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Abstract
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. Introduction
Mergers and acquisitions (M&A hereafter) are typljcaharacterized by information asymmetry
between the merging firms. The exchange and trassom of information between deal
participants may therefore influence several aspetthe transaction such as premium paid for
the transaction and cumulative abnormal returngradéhe announcement date (e.g., Finnerty, Jiao,
and Yan, 2012). One of the main roles of investnibamtks is to produce and process information
in the market for corporate control (Allen et 2004)! By evaluating merging firms and providing
technical and tactical assistance to merger rithatsughout the takeover process, advisory banks
can become privy to “inside” information about aicopng and target firms, which includes, for
example, growth opportunities, profit margins, oas¢r and supplier relationships, contingent
liabilities, labor relations, firms’ merger-relatesperiences, existing governance practices, and
the willingness of target management to be acquired

In this paper, we empirically evaluate the matéyialf information obtained by M&A advisors
in the course of a prior firm-advisor relationshgmd examine whether this information can be
exploited or transferred in subsequent M&A transast In particular, we focus on M&A
transactions in which acquiring firms hire targang’ ex-advisors as M&A advisors, and propose
two hypotheses regarding the information role of M&dvisors in these transactions, namely, the
information advantage hypothesis and the deal ingmznt hypothesis.

The information advantage hypothesis contendsabatiirers can take advantage of value-
relevant information about target firms throughrgrtargets’ ex-advisors. M&A advisory teams
garner important information about their clientsa vresearch, analysis, meetings, and

documentations in both pre- and post-deal phagethelextent that the value-relevant information

1 We use investment banks, financial advisors, adyiBanks, and advisors interchangeably througti@ipaper.



is well retained and organized, it may be trangfierand reused in subsequent déa#s.a result,
hiring targets’ ex-advisors may enable acquirimgé to reduce the cost of acquiring information
about target firms, and achieve better understgnofithe true value of targets and more accurate
estimation of potential synergies. Enhanced infeionsadvantage can benefit acquirers in various
ways. For example, Cain and Denis (2013) note lthaks having prior relationship with target
firms can provide more accurate valuation of tarfgebs in fairness opinions. The enhanced
knowledge and information advantage also enableigg to limit competition from outside
bidders who are less informed and may have conedrogt the winner’s curse (Povel and Singh,
2006), thus reducing acquirers’ need to deter camgpebidders by paying a high premium.
Furthermore, the acquirers hiring targets’ ex-ashgsnay enjoy a bargaining advantage in deal
negotiations between merging firms due to theitdsainderstanding of targets’ firm value and
outside options.

The deal improvement hypothesis posits a more bemigtive behind acquirers’ decision to
hire targets’ ex-advisors. Employing an advisathva prior relationship with the target firm may
greatly facilitate information exchange between theget and the acquirer. As information
conduits, targets’ ex-advisors can identify moréuable mergers and/or structure the deal to
achieve better merger outcomes in terms of higb&l synergies. For example, targets’ ex-
advisors can create value by suggesting a formrarisaction that reduce acquirer/target
shareholders’ tax liabilities, and/or keep acqir@xposure to targets’ hidden liabilities under

control (e.g., Rosenbaum and Pearl, 2GIBrgets’ ex-advisors may also be able to facditat

2 We have interviewed four investment bankers (iwN®rk, Melbourne, Singapore, and Hong Kong, retipely)
who have extensive experience in M&A advisory. Tihesponses generally support our arguments. Weadaonore
detailed information from the interviews in Sectibn

3 Higher synergies may also arise from targets’ @xsors helping acquirers on how to assimilatee@fter the
mergers and optimally retain key target firm mamaget, suggesting efficient levels of autonomy for target firm
post-acquisition, and integrating possible diffeesnin corporate cultures between the acquiringtamygkt firms.



cooperation between merging firms, resulting inoaterly transfer of control and speedy deal
completion. Furthermore, targets’ ex-advisors mayable to lower acquirers’ uncertainty about
target firms’ valuation, thereby enabling acquirersffer higher prices for acquisitions. This may
benefit target shareholders and increase thehidetl of deal completion.

The two hypotheses - information advantage andidgabvement - are not mutually exclusive.
The information advantage view focuses more ondlative bargaining strength between merger
counterparties and the wealth transfer from targgetecquirers, while the deal improvement view
places more emphasis on the value creation caysteddets’ ex-advisors for both merging firms.
Which view dominates the other is the primary emplrquestion that we aim to address in this
paper.

While both hypotheses predict that acquirers maselstrong incentives to hire targets’ ex-
advisors, it is important to note that targets’agidsors may not always agree to advise acquirers
in the proposed merger transactions. Although tieer® explicit law or regulation that prohibits
the ex-advisors of a merging firm from providing/ery services to the merger counterpérify,
the service provision is perceived as creatinganohl for potentially transmitting firm-sensitive
information, it may negatively affect advisors’ tégtion in the market and even lead to litigafion.

The potential of being sued and consequent dantages reputation may therefore limit an

advisor’s ability to accept advisory contracts unsigch circumstances. Concurrently, acquirers

4 The mandated disclosure requirements under cuUBE@! rules require disclosure of material relathdps only in

the past two years between the financial advisdrtha parties to the underlying transaction and@gpensation
received as a result of that relationship. See 185 (b)(4) of Regulation M-A under the Securittes€hange Act of
1934 (Hughes and Austin, 2012).

5 For example, in 2003 Dana Corp, which was thectasfja hostile bid by ArvinMeritor, filed a lawsui New York

against UBS, which advised the acquirer. Accordimghe lawsuit, UBS has acted as an investment dyaakd
financial advisor to Dana on a "significant corgerproject" since "at least" March 2002. UBS preddsubstantial
financial and investment advice" to Dana with respe the project from March 2002 through the eht¥lay (Dow

Jones Corporate Filings Alert, August 5 2003). WS also “a major lender to Dana and gained sutistamounts
of confidential information about Dana” (The Watt&:t Journal, 5 August 2003). In the end, Arvinittewithdrew

its offer on November 23, 2003 and Dana reache@uwtrof-court settlement (terms undisclosed) withSJB

December 2003.



would expect the managers and boards of some sai@edtionally reject the merger negotiations
as their hiring of targets’ ex-advisors may be \@dvas an unfriendly strategy to weaken targets’
position by unveiling privy information. Thus, aémgrs should rationally evaluate pros and cons
before making the decision to hire targets’ ex-adrd. While anecdotal evidence suggests hiring
merger counterparty’s ex-advisor results in infaioratransmission and conflicts of interests, it
is an open empirical question whether or not sofdrmation transmission (or conflict of interests)
Is necessarily beneficial for the hiring firm and@etrimental to the merger counterparty. It is
unclear whether hiring targets’ ex-advisors prosidenefit to the acquiring firnex anteif targets
foresee possible conflicts of interests and set&rk égrms and protections from the acquiring firms.
For example, in the presence of conflicts of indemretarget with strong bargaining power may
demand a higher premium. Moreover, even if the @sed benefits exist, the consequential
conflicts arising between acquirer and target magiplate these benefits, resulting in an overall
loss in valueMehran and Stulz (2007) also suggest that markeicjpants appear to consider
conflicts of interest when making their decisions.

