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Crossing takeover premiums and mix of payment: Empirical test
of contractual settingin M& A transactions

Hubert de La Bruslerfe

Abstract

The analysis of the offer premiums and of the meahgayment should not be done

separately. In the empirical literature these twaoables are often considered independently
although they may have endogenous relation in dracmal setting. Using a sample of

European M&As over the 2000-2010 decade, we shaithiese two variables are jointly set

up in a contractual approach. The relationship h&f percentage of cash with the offer

premium is positive: higher premiums will yield magnts with more cash.

We highlight that the payment choice is not a canim between full cash and full share
payment. The existence of two regimes of paymentMi&A transactions is the first
conclusion we draw. We analyze the major determgafh M&A terms when the offer
premium and the means of payment are jointly se¢. dnderlying rationale of asymmetry of
information and risk sharing calculus is found #igant in the setting of the agreement.
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Crossing takeover premiums and mix of payment: Empirical test of
contractual settingin M& A transactions

Introduction

The empirical literature privileges largely the aitgr's point of view: Why does he take the
decision to bid for a target? How does he set fieyex price? However, according Faccio
and Masulis (2005), « In assessing potential detemts of an M&A payment method, our
focus is on a bidder's M&A financing choices, renming that targets can also influence the
final terms of an M&A deal. » We will follow theti@r’'s intuition by analyzing a (successful)
takeover as a contractual agreement where botlepdirtd enough interest to lead the offer
to a success. The two key variables defining araohtare the takeover premium, and the
offered means of payment. The basis of a contrhap@oach is that these key variables are
jointly determined and agreed as a package. We naitl follow the track of numerous
empirical studies that looks individually at premisi or means of payment because such an

approach is incomplete.

A M&A is an economic project per se that bears s@oenomic risk either for the target’s
shareholder or for the acquirer’'s shareholderss fiew risk can be dealt with ex ante, at the
contract setting using an appropriate choice of neeaf payment. Cash payment, i.e.
receiving liquidity, is a way for the seller to adaisk. For the same, shares payment is a way
to bear some of the new risk introduced by thegqmtojThe M&A project and the means of
payment are linked together as part of the samieagjleetting agreed between the seller and
the buyer. The means of payment decision is agdatte contract, which is as important as
the price itself. In a risk sharing perspective, theans of payment are ex ante choice to share
the expected risk (and profit) from the transactidhis should be particularly true in mixed
payment schemes where the relative percentage é&etsieares and cash payment is an
equilibrium variable. In these contexts, the paekad mixed payment percentage and
takeover premium will define the contract, and bwih refer to asymmetry of information.
The link between these two variables has not beg@ensively analyzed in the empirical

literature.



This paper tests the hypothesis of a global contshcsetting linking the takeover offer
premium and the means of payment. Empirical studée® often privileged the analysis of
either the takeover premiums, or the means of paym& joint empirical analysis is
developed with regard to a sample of 528 EU desilsgusystems of simultaneous equations.
We show that offer premiums and means of paymeatfare. We consider completed deals
in the empirics of this paper. For a deal to sudcéeneeds to satisfy both the bidder and the
seller. Our findings support the view of M&A deals global contractual equilibrium.

The development will be divided into three partgct®Hn 1 proposes a review of the
literature. Section 2 will present the sample ahd variables. The empirical results are
analyzed in the third section. A conclusion follows

1.1 Review of Literature

The takeover premium and the mix of payment hatendfeen considered in separate strands

of the literature.

1.1 Takeover premium

Takeover premium have been extensively studiesaretnpirical corporate finance literature

in relation to ownership structure or to acquir@rdarget’s characteristics.

-) Ownership
Takeover premium level is linked with the ownershsipucture of the target. The high
bargaining power of large blockholder may forceuacs to higher bids (Stulz, 1988). The
use of controlling devices such as double votimgpts, separation of votes and cash flow
rights may enhance that positive relationship. &kistence of shareholders agreement is also
viewed as an efficient mechanism of coordinatiosida the controlling group. It leads to
higher firm valuation (Volpin, 2002; Belot, 201@xd it results in higher takeover premiums.
Either the existence of an agreement between btdd&ls or the aggregate voting rights of
the controlling party influences positively the ¢aker premium for French firms (Belot,
2010). However premiums are also the consequengwivdte benefits paid to the inside
owners or to incumbent blockholders. The latteddrtheir benefits against a higher premium,

otherwise the incumbent shareholder will not actepbose their control and /or their private



benefits. Bebchuk (1994), Burkard et al. (2000)Burkart and Panunzi, (2004) support
theoretically this view. Empirically, Moeller (20pgives support to it.

Deal characteristics also are important. The cealbdgy of the offer is an element leading to
higher prices (Stulz et al., 1990; Song and Walkin§93). The empirical literature
documents a positive relation between the targebutative abnormal returns and the
competitive nature of the bid.

-) Firms’ characteristics

When the target and the acquirer belong to the satnaomic sector, merging may vyield
economies of scale and higher profitability. Thexsistency of the project is measured by
proximity or identity of the SIC codes of the buyerd the seller. Synergy gains will motivate
higher bids by the bidder (Sundarsanam et al. 19%f&er 2003). If the acquirer has already
a stake of the target’s capital, it will give himpassible access to inside information. The
toehold is defined by the percentage of shares dviayethe bidder; it will explain a lower

asymmetry of information. Betton and Eckbo (200@pwed that a toehold influences

negatively the takeover premium.

On the target’s characteristics side, size is dittamal control variable. The premium is
spread over a larger investment. In line with Qffi¢2003), the relationship between size and
premium is expected to be negative. The finan@aklage of the target is also important
because it may signal a monitoring of the target foy debtors. This is particularly true for
controlled companies or family firms. It will limgprivate benefits and then explain lower
premiums. On the other hand, higher debt leveramelme used as a power enhancing tool for
the controlling group and consequently may helpreypating private benefits. Stulz (1988)
mentions that target’s entrenched controller magda bidder to pay a higher premium. So
the sign of the relationship is not defined.

The process of takeover develops in a contextdafuble information asymmetry between the
acquiring and target firms. Hansen (1987) was tret fo mention the so-called “double

lemons effect”, where each one has private infoilonatn his own value and has incomplete
information on the nature of the assets he receiMas bidder buys assets of uncertain value.
Being risk averse, he is willing to pay less whaairig an information risk. He may also want

to share the valuation risk by paying with equifytlee newly merged group. The target’s



shareholders will receive shares based on a nemoeto project based on forecasted profits
and synergies. They may also insure themselvesebgiving cash and avoiding share
payment. Asymmetries of information will explairethisk-sharing attitudes of the buyer and
the seller and consequently the choice of a mipafment (see below). Hansen (1987)
measures the double asymmetry of information utiegelative size of the target compared
with the size of the bidder. The risk-sharing erplion is developed by Berkovitch and
Narayanan (1990) who introduced the sharing osymergy gains between the buyer and the
target firm’s shareholders into the analysis. Téléess appropriation of the synergy gains is
linked to the difference in information between tlveo parties. Chang and Mais (1998)
expanded the idea that an exchange of informat@nhelp to solve the problem of double
information asymmetry. They introduced a prior majdin the target’'s capital (“toehold”) as
a means to reduce the buyer’s asymmetry of infdomatn such a situation the buyer has a
better inside knowledge of the target, especidiyjhe holds a large portion of capital
(Goldman and Qian, 2004). Cheng et al. (2008) wseshmple of US firms to compare
asymmetry of information, bid premiums and meanpafment. They show that means of
payment and bid premiums are interdependent, webhn®s of payment conditioning heavily
the price paid in the deal for a given asymmetrinédrmation between the two parties. This

suggests that the two terms are linked in a conttegign perspective.

1.2 Means of payment

The literature devoted to means of payment follawsther strand. A payment by shares has
no consequence on the cash situation of the firoalse the acquirers issues new shares.
However, it may have consequence in terms of ¢iali to the firm’s shareholders and (ii)
wealth situation of the final shareholders becanfsthe dilution of the perspectives in value

creation.

In a M&A decision, a bidder is facing a choice beén using cash and stocks as deal
payment consideration. This alternative choice d@m¥licting effects and follows different
explanations. A first rationale ensues from thetisig idea that the financing decision is
separated from the investment decision. The M&Ajambis first selected and then the
acquirer considers ways to optimally finance thesgae deal. The constraints here are the
limits of the financial leverage or of the shareteslcontrol structure of the bidder. Generally

bidders have limited cash and liquid assets, sb offers require debt or equity financing.



The pecking order theory says that acquirers wal thoose internal funds. These funds are
available either as holdings or as internally getesl cash flow. Initiators with cash
availability will prefer cash payment (Martin, 199@artial or full payment in shares may
express the existence of financial constraints {&lyend Majluf, 1984). However, equity
financed transactions may yield problems in keepupg control when shareholding is
concentrated. As Faccio and Lang (2002) pointed thig situation occurs frequently in the
EU. As a consequence, a bidder implicitly faceh@iae of debt or equity financing, which
involves a trade-off with corporate control con&riraccio and Masulis (2005) explain
mixed payment in takeover by the structure of adrdand by the debt level of the acquiring
firms. Their empirical tests on European mergerd aoquisitions support the idea of a
preference for a cash payment when there is a Ergeeholder owning 20% to 60% of the
capital of the buyer. The bidder's M&A currency @gen is strongly influenced by his debt
capacity and existing leverage. It can also bengtyoinfluenced by entrenched managers or

by the blockholder’s desire to maintain the exgworporate governance structure.

Payments in cash, either full-cash or mixed cagimgats, need to be financed. The literature
analyzes classically means of payment without dumsiy the source of funding the M&A
transaction at the acquirer’s level. The acquiray msue and sell new equity stocks, or issue
debt, or use the firm's cash holdings. Martynoval d&enneboog (2009) analyzed the
financing decision behind the choice of the meahspayment in M&A transactions.
Externally financed M&A are funded by 30% by equatyd 70% by using debt. In a sample
of Europeans deals they show that the financingsaecand the choice of means of payment
are driven by distinct determinants and are nogrdgpendent. However, there show a
significant evidence of an indirect and reversdugrice of the means of payment on the
internal/external financing choice. There is aladardluence of the bidder’s choice to share or
not the risk of the transaction with the targetlsargholders and/or to buy out these

shareholders. In such a situation, equity paymedtesjuity financing are privileged.

The means of payment choice is also sensible t@émeiine context of the deal. Strategic
competition between bidders is the first reasomrmgito prefer cash. Fishman (1989) analyzes
the strategic role of the means of payment in pulalkeover and considers that a pure cash
offer is dissuasive and signals good quality tafgets. However, his model leads to cash-
only or share-only payments. Fishman relates tlyenpat by cash to the future profitability

of the target as expected by the competing bidd&ymu and Isakov (2000) develop a model



in a context of a competitive offer between twowdqg firms. The risk, when the first one

sets a price offer and a means of payment, isdger a counter-offer by the other firm. In

order to disclose information on his strategy, fingt bidder can use a signal through an
announcement of a pure cash payment or a pure phgment. However, the large majority

of mergers and acquisitions are non-hostile andnieans of payment are diversified. The
characteristics of the payment scheme have to &lgzed in a context of a known success of
the takeover

The portion of capital the bidder wants to recdiveyond gaining control) is an adjustment
variable. That fraction reveals private informat@ioout the buyer’s real value. If the means
of payment disclose private signals to other psyitewill in return also influence the process
of negotiation. Hansen’s model explains the prdigbof paying in cash or in shares but
does not focus on mixed-payment schemes. Doublarasyry of information may explain
risk sharing choices and payment with shares isbydte initiator. Eckbo, Giammarino and
Heinkel (1990) refer explicitly to the idea of aptimal mixed cash-shares payment. They
were the first to highlight that the weighting been these two means of payment will reveal
to other parties the respective quality of competitbuyers. Martin (1996) links the cash
payment with private information: an acquirer wgbod growth opportunities will prefer a
shares payment.

The empirical literature on means of payment idiestithe existence of different rationale
explaining the cash or the equity choice (Carlegbal., 1983). The cash paid acquisitions are
found to have better performances after (Linn et2801). The literature on mixed cash-
equity payments is relatively recent. On a factgadund, mixed payment schemes have
become increasingly important in mergers and adans, particularly when considering
offers for large firms. Goergen and Renneboog (2004alyzed public takeover bids in
Europe during the 1990s. Looking at a sample of aBérs, 93 were pure cash, 37 pure
shares and 18 were mixed payment. Among the latter,portion of cash accounted for
45.9% of the total payment. Faccio and Masulis §2Gfbnsidered a larger sample of 3,667
mergers or acquisitions of European firms at thé ehthe nineties. The number of mixed
payment operations is only 11.3% (with an averagggrtion of 57% in cash and 43% in
shares). The size of a mixed payment takeover laigl five times (1.1 billion USD) greater

than the size of a standard pure cash offer (20BomiUSD). Mixed payment schemes



represent a far greater proportion of transactamthe value of transactions risedowever,
this discrepancy is largely explained by cross-botdansactions, where a large number of
small deals are paid in cash. Comparing averag#ivelsizes of the target with the acquirer
gives similar results between mixed (16%) and sbres payments (18%). Cash payments
seem more devoted to relatively small targets, wveith average relative size of 8% for
transactions dealt fully in cash. In recent yetre,number of mixed-payment takeovers has
been increasing. Martynova and Renneboog (20063idered 1,721 European takeovers
between 1993 and 2001 and discovered that 54% alecash, 25% were mixed and 20%
were all-equity transactions. On average, the mpagments comprised 47% of stocks and
53% of cash. Ben-Amar and Andre (2009) examined @a@8adian mergers and acquisitions
over the period 1998-2002. The sample compositias 8% cash-only, 19% stocks-only
and 22% mixed payments. However, the latter reptede32.3% of the total value of the
transaction, pointing out that mixed payment talkes\occur particularly in the higher value
transactions. For mixed-payment takeovers, theageepercentage of cash was 49% but with
a standard deviation of 50%, corresponding to luijerences within payment schemes.

