman and Ambrosini, 1997); (2) Dependthein accurate recollection; (3) Results may higjest
the respondents’ familiarity with the original objige of acquisition (Datta, 1991).

3.3.2Empirical results:

A majority of empirical evidence under this metrieport that 44-53 percent of the managers inteede
appeared to be dissatisfied with their acquisisgmérformance relative to the goals set beforeddad closure
(Schoenberg, 2006). Ingham et al. (1992) surveye@<in 146 large firms in UK and 77 percent belibtiat
profitability increased in the short run after margnd 68 percent believed that the improved @doifity lasted
for the long run. Bruner (2002) reviewed 13 studiglsich had surveyed executive to assess M&A peréorce
and found 6 out of 13 studies suggest negativdtsesund the remainder seems neutral or positieepdlled 50
business executives and asked them to give th@irompon the other firms’ deals, 37 percent of deatre said
to create value for the buyers, and 21 percenh@fdieals achieve the buyers’ strategic goals. \Woame to
themselves, 58 percent of them believed their M&Aald created value, and 51 percent believed thiag\sed
their strategic goals. In contrast, only 23 perdeelieved their deals did not create value and 8fcent
believed their deals did not achieve their stratggial.

3.4 Expert informants’ assessment

The basic approach in expert informants’ assessisdike management assessment, but the respondents
shifted to expert informants. Some scholars usectilata from security analysts (Hayward, 2002)jicgctly
via the ratings in financial reports and commen{&shoenberg, 2006). Some scholars used multifdentants
to improve the reliability of their findings. Forxample, Cannella & Hambrick (1993) collected boftie t
security analysts’ and the executives’ assessmerih® acquired firms’ performance for each acgoisjtand
each expert provided their assessments of bothapepost-acquisition performance.

Apart from owning the similar pros and cons withrragement assessment, this approach provides dxterna
assessment, which can be applied when both managerobjective performance measures are unavailabl
(Cannella and Hambrick, 1993) and to offset thiew$. Besides, like management assessment, itenablto
assess the outcomes of acquisition on the prageet,lespecially when the firms are multidivisiartdbwever,

this method may suffer from expert informants’ sdbijve bias and they may have limited information.
Schoenberg (2006)'s study show, based on finanpialss commentary between two and four years
post-acquisition, 44 percent of the acquisitioress@ascried as poor or very poor.

3.5 Divestment measure

This approach assesses the outcomes of M&A byifgierg whether an acquired firm has subsequentlgnbe
divested or not. The logic of this measure is tn@rged companies deem to diversify if the acqufied’
performance does not meet their expectations (Ravaft and Scherer, 1987). It is a relatively sinphy to
gauge success with no requirement of detail inféiona However, divestment in some instances signals
successful restructure and profitable sale (Kaplash Weisbach, 1992) or appropriate resource reguanafiion

in response to environmental change (Capon €2@0]) and these are confirmed by Schoenberg’s §2§08y.

Ravenscraft and Scherer (1987) report that 33 peafeacquisitions in the 1960s and 1970s were itested,
while porter (1987) finds that more than 50 pera®rthe acquisitions made by 33 firms in unrelatetlstries
were subsequently divested. Mitchell and Lehn (39@¥ 20.2 percent of 401 acquisitions, which tptdce

-5-



during 1982-1986, were divested by 1988. Kaplan\Aleisbach (1992) concluded that 44 percent of dahget
companies acquired between 1971 and 1982 weretéd/by the end of 1989. However, only 44 percenhef
acquirers who perform divestiture report a lossale.

