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

Hubert de La Bruslerfe

Abstract

The Analyses of the tender offer premiums and ef itheans of payment should not be
performed separately. In the empirical literaturesse two variables are often considered
independently, although they may have an endogeraasonship in a contractual setting.

Using a sample of European M&As over the 2000-2@&6ade, we show that these two
variables are jointly set in a contractual emplriapproach. The relationship between the
percentage of cash and the offer premium is pesitigher premiums yield payments with

more cash.

We highlight that the payment choice is not a canim between full cash and full share
payments. Two different regimes of payment in M&Aartsactions are empirically

characterized. We analyze the major determinant¥l&A terms when the offer premium

and the means of payment are jointly set. The Uyidgr rationale of an asymmetry of

information and a risk-sharing calculus is found ke significant in the setting of the
agreement.
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Introduction

The empirical literature of mergers and acquisgi¢M&A) transactions largely examines the
acquirer’s point of view: Why make the decisiorbid for a target? How does the bidder set
an offered price? However, according to Faccio stagulis (2005), “In assessing potential
determinants of an M&A payment method, our focusoms a bidder's M&A financing
choices, recognizing that targets can also inflaghe final terms of an M&A deal.” We will
follow their approach by analyzing a (successfaBebver as a contractual agreement in
which both parties find enough interest to prodacsuccess offer. The two key variables
defining a contract are the takeover premium aedoffered means of payment. The basis of
a contractual approach is that these key variadniegointly determined and agreed on as a
package. We will not follow the track of numerounspérical studies that looks individually at

premiums or means of payment because such an appsosmcomplete.

A merger or acquisition is an economic project tpeterally poses some economic risk both
for the target’'s and the acquirer's shareholdetss Tisk can be dealt with at the contract
setting using an appropriate choice of means omgay. Cash payment, receiving liquidity,
is a way for the seller to avoid risk, while shapagment is a way to make the seller bear
some of the risk introduced by the project. The mseaf payment decision is a part of the
contract, which is as important as the price itsEffe means of payment is a choice to share
the expected risk (and profit) from the transactidhis should be particularly true in mixed
payment schemes where the relative percentage éetwkares and cash payment is a
parameter to set. In these contexts, the packageroked payment percentage and a takeover
premium will define the contract, and both have stinmg to do with the asymmetry of
information. The endogenous nature of the link leetwvthese two variables has not been

extensively analyzed in the empirical literature.

This paper tests the hypothesis that global contshsettings link the takeover offer premium
and the means of payment. An empirical analysiteieloped with regard to a sample of 528
European Union (EU) deals. Empirical studies hattenoanalyzed either the takeover
premiums or the means of payment, but rarely bBttkijo, 2009). From a methodological
point of view, we show that systems of simultane@aations give different results

compared to univariate analyses of either the premsior the means of payment. Our



findings support the view of M&A deals as a globatl complex contractual equilibrium. We
outline that the means of payment is not a contisugariable but refers to two different
regimes of payment in M&A transactions in whichlfabsh or full share payments are
“corner solutions.” We find that the major deteramts of M&A terms when the premium
and means of payment are jointly set include infdram asymmetry, the risk-sharing
calculus between parties and particular charatesi®of the deal, such as cross border

acquisitions, competition and same-sector transasti

This paper is organized into three parts. Sectiqurekents a review of the literature, and
Section 2 presents the sample and variables. Tip&ieal results are analyzed in Section 3.

A conclusion follows.

1. Literature Review

1.1 Takeover premium

Takeover premiums have been extensively studiedh&é empirical corporate finance
literature in relation to ownership structure oithie acquirer’'s or target’s characteristics. The
takeover premium level is often linked with the @mship structure of the target. For
example, the high bargaining power of a large hobt#er may force acquirers to offer higher
bids (Stulz, 1988). The use of controlling devicas;h as double voting rights, the separation
of votes and cash flow rights, may enhance thaitipesrelationship. The existence of
shareholder agreements—commonly observed in Eumpsso viewed as an efficient
mechanism of coordination inside the controllingug. It leads to higher firm valuation
(Volpin, 2002; Belot, 2010), and it results in héghtakeover premiums. Either the existence
of an agreement between blockholders or the aggregding rights of the controlling party
positively influences the takeover premiums for riefe firms (Belot, 2010). However,
premiums are also the consequence of private hengéiid to the inside owners or to
incumbent blockholders. The latter trade their fienéor a higher premium; otherwise, the
incumbent shareholder will not accept losing his/tentrol and/or his/her private benefits.
Bebchuk (1994), Burkard et al. (2000) and Burkad &anunzi (2004) all support this view
theoretically, and Moeller (2005) provides empirisapport.



Deal characteristics are also important. For exantpke contestability of the offer can lead to
higher prices (Stulz et al., 1990; Song and Walkin§93). The empirical literature
documents a positive relationship between the targmulative abnormal returns and the

competitive nature of the bid.

When the target and the acquirer are from the saco@omic sector, merging may vyield
economies of scale and higher profitability. Thistivation is measured by the similarity or
identity of the SIC codes of the buyer and theesefbynergy gains will explain higher bids by
the bidder (Sundarsanam, 1996). The toehold ineefby the percentage of shares owned by
the bidder and should yield a lower asymmetry dbrimation. Betton and Eckbo (2000)
showed that a toehold negatively influences thedakr premium.

On the target’s side, size is a traditional conuarliable. A larger target firm size allows the
premium to be spread over a larger investmentink with Officer (2003), the relationship
between size and the premium is expected to betimegdhe financial leverage of the target
is also important because it may signal a monitpoh the target firm by debtors. This is
particularly true for blockholder-controlled compes or family firms. Debt leverage will
limit private benefits, causing lower premiums.cbmtrast, higher debt leverage may be used
as a power-enhancing tool for the controlling gremg, consequently, may help appropriate
private benefits. Stulz (1988) mentions that ad#sgcontrolling shareholder may force a

bidder to pay a higher premium. Thus, the sigrhefrelationship is not defined.

The takeover process develops in the context aiudld information asymmetry between the
acquiring and target firms. Hansen (1987) was tret fo mention the so-called “double
lemons effect,” in which each party has privateoinfation on his/her own value and has
incomplete information on the nature of the askefshe will receive. The bidder buys assets
of uncertain value. Being risk averse, he/she igngito pay less when facing an information
risk. He/she may also want to share the valuatisk by paying with equity of the newly
merged group. The target’s shareholders will rexsivares based on a new economic project,
itself based on forecasted profits and synergibsyTnay also insure themselves by receiving
cash and avoiding share payment. Asymmetries aramdtion explain the risk-sharing
attitudes of the buyer and the seller and, consetyleghe choice of a mix of payments.
Hansen (1987) measures the double asymmetry afmiatton using the relative size of the

target compared with the size of the bidder. Tls&-sharing explanation is developed by



Berkovitch and Narayanan (1990), who introducedsinaring of the synergy gains between
the buyer and the target firm’s shareholders ihtanalysis. The seller’'s appropriation of the
synergy gains is linked to the difference in infatran between the two parties. Chang and
Mais (1998) expanded the idea that an exchang&aination can help to solve the problem
of double information asymmetry. They introducegreor holding in the target’'s capital (a

“toehold”) as a means to reduce the buyer’'s asymyna¢tinformation. In such a situation, the

buyer has better inside knowledge of the targgte@ally if he/she holds a large portion of
capital (Goldman and Qian, 2004). Cheng et al. 82@8ed a sample of US firms to compare
asymmetries of information, bid premiums and theamseof payment. They show that the
means of payment and bid premiums are interdepgndéh the means of payment heavily

conditioning the price paid in the deal for a gihamymmetry of information between the two

parties. This suggests that the two terms aredirfik@n a contract design perspective.

1.2 Means of payment

The literature devoted to the means of paymentvicdlanother strand. A payment with shares
has no consequence on the cash situation of tmebicause the acquirer issues new shares.
However, it may have consequence in terms of ttleviog: (i) a signal to the firm’'s
shareholders and (ii) the wealth situation of ihalfshareholders because of dilution.

In a M&A decision, a bidder faces a choice betwasimg cash and stocks as deal payment
consideration. This alternative choice has comfigct effects and follows different
motivations. A first rationale follows from the ia@dhat the financing decision is separated
from the investment decision. The M&A project issti selected, and then the acquirer
considers ways to optimally finance the possiblal.dehe constraints here are the limits on
the financial leverage or the shareholder conthalcture of the bidder. Generally, bidders
have limited cash and liquid assets; thus, castroffequire debt or equity financing. The
pecking order theory says that acquirers will fokbose internal funds, which are available
either as cash holdings or as internally generedsti flow. Initiators with cash available will
prefer a cash payment (Martin, 1996). Partial df p@yment in shares may express the
existence of financial constraints (Myers and Mgjlt984). However, equity financed
transactions make it difficult to retain control evhshareholding is concentrated. As Faccio
and Lang (2002) noted, this situation occurs fre¢jyen the EU. As a consequence, a bidder

implicitly faces a choice of debt or equity finamgj which involves a trade-off with corporate



control concerns. Faccio and Masulis (2005) exphaired payments in takeovers by the
structure of control and by the debt level of tlogaring firms. Their empirical tests on
European mergers and acquisitions support thedatlagoreference for a cash payment when
there is a large shareholder with 20% to 60% ofctygtal of the buyer. The bidder's M&A
payment decision is strongly influenced by his/tiebt capacity and existing leverage. It can
also be strongly influenced by entrenched manageby the blockholder’s desire to maintain

the existing corporate governance structure.