Cross border M&A are usually more paid in cash.sTihaditional setting is documented by
Chevalier and Redor (2007). They show that geodcapldistance is a good proxy for
cultural distance. It is also a source of asymmefrinformation for transactions located in
far countries. This explains why cross border asitjans are per se more paid in cash. Their
dependant variable is the percentage paid in aastd$ acquiring firms and includes mixed
payment. The target shareholders will prefer castabse shares from a foreign firm may be
not easily traded. The quality of the assets airaafvay company is more difficult to assess.
The information asymmetry develops with distancslasvn by Chevalier and Redor (2010).
Conversely, tax system will favor equity paymeisEuropean tax systems, the payment by
cash is considered as sales and the shareholdeexilbit effective gains submitted to
income tax. Share payments are exchange of aggktr@not considered as taxable effective

gains. The target’s shareholders can defer latdidhilities by accepting stocks as payment.

1.3 The contractual nature of a M&A transaction

2 The high number of all-cash takeovers in theiraris partly explained by the number of cross-keord
takeovers with US bidding firms, which are usegtopose full payment in cash.



The chosen means of payment may also reveal tloifispeharacteristics of the transaction.
An M&A is an economic project and a contractualesgnent with a seller. When it occurs, it
signals a joint agreement between parties. Theetarghareholders are not forced to sell

(except in buyout transactions).

The risk of asymmetry of information is (partiallgplved in such a contractual setting, by the
level of the premium and by the choice of meansayiment. La Bruslerie (2010) showed that
choices are not univocal but occur in a procesyeying private information from one party
to the other. Mix of payment and takeover premiuaterifere. If the risk on the target’s assets
is important or if the acquirer is risk averse,nhay prefer payment in shares. However if the
perspectives of profit after the acquisition amgda the acquirer’s shareholder will privilege a
payment in cash in order to keep all the profituiltgrium between risk and return explains
the choice between means of payment, and a trddeibfdevelop with the acquisition
premium. If a buyer is insured against future badisithrough a payment by shares, he can
offer a better price. This equilibrium may give foer solutions”, i.e. either full cash or full
share payments. But it may also lead to mixed paymwere the percentage paid in cash is a
relevant measure of information asymmetry. The saateulus is followed from an inverse
point of view by the targets’ shareholders. Thegy exposed to an information risk on the
future gains in synergy and on the expected pobdfthe newly merged company. If they are
expecting high profit or if they are delivered opistic information, they will prefer share
payment (for a given price paid). Except for coraelution where other determinants fully
explains all-cash or all-shares payments, the peage of cash in mixed payment schemes is
part of the deal and defines the equilibrium corenity with the agreed price.

In a model, La Bruslerie (2010) shows that, frora thuyer’s point of view, (i) correlated
activities and economic risk between the targetthedacquiring firms will result in a larger
payment with cash; (ii) a trade-off develops betwtee percentage in cash and the premium
paid in the acquisition. For the acquirer, the castyment portion increases with the
perspectives of profit due to synergy gains. THeseill accept a negative trade-off between
a higher (lower) cash payment and a lower (higtemsaction price (i.e., a lower/higher
portion of the expected acquisition gain). It i®wh that mixed payment will only develop
between “corner solutions” of full cash or full sagayments, where the expected profit from

the acquisition is between two limits.



The regulatory environment may also play a sigaificrole in the contract setting. Some
countries developed investor protection regulatahgh facilitate M&A transactions. In the
European Union, a regulation is effective and gistesngth to the protection of shareholders.
It enforces an equal treatment principle betweesredtolders. The EU ¥3directive was
formally adopted in 2000 and implemented in theopean countries, although with some
local difference. Any takeover bid or private aaion should be analyzed by the EU
administration and comply with anti monopoly rulEsiropean financial regulation is made at
the global level and tries to set up “a unique gldimancial market”. The accounting policy
in Europe should also comply with common rulesaAsxample, the introduction of the new
common IFRS rules was enforced in 2005. Legal raed procedures are taken at the
countries level but must conform to the EU “direes”. The introduction in the domestic law
system of each country may also explain different@sPorta, Lopez-de-Silanes, Shleifer,
and Vishny (1998) highlight the importance of tlegdl system. However the legal code
indicators, flagging Scandinavian, French, Anglo«@a or German origins, are found
insignificant by Faccio and Masulis. We will theftea limit the influence of regulatory
environment by looking only to M&A transaction tatgd at firms located in the 7 major
European countries (i.e. UK, France, ltaly, Germaapain, Italy and Belgium). We will
disregard the recent European becoming countriesh (g8s Eastern Europe countries) or tax-
heaven countries (Luxembourg). The sample is themadgeneous with regard to the

regulation context.
2 Data and variables
2.1 Data

The sample of European takeover was built fromTthemson One Banker date base. The
period was limited to transactions between 01/00028nd 01/05/2010. A filter was used to
focus on meaningful operations and a minimum vaiubB0 million USD is required. Only
completed deals were considefe@iarget companies are limited to firms belongingtte
seven EU major countries: France, Germany, Unitedydom, Spain, Belgium, Netherlands,

and Italy. We select deals where the type of assetgeted by the acquirer is stock or

% The question of a bias in selecting our samples d¢ arise. We only consider as object of stueytiae agreed
deals, i.e. deals were an agreement is found battheeacquirer and the target. Not agreed dealsare
completed. The ir analysis of their key variabled arovisions is not relevant in a contract settipgroach
where an agreement reveals an economic equilibbbetmween the parties

10



equivalent stocks (i.e. assets giving rights telsdp The means of payment referred at are

only cash or stock (see Annex 1).

We excluded offers coming from non developed coestrrestricting to North American,
European, or Japanese buyers. If the acquirer pesphis stocks as a valuable mean of
payment, it requests that a large transparent attanexists for his stock to be accepted.
This is why we restricted both targets and acqgsiter be public firms. A sample of 528
transactions is followed. We checked the used naideayment through the data. A lot of
deals are qualified “cash only” or “stock only” ihe data base. Mixed payment transactions
have also been screened. Those qualified as “Hylshdw a payment scheme with a
percentage of cash and stocks. We only considee”puixed payment with a percentage of
cash and a percentage of stock summing up to @ree $leals are qualified as “unknown”.
By looking at each operation syllabus we can atkda lot of them to mix payment schemes.
Deals with earn out payment considerations areuebecl because of this uncertainty and
complex features. Some transactions may involvengay in debt (particularly in the UK).
This possibility is proposed alternatively with ash payment. When analyzing deals with a
debt payment, they generally appear to be equivéberash payment. So “cash payments” in
the paper are defined as in Faccio and Masulis5R@ad includes cash, non-contingent
liabilites and newly issued notes. We incorporate the sample a lot of hybrid
cash/debt/stock payment and recalculate the pexgerdf cash and shares summing up to

one.

The Faccio and Masulis sample considered deals ftomopean bidder directed to any
country in the world. It gives a large weight to liKn deals (65% of the sample). We look at
M&A targeted at European firms from major developedintries. Similarly to Faccio and

Masulis, our sample is mainly intra EU: in theingde 77% of the bids come from European

countries, 79% in our sample.

Some deals were not documented without any pricejeoe initiated by Russian entities, or
were squeeze out transactions (2 déaR)ey were not considered. So we are left with 504

transactions. The analysis of the sample leaddewtify some transactions that are buyback

* We eliminated also buyout deals from the analyiigy are not transaction between shareholdersmf t
different and independent firms. They are decisibasle by managers on behalf of the controllingett@ders
to buy the shares of the firm. It does not invadvether party.
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programs launched by the company’s board. Heréatiget's shares are the company’s stocks
or a subsidiary’s. In these situations we do natehadependent targets and acquirers. The
buybacks were deleted (72 transactions). The rentpicore of our sample is 432
transactions of which 294 full cash payment, 62 adixash-share (called “hybrid”) and 76
full share payments. The global value of thesedsdesa 898 billions USD. Some big
acquisitions will explain this amount: the biggesansaction is the Bencham/Glaxo
acquisition and has a transaction value of 76adm#li USD. The smallest operation shows a

transaction value of 50.2 millions USD.

2.2 Descriptive statistics

When considering the 3 sub samples of full cadhshare and hybrid (i.e. mixed cash-share)
payments, we point out differences in the averaapd dize (see Table 1). As in Faccio and
Masulis, we find that cash deals are the most nousebut also have a relatively small size.
Hybrid transactions are 3 times larger than casd gdaals (five times in the Faccio and
Masulis’ sample). Full share payments are importieatis. The cumulated values of the deals
paid fully either in cash or in stock, are equivalé.e. around 40% of the grand total each).
The mixed payment transactions are not negligibley represented a cumulated value of 211
billions USD and 24% of the total sample. A tesddference in size show that shares and
hybrid transactions are not different (p=0.34), e sizes between full cash and hybrid
transactions, on one hand, and full cash and hates transactions, on the other hand, are
different at the 5% level (both p=0.03).

Number Total value Av. deal size
Cash 294 68.1% 365192 40.7% 1242.15
Hybrid 62 14.4% 211775 23.6% 3415.72
Shares 76 17.6% 321091 35.8% 4224.89
Total 432 898058

Table 1 Number and value of European M&A 2000-2010

(Sample of 432 transactions after exclusion of egeeout and buyback programs of the
original sample of 528 deals, 2000-2010, see ann&tdes in million USD; source Thomson
One Banker)

An important number of deals were private dealse®inegotiation between the two parties
converged and a block sale occurred. A total opééate transactions were identified, often

linked to going private operations. All these ptesacquisition are “cash only” deals.
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The sample of targets firms shows a large numbeteafs targeted at British firms (43%).
Martynova and Renneboog (2009) noticed the sameindmme of British firms in their
sample. The transactions initiated by acquireratkxtin the EU represent 79% of the sample
(see Table 2). Cross border deals (21% of the)taillirefer to outside EU acquirers. Table 3
analyzes the origin country of the target by meainpayment. We introduce a distinction
between cross border acquirers coming from the dBd acquirers coming from the rest of
the world. We see that pure intra country dealsnamee often paid full share than full cash.
Conversely, non US acquirer entering into a crassldr acquisition will pay 9 times out of
10 fully in cash. However looking at initiators cmmm from other EU countries or from the
USA, they have similar proportions of mean of pagié&or instance, we cannot say that US
acquirers will systematically pay in cash. They fuglecash payment only 3 times out of 4.

Target Country Number %

Italy 18 4.17%
France 69 15.97%
UK 186 43.06%
Netherlands 46 10.65%
Germany 48 11.11%
Spain 52 12.04%
Belgium 13 3.01%
Total 432 100.00%
(Intra EU acquirer) (340) (78.70%)

Table 2 European M&A transactions by country ofjérfirm

(Sample of 432 transactions, period 2000-2010getdigns incorporated in Italy, France, the
UK, the Netherlands, Germany, Spain and Belgiurtral&U acquirer: Initiator incorporated
in North America, Japan or other European countses Table 1)

Cash (%) Hybrid (%) Shares (%) Total (%)

Intra European country137 58.5% 43 18.4% 54 23.19234 54.2%
Intra Europe Union 81 76.4% 8 7.5% 17 16.0%06 24.5%
Cross border US 35 745% 7 149% 5 10.69447 10.9%
acquirer

Cross border non US 41 91.1% 4 8.9% 0 0.0% 45 10.4%
acquirer

Total 294 68.1% 62 14.4% 76 17.69432 100.0%

Table 3 Target country and means of payment
(Number of transactions, sample of 432 Europeamséetions, period 2000-2010, see Table
2)

We analyzed the industry sector of the acquirer & target firm using the Thomson
Financial mid code. A total of 219 deals (51%) aithin industry M&As.
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A deal is aimed at buying a large block of stogenerally giving the initiator majority of the
equity capital. However the aim to get a contrglliiock should at the end take into account
the percentage of share previously owned by theebidA toehold block may explain why the
percentage of shares sought is lower, althougivéisga controlling position at the end of the
deal. A first feature of M&A transactions is thergentage of shares acquired in the deal. It
cumulates with the percentage of shares previohslg to give the percentage of shares
owned after the transaction. On average over timplea the percentage of acquired shares is
58%, the percentage sought in the deal is 63% lengdrcentage owned after the transaction
is 73% of the capital. It means that significargholds exist representing on the average 15%
of the capital. It is explained by the subsidiaggtiire of many target firms. A total of 101
targets are subsidiary (19% of the total sample)oAg the subsidiary targets sub sample, the
toehold percentage is on average 45.6% (mediar®g406 the capital. The non subsidiary

firms have an average toehold of 8.5%.

