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Abstract

Few studies distinguish between the method of paymaed the means of financing in
mergers and acquisitions. This paper aims to feftei financing means has incremental
information beyond that contained in the paymentamse To answer this question, we
consider a sample of 265 deals undertaken by Fristeld acquires between January 1997
and December 2008. We decompose our sample acgdalithe method of payment (cash,
stock or mixed payment). The difference of mearss sdows that the impact of the three
methods of payment is not statistically significant order to take the analysis further, we
then broke our sample down according to both théhateof payment and the means of
financing (debt, equity or internal funds). Thefeiénce of means test, the event study
methodology and OLS regressions reveal that takeduganced by debt outperform those
financed by other means of financing. These fingliognfirm the monitoring role of debt and
support the pecking order preferences. Finally, OuS regressions highlight that market
reaction depends also on legal environment (commoen vs. non common law), on
acquisition characteristics such as deal size andcguirer specific factors such as size and
growth opportunities.
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1. Introduction

The choice of investment financing is a centraliéss the field of corporate finance. Since
the article of Modigliani and Miller (1958) abundditerature has focused on the impact of
capital structure on firm value. Modigliani andIMi (1958) assume that in a perfect market
with no-taxes, the financing decision is independem the investment decision. Under this
thesis, the choice of how investments are finarmegbn’t impact the stock market valuation.
However, several studies show that Modigliani antlelvls (1958) proposition is irrelevant
when we take into account taxes (Modigliani andlénjl1963), default costs (Myers, 1977)
and agency costs (Jensen and Meckling, 1976). Jotidbeory shows that optimal capital
structure reflects both the tax advantages of sistdefault costs, and agency costs resulting
from asset substitution (Leland, 1998). An altakmathesis is supported by the market timing
theory, which states that firms prefer externaligguhen the cost of equity is low, and prefer

debt otherwise (DeAngelo et al., 2010 ; Huang aiti@iR 2009 ; Baker and Wurgler, 2002).

Mergers and acquisitions offer an appropriate fraork to study the interaction between
investment and financing decisions. Harris and R€¥¢D88) and Stulz (1988) support the
existence of financing preferences in mergers aqdiaitions operations. According to these
authors, the objective of owners-managers is totaa control over the corporation and to
avoid capital dilution. To solidify their contromanagers prefer to finance mergers and
acquisitions operations by debt or by internal veses rather than by issuing new equity.
This intuition is in line with the pecking orderetbry initiated by Myers and Majluf (1984).
The authors assume that firms prioritize their sesirof financing, preferring internally
generated funds. If internal resources are ingdffic firms prefer straight debt, then
convertible debt, and finally external equity. Undeis hypothesis, a stock financing of an

acquisition could be interpreted by the market asga of overvaluation and hence would



generate negative announcement abnormal returngh®wother hand, Cooney and Kalay
(1993) develop a model in which an equity issueldaignal a profitable investment
opportunity and hence would generate potentiallgitp@ abnormal returns around the
announcement date. This hypothesis is in line W#msen’s (1984, 1987) intuition, which
argues that target shareholders prefer stock affecash offers when target equity is believed

to be underevaluated.

In view of these contradictory results, the questd the impact of the means of financing

investments on the market reaction around mergaisaaquisitions remains pertinent. The

goal of this paper is to test if there is a linkvbeen the means of financing investments and
value creation around mergers and acquisitionsatipes. Few studies are interested in this
issue as the literature has just focused on thenietion of the means of payment of the

operation. In these works, the differentiation waasde between operations paid with stocks
and those paid with cash (Travlos, 1987; Amihudhlet 1990; Faccio and Masulis, 2005;

Chemmanur et al., 2009; Harris et al., 2010, anathgrs). However, in the latter case (cash
payment), the takeover can be financed by debifyeigguing or internal funds. In this paper

we propose to fill this gap.

Our sample is composed of 265 mergers and adqusibperations undertaken in French
firms during the period between January 1997 anceBwer 2008. Our results reveal a link

between the choice of the means of financing amdb@bal returns observed around the date
of the operation. In fact, takeovers financed bytdeutperform those financed by other

means of financing.

The remainder of the paper is organised as folldwsection 2, we present a brief literature
review linked to our study. Afterwards, we detair @ample and our methodology. Section 4