Payments in cash, either full-cash or mixed cagimegats, need to be financed. The existing
literature analyzes the means of payment withoaestgoning the source of funding the M&A
transaction at the acquirer’'s level. The acquiraynssue and sell new equity stock, issue
debt, or use the firm’s cash holdings. Martynovd Renneboog (2009) analyze the financing
decision behind the choice of the means of paynenM&A transactions. Externally
financed M&A transactions are funded 30% by eqahd 70% by debt. In a sample of
European deals, they show that the financing datiand the choice of the means of payment
are driven by distinct determinants and are notrdependent. However, they also show
significant evidence of an indirect and reversdugrice of the means of payment on the
internal/external financing choice. There is also iafluence of the bidder’'s choice on
whether to share the risk of the transaction wiith target's shareholders and/or to buy out

these shareholders. In such a situation, equityngays and equity financing are preferred.

The means of payment choice is also sensitive éognuine context of the deal. Strategic
competition between bidders is the first reasorgito prefer cash. Fishman (1989) analyzes
the strategic role of the means of payment in pualkeovers and finds that pure cash offers
are dissuasive against competitors and signal gigtlity target firms. Fishman relates the

payment by cash to the future profitability of theget as expected by the competing bidders.
However, his model leads to cash-only or share-galyments. Cornu and Isakov (2000)

develop a model in the context of a competitiveeofbetween two acquiring firms. To

disclose information about his strategy, the fibstlder can use a signal through the
announcement of a pure cash or a pure share payhl@nwever, since the 1990s, the large
majority of mergers and acquisitions are non-hestdnd the means of payment are
diversified (Shleifer and Vishny, 2003). The chagastics of the payment scheme have to be

analyzed in the context of the known success ofakeover.



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 discloses private signals to other esyrit will in return also influence the process
of negotiation. Hansen’s (1987) model explainsgtabability of paying in cash or in shares
but does not focus on mixed payment schemes. Aldaatymmetry of information may
explain the risk-sharing choices and the paymenssying shares. 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 beem 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 the means of paymeeniidies a different rationale to explain the
cash or equity choice (Carleton et al., 1983). Casfuisitions are found to have better
performance post-merger (Linn et al., 2001). Therdture on mixed cash-equity payments is
relatively recent, even though mixed payment sclsdma@e become increasingly important in
mergers and acquisitions, particularly when consideoffers for large firms (Betton et al.,
2008). Goergen and Renneboog (2004) analyze ptddmover bids in Europe during the
1990s. Looking at a sample of 156 offers, they tb8 were pure cash, 37 were pure shares
and 18 were mixed payment deals. Among the latterportion of cash accounted for 45.9%
of the total payment. Faccio and Masulis (2005)sttered a larger sample of 3,667 mergers
or acquisitions of European firms at the end of 1880s. The number of mixed payment
operations is only 11.3% (with an average propartb57% in cash and 43% in shares). The
size of a mixed payment takeover bid was five tiffie$ billion USD) greater than the size of
a standard pure cash offer (209 million USD). Mixeyment schemes represent a far greater
proportion of transactions as the value of tranieastrises. However, this discrepancy is
largely explained by cross-border transactionsyimch a large number of small deals are
paid in cash. In recent years, the number of mipegment takeovers has increased.
Martynova and Renneboog (2006) consider 1,721 Eaogakeovers between 1993 and
2001 and discover that 54% were all-cash, 25% wenpeed and 20% were all-equity

transactions. On average, a mixed payments schegwriprised of 47% in stocks and 53%

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 genegrélill payment in cash.



in cash. Ben-Amar and Andre (2009) examined 293a@iam mergers and acquisitions from
1998-2002. The sample composition was 58% cash-dd9%o stocks-only and 22% mixed
payments. However, the latter represented 32.3ftedotal value of the transaction, pointing
out that mixed payment takeovers occur more fredyen higher value transactions. For
mixed payment takeovers, the average percentagasif was 49% but with a standard

deviation of 50%, corresponding to huge differenggkin payment schemes.

Cross-border M&A transactions are more likely todaéd in cash. This traditional feature is

documented by Chevalier and Redor (2007), who sthaivgeographical distance is a good
proxy for cultural distance. Geographical distansealso a source of asymmetries of
information for transactions. This explains whysgdborder acquisitions are more often paid
in cash. The dependent variable used by Chevali@mRRedor is the percentage paid in cash
for US acquiring firms and includes mixed paymeiitse target shareholders will prefer cash
because shares from a foreign firm may not bee&sitled. The quality of the assets of a
distant company is more difficult to assess. Thdbrmation asymmetry develops with

distance is shown by Chevalier and Redor (2010hv€ely, the tax system will generally

favor equity payments. In European tax systemsmeay by cash is considered a sale, and
the shareholder who exhibits effective gains wihilg be subject to income tax. Share
payments are an exchange of assets and are nat@@ustaxable effective gains; thus, the

target’s shareholders can defer later tax liabgithy accepting stock as payment.

1.3 The contractual nature of M&A transactions

The chosen means of payment may also reveal tloifispeharacteristics of the transaction.

An M&A transaction is an economic project and atcactual agreement with a seller. The
target’s shareholders are not forced to sell (ex@epbuyout transactions). The risk of

asymmetry of information is (partially) solved iach a contractual setting by the level of the
premium and by the choice of means of payment.choéces are not univocal but occur in a
process conveying private information from one ydd the other. La Bruslerie (2011)

analyses the interaction of the relationship betweffer premiums and the means of
payment. If the risk on the target’'s assets is igmb and if the acquirer’s shareholders are
risk averse, the latter may prefer payment inehadowever, if the potential profits after the
acquisition are large, the acquirer’s shareholdéroffer payment in cash to keep more of the

resulting profit (Shleifer and Vishny, 2003). Thgudibrium 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 bads1through a payment by shares, he/she
can offer a better price. This equilibrium may gfeerner solutions,” either full cash or full
share payments. However, it may also lead to mpagdanents, in which the percentage paid
in cash is a relevant measure of information asytym&he same calculus follows from an
inverse point of view by the targets’ sharehold@&tsey are exposed to an information risk on
the future gains in synergy and on the expectefit@fothe newly merged company.

Theoretically, from the buyer’s point of view, (fprrelated activities and economic risk
between the target and the acquiring firms wilufes a larger payment with cash, and (ii) a
trade-off develops between the percentage in cadhhe premium paid in the acquisition (La
Bruslerie, 2011). For the acquirer, the cash paymertion increases with prospective profit
due to synergy gains, as in Shleifer and Vishnp®80The seller will accept a negative trade-
off between a higher (lower) cash payment and atdigher) transaction price and, thus, a
lower/higher portion of the expected acquisitionnga mixed payment will develop only

between “corner solutions” of full cash or full segayments, in which the expected profit

from the acquisition is between two limits.

The regulatory environment may also play a sigaificrole in the contractual setting. Some
countries have developed investor protection reiguia that facilitate M&A transactions. In

the European Union, regulation is effective andegiwstrong protection to shareholders,
including enforcing an equal treatment principletwsen shareholders. The EU’s "3

directive was formally adopted in 2000 and impletednin European countries, although
with some local differences. Any takeover bid oivate acquisition should be analyzed by
the EU administration and comply with anti-monopnljes. European financial regulation is
set at the global level and tries to set up “a uaiglobal financial market.” The accounting
policy in Europe should also comply with commorerilAs an example, the introduction of
the new common IFRS rules was enforced in 2005alLeges and procedures are taken at
the country level but must conform to the EU “direes.” Their selective introduction in

each domestic law system may also explain diffedenca Porta, Lopez-de-Silanes, Shleifer,
and Vishny (1998) highlight the importance of tlegdl system. However, the legal code
indicators—flagging Scandinavian, French, Anglo&axr German origins—are found to be
insignificant by Faccio and Masulis (2005). We wiitlerefore limit the influence of the

regulatory environment by looking only at M&A tracdions targeted at firms located in the



seven major European countries (UK, France, [@Brmany, Spain, Italy and Belgium). We
will disregard the recent entries into the Europ®aron, such as Eastern European countries,
or tax-haven countries (Luxembourg). The sampléhen homogeneous with regard to

regulation.
2 Data and variables
2.1 Data

The sample of European takeovers has been built the Thomson One Banker database.
The period is limited to transactions between Jgna 2000, and May 1, 2010. A filter is
used to focus on meaningful operations and a mimrransaction value of 50 million USD
is required. Only completed deals are considérédrget companies are limited to firms
belonging to the seven major EU countries: Frar@ermany, United Kingdom, Spain,
Belgium, Netherlands, and Italy. We select dealwlich the types of targeted assets by the
acquirer are stock or equivalent stocks (i.e., tasgring rights to stocks). The means of

payment examined are only cash or stock.