3.6 Relationship among these measures

As was shown above, different metrics shed lightlifierent aspect of complex acquisition activifiaad they
can offset each other’s flaw. Therefore, many &sidiave attempted to examine the relations betwe=se
measures. In the US, Healy et al. (1992) foundifsigmt and positive relation between the markassessment
and post-takeover performance. Sirower and O'By®98) showed that ex-ante ARs were positively and
significantly correlated with ex-post operating fpemance. This was confirmed by Uso et al. (2010Yrey
stated this was particularly true when using lomg-gnnouncement event windows (25 or 50 days) befor
announcement. On the contrary, Ghosh (2001) faitedind a significant relationship between cashwflo
improvements and the market assessment of the. gghsenberg (2006) also did not find correlatiebneen
objective and subjective measures of acquisitiofiopmance apart from the relationship between marsig
and expert informants’ subjective assessmentso ol Meier (2008) study found short-term eventdptwas
not linked to any of the other performance metiRapadakis and Thanos (2010) also said capitalenarkot
efficient enough to predict the long-term succefsaro acquisition. In summary, accounting-based oress
managers' assessment and expert informants’ assaisane correlated with each other, whereas ttagioal
among short-term, long-term event study and acoogiriifased measures are blur, this mainly depends on
what extent the assumptions of event study candie m

4 A Summary of Empirical Evidence

In this section, we offer extensive empirical evide on the performance of M&As based on the chariatics
of sample. As Bertrand and Zitouna (2008) statedntlagnitude of these gains and their distributietwken
target and bidder shareholders vary across thedde@nd depend on the characteristics of each deal.

4.1 Evidence on country level

A majority of research has concentrated in USA #red UK. The general conclusion from short-term éven
study is acquirers’ shareholders either experiermenal returns or significant losses around theoanoement

of acquisitions, while the target firms gain thperformance. Considering that average target ishnsncaller
than the average acquirer, the combined net ecanaain at announcement is only barely positive
(Alexandridis et al, 2010). Long-term returns targholders of acquiring firms tend to have sigafficnegative
CARs for acquirers (Campa and Hernando, 2004). &r(2002) found the empirical literature showedighs
tendency for returns to decline over time, exceptkals in technology and banking sectors. And &u¢&009)
find companies from developing countries generateenvalue from takeovers than their counterparsnfr
developed nations.

4.2 Domestic vs cross-border M&A

Gugler et al. (2003) did not find significant difémce in profit between cross-border M&As and M&As.
Goergen and Renneboog (2004) concluded that damdstAs trigger higher wealth effects than crossdmr
M&As. Similarly, Moeller et al. (2005) found that3Jfirms who conduct cross-border M&As experience
significantly lower announcement stock returns ppraximately 1 percent and significantly lower chas in
operating performance. Conn et al. (2005) also doWwK firms' cross-border M&As resulted in lower
announcement and long run returns than domestic B1&AIt returns were higher than high-tech firmsilsth
non-high-tech experience zero announcement relnm®ss-border M&As. This was confirmed by Charak
(2010), who emphasized that the acquirers only iempee a rise in post-merger performance in crasddr
M&As only if they have intangible asset advantathed can be exploited abroad.

4.3 Hostile vs friendly

Generally it is reported that hostile takeoversdpie more returns than friendly ones, and this begause
cash is usually used in hostile takeovers (Framik Harris, 1989). Servaes (1991) demonstratedhbstile
bids trigger a CAR of almost 32 percent, whereap@2ent for the friendly bids. Likewise, Franksldaviayer
(1996) found post-announcement CARs of almost 36gu for hostile UK bids versus 18 percent foerfidly
ones. Schwert (1996) found that target sharehokkemsed substantially higher premiums in tendegreffTuch
and Sullivan (2007) study also showed that the ias@tgpn of hostile targets, cash-financed transatiand
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acquisitions of larger targets are associated svigierior (or at least less negative) performance.
4.4 Methods of payment