In a contractual approach a deal is an agreemérndnsa quantity and a price. Looking at
firm’s acquisition, the quantity side is the perage of shares of the target acquired in the
transaction. It cumulates with shares previouslid Hey the bidder. Looking at means of
payment, the percentage of shares acquired in ¢a id similar using hybrid or share
payments considerations. Cash payments exhibitrlaaguired percentage and lower owned
percentage after the deal. This is explained maylyprivate block acquisition where the
average bought block represents 22% of the capitakever, in that situation, the toehold is
more important and shows a significant previousegtment in the target’s capital (around
23%). The cash payment in public takeover is tadjet larger acquisition of capital (average
of 65%). As a result we see that the aim of M&Angactions is control because the final
owned percentage is largely around 80 to 90% ot#pétal of the target firm. We separate in
the cash deals those following a private acquisitrtechanism and those following a public
takeover bid procedure. Private deals seem toviodaationale of control building process.
The acquirer of a block takes advantage of an dppity given by a seller even if the size of
the block in itself does not give him an immediedatrol of the target. Many blocks are small
block acquisitions (with median private acquisitml6% of the target’s capital). In the case
of private deals, cumulating with previous ownepstasults in a final blockholding of 45% of
the capital. It implies a controlling position.

Cash (of which (of which Hybrid Shares
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private) public)

% acq'd in the deal56.08 22.20 64.90 85.66 77.74

(mean)

% acq'd in the deal49.97 15.53 82.58 100.00 100.00
(median)

% owned after (mean) 75.18 45.15 82.89 94.28 90.79
% owned after (median) 99.26 28.55 100.00 100.00 0.0m0

Toehold (%) 19.10 22.95 17.99 8.63 13.05

Table 4 Percentage of target’'s capital acquiratiendeal and held after

(Sample of 432 European transactions; 2000-2010)

The average data in table 4 will cover very différsituations particularly for cash payments
where the median is lower than the mean. M&A tratisas are joint contractual agreements
between the bidder and the shareholders of thettdirgh, which are characterized (among
other variables) by the percentage of acquiredeshdf the means of payment have no
significant influence on the contract setting, wié get similarly distributed variables in table
4 and no significant differences in the percentajacquired or owned capital. A t-test of
average is run to check if the difference in petages of capital acquired or owned is
significant according the mean of payment. Tableut into evidence different rationales.
The percentages of capital got through differenamseof payment are significantly different.
The nature of the deal is different if we considash payment in private or public transaction.
Cash payment involves percentages of capital otatget firm significantly larger than the
other means of payment. The unidimensional testvshibat the choice of mean of payment
interferes with one of the main terms of the caritral setting. For rational players it is a
significant variable that influence the agreemeHtswever, in any situation, the averages are
not different when considering hybrid and full sharayments. If we look at the targeted

share of capital, there is no difference in theureaif the deal between hybrid and share

payments.

Means of payment % acq'd in the deal % owned after
Cash vs. share deals 0.00 0.00
Cash/private deals vs. 0.00 0.00

Cash/public deals

Cash/public vs. hybrid deals 0.00 0.00

Cash vs. hybrid deals 0.00 0.00

Hybrid vs. share deals 0.14 0.32

Table 5 Test of difference between the percentdgacquired and held capital after the
transaction
(t-test, p-values, see Table 4;)
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Looking at hybrid payments, the average percenpadg in cash is 47%. The distribution of
the percentage of cash is large. For instance Z3%eanixed payment deals have a cash part
lower than 30% of the transaction value (see té@ple

Average Median 1st Quart. 3rd Quart N

% paid in cash 47,19 49,14 29,97 66,09 58

Table 6 Percentage paid in cash in mixed paymansa#ctions

(Sample of 432 European M&A transactions)

The offer premium in percentage is another terrtheftransaction. On average the premium
is between 17 and 28% of the target’s share pridaylbefore announcement. Looking at the
means of payment, average paid premiums seem gorfiar. Particularly, average full cash
and hybrid premiums are very close. A t-test comdirthe rejection of the idea of different
premiums according to hybrid or full cash paymehkiswever these results are not strong
comparing shares payment premiums between witlottiers. Share payment premiums are

different and significantly lower only at the 10%veél.

Offer premium Cash Hybrid Shares
Average 25.53 27.80 17.29

Median 17.28 21.99 12.45

1st quart 6.95 10.40 4.37

3rd quart 38.74 41.94 31.57

N 217 49 55

t-test cash vs. shares cash vs. hybrid hybridhazes
p-value 0.078 0.574 0.057

Table 7 offer premium by mean of payment

2.3 Variables

The variables are described in Table 8. Most afintlhee taken from the Thomson One Banker

data base. A lot of variables are calculated froendrevious one.

Variables names Description

ACQ_CASH _HLDG Acquirer cash and receivables as of the previmantial report ($mil)

ACQ_EBITDA Acquirer EBITDA at last financial report ($mil)

ACQ_LEV Calculated using the ratio of ACQ_NET_DEBT divideyl
ACQ_NET_DEBT plus ACQ_NET_ASS

ACQ_MKT VAL 4w Acquirer market value of equity 4 weeks prior tmanncement ($ mil)

ACQ _NET_ASS Acquirer net assets : Total asset at last finameg@brt minus total
liabilities ($mil)

ACQ _NET _DEBT Acquirer Net Debt: Calculated by adding the acqtsrstraight debt,
short-term debt, and preferred equity and subtrigatash and
marketable securities as of the date of the masintdinancial
information prior to the announcement of the tratisa ($mil).
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ACQ_PC_CASH
ACQ_PC_EBITDA

ACQ _PC_PPE
ACQ_PPE

ACQ_Q
ASYMMETRY1

ASYMMETRY2
ASYMMETRY3

ASYMMETRY4
DESEQ

DOMESTIC_ACQ

DUM_CASH
DUM_CHALLGED_ DEAL
DUM_EU_ZONE
DUM_HYBRID

DUM_SH
DUM_SUBSIDIARY
DUM_TARG_FAM_OWN

DUM_TOE
EBIT_ROA
ENT_VAL

EQ VAL

FRIEN_ATTITUD
OFFER_PREMIUM_1W
PERC_ACQ SH_ISSU

PERC_CASH
PERC_OWN_AFTER

PERC_SEEKING_TO_OWN

PERC_SH

PERC_SH_ACQ
PERC_SOUGHT
SAME_SECTOR

Acquirer ratio of cash holding (ACQ_CASH_HLDG) died by
transaction value, TRANS VAL

Acquirer ratio of EBITDA (ACQ_EBITDA) divided by &msaction
value, TRANS_VAL

Ratio of acquirer's ACQ_NET_DEBT compared to ACQEPP

Acquirer property, plant, equipments at LTM ($mil)
ACQ_MKT_VAL_4W divided by ACQ_NET_ASS

Ratio of relative net assets: TARG_NET_ASS divithgd

ACQ _NET_ASS

Ratio of target market value TARG_MKT_VAL divided bcquirer
market value 4 week prior ACQ_MKT_VAL_4W

Ratio of transaction value of the target comparéh the accounting
value acquirer: TRANS_ VAL divided by
(ACQ_NET_ASS+ACQ_NET_DEBT)

Ratio of the target’Q and the acquirer's Q: TARGAQR Q

Disequilibrium in the transaction setting: diffecerbetween the
percentage of shares sought by the acquirer angktieentage of shares
acquired.

Dummy if the target and the acquirer are incorpamtan the same
country

Dummy for full cash payment

Dummy challenged deal where a third party launcredffer
Dummy if acquirer is incorporated in the EU (lindt® 7 contries)
Dummy for mixed cash-share payment transaction

Dummy for full share payment

Dummy is target is a subsidiary

Target is family owned/controlled at the 20% levidis dummy is
indicated also if a chairman owns a substanti&estdefined as 20%).
Dummy for toehold shares of the target held befoegtransaction. See
TOEHOLD.

Target EBIT divided by Total Assets for the lastrh@nths ending on the
date of the most current financial information

Enterprise Value of the target calculated by miyiiy the number of
actual target shares outstanding (from the mosintdzalance sheet
released prior to the announcement) by the offeemnd then by adding
the cost to acquire convertible securities, pluststerm debt, straight
debt, and preferred equity minus cash and marketsaurities, stated in
millions. This data item is for the enterprise abf 100% of the
company based on the offering price, regardles®af much was
actually acquired in the transaction.

Equity Value of the target calculated by multiplyithe actual number of
target shares outstanding from its most recennbealaheet by the offer
price per share plus the cost to acquire convertibturities, stated in
millions. This data item is for the equity valueldf0% of the company
based on the offering price.

Attitude of the board of the target company (O: fnieindly, 1:yes)

Same as previous but 1 week prior

Percentage of acquirer’s shares issued: Numbeyrofron shares issued
in the transaction divided by total number of acgis shares.
Percentage of cash and assimilated (debt) palkitransaction

Percentage of shares own after transaction

Percentage of shares acquirer is seeking to ownthf transaction. It
includes shares held before.
Percentage of the transaction paid by issued sbéths acquirer

Percentage of shares acquired in transaction
Percentage of shares sought by acquirer in thedcdion
Dummy for same industry codes between target aqdirs. Thomson
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TARG_LEV
TARG_LEV1

TARG_MKT_VAL

TARG_NET_ASS
TARG_PC_CASH
TARG_Q

TARG_Q1

TOEHOLD

TRANS_VAL

mid sector codes are used.
Ratio of 1 minus EQ_VAL divided by ENT_VAL.

Target long term debt divided by total capitalieatas of the date of the
most current financial information. Total capitalion is long term debt
plus equity.

Target Market Value: Calculated by multiplying tio¢al number of
target shares outstanding times the target stack grweeks prior to
announcement date ($mil)

Target Net Assets: Total assets minus total liddion the date of most
recent financial information ($mil)

Ratio of target cash and receivables (TRAG_CASH_BI.divided by
transaction value, TRANS_VAL.

Ratio of Enterprise Value to Target Capitalizatienterprise value is
calculated by multiplying the number of actual trghares outstanding
by the offer price and then by adding the costcquire convertible
securities, plus short-term debt, straight deld, @neferred equity minus
cash and marketable securities. Capitalizatiorefidd at Short-Term
Debt + Long-Term Debt + Shareholder’s Equity aghefdate of the
most current financial information prior to the anncement.

Ratio of Enterprise Value to Net Assets: Enterpviskeie divided by
target net assets as of the date of the most d¢dimancial information.
The enterprise value of a transaction is calculbtethultiplying the
number of target actual shares outstanding frommdst recent balance
sheet by the offer price and then by adding thé tooacquire convertible
securities, plus short-term debt, straight deld, @neferred equity minus
cash and marketable securities as of the dateeahtst recent financial
information

Percentage of share of the target held beforedéimsaction. Calculated
using the difference between PERC_OWN_AFTER minus
PERC_SH_ACQD

Value of Transaction ($ mil): Total value of coreidtion paid by the
acquirer, excluding fees and expenses.

Table 8 (LTM: Last Twelve Months: financial infortian is taken from the last reports prior
the announcement; source: Thomson and after treédine

The variables considered to determine the contahsiting of M&As are those mentioned in

the literature.

Financing conditions of the acquirer is a first laxyation of the choice of means of payment

and of the paid price. Cash capacity of the acqusrédentified with ACQ_PC_CASH and

ACQ_PC_EBITDA. Raising debt is also a substituténternal cash payment: It depends on
the debt capacity of the acquiring firm. Two vatesbcan be used to proxy it: The collateral
value of his assets is ACQ_PC_PPE; it is expreaseitie ratio of net debt compared to the

acquirer's plant, property and equipment. A lowuealshows an important debt capacity

based on fixed assets. The other variable is theia’s financial debt leverage ACQ_LEV.

The idea here is simply that highly leveraged fiams more likely to choose equity financing.

These variables are drawn from the financial repothe end of the year prior to the deal.
Target leverage is also an element that can inflei¢ine acquirer capacity to finance the deal.

18



In a situation of success, a low leveraged subsidigth a good debt capacity will help the
initiator to finance the deal using debt and cd#kRG_LEYV is a variable which measure the
target financial leverage. It is set as the rafithe equity value of the target valued (using the
offer price) divided by the total enterprise vahifethe target (with equity also taken at the
offer price) minus one. This leverage is markeugdl We also use TARG_LEV1 which is
book valued. The cash situation of the targetss aih element which is of interest because a
buyer cans self pay an acquisition. We used thmablar TARG_PC_CASH. A good cash-
flow from the target is also an element which he{psepay debt issued by the initiator when

implementing the transaction. We considered theTEROA ratio

The target Tobin's Q may be proxied by the ratiohef equity valued at the offer price
compared with the book value of equity at the fastncial report named TARG_Q in table 8.
Another proxy (labeled TARG_Q1) measures the aeguiobin’s Q using the ratio of his
market value four weeks before the transactionddiby his equity net asset amount taken
from the mast financial report (ACQ_Q). The Q valueeasure the growth opportunities of
the buyer and of the seller. It also proxies a iesgnarket overvaluation of the acquirer's

stock value.