summarises our main results. The last section adesl



2. Literature Review

2.1. The impact of the payment method on market redion around mergers and
acquisitions

Testing if mergers and acquisitions provide valigation or destruction for shareholders has
interested the finance literature. Numerous woHaasthat abnormal returns around mergers
and acquisitions depend on different factors suglaaquirer characteristics (Moeller et al.,
2004), investor sentiment (Zhu, 2011) or the lesfethe targets’ social and environmental
practices (Aktas et al., 2011). Few studies hawaded on the impact of the means of
financing on bidder gains. Moreover, as documeriigdSchlingemann (2004), in many
instances the form of payment has been used a®xy jr substitute for the source of
financing. These studies distinguish between omeratpaid with stocks and takeovers paid
by cash. There is consistent evidence that cash gjuisitions are associated with better
announcement performance. Travlos (1987) finds dkqtirers that pay with stock realize -
2.9% significant abnormal returns, and those thaé wash payment realize 0.37%
insignificant abnormal returns. Walker (2000) shawat there are no significant abnormal
returns from stock offers but positive and sigmifit abnormal returns (2.38%) from cash
offers. Moeller et al. (2004) take into account thze effect when comparing the
announcement impact of cash and stock acquisitibney find that large cash acquisitions
gain 0.69% and that large stock acquisitions |@86%. Moreover, the authors show that
large acquirers of public targets lose -2.45% Wipg with stocks and lose only -0.74% if
paying with cash. Also, this study reveals that Isimdders of public targets gain 2.84% if
they pay with cash and lose -0.41% if they pay wiihcks. Dong et al. (2006) highlight a
negative significant impact of payment with stocksacquirer announcement returns, and a
positive significant impact of payment with casheTauthors find that companies that pay for

acquisitions with stocks exhibit a significant eage value weighted book-to-market ratio of



-0.75% three days around the announcement. The explianation of these results may be
that acquirers will use stocks if they think thagit shares are overvalued, and will pay with
cash if they believe their shares undervalued arectly valued (Shleifer and Vishny, 2003;
Chemmanur et al. 2009). An alternative explanatimay be that acquirers decide on their
payment method depending on whether they expecerlaw higher performance in the
forthcoming period. Myers and Majluf (1984) explémat using cash as a method of payment
might serve as a signal to the market that the gemaf the acquiring firm expects an
increase in firm value over the post-acquisitiongee The risk of dilution in share price and
in ownership also represents an explanation ofrdsslt, as the number of shares increases,
while the value of the firm remains the same wmtpected synergies take effect.

Amihud et al. (1990) assume that corporate insiddrs value control will prefer to finance
investments by cash or debt rather than by issoévg stocks which dilute their holdings and
increases the risk of losing control. The autharsl fthat the likelihood of using cash
financing is positively related to the managerialnership fraction of the acquiring firm.
They highlight that acquirers with low managerialn@rship realize negative abnormal
returns when they use stock financing method. Mt996) focuses on the impact of control
threat on payment method. The author shows thatii@rgmanagerial ownership is not
related to the probability of stock payment overmBrand large ranges of ownership, but is
negatively related over a middle range.

André and Ben-Amar (2010) examine the relation ketwfamily ownership and the method
of payment. They confirm the presence of a cortti@at role. In fact, the authors find that
the percentage of cash payment increases withathiyfs ultimate control stake. Harris et al.
(2010) focus on the role of outside blockholdersl@termining the method of payment. The
authors show that the likelihood of a cash offecréases when aggressive outside

blockholding is in the intermediate ownership rargeange where their continued influence



over managerial decision is threatened by a stéigk.d=accio and Masulis (2005) confirm
the preference of acquisition cash payment when vbtng control of the dominant
shareholder is threatened. Moreover, the authoghlight the role of debt financing

constraints in determining the payment choice.

2.2. The determinants of mergers and acquisitionsrfancing choice

Few studies distinguish between the method of paymaed the method of financing in
mergers and acquisitions. Schlingemann (2004) Exum takeovers paid with cash. He
examines the impact of different sources of thghdanancing on acquirers abnormal returns.
The author finds acquirer gains to be positivelg amgnificantly related to the amount of cash
raised through equity issuance during the fiscal yeeceding the acquisition announcement.
Schlingemann (2004) explains this result by therelese of uncertainty associated with the
firm’s decision to issue equity. Furthermore, tbisidy reveals a negative and significant
relation between internally generated free casWwdland acquirer abnormal returns, and an
insignificant relation between the amount of casised from debt financing and abnormal
returns.

Bharadwaj and Shivdasani (2003) suggest that babk gerforms an important certification
and monitoring role for acquirers. They show thequasitions whether entirely or partially
financed by banks are associated with significaptgitive announcement abnormal returns.
This result is in line with the study of Billett etl. (1995), which highlights banks’
certification and monitoring roles. Byers et al0@8) show that bank monitoring may
substitute for a firm's weak internal corporate gmance structures. Indeed, banks are
considered as specialized agents with the abditgroduce information about the borrower
more efficiently than securities markets. In theneavein, Leland and Pyle (1977) and

Diamond (1984) consider banks respectively as meduof information and as delegated



monitors. Since collecting information and monitgyi are costly, the authors suggest
delegating these tasks to banks in order to be efticgent.

Martynova and Renneboog (2009) measure acquireradranal returns for different methods

of payment and different sources of financing. Thieg, regardless of the source of payment,
that cash paid and mixed paid acquisitions geng@wdéive and significant abnormal returns.
However, stock paid acquisitions generate negatisignificant abnormal returns. Focusing
in financing decisions, the authors show that a&itjons financed by internal funds

underperform those financed by debt. Moreover,da&es that involve equity financing seem

to generate a negative price reaction.