Using a sample of 3,251 mergers and acquisitiodeaken between US-domiciled publicly
listed firms during the period 1985-2008, we fihett9.6% of acquirers hire targets’ ex-advisors
to advise on the deals, given that target firmechimerger advisors in the past transactions. When
the advisor choice is analyzed in a multivariatitirsgs we find that acquirers’ propensity to hire
targets’ ex-advisors is positively related to thenber of M&A advisors hired by targets in the
past five years and for diversifying mergers, beagatively associated with acquirers’ merger
expertise in targets’ industry. Additionally, lomgend more recent relationship between targets
and their ex-advisors increases the potential éguaers to hire the targets’ ex-advisors, while
acquirers’ propensity to hire target’'s ex-advisdrgps if some of the targets’ ex-advisors have

merged since their last engagements with targétssd results are generally consistent with the



view that acquirers rationally balance the cost$ la@nefits of hiring targets’ ex-advisors when
choosing advisors.

We then examine the consequences of acquirerghangets’ ex-advisors by examining the
likelihood of competing bids, the premium paid bg aicquirer to the target, and the announcement
returns. Our results show that acquirers’ hiringasfets’ ex-advisors significantly reduces both
the likelihood and the number of competing biddjaating that this decision deters less informed
bidders from entering the contest. Moreover, aftartrolling for known determinants of premium
and cumulative abnormal returnrSAR), acquirers’ decision to hire targets’ ex-advislonsers
both the premium paid to the targets and the targ@AR by roughly 0.06, which is both
economically and statistically significant. Colleely, these results support the information
advantage view that the hiring of targets’ ex-adrdsprovides the acquirers with a bargaining
advantage and allows them to acquire the targesfat a more attractive price.

We do not find evidence in support of the deal imvmement hypothesis, which predicts that
the combined wealth gain and the likelihood of deethpletion should be positively related to the
hiring of targets’ ex-advisors. Specifically, wecdonent that acquirers’ decision to hire targets’
ex-advisors has no significant impact on the valugynergistic gains, which is measured as the
combined abnormal announcement returns to acquémsdstargets, long-term post-acquisition
stock performance of the combined firm, the likebd of deal completion, and time to resolution.
Although targets’ ex-advisors do niotreasethe value of total synergies, we find evidencd tha
they enable acquiring (target) firms to obtain eager (smaller) fraction of synergies, which is
consistent with acquirers’ enhanced bargainingtstab suggested by the information advantage
hypothesis.

We perform a variety of checks to ensure that cainmesults are robust to alternative model

specifications and variable definitions. In partay all our results continue to hold after



controlling for endogeneity using the two-stage kiean (1979) procedure. Furthermore, we
conduct simulation analysis to address the contetnour findings may belriven by the market
share of target firms’ ex-advisors. Taken togetbar,findings favor the interpretation that when
an acquirer hires the target’s ex-advisor, valuatftaemation is conveyed to the acquirer, leading
the acquirer to possess greater bargaining poweenger negotiations and reducing the degree of
competition from less informed bidders.

Last but not least, we also examine the advisoicelfoom target firms’ perspective. Can target
firms achieve information or bargaining advantagehiring acquirers’ ex-advisors? The short
answer to this question is no. Our analysis revialsthe hiring ex-advisors of acquirers does not
influence targets’ or acquiring firm&CAR premiums paid by acquirers, the dollar value of
synergies, and the targets’ share of total syngegys. These results, although standing in sharp
contrast to the value effects of acquirers hiriagyéts’ ex-advisors, are possibly driven by the
asymmetric feature of M&A transactions: acquirimgns continue to survive after acquisitions,
while targets normally cease to exist as standatonganies after successful mergers. As a result,
while acquirers can use the promise (or lure) afrieibusiness to motivate targets’ ex-advisors to
work hard on their behalf, target firms cannot pffee same incentives to acquirers’ ex-advi$ors.
Furthermore, acquirers’ ex-advisors hired by targeay also be concerned about losing future
business from the acquirers if their involvememluees acquirers’ overall gain from the mergers.
Thus, the information role of acquirers’ ex-advsshired by targets should be weaker than that of
targets’ ex-advisors hired by acquirers.

Our paper contributes to the extant literaturénne¢ ways. First, we provide new evidence of

the value effect of advisor choice in M&As. To thest of our knowledge, we are among the first

6 In our sample, roughly 58% of these banks (tasget-advisors) are hired by acquirers in futuregaetions as M&A
advisors.



to show that acquirers hiring targets’ ex-advidoais a significant impact on merger outcomes.
Second, our analysis reveals that hiring targetsadvisors reduces competition from other
potential rival bidders. This economic functioreafadvisors is similar to that of a toehold in term
of increasing acquirers’ bidding advantage and cidyutakeover competitioh Finally, prior
studies have well documented that the bank-firrorpglationship is beneficial for both investment
banks and firm&.0ur results reveal that a prior bank-firm relasibip can be exploited by potential
bidders, putting target firms in a disadvantagqmustion on the bargaining table.

The rest of the paper proceeds as follows. Sedtibniefly reviews the relevant literature.
Section Il describes our sample and variable cang8bns. Main results are presented in Section

IV, followed by robustness checks in Section V.teecVI concludes.

[I. A Brief Literature Review

The role of investment banks has long been disdusdte literature. Early theoretical studies
focus on the role of investment banks as an agartltect information and as a mediator to resolve
the problems of information asymmetry in financrabrkets (e.g. Beatty and Ritter 1986;
Benvensite and Spindt 1989). Although investmenkbanay have incentives to collude with the
clients they represent, they also have incentieebuild up reputation by setting standards to
evaluate their clients so as to gain a bigger ntaskare (Chemmanur and Fulghieri, 1994).

Empirical studies on initial public offerings, suat Carter and Manaster (1990), Carter, Dark, and

7 Betton, Eckbo, and Thorburn (2009) suggest thtaehold can reduce takeover competition if it exisea certain
threshold. Relatedly, Boone and Mulherin (2007)wloent termination provisions increase takeover aitipn.

Boone and Mulherin (2011) find that the formatidrpdvate equity consortiums has no negative eftectakeover
competition.

8 James (1992) finds that the marginal cost of #eated underwriting business with the same firrtovger.

Ljunggvist, Marston, and Wilhelm (2006, 2009) exaenU.S. debt and equity offerings completed betwlé398 and
2002 for prior bank-firm relationships, and condutiat prior underwriting relationships increase likelihood of
winning a lead-underwriting contract. Francis, Hgsnd Sun (2014) find that acquirers’ past retetiops with their
advisors have a significant impact on their cur@gice of M&A advisors.



Singh (1998), and Benveniste et al. (2003), continmrole of investment banks as information
providers.

Given the relative infrequency of mergers and aitjans, the role of financial advisors as
information conduits is particularly important (Btsov, Anand, and Vasudeva, 2013). Empirical
studies on mergers and acquisitions further sugpestinvestment banks facilitate information
sharing among acquirers and targets. Ivashina €@09) examine the influence of lending banks
on the likelihood of a client firm becoming a takeotarget, whereby the acquirer is also a client
of the same bank. This effect is stronger the highe number of same-industry clients served by
the bank, further suggesting that lending bankg alsignificant role by transmitting target spexifi
information (generated during normal course of iegdto acquirers. Agrawal et al. (2013) also
examine the role of advisors as conduits for infairon transmission by studying merger cases
where the same advisor advises both the acquickthentarge?.