A study by Schwert (1996) identified that equitgd®iwere more frequently used in tender offers coetgéo
all-cash ones, and all-cash bids are more proétdbt target shareholders than are all-equity ofié®se
findings were confirmed by Ghosh (2001) in the U®l &arline et al. (2002) in the UK. Their empirical
findings showed that the operating performance lleéquity acquisitions is significantly worse thaf bids
consisting of cash. Goergen and Renneboog (208d)falind strong evidence that the means of payhesa
large impact on the wealth effect. All-cash offergger ARs of almost 10 percent upon announceméiereas
all-equity bids or offers combining cash, equityddoan notes only generated a return of 6 perdémivever,
Alexandridis (2010) using global data of public M&Aluring 1990-2007 concluded that all-equity offeese
at least non-value-destroying for the shareholaretise rest of countries apart from USA, UK and &da

4.5 Inside vs outside wave & at the beginning whatend of a wave

Bhagat et al. (2005) and Harford (2003) demongdr#tat the total announcement returns of takeowvensaves
are better than those outside. Both studies alszated that the highest combined M&A gains areizedlat the
beginning of takeover waves. Moeller et al. (20@%0 confirmed this for the fifth takeover wave idgr
1991-2001. Their findings showed acquiring-firm Hhe largest losses during the second half of theew
from 1998 to 2001.

4.6 Related VS unrelated

Haugen and Udell (1972) and Eckbo (1986) both eated that unrelated takeovers outperformed théegkla
ones, but both studies refer to the conglomerateAsi&ave. Seth’'s (1990) empirical results found ppasite
results. Also, Kaplan and Weisbach (1992) presemtiged evidence on the success of unrelated veetated
acquisitions. However, significant body of evidemtmument that corporate diversification strategiestroy
value (Berger and Ofek, 1995; Doukas et al.,, 200Rbulut and Matsusaka (2003) showed unrelated
acquisitions in 1960s generated significant posithRs to bidder shareholders but destroyed théirevim the
following decades. While other scholars stated dheersification discount appeared because the setgme
acquired were discounted prior to their acquisitiand the diversification, in itself, does not degtvalue
(Graham et al. 2002). Using two different databa¥édklonga (2004) reconstructs measures of difieegion
reveal that diversified firms actually trade ategk and significant premium, which is robust tdatéons in the
sample, business unit definition, and measures@dss value and diversification. In conclusionyehis mixed
evidence on the existence of diversification distoBut attention needs to be paid to definitiod areasure of
diversification and also sample selection.

4.7 Experienced and non-experienced acquirers

Some scholars have found a positive relationshipvdzen experience and performance (Bruton et al4199
Barkema, Barkema et al. 1996). While, some schdtansd a U-shaped relationship (Haleblian & Finkeils,
1999; Zollo & Reuer, 2006), others, found the CARserial acquirers are declining from deal to désthail
2008; Aktas et al., 2009). Recently, Rahahleh ard(@012) reported CARs decline over the deal oagerit is
more significant in civil-law countries than in camn-law countries.

4.8 Private vs public targets

Bradley and Sundaram (2004) showed that the two-geat-announcement returns in takeovers of a publi
target were not significant, but significantly ndga when the target is private. Draper and Pau3a06)
concluded that acquiring a private company is &maettve option for maximizing shareholder weal@apron
and Shen (2007) found acquirer returns from tteeiydt choice (private/public) were not universal tepend
on their attributes and integration. Bargeron et @O008) find that public target shareholders nexea 63
percent higher premium when the acquirer is a puirin than the privately held acquirers. And threrpium
paid by public bidders increased with target mariaband institutional ownership.

4.9 Ownership structure

When the bidding management owns large equity stalielding firms obtain higher returns (Agarwal and
Mandelker, 1987). Bigelli and Mengoli (2004) fouachon-monotonic relationship between the partiamadf
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the dominant shareholder and the ARs for bidderestwdders in Italy. Ben-Amar and André (2006) dad find
that separation of ownership and control has a thegémpact on the performance, but stated gover@an
mechanisms have a positive influence on the acguifirm performance. Yen and Andr'e (2007) found a
non-linear relationship between concentrated ovimersnd operating cash flow returns, higher levefis
ownership were associated with positive post-adtipisperformance. And the greater investor protechas a
positive impact on operating performance from asitjons. Dutta and Jog (2009) showed firms with enthran

25 percent director ownership significantly outpenfied firms with lower director ownership, and same
case about CEO ownership. Besides, they statedrexgéirms with more inside directors performedttee
than firms with more outside directors.

