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ABSTRACT

Extant literature on the post acquisition performance of bidders in mergers and
tender offers is divided as to whether or not the bidders underperform in the long-
term after the acquisition. In addition, standard long-horizon tests used for testing
this underperformance have been shown to be biased. We use a methodology robust
to these criticisms to show that bidders in mergers underperform while bidders in
tender offers overperform in the three years after the acquisition. We also show that
the underperformance is not uniform - glamour firms, characterized by low book-to-
market ratios, significantly underperform, while value firms significantly outperform
control portfolios with the same size and book-to-market ratio. We find that this
difference in performance is partly due to hubris on the part of the glamour bidders
and partly due to timing - glamour bidders especially in mergers, systematically pay
for their acquisitions using their own overvalued shares. We also investigate whether
a fixation on EPS maximization on the part of the bidders can lead to subsequent
underperformance, but find no evidence consistent with EPS myopia.



I. Introduction

Mergers and acquisitions have been extensively researched in finance. However, a
number of issues still remain controversial, in particular the long run price behavior
of bidders in mergers and tender offers. We investigate two basic issues in this paper -
do bidders really underperform in the long run after the acquisition and if so, what
are the determinants of this underperformance?

In their classic survey of the empirical research in this area, Jensen and Ruback
(1983) summarize the results of six studies that examine the cumulative abnormal
returns to bidders in the year following the takeover. The evidence shows that bidders
in tender offers earn statistically insignificant positive abnormal returns while in
mergers, bidding firms show systematic significant negative abnormal returns.
However, this evidence on long-term post-merger bidder performance is controversial,
with different researchers finding contrasting results. Bradley and Jarrell (1988) and
Franks, Harris and Titman (1991) for example, do not find significant
underperformance in the two to three years after the acquisition. Others, (for example
Asquith (1983) and Agrawal, Jaffe and Mandelker (1992)) conclude that these firms
do experience significantly negative abnormal returns in the first few years after the
merger. Langetieg (1978) using a two-factor model, finds that acquiring firms earn
statistically significant negative cumulative abnormal returns for up to two years after
the effective date but reverses his conclusions when he finds that these returns are
indistinguishable from those of a control firm in the same industry. Loderer and
Martin (1992) find some evidence of negative returns in the first three years
following the acquisition, but none after the fourth year. Also, they find that the
negative abnormal performance progressively diminishes through the 1960s to the
1970s and disappears in the 1980s.

In contrast to event studies over short horizons, long-term event studies are sensitive
to the model used for computing abnormal returns. All the papers discussed above
use different models to calculate abnormal returns. Langetieg (1978) for example,
uses a two factor model with an industry and a market factor to measure abnormal
returns and further compares the excess returns to a control firm in the same
industry. Asquith (1983) uses a control portfolio method based on beta to compute
abnormal returns. Franks, Harris and Titman (1991) use multifactor benchmark
models based on factor analysis of security returns to calculate abnormal returns and
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find that the post-merger underperformance of acquiring firms is not robust to the
choice of the benchmark. Agrawal, Jaffe and Mandelker (1992) and Loderer and
Martin (1992) both adjust for firm size and beta risk.

Fama and French (1992) have recently shown that beta does not capture much of the
cross-sectional variation in average stock returns. Firm size and book-to-market equity
combine to explain a much larger proportion of the variation in average stock returns.
Consequently, Fama and French (1993) criticize the Agrawal, Jaffe and Mandelker
(1992) results for ignoring the book-to-market effect. They conjecture (p. 54-55) that
acquiring firms tend to be large successful firms with low book-to-market ratios.
Hence, they argue that if a methodology controlling for the below average returns of
low book-to-market firms had been used, no persistent negative abnormal returns
would have been observed.

Moreover, some studies (Kothari and Warner, 1996 and Barber and Lyon, 1996)
have recently questioned the validity of standard parametric tests in testing the
statistical significance of long-horizon abnormal returns. Barber and Lyon (1996) for
example, document that long-horizon t-statistics are negatively biased, in many cases
detecting significant abnormal performance where none is present.

The first contribution of this paper is to examine the issue of long-horizon bidder
performance in mergers and acquisitions, after explicitly adjusting for both firm size
and book-to-market effects, as suggested by Fama and French (1993). We also test
the statistical significance of these results using bootstrapping (see Ikenberry,
Lakonishok and Vermaelen, 1995), a methodology that is robust to the problems
that plague standard long-horizon tests of statistical significance, viz. stationarity,
normality, time independence of observations and so on. As Kothari and Warner
(1996) point out (p. 30), the bootstrap procedure represents a state-of-the-art
procedure to recognize and attempt to adjust for systematic biases in assessing
statistical significance.

We examine a sample of 3169 mergers and 348 tender offers with acquirors listed on
both the CRSP NYSE/AMEX/NASDAQ tapes and COMPUSTAT, and bids
announced between January 1980 and December 1991. In contrast to Fama and
French's (1993) conjecture, we find that bidding firms do not tend to be
overwhelmingly successful firms with low book-to-market ratios. The distribution of
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bidding firms across the spectrum of book-to-market ratios of firms listed on CRSP
is relatively uniform.

Adjusting for both firm size and book-to-market ratio, we find that, in line with the
findings of Agrawal, Jaffe and Mandelker (1992), on average, acquirors in mergers
underperform equally weighted control portfolios with similar sizes and book-to-
market ratios by 15% in a period of three years after the merger completion date. On
the other hand, acquirors in tender offers earn a statistically significant positive
abnormal return of 5% on average. Hence, in contrast to Fama and French's (1993)
predictions, the negative abnormal returns to bidding firms in mergers are not simply
a result of not adjusting for book-to-market ratios.

It should be noted that these findings are not consistent with the functioning of an
efficient market. They are however, part of a growing literature on anomalies. Ritter
(1991) for example, finds poor long-term stock performance following initial public
offerings. Loughran and Ritter (1995) and Spiess and Affleck-Graves (1995) find
similar underperformance for seasoned equity offerings. Dharan and Ikenberry (1995)
find that firms switching stock exchanges subsequently underperform. Ikenberry,
Lakonishok and Vermaelen (1995) find that value stocks announcing open market
share repurchases overperform in the four years following the announcement.

After establishing that bidders in mergers do underperform in the long run, we
investigate three hypotheses to explain this phenomenon.

• Timing: First, in a large part, it may be that the overall underperformance is due
to companies making acquisitions and paying for them using shares only when
managers feel that the shares are overvalued. Eckbo, Giammarino and Heinkel (1990)
construct a theoretical model for the relation between the mix of cash and shares in
the bid and the induced change in the bidder value, with the post acquisition value
of the bidder firm increasing in the amount of cash used in the offer. Travlos (1987)
reports significantly negative two-day announcement period abnormal returns to
bidders in all-stock mergers while bidders in all-cash mergers earn zero or positive
abnormal returns. Most recently, Loughran and Vijh (1996) find that acquirors
paying for acquisitions by stock earned significantly negative abnormal returns while
cash acquirors earned significantly positive abnormal returns in the five years
following the acquisition.
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• Hubris: Second, some bidders may vastly overestimate their ability to manage the
acquisition ie. they are infected by hubris (Roll, 1986). The hubris hypothesis has
been directly investigated by Hayward and Hambrick (1995). In a survey of 106
publicly traded American companies involved in large acquisitions' in 1989 and
1992, they regress premia paid for acquisitions on a number of proxies for CEO
hubris, including recent organizational performance, CEO pay relative to the other
executives in the firm and recent media praise for the CEO and find that these
indicators are strongly associated with the size of premia paid for an acquisition.
Moreover, the size of acquisition premia is inversely related to shareholder losses
following an acquisition.

• EPS Myopia: Third, bidders could be fixated on EPS. Merging with a company
with a lower price-earnings ratio than the buyer's and paying for the acquisition by
shares may inflate the buyer's EPS. Managers find it easier to justify an acquisition
if it is accompanied by an EPS increase rather than a decrease. In fact, there is a
widespread belief that companies should not acquire others with higher price-earnings
ratios than their own (See Brealey and Myers, 1996, pp. 921-923). Consequently,
managers might be willing to pay higher prices (and possibly overpay) for target firms
if the acquisition results in an increase in earnings per share. According to this
hypothesis therefore, mergers with a positive impact on EPS would ceteris paribus,

perform the worst. There is some evidence that this preoccupation with EPS
influences managerial behavior. In an analysis of AT&T's acquisition of NCR in
1991, Lys and Vincent (1995) report that AT&T was willing to pay as much as $500
million extra to satisfy pooling accounting, although the only effect of the accounting
change was to boost EPS by around 17% without any cash flow implications. In an
investigation of conglomerate and predatory acquisitions in the 1960s, Barber,
Palmer and Wallace (1995) find some evidence that friendly acquisitions in particular
were concentrated among targets with low PiEs and high return on equity - which is
consistent with the earnings manipulation story.

We first investigate the hubris and timing hypotheses by classifying bidders as
"value", "neutral" or "glamour", on the basis of whether they have high, medium or
low book-to-market ratios. We use book-to-market ratio as a proxy for both
overvaluation and hubris. A "glamour" bidder, with a low book-to-market ratio, is

Involving payments of over $100 million.
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expected by the market to have significant growth opportunities in the future. This
may have two consequences. First, the management may feel that the company is
now currently overvalued, either because the management knows the growth
opportunities expected by the market no longer exist, or because investors have
overreacted to good news about the company (as argued by Lakonishok, Shleifer and
Vishny, 1994). Second, the management may feel that the organizational success is
justified and due solely to their superior managerial skills. According to the hubris
hypothesis, they may overestimate their ability to manage an acquisition and thus
overpay for the target firm.

Consistent with both these hypotheses, we find that value bidders far outperform
glamour bidders in the three years after the completion of the merger or tender offer,
with value acquirors earning size and book-to-market adjusted positive abnormal
returns of 26% and 36% respectively, while glamour acquirors earn size and book-to-
market adjusted negative abnormal returns of -57% in mergers and -24% in tender
offers.

According to the timing hypothesis, if managers of glamour bidders believe that their
firms are overvalued and pay for their acquisitions using overvalued stock, these
abnormal returns accruing to bidders will simply be a function of their payment
method. We therefore examine the payment methods of glamour and value bidders
in mergers and tender offers. We find that bidders in mergers have a much stronger
tendency to pay for their acquisitions by shares than bidders in tender offers. In
mergers, glamour bidders pay with shares much more than value bidders: on average,
glamour bidders in mergers pay for over 62% of the value of the transaction using
shares, while the corresponding figure for value bidders is only 38%. This is
consistent with the timing hypothesis.