The PERC_ACQ_SH_ISSUED variable is used as a piaxgssessing a risk on the control
situation of the acquirer. As in Faccio and Mas(#805), this variable is set using a 20%
control threshold. The control situation of famfiyms is acknowledged using a dummy
DUM_TARG_FAM_OWN. Another dummy takes into accotim¢ subsidiary feature of the

target (DUM_SUBSIDIARY)

The competitive nature of the takeover has beentifted in the literature as a strong
argument for cash payments. The idea is simpld1 saa signal of the will of the bidder to
acquire a target and deter competition by otheem@l bidders (Fishman ,1989; Berkovitch
and Narayanan, 1990; Cornu and Isakov, 2000) Thgpettive context can be measured by
a dummy variable (DUM_CHALLGD_DEAL). A dummy foriéndly attitude of the target is
also used (FRIEN_ATTITUD).

We introduce a variable for toehold (which is seihparing the percentage of share own after
the transaction and the percentage acquired thrthegtransaction). The variable TOEHOLD
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gives the percentage of share owned before. A dudhiy_TOE is also used when toehold

exists. Toeholds may limit asymmetry of information

The double asymmetry of information using the reéasize of the target compared with the
size of the bidder. A first measure of asymmettjof@ng Hansen (1987) is the relative net
asset values using book data (ASYMMETRY1). Anotletative value is set comparing the
transaction value spent in the transaction (TRANSLMand the market value of the acquirer
valued 4 weeks before (ASSYMMETRY?2). The relatiizess also measured comparing the
total book assets (ASYMMETRY3). We may think thlé tQ value of each firm is also a
proxy of some internal value that is not disclogedhe financial report. Each firm knows

better his own growth potential. The relative safeit may be a measure of the internal
private information discrepancy between the twoYNSIETRY4).

The deal characteristics are measured using thaiypme (OFFER_PREMIUM_1W) or the
mean of payment either in the dummy form (DUM_CASHM_SH, DUM_HYBRID) or in
percentage (PERC_CASH). We introduce ex ante featof the deal: PERC_SOUGHT may
help in comparing if the ex post result is in lidkeith ex ante goals of the initiator. It
compares with PERC_SH_ACQUD after the deal. The B@Svariable measures the
imbalance from the acquirer's point of view. Thestitutional context of the deal is
acknowledged with a dummy for domestic acquisitiid® MESTIC_ACQ) or a dummy for
intra EU transactions (DUM_EU_ZONE flagging inibes that are incorporated in the EU).
The TRANS_ VAL value is in absolute size; it is udedsee if the absolute amount of the
transaction influences its outcome. The economittexd of the deal and the purpose of
business diversification is followed thought thersay SAME_SECTOR.

A filtering has been applied to the asymmetry, ldwerage, and the Tobin’s Q variables. We
eliminate the extreme values below the 1% and abdww®9% of the cumulated distribution.
We checked the correlation between the variablesos< correlations between
ASYMMETRY3 and TRANS_VAL, ACQ PC CASH and TARG_PCASH,
ACQ PC CASH and ACQ_PC _EBITDA, PERC_SOUGHT and DURE,
PERC_ACQ_SH_ISSU and ASYMMETRY1, PERC_ACQ_SH_IS®d ASYMMETRY3,
EBIT_ROA and ASYMMETRY4, TARGET_Q and ASYMMETRY4,@Q PC_CASH and
TARG_LEV, TARG_Q and EBIT_ROA, PERC_ACQ and TOEHORBe important (above
0.30). So we disregard the redundant explainingibes.
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The proxy of asymmetry of information shows thag thidder is relatively better informed
than the target. However the relative Q ratio (ASVETRY4) is interesting in the sense that
it is above 1. It should not be considered as algoeasure in absolute terms because our

measures of acquirer’'s Q and target's Q are ndégiy homogenous.

The correlation matrix among information asymmetrgasures (see Annex 2) shows that the
variables ASYMMETRY1, ASYMMETRY2 and ASYMMETRY3 ardighly correlated
ASYMMETRY 2 is populated with a limited number observations. It is cross correlated
with ASYMMETRY3 and ACQ _LEV. We will hereafter onlyconsider either
ASYMMETRY1 or ASYMMETRS3. The two variables TAR_LEVNnd TARG_LEV1 are
perfectly correlate and redundant. We choose TAREY/.LThe two TARG_Q and
TARG_Q1 measures are also highly correlated. Weshthe first.

The descriptive statistics of the variable are @nésd in Annex 1. The Tobin’s Q value of the
target and the acquirer are similar (3.6 vs. 3A8).average toehold of 14% for those firm
holding shares (30% of the sample) is evidence@. &dyuirer seeks a percentage of 61% of
the target’s capital. He gets only 58%, so a 3%dligibrium is evidenced. Due to previous
toeholds, the percentage sought after the tramsadt 76% but the acquirer ends the
transaction with a cumulated stake of 73%. The ay@rmpremium is between 25 to 30%

depending if it is calculated 1 day or 4 weeks befo

3 Empirical tests

3.1 Methodology and hypotheses

According Faccio and Masulis (2005), « Since weeekoth bidder and target preferences
to affect the offer price and its form of considara, we would ideally like to simultaneously
estimate equations capturing the two parties’ pegiees. However, identification requires
information about a target's stand alone valuetikadato its purchase price (takeover
premium) as well as the form of payment. Accesmfilarmation about a target's stand alone
value is unavailable, given that most of these dirare privately held. This precludes
estimating the alternative purchase prices condition form of payment. As a consequence,

we have chosen to estimate a reduced form equidiEbrincludes both parties’ preferences as
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explanatory variables. ». The test we implemensiars the transaction characteristics as a
whole. Cash payment and premiums are jointly set. ivilend to set up a simultaneous
equations model explaining the means of payment thadtakeover premium. The same
methodology was used by Officer (2003) to take iatoount the endogeneity between the
premium and the existence of termination fee paitheé bidder. However in a first step we

analyze separately the determinants of the paydemsion and those of the premium.

The variable conditioning the parameters settinthefcontract are mentioned in table 9. We
considered a limited sub-sample of variable aftiny into account colinearities. The
expected relationship of each one versus eithepéneentage of cash (covering the three
situations of full share/mixed/full cash paymerdgs}he premium paid is also mentioned. We
introduce a distinction between the three mainieaple theories: (i) the financing decision
explanation, (ii) the asymmetry of information atwhtractual setting approach, and (iii) the
conditioning by environmental characteristics @ treal.

I

Dependant variable Perc cash Premium

Independent Financial Contractual Environment Financial Contractual Environment

constraint & Al constraint & Al

PERC_SH_ACQD -
TRANS_VAL - -

SAME_SECT -

DOMESTIC_ACQ - -
ACQ_PC_EBITDA +

TARG_PC_CASH + +

FRIEN_ATTITUD - - -
OFFER_PREMIUM_1W + ns ns ns
DUM_TOE + +

EBIT_ROA + +

ACQ_LEV -

TARG_LEV -

ACQ Q - +

TARG_Q +/- +
DUM_CHALLGED_DEA + +
PERC_SOUGHT -

DUM_SUBSIDIARY + +
ASYMMETRY1 - -

DESEQ -
PER_ACQ_SH_ISSU +

PERC_CASH ns ns ns +

Table 9 - Expected sign between the percentagesipatash and the offer premium and
possible determinants
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(According to three main theoretical approachesafctial constraint and limitation theory,
asymmetry of information and contract theory, emwiment and firm characteristics; Al:
asymmetry of information)

The percentage of cash in a financial constraipt@xh is positively linked with acquirer's
cash holding and Ebitda, and with the target’s nmarg is negatively linked with leverage,
with the absolute size of the transaction and tkeecgntage of acquired shares. The
overvaluation hypothesis introduces a negative \whlen the acquirer wants to time the stock
market to finance the transaction. The asymmetrinfafrmation introduces a risk sharing
preference. The existence of a toehold will favmare payment in the mix. The toehold is a
driver to access to better information and to redilne asymmetry problem. The bidder will
pay more in shares when he enjoys better informaiibis is not intuitive. Same results are
got with the variables used as device to reducasiyenmetry of information. The existence
of toehold or the subsidiary status of a target,\éewed as a device to reduce the asymmetry
and the acquirer does not need to issue sharesistosharing purpose. Similarly, the
relationship with the absence of economic divaratfon is negative. The premium is linked
in the contractual setting with the means of paym&nequilibrium, for hybrid payments, the
acquirer may be willing to pay a slightly higheeprium (i.e. to abandon a higher part of the
M&A creation of value to the seller) if he can seia larger part of the future profits by
paying by cash to avoid dilution. The target’s shatders capture the actual value of future
gains by accepting more immediate cash. The envienial features are known: cross border

and challenged deals are more largely paid in cash.

Looking at the premium, liquid and profitable firrman pay more. The same may be true if
they have large Tobin’s Q to time the market asdeslargely priced shares. The asymmetry
of information approach says that asymmetry of imiation is a risk which is balanced by
lower prices and premiums. Targets which are sidrgd, or where toehold stakes held by
the acquirer exist, are more transparent to thetband can be paid more. The same is true if
the opportunity growths of the target are largee Tgercentage of cash has a trade-off
relationship with the premium paid. The contextred deal will also influence the paid price
with an increase if it is competitive or if it iscaoss border deal. Similarly for characteristics
of the firms: for instance when the size of theg¢dris large, the bidder will pay more in

shares.
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The DESEQ variable takes into account a possitttigyt the final terms are not equilibrium
terms from the buyer’s point of view. It is thefdilence between the percentage of shares
sought in the deal and the percentage effectivelyght. A positive discrepancy means that,
to his opinion, he should have paid more to geighdr stake of capital. So we expect a

negative sign.

The acquirer’s Q ratio is a double face varialdlean signal an overvalued share value and a
possibility to time the market by the bidder's mgeis. But it may also signal good future
perspectives of the firm (Martin, 1996). Formerrehalders may not want to share growth
opportunities with new blockholders. To avoid diut of the former shareholder’s, the
payment in shares to new shareholders is voluptdmhited. Financial constraints or
limitation may explain equity payment and financitigis will occur when the percentage of

share acquired is important, or when the size @il is important.

3.2 Determinants of the payment decision

The mean of payment decision may be analyzed asmt@naum between 0 and 100% cash
payment. This approach views the determinants agng a continuous role to explain the
cash percentage. Traditionally a linear model wlply that a significant given determinant
explains at the same time a full cash, a full ggaita mixed payment. The hypothesis of a
unique set of determinants over the scope of casbeptage payment is very strong and
guestionable. The alternative hypothesis is thatetlare possibly three different regimes of
means of payment, each one explaining either thedsh, or the full equity or the mixed
equity payment. The idea of three regimes is basethe idea that the full-equity and the
full-cash payments are « corner solutions » fatemnal investor (La Bruslerie, 2010). Even a
methodology of Tobit regression, as the one imphastk by Faccio and Masulis (2005),
relies one the hypothesis of a unique set of detembs. It only takes into account the fact
that the dependant variable (i.e. the percentageash payment) is constrained. So the
distribution of errors hypothesized in a simple Br@r Logit model may be not satisfied.
However a Tobit model does not allow for the pasigibof different rationales in choosing
the means of payment.
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In a first step we will consider globally the whalbservations. The used of a Probit analysis
to identify the variable influencing the decisioheach mean of payment against the other
two is not sound. Can we say that, when choosimgbaid payment and rejecting full cash or
full share payments, the acquirer is indifferentwaen the last two? We analyze pure
alternative choices using a Probit analysis of amef payment against another one. With
three means of payment, it gives three Probit aeslyTable 10 confirms that a larger offer
premium increases the possibility of a hybrid aragh payment. Asymmetry variable is not
significant, but when the target is a subsidiarymben the acquirer has a toehold stake, the
probability of a hybrid payment increases compawéti a full share one. It means than the
lower asymmetry of information linked with suchituation does not result in a risk sharing
full share scheme. The presence of an importaatriat cash flow favors cash payment. The
challenged deals are more frequently paid in cAshviartynova and Renneboog (2009), we
do not find a significant or consistent relatiomshietween the bidder's financial condition
(e.g. leverage) and the means of payment. A leeeréayrget makes the deal more frequently
paid with shares or hybrid payments. The explandtiere should be set in conjunction with
the no relevance of acquirer's debt leverage. &lterl has a good financial structure before
the deal, and the new financial structure of theugrafter the merger should not be hit by a
larger debt linked with cash payment. This ratienaipacts the deal when it implies merging
with a relatively indebted target. So the acqusitof a leveraged target is more paid with
shares to limit the side effect of the acquisition the acquirer's own leverage. This
explanation goes along with dynamic debt capaaitytdtion which occasionally will stress

the cash payment scheme.

INSERT TABLE 10

The acquirer's Q is positively linked with shareypeent, what is in line with the stock
overvaluation explanation. It does not support thdea of privately known growth
opportunities at the acquirer’'s level which wouddd him to prefer cash payments (Martin,
1996). The target’'s Q ratio is significant agaicash payment. Good opportunity growths at
the target’s level may favor full or partial paynevith shares. The target's Q is significant
and goes with the probability to have a full equagyment. This is in line with what was
expected since the acquirer is facing an infornmatisk about the opportunity growth of the

target. A large part of the latter's value is niokéd with accounted assets in the balance
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sheet. Therefore, a higher exposure to risky in&diom on the off-balance sheet value may

push the acquirer to cover that risk using shayengat.