4.10 Glamor vs Value acquiring firms (Tobin’s Q)

Firms that have High Tobin’s Q (or market-to-boaue, MB) are referred to glamor (or growth) compdhe
firms that have low one are referred to value firfaarly studies by Lang et al (1989) and Serva@91}L
presented evidence that shareholders of high Qebsdglin significantly more than the shareholdédew Q
bidders. And the shareholders of low Q targets fiene®re from takeovers than the shareholders ghh®
targets. Rau and Vermaelen (1998) stated thatdbeisition of firms with low Q generated high ARw tthe
shareholders, whereas the high Q firms generatestantially negative ARs. Goergen and Renneboog4R0
demonstrate a high MB for the target leads to adidpid premium combined with negative ARs for biigder.
Similarly, Moeller et al. (2004) and Dong et alO@®) find that the bidder's Q and its close prokMB have
negative effects on bidder returns. In generalh i@y of both acquirer and target play negative mtethe
acquirers’ shareholder CAR, while target firms Harfeom their high Q.

4.11 Relative size

Asquith et al. (1983) found that the larger thatigk size of a bidder, the greater CARs to theléicand target.
This was also supported by Franks et al. (1991 )wa¥er, Harris (1989) reported an ambiguous effdct o
relative size. Sudarsanam et al. (1996) found itie involving smaller targets raised average AR& pEercent
over -20 to +40 days centered on the announcer8éntlarly, Moeller et al. (2005) found that mergevkose
values exceed $1 billion eroded bidder shareholdalse by $7.38 per $100 invested. Dutta and JO@IR
found the relatively large acquisition underperfethin the long run (-49 percent over three yeds)trand
and Betschinger, (2011) stated larger firm sizeuced the negative impact to acquisitions, in paldic to
domestic ones. In summary, the “size effect” carpbsitive as higher relative size of target camdpnnore
synergy and economic benefits, but it can alsordgsthe synergy, as larger targets tend to bringemo
integration and management problems. Besides,rlaagget have stronger bargaining power and thenbea
more expensive. Table 1 reviews a selected litezatuthe field of mergers and acquisitions.

Please Insert Table 1 Here
5. Research Findings From Survey Questionnaire

In this section, we present our research findimgkraflections according to results of survey qgoesiaire. The
chief financial officers of thirty-three Danish cpanies, which have been involved in M&As in theiperof
2001-2011, were randomly selected and asked tacipate in the study. Seven firms agreed and filleel
guestionnaire for a response rate is about 21 perdde 7 replies may not be persuasive to genrerdlie
findings, but we still can get some meaningful gins, as these companies were randomly selectadZephyr
Database. Since most of these companies have givgilar answers to our questions we can make some
preliminary judgments. Besides, for a deeper undedsng about their replies, we further collecteditional
information from their websites, financial statertsemnd other sources on the Internet.

In general, Danish firms prefer large high-perfonee private firms (6 out of 7) as their targetseyfalso
prefer companies with asset size between €50 Miltm €150 Million. The acquiring firms normally tgat
firms which have complementary resources (intaegdsltangible) to them, for exmaple, they aim farhnical
knowledge and expertise, brand, sales tunnel aralatsources.

They normally use multiple performance measuresth@duitble timeframe for assessing the outcorésedr
merger is 1-4 years. They have multiple motivesalimost every merger activity (We offered 18 typds o
motives and an open-end chioce for their selectiod ranking), but with different level of importanc
Moreover, from their replies, it is evident theyppsome financial and non-financail metrics in lergéing their
merger performance. Some even stated that sucapsmty be assessed in long-term.
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The respondents also supported the existance wérslfication discount”. The horizontal merger whsir

main choice. All of the respondents either stroragyeed or agreed that an acquisition in relatedstry is

worth more than an acquisition in a non-relatedustd.. And they all stated their firms were dirgctr

indirectly involved in synergy-related (mainly opéng synergy) mergers. Besides, we learned, froair t
financial statements, they use merger to improedr txisting businesses, and they stressed to fonuteir

core business with the ambition to do best what tae do.