If timing were the sole explanation for the negative post-merger returns to glamour
bidders however, we would expect that firms with low book-to-market ratios
financing their acquisitions using only cash, would not exhibit any significant
negative abnormal performance. We therefore examine only acquisitions which are
100% paid for by cash or 100% paid for by shares. We find that in cash financed
mergers or tender offers, value bidders still overperform while glamour bidders still
underperform. Glamour bidders earn a significant size and book-to-market adjusted
abnormal return of -43% in cash financed mergers while value bidders earn a positive
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abnormal return of 22%. In the stock financed mergers, both value and glamour
bidders earn significant negative abnormal returns in the first 12 months after the
merger completion, though again glamour bidders earn negative abnormal returns of
-19% while value bidders earn negative abnormal returns of only -3%.

There is therefore some evidence that glamour bidders tend to believe that they are
overvalued and systematically pay for their acquisitions using shares. However, the
timing hypothesis does not fully explain why glamour bidders do so poorly, as value
bidders perform better than glamour bidders even when we control for the payment
method.

This conclusion is reinforced when we examine the acquisition premia that glamour
and value acquirors pay for targets. We find that in cash-financed mergers, glamour
acquirors pay about the same premium as value acquirors. In stock-financed mergers
however, glamour bidders are willing to significantly overpay for targets, with an
average acquisition premium of 58% as compared to only 38% for value bidders,
supporting the overvaluation hypothesis. In tender offers on the other hand, which
are predominantly cash financed and where the bidder's choice of payment method
may be dictated by reasons other than overvaluation, glamour bidders again pay a
greater premium than value bidders, paying 63% to 50% respectively, supporting the
hubris hypothesis.

Further evidence in favor of the hubris hypothesis is provided when we examine the
performance of glamour bidders with glamour or value targets. We would expect that
value targets are more likely to be undervalued than glamour targets and offer a
greater potential for improvement after the acquisition. Hence, in general, we would
expect bidders to perform better with value targets than with glamour targets.
However, managers of glamour acquirors, if afflicted by hubris, would tend to
overestimate their ability both to recognize the initial undervaluation and to realize
significant performance improvements after the merger. Consequently, we would
expect that glamour acquirors would perform equally badly with any kind of target.
We divide targets into value or glamour firms and find as expected, that value bidders
in mergers perform significantly worse with glamour targets than with value targets,
earning a statistically insignificant positive abnormal return of 8.5% with glamour
targets and a significant 32% with value targets. Glamour bidders, on the other hand,
perform equally badly with any kind of target, earning statistically significant size and
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book-to-market adjusted negative abnormal returns of -49% with glamour targets
and -48% with value targets.

Lastly, since glamour bidders tend to have high P/E ratios and are more prone to
paying for their acquisitions by shares, we would expect them to be prone to EPS
myopia. We test this hypothesis using a subsample of bidders where 100% of the
target shares have been acquired by the bidder, and split our sample into three
sections, ranked on the basis of the expected impact on the EPS of the acquiror. We
find that all three types of bidders, with a low, medium or high impact on EPS,
earned statistically insignificant negative abnormal returns. We therefore do not find
any evidence consistent with our EPS myopia hypothesis.

The remainder of the paper is organized as follows. In section 2, we describe the data
and our methodology. Section 3 reports the long-run performance of acquiring firms
in mergers and tender offers. Section 4 explores the different hypotheses for the
glamour/value bidder phenomenon. Section 5 concludes.

2. Data and Methodology

A. The Data

We examine the long-term underperformance (over the three years following the date
of completion of the merger) of bidding firms in mergers and tender offers, with bids
announced and completed between January 1980 and December 1991. Our sample
is drawn from the Securities Data Corporation on-line Mergers and Corporate
Transactions database, using the following criteria:
• the transaction is classified either as a merger or an acquisition of majority interest

(for mergers) or as a tender offer,
• the transaction is listed as completed and
• the announcement date and effective date of the merger lie between January 1,

1980 and December 12, 1991 respectively.
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Our initial sample is composed of 3169 mergers and 348 tender offers'. No
restrictions are placed on the ownership of the target - whether it is publicly or
privately owned. We further require that the acquirors be listed on both the monthly
CRSP combined NYSE/AMEX/NASDAQ tapes as well as on COMPUSTAT.
Requiring that the targets also be classified as public companies by SDC for the later
analyses, reduces our sample to 709 mergers and 278 tender offers.

Table 1 shows the distribution of the merger and tender announcements by year, and
the distribution of sizes and book-to-market ratios of the acquiring firms, relative to
the universe of firms listed on the NYSE and AMEX exchanges covered by both
CRSP and COMPUSTAT, with size and book-to-market deciles computed every
month.

As can be seen in Panel A, a merger wave occurs between 1982-85 with just over 50%
of the mergers in our unrestricted sample occurring in these years. As for tender
offers, a similar wave seems to have occurred between 1986-89, with 52% of the
tender offers occurring in this period 3 . Panel B reports the exchanges on which the
acquiring firms were trading at the time of acquisition completion. Most of the
acquirors trade on the NYSE, though a large proportion of our acquirors in mergers
(over 35%) trade on the NASDAQ exchange as well.

Panel C ranks the acquiring firms into size deciles, with size deciles being measured
on the basis of market equity value relative to the universe of all NYSE, AMEX and
NASDAQ stocks covered by both CRSP and COMPUSTAT. Our sample of acquiring
firms is reasonably evenly distributed across the deciles, though there is a bias
towards larger acquirors - over 40% of the acquirors are in the largest two deciles.
This is also confirmed by looking at the mean size which is much larger than the
median. We also find that on average, bidders in mergers involving only public targets
(our restricted sample) tend to be much larger than those involving both private and

2In our samples, we classify cases where the bidder first launched a tender offer to acquire control
and this is followed by a merger agreement where the acquiring company agrees to purchase the
remaining shares not tendered under the offer, as tender offers. Reclassifying these situations as
mergers did not make any significant difference to the analysis.

3 These waves have also been remarked on elsewhere. See for example, Gaughan (1996) who
documents significant peaks of merger activity between 1983-86 and tender offer activity between
1986-89 (Table 2.7, p. 42).
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public targets (the unrestricted sample), something we would expect to occur. On the
other hand, for tender offers, there is no significant differences in the distribution of
sizes across the two samples. Panel D ranks the acquiring firms on the basis of their
book-to-market ratios, with the book-to-market quintiles similarly calculated relative
to the universe of all NYSE, AMEX and NASDAQ stocks covered by both CRSP and
COMPUSTAT. As can be seen, there is no major bias in our sample towards low
book-to-market acquirors; book-to-market ratios are relatively evenly distributed
across deciles, though there is a relative paucity of bidding firms in the two highest
deciles (with the highest book-to-market ratios).

We also measure the relative sizes of public targets to acquiror firms four weeks
before the announcement date. Target size is measured using the MV variable in the
SDC database while acquiror size is measured using the AMV variable. If this is not
available, the acquiror size is obtained from CRSP. Our targets are reasonably large
targets for the acquirors, with a median size ratio of 10% for mergers (383 firms) and
17% for tender offers (200 firms).

B. Methodology

We use two different approaches to compute abnormal returns. The first is the
common technique of computing cumulative abnormal returns, relative to some
benchmark. We use a size and book to market based benchmark'. Our second
approach is based on the Fama and French (1993) three factor model.

B.1. The CAR Approach

To calculate abnormal returns based on size and book-to-market, we form ten size
deciles at the end of every month, on the basis of market capitalization of NYSE and
AMEX firms listed on both CRSP and COMPUSTAT, to form the decile breakpoints.
Then we rank each firm in NYSE and AMEX listed on both CRSP and
COMPUSTAT into one of ten portfolios formed on the basis of these breakpoints.
This decile breakpoint formation and ranking procedure is repeated every month
between January 1980 and December 1994. These are further sorted using book-to-

4In an earlier version of this paper, we also used a size based benchmark. Results were similar to
those obtained with the size and book-to-market based benchmark and are hence not reported.
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market ratio into quintiles. Fifty portfolio returns are then formed every month by
averaging the monthly returns for these fifty portfolios s. These returns are then used
as benchmarks to calculate abnormal performance. Abnormal returns are calculated
for each firm relative to its size and book-to-market based benchmark (as the
difference between its monthly return and that of its control portfolio), every month
for 36 months after the merger completion date. CARs are then calculated by
averaging across all acquiror firms every month and then summing these averages over
time.

To estimate significance levels for the monthly CARs, we use the bootstrapping
approach as applied by Ikenberry, Lakonishok and Vermaelen (1995) 6. To do this,
for each merger or tender offer in our sample, we randomly select with replacement,
a firm listed on NYSE or AMEX that has the same size and book-to-market ranking
at that point in time. This matching firm is treated as though it had completed an
acquisition at that point in time. We carry out this process for each firm in our
acquiror sample, ending up with a pseudo-portfolio, consisting of a randomly drawn
firm matched in size, book-to-market and time, for each firm in our acquiror sample.
We repeat this process till we have 1000 pseudo-portfolios and thus, 1000 abnormal
return observations. This gives us an empirical distribution for the abnormal returns
drawn under the null model specific to our hypothesis. The significance levels we
report represent the probability that a randomly drawn portfolio from our empirical
distribution will have an abnormal return greater than our sample.

As has been noted in other studies (as for example in Ikenberry, Lakonishok and
Vermaelen, 1995), the bootstrapping approach avoids the problems associated with
standard t-tests over long horizons, such as assumptions of normality, stationarity
and time independence of observations. If these problems exist in long-horizon

5 Other studies (see for example Ikenberry, Lakonishok and Vermaelen, 1995) use an annual
rebalancing method where the size deciles and the book-to-market quintiles are formed once a year and
monthly returns are then calculated for these portfolios for the following 12 months. However, we
know that the book-to-market and size characteristics for these portfolios will change over the year as
glamour firms perform poorly compared to value firms in the long-term following the dassification.
Our monthly rebalancing procedure avoids this problem.

6 For comparison purposes, we also report t-statistics using the crude dependence adjustment
method as described by Brown and Warner (1980) and a 24 month holdout period - months -12 to
-24 relative to the merger or tender offer completion date.
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returns, they are also present in our pseudo-portfolios and are thus controlled for in
our tests.

B.2. The Three Factor Model

Fama and French (1993) suggest a three factor model to measure abnormal
performance. Their first factor is the excess return to a value-weighted portfolio of
NYSE, AMEX and NASDAQ stocks. Their second is a size factor which is measured
as the difference in returns between a value-weighted portfolio of small stocks and
one of large stocks. The last factor is a book-to-market factor measured as the
difference in returns between a value-weighted portfolio of firms ranked among the
30 percent of NYSE stocks with the highest book-to-market ratios and one with those
firms ranked among the 30 percent with the lowest ratios. To use this procedure, we
adopt a "buy-and-hold" strategy, by creating a portfolio of companies as follows: At
the end of every month, we "buy" all companies who had completed a merger in the
month and keep them for 36 months. The composition of this portfolio obviously
changes over time and the portfolio is rebalanced every month, with new firms being
added as they make announcements and old firms being removed. As a result, we
obtain a time-series of monthly returns between 1980 and 1994. We carry out this
analysis after forming portfolios on the basis of book-to-market ratios. Excess
monthly returns are then regressed on the three Fama-French factors. The alpha from
each regression is a monthly estimate of abnormal performance.