Prior studies, however, agree less on the oveeaktits from information sharing between
acquirers and targets. Though information shariag aillow investment banks’ to exercise better
judgement and provide higher quality services, theay also abuse their market power and
information advantage for private benefits. BodkaMassa, and Simonov (2009) document that
financial advisors can take a direct stake in #rgdts (to generate a profit) and thus exploit the
private information they are privy to. Agrawal ¢t @013) find that the presence of “common
advisors”, however, does not lead to better oveledll outcomes compared with deals advised by

separate advisors. Besides, information sharingshdlthe bargaining power between acquirers

° Previous studies also suggest that other finarictefrmediaries can serve as information conduitgllow the
acquirer to reduce information asymmetry aboutahget. For example, Gompers and Xuan (2009) shatxcommon
VC alleviate asymmetric information between pulalaguirers and private targets. The deals with comW© are
associated with more positive acquirers’ CAR. Gal &evilir (2012) suggest that having a board cotioe may
improve information flow and communications betweeguirer and target. Ferreira, Massa, and MatdsQRfind
foreign institutions facilitate international M&Aedls and reduce information asymmetry between #rgimg firms.



and targets. Asker and Ljungqvist (2010) arguedHaim’s strategically sensitive information (e.qg.
operational efficiency, customer/supplier relatiups, progress on research and development
projects etc.) is valuable to product-market rivaalsl may inhibit sharing of underwriters between
large firms in an industry. The same logic can Xtereded to mergers. On the bargaining table, if
the ex-advisor of one company serves the othecdhmany losing its advisor may lose bargaining
power and is thus less likely to achieve a favoleralitcome. Indeed, Agrawal et al. (2013) find
that common advisors generally lean toward the isexgurather than the targets. As illustrated by
the previously cited example of the lawsuit betwd®sma Corp. and UBS, concerns about
information leakage may especially be valid in hesteals whereby a merging firm engages the
services of the merger counterparty’s ex-bank. @ale and Singer (2004) document 52 instances
of large (target value > $1 billion) hostile takeos and suggest that buyers who are advised by
banks with prior relationship with targets may berendiscriminating in selecting their targets and
in price offered. While primarily concerned withvégbr choice, in a recent study Song, Wei, and
Zhou (2013) report that acquirers are more likelghoose boutique advisors (over traditional full
service advisors) in complex deals, and this is@ated with both longer duration and the payment
of lower premiums.

We are among the first to study whether and howrtfemation obtained by M&A advisors
in the course of a prior firm-advisor relationslui@n be exploited or transferred in subsequent
M&A transactions. We note that financial advisanewever, are governed by non-disclosure
agreements with their clients to maintain confidsity. For example, a financial advisor should
refrain from using non-public information in penfieing precedent transactions analysis if it is
privy to the information because of engagemens®me of the comparable deals (Rosenbaum and
Pearl, 2013). On the other hand, our interviewh mvestment bankers suggest that non-disclosure

agreements are typically valid for 1-2 years oter the agreements expire, any further

10



restrictions disallowing the use of this informatiovould severely reduce the banks’
competitiveness. In addition, information sharingarfsfer) across M&A deals via informal
channels is plausible because it is not readilyentable and verifiable by former clients. The
transmission of information is strongly dependenttbe continued involvement of the same
bankers across deals. Only in the extreme caseerevthe entire team has left the ex-advisor —
may the information be irretrievably lost. Frequentestment bank mergers and high turnover
rates for bankers certainly dampen explicit knogkettansfer across deals, but they work against
our ability to identify the value effects of hiringrgets’ ex-advisors on deal outcomes. The
importance of investment bankers in acquisitiorslss evidenced by Chemmanur, Ertugrul, and
Krishnan (2014) who document that investment bafiked-effects explains a large fraction of
the variation in deal outcomes, over and abovenhestment bank fixed-effects. Taken together,
prior studies and our interviews with bankers ssgtjeat information transfer across M&A deals

is indeed plausible.

[ll. Data, Variables, and Summary Statistics
A. Sample and Data

Our sample is retrieved from the SDC/Platinum dasatand includes mergers and acquisitions
between U.S. firms between January 1985 and Deage2@®8. We include both completed and
withdrawn deals that involve publicly listed acaus and targets. We exclude buybacks, exchange
offers, and recapitalizations, and privatizationwhich acquirers and targets have the same CUSIP.
We require that acquirers own less than 50% ottarghares before the announcement date and
own 100% after deal completion. We exclude deads déine worth less than 1% of the acquiring

firm’s market value of equity. Also excluded aransactions with no deal value disclosed.
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When collecting the advisor information from the GBlatinum database, the sample banks
are selected by forming a union of two groups afkisa (1) the sample of Ljungqvist, Marston,
and Wilhelm (2006); and (2) the sample of 50 masiva banks in M&A activities by transaction
value over the period 1985 to 2008. As SDC/Platirsometimes reports multiple codes for the
same bank, we manually check these codes and certif@m into a single code if they belong to
the same bank. To account for major bank mergensglthe study period, we utilize the data
provided in Corwin and Schultz (2005) and Ljungg\vigarston, and Wilhelm (2006), and the data
supplemented by SDC/Platinum and other financialsneources, which include LexisNexis
Newswires, Yahoo! Finance, Google, and ProQuestddapers. Appendix A lists the final set of
survival banks, together with their predecessorsjnd the sample period. The number of
candidate banks varies from 57 to 107 over timpedding on past mergers and the date a bank
first appears in SDC/Platinum. We restrict our si@ng deals in which each acquirer employs at
least one advisor from the list in AppendixThese sampling criteria yield a final sample 053,2
M&A transactions, among which 760 targets have @éxsors from past M&A transactions.
Among these 760 deals, targets re-hire their fordersors in 394 deals.

Furthermore, we retrieve financial data from thempastat Industrial Annual database and
obtain stock price data from the Center for RedearSecurity Prices (CRSP) files.

[INSERT TABLE 1 ABOUT HERE]

Table 1 reports the summary statistics for markates of the twenty five most active financial
advisors for acquiring firms in our sample. We rémim based on the total value of all transactions
(column (1)) advised by the surviving bank andptsdecessors. Following Golubov, Petmezas,

and Travlos (2012), we refer to the top eight itwvest banks as top-tier, and all other advisors as

12



non-top-tier:® Column (2) reports the total number of transactidhthere are multiple advisors
for an acquirer in a merger, each advisor is atkxta 1/n share of value in column (1) or a count
of 1/n in column (2), where n is the number of advs hired by the acquirer for a transaction.
Column (1) suggests that Bank of America Merrillnci is the most active M&A advisor for
acquiring firms based on the total value of tratisas advised over the period 1985-2008,
followed by JP Morgan, and Citigroup. Column (3pads the number of M&A transactions in
which target firms hired advisors during the pagt fyears (e.g.TargetHasEx= 1). Column (4)
shows the number of deals in which the acquiring’d advisor advised the target firm in M&A
transactions during the past five years (¢lgeTargetEx= 1). In our sample, acquirers hire targets’
ex-advisors in 73 deals, which account for 9.6%#G8f deals in which target firms have ex-advisors
and 2.2% of all deals (3,251). Although, the 73lsl¢laat involve acquirers hiring targets’ ex-
advisors only account for 2.2% of all deals, thegresent for 9.5% of total deal value. In other
words, those deals are indeed larger than a tygeall For example, Peregrine hired Deutsche
Bank as its M&A advisor when it acquired Harbinger2000. Deutsche Bank had, in the past,
acted as an advisor for Harbinger. Similarly, whéews Corporation acquired Dow Jones
Company in 2007, it employed JP Morgan who hadessatladvisory services to the target in the

past. Appendix B tabulates the distribution ofdeals in our sample by year.