3. Methodology and data selection

3.1. Methodology

The aim of this paper is to examine the impactefrheans of financing on bidder gains. We
apply standard event study methodology to computautative abnormal returns (CARS)
around the announcement date. The standard redvensstimated using the market adjusted
model, where the benchmark is the return of SBF i28@x. We use the market adjusted
model to avoid potential contamination in estimagieriod due to multiple acquisitionaVe
consider different event windows: (-2 ; +2), (02)+4and (0 ; +5). The Student test and the
Wilcoxon test serve to determine whether abnorretirns are statistically different from

Zero.

Pooled regression models using the MacKinnon andeNh985)’'s OLS heteroskedasticity-

consistent standard errors and covariance procedigeemployed over the 1997-2008

! To check the robustness of our results we use ehankdel to estimates expected returns with amestn
window of 251-day prior the announcement (-261)-The results are qualitatively unchanged.



period. Our models aim to explain market reaction aroumetgers and acquisitions. We
regress abnormal returns on the method of paynoash( stock or mixed payment), on the
financing means (debt, equity or internal funds)d aon several control variables.

Consequently, we run the following OLS models:

CAR

ay+ a; Payment + a; Control +¢& (1)

CAR = B, + BiFinancing + S,Control + u (2)

Our control variables consider two categories dédminants: acquisition characteristics and
acquirer characteristics.

Acquisition characteristicsthe acquisition characteristics that we controt &re target

country corporate governance regulation (commonyvawnon common law), target status
and relative deal size.

Corporate governance regulatio@ross-border mergers and acquisitions are coresides a
mechanism to deviate from national corporate gaeca standards and to opt into another
system. Goergen and Renneboog (2008) explain thmas fmay opt for less shareholder
orientation or investor protection rather than foore stringent rules that require firms to
focus on shareholder value. Martynova and Renneb@®§8) assume that acquirer’s
shareholder wealth increases when it acquires gettawith lower corporate governance
guality. We choose to control for common law cogtergovernance regulation of target

country, rather than for cross-border acquisitisimsrtly, to capture the effect of investing in a

2 MacKinnon and White's correction to cross-sectimdard errors has been employed to minimize patent
autocorrelation problems and to allow for genemtemporaneous correlations between the firm ressdin
the OLS regression models. This correction is renended for small size sample.



stronger corporate governance regulation codniry our models, we introduce a dummy
variable equals to one if the target country isutatjon common law (La Porta et al., 1998),
and zero otherwise. We expect a negative relatatwd®en target’'s governance regulation and
abnormal returns.

Target statusFuller et al. (2002) and Faccio et al. (2006) shbat acquirers of unlisted
targets outperform acquirers of listed targets mmoancement period using an American and
a European sample, respectively. Officer (2007)arp this result by the fact that acquirers
capture a liquidity discount when buying privatesabsidiary targets. We introduce a dummy
variable equal to one if target is unlisted firmheTrelation between this variable and
abnormal returns is expected to be positive.

Deal size Moeller et al. (2004) find that the relative desate ratio is negatively related to
acquirer abnormal returns. Bayazitova et al. (2Gk®w that mega-mergers, the top 1% of
mergers in absolute transaction value, on avegtroy value for the acquirer. We expect a
negative relation between abnormal returns anddded size measured by the deal value

divided by acquirer’s market value of assets.

Acquirer characteristicghe acquirer traits that we control for are bloakler vote rights,

firm size, growth opportunities, free cash floveyydrage and firm risk.

Blockholder voting rights Shleifer and Vishny (1986) consider that a bladkler has
substantial voting control to pressure managemedtpay for part of the gains that occur
through acquisitions. The authors explain that dimg outside shareholders, are viewed as
agents of other outside owners, able to minimiza peanagerial discretion if their control is
sufficient to influence an ownership change. Enepirstudies show that blockholders voting

rights have an ambiguous effect on acquirer stewrh tabnormal returns. While Ben-Amar

% La Porta et al. (1998) show that common law céestgenerally have the strongest, and French kvl
countries the weakest, legal rules covering pradeatf corporate shareholders and creditors, wignn@&n and
Scandinavian civil law countries located in the dbéd



and André (2006) show a positive impact of blockleos presence on performance, Masulis
et al. (2007) find that institutional blockholdesve an insignificant positive effect on
acquirers’ abnormal returns. Bauguess and Stegem(D08) distinguish between inside
blockholders who are represented on the boardretiirs and outside blockholders who are
not represented on the board. The authors find tattwo types of blockholders have
insignificant effects on acquisition performafce

Firm size Several studies show that acquirer’s size is tnagg related to abnormal returns,
that large acquirers, on average, pay higher prasiand make acquisitions that destroy firm
value (Moeller et al., 2004). To test this hypotheae measure the firm size by the logarithm
of total assets. The relation between acquiregZs sind announcement abnormal returns is
expected to be negative.

Growth opportunities Numerous works highlight that growth opporturstienpact market
reaction around Mergers and acquisitions. To coridrothis effect, we use Tobin’s Q as a
measure of growth opportunities. Taking into acc¢otime results of previous studies
(Martynova and Renneboog, 2009), we expect a negatilation between Tobin’s Q and
abnormal returns.