We excluded offers coming from less-developed awesyt thus restricting our sample to
North American, European, and Japanese buyeise li¢quirer proposes stocks as a valuable
means of payment, it requests that a large traespanarket exists for the bidder’s stock to
be accepted. This is why we restricted both targetsacquirers to be public firms. We thus
narrowed the sample to 528 transactions. We chettlieethode of payment through the data.
Many deals are qualified as “cash only” or “stoaklyd in the database. Mixed payment
transactions were also screened. Those qualifieétdydsid” show a payment scheme with a
percentage of cash and stock. We only considere"pmixed payment with a percentage of
cash and a percentage of stock summing up to ame $leals are qualified as “unknown.”
By looking at each operation syllabus, we can allecmany of them to mixed payment
schemes. Deals with earn-out payment considerat@ms excluded because of this
uncertainty. Some transactions may involve paynrertebt (particularly in the UK). This

possibility is proposed alternatively with a cadyment. When analyzing deals with a debt

% The question of a bias in selecting our samples c¢ arise. We only consider contracted dealshich an
agreement is found between the acquirer and thettaBy definition, not completed deals are onestirch an
agreement has not been reached. The analysisiok#lyevariables and provisions is not relevana icontract
setting approach in which an agreement revealgamnognic equilibrium between the parties.

10



payment, they generally appear to be equivalemath payment. Thus “cash payments” in
the paper are defined as in Faccio and Masulis5R@dd include cash, non-contingent
liabilities and newly issued notes. We incorporate the sample a lot of hybrid

cash/debt/stock payments and recalculate the pagemf cash and shares summing up to

one.

The Faccio and Masulis (2005) sample considerets deam European bidders directed to
any country in the world. It gives a large weightUK firm deals (65% of the sample). We
look at M&A targeted at European firms from otheajor developed countries. Similarly to
Faccio and Masulis (2005), our sample is mainlyahiEU: in their sample, 77% of the bids
come from European countries, while 79% do in @mgle.

Some deals were not documented without a prictheyr were initiated by Russian entities or
were squeeze-out transactions (2 déaE)ey were not considered. Thus, we were left with
504 transactions. The analysis of the sample lead® identify some transactions that are
buyback programs launched by the company’s boamte Hhe target's shares are the
company’s stocks or a subsidiary’s. In these siunatwe do not have independent targets and
acquirers; thus, buybacks were deleted (72 traiose}t The remaining core of our sample is
432 transactions, of which 294 are full cash paymné2 are mixed cash-share (called
“hybrid”) and 76 are full share payments. The glolzdue of these deals is 898 billion USD.
Some large acquisitions explain this amount: thigelst transaction is the Beecham/Glaxo
acquisition, which has a transaction value of 76obi USD. The smallest operation has a

transaction value of 50.2 million USD.

2.2 Descriptive statistics

When considering the three sub samples of full chdhshare and hybrid (i.e., mixed cash-
share) payments, we note differences in the avatagksize (see Table 1). As in Faccio and
Masulis (2005), we find that cash deals are thetmaerous but also have a relatively small
size. Hybrid transactions are three times largan tall-cash paid deals (five times in Faccio

and Masulis’ sample). Full share payments are itapoideals. The cumulative values of the

* We also eliminate buyout deals from the analyEi®y are not transactions between shareholdevsoof t
different and independent firms. They are decisioasle by managers on behalf of the controllingett@ders
to buy the shares of the firm and do not involvether party.

11



deals paid fully either in cash or in stock areiegjent (approximately 40% of the grand total
each). The mixed payment transactions are notgibtdj they represent a cumulative value
of 211 billion USD and 24% of the total sample. &sttof difference in average size shows
that shares and hybrid transactions are not diffe(p=0.34), but the differences in size
between full cash and hybrid transactions, on the band, and full cash and full share

transactions, on the other hand, are significathiea®% level (both p=0.03).
INSERT TABLE 1

An important number of deals are private transastidirect negotiation between the two
parties converged, and a block sale occurred. # @it66 private transactions are identified,
often linked to going public to private operatioAd.these private acquisition are “cash only”
deals.

The sample of targets firms shows a large numbeteafs targeted at British firms (43%).
Martynova and Renneboog (2009) have noticed thee shominance of British firms in their
sample. The transactions initiated by acquireratkxtin the EU represent 79% of the sample
(i.e., 340 deals). Cross border deals (21% ofdta)twill refer to non-EU acquirersTable 2
analyzes the origin country of the target by meainpayment. We introduce a distinction
between cross border acquirers coming from the dBé acquirers coming from the rest of
the world. We see that pure intra-country dealspaid fully in cash 6 times out of 10 and
fully in shares 2 times out of 10. This changes nvhenon-US acquirer enters into a cross
border acquisition in Europe: he/she will 9 timag of 10 pay fully in cash. However,
looking at initiators coming from other EU coungier from the USA, they have similar
proportions of mean of payment. For instance, wenegta say that US acquirers will

systematically pay in cash. They use full cash gayronly 3 times out of 4.

INSERT TABLE 2

We analyze the industry sectors of the acquirer tedtarget firm using the Thomson

Financial codes. A total of 219 mergers (51%) atvben firms in the same industry.

A deal is aimed at buying a large block of stodenerally giving the initiator a majority of

the equity capital. However, the shares purchas#ueaend of the operation should take into

® In the perimeter of the seven European countwes;onsidered in selecting the location of targets.

12



account the shares previously owned by the biddertoehold may explain why the
percentage of shares sought is lower, even ifviégia controlling position at the end of the
deal. The percentage of shares owned after theaction is calculated by adding shares and
shares previously held. On average, the percemtgequired shares is 58%, the percentage
sought in the deal is 63%, and the percentage owafied the transaction is 73% of the
capital. It means that significant toeholds exispresenting on average 15% of the capital.
This is explained by the subsidiary feature of méarget firms. A total of 101 targets are
subsidiaries (19% of the total sample). Among thiesgliary targets sub-sample, the toehold
percentage averages 45.6% (median 54.6%) of thakafphe non-subsidiary firms have an

average toehold of only 8.5%.

Cash payments exhibit a lower acquired percentageaaower owned percentage after the
deal. This is explained mainly by private block @isgion, in which the average purchased
block represents 22% of the capital. However, at #ituation, the toehold is more important
and shows a significant previous investment inténget's capital (approximately 23%). The
cash payment in a typical public takeover is tadeat larger acquisition of capital (an

average of 65%). As a result, we see that the &il&A transactions is control because the
final owned percentage is largely approximatelyt@®0% of the capital of the target firm.

We separate cash deals into those following a faiaquisition mechanism and those
following a public takeover bid. Private deals alsem to follow a rationale of a control

building process. The acquirer of a block takesaathge of an opportunity given by a seller
even if the size of the block in itself does nategan immediate control of the target. Many
blocks are small block acquisitions (with medianvgte acquisition of 16% of the target’s

capital). In the case of private deals, the acquitleck together with prior ownership results
in a final equity stake of 45% of the capital, whimplies a controlling position. In European
M&A transactions, on average, a stake of 56.08%agfital is acquired in full cash deals,
compared with 85.66% in hybrid payment schemes7ahd4% in full share payments. The
differences in percentages of capital acquiredvamenl are significant when comparing full

cash payments and other payment schemes (at terfidence levels.

Looking at mixed hybrid payments, the average peege paid in cash is 47%. The
distribution of the percentage of cash is large.iRstance, 25% of the mixed payment deals

® However, the means are not different when consigenybrid and full share payments.
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have a cash payment part that is lower than 30% eftransaction value; the other upper

mixed payment deals shows a percentage paid inatasre 66%.

The offer premiums are the other term of the trat@a. According to the means of payment,
they stand between 17 and 28% of the target’'s ghiéce one day before announcement.
Average premiums are similar when comparing fulhcand hybrid payment transactions. A
t-test rejects the idea of different premiums adcay to hybrid or full cash payments. Share
payment premiums seem to follow another rationglestaying below the others. However,

this result is weak because it is significant aatlyhe 10% level (see Table 3).

INSERT TABLE 3

2.3 Variables

The variables used in the regression analysiseseridbed in Table 4. Most of them are taken

from the Thomson One Banker database.