B. Key Variables

10 Note that the ranking reported in Table 1 may ifferégnt from that given by the SDC league tablesaduse when
calculating the number of deals advised by an advise include all deals advised by the bank amgiedecessors.
In addition, the top eight investment banks amghsly different from those of Golubov, Petmezag] @aravios (2012).
Lazard and UBS rank number 8 and 9 in their Tapleut rank number 9 and 8, respectively, in our@aniThe
discrepancy is caused by the difference in samgli®g between theirs (1996-2009) and ours (198800

13



The key variable of our intereddireTargetEx is equal to one if the acquiring firm hires an
advisor who advised the target firm in M&A transans during the past five years, and zero
otherwise. As an important control variabl@rgetHasExis set equal to one if the target firm has
ex-advisors during the past five years, and zetwrotise. We includeTargetHasExas an
explanatory variable in regressions to accountttier fact that some targets may not have ex-
advisors for acquirers to choose from.

We utilize the following variables to measure tlealdbutcomes. Cumulative abnormal returns
(CARrcauirer and CAR™99Y) are defined for the acquirer and the target, @etsyely, from one day
before to one day after the announcement dateed¥i®%A (e.g., Netter, Stegemoller, and Wintoki,
2011).We employ a standard event study methodology tosureaabnormal announcement day
returns. To estimate the market model, we use &@lnty days of stock returns, beginning 205
days before and ending 6 days before the M&A anoceoment date. The CRSP value-weighted
return is used as the market return. Using the C&fRlly-weighted returns yields qualitatively
similar results.

Following Bates and Becher (2011), we measuretiimjpim paid to the target by the acquirer
(Premiun) as the initial offer price (or final offer prigeinitial offer price unavailable) as reported
by SDC, deflated by the share price of the targeh fat five trading days preceding the
announcement date, less one. Moreover, to minitheenpact of extreme values and misrecorded
data, we follow Bates and Becher (2011) and eliteitfze transactions where premium is less than
-20% and then winsoriZzéremiumat the top and bottom 5% of its distribution.

We follow Bates, Lemmon, and Linck (2006) and eatenthe total dollar-denominated

synergy Synergy as follows.

Synergy= MV CAR™™ 4 (1-ar) MV*®%  CAR'™

14



where MV is the market value of equity two days prior to #mouncementCAR AU gnd
CAR %t gre the cumulative abnormal returns defined abaneéy is the toehold of the acquirer.
Following Kale, Kini, and Ryan (2003) a@blubov, Petmezas, and Travlos (2012), we calculate

the acquirer’s and target’s share of synerge&3dSandTSO$, respectively, as follows.

MV Acquirer x CARAcquirer

S , If Synergy>0
ynergy
ASO& MVAcquirerXCARAcquirer )
1- Synergy , If Synergy< 0
_ Target yrarget
(@ a)M\é xCAR , If Synergy> 0
ynergy
TSOS=
_ Target yrarget
1- @ a)M\éyne:;)(/:AR , If Synergy 0

Bates, Lemmon, and Linck (2006) point out the int@oce of addressing the outliers as some
deals with small synergies can produce extremeegaln ASOSand TSOS We thus follow
Golubov, Petmezas, and Travlos (2012) and winsthizge three measures at at the top and bottom
5% of their distributions. When used as a dependaidble in the regression analysSgnergyis

deflated by acquirer's market value of equity tvaysl prior to the merger announcement.

C. Summary Statistics

Panel A of Table 2 summarizes the deal charadt=i&ir the whole sample in columns 1-3.
On average, acquirers offer a 31 percent premiuputohase targets’ shares. The mean value of
synergy as a percentage of the pre-bid marketalggaition of the acquiring firm is around 1%.
The mean three-day CAR for acquirers is -2% whikermean CAR for targets is 18%. The mean

values ofTSOSandASOSindicate that targets capture most of the synardy&A transactions.
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These statistics are consistent with previous stutliat suggest although M&A creates value on
average, the value created primarily accrues teéattyet firms (e.g., Bruner 2004).

Furthermore, we consider three indicators for termdiers, diversifying mergers, and hostile
transactions respectivelyn acquisition is defined as a diversifying on¢hié acquirer and target
have different four-digit SIC codeBercentage of Casis defined as the percentage of deal value
that is paid with cash. Also reportedRelative Sizewhich is defined as the transaction value
divided by acquirer's market capitalization at #ed of the fiscal year prior to the acquisition
announcement. In terms of mediaative size the deal value amounts to 36% of the acquirer’s
pre-merger market value of equity. Of all the bad®ut 19% and 6% of transactions are tender
offers and hostile takeovers, respectively. Furtabout 48% of the transactions are diversifying
mergers. Finally, in a typical transaction, thewacgy finances the deal with 35% of cash.

In columns 4-7, we divide the transactions into woups according to whether the acquirer’s
advisor advised the target firm in M&A transactighigreTargetEx= 1) or not HireTargetEx= 0)
during the past five years. Comparing two subsasple find that deals in which acquirers hire
targets’ ex-advisors exhibit low&ARfor target firms, lower premium, lower synergydanlower
percentage of cash payment. Nevertheless, targe¢tstiders still earn a substantially positive
(0.13) abnormal announcement returns when acquirgrgy target firms’ ex-advisors. In dollar
terms, the average reductions in target CAR anchjoiras received are $181.2 million and $265.6
million respectively. The statistics are generabnsistent with our expectation that by hiring
targets’ ex-advisors, acquirers can gain bargaiathgantage in deal negotiations.

[INSERT TABLE 2 ABOUT HERE]

Panel B reports summary statistics of firm chardsties that are included as control variables

in regressions. Specially, we include leverageragveragg, the natural logarithm of total assets

(Ln(Assety), the market to book ratidi/B), and free cash flonGashFlow of both acquirers and
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targets. The dollar values (in millions) of totakats are converted into 2000 constant dollargusin
the GDP deflatorLeverageis defined as total debt/total ass&éB is the market to book assets
ratio. CashFlowis (Net Income + Depreciation - Capital Expendi){Assets. To mitigate the
impact of outliers or misrecorded data on the tesall firm characteristics are winsorized at the
0.5% level at both tails of the distribution. Comgxhwith deals withHireTargetEx= 0, deals with
HireTargetEx= 1 involves acquirers and target firms that argdr in terms of total assets. Target
firms with ex-advisors being hired by acquirersdigher financial leverage, and lower market-

to-book-ratios.

IV. Main Results
A. Determinants of Hiring Targets’ Ex-advisors

We first model acquiring firms’ advisor choice asfumction of deal, advisor, and firm
characteristics. If the choice to hire targets’aglisors is purely a random event, we should not
expect the choice to be affected by such charatityi Specifically, we estimate the following

probit modef!
ProbHreTargetBe 1= F@+ aX, 1)
where Prob. stands for the probability of hiringg&ts’ ex-advisorsF denotes the normal

cumulative distribution function, andis a set of deal, advisor, and firm charactesstimt have

been shown by previous studies to affect the adwBoice. This analysis can also help us deal

11 A potential problem of using a probit model foe thdvisor choice is that the unconditional prolighif acquirers
hiring targets’ ex-advisors is low (around 2.2%).other words, hiring merger counterparty’s ex-adis is a rare
event. King and Zeng (2001) argue that the useadfttonal binary choices models will underestimte probability
of rare events. To correct for the bias, we usedhe event Logistic Regression developed by Kimdj 2eng (2001)
to re-estimate the regressions for Table 3 anchwol(L) of Table 4 and find that our results areepsally the same.
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with the potential endogenous relation betweercti@ce of hiring targets’ ex-advisors and deal
outcomes analyzed in Section V. A.