The Fama-French three factor approach requires some unreasonable assumptions,
most notably that the regression estimates are assumed to be constant over the
estimation period. More precisely, it assumes that the firm's size, book-to-market and
market characteristics are stable over time. This assumption is implausible especially
in our sample, as acquiring firms, simply because they are making acquisitions, will
experience large changes in size and book-to-market ratios. Table 2 reports the
percentage of firms that are reclassified into different size and book-to-market
portfolios in the months after the completion of the acquisition. As can be seen, in
mergers for example, one month after the acquisition completion, only 72% of the
firms are classified in the same portfolio as they were at the time of completion. A
year later, this figure drops to 36% and further halves to 19% in the three years after
the acquisition completion. In addition, Barber and Lyon (1996) find that the model
yields negatively biased estimates at a 12 month horizon and positively biased
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estimates at a 36 month horizon. Consequently, we use the estimates of abnormal
performance obtained through our application of the three factor model as a rough
indicator of abnormal performance.

3. The Long Term Performance of Acquiring Firms

Table 3 reports the long term underperformance for both mergers and tender offers
taken as a whole, for size and book-to-market adjusted returns. This is also
graphically depicted in Figure 1 (a) and (b) for our sample with no restrictions on
target ownership. As can be seen, while acquirors perform well on the basis of raw
returns, their performance is considerably worse compared to a benchmark. When
adjusting for both size and book-to-market ratios, acquiring firms underperform an
equally weighted control portfolio with similar size and book-to-market ratio by a
statistically significant 15.23% and outperform the control portfolio in tender offers,
earning a statistically significant positive abnormal return of 4.94%.

The magnitude of our results is broadly consistent with the findings of Agrawal, Jaffe
and Mandelker (1992), who find that acquiring firms in mergers earn a statistically
significant negative cumulative average abnormal return (CAAR) of -13.85% in the
36 months following merger completion. They also report that they found CAARs for
tender offers to be small and insignificantly different from zero.

However, the statistical significance of our results is different from those found in the
traditional studies. The standard t-statistics appear to be negatively biased.
Calculating these statistics using the crude dependence approach leads us to the same
condusions as those obtained by Agrawal, Jaffe and Mandelker (1992).
Bootstrapping however, reveals that bidders in tender offers earn highly significant
positive abnormal returns - outperforming all 1000 pseudo-portfolios in both our
unrestricted sample and 997 portfolios in the public targets sample. Similarly, bidders
in mergers underperform all 1000 pseudo-portfolios in the unrestricted sample.

These abnormal returns conceal a great deal of variation. As suggested by
Lakonishok, Shleifer and Vishny (1994), we assume that firms with high and low
book-to-market ratios are more likely to be undervalued and overvalued stocks
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respectively'. We classify all the acquiring firms into "glamour", "neutral" and "value"
firms by sorting on book-to-market ratios 8 in the month of the acquisition
announcement. If firms do not have a book-to-market value reported at the time of
acquisition, to minimize the loss of data, we use the last six months before the
announcement, and take the last available value as the book-to-market ratio for the
firm.

The results of this classification are striking. Table 4 Panel A shows that glamour
bidders in mergers significantly underperform other glamour firms in the 36 months
following the acquisition, earning on average, negative abnormal returns of -57% in
our unrestricted sample. Glamour bidders in tender offers do underperform by about
-24% but this is not statistically significant at the 10% level. Panel C shows that
value acquirors on the other hand, outperform other firms with similar sizes and
book-to-market ratios, earning statistically significant positive abnormal returns of
36% for tender offers and 26% for mergers. The relation between book-to-market
ratio and subsequent performance is relatively smooth with neutral acquirors
performing neither as badly as glamour acquirors nor as well as value acquirors. This
is also more dramatically illustrated for our merger sample in Figure 29.

The negative bias in the standard t-statistics is again visible in this table. The negative
abnormal performance found using standard t-statistics is not always confirmed by
the bootstrapping methodology, unless the value for the t-statistic is strongly

7 Note that we are not concerned whether the overvaluation is due to the market believing that
the firm has attractive growth opportunities which no longer exist or due to investor overreaction to
good news about the firm. In either case, the managers will either believe the overvaluation is justified
or not. If they believe that it is justified and due to their own superior managerial skills, we would
expect them to be susceptible to hubris. If they believe it is not justified, they may try to time the
market, making seasoned equity issues or making stock payments in acquisitions.

8 Book value is taken from COMPUSTAT (annual data item number 60) for the previous fiscal
year while market value is taken from CitSP and computed as the number of shares outstanding times
the price at the end of the announcement month.

9We also checked the performance of glamour, neutral and value acquirors for a subsample of the
public targets sample where the size of the target was restricted to be greater than 10% of the size of
the acquiror. This gave us a sample size of 262 mergers and 149 tender offers. Broadly similar results
were obtained in this sample, with glamour acquirors earning a statistically significant negative
abnormal return of -50.4 % in mergers and -17% in tender offers. Value acquirors earned a statistically
significant positive abnormal return of 36.9% in mergers and 46% in tender offers.
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negative. Similarly, when we find statistically significant positive abnormal returns
for tender offers using bootstrapping, we do not find statistical significance using the
traditional methodology.

This table also offers another explanation for the results in the literature as to the
significant negative abnormal performance of acquiring firms in mergers and the
insignificant abnormal returns for acquirors in tender offers. In tender offers, the
absolute value of the abnormal return to glamour acquirors is similar to the absolute
value of the abnormal return to value acquirors ( -24% to 36% respectively) - the
overall performance of acquiring firms in tender offers is thus slightly positive. In
mergers on the other hand, the absolute value of the abnormal return to glamour
acquirors is much larger than the abnormal return to value acquirors ( -57% to 26%
respectively) - the overall performance is thus significantly negative.

Table 5 reports the results of the Fama-French three-factor regressions carried out on
the unrestricted target sample. It is interesting that the alphas show the same pattern
as our earlier results using the CAR approach. Value stocks (section 3) for example,
have an alpha of 0.11% per month while glamour stocks (section 1) have an alpha of
-0.27% per month'. None of the alphas is statistically significant at the 5% level,
though the alpha for glamour firms is significant at the 10% level.

4. Why do glamour bidders underperform?

A. Descriptive Statistics For Glamour and Value Bidders

First, we report some descriptive statistics for glamour, neutral and value bidders.
Table 6 follows a pattern similar to Table 1, showing the distribution of the merger
and tender announcements by year, the exchange listings, the distribution of sizes
and book-to-market ratios of the acquiring firms, relative to the universe of firms
listed on the NYSE and AMEX exchanges covered by both CRSP and COMPUSTAT,
the relative sizes of bidders and targets and the book-to-market ratios of targets for
the different types of acquirors.

1 ° We also repeated the analysis dividing the sample into quintiles. The results are broadly the
same. Though not statistically significant, glamour stocks earn negative returns while value stocks earn
positive abnormal returns.
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From Panel A, we can see that the broad pattern of merger waves in 1982-85 and a
wave of tender offers in 1986-89, is preserved across all three types of acquirors.
There is no evidence that any single type of acquiror - glamour or otherwise,
contributes predominantly to any of these waves. Panel B reports the exchanges on
which the acquiring firms were trading at the time of acquisition completion. Again,
the pattern for each type of acquiror is broadly the same as before, with most of the
acquirors listing on the NYSE.

As in Table 1, Panel C ranks the firms into size deciles, with size deciles again being
measured on the basis of market equity value relative to the universe of all
NYSE/AMEX and NASDAQ stocks covered by both CRSP and COMPUSTAT. We
see that glamour acquirors are on the average much larger than value acquirors. Panel
D ranks the firms on the basis of their book-to-market ratios, with the book-to-
market quintiles calculated as before, relative to the universe of all NYSE/AMEX and
NASDAQ stocks covered by both CRSP and COMPUSTAT. As can be seen, by
construction, glamour acquirors have book-to-market ratios much lower than value
acquirors and also tend to rank in the lowest deciles of book-to-market ratio in
comparison to the universe of NYSE/AMEX and NASDAQ stocks.

Panel E lists the relative sizes of targets to acquirors four weeks before the
announcement of the bid. The median target-acquiror size ratio is between 8% to
11% for the three types of acquirors in mergers and varies between 10 to 30% for
tender offers. There are a number of extreme outliers in this sample and we simply
test if the medians are the same for all three types of acquirors. We cannot reject the
hypothesis that the median target-acquiror size ratio is constant across the three
types of acquirors. Lastly, Panel F reports on the book-to-market ratios for the target
companies at the time of announcement. Interestingly, glamour acquirors in mergers
seem tend to acquire more "glamorous" companies (with a median target book-to-
market ratio of only 0.369) than value acquirors (with a median target book-to-
market ratio of 0.843). However, glamour acquirors also tend to be much larger than
value acquirors and maintain the same target-acquiror size ratio. Hence this result is
consistent with the hypothesis that target companies tend to have similar book values
and the larger size of the target company for glamour acquirors lowers the book-to-
market ratio for these targets relative to the targets of value acquirors.
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B. Do Glamour Bidders Time the Market?

Next, we investigate the methods of payment used by bidders in the tender offers and
mergers in our sample. For each firm in our sample, we check if the total value of the
transaction as reported by SDC (VAL) is equal to the value paid through common
shares (VCOM) or through cash (VCASH). If so, we classify the merger as 100%
stock or 100% cash financed respectively". Otherwise the ratio VCOM/VAL is used
to judge the degree of stock financing of the merger or tender offer. Table 7
consolidates the results of the non-parametric 12 tests we used in testing our various
hypotheses.

As can be seen, we can reject the initial hypothesis that mergers and tender offers are
financed in the same way, even at the 1% level. Consistent with other results in the
literature (see for example, Travlos, 1987 or Agrawal, Jaffe and Mandelker, 1992, pp.
1611-1612), we find that mergers are much more likely to be paid for by shares than
tender offers - the average merger in our sample was over 50% paid for by shares,
while only 7% of the value of the average tender offer was payment in stock.

We cannot reject the hypothesis that tender offers are identical in their payment
method across glamour, value and neutral acquirors, even at the 10% level. All three
types of acquirors in tender offers use insignificantly different proportions of stock
financing in their acquisitions. In mergers, on the other hand, glamour acquirors use
stock to a significantly greater degree than value acquirors, with 54% stock financing
for glamour acquirors on average as opposed to only 38% for value acquirors. This is
also consistent with Martin (1996) who finds that mergers and tender offers paid for
in stock tend to have much higher market-to-book ratios than cash-financed
acquisitions.