When asked if they agreed that most of M&A valueagation is distributed among the shareholdershef t
target firms, 5 respondents disagreed. However #gree or showed no opinion that M&A may increase
shareholders’ wealth at the expense of bondholders.

With regard to cross-border M&As our respondentagieed it can create value for their firms. Thiésagreed,
however, on the previous research finding thatifaikate of M&As is about 40-80 percent. They admtified
cultural difference and change management werdghibiest issues in cross-border M&As. Therefotas i
reasonable to assume that short-term meaures moghe appropriate in evaluating cross-border M&#ashe
post-announcement integration and management plajtieal role in the outcomes. Furthermore, allowir
respondents disagreed that higher premium wadigasfor the foreign targets.

It seems prior experience, “experience effect” aofuisition offered help to our respondents, asf them
selected it had some help, while one firm thinkdaés littel help. However, it seems they are fedit to their
experience and knowledge about M&As, as 6 of theatesd they had no special team or sector in chafrge
M&As, neither maintained any database to store ékgerience and knowledge of M&A, nor offered any
training program for relevant staff.

Finally, they agreed that cash or mixed paymentpuired a higher premium in M&As than straight
stock-exchange transactions, and agree with ai-offer was more effective in a hostile merger thanendly
merger. Table 2 summarizes the findings from suougstionnaire.

Please Insert Table 2 Here
6. Conclusions

The definitions of performance varied in terms oé@unting, financial, operational and perceptudrivg Also
performance assessment is sensitive to the definitif performance, methodology selected, benchmarks
construct, sample used, and observation time horizhich is the main reason for a vast body of rsial
research findings. Therefore, research design amanng M&A effect needs to be more fine-grainedtbese
aspects. The first and foremost thing is to wefirgethe performance: stand on whose position, @sgkss
these outcomes on what level, task, acquisitiofieptar firm level. Time horizon need to be justdi Apart
from the reasons that both short- and long-periadehtheir pros and cons, but also because valsiame
process is strongly context-dependent. For exanqust efficiencies are more rapid than revenue tiraw
achieve, and acquisitions in high-tech industriasstmexecute the business plan much faster thanicakem
industries. Attentions should also be paid to théalbase where the sample was selected from (Ndttel
2011).

There are different perspectives and benchmarkerlyialg the measures for judging whether M&As are
successful or not. There is no perfect performaneasure but the suitable one. The rule of thungekect the
measure is to make sure the theoretical logic loethie measures and questions under investigatiahgised
(Cording et al, 2010).

It is necessary to make performance construct/iiefinclose to the motives for performing M&As.we only

use one measure to assess the firms’ performanoeains we assume that all firms’ incentives inséumple for
conducting M&As are homogeneous. However, if trameea variety of behavioral motives underlie M&#tss
assumption is likely to be violated, and the enggiriresults from this measure become less relighbbe.
example, success of M&A judged by event study isedaon the principle that the firms’ strategic metfor
conducting M&A is to maximize its shareholder whalPerformance assessed by managers themselh@s is t
judge the success based on whether the managéed'rimotives are realized. On the other hand,aesebased

on divestures focus their judgment on the succds$/&A activities on whether the acquired firm is
subsequently divested. So some acquisitions mathdneght successful when using CARs, but unsucdessfu
when using some accounting ratios or managerséstibbg assessment, vice versa.