Free cash flowsJensen’s (1986) hypothesis predicts a negatiy@adamnof current free cash
flows on CAR, since managers of firms with a highdl of free cash flows are more able to
engage in empire building. However, higher freencewvs may indicate better recent firm
performance, thus high quality of management. Ewcally, Harford (1999) find that
acquisitions by cash-rich firms are value decrepamd that this type of firm is more likely to
make diversifying acquisitions and their targets kmss likely to attract other acquirers. To
test this hypothesis, the free cash flow is evaldidtty the firm cash level divided book value

of assets. The relation between free cash flowadombrmal return is expected to be negative.

* According to Faccio and Lang (2002), only 14% oérich firms are widely held and 64.82% of firms are
controlled by a single family.
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Leverage Stulz (1990) show that highly leveraged firms maffes from an underinvestment
problem because of a potential shareholders’ wexdpinopriation by creditors. Jensen (1986)
and Stulz (1990) highlight the governance rolesoklage since it discourages managers from
empire building when free cash flows are high. deo to test these hypotheses, we measure
leverage by dividing the acquirer long term debbbgk value of assets.

Pre-announcement standard deviatidtre-announcement standard deviation should inform

for firm risk and is expected to have a negativpant on acquirer abnormal returns.

3.2. Sample selection

The sample of corporate acquisitions is drawn fimmpleted deals undertaken by French
listed acquirers between January 1997 and Dece@(f@8. Operations are identified from
Thomson One Banker Merger and Acquisition databasequisitions involving firms
operating in highly regulated industries, such iaarfcial and utility sectors, are excluded.
Acquisitions are defined as occurring when the érdobntrols less than 50% of the target’s
share before the announcement and more than 5@¥dladt transaction. We limit our sample
to acquisitions whose deal value is more than €liomiand which is at least 1% of the
acquirer's market value of equity measured at thd ef the fiscal year prior to the
announcement date. Our initial sample includes vaipect to these criteria 306 acquisitions.
To identify how acquirers finance their transacsiorwe have checked the news
announcement fronfractiva Most news announcements do not disclose a vetgilek:
description of the financing arrangement, the epagportion of the sources is frequently not
released when more than one financing source id. Udereover, we can not distinguish
whether equity financing occurs in the form of &bl or private equity placement, or
whether debt financing occurs by means of bankitcoeed loan notes/bonds issue. Following

Martynova and Renneboog (2009), we partition tharfcing sources into four categories: (i)
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internal funds only, (ii) debt issues, (iii) equissues, and (iv) a combination of equity and
debt issues. As internal funds financing is attlg@astially used in almost all acquisitions, we
differentiate between transactions fully financediriternal funds and those that use internal
funds with another financing source.

Acquirers’ stock prices and accounting data areraete¢d from Datastream database
Ownership data is manually collected frodmnual Reportpreceding and closest to the
acquisition announcement. We use the same methgpgakLlLa Porta et al. (1999), Claessens
et al. (2000) and Faccio and Lang (2002) to measealltimate cash flow and the voting
held by the largest shareholders. Ownership anohgotghts are measured as the weakest
link in the control chain with respect to the pmese of pyramids and double voting rule.
After eliminating firms which announce more thaneoacquisition in the same day and

acquirers which don’t have available data, ourlfg@ganple includes 265 acquisitions.

3.3 Summary Statistics

[Insert Table 1]

Table 1 presents descriptive statistics of our $arby method of financing. Acquisitions
financed by internal funds represent 14.7% (39abd&65) of our sample; those financed by
debt represent 35.8% (95 out of 265) and thoseghitye31.7% (84 out of 265). Acquisitions
financed by a combination of debt and equity regmesl7.7% (47 out of 265). Panel A
presents acquirer characteristics and shows thatiracs that use debt financing or a
financing combination are bigger than those that aquity or internal funds. Statistics
indicate that acquirers that use internal fundsehavhigher level of free cash flow (10%)

compared to other acquirers and also have a highelr of growth opportunities measured by
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Tobin’s Q (2.06). These results show that free ¢lasis represent a good recent performance
for these firms. Therefore, we expect positive abvabd returns for internal generally funds
acquirers. Tobins’ Q is also high and equal to 2dd@quity financing acquirers compared to
debt financing acquirers (1.23). Leverage is equdl5% for debt financing acquirers, equal
to 13% and to 12% for internal fund and equity ficiag acquirers, respectively. This result
shows that firms that use debt as a means of fingnbave higher leverage, and thus benefit
already from banks’ certification and monitoringe® Ultimate shareholder ownership and
voting rights are equal to 25% and 31%, respectjvahd are quite similar for all types of
acquirers. This result is in line with the findingfsLa Porta et al. (1998) and Faccio and Lang
(2002) concerning concentrated ownership in Fremeket. According to La Porta et al.
(1998), this result is due to the weakness of Frexarporate governance regulation. Panel B
indicates that 34% of targets are from common lawntries. Moreover, 44% of debt
financed acquisitions and 26% of equity financeguasitions are realized in these countries.
Panel B also shows that the relative deal sizargkts is equal to 37% if we consider the total
sample. For internal funds financed acquisitions tatio is only equal to 4%. We notice that
87% of these acquisitions targets are unlisted. rélagive deal size is equal to 27% for debt
financing acquisitions, equal to 52% for equityaficed acquisitions and equal to 60% for
acquisitions which require a combination of debd @quity. Finally, statistics indicate that
internal funds and debt financed acquisitions areéredy cash paid. However, equity and

combination financed acquisitions are paid withhcagth stock or with a mixed payment.
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4. Results and discussion
In this section we present univariate analysis afuaers’ cumulative abnormal returns by
payment method and by financing source. We alssepteresults of OLS regressions using