II We are interested in investigating whether glamour bidders time their issues by paying with
(overvalued) shares. Hence, we treat other methods of compensation - the value paid through preferred
shares (VPFD) or through some form of debt securities (VDEBT) for example, as equivalent to cash.
For simplicity, we refer to all these mergers as cash-financed. Datta and Iskander-Datta (1995)
examine the effect of the source of financing method - stock, cash or debt, for partial acquisitions
where the mode of payment is cash, on the firm's bond and shareholders.

I2Parametric tests require the assumption that the samples are drawn from a well-defined, usually
normal distribution, something we cannot justify here.
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To sum up the results in table 7, bidders in mergers seem to be much more prone to
using stock as a means of financing than in tender offers. There is no evidence
consistent with the hypothesis that bidders in tender offers time their acquisitions -
all bidder types in tender offers make use of similar proportions of cash and equity
in their financing of acquisitions. Glamour bidders in mergers use stock much more
than value bidders, thus pointing to some evidence of market timing.

To test whether, as predicted by the market timing hypothesis, differential
performance persists after controlling for payment method, we dassify all firms in the
unrestricted targets sub-sample into three groups on the basis of whether they were
100% stock financed, 100% cash financed or were financed using a mixture of stock
and cash. For mergers, this gives us 409 cash-financed mergers, 332 stock-financed
mergers and 970 mixtures. For tender offers, the numbers are 217, 7 and 247
respectively. Owing to the lack of data on stock financed tender offers, we do not
analyze this subsample. We then classify the firms in each sample into glamour or
value stocks based on their book-to-market ratio at the time of announcement.

Table 8 shows size and book-to-market adjusted CARs for stock and cash financed
mergers and cash financed tender offers. The results for mixtures are similar and are
not reported. As can be seen, regardless of the payment method, in every case,
glamour firms perform worse than value firms. In stock-financed mergers, value
acquirors earn a statistically insignificant positive abnormal return, while glamour
acquirors earn a statistically insignificant negative abnormal return. In the first twelve
months after the merger completion however, both value and glamour bidders earn
statistically significant negative abnormal returns and the return to glamour acquirors
(-19%) is much worse than the return to value acquirors (-3%). In addition, we can
reject the hypothesis that the abnormal returns earned by value acquirors are
identical to those earned by glamour acquirors. In cash-financed acquisitions on the
other hand, value acquirors far outperform glamour acquirors in both mergers and
tender offers, value acquirors in mergers earning significant positive abnormal returns
of 22% in contrast to a significant negative abnormal return of -43% for glamour
acquirors. We can thus conclude that while the choice of payment method does
partially explain glamour bidder underperformance, it does not explain all of it.

These results are consistent with those of Loughran and Vijh (1996) who find that
stock acquirors considerably underperform control firms matched on size and book-
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to-market ratio, by around 24%, while cash acquirors earn on average, 30.5% more
than their matching firms 13

C. Do Glamour Bidders Overpay for Targets?

One direct proxy for both hubris and timing is the premium paid by the acquiror for
the target. A large acquisition premium relative to the target share price would mean
either that the acquiror is confident of his ability to manage the acquisition even after
overpaying for the target or if the payment is with stock, would mean that the
premium is not really very large in real terms. Consequently, in stock acquisitions, a
large acquisition premium would be consistent with the hypothesis that the acquiror
believes that its stock is overvalued, while in cash acquisitions, a similar premium
would signify hubris.

We therefore investigate the acquisition premia paid by bidders in the tender offers
and mergers in our sample. We measure the acquisition premium as the difference
between the highest price paid per share in the transaction and the target share price
four weeks before the announcement of the acquisition, as a percentage of the target
share price four weeks before the announcement date. This is reported in the
PREM4WK variable in the SDC database. Table 9 consolidates the results of the
tests we used in testing these hypotheses.

As can be seen from table 9, in mergers as a whole, there is no evidence that
acquisition premia differ across types of acquiror. In tender offers, however, we can
reject at the 3% level the hypothesis that tender offers pay similar acquisition premia.
In tender offers, glamour bidders pay premia of 66% on an average, while value
bidders pay premia of only 47%. Tender offers tend to be cash financed while mergers
tend to be more stock-financed. To distinguish between the two hypotheses therefore,
we divide our sample as before, into 100% cash financed and 100% stock financed
acquisitions. While glamour and value bidders in cash financed mergers tend to pay
similar acquisition premia of around 52% for their targets, glamour bidders in stock

13 It is interesting to note that in an earlier version of their paper, Loughran and Vijh (1996) adjust
only for size. They find that stock acquirors have similar book-to-market ratios to their matching firms,
while cash acquirors have a much larger book-to-market value than their matching firms. This supports
the hypothesis that cash acquirors may be undervalued while stock acquirors may be overvalued. Our
evidence is consistent with this.
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financed mergers tend to pay far higher acquisition premia than value bidders -
paying 58% as opposed to 37%. Our results for cash-financed tender offers remain
similar.

The acquisition premia paid by glamour acquirors in stock financed mergers is
evidence that the managers of glamour acquirors are aware of their firm's
overvaluation. In addition, it is reasonable to assume that targets, which are
presumably also advised by investment banks, may also be aware of the overvaluation
of the acquiror and hence, it is not surprising that they would demand a higher
premium in stock-financed than cash-financed acquisitions nor that acquirors would
be willing to pay higher premia. Tender offers on the other hand, are made directly
to the shareholders of the target company. It is reasonable to assume that a cash offer
would be simplest for these shareholders to evaluate. In this case, it would also be
reasonable to assume that the payment method in tender offers is not driven by
overvaluation/undervaluation arguments. We would therefore condude that the high
acquisition premia paid by glamour bidders in tender offers is evidence of hubris. The
evidence in the acquisition premia therefore, reinforces our earlier conclusion that
both hubris and choice of payment method are determinants of the
underperformance by glamour acquirors.

D. Can Bidders Identify Market Misvaluations of Targets? Are They Subject to Hubris?

We next examine the performance of glamour bidders with glamour or value targets.
Acquirors can create value through acquisitions either by identifying prior
undervaluation of the target or by improving the target performance post-merger.
Glamour targets are more likely to be overvalued than value targets and are more
likely to have a smaller potential for improvement as a result of a takeover. For these
reasons, we would expect either glamour or value acquirors to perform worse while
acquiring glamour targets than while acquiring value targets. However, if glamour
acquirors in particular are more prone to hubris, we would expect that they would
overrate their ability to manage acquisitions and perform badly in any type of
acquisition.

We dassify targets into glamour and value targets and repeat our standard analysis.
To do this, we first require that targets be listed on both CRSP and COMPUSTAT.
Thus only public targets are included in this analysis. Targets are then dassified into
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glamour or value categories on the basis of their book-to-market ratios one month
before the acquisition announcement. If this figure was not available, we use the last
available book-to-market ratio in the one year before the announcement. If this is not
available either, we rank the firms on the basis of their PIE ratios four weeks before
the announcement date, a variable taken from the SDC database. For mergers, this
procedure leaves us with a sample size of 72 glamour and 70 value targets for glamour
bidders and 49 glamour and 49 value targets for value bidders. For tender offers, the
sample size is reduced to 34 glamour and 33 value targets for glamour bidders and
31 and 31 glamour and value targets respectively for value bidders.

Table 10 consolidates the results for mergers and tender offers. In mergers, both
glamour and value acquirors perform better with value targets than with glamour
targets: glamour acquirors earn negative abnormal returns of -48% with value targets
and -49% with glamour targets while value acquirors earn statistically insignificant
positive abnormal returns of 8.5% with glamour targets and a significant 32% with
value targets. For tender offers, none of the results are statistically significant. Figures
3(a) and (b) plot the CARS to glamour or value bidders respectively in mergers when
acquiring glamour or value targets.

A standard t-test to check the null hypothesis that there is no difference between the
two sets of abnormal returns to glamour and value targets for each type of bidder in
mergers and tender offers allows us to reject the null only for value bidders in
mergers. For tender offers, we cannot say that bidders perform worse with value
targets than with glamour targets. With the small size of the sample for tender offers,
obtaining more robust condusions is difficult. However, glamour bidders in mergers
also seem to perform indistinguishably badly with either glamour or value targets,
which is consistent with the hubris hypothesis. A visual examination (in Figure 3(a))
of returns to glamour acquirors for glamour targets (Panel A) and value targets (Panel
B) also bears this out - glamour acquirors seem to perform as badly with either type
of target.
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E. Are Glamour Bidders Myopic about EPS?

With their tendency towards stock financing of acquisitions and high P/E ratios",
glamour acquirors seem most likely to exhibit an EPS fixation. A firm with a high P/E,
buying a company with a lower P/E ratio and financing the acquisition through shares
may inflate its EPS. This will be easier for the firm's managers to justify and may
cause them to overpay for an acquisition.

To test if this EPS myopia is also a determinant of glamour bidder underperformance,
we use a subsample of our public targets sample with the criterion that the target is
100% owned by the bidder after the completion of the merger. This leaves us with
613 mergers. Results for tender offers were similar and are not reported. We then
measure the impact on acquiror EPS for each transaction. To do this, we adopt a
procedure similar to the procedure outlined by Lys and Vincent (1995).

Under generally accepted accounting principles (GAAP), acquirors can record
business combinations in one of two ways: pooling of interests or purchase. The two
methods differ in their treatment of intangible assets. The pooling method simply
uses the book value of net assets of the target as the basis for the target. Under the
purchase method, the difference between the market value paid for the target and the
book value of net assets of the target - the goodwill, also has to be amortized over the
life of the acquired assets. SEC permission to use the pooling of interests method
rather than the purchase method depends on the structure of the transaction and the
history of the two companies.

The non-merger EPS of the acquiror is defined as the EPS if the acquiror had in fact,
not carried out the merger. It is computed as the net income in the year before the
merger completion year, divided by the last available value for number of shares
outstanding for the acquiror between the announcement date and six months before
the merger completion date. The reason for this definition is that if the bidder used
its common shares as (part) payment for the acquisition, we rarely have data on
exactly when and how many of these shares were first issued for the transaction,
especially if the acquiror makes another acquisition in the same period.

' `}The he Pearson correlation coefficient between market-to-book ratio and PIE ratio is 0.61 for tender
offers and 0.47 for mergers.
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We use the POOLING indicator in the SDC database to determine if a merger used
the pooling method or not. If the pooling method was used, then the merger EPS is
defined as the sum of the acquiror net income and the target net income in the last
twelve months before the acquisition, divided by the last available figure for the
number of shares outstanding for the acquiror up to one month after the merger
completion date.