We consider the following deal, advisor, and firharacteristics as explanatory variables in
equation (1): (1) the number of M&A advisors hitadthe target firm in the five years prior to the
deal; (2) the number of advisors hired by the aegum the current deal; (3) the acquirer’s exgerti
in the target’s industry, which is defined as tbenber of mergers done by an acquirer in its tasget’
four-digit SIC industry divided by the total numb®Ermergers in the industry involved during the
past five yeard? (4) bargaining power between the acquirer andatget, which is defined as the
ratio of the natural logarithm of total assetstad acquirer to that of the target; (5) relativeldea
size, which is defined as the deal value dividedh®yacquirer's market value of equity at the end
of the fiscal year prior to the acquisition anncement; (6) percentage of deal value that is paid
with cash; and (7) three indicator variables forder offers, diversifying mergers, and hostile
takeovers.

Additionally, we construct three variablRgcencyDuration, andBankMergedo measure the
closeness of the relationship between targetstlagid ex-advisors. We expect acquirers are more
likely to obtain value-relevant information and téf®@re more likely to hire targets’ ex-advisors if
the target-advisor relationship is longer and nmrecent. Specifically, we define the duration of a
deal as the time elapsed (in years) between theuzgement date and the completion date, divided
by five. Further, for a current deal under constien, the recency of relationship between the
target and its ex-advisor is defined as five mithigstime elapsed (in years) between the origination

date of the relationship and the announcementafatee current deal. For example, suppose the

12We follow Asker and Ljunggvist (2010) and defimsliistry expertise variables using four-digit SIQles. For
consistency, we define diversifying mergers usmgfdigit SIC codes as well. However, our resuttsreot sensitive
to this choice. Our robustness checks (untabulatédvailable upon request) suggest that usingitiigit SIC codes
generates qualitatively the same results.
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current deal was announced on Jan 1, 2005. Thet targviously hired Bank A on Jan 1, 2002 and
finished the deal on June 30, 2002. In this casigtibn is 0.6/5 and recency is (5-3)/5 = 2/5. As
we only consider mergers within past five yeardffi@rcurrent deal, both duration and recency take
a maximum value of one. For a current deal undesideration, we comput&uration and
Recencyas the average duration and recency of all targgtadvisors within past five years.

However, two factors may affect acquirers’ decidiohire targets’ ex-advisors. First, targets’
advisors are subject to non-disclosure agreemeatate typically valid for one to two years. It is
possible that acquirers may avoid targets’ ex-asgisvho have very recent relationship with the
targets. Therefore, for deals within previous tweang, we set recency of the deal to zero. In other
words,Recencys calculated based on targets’ deals that toa&eplvithin two to five years before
the current deal that is under consideratfo8econd, turnovers of advisory teams may cause
significant dissipation of information. Although veannot observe turnovers of advisory teams
directly, we expect significant turnovers are like exist when two banks merge with each other.
Therefore, we define an indicator variable thatadsjwone if one of the target’'s ex-advisors has
merged since its previous engagement with the tafgen, for a current deal under consideration,
we computeBankMergedas the ratio of all bank mergers related toaatiét’s ex-advisors within
past five years.

[INSERT TABLE 3 ABOUT HERE]

Table 3 presents the results from estimating egngtl) for acquiring firms. We find that
acquirers’ probability of hiring targets’ ex-advisas positively related to the number of advisors
hired by target firms in the past five years anddiwersifying mergers, but negatively associated

with acquirers’ merger expertise in targets’ indpstiore importantly, the probability of acquirers

13 For 73 deals in which acquirer hires target’s @xisors, only 8 of them include advisors who additee targets in
the previous 2 years.
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hiring targets’ ex-advisors increases with bB#cencyandDuration. The finding suggests that
longer and more recent relationship between tamyadstheir ex-advisors increases the potential
for acquirers to obtain value-relevant informatitom the targets’ ex-advisors. Acquirers’
propensity to hire target’'s ex-advisors drops ihsmf the targets’ ex-advisors have merged since
their last engagements with targets. This resuttorssistent with the notion that bank mergers
result in dissipation of information (making thees$ attractive) due to turnover of advisory teams.
Other explanatory variables are statistically indfigant in the regression. The pseuddiR
column 5 indicates that the model explains up t#% 38 acquirers’ choice to hire targets’ ex-
advisors'4 Note, however, that our main objective here is twoidentify a complete list of
determinants that affect acquirers’ choice to hamgets’ ex-advisors, but rather to identify
variables that are correlated with the advisor obon order to address the endogeneity issues

discussed in Section V.A.

B. The Effect of Hiring Targets’ Ex-advisors on Taleover Competition

Table 4 examines whether hiring targets’ ex-adgiszan reduce takeover competition. We
employ two proxies for takeover competition: tHeslihood of having competing bidders and the
number of competing bidders. Specifically, in cotu(d) of Table 4, we estimate a probit model
where the dependent variabM(tiBidder) is equal to one if any competing bidder existg] a
zero otherwise. We report the marginal effects thaasure the effect of a one unit change in the

continuous explanatory variables (moving from zerone for dummy variables) on the dependent

14 Note that the numbers of observations in Tablésade smaller than that in Table 3 because of tissing values
of dependent and explanatory variables in Tablés As a robustness check, we exclude observatighsmissing
value of any dependent and explanatory variabl@abies 4-6 and find similar regression resultpgred in Panel
D of Table 7).
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variable. In column (2) of Table 4, we estimate tlegative binomial regression model, in which
the dependent variable is the number of competiaidens NBidders.
[INSERT TABLE 4 ABOUT HERE]

In addition to includingHireTargetExand TargetHasEx we control for the targets’ firm
characteristics described in Section Ill. In additiwe consider three additional controls that have
shown by previous studies (e.g., Jennings and M2868; Betton and Eckbo 2000) to influence
takeover competition. Betton, Eckbo, and Thorbu2@0Q) suggest that a toehold can reduce
takeover competition if it exceeds a certain thoddhwe therefore incorporate a toehold dummy
which is set equal to one if toehold is larger tbé&f, and zero otherwis®.Premiumis included
because it can be correlated with the level ofgpt&l or realized) competition in a transaction in
different ways. On one hand, Jennings and Maze83)1find that a higher premium can deter
competing offers, implying a negative effectRyemiumon the presence of multiple bidders. On
the other hand, the presence of multiple biddeng str@ngthen a target’s bargaining power, thus
allowing it to extract a higher premiuthAlso included is the percentage of cash paideddiget
firm.1” Fishman (1989) argues that cash payment pre-ecoptpeting bids, while Jennings and
Mazeo (1993) document that cash payment is pobitre¢ated to takeover competition.