-) Robustness checks over the whole sample

We tried to use an ordered Logit model where thpeddent variable equal 2 in full cash, 1 in
hybrid, and 0 in full equity payment situations {@a$-accio and Masulis, 2005). We also tried
to use a multinomial Logit test of the three casethe spirit of Martynova and Renneboog
(2009). However the structure of the data is naichgsive and no convergent results are
obtained with the full set of explaining variablés.restricted ordered Logit model with 3

ordinal dependant variable works well with 5 degrid/ariables plus a constant. Four out of
five are significant. However this model introdu@sinique model value and uses cuts to
create three classes. A restricted multinomial Leggalso run. It tests jointly the difference

between all-cash and hybrid payments and the difex between cash and all-share
payments. The variables are not significant infite alternative case but are with regard to
the cash/share payment alternative. We still haveradability to choose cash payment
increasing with the offer premium and the targeetage and a probability of choosing share
payment increasing with the information asymmeiny #éhe transaction absolute value (see
table 11). This result illustrates that full casmd&ull share are opposite corner solutions
(Carleton et al., 1983). At the same time the \meiaxplaining the choice between cash and
hybrid payments are not the same because noneeoprévious ones are significant. It

supports the idea that hybrid payment choice fadlendifferent rationale and is explained by

other variables. The overall regime of payment chds a pure alternative between these two

schemes.
Ordered Logit Multinomial
Cash vs. Hybrid
Variable Coefficient p-val Variable Coefficient p-val
Constant 1,6488 0,0000° Constant -0,1998 0,7886
TRANS_VAL 0,0000 0,0313° TRANS_VAL 0,0000 0,4542
TARG_LEV 1,3210 0,0547° TARG_LEV 1,2509 0,5662
OFFER_PREMIUM_1W 0,0101 0,0457° OFFER_PREMIUM_1W 0,0193 0,3102
ACQ_Q 0,0292 0,4495 ACQ_Q 0,0054 0,9703
ASYMMETRY1 -0,5641 0,0001* ASYMMETRY1 -0,2361 0,5068
Cut(1) -0,0624 0,7118 Cash vs. Shares
Cut(2) 1,0000 0,0000° Constant 1,3898 0,0000°
TRANS_VAL -0,0001 0,0812°
TARG_LEV 1,9682 0,0347"
OFFER_PREMIUM_1W 0,0192 0,0075°
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ACQ_Q 0,0290 0,5985

ASYMMETRY1 -0,7349 0,0002%
N=221 N =221
Log Likelihood=-178.68 Log likelihood=-176,13

Table 11 - Determinants of ordinal choices betwegesh, hybrid and shares payments
(Ordered values: Cash(2), Hybrid(1), Shares(0);exd Logit and multinomial Logit
estimates; cut are estimated limits between classalkinomial estimates of cash vs. hybrid
alternate choice and cash vs. shares choice; rabuatiance estimate are used to adjust for
heteroscedasticity; variables definition: see T&ylEuropean M&A transactions; 2000-2010;
a: 1% significance level; b: 5% significance lewel10% significance level)

The above Logit and Probit models do not see thensef payment as a continuum but see 3
ordered classes. We now turn to the percentagesif as dependant variable covering the
continuum from 0 to 100% data. Using Tobit analysigy appear to take into account the
truncated nature or the percentage of cash payrmkattruncation applies if the independent
variable observations are truncated for any reasersus their real underlying values. It is
not the case here where the observations are matated compared with the underlying
phenomenon which is a percentage. Using a Tobiteinasl in Faccio and Masualis (2005)
may explain because the limit observations of tlaependent variable, i.e. 0% and 100%, are
overrepresented in their sample. This is also th&e dn our sample where hybrid deals
comprise only 14% of the total. The Tobit analysishe global sample is not conclusive and
the algorithm does not converge with 18 regresgms Table 12). The significance analysis
of the individual variables may be biased. We usedimple linear regression of the
PERC_CASH variable to compare with. The results sangilar to the Tobit's ones. The
percentage of cash in payment is increasing wighofifer premium. It is decreasing with the
absolute size of the transaction, with the sameh@oac sector dummy, with domestic
transactions, with the leverage ratio of the targeth the subsidiary dummy. The control
features are not explicitly addressed in the resgnes list because of the colinearity between
ASYMMETRY1 and PERC_ACQ_SH_ISSU. We also used a ifieat regressors’ list
including the percentage of the acquirer's capgatied to pay the deal and a dummy for
controlling family presence at the target’s levethe initiator’'s shareholders fear dilution or
loose of control, they will be prone to pay morecash if there is an important blockholder in
the target’s capital who may become an importamtiiiolder in the newly merged company.
The same is expected: if the percentage of shawl/mssued is sensitive, acquirers will pay
more in cash. The first variable has a null estedabefficient, with a t-value equal to zero. It
is not significant. The percentage of issued shasestrongly negative. It underlines a

mechanical positive relationship between the sikeéssued share and the percentage of
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payment using shares. If the control has beenttémed at the initiator’s level, we would have
got a positive relationship with shareholders auglihe amount of new shares and privileging
cash payment. This result is not in line with Facanhd Masulis (2005) where a positive
relationship between control and percentage of gasiment is documented (however only
for their sub sample of European firms and onlythet 10% level). They conclude that
maintenance of control will bend the percentagecadh. However, this rationale is only
effective if the controlling structure is weak.itfis not the case, a negative relationship may
appear, as in our sample. The Faccio and Maseks$'dn their global sample shows, as our’ s,
a significant negative sign, which is coherent viita absence of threaten on the structure of

control.

INSERT TABLE 12

-) Modelling alternative cash/share payment

We used a restricted list of 8 explaining varialitegxplain the alternate full cash/full share
payments. The asymmetry variable which fits the l@ASYMMETRY3. Both the Probit
and the OLS estimates are convergent and confienptievious results. Cash payment
probability and percentage are negatively linkethuhe absolute transaction value, the same
sector dummy, the domestic acquisition dummy aedagymmetry of information. They are
positively explained by the acquirer’'s relative ltalbow and the offer premium. The
percentage of share payment increases when thet tard the acquirer are in the same sector.
This is consistent with the cash availability ex@laon and the financial limitation theory
(Martin, 1996). This is also consistent with thekrdiversification analysis: when the merger
does not develop in a context of economics divieegibn, the buyer is more prone to reduce
his risk by paying with shares. The asymmetry ébrimation favors share payments. Cash
payments are less probable with large sized tréinsac The contractual approach of M&A
terms is supported with a significant link betweash payment and offer premium. We run a
restricted Tobit model of the share/cash paymeme. Tobit estimates are not convergent and

we cannot statute on significancy. The asymmetrynffrmation seems to go along with
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share payment. A Logit model fits better and wiit ghe same results as the Probit one,

except for the asymmetry variahle
INSERT 13

The results between the two estimates accordingahneples of firms in tables 12 and 13
suggest that the nature of the determinants gbalyenent changes, particularly if we consider
alternate “corner” choices, i.e. full cash or feljuity payments. We also used a linear
probability model instead of a Probit. The lineatimate function of the binary choice is
shown in table 13. The fitted values of the Prafitdel and of the linear model of the dummy
alternate choice between full cash and full shagnents, are estimated. We calculated their
respective cumulative density function. The cotreta between the two is fairly good
(+0.67f. It means that, although imperfect, a linear estévof the binary choice is a good
proxy for the Probit modél Therefore using a linear fitted value to expléia binary choice

is acceptable and allow us to use a system of imegal equations (instead of a non linear

system of equation).

-) Hybrid payment choice and regimes of payments

Some determinants are specific to given means gimpats. An estimate of the genuine
explaining variable of the cash percentage in laypayments is done using a limited set of 8
variables because of the limited number of mixeghpent transactions in our sub sample. It
highlights that the percentage paid in cash is thegg linked with the offer premium. Other

variables do not seem to influence it (see Tab)é 14

Hybrid choice

Variable Coefficient p-val
Constant 51,0912 0,0000%
SAME_SECT -4,4922 0,6156

> Not reported here.

® The mean values of the two fitted cdf values usingpit and linear estimates are respectively 0y85%9,783;
they have the same standard deviation (0,149).

" OLS regression on dummies may not respect the alityncondition for residuals. We checked the nditpa
of residual s. The skewness test and the Bera-daegticonfirm normality at the 1% level. Howeveanrtdsis
confirms normality only at the 10% level. We intumeétd here a linear model for the alternative chsinés
choice because it will simplify the estimate of dwo equations system below.

8 Considering the simple correlation values.
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OFFER_PREMIUM_1W -0,3073 0,0249°

TOEHOLD 0,0437 0,8300
ACQ Q -2,0908 0,1970
TARG_Q 4,8004 0,2109
DUM_CHALLGED_DEA 2,8683 0,7878
DESEQ -1,4388 0,3140
ASYMMETRY1 3,6990 0,2869

Table 14 - Determinants of hybrid payment choices

(Dependant: percentage paid in cash in hybrid &@tmens; OLS estimatesybust covariance
estimate are used to adjust for heteroscedasti@tyables definition: see Table 8; European M&A
transactions; 2000-2010; N=32; a: 1% significamsel; b: 5% significance level; c: 10% significance
level)

The cash-share alternative shows explaining vasldlifferent from the hybrid payment
setting. The significant constant means thatheralverage, a 51/49 mixed payment scheme is
considered. Then an important offer premium witluee the percentage of cash payment, and
for an average premium of 25%, it will result id3&/57 percent scheme. The other variables
are not significant, particularly the informatiosyanmetry variable. A same sector acquisition
will be done more frequently with a full-equity pagnt and not in an all-cash scheme. This
diversification risk sharing effect determines anav solution with either full cash or full
share payments and has no impact on the choicgboidhschemes. A competitive bid favors
cash in full payment choice but not in mixed. Wiawking at simple correlation, the same is
true for a domestic acquisition. Transaction valm@acts negatively a full-cash payment.
This transaction value is not significant in hybrmmayments (when analyzing simple
correlations or the cash/hybrid Probit in table. 10)

The conclusion we draw from the first step of thalgsis is that the means of payment choice
is a decision that follows different regimes (Ctofeet al. 1983). In given contexts, some
determinants are important to justify full cash strare payments. The previous empirics
suggest that for instance cross country acquisitammd challenged deals are all or nothing
conditions which trigger a full-cash payment. Aratteffect is less important. Full equity
payments are linked with the offer premium. Selles paid less in price but more in hopes
by accepting shares on the newly merged firms. Asgiry of information and risk sharing
goal will explain equity payments. These two regnoé payment are « corner solutions ».
Hybrid payment introduces a continuum between #st two. They develop a complex
scheme with a fine tuning of the many equilibriuariables shared in the agreement. The two
most important are the price and the relative mixpayment. Hence this variable is

endogenous and should be modelized specifically.
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In the previous tests, cash payment and offer prersiare endogenous. These decisions are
coincidental in a contractual approach. They carbwtseparated when analyzing M&A
transactions. This point is not systematically reerdd in the literature, except Faccio and
Masulis (2005). It is more scarcely implemented empirical test. It implies that the
conclusion we derived in the first step of the gsial are questionable and they should be
confirmed in a larger model of the transactiongatizristics.

3.3 Offer premium

The offer premium is the well known term describiMgA deals. Its determinants are
explored in table 15. We used a first set of 22eggprs including a constant and dummies
for means of payment. The latter are not significaie premium is increasing with the
percentage of share acquired by the bidder. Clydbtargets are paid more. We reduced the
list of regressors to alternatives subsets of 1®\ariables, without any constant.

INSERT TABLE 15

The size of the offer premium is still increasinghathe percentage of share acquired and
when the deal is challenged. The percentage of pagment is significant, meaning that
higher cash payments lead to higher premiums. Tdwractual nature of a transaction
appears with asymmetry of information: a large bidelatively to the target will pay a lower
premium. He can enjoy information superiority amfluence the target to accept a lower
premium. The target's Q is positively linked withiet premium. Opportunity growth at the
target level enhances the paid premium. The negdidd zone dummy means that intra
European firms will pay less. It evidences the eiogi fact that cross border (i.e. outside
Europe initiators) acquisition will pay higher premms. The absolute size of the transaction

does not influence significantly the premium.

The DESEQ variable is the difference between thegmage of shares sought by the
acquirer and the effective number of acquired shdtes a proxy of disequilibrium in the

transaction between the terms offered by the bidddrthe strength of the agreement by the
seller. For instance, tight conditions will resmita high value of DESEQ. The negative sign

associated with that variable shows a link witlatigkly low (and insufficient) premiums. We
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will use thereafter the linear equations to motel affer premium either in a large definition
with 10 independent variables (equation Premiung oestricted list of 6 variables (equation

Premium1).