If the pooling method was not used, we subtract from the sum of the acquiror and
target net incomes above, the difference between the value of the transaction
(reported by the VAL item in the SDC database) and the book value of net assets
(the item NETASS in the SDC database) amortized over a period of ten years and
then divide the resultant by the number of shares outstanding of the acquiror one
month after the merger completion. This assumes that the entire difference between
VAL and NETASS is purchased goodwill. Inasmuch as we ignore the tax effects on
depreciation of the target's assets, we underestimate the resulting change in EPS'.

The growth in EPS (calculated as the difference between the merger EPS after the
above adjustments and the non-merger EPS, normalized by the absolute value of the
non-merger EPS) is taken as the impact on EPS of the acquiror. A high-EPS-impact
merger would therefore be a merger with a large growth in the EPS of the acquiror as
a result of the merger'.

15 We also use the SFB or SFD indicators in the SDC database to check whether part of the
transaction was financed either by borrowing or through an issue of debt securities. If so, then we
assume that the entire non common stock portion of the payment (VAL-VCOM) is financed with debt
at an interest rate of 8% and the tax rate is the tax actually paid by the company in the previous year.
If the tax rate figure is missing, the federal statutory tax rate of 34% is assumed.

16 To illustrate these calculations, consider for example the takeover of Monolithic Memories Inc
by Advanced Micro Devices Inc. announced on April 30, 1987 and completed on August 13, 1987.
The value of the transaction was $441 million, entirely paid for through common shares and with the
assumption of the options and warrants of the target by the acquiror. The net assets of the target were
$236.8 million and the net income (latest 12 months) for Advanced Micro Devices and Monolithic
Memories were —$95.87 and $12.7 million respectively. Advanced Micro Devices had 57.159 million
shares outstanding six months before the merger completion date and 77.300 million shares
outstanding one month after the completion date. The non-merger EPS of Barnett is therefore —1.677.
Since this was not dassified as a pooling of assets transaction, the difference between the value of the
target and its net assets ($204.2) was amortized over ten years, which implies that the merger EPS is
—1.34. Therefore, the EPS grew by 20.1% as a result of the merger and this is taken as the merger

(continued...)
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Rejecting companies for lack of availability of data on VAL, VCOM and NETASS
leads to a sample of 333 mergers'. We divide these into low, medium and high EPS
impact categories, ranking on the EPS impact for the acquiror as computed above.
Table 11 reports our results for our normal CAR analysis. As can be seen, the results
do not support the EPS myopia hypothesis. All three types of companies earn
statistically insignificant negative abnormal returns'''.

To check whether the high-EPS impact mergers are in fact composed largely of high
P/E companies buying companies with lower P/Es, an indicator that the high-EPS
impact mergers are perhaps partially motivated by EPS fixation, we examine the P/Es
of the acquiring and acquired companies directly. These are reported in the footnotes
to table 11. As can be seen, in the range of the worst performing companies, 19% of
the bidders had in fact, a P/E higher than the target while 22% of the bidders had a
P/E smaller than the target P/E. For the best performing companies, 30% of the
companies had a P/E higher than the target P/E, while 22% of the companies had a
lower P/E than that of their target. We also carry out a sign test on the differences
between acquiror P/E and target P/E (reported in the footnotes). However, we are
unable to reject the null hypothesis that acquiror P/E is on average no different from
target P/E, for any of the merger types.

These results support our rejection of the EPS myopia hypothesis. In none of the
sections are there a significantly larger number of high P/E acquirors acquiring lower

16( 
continued)

impact.

17 We also reclassified the sample of 333 firms into three categories, based on whether the EPS
due to the merger declined by more than 10% as compared to the non-merger EPS, declined by less
than 10% or increased- the three categories including 165, 86 and 82 mergers respectively. Our earlier
results are however broadly corroborated with firms in the first category (a decline in EPS by more
than 10% due to the merger) earning an insignificant negative abnormal size and book-to-market
adjusted return of –15.39% (p=0.68), in the second category (decline in EPS of less than -10%)
earning a statistically insignificant negative abnormal return of –13.23% (p=0.74) and in the final
category (growth in EPS due to the merger) earning a statistically insignificant negative abnormal
return of –4.77% (p = 0.41).

I8Results for tender offers were similar - all three types of transactions over performed - and are
not reported.
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P/E targets and in addition, all the three types of bidding firms in mergers earn
statistically insignificant negative abnormal returns.

The impact on P/E will be maximized if the merger is financed by stock.
Consequently, we also analyze a sample of stock-financed mergers. If we impose the
restriction that VCOMNAL has to be greater than 75% for a transaction to be
induded in our database, our sample size is reduced to 164 mergers. Dividing these
mergers into low, medium and high EPS impact categories as before and repeating
our analysis, generates statistically insignificant size and book-to-market adjusted
returns over a three year period for all three samples: the firms with the lowest EPS
impact earning –30.1% (p=0.89), the medium earning –13.9% (p=0.72) and the high
EPS impact samples earning –4.6% (p = 0.11).

5. Conclusions

Using a methodology robust to the criticisms of the standard long-horizon event
study methodology, we find that acquirors in mergers underperform in the three years
after the acquisition while acquirors in tender offers earn a small but statistically
significant positive abnormal return.

However this long term underperformance of acquiring firms in mergers is not
uniform across firms. It is predominantly caused by the poor post-acquisition
performance of low book-to-market "glamour" acquirors, who perform much worse
than other glamour stocks and earn negative abnormal returns of –57% in mergers.
This condusion is independent of both the method of payment and the type of the
target. On average, glamour acquirors perform worse than high book-to-market
"value" acquirors in every case.

The negative performance of glamour firms is partly due to the form of payment.
Managers of glamour firms time their bids, systematically paying for their
acquisitions by issuing (overvalued) shares. However, glamour bidders in stock-
financed mergers also tend to pay higher acquisition premia for the target firms, an
indication that targets are also aware of the potential overvaluation of the bidder.

The timing hypothesis does not explain the subsequent underperformance of bidders
completely. Glamour acquirors perform worse than value acquirors, even when they

- Page 24 -



pay for their acquisitions with cash. In tender offers, which are predominantly cash
financed, glamour bidders tend to pay higher premia than value bidders, which is
consistent with the hubris hypothesis. Glamour target firms are expected to be more
likely to be overvalued and/or more difficult to improve after the takeover than value
target firms. Acquirors are consequently expected to perform worse with them than
with value targets. Glamour acquirors however, perform equally poorly with either
kind of target, which is also evidence in favour of the hubris hypothesis.

We investigated whether any of the underperformance was due to some form of EPS
myopia, where a focus on increasing EPS makes bidders more willing to acquire
companies when the effect on their EPS is positive. We did not find any evidence for
the existence of such a myopia.

The paper also adds to a growing body of evidence that short term measurements of
abnormal performance may not capture the full effects of the market reaction to an
event, a common assumption in many event studies. Other examples of such delayed
reactions occur with share repurchases, IPOs, SEOs, proxy contests etc. Concerns
about the appropriateness of short-term measurements of abnormal performance are
rightly justified. This paper also offers some evidence that standard long-horizon t-
statistics are biased, detecting abnormal performance in cases where none is present
and failing to detect abnormal performance where it is present. These tests should be
used with caution.
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Table 1
Descriptive statistics for mergers and tender offers announced and completed

between January 1980 and December 1991
Panel A reports the number of mergers and tender offers of US firms by NYSE/AMEX and
NASDAQ firms covered by both COMPUSTAT and CRSP, listed on the SDC Mergers and
Corporate Transactions on-line database, announced and completed between January 1980
and December 1991. Each type of acquisition is listed for two sets of targets: All targets
irrespective of their public or private status and only public targets, listed on CRSP as well as
COMPUSTAT. Panel B reports the stock exchange listings of the four types of acquirors.
Panel C reports the distribution of size decile rankings. Size deciles are computed every month
for all firms in the universe of NYSE /AMEX and NASDAQ stocks. Decile 1 is the smallest.
Panel D reports the distribution of book-to-market decile rankings, where book-to-market
deciles are similarly computed every month for all firms in the universe of NYSE/AMEX and
NASDAQ stocks.

Panel A
Mergers and tender offers by year of announcement (Percentages in parentheses)

Year

Mergers Tender Offers

All targets	 Only public
targets

All targets Only public
targets

1980-1981 305 ( 9.6%) 63 ( 8.9%) 20 ( 5.7%) 8 ( 2.9%)

1982-1983 999 (31.5%) 82 (11.6%) 51 (14.7%) 16 ( 5.8%)

1984-1985 674 (21.3%) 156 (22.0%) 66 (18.9%) 56 (20.1%)

1986-1987 318 (10.0%) 132 (18.6%) 91 (26.1%) 86 (30.9%)

1988-1989 416 (13.1%) 160 (22.5%) 90 (25.9%) 84 (30.2%)

1990-1991 457 (14.4%) 116 (16.4%) 30 ( 8.7%) 28 (10.1%)

Total 3169 709 348 278

Panel B
Stock exchange listings of acquirors

Sample NYSE AMEX NASDAQ

All Mergers (N=3169) 1696 249 1219

Public Mergers (N= 709) 404 44 260

All Tender Offers (N=348) 261 16 71

Public Tender Offers (N=278) 217 12 49



Panel C
Mergers and tender offers - Size deciles of acquiror at the time of announcement of merger

or tender offer

Size Decile

Mergers* Tender Offers'

All targets Only public
targets

All targets Only public
targets

1-2 126 ( 4.2%) 24 (3.6%) 8 ( 2.5%) 7 ( 2.7%)

3-4 282 ( 9.4%) 52 (7.7%) 10 ( 3.1%) 6 ( 2.3%)

5-6 516 (17.2%) 84 (12.4%) 30 ( 9.3%) 22 ( 8.5%)

7-8 815 (27.2%) 156 (23.1%) 99 (30.6%) 74 (28.5%)

9-10 1258 (42.0%) 359 (53.2%) 177 (54.6%) 151 (58.1%)

Total 2997 675 324 260

Averaget (Median) $ 986 ($214) $1755 ($380) $2161 ($402) $2335 ($583)

' Using the Wilcoxon rank-sum test, the null hypothesis that bidder sizes are distributed among the deciles in
the same proportions for the unrestricted and the restricted samples can be rejected at the 1% level for mergers.
Bidding firms for all targets whether public or private, are smaller on average than those bidding for public
targets only. For tender offers, we cannot reject the null even at the 10% level.
t In millions of dollars.