The financial condition of the acquirer is a firstplanation of the choice of means of
payment and of the price paid. Cash holding/acb#itgiof the acquirer is identified with
ACQ_PC_CASH and ACQ_PC_EBITDA. Raising debt is assubstitute for internal cash
payment: it depends on the debt capacity of theiidog firm as measured by the acquirer’s
financial leverage, ACQ_LEV. The idea here is synplat highly leveraged firms are more
likely to choose equity financing. These variabégs drawn from the acquirer’s financial
report at the end of the year prior to the dealg@&aleverage is also an element that can
influence the acquirer’s capacity to finance thaldbe a successful merger, a low leveraged
subsidiary with a good debt capacity will help thiéator to finance the deal using debt and
cash. TARG_LEV is a variable that measures theetadinancial leverage. It is set as the
ratio of the equity value of the target (valuedngsthe offer price) divided by the total
enterprise value of the target (with equity alsketaat the offer price) minus one. These
leverages are market valued@he cash situation of the target is also an elérmemterest
because a large cash balance allows the buyerrt@liyafinance an acquisition with the

target’s own cash. We use the variable TARG_PC_CASHrge cash-flow from the target

"We also considered book leverage, which gave airainpirical results.
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is also an element that helps to repay debt istyethe initiator when implementing the

transaction. For that purpose, we consider itsaipgy margin ratio, EBIT_ROA.

INSERT TABLE 4

The target Tobin’'s Q may be proxied by the ratioitefequity valued at the offer price
compared with the book value of equity at the faxstncial report; it is named TARG_Q. The
Q values measure the growth opportunities of theeband of the seller. It is also a proxy of
possible market overvaluation of the acquirer'slstealue. The PERC_ACQ_SH_ISSUED
variable is used as a proxy for assessing the @asituation of the acquirer. As in Faccio and
Masulis (2005), this variable is set using a 20%tie® threshold. Another dummy takes into
account the subsidiary feature of the target (DUMBSIDIARY).

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

We introduce a variable for toehold (which is seinparing the percentage of shares owned
after the transaction and the percentage acquiiemligh the transaction). The variable
TOEHOLD gives the percentage of shares previouglyea. A dummy DUM_TOE is also

used when a toehold exists. Toeholds may limit asgtry of information.

The double asymmetry of information is measurechgighe relative size of the target
compared with the size of the bidder. A first measaf asymmetry following Hansen (1987)
is the relative net asset values using book dagYMAMETRY1). The relative size is also
measured by comparing the total book assets aidgairer ASYMMETRY2). This measure
considers the total economic resources involveikeovers where the motivation is control

on assets. Furthermore, it is not influenced bydilet policy of the acquirer.

The deal characteristics are measured using thaiypme (OFFER_PREMIUM_1W) or the
means of payment either in the dummy form (DUM_CASMM_SH, DUM_HYBRID) or
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in percentage (PERC_CASHWe introduce ex ante features of the deal: PERILUGHT

is the percentage of capital initially sought b thitiator. It may be used by comparing it
with the ex post stake of capital effectively acqdi PERC_SH _ACQUD. The DESEQ
variable measures the imbalance from the acquimiat of view between the stakes of
capital as wanted ex ante and effectively recemegbost. It is measured by subtracting the
later variable to the former. The institutional text of the deal is acknowledged with a
dummy for domestic acquisitions (DOMESTIC_ACQ) andummy for intra EU transactions
(DUM_EU_ZONE flagging initiators that are incorpted in the EU). The TRANS VAL
value is in absolute size; it is used to see ifgahsolute amount of the transaction influences
its outcome. The economic context of the deal &edpurpose of business diversification is
followed with a dummy SAME_SECTOR variable.

The asymmetry, the leverage, and the Tobin’s Qabées are winsorized at the 1% and 99%
percentiles. We checked the correlation betweenvér@ables. Cross correlations between
ASYMMETRY2 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 ASYMMETRY?2,
ACQ_PC_CASH and TARG_LEV, TARG_Q and EBIT_ROA, PERCQ SH_ISSU and
TOEHOLD are important (above 0.30). Thus, we diardgthe redundant explaining
variables. The correlation matrix among informatiasymmetry measures (see Table 5)
shows that the variables ASYMMETRY1 and ASYMMETR#i highly correlated.

INSERT TABLE 5

The descriptive statistics of the variable are gnésd in Table 6. The proxy of asymmetry of
information shows that the bidder is relativelytbeinformed than the target. The Tobin’s Q
value of the target and the acquirer are similad {(&. 3.3). An average toehold of 14% for
those firms holding shares (30% of the sampleyidemiced. The acquirer seeks a percentage
of 61% of the target’s capital. He/she gets onl9$65&nd as a consequence, we see a 3%
disequilibrium. Due to previous toeholds, the petage sought after the transaction is 76%,

8 Premiums are calculated using a one-week timedageen the offer price and the prior stock prive.
obtained similar results when using a four-week lag
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but the acquirer ends the transaction with a cutivelsstake of 73%. The average offer

premium is 28.7%.

INSERT TABLE 6

3 Empirical tests

3.1 Methodology and hypotheses

According to Faccio and Masulis (2005),

« Since we expect both bidder and target prefesetweaffect the offer price and its
form of consideration, we would ideally like to siltaneously estimate equations capturing
the two parties’ preferences. However, identificatrequires information about a target’s
stand-alone value relative to its purchase priakever premium) as well as the form of
payment. Access to information about a target’'ads@one value is unavailable, given that
most of these firms are privately held. This prdelu estimating the alternative purchase
prices conditional on form of payment. As a consege, we have chosen to estimate a
reduced form equation that includes both partiesfggences as explanatory variables. »

The test we implement considers the transactioracheristics as a whole. Cash payment and
premiums are jointly set. We intend to set up autimmeous equations model explaining the
means of payment and the takeover premium. The saetieodology was used by Officer

(2003) to take into account the endogeneity betwbenpremium and the existence of the
termination fee paid to the bidder. However, inistfstep, we analyze separately the

determinants of the payment decision and thoskeoptemium.

The variables conditioning the setting of the cacitrare mentioned in Table 7. We

considered a limited sub-sample of variables afféding into account colinearities. The

expected relationship of each one versus eithepéneentage of cash (covering the three
situations of full share/mixed/full cash paymerds}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 acwhtractual setting approach, and (iii) the
conditioning by the environmental characteristitthe deal.

INSERT TABLE 7
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The percentage of cash in a financial constraipt@gch is supposed to be positively linked
with the acquirer’s cash holding and Ebitda, anthuhe target’s operating margin. The flow
of funds variables are the ones considered byé¢bhé ahd credit markets. The percentage paid
in cash should be negatively linked with leveraggh the absolute size of the transaction and
the percentage of acquired shares. The overvatudtygpothesis introduces a negative
relationship with cash features when the acquinta/to time the stock market to finance the
transaction. The asymmetry of information introdtiaerisk sharing preference. The existence
of a toehold will favor cash in the means of paytremimeme. The toehold is a way to access
better information and to reduce the asymmetry lprab The bidder will be willing to pay
more in cash when he/she is less exposed to infmmasymmetry and enjoys improved
information. The existence of a toehold or the giliasy status of a target is viewed as a
device to reduce the asymmetry, and the acquires admt need to issue shares for risk-
sharing purposes. Conversely, the absence of egortiversification due to same industry
M&As will favor shares in the payment scheme. Thengium is linked in the contractual
setting with the means of payment. At equilibridor, hybrid payments, the acquirer may be
willing to pay a slightly higher premium (i.e., &bandon a higher part of the M&A net value
to the seller) if he/she can seize a larger path®future profits and avoid dilution by paying
more with cash. Conversely, the target’s sharehslddl 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 daslvernance pressure may also explain
lower share payments if the number of new shaseged following the acquisition is high. If
the initiator’'s shareholders fear dilution or lafscontrol, they will be prone to pay more in
cash if there is an important blockholder in thgeé#s capital who may become an important
blockholder in the newly merged company. This aarfigature is not explicitly addressed in
the list of regressors because of the colineagtyvben the information asymmetry variables
and PERC_ACQ_SH_ISSU.

Looking at the offer premium relationships, liguadd profitable firms can pay more. The
same may be true if they have a large Tobin’s @me the market and issue highly priced
shares. The asymmetry of the information approagh that the asymmetry of information is
a risk that is balanced by lower prices and prersiuhargets that are subsidiaries, or where
toehold stakes held by the acquirer exist, are rraressparent to the buyer and can command

a higher price. The same is true if the opportumgtgwths of the target are large. The
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percentage of cash has a trade-off relationship thié premium paid. The context of the deal
will also influence the price with an increase atle payments if it is challenged or if it is a
cross border deal. Similarly, for large size tasg#te bidder will pay more in shares.

The DESEQ variable takes into account the possititiat 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
the acquirer should have paid more to obtain adrigitake of capital. Thus, 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 (Betton et al., 2008). However, it may
also signal the positive economic qualities of tine (Martin, 1996). Former shareholders
may not want to share growth opportunities with ridackholders. To avoid the dilution of
the former shareholders, the payment in sharesto shareholders is voluntarily limited.
Financial constraints or limitation may explain ggyayment and financing: this will occur

when the percentage of shares acquired or theokibe deal is large.