3.4 Simultaneous equations

As far as premiums and means of payment are josglywe have to use simultaneous
equations (Betton and Eckbo, 2000; Officer, 2008 distinguish two models to asses the
regimes of payment. In each situation there isratogenous link between the terms of the
transactions. We first tested a unique systemherglobal cash/mixed/shares sample. It will
be used as a benchmark before specific regimesrmysstimates. We acknowledge that it
ignores the existence of two regimes in the meapagment choice. We first check a large

system version:

OFFER_PREMIUM_1W =#PERC_SH_ACQD + #PERC_CASH + g¢DESEQ +
a*TARG_Q+ a&*DUM_CHALLGED DEA + &*ASYMMETRY1 + a*TRANS_VAL +
a*SAME_SECT + @*DUM_EU_ZONE + a¢*DUM_SUBSIDIARY (1a)

PERC_CASH = b+ b*TRANS_VAL + b,*SAME_SECT + B*DOMESTIC_ACQ +
b*ACQ_PC_EBITDA + *OFFER_PREMIUM_1W + ' TOEHOLD + b*TARG_LEV +
bg*DUM_CHALLGED_DEA + be*DUM_SUBSIDIARY + byt ASYMMETRY1 (1b)

A reduced version is also tested with a more lichitamber of regressors:

OFFER_PREMIUM_1W =gPERC_SH_ACQD + #PERC_CASH + gDESEQ +
a*TARG_Q+ a&*DUM_CHALLGED_DEA + a*ASYMMETRY1 (2a)

PERC_CASH = p+ b*TRANS_VAL + b,*ACQ_PC_EBITDA + B*TARG_LEV +
bs#OFFER_PREMIUM_1W + B’ ASYMMETRY1 + bg*DUM_CHALLGED DEA +
b*TOEHOLD (2b)

In each equation of the system, the dependentbtariaf one equation is an independent
variable of the other. The results are displayethlne 16. A positive relationship between the
cash percentage and the offer premium is signifigavidenced in the four equations. The
offer premium is positively linked with the percage of shares acquired, the target’ Q and
the competitive nature of the deal and negativaty whe disequilibrium. This confirms the
univariate premiums estimate. The percentage df frasn 0% to 100%, including the two
border limits, is positively influenced by TRANS_VATARG_LEV, TOEHOLD and the
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dummy DOMESTIC_ACQ. This is in line with what waspected. However the information
asymmetry variable is nowhere significant, conlyao expectations.

INSERT TABLE 16

We turn to systems of equations based on differegimes of means of payment. We still
have as dependant variables in each couple of iegeatthe offer premium and the
percentage of payment. In the cash/shares reghmegddpendant is a dummy for either full
cash(1) or full share(0) payments, in the mixednpayt regime the dependant variable is the
percentage paid in cash.

-Cash/shares system of equations

The first system of simultaneous equations hasnarpichoice as endogenous variable for
payment. It is a dummy variable representing thegeage of cash payment for full cash
(i.,e. 100%) and full equity (0%). Here the sampdelimited to full cash or full share
transactions. The difficulty is that premium isantnuous variable and the cash payment is a
discontinuous variable. As mentioned by Officerq@Dwe cannot use a direct standard linear
approach in such a situation. We substitute thennadapayment equation using a linear
continuous proxy identified in Table 13. The probgbto have full cash or full share
payment is fitted by a linear form instead of alitrequationl. We estimate systems of linear

equations.

OFFER_PREMIUM_1W =#PERC_SH_ACQD + #PERC_CASH + g¢DESEQ +
a*TARG_Q+ a*DUM_CHALLGED DEA + &*ASYMMETRY1 + a*TRANS_VAL +
a*SAME_SECT + @*DUM_EU_ZONE + a¢*DUM_SUBSIDIARY (3a)

PERC_CASH = b+ b*TRANS_VAL + b,*SAME_SECT + B*DOMESTIC_ACQ +
b*ACQ_PC_EBITDA + B*OFFER_PREMIUM_1W + BTARG _LEV +
b*DUM_CHALLGED_DEA + b *ASYMMETRY3 (3b)

° A non linear Probit model would have been bettewever it has a non linear form and lead to alivear
equations system. We tried to implement it and atgpgor results. Our non linear system of equation
econometric algorithms estimates coefficient assgmion zero second order derivatives. This is Imothase
with a Probit equation. So the standard deviatafrestimates are not relevant and we cannot aksses t
significance of the estimated coefficients.
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Equation (3a) is similar to equation (1a). A maraited system is also estimated with 6

explaining variables for the offer premium instedd 0.

OFFER_PREMIUM_1W = #PERC_SH_ACQD + #PERC_CASH + gDESEQ +
a*TARG_Q+ a&*DUM_CHALLGED_DEA + a*ASYMMETRY1 (4a)

PERC_CASH = p+ b*TRANS_VAL + b,*SAME_SECT + B*DOMESTIC_ACQ +
bs*ACQ_PC_EBITDA + R*OFFER_PREMIUM_1W + B TARG_LEV +
b*DUM_CHALLGED_DEA + bg *ASYMMETRY3 (4b)

The estimates of the linear systems (3a-b) ando)4are shown in table 18. A strong and
positive relation is identified between the offeemium and the dummy cash/share. The
percentage of acquired shares and the target'seQinareasing with the premium. The
disequilibrium variable is negatively significanThe same is true for the dummy
EURO_ZONE which means that acquirer’s incorporateithe EU will pay a lower premium
than overseas acquirers. The determinants of tek/staare payment alternative are those
previously identified (absolute size of transactisector diversification, dummy for domestic
deals). What is new compared with the global santptt is now that the information
asymmetry variable is strongly significant as expedy the risk sharing theory: The shares
payment probability increases with the ASYMMETRY&able.

INSERT TABLE 17

The simultaneous equation test yields a more sbgdisd view than a simple equation
setting. The latter explains a dependant variabsiming no endogeneity in the regressors.
Here a joint setting exists between the premiumtaedmode of payment (either all cash or
all shares). The cross relation is positive andhii@ant: premiums are higher with cash
payments. Full cash offer will pay premium increhbg 20% compared with shares payment.
Compared to the single equation test, the diffexead¢hat the challenged characteristic of the
deal is no more significant in explaining the premi Intra EU transaction deals will have
premiums with a 9% discount compared to cross odeals. Elements of the financial
structure of the bidder (cash-flows and debt) hawenfluence on the premium paid. The
financing decision is not relevant to infer the me&payment choice (similarly to Martynova
and Renneboog, 2009). The cash/share payment egime imposed by cross countries
acquisitions, by the economic nature of the actjaisisame sector bids are more largely paid

by shares. The absence of economic diversificatidhresult in more risky synergies or
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gains. It pushes the acquirer to cover this econaisk by paying more with shares. At the
end, asymmetries of information are the drivingialale behind the joint choice of the

premium paid and the means of payment choice.

In a binary choice between alternate means of payibes rather difficult to find a more
finely tuned agreement. The bidder can only sighal future value through the premium
paid. As a result the transaction recorded is aglmd may present some disequilibrium
features. Here the DESEQ variable is negative aguificant. It signals that some bidders
would have desired to get more shares than theactefély got. The explanation for the
imbalance is simple: they do not pay enough anghtbmium offered was too small.

- Hybrid payment system

The second system of equation has the percentaggsbfpayment as dependant variable. It is
estimated only on the sample of hybrid paymentsations. The major drawback of the
estimation is the low number of available obseprati (N=32). We have two systems of
equations according to the number of independentilas used in the offer premium

equation: 10 or 6.

OFFER_PREMIUM_1W =#PERC_SH_ACQD + #PERC_CASH + g¢DESEQ +
a*TARG_Q+ a*DUM_CHALLGED DEA + &*ASYMMETRY1 + a*TRANS_VAL +
a*SAME_SECT + @*DUM_EU_ZONE + a¢*DUM_SUBSIDIARY (5a)

PERC_CASH = p+ b*SAME_SECT + B*OFFER_PREMIUM_1W + FTOEHOLD +
b#ACQ Q + b*TARG Q + L*DUM _CHALLGED DEA + Db#*DESEQ +
bs*ASYMMETRY1 (5b)

Equation (5a) for offer premium is similar to edoat(3a). A more limited system is also

estimated:

OFFER_PREMIUM_ 1W =#PERC_SH_ACQD + #PERC_CASH + g&DESEQ +
a*TARG_Q+ a&*DUM_CHALLGED_DEA + a*ASYMMETRY1 (6a)
PERC CASH = p + b*TRANS VAL + b,*SAME_SECT + hB*DOMESTIC_ACQ +

b#ACQ PC_EBITDA + R*OFFER_PREMIUM_1W + KTARG LEV +
b*DUM_CHALLGED_DEA + bg *ASYMMETRY1 (6b)
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These linear systems estimates are shown in tabl&Ve do not identify a positive cross
relationship between the offer premium and the gr@ge paid in cash in mixed payment
schemes. The offer premiums are positively infleehby the size of the block of acquired
shares, by the challenging status of the deal grttidotarget’s Q value. The latter underlines
the importance of growth opportunities at the tdsgevel. A new variable appears positively
linked with the premium in hybrid payments: the @b# size of the transaction (only at the
10% level). This determinant is not found signifitan the full cash/full share transactions.
The percentage of cash in the payment does noindeggnificantly on any variables. The
result of our estimate on the hybrid sample is pdbe low number of observations and the
large number of independent variable reduces tlobaility of a variable to appear as
significant. Particularly the asymmetry of infornoet is not found significant.

INSERT TABLE 18

We tried to limit the number of variable to incregdhe number of degree of freedom. In the
panel C of table 18 we reduced the number of regresThe sample is now 51 observations.
We then get an offer premium positively correlateth PERC_SH_ACQ, TARG_Q and
DUM_CHALLGED_DEA. The percentage of cash is now ipesly linked with the offer
premium, highlighting a contractual trade-off. Teeonomic diversification also influences
the deal in line with the contractual approach. $lgn of the acquirer’'s cash flow variable
shows that the financial situation of the acquirais conditions the setting of the mix of
payment in the expected way. However, when loolahgpanel C the quality of the cash
percentage equation remains very ptor.

How to interpret the absence of significant relasioip in the case of hybrid M&A? We
already mentioned the small size of the hybrid damydoreover, the simultaneous equation
system underlines a complex equilibrium where maagables are endogenous. The one
equation test of the cash percentage evidencedivegaon significant) relationship with the
asymmetry of information (see table 12; also nghisicant in the global sample test, see
table 16). The sign of the variable turns positare remains not significant in the hybrid
system of equations. It stays negative and bectmghdy significant to explain the choice of
payment in the alternative cash/share sample (8bke t18). We conjecture that the

191f we introduce a constant in the cash percentagrtion, the independent variables turn insigaifiin panel
C.
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asymmetry of information is lower in hybrid paymesthemes because of delivered
information through the judicious setting of therqentage paid in cash as suggested in La
Bruslerie (2010). The sample is a cross sectiosuatcessful acquisitions with conditions
apparently satisfying for the parties. An imbalahsguation where the bidder does not get
what he wants does not appear significant and doesvidence poor premium setting. This

is a strong difference with the test for alternatbash/share payments.

The hybrid payment allows a fine tuning where tharacteristics of the transaction are more
inflated with information. Even if a negotiation & not exist formally in a takeover bid,
when using a mixed scheme of payment the biddauldhotegrate not only his interest but
also the seller’'s ones. He knows that the percenthgash is screened by the seller. We draw
the conclusion that the transaction terms, paditylthe percentage paid in cash, reflect

equilibrium in risk sharing about the future unaértvalue of the acquisition.

Conclusion

The analysis of the offer premiums and of the meahgayment should not be done
separately. We show that these two variables anmtlyjoset up in a contractual approach.
More precisely the relationship of cash means gfrEnt with the offer premium is positive:
higher premiums will yield mixed payment with largeash. A trade-off equilibrium
develops: when the seller wants to be paid moreshioeild accept to be paid more in hope
(i.e. in new equity shares). The risk sharing ratifra M&A deal is confirmed and influences
the means of payment. The double risk situatioleseln a double asymmetry of information
between the buyer and the seller as identified bpden (1987). The choice of means of
payment is a complex decision which can be doradternate terms of full cash or full share
payments. Hybrid payments follow a different ratitm The fine tuning of the percentage
paid in cash is also an important term in a sudoks$sansaction and helps in delivering

information.