Panel D
Mergers and tender offers - Book to market deciles of acquiror at the time of

announcement of merger or tender offer

Mergers*	Tender Offers*

Book-to-market	 All targets	 Only public	 All targets	 Only public
decile	 targets	 targets

1-2 557 (19.7%) 117 (18.2%) 27 ( 8.5%) 22 ( 8.6%)

3-4 741 (26.2%) 163 (25.3%) 72 (22.8%) 60 (23.5%)

5-6 685 (24.3%) 167 (26.0%) 94 (29.7%) 65 (25.5%)

7-8 518 (18.3%) 131 (20.4%) 79 (25.0%) 68 (26.7%)

9-10 322 (11.4%) 65 (10.1%) 44 (13.9%) 40 (15.7%)

Total 2823 643 316 255

Average (Median) 1.788 (0.576) 1.187 (0.582) 5.218 (0.675) 6.279 (0.670)

Using the Wilcoxon rank-sum test, the null hypothesis that bidder book-to-market ratios are distributed among

the deciles in the same proportions for the unrestricted and the restricted samples cannot be rejected at any
reasonable level of significance for either mergers or tender offers.



Table 2
Percentage of Firms Moving Between Monthly Portfolios

This table reports the percentage of firms that are classified into one of the fifty size and book-
to-market portfolios at the completion of the acquisition and are subsequently redassified into
other portfolios in the following 36 months, using monthly rebalancing.

Month after
acquisition
completion

Percentage of firms who
move

Percentage
of firms who

Percentage of firms who
move

more than 3
portfolios

below

1 to 3
portfolios

below

stay in the
same

portfolio

1 to 3
portfolios

above

more than 3
portfolios

above

All Mergers

1 5.5% 7.3% 71.9% 8.9% 6.4%

6 11.3 % 10.6 % 47.0 % 14.9 % 16.2 %

12 13.5% 11.3% 36.2% 15.9% 23.2%

35 18.0 % 11.9 % 19.3 % 19.0 % 31.9 %

All Tender Offers

1 1.6 % 10.2 % 76.4 % 7.9 % 3.8 %

6 8.3% 14.7% 49.2% 12.3% 15.7%

12 9.7 % 12.9 % 37.0 % 19.4 % 20.8 %

35 13.8 % 12.2 % 21.8 % 23.2 % 29.1 %



Table 3
Long term performance for acquirors in mergers and tender offers announced and

completed between January 1980 and December 1991
This table reports abnormal returns (in percent) for acquirors in mergers and tender offers.
Results are reported for two sets of targets: all targets irrespective of their public or private
status and only public targets, listed on CRSP as well as COMPUSTAT. Abnormal returns are
computed with reference to a size and book-to-market based benchmark portfolio, consisting
of stocks listed on the NYSE and AMEX exchanges (formed using size deciles computed every
month for all firms in the universe of NYSE and AMEX stocks and then subdividing these size
deciles into five quintiles based on book-to-market ratios).The first number in parentheses is
the significance level - the probability that a random portfolio from the empirical distribution
computed through bootstrapping, will have an abnormal return greater than the sample
abnormal return. The second number is the standard t-statistic, computed using the crude
dependence adjustment method, using a 24 month holdout period ie. -12 . . . -36 months.
With 23 degrees of freedom, the absolute value of the 5 % confidence level for the t-test is
2.07 and the 1 % level is 2.81.

Panel A
CARs for Acquiring Firms in Mergers and Tender Offers (in %)

Period

Mergers Tender Offers

Only Public
Targets

(N=643)

All mergers
(N=2823)

Only Public
Targets

(N=255)

All tender offers
(N=316)

1-12 -5.38 -5.89 2.36 2.21
(0.84, -2.94) (1.00, -6.39 ) (0.02, 1.17) (0.01, 1.34)

13-24 -6.56 -6.65 1.56 0.97

(0.98, -3.58) (1.00, -7.09) (0.10, 0.78) (0.14, 0.59)

25-36 -1.12 -2.59 1.34 1.75
(0.09, -0.61) (0.25, -2.76) (0.10, 0.67) (0.04, 1.07)

1-36 -13.06 -15.23 5.25 4.94
(0.90, -4.12) (1.00, -9.39) (0.00, 1.51) (0.00, 1.73)



Table 4
Long term performance for acquirors in mergers and tender offers, classifying

acquirors as glamour, neutral or value firms
Panel A reports abnormal returns (in percent) for glamour acquirors in mergers and tender
offers, while Panel B reports the same statistics for neutral acquirors and Panel C for value
acquirors. Acquirors are classified as value, neutral or glamour on the basis of their book-to-
market ratios at the time of announcement. Results are reported for two sets of targets: all
targets irrespective of their public or private status and only public targets, listed on CRSP as
well as COMPUSTAT. Abnormal returns are computed with reference to a size and book-to-
market based benchmark portfolio. The first number in parentheses is the significance level -
the probability that a random portfolio from the empirical distribution computed through
bootstrapping, will have an abnormal return greater than the sample abnormal return. The
second number is the standard t-statistic, computed using the crude dependence adjustment
method, using a 24 month holdout period ie. -12 . . . -36 months. With 23 degrees of
freedom, the absolute value of the 5 % confidence level for the t-test is 2.07 and the 1 % level
is 2.81.

Panel A
CARS for Glamour Acquiring Firms in Mergers and Tender Offers (in %)

Mergers Tender Offers

Period Only Public All mergers Only Public All tender offers
Targets (N=932) Targets (N=105)

(N=213) (N=85)

1-12 -19.49 -21.20 -7.45 -8.44
(0.98, -3.98) (1.00, -9.35) (0.15, -2.32) (0.23, -3.12)

13-24 -18.39 -21.91 -6.37 -6.90
(0.98, -3.75) (1.00, -9.66) (0.15, -1.99) (0.16, -2.55)

25-36 -9.80 -13.66 -9.84 -8.94
(0.47, -2.00) (0.99, -6.03) (0.67, -3.07) (0.58, -3.29)

1-36 -47.68 -56.77 -23.66 -24.28
(1.00, -5.63) (1.00, -14.45) (0.18, -4.26) (0.18, -5.17)



Panel B
CARs for Neutral Acquiring Firms in Mergers and Tender Offers (in %)

Mergers Tender Offers

Period Only Public All mergers Only Public All tender offers
Targets (N=960) Targets (N=107)

(N=218) (N=86)

1-12 -9.43 -6.29 2.58 1.94
(1.00, -4.16) (0.92, -6.28) (0.02, 0.84) (0.05, 0.73)

13-24 -4.66 -5.90 -0.35 -1.77
(0.72, -2.05) (0.97, -5.90) (0.45, -0.11) (0.70, -0.67)

25-36 -3.16 -4.80 1.46 1.03
(0.55, -1.39) (0.91, -4.79) (0.15, 0.85) (0.23, 0.39)

1-36 -17.25 -16.99 3.69 1.20
(0.99, -4.39) (1.00, -9.80) (0.03, 0.70) (0.10, 0.26)

Panel C
CARs for Value Acquiring Firms in Mergers and Tender Offers (in %)

Mergers Tender Offers

Period Only Public All mergers Only Public All tender offers
Targets (N=931) Targets (N=104)

(N=212) (N=84)

1-12 11.30 9.00 11.57 12.57
(0.00, 4.70) (0.04, 8.52) (0.26, 3.38) (0.04, 4.21)

13-24 4.18 7.07 10.35 11.12
(0.68, 1.74) (0.20, 6.69) (0.27, 3.02) (0.12, 3.72)

25-36 10.05 9.99 11.45 12.43
(0.01, 4.18) (0.00, 9.45) (0.08, 3.35) (0.01, 4.16)

1-36 25.53 26.07 33.37 36.13
(0.00, 6.13) (0.00, 14.23) (0.05, 5.63) (0.00, 6.98)

The absolute value of the t-statistic to test the null hypothesis that there is no difference between size and book-
to-market adjusted abnormal returns for glamour mergers vs value mergers is 17.92 (p-value: 0.0001). For glamour
tender offers vs value tender offers, the absolute value of the t-statistic is 7.06 (p-value: 0.0001)



Table 5

Fama-French Three Factor Model Regression coefficients
This table reports coefficients obtained by regressing excess monthly portfolio returns for acquirors in mergers on the following three factor model
as suggested by Fama and French (1993):

r — r = a +13 (r — r ) + p (r
A t 	f, t 	 m m,t	 f,t	 s small,t 

— r
large) + P bm (r high,t — rlow,t

) + E
t

where rp, , - rp is the excess portfolio return in month t, (r„,, , - rp) is an overall market factor formed by calculating the excess portfolio returns to
a value-weighted portfolio of NYSE, AMEX and NASDAQ firms, (rs„,„1" - ri„,g6t) is a size factor, measured as the difference in month t returns for
two value weighted portfolios, one composed of those stocks with market equity values above the median NYSE firm and the other of those stocks

with values below the median NYSE firm and (rhight - rk„„a) is a book-to-market factor, measured as the difference in month t returns for two value-
weighted portfolios containing the firms ranked among the 30 percent of NYSE firms with the highest and lowest book-to-market ratios

respectively. Acquirors are classified into three sections on the basis of their book-to-market ratios at the time of announcement. Targets are all

targets, whether public or private.

Book-to	 a	 Pm	 PS	 Pbm	 R2

market rank

1	 -0.27.	 1.02	 0.72	 -0.46	 0.90
(Glamour)	 (t=-1.70)

(N=932)

2	 -0.06	 1.02	 0.47	 0.04	 0.90
(N=960)	 (t=-0.49)

3	 0.13	 1.06	 0.67	 0.47	 0.92

(Value)	 (t= 1.17)

(N=931)

* Significant at the 10% level



Table 6
Descriptive statistics for glamour, neutral and value acquirors in mergers and tender

offers for acquisitions announced and completed between January 1980 and
December 1991

Panel A reports the number of mergers and tender offers for US firms by glamour, neutral and
value acquirors listed on NYSE/AMEX and NASDAQ covered by both COMPUSTAT and CRSP,
listed on the SDC Mergers and Corporate Transactions on-line database, announced and
completed between January 1980 and December 1991. Each type of acquisition is listed for all
targets irrespective of their public or private status. Panel B reports the number of glamour,
neutral and value acquirors in mergers and tender offers respectively, listed on NYSE, AMEX and
NASDAQ Panel C reports the distribution of size decile rankings. Size deciles are computed every
month for all firms in the universe of NYSE/AMEX and NASDAQ stocks. Decile 1 is the smallest.
Panel D reports the distribution of book-to-market decile rankings, where book-to-market deciles
are similarly computed every month for all firms in the universe of NYSE/AMEX and NASDAQ
stocks. Panel E reports the relative sizes of public targets to acquiror firms four weeks before the
announcement date. Target size is measured using the MV variable in the SDC database. Acquiror
size is measured using the AMV variable. If this is not available, the acquiror size is obtained from
CRSP. Panel F reports the book-to-market decile rankings for the targets for each type of acquiror.