[0; +2] event window

4.1. Univariate analysis

[Insert Table 2]
Table 2 (panel A) shows that French acquirerszealositive abnormal returns of 1.63% five
days around the announcement, significant at thel kef 1%. This result is robust to event
window and is significantly equal to 1.60% and ¥@%espectively two and five days
following the announcement. Panel A shows that merpi that pay with cash, realize
significant abnormal returns of 2.04% two days daling the announcement. However,
acquirers that use stocks or a mixture of cashséocks realize positive insignificant mean
abnormal returns using different event windows .eRilays following the announcement, we
find that these acquirers realize negative insigaift median abnormal returns. The
difference of means test reported in panel A shthas the impact of the three methods of
payment is not statistically significant. Also, tki#ference of means between cash paid
acquisitions and non cash paid acquisitions igm8cant.
In order to take the analysis further, we then brokr sample down according to both the
method of payment and the means of financing. PAmeports cumulative abnormal returns
by method of financing. We find that internal fundsquirers realize positive abnormal
returns of 1.80% significant at the level of 5%isTtesult indicates that the high level of free
cash flows, found in descriptive statistics, reprds recent performance of these firms. Panel

B also shows that prices increase significantly2l§1% when debt is used to finance the

® To check robustness of our results we use (-3 ané (0 ; +5) windows. Results are qualitativehghanged.
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acquisition. However, we find insignificant abnotmeeturns of 0.74% and 0.32%
respectively when equity financing and combinatioancing are used. The Kurskal Wallis
test shows a significant difference between the foathods of financing. The difference of
means between debt and non debt financing is ggnif which indicates that takeovers
financed by debt outperform those financed by oloeirces. Furthermore, results reported by
panel B show that the significant abnormal retunnsash paid acquisitions, detected in panel
A, depend on the source of financing. Takeoverd pgicash significantly create value only
when the source of financing is debt or internaldsi These findings support the existence of

financing preferences in mergers and acquisitigresations.

4.2 Multivariate analysis

[Insert Table 3]

Table 3 presents regression results of the impacash and stock payments on acquirer’s
abnormal returns computed through the event winflaw+2]. Model (1) shows a positive

insignificant impact of cash payment on abnormalimes. However, model (2) reveals a
negative insignificant impact of stock payment bn@mal returns. These results confirm our
univariate findings for stock paid acquisitions dadthe test of difference between cash and
non cash payment. We find, in the two models, aatieg insignificant relationship between

abnormal returns and ultimate shareholder with maddevoting rights level. All models show

that the acquisition of targets from common lawrtdes has negative significant impact on
short term performance. This result indicates thdrench acquirer’s shareholder wealth
decreases when it acquires a target with highgrocate governance quality. We also find,
similarly to Moeller et al. (2004) and Martynova darRenneboog (2009), a negative

significant impact of firm size and growth opporittes on abnormal returns. Contrary to
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Harford (1999) and Moeller et al. (2004), we didfitd a significant impact of free cash
flows on abnormal returns. The other control vddalfleverage, risk level, relative deal size

and listing of the target firm) are also insigrefint.

[Insert Table 4]

Table 4 summarizes the results of regressionstgsiie impact of internal funds, debt and
equity financing on acquirer’'s abnormal returnscdécling to our first model, internal funds

financing has a positive insignificant relationshiph abnormal returns. Model (2) shows that
debt financing is positively and significantly redd to announcement performance. Model (3)
highlights the negative impact of equity financing abnormal returns. The last model
indicates that a combination of financing meanssdiiempact market reaction. Together,

these findings show that takeovers financed by defperform those financed by other

means, which support the monitoring role of delat eonfirm the pecking order preferences.
Also, it seems that stock financing is interprebgdnvestors as a signal of overvaluation and
leads to a negative market reaction (Myers anduajo84).

In all our models, we find that a moderate levelofing rights has a negative insignificant

impact on returns. Also, the coefficients of theiatales common law, firm size and growth

opportunities are negative and significant whichfeca the results found above in Table 3.