Considering a sample of European M&As over the 2ZP000 decade, the determinants of the
mean of payment choice are known and confirmeang$-with a high growth potential and a
high stock value may be more prone to finance atipm with equity. Financial conditions

are poorly significant as in Martynova and Renngp¢2009). As a result we show that
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empirical analysis should not be done on global@amixing any regime of payment. Full
cash and full share payments are corner solutiohshwwill yield different levels of
equilibrium between parties. The determinants efttAnsaction terms are not the same and
we identified two regimes of payment. Blendingth# deals in one sample will assume that a
continuum exists from full cash to all shares paytseRunning regressions even through a
simultaneous setting on a global sample can beeadsig. It will ignore the difference of
regimes of payments and the results may be spuridwsexistence of regimes of payment in
M&A transactions is the first conclusion. We testie different sets of determinants of
M&A terms in a contractual approach where the ofiemmium and the means of payment are
jointly set. The underlying rationale of asymmetdyinformation and risk sharing calculus
explains the contractual approach. It is suppokgdhe data. It combines well with know
factors such as cross border acquisitions, conngetitansaction or the absolute size of the
target, all of them favoring cash payment. Howettes,limited number of hybrid deals in our

sample would justify further development.
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Series Obs Mean Std.Err Minimum Maximum

ACQ CASH _HLDG 417 4268,3931 47547,7185 0,0060 966677,8710
ACQ_EBITDA 422 4361,2206 35518,5197 -686,9000 707896,9590
ACQ _LEV 413 0,2755 1,7507 -7,2377 31,6685
ACQ_MKT_VAL 4w 306 16992,8120 35820,3673 7,3350 446828,4730
ACQ _NET_ASS 424 18910,2834 202762,2048 -1021,5450 4104939,1990
ACQ NET _DEBT 423 3555,8100 57384,7745 -959364,8320 597080,3370
ACQ _PC CASH 417 11,8988 73,8880 0,0001 1015,2740
ACQ _PC _EBITDA 422 14,3714 128,3267 -8,0298 2460,0518
ACQ _PC PPE 412 0,5799 3,1177 -22,5154 15,3450
ACQ_PPE 423 12954,4591 100989,2728 0,2520 1911625,9020
ACQ Q 275 3,6032 5,0729 -8,2937 43,8388
ASYMMETRY1 410 0,6592 1,2935 -0,3266 10,3594
ASYMMETRY2 296 0,4530 0,7103 0,0009 4,3558
ASYMMETRY3 413 0,9617 2,8396 -10,5519 31,0473
ASYMMETRY4 268 2,5601 8,7223 -0,0083 99,6373
DESEQ 479 1,8823 7,3729 -51,7620 65,4400
DOMESTIC_ACQ 528 0,6042 0,4895 0,0000 1,0000
DUM_CASH 528 0,5568 0,4972 0,0000 1,0000
DUM_CHALLGED_DEA 528 0,0606 0,2388 0,0000 1,0000
DUM_EU_ZONE 528 0,6439 0,4793 0,0000 1,0000
DUM_HYBRID 528 0,1174 0,3222 0,0000 1,0000
DUM_SH 528 0,1439 0,3514 0,0000 1,0000
DUM_SUBSIDIARY 528 0,1913 0,3937 0,0000 1,0000
DUM_TARG_FAM_OWN 528 0,0019 0,0435 0,0000 1,0000
DUM_TOE 528 0,3011 0,4592 0,0000 1,0000
EBIT_ROA 418 0,0914 0,0871 0,0020 1,0070
ENT_VAL 503 7745,4877 25648,6558 13,0360 442807,6090
EQ VAL 504 6432,4035 23458,5490 52,0780 432124,5420
FRIEN_ATTITUD 528 0,6742 0,4691 0,0000 1,0000
OFFER_PREMIUM_1W 423 28,7704 40,9218 -99,2400 340,4400
PERC_ACQ _SH_ISSU 528 6,2662 14,8454 0,0000 96,9700
PERC_CASH 417 92,4949 20,1322 1,2390 100,0000
PERC_OWN_AFTER 487 73,1246 36,3815 0,2990 100,0000
PERC_SH 141 80,6033 26,9872 13,0800 100,0000
PERC_SH_ACQD 483 58,0259 39,7593 0,2620 100,0000
PERC_SOUGHT 500 61,1850 39,7712 0,2940 100,0000
SAME_SECT 528 0,5814 0,4938 0,0000 1,0000
TARG_LEV 491 0,0946 0,2311 -0,8834 0,6701
TARG LEV1 427 0,2649 0,2028 0,0010 0,8950
TARG_MKT_VAL 521 3953,4782 10549,1174 -42,7050 113064,3820
TARG_NET_ASS 520 2332,6581 6395,0014 -5520,8350 91946,0490
TARG_PC_CASH 513 1,2113 6,0299 0,0001 93,9707
TARG_Q 485 3,2921 4,2978 0,3750 34,6180
TARG_Q1 478 4,8783 5,9806 0,4460 46,3910
TOEHOLD 528 14,1002 26,9098 0,0000 99,4570
TRANS VAL 528 1804,0272 6586,9736 50,2420 75960,8470

Annex 1 Descriptive statistics of the variables

(after filtering variables; observations above t©8% and below the 1% distribution
eliminated for the ASSYMMETRY, TARG_Q, ACQ_G, ACQEV and TARG_LEV
variables, variable definitions, see table 8)
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ASYMMETRY1 ASYMMETRY2 ASYMMETRY3 ASYMMETRY4 ACQ_LEV TARG_LEV TARG_LEV1 TARG_Q1 TARG_Q ACQ_Q
ASYMMETRY1 1,0000
ASYMMETRY2 0,6402 1,0000
ASYMMETRY3 0,5914 0,2455 1,0000
ASYMMETRY4 -0,0918 0,0075 -0,0750 1,0000
ACQ_LEV 0,0620 0,0207 -0,2532 -0,0171 1,0000
TARG_LEV 0,1963 0,3240 0,0080 -0,0803 0,0307 1,0000
TARG_LEV1 0,2494 0,3644 0,0298 -0,0524 0,0745 0,5942 1,0000
TARG_Q1 -0,0815 -0,0862 0,0598 -0,0077 0,0189 0,0452 0,2777 1,0000
TARG_Q -0,1014 -0,1790 0,1433 0,0266 0,0191 -0,2035 -0,1113 0,6944 1,0000
ACQ_Q 0,2064 -0,1218 0,3245 -0,1419 0,0715 -0,0958 -0,0966 0,1413 0,2906 1,0000
ACQ_PC_PPE 0,0142 -0,0550 -0,0981 -0,0031 0,3835 -0,0217 0,0052 -0,0493 -0,0714 0,0327

Annex 2 Correlation matrix between asymmetry obinfation, leverage and Tobin’s Q variables
(ASSYMETRY1: Ratio of target and acquirer's neteasausing accounting value; ASYMMETRY2: ratio ogietlr market value divided by the
acquirer market value 4 weeks before transactid®YMMETRY3: Ratio of the transaction value dividey the acquirer's accounting total
value; ASYMMETRY4: Ratio of the target’s Q valuavided by the acquirer's Q; ACQ_LEV: Ratio of thegairer’'s net debt to the sum of his
net book value and his net debt; TARG_LEV: One mithe equity book value divide by the enterpridaltealue; TARG_LEV1 Target long

term debt divided by long term debt plus equityngsaccounting values; TARG_Q1: Ratio of Enterpkisdue to Net Assets; TARG_Q:. Ratio
of Enterprise Value to Target Capitalization; ACQ_&cquirer's market value 4 week before transacttwide by his net asset value;

ACQ_PC_PPE: Ratio of acquirer’s net debt compawdds book value of properties, plant and equipsient
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Hybrid (vs Shares) Cash(vs Hybrid) Cash(vs shares)

Variable Coefficient p-val Variable Coefficient p-val Variable Coefficient p-val
Constant -22,2048 0,0800° Constant 2,8109 0,0882° Constant 5,6542 0,0001%
PERC_SH_ACQD 0,1946 0,1105 PERC_SH_ACQD -0,1394 0,0949° PERC_SH_ACQD 0,0139 0,7239
TRANS_ VAL -0,0001 0,3734 TRANS VAL 0,0000 0,3166 TRANS VAL -0,0001 0,0502°
SAME_SECT -0,1866 0,7943 SAME_SECT -0,2052 0,5513 SAME_SECT -1,3944 0,0012°
DOMESTIC_ACQ -1,4828 0,3293 DOMESTIC_ACQ -0,8200 0,0317 DOMESTIC_ACQ -1,9726 0,0003?%
ACQ_PC _EBITDA 0,8945 0,4544 ACQ_PC _EBITDA 0,3827 0,0490° ACQ_PC_EBITDA 0,0789 0,3920
TARG_PC_CASH -3,1509 0,2592 TARG_PC CASH 0,7372 0,6882 TARG_PC_CASH -0,0108 0,7447
FRIEN_ATTITUD 1,8546 0,1231 FRIEN_ATTITUD 0,6267 0,2897 FRIEN_ATTITUD 1,0383 0,0765°
OFFER_PREMIUM_1W 0,0556 0,0255° OFFER_PREMIUM_1W 0,0102 0,1122 OFFER_PREMIUM_1W 0,0328 0,0003?%
DUM_TOE 13,0029 0,0896° DUM_TOE -0,3448 0,6447 DUM_TOE 0,0990 0,8498
EBIT_ROA -2,7898 0,5621 EBIT_ROA -0,5510 0,9076 EBIT_ROA -3,8303 0,1185
ACQ_LEV 1,8367 0,0277° ACQ_LEV -0,0018 0,9902 ACQ_LEV -0,1373 0,5536
TARG_LEV -9,6022 10,0067 TARG_LEV 0,6923 0,5723 TARG_LEV -4,8995 0,0036%
ACQ _Q -0,1631 0,3295 ACQ_Q 0,0748 0,1580 ACQ_Q -0,1164 0,0377°
TARG_Q -0,5685 0,0119° TARG_Q 0,3353 0,0557° TARG_Q -0,1802 0,0087%
DUM_CHALLGED DEA 17,2773 0,0079° DUM_CHALLGED_ DEA -0,5239 0,2823 DUM_CHALLGED_DEA 7,7897 0,0001%
PERC_SOUGHT 0,0521 0,4737 PERC_SOUGHT 0,0997 0,2040 PERC_SOUGHT -0,0352 0,3689
DUM_SUBSIDIARY 3,5970 0,0137° DUM_SUBSIDIARY -0,5314 0,4415 DUM_SUBSIDIARY 0,1833 0,8201
ASYMMETRY1 -0,0859 0,7589 ASYMMETRY1 -0,2211  0,2821 ASYMMETRY1 -0,2415 0,2537
N=50 N=138 N=132

Table 10 Determinants of alternate choice of a ntégrayment

(Probability to choose one mean of payment agaimsthar specified one, Probit estimates; Cash:dagh payment; Hybrid: mixed payment; Shares: full
share payment; robust covariance estimate aretasstjust for heteroscedasticity; variable defoms: see Table 8; European M&A transactions; 200102

a: 1% significance level; b: 5% significance lewel10% significance level)
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Tobit Perc_Cash Lin. Reg Perc_cash (1) Lin. Reg Perc_cash (2)

Variable Coefficient p-val Variable Coefficient p-val Variable Coefficient p-val
Constant 1112,4972 0,0002 Constant 121,5378 0,0000* Constant 105,1491 0,0000%
PERC_SH_ACQD -0,8416 0,8382 PERC_SH_ACQD -0,1319 0,7877 PERC_SH_ACQD -0,0944 0,8052
TRANS_VAL -0,0078 0,0238 TRANS_VAL -0,0006 0,0039° TRANS_VAL -0,0001  0,5600
SAME_SECT -216,8060 0,0032 SAME_SECT -12,0207 0,0275° SAME_SECT -0,4259 0,9108
DOMESTIC_ACQ -295,4123 0,0009 DOMESTIC_ACQ -16,6918 0,0014* DOMESTIC_ACQ -2,6853 0,5001
ACQ_PC_EBITDA 36,3822 0,0055 ACQ_PC_EBITDA 0,2157 0,5736 ACQ_PC_EBITDA 0,2475 0,3716
TARG_PC_CASH 1,8202 0,8569 TARG_PC_CASH 0,1804 0,6256 TARG_PC_CASH 0,0157 0,9580
FRIEN_ATTITUD 334,2448 0,0030 FRIEN_ATTITUD 8,2984 0,2270 FRIEN_ATTITUD 1,4876 0,7583
OFFER_PREMIUM_1W 6,7687 0,0003 OFFER_PREMIUM_1W 0,3057 0,0003* OFFER_PREMIUM_1W 0,2384 0,0023%
DUM_TOE -26,4874 0,7463 DUM_TOE 0,6083 0,9301 DUM_TOE -4,7283  0,3725
EBIT_ROA -521,0896 0,1655 EBIT_ROA -27,3563 0,6732 EBIT_ROA -16,4083  0,7939
ACQ_LEV 52,1914 0,0840 ACQ_LEV 1,9466 0,4628 ACQ_LEV 0,5268 0,7726
TARG_LEV -907,7025 0,0009 TARG_LEV -29,0440 0,0900° TARG_LEV -21,7329  0,1262
ACQ_Q -17,8164 0,1215 ACQ_Q -0,3556 0,6074 ACQ_Q 0,3138 0,3912
TARG_Q -33,7571 0,0019 TARG_Q -1,2279 0,4795 TARG_Q -1,2179  0,4190
DUM_CHALLGED_DEA  136,7236 0,3332 DUM_CHALLGED_DEA 8,1201 0,2430 DUM_CHALLGED_DEA 2,5481 0,5772
PERC_SOUGHT -6,8574 0,1222 PERC_SOUGHT -0,2698 0,5757 PERC_SOUGHT -0,0722  0,8491
DUM_SUBSIDIARY -277,4035 0,0116 DUM_SUBSIDIARY -16,3013 0,0844° DUM_SUBSIDIARY -12,3523 0,0990°
ASYMMETRY1 -37,3840 0,2434 ASYMMETRY1 -5,6066 0,0548° PERC_ACQ_SH_ISSU -1,5218 0,0000°
SIGMA 66,540 0,0000 DUM_TARG_FAM_OWN 0,000 ns
N=159 N=159 N=162
R2adj:0,27 R2:0,60

Table 12 — Determinants of the percentage pai@sh c

(Dependant variable is the percentage paid in frash 0 to 100%:;Trobit truncated estimates not convergent, p-valrat reliable; Lin.Reg.: OLS
Linear estimates; ns: p-val is not significant;usbcovariance estimate are used to adjust fordstedasticity; variable definitions: see Tabld8ropean
M&A transactions; 2000-2010; a: 1% significancediew: 5% significance level; c: 10% significanegdl)
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Restricted cash/share alternative Probit Dummy cash/shares Linear OLS estimate