3.2 Determinants of the payment decision

The means of payment decision may be analyzedcastanuum between 0 and 100% cash
payment. This approach views the determinants agng a continuous role to explain the
cash percentage. Traditionally a linear model walply 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 payments is very strong and
guestionable. The alternative hypothesis is thatetlare possibly three different regimes of
means of payment, each one explaining either thhedsh, the full equity, or the mixed cash-
equity payments. The idea of three regimes is basdtie hypothesis that the full equity and
the full cash payments are “corner solutions” forational investor (La Bruslerie, 2011).
Even a methodology using Tobit regression, as tteeimplemented by Faccio and Masulis
(2005), relies on the hypothesis of a unique setetérminants. A Tobit model does not allow

for the possibility of different rationales in cleog the means of payment.

19



An explanatory Probit analysis to identify the adte influencing the decision of each means
of payment against the other two is not sound. \Afenot conclude that, when choosing a
hybrid payment and rejecting full cash or full shagzayments, the acquirer is indifferent
between the last two. We analyze pure alternativgces using a Probit analysis of a means
of payment against another one. With three differaeans of payment, this yields three
Probit analyses. Table 8 confirms that a largeeroffremium increases the possibility of a
hybrid or a cash payment. The asymmetry variabtetssignificant, but when the target is a
subsidiary or when the acquirer has a toeholdptbheability of a hybrid payment increases
compared with a full share one. It means thandiet asymmetry of information linked with

such a situation does not result in a risk shafulgshare payment. The presence of an
important internal cash flow favors cash paymerte Tchallenged deals are also more
frequently paid in cash. As Martynova and Renneb@0§9), we do not find a significant or

consistent relationship between the bidder's firrroondition (i.e., leverage) and the means
of payment. A leveraged target causes the deaktpaixd more frequently with shares or

hybrid payments. The explanation here should bénsedbnjunction with the no relevance of

the acquirer’s debt leverage. The latter may hafardinancial structure before the deal and
considers the new financial structure of the grafipr the merger. This rationale impacts the
deal when it implies merging with a relatively ihded target. Thus, the acquisition of a
leveraged target is paid more often with shardsrtib the side effect of the acquisition on the

acquirer's own leverage. This explanation goes @lavrith the dynamic debt capacity

limitation, which will occasionally stress the cgsyment scheme.

INSERT TABLE 8

The acquirer's Q is positively linked with shareypeent, which is in line with the stock
overvaluation explanation. It does not support thea of privately known growth
opportunities at the acquirer’s level, which wolddd him to prefer cash payments (Martin,
1996). The target’s Q ratio is significant and nagdy linked with cash payment. Good
opportunity growths at the target’s level may fafudl or partial payment with shares. This is
in line with what was expected because the acqisréacing an information risk about the
opportunity growth of the target. A large part dfetlatter's value exceeds the assets
accounted for in the balance sheet. Thereforeglaehiexposure to risky information on the

off-balance sheet value may push the acquirerverdibat risk using share payment.

20



We used an ordered Logit model where the dependeiable equals two in full cash, one in
hybrid, and zero in full equity payment consideras (as in Faccio and Masulis, 2005). We
also use a multinomial Logit test of the three sasethe spirit of Martynova and Renneboog
(2009). This was inconclusive, and no convergestilte were obtained with the full set of
explaining variables. We focus on a restricted madigh 5 dependent variables plus a
constant. Four out of five variables are significahhe size of the target increases the
probability to use hybrid and full cash paymentdjich is controversial. We obtain the
expected positive relationship with the premium aadnegative relationship with the
asymmetry of information proxy. However, the ordketangit model introduces a unique set
of parameter values and uses cuts to create thmsses. A restricted multinomial Logit is
concurrently run. It tests jointly the differencetlveen all-cash and hybrid payments and the
difference between all-cash and all-share paymditits. variables are not significant in the
first case but are with regard to the full cashAblare payment alternative. The probability of
choosing the full cash payment increases with tfex premium and the target leverage. The
probability of choosing the share payment increagds the information asymmetry and the
absolute value of the transaction (see Table 9% iEhn line with the observation that a large
deal size leads more often to share payments. réBigt illustrates that full cash and full
share are opposite corner solutions (Carleton.etl8B3). At the same time, the variables
explaining the choice between cash and hybrid paysngeem to be different ones because
none of the previous variables are significant.sTresult supports the idea that hybrid
payment choice follows a different rationale aneéxplained by other variables. The overall

regime of payment explanation covers these twedfft rationales for means of payment.

INSERT TABLE 9

3.2.1 Modeling alternate cash/share payments

We used a restricted list of 8 independent vargatieexplain the alternate full cash/full share
payments (see Table 10). The asymmetry variablefiteahe best is ASYMMETRY2. Both
the Probit and the OLS estimates confirm the previ@sults. The cash payment probability
is negatively linked with the absolute transactrafue, the same sector dummy, the domestic
acquisition dummy and the asymmetry of informatidinis positively explained by the
acquirer’s relative cash flow and the offer premiuihis is consistent with the cash

availability explanation and the financial limitati theory (Martin, 1996). The percentage of
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share payment increases when the target and therexcare in the same sector. This is
consistent with the risk diversification analysig@hen the merger does not develop in a
context of economics diversification, the buyemisre prone to reduce his/her risk by paying
with shares. The asymmetry of information favordl fshare payments, and full cash
payments are less probable with large sized tréiosac The contractual approach of M&A
terms is supported with a significant positive libktween full cash payment and offer

premiums’

INSERT TABLE 10

The results between the two estimates accordingsdéingples of firms in Tables 9 and 10
suggest that the nature of the determinants gbalyenent changes, particularly if we consider
alternate “corner” choices, i.e., full cash or fejuity payments. We also use an OLS linear
probability model instead of a Probit (see Table Tbe fitted values of the Probit model and
of the linear model of the dummy alternate choietMeen full cash and full share payments
are estimated. The correlation between the twedittalues is fairly good (+0.67.This
means that, although imperfect, a linear estimateebinary choice is a good proxy for the
Probit model* Therefore, using a linear fitted value to expléie binary choice is acceptable
and will later allow us to use a system of two éinequations (instead of a nonlinear system

of equation).

3.2.2 Hybrid payment choice and regimes of payments

Some determinants may be specific to hybrid mednpagments. An estimate of the
explaining variable of the cash percentage in ldypayments is performed using a limited set
of eight variables because of the limited numbemofed payment transactions in our sub-
sample. Table 11 shows that the percentage patdsh is negatively linked with the offer

° We also ran a restricted Tobit model of the aligershare/cash payments. The Tobit estimates &are no
convergent and we cannot discuss their significafibe asymmetry of information seems to go alorty wi
share payment. A Logit model (not reported) fits ttata even better than the Probit one and gefasimisults.
%\We calculated their respective cumulative derfsingtions (cdf). The mean values of the two fittet values
using Probit and OLS linear estimates are, resgygti0.855 and 0.783; they have the same stardkarndtion
(0.149).

1 OLS regressions on dummies may not respect thaatity condition for residuals. We checked the nality
of the residuals. The skewness test and the Begardaest confirm normality at the 1% level. Howe\irtosis
confirms normality only at the 10% level. We intumetd a linear model for the alternate cash/shdreise
because it will simplify the estimate of our twauatjons system below.
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premium. This is opposite to what is expected. Bhgnificant constant means that, on
average, a 51% cash/49% share mixed payment saBesorsidered. Other variables do not

seem to be influential.
INSERT TABLE 11

The cash-share alternative shows explanatory Jasatiifferent from the hybrid payment
setting. In the latter case, the information aswtmnis not significant. Furthermore, the
signs of the premium variable are not very cohensith opposite influences on the
propensity to use cash according the regimes ofmpat. This diversification risk sharing
effect determines a corner solution with eithet @ash or full share payments and has no
impact on the choice of hybrid schemes. The sizb@transaction negatively impacts a full-
cash payment. The deal size is not significantybrid payments (when analyzing simple
correlations, not reported).

The conclusion we draw from the first step of thalgsis is that the means of payment choice
is a decision that follows different regimes (Ctoteet al., 1983). In given contexts, some
determinants are important to justify full cash sbrare payments. The previous empirics
suggest that, for instance, cross country acgostiand challenged deals are all or nothing
conditions that trigger a full-cash payment. Fuuigy payments are linked with the offer
premium. Sellers are paid less in price but moreojpes of future returns by accepting shares
on the newly merged firms. Asymmetry of informatiand risk sharing goals will explain
equity payments. These two regimes of payment eoenér solutions”. Hybrid payments
introduce a continuum between the last two. Theyelbg a complex scheme with a fine
tuning of the two core equilibrium variables of tagreement, which are the price and the

relative mix of payment.