The result reported in column (1) of Table 4 suggekat rival bidders are less likely to
materialize if acquirers hire targets’ former advss The coefficient ofireTargetExis negative

and significant at the 5% level. It indicates thiging targets’ ex-advisors can reduce the likeditho

15 Once a company purchases 5% or more of anothgoaimmit must file Form 13D with the SEC and expltai the
target firm in writing the reason for the purcha$&% or more of its stock. Filing form 13D additally notifies the
public as to what the company intends to do withttrehold purchase. Moeller, Schlingemann, andz $8004) also
use 5% as the cutoff when defining the toehold dymm

16 Bradley, Desai, and Kim (1988) and Servaes (19t )example, find that target’s abnormal returmonfrthe day
before merger announcement through resolutiorgigfgiantly higher for deals with multiple biddettsan deals with
a single bidder.

17 All our results are qualitatively the same if artay variable for pure-cash transactions is usetgaus
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of having competing bidders by 3%. Given that theanditional probability for any deal in our
sample to involve multiple bidders is 9.2%, thisgmiéude represents an economically meaningful
effect. Column (2) of Table 4 reveals that hiringaglvisors of targets also negatively affects the
number of rival bidders. Taken together, the rasultTable 4 are consistent with the notion that
hiring targets’ ex-advisors improves acquirers’omfation advantage and reduces takeover
competition by deterring potential rival biddersorfr participating® However, we cannot
completely rule out additional factors that mayaitay a role in deterring competing bidders such
as deal complexity, asset specificity, and otheuaer, target and bank characteristics that are
unobservable to the researchers. We address thieedmariable bias in our robustness checks in
Section V.

The coefficients of other explanatory variablesgererally consistent with those documented
by previous studies. Consistent with Jennings arddd (1993), we find that the existence of
toehold reduces the level of takeover competiteomg that the fraction of payment by cash is
positively related to takeover competition. Addiadly, the level of takeover competition is
positively related to the firm size of target comigs, and negatively associated with the leverage

ratio and the market-to-book ratio of target firms.

C. The Effect of Hiring Targets’ Ex-advisors on DedOutcomes
In this subsection, we first examine the effect tofing targets’ ex-advisors on the
announcement returns for acquiring and target fimaspectively. We then investigate whether

such hiring decisions affect the premium paid taes firms by acquirers. Finally, we study

18 Due to missing values of dependent and explanatariables, the number of observations in Tabls 4,7V36.
Among these 1,736 cases, acquirers hire targetadeisors in 43 deals, which accounts for 9.8% 4ff deals in
which target firms have ex-advisors.
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synergies created by mergers and acquisitions andthey are divided between acquirers and
target firms.

In columns (1) and (2) of Table 5, we separatetyress targets’ and acquireilSAR on
HireTargetEx TargetHasEx deal characteristics, and firm characteristitSpecifically, to
control for deal characteristics, we incluflender Offer, Relative SizBiversify, Hostile, and
Percentage of Cashiender Offers included because Bates and Lemmon (2003) aiick©2003)
find that acquirersCAR s higher for tender offer. We includeelative Sizébecause Moeller,
Schlingemann, and Stulz (2004) show that biddeoanocement returns increase with relative deal
size. We includeDiversify since Morck, Shleifer, and Vishny (1990) show tbatders earn
negative returns when making unrelated acquisiti®etwert (2000) finds that acquirers realize
lower abnormal returns in hostile takeovers, saneide Hostile which equals one if the SDC
classifies the acquisition as a hostile takeover zsro if the SDC classifies the acquisition as a
friendly takeover. Since cash (stock) is more kel be used as a method of payment when there
is low (high) valuation uncertainty in the acquait (Travlos (1987), Loughran and Vijh (1997)),
we also control foPercentage of Casin the regression. Coefficients are estimated foodinary
least squares (OLS) regressions. Theatistics are calculated using Huber/White/Saondwi
heteroskedastic consistent errors.

[INSERT TABLE 5 ABOUT HERE]

Column (1) of Table 5 reveals that targe®AR is significantly and negatively related to

acquirers’ decision to hire targets’ ex-advisofsisTs consistent with the “information advantage”

argument outlined in Section I. In terms of econosignificance, this decision lowers target’s

19 CARis measured from one day before to one day dfeeahnouncement date. Using either the abnormahren
the announcement day or the cumulative abnormatrrdtom two days before to two days after the amoement
date as the dependent variable does not changeamresults.
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CAR by 0.06, which amounts to 1/3 of the aver&y®R (0.18) for all target firms across all
transactions in our sample. This result also sugdhat investors may be sophisticated enough to
recognize that targets’ ex-advisors can cause dartadarget firms when they are hired by
acquirers in M&A transactions.

Column (2) shows that acquirel€AR is not significantly unrelated to its decisionhme
targets’ ex-advisors. The estimated coefficienHoETargetExis 0.01 witht-statistic being 0.5.
Although we postulated that hiring targets’ formadvisors may provide acquirers with
competitive edge in the bidding process, the resulggest that this decision does not create value
for acquirers’ shareholders. We interpret it as ¢l@ence supporting the competitive market
hypothesis proposed by Boone and Mulherin (2008) ddcument no significant relation between
bidders’ stock returns and the level of merger cetitipn?® The hypothesis maintains that in a
merger, the presence of actual or potential cormpetieads to efficient pricing of the target and
results in zero profits to the winning bidder. Ither words, in a competitive takeover market,
winning acquirers rationally respond to the levéltakeover competition and the uncertainty
associated with target firms’ value. Although raabacquirers can reduce the level of takeover
competition through hiring targets’ ex-advisorsgyttearn breakeven returns because the entire
takeover market is competitive and efficient. Tregative coefficient offargetHasExndicates
that when targets’ ex-advisors are available, dratcquirers do not hire targets’ ex-advisors,
acquirers’CARis lower than otherwise.

The coefficients on other explanatory variables geeerally consistent with the findings in

prior studies. Consistent with Moeller, Schlingemaand Stulz (2004), we find that glamour

20 Specifically, Boone and Mulherin (2008) argue thatwinning acquirer does not make systematig®imoadapting
its strategy to the level of competition and uraiety regarding target value, and hence no relasioould exist
between acquirer returns and either the numbeidoiebs or the uncertainty in target values.
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acquirers experience more negatdA&R We also find acquirer€ARis higher for deals financed
by more cash, consistent with Travlos (1987) anlteFWNetter, and Stegemoller (2002). Besides,
targets’CARIs higher in hostile deals and deals financed byentash, consistent with Andrade,
Mitchell, and Stafford (2001). Target firms withwdVl/B and high free cash flows experience
more positiveCAR consistent with Manne (1965) and Alchian and Detmé1972) who show that
corporate takeovers can be used to create shaeshadtle by eliminating poorly performing
managers.

Column (1) of Table 6 reports the regression redalt premiums paid by acquirers. Following
Bates and Becher (2011), we include in the regvasBrm characteristicsLO(Assety M/B,
Leverage CashFlow as control variables. To account for deal charéstics, we include three
indicator variables for tender offers, diversifyingergers, and hostile transactions, together with
percentage of deal value that is paid with cashalste control forelative sizeand adjust standard
errors for heteroskedasticity and correlation axaisservations for a given deal. The constant term,
year fixed effects and industry fixed effects dsmancluded but not reported in the table.

[INSERT TABLE 6 ABOUT HERE]

We document that takeover premium is negativeteel to acquirers’ decision to hire targets’
ex-advisors. The coefficient of -0.06 indicated thiang targets’ ex-advisors lowers the premium
paid to targets by 0.06, which is about 20% ofdterage premium (0.31) across all transactions
in our sample. This result is consistent with tleywthat the competitive advantage gained from
hiring targets’ ex-advisors reduces acquirers’ imiee to offer a higher premium in order to deter
a competing bidder. Furthermore, hiring targetsadxisors enables acquirers to better estimate
the value of target firms and thus reduce theafskverpayment.