Panel A
Mergers and tender offers by year of announcement

All Mergers	 All Tender Offers

Year	 Glamour	 Neutral	 Value	 Glamour	 Neutral	 Value

1980-81 65 79 126 0 7 12

1982-83 294 251 344 10 12 22

1984-85 145 242 210 11 22 23

1986-87 103 123 59 34 33 18

1988-89 134 151 81 38 26 20

1990-91 191 114 111 12 7 9

Total 932 960 931 105 107 104

Panel B
Stock exchange listings for glamour, neutral and value acquirors

Sample NYSE AMEX NASDAQ

Mergers: Glamour Acquirors 465 73 391

Neutral Acquirors 623 72 264

Value Acquirors 536 76 318

Tender Offers: Glamour Acquirors 77 6 22

Neutral Acquirors 92 3 12

Value Acquirors 77 5 22



Panel C
Mergers and tender offers - Size deciles of glamour, neutral and value acquirors at the time

of announcement of merger or tender offer

All Mergers' All Tender Offers*

Size Glamour Neutral Value Glamour Neutral Value
Decile

1-2 38 15 58 2 0 5

3-4 100 56 87 3 1 6

5-6 149 145 154 12 7 9

7-8 251 240 279 27 33 35

9-10 394 503 353 61 46 49

Total 932 959 931 105 107 104

Average' $1190 $ 1129 $ 788 $ 3544 $ 1700 $ 1396
(Median) ($ 234) ($ 339) ($ 172) ($ 751) ($ 719) ($ 233)

Using the Wilcoxon rank-sum test, the null hypothesis that bidder sizes are distributed among the deciles
in the same proportions for the three types of acquirors cart be rejected at the I% level for both mergers
and tender offers. Glamour acquirors are larger on average than neutral or value acquirors.
t In millions of dollars.

Panel D
Mergers and tender offers - Book to market deciles of glamour, neutral and value acquirors

at the time of announcement of merger or tender offer

B/M
Decile

All Mergers All Tender Offers

Glamour Neutral Value Glamour Neutral Value

1-2 549 8 0 27 0 0

3-4 381 357 3 66 6 0

5-6 2 533 150 17 67 15

7-8 0 62 456 0 34 45

9-10 0 0 322 0 0 44

Total 932 960 931 105 107 104

Average 0.222 0.574 4.607t 0.302 0.662 14.870t
(Median) (0.247) (0.576) (1.066) (0.349) (0.677) (1.118)

t The book-to-market ratios of the value firms are marked by several extreme outliers, which affect the
average.



Panel E
Mergers and tender offers - Relative sizes of publicly listed targets to glamour, neutral and

value acquirors four weeks before the announcement date of the merger or tender offer

Public Target Mergers' Public Target Tender Offers*

Glamour
(N=80)

Neutral
(N=130)

Value
(N=110)

Glamour
(N=68)

Neutral
(N=66)

Value
(N=64)

Average 0.25 0.19 1.22 0.29 0.41 5.40

Maximum 5.50 1.20 89.27 2.11 3.24 105.30

Minimum 0.00 0.00 0.00 0.00 0.00 0.01

Median 0.08 0.09 0.11 0.10 0.15 0.30

Using the median score test, the null hypothesis that the three types of acquirors have the same median
ratio of relative size of target to bidder cannot be rejected at the 5% level for tender offers and at any
reasonable level of significance for mergers.

Panel F
Mergers and tender offers - Book to market deciles of targets for glamour, neutral and

value acquirors at the time of announcement of the merger or tender offer

Public Targets Mergers	 Public Targets Tender Offers

B/M	 Glamour	 Neutral	 Value	 Glamour	 Neutral	 Value
Decile

1-2	 61	 22	 21	 16	 8	 7

3-4	 33	 35	 7	 16	 21	 15

5-6	 17	 16	 22	 10	 15	 19

7-8	 14	 17	 19	 15	 16	 11

9-10	 16	 25	 26	 8	 9	 9

Total	 141	 115	 95	 65	 69	 61

Average	 0.522	 0.755	 0.926	 0.656	 0.561	 0.835
(Median)	 (0.369)	 (0.601)	 (0.843)	 (0.559)	 (0.637)	 (0.647)

Using the Wilcoxon rank-sum test, the null hypothesis that target book-to-market ratios are distributed
among the deciles in the same proportions for the three types of acquirors can be rejected at the 1% level
for mergers and cannot be rejected at any reasonable level for tender offers.



Table 7
Non Parametric Tests for Differences in Payment Mechanisms across Mergers and

Tender Offers
This table reports Wilcoxon 2-sample rank-sum z-scores (or the Kruskal-Wallis H-test x2

approximation for more than two samples) for comparing methods of financing of different
combinations of merger and tender offers. The method of financing is computed using the
VCOM and VAL variables in the SDC database. Acquirors are classified as value or glamour
on the basis of their book-to-market ratios at the time of announcement.

Samples Analyzed Mean Proportion Z (p-value)
financed through

stock (%)

X2 (p-value)

1. All tender offers (N=247) 7.5 -12.92 166.93
All mergers (N=971) 50.7 (0.00) (0.00)

2. Public targets sample:
Glamour mergers (N=145) 62.1 16
Neutral mergers (N=151) 56.8 (0.00)
Value mergers (N=103) 38.9

3. Public targets sample:
Glamour tenders (N= 79) 8.3 3.07
Neutral tenders (N=78) 8.9 (0.22)
Value tenders (N=61) 3.8

4. All targets sample
Glamour mergers (N=336) 54.5 -4.08 16.64
Value mergers (N=212) 37.6 (0.00) (0.00)

5. All targets sample
Glamour tenders (N=92) 11.0 -1.60 2.56
Value tenders (N=59) 3.9 (0.11) (0.11)
6. Glamour acquirors in mergers with
Glamour targets (N=58) 66.9 -0.66 0.44
Value targets (N=51) 64.6 (0.51) (0.51)

7. Value acquirors in mergers with
Glamour targets (N=25) 31.0 0.84 0.73
Value targets (N=21) 42.6 (0.40) (0.39)

8. Glamour acquirors in tenders with
Glamour targets (N=32) 11.3 -1.37 1.90
Value targets (N=30) 4.7 (0.17) (0.17)

9. Value acquirors in tenders with
Glamour targets (N=24) 0.0 1.13 1.39
Value targets (N=18) 0.0 (0.26) (0.24)



Table 8
Long term performance for acquirors in stock or cash financed mergers and tender

offers, classifying acquirors as glamour or value firms
Panel A reports abnormal returns (in percent) for glamour and value acquirors in mergers which are
100% stock financed, while Panel B reports the same statistics for tender offers and mergers which are
100% cash financed. The method of financing is computed using the VCOM and VAL variables in the
SDC database. Acquirors are classified as value or glamour on the basis of their book-to-market ratios
at the time of announcement. Targets are all targets, whether public or private. Abnormal returns are
computed with reference to a size and book-to-market based benchmark portfolio. The first number
in parentheses is the significance level - the probability that a random portfolio from the empirical
distribution computed through bootstrapping, will have an abnormal return greater than the sample
abnormal return. The second number is the standard t-statistic, computed using the crude dependence
adjustment method, using a 24 month holdout period ie. -12 . . . -36 months. With 23 degrees of
freedom, the absolute value of the 5 % confidence level for the t-test is 2.07 and the 1 % level is 2.81.

Panel A
CARs for Acquiring Firms in 100% Stock Financed Mergers * (in %)

Period

Mergers

Glamour Acquirors (N=150)	 Value Acquirors (N=150)

1-12 -18.68 (0.99, -4.53) -3.30 (0.98, -1.30)

13-24 -13.63 (0.68, -3.30) 2.44 (0.32, 0.96)

25-36 -3.83 (0.03, -0.93) 3.02 (0.17, 1.19)

1-36 -36.14 (0.73, -5.06) 2.16 (0.63, 0.49)
• 100% stock financed tender offers are not analyzed as there were only 7 such offers in the sample. The absolute
value of the t-statistic to test the null hypothesis that there is no difference between size and book-to-market
adjusted abnormal returns for glamour mergers vs value mergers is 3.46 (p-value: 0.001).

Panel B
CARs for Acquiring Firms in 100% Cash Financed Merger and Tender Offers (in %)

Period

Mergers Tender Offers

Glamour
(N=187)

Value
(N=187)

Glamour
(N=100)

Value
(N=100)

1-12 -13.08 7.57 -4.05 10.27
(0.69, -4.00) (0.05, 2.63) (0.03, -1.21) (0.10, 3.84)

13-24 -20.88 4.32 -2.87 9.12
(1.00, -6.38) (0.39, 1.50) (0.04, -0.86) (0.20, 3.41)

25-36 -9.39 9.69 -8.05 10.38
(0.61, -2.87) (0.00, 3.37) (0.68, -2.42) (0.04, 3.88)

1-36 -43.34 21.57 -14.97 29.76
(0.99, -7.65) (0.00, 4.33) (0.04, -2.59) (0.01, 6.43)

The absolute value of the t-statistic to test the null hypothesis that there is no difference between size and book-
to-market adjusted abnormal returns for glamour mergers vs value mergers is 8.27 (p-value: 0.0001). For glamour
tender offers vs value tender offers, the absolute value of the t-statistic is 5.08 (p-value: 0.0001)



Table 9
Non Parametric Tests for Differences in Acquisition Premia across Mergers and

Tender Offers
This table reports Wilcoxon 2-sample rank-sum z-scores (or the Kruskal-Wallis H-test x2

approximation for more than two samples) for comparing acquisition premia for different
combinations of merger and tender offers. Acquisition premia are defined as the difference
between the highest price paid per share and the target share price four weeks before the
announcement date as a percentage of the target share price four weeks before the
announcement date, measured by the PREM4WK variable in the SDC database. Acquirors
are classified as value, neutral or glamour on the basis of their book-to-market ratios at the
time of announcement.