In the previous tests, cash payments and offer ipramare viewed in a causal framework,
with the latter being exogenous. These variablesaacoincidental choice in a contractual
approach. They cannot be separated when analyzi&g Mansactions. This point is not

systematically mentioned in the literature, exd®ptfaccio and Masulis (2005). It is seldom
implemented in empirical tests. It implies that tmnclusions we derived in the first step of
the analysis are questionable because of endogemait that some inconsistency may be

solved in a larger model of the transactions festur
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3.3 Offer premium

The offer premium is a well-known term describing&M deals. Its determinants are
explored in Table 12. We used a first set of 22asgprs, including a constant and dummies,
for means of payment. The latter are not significarhe premium increases with the
percentage of shares acquired by the bidder. &t @pears that challenged targets are paid
more. We reduced the list of regressors to alteraaubsets of 10 or 6 variables, without any

constant.

INSERT TABLE 12

The size of the offer premium increases with the@aage of shares acquired and when the
deal is challenged. The percentage of cash paymeignificant, meaning that higher cash
payments lead to higher premiums. The contractaéira of a transaction appears with
asymmetry of information: a bidder that is larg&atige to the target is less exposed to an
information risk and will pay a larger premium (sificant at the 5% level in the six variable
subset). The target’'s Q is positively linked witke tpremium (in the ten variable subset).
Opportunity growth at the target level enhancespaiel premiums. The negative EU zone
dummy means that intra-European initiators will pegs. It evidences the empirical fact that
cross-border (i.e., outside Europe initiators) aitjans will pay higher premiums. The

absolute size of the transaction does not sigmifiganfluence the premiums.

The DESEQ variable is a proxy of disequilibriunthe transaction between the terms offered
by the bidder and the strength of the agreemerthéyseller. For instance, tight conditions
will result in a high value of DESEQ. The negatisgn associated with that variable
effectively shows a link with relatively low (andsufficient) premiums. Thereafter, we will
use linear equations to model the offer premiuntbeeiin a large definition with 10

independent variables or a restricted list of Galdes.

3.4 Simultaneous equations

As long as premiums and means of payment are yogdt, we have to use simultaneous

equations (Betton and Eckbo, 2000; Officer, 2008 distinguish two models to assess the
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regimes of payment. In each situation there isradogenous link between the terms of the
transactions’ We will consider two linear systems of two equasiobased on different
regimes of means of payment. We still have as dig@nvariables in each couple of
equations the offer premium and the percentageagiment. In the cash/shares regime, the
dependent is a dummy for either full cash (1) df &lare (0) payments; in the mixed

payment regime, the dependent variable is the p&ge paid in cash.

3.4.1 Alternate cash/shares system of equations

The first system of simultaneous equations hasnarpichoice as endogenous variable for
payments. It is a dummy variable representing #reentage of cash payment for full cash
(i.e., 100%) and full equity (0%). Here the samelimited to full cash or full share
transactions. The difficulty is that the premiunmaisontinuous variable and the cash payment
is a discontinuous variable. As mentioned by Offi@)03), we cannot use a direct standard
linear approach in such a situation. We substitiiemeans of payment equation using the
linear continuous proxy identified in Table 10. Tpr@bability to have full cash or full share
payment is fitted by a linear OLS form instead &frabit equatiort® Using this methodology,
we estimate the following system of two linear eopres.

OFFER_PREMIUM_1W = #PERC_SH_ACQD + #PERC_CASH + g¢DESEQ +
a*TARG_Q+ a*DUM_CHALLGED DEA + a&*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 + BTARG _LEV +
b*DUM_CHALLGED_DEA + b *ASYMMETRY3 (1b)

A more limited system is also estimated with sipleratory variables for the offer premium

instead of ten.

Zina preliminary test, we first estimated a unigystem of equations for the global cash/mixed/shsaenple.
We acknowledge that it ignores the existence of regimes in the means of payment choice. A positive
relationship between the cash percentage and fae mremium is significantly evidenced. This islime with
what was expected. However, the information asymmedriable is not significant, contrary to expeicas.
This will illustrate the limit of a unique settirdisregarding the regimes of payment.

13 A non-linear Probit model would have been beti#wever, it has a non-linear form and leads tormlivear
equations system. We tried to implement it but ileiéh poor results. Our software package algoritetimates

a non-linear system of equations but assumes nanseeond order derivatives. This is not the catie av

Probit equation with a dependent dummy. Thus, thiedard deviations of estimates are not relevauat vee

cannot assess the significance of the estimatefficients.
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OFFER_PREMIUM_1W =#PERC_SH_ACQD + #PERC_CASH + g¢DESEQ +
a*TARG_Q+ a*DUM_CHALLGED_DEA + a&*ASYMMETRY1 (2a)

PERC_CASH = p+ b*TRANS_VAL + b,*SAME_SECT + B*DOMESTIC_ACQ +
bs*ACQ_PC_EBITDA + R*OFFER_PREMIUM_1W + §TARG_LEV +
b*DUM_CHALLGED_DEA + bg *ASYMMETRY3 (2b)

The estimates of the linear systems (1a-b) and)Zae shown in Table 13. A strong and
positive relation is identified between the offeemium and the dummy cash/share. The
percentage of acquired shares and the target's cpease with the premium. The
disequilibrium variable is negatively significanThe same is true for the dummy
EURO_ZONE, which means that acquirers incorporatetie EU will pay a lower premium
than overseas acquirers. The determinants of tek/staare payment alternative are those
previously identified: absolute size of transactiabsence of industry diversification and
domestic deals. All of these factors increase trabability of a full share payment. The
information asymmetry variable is strongly sigrafint, as expected by the risk sharing theory:
the shares payment probability increases with t8¥ MMETRY2 variable.

INSERT TABLE 13

The joint setting between the premium and the nadgeyment (either all cash or all shares)
is made explicit. The cross relation is positive aignificant: premiums are higher with cash
payments. A full cash offer will pay a premium ieased by 20% compared with a shares
payment. Compared to the single equation test, difference is that the challenged
characteristic of a deal is no more significanéxplaining the premium. Intra-EU transaction
deals will have premiums with a 9% discount comg@acecross border deals. The cash/share
payment is a regime imposed by cross-country attmuis and by the economic nature of the
acquisition, such as same industry bids, which raoze frequently paid by shares. The
absence of economic diversification will resultmmore risky synergies or gains. At the end,
asymmetries of information are the driving variab&hind the joint choice of the premium

paid and the means of payment choice.

In a binary choice between alternate means of payniteis 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 is agreed updmiay present some disequilibrium features.

Here the DESEQ variable is negative and significkrgignals that some bidders would have
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desired to obtain more shares than they effectivaiyained. The explanation for the

imbalance is simple: they do not pay enough anghtbmium offered was too small.

3.4.2 Hybrid payment system

The second system of equations has the percenfagasb payment as the dependent
variable. It is estimated only on the sample of rld/ipayment transactions. The major
drawback of the estimation is the low number ofilalsée observations (N=32 or 51). We
first estimate two systems of equations accordinifpé number of independent variables used

in the offer premium equation: ten or six (respeti, panel A and panel B in Table 14).

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 = p + b*SAME_SECT + B*OFFER_PREMIUM_1W + FTOEHOLD +
b#ACQ Q + b*TARG Q + kL*DUM _CHALLGED DEA + Db#DESEQ +
bs*ASYMMETRY1 (3b)

Equation (3a) for the offer premium is similar fuation (1a). The more restricted system is

the following:

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

PERC_CASH = b+ b*SAME_SECT + b*OFFER_PREMIUM_1W + FTOEHOLD +
b#ACQ Q + b*TARG_Q + hL*DUM_CHALLGED DEA + b#DESEQ +
bs*ASYMMETRY1 (4b)

The result in panels A and B of Table 14 do nowsh@ositive relationship between the offer
premium and the cash percentage in mixed paymdmgnses. The offer premiums are
positively influenced by the size of the block afjaired shares, by the challenging status of
the deal and by the target's Q value. The lattededines the importance of growth
opportunities at the target’s level. A new variagpgpears positively linked with the premium
in hybrid payments: the absolute size of the tretisa (only at the 10% level). This
determinant is not found to be significant in thdl fcash/full share transactions. The
percentage of cash in the payment does not depgnificantly on any variables. The result
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of our estimate on the hybrid sample is poor. Tdve humber of observations and the large
number of independent variables reduces the prhlyadii a variable to appear significant. In

particular, the asymmetry of information is nottaduo be significant.

INSERT TABLE 14

We tried to limit the number of variables to inseahe number of degrees of freedom. In
panel C of Table 14, we reduced the number of ssgms. The sample is now 51
observations. We considered four variables in tteenpum equation and three in the cash
payment equation. We then obtained better resoftsr premiums are positively correlated
with the percentage of shares acquired (PERC_SH)A@® opportunities and latent
synergies at the target’s level (TARG_Q) and coitipat(DUM_CHALLGED_DEA). The
percentage of cash is now positively linked wita dffer premium, highlighting a contractual
trade-off. This result is in line with the hypotiesThe result changed compared with the
univariate estimates in Table 11, where a negatigaificant relationship was evidenced.
The economic diversification also influences thald=ut is not in line with the contractual
approach. The sign of the acquirer's cash flowalde shows that the financial situation of
the acquirers also conditions the setting of the ehipayment in the expected way. However,
the quality of the estimates of the cash percengggation in panel C remains poor.