Furthermore, the relative deal size of target hasderate (significant at 10% level) negative
impact on abnormal returns which indicates that ligher the target size relative to the
acquisition, the lower the value creation. Finalhg variables leverage, risk and listing of the

target firm remain insignificant.
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5. Conclusion

This paper aims to study the impact of means @nfong on market reaction around mergers
and acquisitions. Few works are interested inifsige as the literature has just focused on the
role of the payment method. Previous studies djatsh between takeovers paid with stocks
and those paid with cash. However, in the latteyecgcash payment), operations can be
financed by debt, equity issuing or internal fundsthis study, we propose to break down our
sample according to both the method of paymentt@dneans of financing (debt, equity or
internal funds). Our results show that the finagcmeans has incremental information
beyond that contained in the payment method. Whligigt a strong link between the choice
of the means of financing and abnormal returns mieskearound the date of the event. Indeed,
the difference of means test, the event study ndetllogy and OLS regressions show that
takeovers financed by debt outperform those findrtgeother means of financing. Moreover,
it seems that the market reaction also dependbiefegal environment, on acquirer specific
factors and on acquisition characteristics. Abnormedurns fall for risky, high-growth

bidders, and when acquiring target from commondauntries.
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Table 1: Summary statistics

All Sample IF Financing Debt Financing | Equity Financing | Debt & Equity Fin
(n=265) (n=39) (n=95) (n=84) (n=47)

Mean| Median| Mear] Mediah Medn Median Mean Median  Méa Median
Panel A: Acquirers characteristics
Ln Assets | 14.18| 14.18 | 13.51| 13.67 | 14.77| 15.00 | 13.39 | 13.01 1496 | 15.74
Tobin's Q 1.63| 1.09 2.06| 1.31 1.23| 1.03 2.00 1.24 1.43 1.07
FCF 0.07| 0.07 0.10| 0.09 0.08| 0.08 0.06 0.06 0.07 0.08
Leverage 0.13| 0.13 0.13| 0.12 0.15| 0.15 0.12 0.10 0.12 0.12
Stand. Dev| 0.02| 0.02 0.02| 0.02 0.02| 0.02 0.02 0.02 0.02 0.02
Block Own | 0.25| 0.20 0.26| 0.23 0.25| 0.17 0.25 0.19 0.25 0.16
Block Vote | 0.31| 0.25 0.29| 0.29 0.31| 0.21 0.33 0.27 0.29 0.25
Panel B: Acquisitions characteristics
RDS 0.37| 0.14 0.04| 0.02 0.27| 0.11 0.52 0.25 0.60 0.33
Unlisted 0.63| 1.00 0.87| 1.00 0.70| 1.00 0.51 1.00 0.48 0.00
Com.Law 0.34| 0.00 0.35| 0.00 0.44| 0.00 0.26 0.00 0.27 0.00
Cash Pay 0.69| 1.00 1.00| 1.00 1.00| 1.00 0.24 | 0.00 0.59 1.00
Stock Pay | 0.19| 0.00 0.00| 0.00 0.00| 0.00 0.47 0.00 0.23 0.00
Mixed Pay | 0.12| 0.00 0.00| 0.00 0.00| 0.00 0.29 0.00 0.18 0.00

Ln Assetss the logarithm of book value of asséfiebin’s Qis the sum of market value of assets and long term

debt divided by the book value of ass€€F is cash divided by book value of asséfsverageis long term
debt divided by book value of asse&and. De\is the standard deviation of stock returns measatethe
estimation period (-261; -11Block Ownis cash flows rights of the ultimate shareholddock Voteis voting
rights of the ultimate sharehold®DSis the deal value divided by acquirer's markeueabf assetdJnlistedis

equal to one if the target is unlisted firm, andozetherwise.Com.Lawis equal to one if target's country
regulation is Common Law (La Porta et al, 1998} aaro otherwiseCash Payis equal to one if only cash is

used for payment, and zero otherwiSéock Payis equal to one if only stocks are used for paymand zero
otherwise Mixed Payis equal to one if cash and stocks are used fgmpat, and zero otherwise.
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Table 2: Acquirers’ cumulative abnormal returns

CAR[-2; +2] CAR [0 ; +2] CAR[0;+5] |
Mean | Median Mean Median Mean | Mediam

Panel A : by method of payment

All Sample (265): 1.63*** 0.86*** 1.60*** 0.72%** 1.35%* 0.72**
Cash payment (182) 1.70*** 0.89%** 2.04%** 0.76*** 1.73%* 1.08***
Stock payment (50) 1.76 0.66 0.30 -0.12 0.42 -1.17
Mixed payment (33) 1.03 0.45 1.16 1.41 0.69 -1.25
Kurskal-Wallis Test 0.35 2.83 1.99
Diff. Cash Pay — NonCash Pay -0.22 -0.48 -1.45 -1.53 -1.01 -1.36
Panel B : by method of financing

Internal Funds (39): 1.63 1.18* 1.80** 1.32%* 2.16 1.70**
Cash payment 1.63 1.18* 1.80** 1.32** 2.16 1.70**
Debt Financing (95): 2.39*** 1.71%** 2.91%** 1.97%** 2.44%** 1.52%**
Cash payment 2.39%** 1.71%* 2.9 %+ 1.91%** 2.44%* 1.52%**
Equity Financing (84): 1.55 0.69 0.74 0.24 0.62 0.18
Cash payment (20) 0.02 0.12 0.07 0.03 -1.30 0.16
Sock payment (39) 2.21 2.72 0.58 0.12 0.97 0.15
Mixed payment (25) 1.73 1.38 1.53 2.44 1.62 2.53
Debt and equity (47): 0.23 -1.87 0.32 -1.26 -0.17 -1.31
Cash payment (28) 0.67 0.13 0.80 -0.48 0.91 -0.17
Stock payment (11) 0.14 -1.87 -0.67 -2.14 -1.49 -1.31
Mixed payment (8) -1.14 -3.30 0.00 -1.01 -2.19 -2.90
Kurskal-Wallis Test 7.06* 10.66** 8.38**
Diff. Debt Fin — NonDebt Fin | -1.17 -1.90* -2.22%* -2.72%** -1.48 -2.20**
Diff. EQu Fin — NonEqu Fin 0.11 0.13 1.32 1.28 0.91 1.15