Short-term event study may be suitable for someketarinstead of the others, mainly depend on ta wkent
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the assumptions behind this methodology can befigati From survey data we can see the firms’ IM&A
activities can be predicted through their previfinancial statement even for the public firms. M&A&sem
work as part of their long business plan and theyelhclear objectives for conducting M&As. Therefdv&A
effect may have already been reflected in thetlstwice before announcement, making conclusiovalicate.
Multiple measures are necessary not only becawdeaggproach has its limitations, but also becauogaisition
performance by its nature is extremely complex amdtifaceted, no individual way can catch its diffet
aspects (Cording et al. 2010; Zollo and Meier 20@jll, the research field of performance assessmné
M&As is a fertile ground needs to be cultivated. ddd consistency is needed in how M&A outcomes are
measured” (Marks and Mirvis, 2011).
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Table 1
Selected Research on Mergers and Acquisition

Sample Categories

Related Research

Country Level Research

Domestic vs cross-border

Seth et al. 2000; Guagglat. 2003; Moeller et al. 2005; Santos et al,@®&ertrand and Zitouna, 2008; Chari et al. 2010

High vs low investor protection

Goergen and Renog2004; Yen and Andr'e 2007,

Developed vs developing (emerging) mar

et Kang318@mar 2005; Chernykh et al. 2010; Chari et AlL& Bertrand and Betschinger, 2011,

Common-law vs civil-law countries

Rahahleh and V2éil12

High vs low competition in takeover markg

ctAlexandridis et al. 2010

English-origin countries or not

Yen and Andr’e, 200

Takeover regulation strong or weak

Goergen and &msoog 2004

Industry Level Research

High-tech vs low-tech sectors

Cloodt et al., 2088yja and Katila, 2001

Manufacturing VS service sectors

Gurgler et al.2®ertrand and Zitouna 2008

Regulated vs non-regulated

Seth 1990; Kaplarvdeidbach 1992; Akbulut and Matsusaka 2003; Villglp2004; Capron and Shen 2007

Firm Level Research

Friendly vs hostile deal

Franks et al.1991; Fraanhd Mayer 1996; Gregory, 1997; Loughran and Vip97a

Relative size

Fowler and Schmidt, 1989; Mitchalll &tafford, 2000; Moeller et al., 2004

Glamour vs value acquirer

Lang et al., 1989; Ral\Aermaelen 1998; Mitchell and Stafford, 2000;BowwmFuller, and Nain, 2009

Public vs private acquirer/ target

Bradley and Swath 2004 ; Draper P. and Paudyal K. 2006; Bargetrah, 2008

Strong vs weak corporate governance

Shinn, 199@hiet al. 2002; Bigelli and Mengoli 2004;Yen afddr’e, 2007; Dutta and Jog, 2009; Alexandrid®] 2

Vertical / horizontal / conglomerate

Chatterje@91; Capron, 1999; Gurgler et al. 2003; Bertramd Zitouna, 2008

Experienced vs non-experienced

Haleblian and fsidia 1999; Hayward, 2002; Conn et al., 2004; Cr2@05; Ismail (2008); Ahern, 2008; Aktas et &09;
Rahahleh and Wei ,2012

Deal Level Research

Method of payment
(cash/ stock / mixed financed)

Brown and Ryngaert,1991;Yoo0k, 2000; Linn and Swi2@01; Ghosh 2001; Carline et al. 2002; GoergeilhRenneboog 2004;

Powell and Stark, 2005; Alexandridis 2010

Inside vs outside M&A waves

Akbulut and Matsusa@@(3; Harford, 2003; Bhagat et al., 2005 and Mwedt al. 2005
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Table 2