How should the absence of a significant relatignshith the asymmetry of information
variable in the case of hybrid M&A be interpreted2 already mentioned the small size of
the hybrid sample. Moreover, the simultaneous eguasystem underlines a complex
equilibrium in which many variables are endogenduse cash payment consideration and
bid premium interact strongly and positively. Theeaequation test of the cash percentage in
hybrid payments evidenced a non-significant refegiop with the asymmetry of information
(see Table 11). The sign of this variable remaias significant in the hybrid system of
eguations. However, it stays negative and beconwes significant (from the 10% to the 1%
level) to explain the choice of payment in the raléée cash/share sample (see Table 13). We
conjecture that the asymmetry of information iséown hybrid payment schemes because of
delivered information through the judicious settin§ the percentage paid in cash, as
suggested in La Bruslerie (2011). The sample i®sscsection of successful acquisitions with
conditions that are apparently satisfying for tretips. The premiums seem fair, as the

DESEQ variable is not significant. An imbalancetuaiion in which the bidder does not
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obtain the number of shares he wants is not evetenthis is a strong difference with the test

for alternate cash/share payments.

Hybrid payment schemes allow a fine tuning wherrghis more information available
regarding the characteristics of the transactimentf a negotiation does not formally exist in

a tender offer, when using a mixed scheme of payntie@ bidder should integrate not only
his/her interest but also the seller's. He/she ktvat the percentage of cash is screened by
the seller. We draw the conclusion that the traisad¢erms, particularly the percentage paid
in cash, reflect some equilibrium in sharing thek rabout the future uncertain value of the

acquisition.

Conclusion

The analysis of the offer premiums and of the mednmyment should not be performed by
considering one variable as exogenous and expleati the other. We show that these two
variables are jointly set up in a contractual appho More precisely, the relationship between
the cash means of payment and the offer premiuposstive: higher premiums will yield
mixed payment with more cash. A trade-off equilibni develops: when the seller wants to be
paid more, he/she should accept to be paid lepstemtial future returns (i.e., in new equity
shares). The risk sharing nature of an M&A agredrnseconfirmed and influences the means
of payment. The double risk situation relies onoalde asymmetry of information between
the buyer and the seller, as identified by Han4®87). The choice of means of payment is a
complex decision that can be done in alternate gesifull cash or full share payments.
Hybrid payments follow a different rationale. Thieef tuning of the percentage paid in cash is

also an important term in a successful transa@mhhelps in delivering information.

Considering a sample of European M&As over the 20000 decade, the determinants of the
means of payment choice are known and confirmechd=with a high growth potential and a
high stock value may be more prone to finance agquiaition with equity. Financial
conditions are not highly significant, as in Mamya and Renneboog (2009). As a result, we
show that an empirical analysis should not be peréd on a global sample mixing any
regime of payment. Full cash and full share payse@mée corner solutions that will yield

different levels of equilibrium between parties.eTtheterminants of the transaction terms are
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not the same, and we identified two regimes of payimBlending all the deals in one sample
will assume that a continuum exists from full cagh all-shares payments. Running
regressions even through a simultaneous setting global sample can be misleading. This
will ignore the difference of regimes of paymentsdahe results may be spurious. The
existence of regimes of payment in M&A transactishe first conclusion. We tested the
different sets of determinants of M&A terms in anttactual approach in which the offer
premium and the means of payment are set jointlg. dhderlying rationale of asymmetry of
information and risk sharing calculus explains¢batractual approach. It combines well with
known factors, such as cross border acquisitiomspetitive transactions or the absolute size
of the target, all of which favor cash payment. ldger, the limited number of hybrid deals in

our sample would justify further development.
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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; deal \alire current million USD; source
Thomson One Banker)

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 2 Target country and means of payment

(Number of transactions, sample of 432 Europearséetions, period 2000-2010, target firms
incorporated in ltaly, France, the UK, the Netheds Germany, Spain and Belgium; Intra
European country: target and initiator are from ghee country; Intra EU: initiators coming
from one of the 6 other countries of the sampl@sSiborder: initiator incorporated in North
America (USA and Canada) or Japan; US acquirerdiatiaguished)

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

Intra European country 137 58.5%3 18.4% 54 23.1% 234 54.2%
Intra Europe Union 81 76.4%8 75% 17 16.0% 106  24.5%
Cross border US acquirer 35 74.5% 14.9% 5 10.6% 47 10.9%
Cross border non US acquiredl 91.1% 4 89% O 0.0% 45 10.4%
Total 294  68.1% 62 14.4% 76 17.6% 432 100.0%

Table 3 Offer premium by mean of payment
(In %, 432 European transactions, period 2000-2pdémiums are calculated using the stock
price 1 day before the announcement of the tralmsacource: Thomson One Banker)

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. sharegash vs. hybrid hybrid vs. shares
p-value 0.078 0.574 0.057
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Table 4 (LTM: Last Twelve
the announcement; source:

Months: financial infortnan is taken from the last reports prior
Thomson and treatments)

Variables names

Description

ACQ_CASH_HLDG
ACQ_EBITDA
ACQ_LEV

ACQ MKT_VAL_4W
ACQ _NET_ASS

ACQ_NET_DEBT

ACQ_PC_CASH
ACQ_PC_EBITDA

ACQ_Q
ASYMMETRY1

ASYMMETRY2

DESEQ

DOMESTIC_ACQ
DUM_CASH
DUM_CHALLGED_DEAL
DUM_EU_ZONE
DUM_HYBRID

DUM_SH
DUM_SUBSIDIARY
DUM_TOE

EBIT_ROA
ENT_VAL

EQ VAL

FRIEN_ATTITUD
OFFER_PREMIUM_1W
PERC_ACQ SH_ISSU

PERC_CASH

Acquirer cash and receivables as of the previomantial report ($mil)
Acquirer EBITDA at last financial report ($mil)

Calculated using the ratio of ACQ_NET_DEBT divideyl
ACQ_NET_DEBT plus ACQ_NET_ASS
Acquirer market value of equity 4 weeks prior tmanncement ($ mil)

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

Acquirer Net Debt: Calculated by adding the acqtsrstraight debt, short-
term debt, and preferred equity and subtractinh easl marketable
securities as of the date of the most recent filmhimformation prior to the
announcement of the transaction ($mil).

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

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

ACQ_MKT_VAL_4W divided by ACQ_NET_ASS

Ratio of relative net assets: TARG_NET_ASS divibgdACQ_NET_ASS

Ratio of transaction value of the target compar@h the accounting value
acquirer: TRANS_VAL divided by (ACQ_NET_ASS+ACQ_NEDEBT)

Disequilibrium in the transaction setting: diffecerbetween the percentage
of shares sought by the acquirer and the percenfagf@ares acquired.
Dummy if the target and the acquirer are incorpatah the same country

Dummy for full cash payment

Dummy challenged deal where a third party launcredffer
Dummy if acquirer is incorporated in the EU (lintdtto 7 countries)
Dummy for mixed cash-share payment transactions

Dummy for full share payment

Dummy is target is a subsidiary

Dummy for toehold shares of the target held befoegtransaction. See
TOEHOLD.

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

Enterprise Value of the target calculated by miyliiy the number of
actual target shares outstanding (from the mosintdzalance sheet released
prior to the announcement) by the offer price drahtby adding the cost to
acquire convertible securities, plus short-termtdetibaight debt, and
preferred equity minus cash and marketable seesyistated in millions.
This data item is for the enterprise value of 108f%he company based on
the offering price, regardless of how much wasalbtiacquired in the
transaction.

Equity Value of the target calculated by multiplyithe actual number of
target shares outstanding from its most recennbalaheet by the offer
price per share plus the cost to acquire conversibturities, 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: Numbeyrofon shares issued in
the transaction divided by total number of acqtsrehares.
Percentage of cash and assimilated (debt) palkitransaction
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PERC_OWN_AFTER
PERC_SH_ACQ
PERC_SOUGHT
SAME_SECTOR

TARG_LEV

TARG_NET_ASS
TARG_PC_CASH
TARG_Q

TOEHOLD

TRANS_VAL

Percentage of shares own after transaction
Percentage of shares acquired in transaction
Percentage of shares sought by acquirer in thedcdion

Dummy for same industry codes between target aqdires. Thomson mid
sector codes are used.
Ratio of 1 minus EQ_VAL divided by ENT_VAL.

Target Net Assets: Total assets minus total ligddion 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 ttrghares outstanding by
the offer price and then by adding the cost to meqeonvertible securities,
plus short-term debt, straight debt, and prefeeeuity minus cash and
marketable securities. Capitalization is define8ladrt-Term Debt + Long-
Term Debt + Shareholder’s Equity as of the datthefmost current
financial information prior to the announcement.