Cumulative abnormal returns are calculated usingketaadjusted model. Numbers in parenthesis are

acquisitions’ numbers. Student and Wilcoxon tesés used for mean and median, respectively. Testheof
difference in abnormal return are based on StudedtMann-Whitney, for mean and median respectivedgt

of difference in abnormal returns between differpayment (financing) methods are based on KurskallisV
test. *** ** gand * denote significance at the 1% and 10% levels, respectively.
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Table 3: Payment method impact on acquirer announcaent CARs

Independent variable Expected sign (1) (2) (3)
Cash Payment + 0.016
(0.155)
Stock Payment - -0.015
(0.328)
Mixed Payment +- -0.006
(0.671)
Common Law - -0.020** -0.019** -0.017*
(0.039) (0.050) (0.064)
Unlisted Target + 0.003 0.004 0.006
(0.741) (0.677) (0.479)
Relative Deal Size - -0.012 -0.012 -0.013*
(0.138) (0.105) (0.092)
Blockholder Votes +/- 0.023 0.253 0.025
(0.191) (0.171) (0.167)
Ln Total Assets - -0.004** -0.004* -0.004*
(0.047) (0.051) (0.052)
Tobin’s Q - -0.006* -0.006 -0.006*
(0.090) (0.108) (0.082)
Free Cash Flow - 0.180 0.177 0.182
(0.125) (0.141) (0.106)
Leverage +- -0.031 -0.257 -0.023
(0.397) (0.498) (0.527)
Standard Dev - 0.935* 0.852 0.771
(0.092) (0.117) (0.166)
Constant 0.051 0.065 0.064
(0.219) (0.114) (0.122)
N obs 265 265 265
F-Stat 2.32* 2.4 % 2.11*
Adjusted R2 0.086 0.084 0.079

Dependent variable is CAR [0 ; +2Tash Paymenis equal to one if only cash is used for paymand zero
otherwise.Stock Payments equal to one if only stocks are used for paytmand zero otherwiseMixed
Paymenis equal to one if both cash and stocks are usepgdyment, and zero otherwiggommon Laws equal
to one if target’s country regulation is Common L@w Porta et al, 1998), and zero otherwldelisted Target
is equal to one if the target is unlisted firm, ax@do otherwiseRelative Deal Sizés the deal value divided by
acquirer’s market value of asseBtockholder Votess voting rights of the ultimate shareholden. Total Assets
is the logarithm of book value of asset@bin’s Qis the sum of market value of assets and long webt
divided by the book value of assefsee Cash Flows cash divided by book value of assémverageis long
term debt divided by book value of ass&tndard Devs the standard deviation of stock returns meakate
the estimation period (-261; -11). Statistical sfigance is corrected for heterocedasticity usingciinnon and
White (1985) adjustment. ***, ** and * denote sidicance at the 1%, 5% and 10% levels, respectively.
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Table 4: Financing method impact on acquirer announement CARs

Independent variable Expected sign (1) (2) (3) (4)
Internal Funds Financing +/- 0.008
(0.420)
Debt Financing + 0.024***
(0.004)
Equity Financing - -0.016*
(0.098)
Combination Financing +/- -0.007
(0.476)
Common Law - -0.017* -0.021** -0.019** -0.018*
(0.070) (0.021) (0.046) (0.059)
Unlisted Target + 0.008 0.003 0.003 0.006
(0.416) (0.742) (0.703) (0.498)
Relative Deal Size - -0.014* -0.013* -0.013* -0.013
(0.074) (0.089) (0.089) (0.105)
Blockholder Votes +/- 0.025 0.023 0.025 0.026
(0.176) (0.201) (0.161) (0.161)
Ln Total Assets - -0.004** -0.005** -0.005** -0.004*
(0.048) (0.026) (0.029) (0.080)
Tobin’s Q - -0.006* -0.005 -0.006* -0.006*
(0.083) (0.135) (0.099) (0.083)
Free Cash Flow - 0.184 0.176 0.175 0.180
(0.106) (0.135) (0.138) (0.111)
Leverage +/- -0.021 -0.030 -0.022 -0.023
(0.570) (0.420) (0.544) (0.537)
Standard Dev - 0.698 0.774 0.859 0.737
(0.192) (0.155) (0.119) (0.176)
Constant 0.068 0.066 0.075* 0.061
(0.110) (0.104) (0.067) (0.150)
N obs 265 265 265 265
F-Stat 2.14* 3.03*** 2.52%+* 2.19*
Adjusted R? 0.079 0.102 0.088 0.079