Variable Coefficient p-val Variable Coefficient p-val
Constant 0,8768 0,0001* Constant 0,8946 0,0000%
TRANS_ VAL -0,00003 0,0051° TRANS_ VAL -0,00001 0,0000%
SAME_SECT -0,5050 0,0138° SAME_SECT -0,0890 0,0427°
DOMESTIC_ACQ -0,5947 0,0042® DOMESTIC_ACQ -0,1314 0,0037%
ACQ_PC EBITDA 0,1661 0,0003* ACQ _PC_EBITDA 0,0001 0,0284°
OFFER_PREMIUM_1W 0,0113 0,0030° OFFER_PREMIUM_1W 0,0012 0,0206°
TARG_LEV 0,9332 0,0430° TARG_LEV 0,1169 0,2902
DUM_CHALLGED_ DEA 1,2746 0,0077° DUM_CHALLGED_DEA 0,1684 0,0008%
ASYMMETRY3 -0,0560 0,0802° ASYMMETRY3 -0,0221 0,0629°
N=283 N=283

Log=-102,99 R2=0,14

Table 13 — Determinants of alternative cash-sheltege

(Dependant is dummy full cash(1)/full share(0) pawin restricted model with 8 variables; Probit resties;robust covariance estimate are used to
adjust for heteroscedasticity; variable definitiosse Table 8; European M&A transactions; 2000-2010.% significance level; b: 5% significance lewe
10% significance level)

43



Variable Coefficient p-val Variable Coefficient p-val Variable Coefficient p-val

Constant -0,7471 0,9558 PERC_SH_ACQD 0,2632 0,0000° PERC_SH_ACQD 0,2134 0,00007
PERC_SH_ACQD 0,2812 0,0027° PERC_CA1 0,1761 0,0000° PERC_CA1 0,1590 0,0000°
TRANS_VAL -0,0002 0,1283 DESEQ -0,3941 0,1184 DESEQ -0,4447 0,0105°
SAME_SECT 2,9794 0,4617 TARG_Q 1,3944 0,0017° TARG_Q 1,1784 0,1120
DOMESTIC_ACQ -3,9001 0,3742 DUM_CHALLGED_DEA 17,0925 0,0214° DUM_CHALLGED_DEA 17,5179 0,0022°
DUM_EU_ZONE -9,7539 0,1453 ASYMMETRY1 -0,6691 0,6957 ASYMMETRY1 -1,9458 0,0344°
ACQ_PC_CASH -0,2524 0,3435 TRANS_VAL -0,0003 0,2531

ACQ_PC_EBITDA 0,0049 0,9920 SAME_SECT 0,0623 0,9870

TARG_PC_CASH 0,6611 0,0694° DUM_EU_ZONE -8,4132 0,0562°

FRIEN_ATTITUD -7,4393 0,1904 DUM_SUBSIDIARY 2,5055 0,6379

PERC_CAl 0,1485 0,4745

DUM_TOE -3,5457 0,5552

DESEQ -0,3440 0,1468

EBIT_ROA -44,4597 0,2285

ACQ_LEV 0,2357 0,9036

TARG_LEV 9,7053 0,4958

ACQ Q 0,4360 0,4465

TARG_Q 1,2156 0,0580°

DUM_CHALLGED_DEA 13,0422 0,0628°

DUM_SUBSIDIARY -7,5133 0,2729

DUM_CASH 10,6170 0,6223

DUM_HYBRID 9,5223 0,3843

ASYMMETRY1 0,6669 0,7093

N=156 N=316 N=316

R2=0,26 R2=0,15 R2=0,14

Table 15 — Determinants of the offer premiums

(Dependant is offer premium in percentage calcdlatereek before the announcement; OLS estimeaibsgst covariance estimate are used to adjust
for heteroscedasticity; variable definitions: sebl€ 8; European M&A transactions; 2000-2010; NE4: significance level; b: 5% significance level; c:
10% significance level)
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Panel A

Dep OFFER_PREMIUM_1W Dep PERC_CASH
Variable Coefficient p-val Variable Coefficient p-val
PERC _SH_ACQD 0,2619 0,0000® Constant 79,5852 0,0000?
PERC CA1l 0,1815 0,0000° TRANS_VAL -0,0008 0,0052%
DESEQ -0,4306 0,0898° SAME_SECT -7,2093 0,1078
TARG_Q 1,3516 0,0021* DOMESTIC_ACQ -16,9655 0,0003%
DUM_CHALLGED_DEA 16,6398 0,0230° ACQ_PC_EBITDA 0,0058 0,7068
ASYMMETRY1 -0,9062 0,5910 OFFER_PREMIUM_1W 0,1069 0,0936°
TRANS_ VAL -0,0003 0,2283 TOEHOLD 0,1384 0,1609
SAME_SECT -0,6179 0,8699 TARG_LEV 20,4954 0,0393°
DUM_CHALLGED DEA 8,3900 0,3087
DUM_SUBSIDIARY -0,8896 0,8985
ASYMMETRY1 -0,3808 0,8443
N=312 N=312
R2=0,13 R2=0,09
Panel B
Dep OFFER_PREMIUM_1W Dep PERC_CASH
Variable Coefficient  p-val Variable Coefficient  p-val
PERC _SH_ACQD 0,2157 0,0000 Constant 66,6328 0,0000?
PERC_CAl 0,1663 0,0000 TRANS VAL -0,0008 0,0059%
DESEQ -0,4735 0,0591 ACQ_PC _EBITDA 0,0086 0,5850
TARG_Q 1,1480 0,0067 TARG_LEV 20,6861 0,0401°
DUM_CHALLGED_DEA 17,0109 0,0190 OFFER_PREMIUM_1W 0,1462 0,0228°
ASYMMETRY1 -2,0558 0,1945 ASYMMETRY1 -1,6997 0,3790
DUM_CHALLGED DEA 7,1585 0,3916
TOEHOLD 0,1439 0,0806°
N=312 N=312
R2=0,13 R2 0,05

Table 16 — Determinants of offer premiums and peege for any means of payment - Simultaneous souastimates over the global sample
(Dependants are offer premiums in percentage @aknill week before the announcement and perceptaden cash; linear system of two
equations; see equations (1la-b) and (2a-b) inetkterbbust covariance estimate are used to adjustefirdiscedasticity; variable definitions: see Table
8; European M&A transactions; 2000-2010; N=a: 1@msicance level; b: 5% significance level; c: 18¥gnificance level)
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Panel A

Dep OFFER_PREMIUM_1W Dep PERC_CASH

Variable Coefficient p-val Variable Coefficient p-val

PERC_SH_ACQD 0,2343 0,0000* Constant 87,3147 0,0000%

PERC_CA1 0,2266 0,0000% TRANS_VAL -0,0008 0,0061%

DESEQ -0,4139 0,1223 SAME_SECT -8,6669 0,0696°

TARG_Q 1,2724 0,0162° DOMESTIC_ACQ -11,9831 0,0146°

DUM_CHALLGED_DEA 10,8204 0,2199 ACQ_PC_EBITDA 0,0080 0,5882

ASYMMETRY1 -1,5695 0,4023 OFFER_PREMIUM_1W 0,1564 0,0147b

TRANS_VAL -0,0002 0,5213 TARG_LEV 9,8302 0,3541

SAME_SECT -0,7300 0,8647 DUM_CHALLGED_DEA 14,6167 0,1070

DUM_EU_ZONE -8,8572 0,0672° ASYMMETRY3 -2,0069 0,0100%

DUM_SUBSIDIARY -0,3900 0,9474

N=255 N=255

R2=0,13 R2=0,11

Panel B

Dep OFFER_PREMIUM_1W Dep PERC_CASH

Variable Coefficient p-val Variable Coefficient p-val

PERC_SH_ACQD 0,1911 0,0001* Constant 87,3147 0,0000%

PERC_CA1 0,1972 0,0000% TRANS_VAL -0,0008 0,0061%

DESEQ -0,4794 0,0703* SAME_SECT -8,6669 0,0696°

TARG_Q 0,9757 0,0550° DOMESTIC_ACQ -11,9831 0,0146"

DUM_CHALLGED_DEA 12,4101 0,1564 ACQ_PC_EBITDA 0,0080 0,5882

ASYMMETRY1 -2,8159 0,1117 OFFER_PREMIUM_1W 0,1564 0,0147b
TARG_LEV 9,8302 0,3541
DUM_CHALLGED_DEA 14,6167 0,1070
ASYMMETRY3 -2,0069 0,0100%

N=255 N=255

R2=0,13 R2=0,12

Table 17 — Determinants of offer premiums and peegge for full cash/full share payments - Simultarglinear equation estimates
(Dependants are offer premiums in percentage ebaill week before the announcement and perceptadan cash(0% or 100%); linear
system of two equations; see equations (1la-b) 2aeb) in the textrobust covariance estimate are used to adjust d@rdscedasticity; variable
definitions: see Table 8; European M&A transactj@@0-2010; N=a: 1% significance level; b: 5% #igance level; c: 10% significance level)

46



Panel A

Dep OFFER_PREMIUM_1W Dep PERC_CASH

Variable Coefficient  p-val Variables Coefficient p-val

PERC _SH_ACQD 0,2311 0,0889° Constant 51,0912 0,0001%

PERC CA1l -0,3002 0,1437 SAME_SECT -4,4922 0,6334

DESEQ -1,0003 0,6201 OFFER_PREMIUM_1W -0,3073 0,1526

TARG_Q 4,0443 0,0993 TOEHOLD 0,0437 0,8916

DUM_CHALLGED_ DEA 33,6948 0,0146° ACQ_Q -2,0908 0,3555

ASYMMETRY1 0,9525 0,8202 TARG_Q 4,8004 0,3162

TRANS_ VAL -0,0007 0,0928° DUM_CHALLGED DEA 2,8683 0,8394

SAME_SECT 4,1792 0,6494 DESEQ -1,4388 0,5094

DUM_EU_ZONE 9,6868 0,4247 ASYMMETRY1 3,6990 0,5056

DUM_SUBSIDIARY 2,7048 0,8521

N=32 N=32

R2=0,15 R2=ns

Panel B

Dep OFFER_PREMIUM_1W Dep PERC_CASH

Variable Coefficient  p-val Variable Coefficient  p-val

PERC _SH_ACQD 0,2987 0,0068% Constant 51,0912 0,0001%

PERC CA1l -0,2390 0,1566 SAME_SECT -4,4922 0,6334

DESEQ -0,2526 0,8806 OFFER_PREMIUM_1W -0,3073 0,1526

TARG_Q 3,2981 0,1476 TOEHOLD 0,0437 0,8916

DUM_CHALLGED_ DEA 23,1298 0,0484° ACQ_Q -2,0908 0,3555

ASYMMETRY1 1,4349 0,7006 TARG_Q 4,8004 0,3162
DUM_CHALLGED DEA 2,8683 0,8394
DESEQ -1,4388 0,5094
ASYMMETRY1 3,6990 0,5056

N=32 N=32

R2=0,16 R2=ns

Panel C

Dep OFFER_PREMIUM_1W Dep PERC_CASH

Variable Coefficient p-val Variable Coefficient p-val

PERC _SH_ACQD 0,2446 0,0001* OFFER_PREMIUM_1W 0,4695 0,0012?%

TARG _Q 3,3741 0,0198" SAME_SECT 23,7547 0,0026

TRANS_VAL -0,0006 0,1292 ACQ_EBITDA 0,0026 0,0279"

DUM_CHALLGED_DEA 22,3073 0,0547°¢

N=51 N=51

R2=0,15 R2=ns

Table 18 — Determinants of offer premiums and pesge for hybrid payments -
Simultaneous linear equation estimates

(Dependants are offer premiums in percentage @akaill week before the announcement
and percentage paid in cash(0% or 100%); linedesysf two equations; see equations (la-
b) and (2a-b) in the textobust covariance estimate are used to adjust éterdscedasticity;
variable definitions: see Table 8; European M&Ansactions; 2000-2010; N=a: 1% significance
level; b: 5% significance level; c: 10% significarievel)
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ANNEX 1

Deal Value ($ Mil) Between 50 to HI
Target Nation (Code) Include  France, Germany, Wnitingdom,
Spain, Belgium, Netherlands, Italy

Acquirer  Nation RegionInclude Japan, Europe, North America

(Code)

Acquisition Techniquesinclude  Mandatory Offering, Private Tender

(Code) Offer, Merger of Equals,
Tender/Merger, Tender Offer,
Privately Negotiated Purchase, Open
Market Purchase, Exchange Offer

Target or Acquirer MacroExclude Financials, Government and Agencies

Industry (Code)

Deal Status (Code) Include  Completed, Unconditional

Consideration Sought (Codes) Include Common StoWKarrants, Stock,
Convertible Bond, Ordinary Share

Consideration OfferedInclude = Cash, Common/Ordinary Shares

Category (Code)

Acquirer Public Status (Code) Include Public

Target Public Status (Code) Include  Public

Annex 1 Criteria used to select takeover (datedeals between 01/01//2000 and 01/05/2010;
source: Thomson One Banker)
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