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.
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Table 6 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 4)

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_Q 275 3.6032 5.0729 -8.2937 43.8388
ASYMMETRY1 410 0.6592 1.2935 -0.3266 10.3594
ASYMMETRY?2 413 0.9617 2.8396 -10.5519 31.0473
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_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 ISsSU 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_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_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
TOEHOLD 528 14.1002 26.9098 0.0000 99.4570
TRANS_ VAL 528 1804.0272 6586.9736 50.2420 75960.8470
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Table 7 - Expected sign between the percentagesipatash and the offer premium and

possible determinants

(According to three main theoretical approachesahtial constraint theory, asymmetry of
information and contract theory, environment andnficharacteristics; Al. asymmetry of

information; ns: no sense)

Dependant variable

Perc cash

Premium

Determinants

Financial
constraint

Contractual
& Al

Environment

Financial
constraint

Contractual
& Al

Environment

PERC_SH_ACQD
TRANS_VAL
SAME_SECT
DOMESTIC_ACQ
ACQ_PC_EBITDA
TARG_PC_CASH
FRIEN_ATTITUD
OFFER_PREMIUM_1W
DUM_TOE
EBIT_ROA
ACQ_LEV
TARG_LEV

ACQ_Q

TARG_Q
DUM_CHALLGED_DEA
PERC_SOUGHT
DUM_SUBSIDIARY
ASYMMETRY1/2
DESEQ
PER_ACQ_SH_ISSU
PERC_CASH

ns

ns

ns

ns

ns

ns
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Table 9 - Determinants of ordinal choices betwesshchybrid and shares payments
(Ordered values: Cash(2), Hybrid(1), Shares(0);ed Logit and multinomial Logit
estimates; cut are estimated limits between classakinomial estimates of cash vs. hybrid
alternate choice and cash vs. shares choice; rabuatiance estimate are used to adjust for
heteroscedasticity; variables definition: see TaplEuropean M&A transactions; 2000-2010;
a: 1% significance level; b: 5% significance lewel10% significance level)

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%
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 hybrid payment choices

(Dependent: 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)

Hybrid choice

Variable Coefficient p-val
Constant 51.0912 0.0000%
SAME_SECT -4.4922 0.6156
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
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Table 5 Correlation matrix between asymmetry obiinfation, leverage and Tobin’s Q variables

(ASSYMETRY1: Ratio of target and acquirer’s netedsaising accounting value; ASYMMETRY2: Ratio o tthansaction value divided by the acquirer’'s antiog total
value; ACQ_LEV: Ratio of the acquirer’s net debthe sum of his net book value and his net debREALEV: One minus the equity book value divide bg enterprise
total value; TARG_Q:. Ratio of Enterprise ValueTarget Capitalization; ACQ_Q: Acquirer's marketwald week before transaction divided by his nettassue)

ASYMMETRY1 ASYMMETRY2 ACQ _LEV TARG_LEV TARG Q ACQ Q
ASYMMETRY1 1.0000
ASYMMETRY2 0.5914 1.0000
ACQ_LEV 0.0620 -0.2532 1.0000
TARG_LEV 0.1963 0.0080 0.0307 1.0000
TARG_Q -0.1014 0.1433 0.0191 -0.2035  1.0000
ACQ Q 0.2064 0.3245 0.0715 -0.0958  0.2906  1.0000
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Table 8 Determinants of alternate choice of a ntégayment
(Probability to choose one mean of payment agaimsther specified one, Probit estimates; Cash:clagh payment; Hybrid: mixed payment; Shares: full
share payment; robust covariance estimate aretasatjust for heteroscedasticity; variable defoms: see Table 8; European M&A transactions; 200152

a: 1% significance level; b: 5% significance lewel10% significance level)

Hybrid (vs Shares)

Cash(vs Hybrid)

Cash(vs shares)

Variable

Constant
PERC_SH_ACQD
TRANS_ VAL
SAME_SECT
DOMESTIC_ACQ
ACQ_PC EBITDA
TARG_PC_CASH
FRIEN_ATTITUD
OFFER_PREMIUM_1W
DUM_TOE
EBIT_ROA

ACQ _LEV
TARG_LEV
ACQ_Q

TARG _Q
DUM_CHALLGED_DEA
PERC_SOUGHT
DUM_SUBSIDIARY
ASYMMETRY1
N=50

Coefficient p-val Variable
-22.2048 0.0800° Constant

0.1946 0.1105 PERC_SH_ACQD

-0.0001 0.3734 TRANS_VAL

-0.1866 0.7943 SAME_SECT

-1.4828 0.3293 DOMESTIC_ACQ
0.8945 0.4544 ACQ_PC _EBITDA

-3.1509 0.2592 TARG_PC_CASH
1.8546 0.1231 FRIEN_ATTITUD
0.0556 0.0255° OFFER_PREMIUM_1W

13.0029 0.0896° DUM_TOE

-2.7898 0.5621 EBIT_ROA
1.8367 0.0277° ACQ_LEV

-9.6022 0.0067* TARG_LEV

-0.1631 0.3295 ACQ_Q

-0.5685 0.0119° TARG_Q

17.2773 0.0079° DUM_CHALLGED DEA
0.0521 0.4737 PERC_SOUGHT
3.5970 0.0137° DUM_SUBSIDIARY

-0.0859 0.7589 ASYMMETRY1

N=138

Coefficient p-val Variable
2.8109 0.0882° Constant
-0.1394 0.0949° PERC_SH_ACQD
0.0000 0.3166 TRANS VAL
-0.2052 0.5513 SAME_SECT
-0.8200 0.0317 DOMESTIC_ACQ
0.3827 0.0490° ACQ_PC_EBITDA
0.7372 0.6882 TARG_PC CASH
0.6267 0.2897 FRIEN_ATTITUD
0.0102 0.1122 OFFER_PREMIUM_1W
-0.3448 0.6447 DUM_TOE
-0.5510 0.9076 EBIT_ROA
-0.0018 0.9902 ACQ _LEV
0.6923 0.5723 TARG_LEV
0.0748 0.1580 ACQ Q
0.3353 0.0557° TARG_Q
-0.5239 0.2823 DUM_CHALLGED DEA
0.0997 0.2040 PERC_SOUGHT
-0.5314 0.4415 DUM_SUBSIDIARY
-0.2211 0.2821 ASYMMETRY1
N=132

Coefficient

p-val

5.6542
0.0139
-0.0001
-1.3944
-1.9726
0.0789
-0.0108
1.0383
0.0328
0.0990
-3.8303
-0.1373
-4.8995
-0.1164
-0.1802
7.7897
-0.0352
0.1833
-0.2415

0.0001°
0.7239
0.0502°
0.0012°
0.0003%
0.3920
0.7447
0.0765°
0.0003*
0.8498
0.1185
0.5536
0.0036°
0.0377°
0.0087°
0.0001°
0.3689
0.8201
0.2537
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Table 10 — Determinants of alternate cash-sham@seh

(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; 2000-2@10.% significance level; b: 5% significance lewe
10% significance level)

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%
ASYMMETRY2 -0.0560 0.0802° ASYMMETRY2 -0.0221 0.0629°
N=283 N=283

Log=-102.99 R2=0.14
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Table 12 — Determinants of the offer premiums
(Dependant is offer premium in percentage calcdlateveek before the announcement; OLS estimaiesst covariance estimate are used to adjust
for heteroscedasticity; variable definitions: sesbl€ 8; European M&A transactions; 2000-2010; Nt#4: significance level; b: 5% significance level; c:

10% significance level)

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 0.0000°
PERC_SH_ACQD 0.2812 0.0027° PERC_CASH 0.1761 0.0000° PERC_CASH 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_CASH 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
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Table 13 — Determinants of offer premiums anddaBh/full share payments - Simultaneous linear temuastimates

(Dependants are offer premiums in percentage @il week before the announcement and cash payeidrer 0% or 100%); linear system of two equagio
PERC_CASH is 0 or 100%; see equations (1a-b) 2ad] in the text; robust covariance estimate aegluo adjust for heteroscedasticity; variablenitéfins: see Table 8;
European M&A transactions; 2000-2010; a: 1% sigaifice level; b: 5% significance level; c: 10% digaince level)

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_CASH 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 0.0147°

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° ASYMMETRY2 -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_CASH 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 0.0147°
TARG_LEV 9.8302 0.3541
DUM_CHALLGED_DEA 14.6167 0.1070
ASYMMETRY?2 -2.0069 0.0100%

N=255 N=255

R2=0.13 R2=0.12
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Table 14 — Determinants of offer premiums and afhcpercentage in hybrid payments -

Simultaneous linear equation estimates

(Dependants are offer premiums in percentage cabill week before the announcement and perceptade
in cash in hybrid payments; linear system of twoatpns; see equations (1a-b) and (2a-b) in the tekust
covariance estimate are used to adjust for hetedasticity; variable definitions: see Table 8; fpgan M&A
transactions; 2000-2010; N=a: 1% significance lelyeb% significance level; c: 10% significancedfv

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_CASH -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 10,8202 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_CASH -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
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