In column (2) of Table 6, we use the total dollalue of synergy, scaled by the pre-bid market

capitalization of the acquiring firm, as the depamdvariable. The results reveal that hiring teslget

25



ex-advisors does not affect the total synergy. Thigmconsistent with the “deal improvement”
hypothesis which predicts that targets’ ex-advisacs as information conduits and use their
information advantage to improve deal outcomegjitepto a greater combined gain from the
merger. In untabulated tests, we follow Rau andnamlen (1998) and measure long-term value
creation using the post-acquisition stock perforoeaof the acquiring firm over the three-period
following the year of acquisition. The results @imtlated) indicate thatlireTargetExhas no
significant effect on the long-term stock perforroan

In column (3), we use OLS regression analysis torewme how the use of targets’ ex-advisors
affects the division of synergy gain between aaquand target* The dependent variablg$03
in column (3) is target’s share of synergy. Thetaanvariables are the same as those in the
premium and synergy regressions.

The results in column (3) suggest that the targdtare of synergyTSO$ is negatively and
significantly related to acquirers’ choice to hitargets’ ex-advisors, consistent with the
“information advantage” hypothesis which predictgtt target firms are at a bargaining
disadvantage when their ex-advisors are hired gyieng firms. The coefficient dflireTargetEx
-0.48, suggests that hiring targets’ ex-advisoraeerage reduces target shareholders’ share of
synergy by 0.48. This negative effect is substaghieen that the mean and median value$®0S
are 1.5 and 1.01, respectively. In untabulated test follow Bates, Lemmon, and Linck (2006)
and consider theelative target’'s share of synergRTSO$ which is calculated as the share of
synergy to target shareholders relative to thepprtional share of the firm owned prior to the.bid
That is,RTSOS= TSOH1-a). RTSOSmeasures the proportional gains for target shéder®

relative to their pre-bid ownership of the targ@te results (untabulated) indicate that

2! Following Golubov, Petmezas, and Travios (2013),use OLS regression analysis. Our results arétajiaaly
unchanged if Tobit model is used.
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HireTargetEx has a negative and significant effect BTSOSas well (the coefficient of
HireTargetExis -0.50; thd-statistic = -2.4), indicating that it is targepee-bid shareholders who
bear the brunt of diminished share of value crebietthe transaction. Taken together, our analysis
reveals that although hiring targets’ ex-advisavesdnot create more synergies, it does help the
acquiring firms to achieve significant bargainirdyantage in merger transactions and capture a

higher share of merger synergies.

V. Tests for Endogeneity and Additional Analysis

In this section, we perform addititonal anlaysiatilress the endoegeneity issues and examine
the robustness of our results. We tabulate theltsesuTable 7. While all controlariables in
Tables 4-6 are still included in the new tests, o sake of brevity, we only tabulate the

coefficients oHireTargetEx TargetHasExand the newly added variables.

A. Tests for Endogeneity

So far, we have performed plain vanilla OLS regmsswhich assume that acquirer’'s advisor
choice is exogenously determined. Thus, our resanés potentially subject to two types of
endogeneity. The first type is omitted variablesbM/hile we have controlled for a standard set of
variables that have been shown by previous stuidiesffect takeover competition and deal
outcomes, the relation we observe may be spurfoosrimodel omits any variables that affect
both the advisor choice and merger outcomes. Ther giossible endogeneity issue is reverse
causality. For instance, it is possible that adggifirms are more likely to hire target firms’ ex-
advisors if target firms have weak negotiation podige to poor operating performance, leading
to a negative association betwétireTargetExandCARor premium for target firms. In both cases,

the coefficient estimates from the OLS regressapsbiased and inconsistent.
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We employ a two-step treatment method to addressridogeneity issues regarding the results
reported in Tables 5 and 6. The first-step usethbit regression in Column 5 of Table 3 to
estimate the probability of acquirers hiring tagjetx-advisors. We then obtain the inverse Mills
ratio (IMR) from the first stage and use it as ddigonal explanatory variable in the second stage
regression that examine the impact of hiring ta'get-advisors on deal outcomes. Convincingly
implementing the treatment effect model requireleast one variable in the first stage equation
can be excluded from the set of independent vasainl the second stage regression (so called
exclusion restrictions). In Table 3, we use the benof advisors hired by target firms in the past
five years to meet exclusion restrictichddowever, since probit and negative binomial regjoess
in Table 4 are nonlinear models to which the tresiineffect adjustments cannot be applied, we
instead employ a two-step bootstrapping approathichwinvolves predicting the likelihood of
hiring targets’ ex-advisors in the first stage gsthe specification in Column 5 of Table 3, and
using the predicted value in the second stage. Wéstrap the estimation 500 times to obtain
consistent standard errors and report the coefi€i€®©5% confidence interval estimates in the
Table 7 (Panel A).

[INSERT TABLE 7 ABOUT HERE]

The results of the second stage of the two-stelysinare reported in Panel A of Table 7. The
bootstrapped 95% confidence interval fbreTargetExdoes not span zero in the regression with
the dependent variabMultiBidder, indicating that the coefficient estimate HireTargetExis

significantly different from zero at the 5% lev@he bootstrapped 95% confidence interval for

22 \We select the exclusion restrictions in a manimeilar to Fang (2005) and Golubov, Petmezas, amdl®s (2012).
For example Golubov, Petmezas, and Travlos (20fdft)eathat endogeneity is a concern when analyzingther
firms hire reputable M&A advisors. The authors tiszvariable “scope” as the exclusion restrictiowhi€h indicates
the extent to which the reputable bank of the M&ealdhas served the firm for equity, bond, and agitjon issues
during the past five years) and then assume tfiahads more likely to hire reputable bank as it€& advisor if it
has experience with hiring reputable banks in te.p
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HireTargetExspans zero in the regression with the dependeiatbl@NBidder, however, the 90%
confidence interval (untabulated) suggests thatctiedficient is significant at the 10% level. In
sum, the bootstrapped coefficientsHifeTargetExare generally consistent with those obtained

using OLS regressions, mitigating the concern énaibgeneity drives our results.

B. Simulation Analysis

To further mitigate the concern that acquirers kargets’ ex-advisors simply because these
advisors are active in the takeover market, we gond simulation analysis in which acquiring
firms are assumed to randomly choose M&A advis@sel on advisor's market share. In other
words, an advisor’s probability of being chosendnyacquiring firm is set equal to the market
share of the advisor in the previous year. Basetth®@simulated pairing of advisors and acquiring
firms, we construct the hypothetical bank-firm aabwry relationship for each M&A transaction,
and define simulateHireTargetExaccordingly. We bootstrap the simulation 500 tineesbtain
consistent standard errors and report the averagiiiacents and coefficients’ 95% confidence
interval in Panel B of Table 7. Across 500 simulasi, on average, 29 of 3,251 deals have simulated
advisors being targets ex-advisors. More imponyatite regression results show that the simulated
HireTargetExis statistically insignificant in regressions basathe bootstrapped 95% confidence
interval for HireTargetExspans zero, suggesting that our results are uyltkebe driven by

acquiring firms’ random choice of advisors baseddwisor’'s market shares.