Survey Results on Perfromance Assessment

Firm1 Firm 2 Firm 3 Firm 4 Firm 5 Firm 6 Firm 7
Year Established 1874 1961 1897 1990 1981 1918 1987
Leagal Status Public Private Public Private Private| Former Publicly Private
Main Businesses | Cultures andRefrigeration & Air Foods Seafood Light metal Fish feed Industrial and
Enzymes; Health Conditioning; Moving & Relocation products packaging products marine boiler
and Nutrition;| Heating & Water; Services products manufacturer
Natural Colors Motion Controls
Total asset (mil 1,316 mil 3,980 mil 562 mil 502 mil 135 mil 262 @&) mil 259 mil
EUR, 2010)
No. of CBM&As 4-7 Above 10 Above 10 4-7 4-7 1-3 1-3
Target Average Less than €50 million €151 million — €50 million - €150 Less than €50 | Less than €50, €50 million - Less than €50
Assets Siz €1 billion million million million €150 millior million
Legal Status ofthe  Most of them are Most of them are Most of them are | Most of them arg Most of them | Most of them arg Most of them are
Target Firm private firms private fims private firms private firms are private public firms private
Mergy type HM & CM HM VM & HM CGM HM HM
Motives and 1. Achieve more rapid 1.Acquire technical | 1.Expand 1.Achieve more | 1. Expand 1.Gain 1. Expand
rating growth knowledge and geographically rapid growth geographica economies of geographically
2.Expand expertise 2.Achieve more rapid 2. Expand Iy scale 2. Expand or
geographically 2. Expand or growth geographically | 2. Gain 2. Expand improve the
3.Gain economies of| improve the 3.Gain economies of (3.Gain better economies geographically|]  product mix
scale product mix scale control over of scale 3. Achieve more
4. Acquire technical | 3. Expand 4. Expand or improve | supply of 3. Expand or rapid growth
knowledge and geographically the product mix sources and/ or|  improve the| 4. Expand or
expertise 5. Follow the CBM&A | retail outlets product mix| improve the
trend 4. Expand or 4. Gain better| product mix
6. Acquire a company| improve the control over| 5. Acquire
below its product mix supply of technical
replacement cost sources knowledge and
7. Obtain managerial and/ or expertise
talent retail
outlets
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Table 2 (Continued)
Survey Results on Perfromance Assessment

Performance No answer Earn out threshold to be Follow-up on budget for EBIT Profit & loss budget,| Market share, Multiples, we
measures (No performance achieved (year 1-4) “target” (have mainly EBITDA gross profit and compare to
evaluation model , but| (thave performance (have performance | performance | (No performance | expected synergies investment base casg
set some initial evaluation model, and| evaluation model, and| evaluation evaluation model, vs obtained (earnings and cash
evaluation indices usually set some initial set some initial model, but seff but always set some (no performance | flow) and the specific|
sometimes) evaluation indices) evaluation indices some initial initial evaluation evaluation model| synergy initiatives.
sometimes) evaluation indices) or initial ( have performance
indices evaluation evaluation model,
sometime: indices and always set son
Excepted timeframe 1-2 3-4 3-4 3-4 1-2 3-4 1-2
How do they assess No answer Post merger plan actign€an only be assessed in  Payback Profit & loss budgel, Market share, | 1.strategic position in
their success (3-4 years performance long-term mainly EBITDA gross profit and the industry in
expected synergies expected timeframe
vs obtained 2. financial results
(e.g., earnings, cask
flow and synergies)
Success rate 61%-80% Over 80% 41%-60% 41%-60%% W%-4 61%-80% 61%-80%
Their opinion on Performing vis-a-vis No opinion Creating shareholder’s EBIT 1. EBITDAin the Expected earnings 1. strategic position
suitble measures fo laid out plan with value new company, VS obtained in the industry in
judging whether an | updated view on marke economy of scale timeframe
M&A activity dvelopment in old group. expected.
successful or not 2. Opotunities of 2. financial results
growht and see (e.g., earnings,
activities going cash flow and
up. synergies)
Attitude to CBMA could create CBMA can help us CBMA can create | CBMA can | Increse of economy| increase market Global footprint,
Cross-border M&A value for us create technology driven value for us create value | of scale and increasg share and earning pruchase volume and
(CBMA) advantages for us growth in the new faster capture of

markets. Without
M&A, there is a risk
of value to decline

business in related
segments

Note: 1. Vertical merger (VM);
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2. Horizontal merdeiM); 3. Concentric merger (CM); 4. Conglomeraterger (CGM).