Samples Analyzed Mean (Median)
Acquisition

Premium (%)

Z (p-value) X2 (p-value)

1. Public targets sample:
Glamour mergers (N=127) 52.36 (41.8) 0.122
Neutral mergers (N=124) 51.74 (40.8) (0.94)
Value mergers (N=103) 51.69 (42.9)

2. Public targets sample:
Glamour tenders (N=68) 66.29 (60.9) 6.90
Neutral tenders (N=63) 53.70 (49.5) (0.03)
Value tenders (N=60) 47.16 (43.9)
3. Acquirors in 100% cash financed
mergers
Glamour mergers (N=47) 51.58 (39.5) 0.67 0.46
Value mergers (N=38) 51.54 (42.0) (0.50) (0.50)

4. Acquirors in 100% stock financed
mergers
Glamour mergers (N=50) 57.99 (53.2) 2.73 7.49
Value mergers (N=51) 37.35 (28.8) (0.01) (0.01)

5. Acquirors in 100% cash financed
tender offers
Glamour tender offers (N=76) 62.64 (60.75) -1.88 3.56
Value tender offers (N=66) 49.63 (46.35) (0.05) (0.05)



Table 10
Long term performance for acquirors in mergers and tender offers, classifying

acquirors as glamour or value firms and targets as glamour or value firms
Panel A reports abnormal returns (in percent) for glamour acquirors in mergers and tender
offers, acquiring glamour or value targets while Panel B reports abnormal returns for value
acquirors for glamour and value targets respectively. Acquirors are classified as value, neutral
or glamour on the basis of their book-to-market ratios at the time of announcement. Targets
are public targets, listed on CRSP as well as COMPUSTAT. They are classified as value or
glamour based on their B/M or PE ratios, one month before the announcement date.
Abnormal returns are computed with reference to a size and book-to-market based benchmark
portfolio. The first number in parentheses is the significance level - the probability that a
random portfolio from the empirical distribution computed through bootstrapping, will have
an abnormal return greater than the sample abnormal return. The second number is the
standard t-statistic, computed using the crude dependence adjustment method, using a 24
month holdout period ie. -12 . . . -36 months. With 23 degrees of freedom, the absolute value
of the 5 % confidence level for the t-test is 2.07 and the 1 % level is 2.81.

Panel A

CARs for Glamour Acquiring Firms in Mergers and Tender Offers with Glamour or
Value Targets (in %)

Mergers Tender Offers

Period Glamour targets Value targets Glamour targets Value targets
(N=72) (N=70) (N=34) (N=33)

1-12 -19.86 -14.80 -7.34 -8.14
(0.97, -3.70) (0.59, -2.17) (0.33, -1.70) (0.31, -1.36)

13-24 -23.18 -19.08 -3.91 -10.99
(1.00, -4.31) (0.93, -2.80) (0.14, -0.91) (0.50, -1.85)

25-36 -5.50 -14.10 -11.77 -11.87
(0.10, -1.02) (0.86, -2.07) (0.78, -2.73) (0.70, -1.99)

1-36 -48.55 -47.98 -23.03 -31.01
(0.97, -5.21) (0.96, -4.07) (0.33, -3.08) (0.52, -3.01)

The absolute value of the t-statistic to test the null hypothesis that there is no difference between size and book-
to-market adjusted abnormal returns for glamour targets vs value targets for glamour acquirors in mergers is 0.05
(p-value: 0.96). For glamour targets vs value targets for glamour acquirors in tender offers, the absolute value of
the t-statistic is 0.77 (p-value: 0.44)



Panel B

CARS for Value Acquiring Firms in Mergers and Tender Offers with Glamour or
Value Targets (in %)

Mergers	 Tender Offers

Period	 Glamour targets	 Value targets	 Glamour targets	 Value targets
(N=49) (N=49) (N=31) (N=31)

1-12 5.58 12.06 12.68 8.49
(0.49, 1.32) (0.13, 2.44) (0.38, 2.09) (0.28, 1.48)

13-24 0.78 7.46 15.02 3.05
(0.70, 0.18) (0.06, 1.51) (0.19, 2.48) (0.78, 0.53)

25-36 2.14 12.76 12.81 11.06
(0.66, 0.51) (0.50, 2.58) (0.27, 2.11) (0.10, 1.92)

1-36 8.50 32.29 40.51 22.61
(0.70, 1.16) (0.08, 3.77) (0.17, 3.85) (0.20, 2.27)

The absolute value of the t-statistic to test the null hypothesis that there is no difference between size and book-
to-market adjusted abnormal returns for glamour targets vs value targets for value acquirors in mergers is 2.62 (p-
value: 0.01). For glamour targets vs value targets for glamour acquirors in tender offers, the absolute value of the
t-statistic is 1.44 (p-value: 0.16)



Table 11
Long term performance for acquirors in mergers, classifying acquirors on the basis

of the impact on their EPS due to the acquisition
This table reports abnormal returns (in percent) for acquirors in mergers which have the smallest
growth in merger EPS as opposed to the EPS had the merger not taken place, intermediate impact and
the highest growth in merger EPS as compared to the non-merger EPS. Targets are listed on CRSP as

well as COMPUSTAT. Abnormal returns are computed with reference to a size and book-to-market
based benchmark portfolio. The number in parentheses reports the significance level - the probability
that a random portfolio from the empirical distribution computed through bootstrapping, will have
an abnormal return greater than the sample abnormal return. Simplifying assumptions to facilitate the
analysis are that the acquisition took place on December 31 of the year preceding the actual
completion date of the merger (needed because after the merger only consolidated financial statements
are issued and it is impossible to construct separate financials for each company in the year), if the
pooling method was not used, the excess of the value paid for the transaction (VAL) over the net assets
of the target (NETASS) is amortized over ten years, if debt securities or borrowing was used to finance
the acquisition, the non-common stock portion of the compensation (VAL-VCOM) is financed through
debt at an interest rate of 8% and at the tax rate actually paid by the company for the previous year.
If the tax figure is not available, the federal statutory tax rate of 34% is used. Footnotes to the table
give details on the P/E ratios of the bidder and target and the results of a sign test under the null
hypothesis that there is no difference in the two. The significance level in the test reports the
probability of a greater absolute value for the sign statistic under the null hypothesis of no difference.

CARs for Acquiring Firms in Mergers (in %)

Period Low EPS Impact

(N= 110)t

Medium EPS

Impact (N=114) *

High EPS Impact

(N=109)

1-12 – 8.74 (0.79) – 6.31 (0.81) – 2.02 (0.44)

12-24 – 9.69 (0.92) – 4.17 (0.45) – 2.16 (0.46)

24-36 – 1.38 (0.27) – 1.64 (0.25) – 0.64 (0.34)

1-36 – 19.82 (0.84) – 12.12 (0.53) – 4.83 (0.35)

t Sample size: 110 firms, of which 21(19%) had an acquiror P/E greater than the target's P/E 4 weeks
before the date of announcement and 24 (22%) had an acquiror P/E less than the target's P/E 4 weeks
before the date of announcement. 65 firms had no information on one or both of the acquiror or target
P/Es 4 weeks before the announcement date.
Sign Test M(Sign): —1.5 Significance level: 75%

* Sample size: 114 firms, of which 30 (26%) had an acquiror P/E greater than the target's P/E 4 weeks
before the date of announcement and 27 (24%) had an acquiror P/E less than the target's P/E 4 weeks
before the date of announcement. 57 firms had no information on one or both of the acquiror or target
P/Es 4 weeks before the announcement date.
Sign Test M(Sign): 0.5 Significance level: 100%

* Sample size: 109 firms, of which 33 (30%) had an acquiror P/E greater than the target's P/E 4 weeks
before the date of announcement and 24 (22%) had an acquiror P/E less than the target's P/E 4 weeks
before the date of announcement 52 firms had no information on one or both of the acquiror or target
P/Es 4 weeks before the announcement date.
Sign Test M(Sign): 5.5 Significance level: 17%



Figure 1a: Bidder CARs in Mergers
All Targets

This figure plots the CARs over a period of 36 months after the effective date of the merger. To compute the market adjusted CARs,
the CRSP value-weighted index is used. The size-adjusted CARs are computed with respect to a size-based benchmark portfolio consisting of stocks listed on
NYSE and AMEX. Size and book-to-market adjusted CARs are computed with respect to a size and book-to-market based benchmark
portfolio formed by subdividing the size benchmarks into 5 quintiles each based on their book-to-market ratios.
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Figure lb: Bidder CARs in Tender Offers
All Targets

This figure plots the CARs over a period of 36 months after the effective date of the tender offer. To compute the market adjusted CARs,
the CRSP value-weighted index is used. The size-adjusted CARs are computed with respect to a size-based benchmark portfolio consisting of stocks listed on
NYSE and AMEX. Size and book-to-market adjusted CARs are computed with respect to a size and book-to-market based benchmark
portfolio formed by subdividing the size benchmarks into 5 quintiles each based on their book-to-market ratios.
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Figure 2: Bidder CARs in Mergers (All Targets)
These figures plot the CARs over a period of 36 months after the effective date of the merger. To compute the
market adjusted returns, the CRSP value-weighted index is used. The size-adjusted CARs are computed with
respect to a size-based benchmark portfolio consisting of stocks listed on NYSE and AMEX. Size and
book-to-market adjusted CARs are computed with respect to a size and book-to-market based benchmark portfolio
formed by subdividing the size benchmarks into 5 quintiles each based on their book-to-market ratios.Firms are
dassified as glamour, neutral or value stocks based on their book to market value at the time of announcement.

Panel A: Glamour Acquirors
80

60

40

8 0

-60
1

-20

-40

20

-M-M-111-41-0-1111-11-15-11.4.4" .1-41-411

6 11	 16	 21	 26
Months after merger completion

...12-1■-04.411-4"Ha-•

31 36

Raw Returns --4D— Market adjusted	 Size Adjusted Size /BM Adjusted

Panel B: Neutral Acquirors

80

60

40

F 20

8 0

-20

-40

-60
1 6	 11	 16	 21	 26

	
31

Months after merger completion

—a— Raw Returns 	 Market adjusted	 Size Adjusted	 Size BM Adjusted

Panel C: Value Acquirors
80

-20

-40

-60
6
	

11	 16	 21	 26
	

31
	

36
Months after merger completion

Raw Returns -- Market adjusted 	 Size Adjusted	 — Size /BM Adjusted

36

6o

40

20

8 0



Figure 3a: Glamour Acquiror CARs in Mergers
hese figures plot the CARs for glamour firms over a period of 36 months after the effective date of the merger. To
)mpute the market adjusted returns, the CRSP value-weighted index is used. The size-adjusted CARs are
)mputed with respect to a size-based benchmark portfolio consisting of stocks listed on NYSE and AMEX.
ize and book-to-market adjusted CARs are computed with respect to a size and book-to-market based
enchmark portfolio formed by subdividing the size benchmarks into 5 quintiles each based on their book-to-market ratios.
irms are classified as glamour stocks based on their book to market value at the time of announcement. Targets are
assified as value or glamour based on their book-to-market or P/E ratios one month before the announcement.
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Figure 3b: Value Acquiror CARs in Mergers
These figures plot the CARs for value firms over a period of 36 months after the effective date of the merger. To
compute the market adjusted returns, the CRSP value-weighted index is used. The size-adjusted CARs are
computed with respect to a size-based benchmark portfolio consisting of stocks listed on NYSE and AMEX.
Size and book-to-market adjusted CARs are computed with respect to a size and book-to-market based
benchmark portfolio formed by subdividing the size benchmarks into 5 quintiles each based on their book-to-market ratios.
Firms are classified as value stocks based on their book to market value at the time of announcement Targets are
classified as value or glamour based on their book-to-market or PIE ratios one month before the announcement.
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