Dependent variable is CAR [0 ; +2hternal Funds Financings equal to one if only internal funds are used to
finance the acquisition, and zero otherwiBebt Financingis equal to one if debt is used to finance the
acquisition, and zero otherwisgquity Financingis equal one if equity is used to finance the &itijon, and
zero otherwiseCombination Financinds equal one if both debt and equity are usedniante the acquisition,
and zero otherwis€€ommon Laws equal to one if target’s country regulatiorCismmon Law (La Porta et al,
1998), and zero otherwisélnlisted Targetis equal to one if the target is unlisted firmdarero otherwise.
Relative Deal Sizés the deal value divided by acquirer’s marketueabf assetsBlockholder Votess voting
rights of the ultimate shareholdém Total Assetss the logarithm of book value of assefsbin’s Qis the sum

of market value of assets and long term debt divislethe book value of assesee Cash Flows cash divided
by book value of assetteverageis long term debt divided by book value of ass&tandard Devis the
standard deviation of stock returns measured atettination period (-261; -11). Statistical sigrdfince is
corrected for heterocedasticity using MacKinnon anthite (1985) adjustment. *** ** and * denote
significance at the 1%, 5% and 10% levels, respelgti
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Appendix 1: Definition of variables

Variable

Definition

CAR

Cumulative abnormal return two days followig t
announcement [0;+2], measured using market model.

Cash Payment

A dummy variable equal to one if eakh is used for
payment, and zero otherwise.

Stock Payment

A dummy variable equal to one if @tbcks are used for
payment, and zero otherwise.

Mixed Payment

A dummy variable equal to one if bcdsh and stocks are
used for payment, and zero otherwise.

Internal Funds Financing

A dummy variable equairte if only internal funds are use
to finance the acquisition, and zero otherwise.

d

Debt Financing

A dummy variable equal to one iftdelused to finance the
acquisition, and zero otherwise.

Equity Financing

A dummy variable equal one if égus used to finance the
acquisition, and zero otherwise.

Combination Financing

A dummy variable equal oneaith debt and equity are use
to finance the acquisition, and zero otherwise.

[®X

Common Law

A dummy variable equal to one if targebuntry regulation
is Common Law (La Porta et al, 1998), and zerorotise.

Unlisted Target

A dummy variable equal to one & target is unlisted firm,
and zero otherwise.

Deal Size

Measured by the relative deal size @tidividing the deal
value by acquirer’'s market value of assets.

Blockholder Votes

The voting rights of the ultimateareholder measured as th
weakest link in the control chain with respectte presence
of pyramids and double voting rule, following Larioet al.
(1999), Claessens et al. (2000) and Faccio and (Z0Q) .

e

Firm Size

Measured by the logarithm of book valtiassets.

Growth Opportunities

Measured by the Tobin’s Q byding the sum of market
value of assets and long term debt by the bookevalassets

Free Cash Flow

Cash divided by book value of assets.

Leverage Measured by the dividing the long ternt tgtihe book
value of assets.
Firm Risk Measured by the standard deviation aflsteturns at the

estimation period (-261; -11).
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Appendix 2: Pairwise correlation matrix

Common Unlisted Relative Block Ln Total Tobin's  Free Leverage Standard
Law Target Deal Votes Assets Q Cash Dev
Size Flow

Common 1.000

Law

Unlisted -0.153 1.000

Target 0.012

Relative Deal -0.115 -0.199 1.000

Size 0.062 0.001

Blockholder -0.111 -0.028 0.162 1.000

Votes 0.071 0.645 0.008

Ln Total 0.203 -0.166 -0.183 -0.324 1.000

Assets 0.000 0.006 0.002 0.000

Tobin's Q 0.045 0.114 0.047 0.049 -0.348 1.000
0.463 0.062 0.446 0.424 0.000
Free Cash 0.126 -0.009 -0.013 0.133 0.071 0.172 1.000

Flow 0.040 0.877 0.829 0.030 0.245 0.004
Leverage -0.017 0.118 -0.045 -0.154 0.220 -0.195 0.027 1.000
0.778 0.053 0.460 0.011 0.000 0.001 0.654
Standard -0.073 0.038 0.176 -0.022 -0.366 0.325 -0.298 -0.205 1.000
Dev 0.235 0.527 0.003 0.712 0.000 0.000 0.000 0.000

Common Lawis equal to one if target’s country regulationdemmon Law (La Porta et al, 1998), and zero
otherwise .Unlisted Targets equal to one if the target is unlisted firmgdaero otherwiseRelative Deal Sizes
the deal value divided by acquirer's market valfimssetsBlockholder Votess voting rights of the ultimate
shareholderLn Total Assetss the logarithm of book value of assélsbin’s Qis the sum of market value of
assets and long term debt divided by the book velwssetsFree Cash Flows cash divided by book value of
assetslLeverageis long term debt divided by book value of ass8tandard Devs the standard deviation of
stock returns measured at the estimation pericgil(-2L1).
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