C. Targets Hire Acquirers’ Ex-advisors
While we have shown that acquirers can gain inféionaand bargaining advantage by hiring
targets’ ex-advisors, can target firms counter&eirtdisadvantages by hiring acquirers’ ex-

advisors? Our sample includes 1,544 deals in waatjuirers have ex-advisors from past M&A
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transactions. Target firms hire acquirers’ ex-aorgsn 199 deals. To examine whether target firms
can benefit from hiring acquirers’ ex-advisors, atggment our regression models by including
two new variablesHireAcquirerEx and AcquirerHasEXMireAcquirerEx is equal to one if the
target firm hires an advisor who advised the aaggifirm in past M&A transactions, and zero
otherwise.AcquirerHasEx is set equal to one if the acquiring firm hasaexisors, and zero
otherwise. We includAcquirerHasExas a control variable to account for the possibihat some
acquirers may not have ex-advisors for target fitonselect from.

The results reported in Panel C of Table 7 sugtpedthiring acquirers’ ex-advisors has no
significant effect orCAR of target firms, synergy, merger premium receilgdarget firms, and
targets’ share of synergies. In addition, hiringuarers’ ex-advisors tends to reduce rather than
increase competition among potential bidders. Ta&gather, our results indicate that target firms
gain no discernible advantage through hiring aegsirex-advisors. We argue that hiring merger
counterparties’ ex-advisors has completely differenplications for acquirers and targets.
Although target firms may also have incentives &ngnformation or bargaining advantage by
hiring acquirers’ ex-advisors, the incentives conih one big caveat — as target firms normally
cease to exist as standalone companies after sfaicesgergers, they cannot use the promise of
future businesses to incentivize acquirers’ exsahg. Additionally, acquirers’ ex-advisors hired
by targets may not be able to have future busiftessthe surviving firms if their services (to the
target firms) are perceived to diminish the acgsirgains. In contrast, acquirers can use the
promise of future business to motivate targetsadwisors to work hard on their behalf, as evident
by the statistic (untabulated) that in our sam@&Df these banks (targets’ ex-advisors) are hired

as advisors by acquirers in future merger transasti

D. Robustness Checks
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To check the robustness of our main results, welwcnseveral additional tests. First, our
sample includes 3,251 merger deals undertaken lalicpulisted and US domiciled firms between
1985 and 2008. However, due to missing values pédent and explanatory variables, the sample
size varies a lot across different tables. As austiess check, we exclude observations with
missing value of any dependent and explanatoryalbbes in Tables 4-6 and re-estimate all
regressions. Although we end up with a much smabenple that consists of 1,500 deals, our
results are qualitatively unchanged and reportefebinel D of Table 72

Throughout our analysis, we have controllédrgetHasExin regressions to address the
selection issue that acquiring companies may na hachance to hire targets’ ex-advisors if target
firms have not engaged any advisors in the pastchiBzk whether our results are sensitive to
inclusion of this variable, we remov@argetHasExrom the models, re-estimate all regressions,
and report the coefficients bfireTargetExin Panel E of Table 7. Our main results are egsgnt
unaffected. In Panel F, we also control for targatisisor choice in regression analysis. Allen et
al. (2004), Forte, lannotta, and Navone (2010), Biad(2013) include targets’ decision to hire
advisors and advisors’ reputation in their studidsabnormal stock returns around merger
announcements. Following these studies, we acdourthe presence and reputation of targets’
advisors by including two dummy variables for tasg@ho use at least one advisor and targets
who use at least one top-tier advisor respectividysuggested by Golubov, Petmezas, and Travlos
(2012), we refer to the top eight investment bamnkh largest market shares as top-tier, and all
other advisors as non-top-tier. We include these variables and re-estimate all regressions.

Qualitatively similar results ensue.

23 In this small sample of 1,500 deals, acquirers tirgets’ ex-advisors in 39 deals, which accofort$0.0% of 391
deals in which target firms have ex-advisors atd®of all deals (1,500).
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It is possible that acquiring firms hire targets-advisors because these advisors are too large
to avoid. Targets’ ex-advisors may be reputablestment banks or have large market shares in
the target firm’s industry. As a resuljreTargetExmay simply capture the effect of advisor’s
merger expertise in a certain industry or the effécadvisors’ market share. To address this
concern, in Panel G of Table 7, we control for tadditional advisor characteristidaidustry
Merger Expertise of Acquirer's Advise computed as the number of mergers advised layk b
for a firm’s four-digit SIC industry divided by thtetal number of mergers in the industry during
the past five years. By construction, it takeslaehetween zero and one. If there were no mergers
in the industry over the past five years, all baatesassigned a value zero for industry expertise.
Top-tier Acquirer Advisois a dummy variable and it equals one if the fines a top-tier advisor,
and zero otherwise. Our main results still holdggasting that our findings are not driven by
advisor's merger expertise or advisor’s reputatfoar results are qualitatively unchanged if we
control for advisors’ market share, which is defirees the fraction of total transactions that have
been advised by a bank in the previous year.

Target-advisor relationships may exist not onlyn@rgers but also in other forms of corporate
finance activities such as securities underwritargl corporate lending, providing additional
avenues from which the advisors may obtain vallevamt information about the targets. In order
to include such possibilities in our estimationtafget-advisor relationship, we identify targets’
ex-advisors in underwriting and lending, and cardtr TargetHasExUnderwriter and
TargetHasExLenderto indicate if the target has former underwritiagpd lending-based
relationships with our sample banks over past ywars. We construct underwriting and lending-
based relationship using SDC and DealScan databvaspectively. We also define
HireTargetExUnderwriterandHireTargetExLendeto indicate if the acquirer hires one of these

banks as a merger advisor. We re-run our regressamtels including these additional variables
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and results are reported in Panel H of Table 7iatidate that acquires’ decision to hire targets’
ex-advisors in mergers continues to have signifigarpact on deal outcomes including the
intensity of competition, targets’ CAR and sharesgfiergy, and merger premiums. On the other
hand, hiring targets’ ex-underwriters or ex-lendeas no significant effect on the deal outcomes.
The finding implies that compared to target firmrag-underwriters and ex-lenders, its ex-advisors
in mergers inherently offer acquirers more valuevant services because of their experience of
valuing target firms and expertise of identifyingergy in past M&A transactions. For example,
underwriters specialize in collecting informatioorh institutional investors during book-building
and offer after-market support to the issuing firasd may not be familiar with valuing a target
firm in M&A. Besides, underwriting normally is dofiy underwriting teams in investment banks,
while the M&A advisory is performed by M&A teamsuOresults (or lack thereof) suggest that
any potential information transmission between t&ons in the same bank may not be particularly
effective.

Besides the two-step analysis in Panel A, we pertbe following tests to address the omitted
variable bias. First, we include advisor fixed effein models for Tables 4-6 and report the result
in Panel | of Table 7. Our main findings are rakdaghe inclusion of advisor fixed effects. Second
it is possible that acquirers’ decision to hireg&ts’ ex-advisors is related to general market
conditions. Acquirers are likely to overpay thegets when an industry is hot for mergers and
firms there are likely to be overvalued. For exampoeller et al. (2005) find that acquirer CARs
are more negative when they acquire targets insitnéis with more intensive corporate control
transactions. Following Schlingemann, Stulz, andkivey (2002) and Moeller et al. (2005), we
define the liquidity index for the target (for aay¥ as the value of corporate control transactions
divided by the total book value of assets of fiimghe 2-digit SIC code for that year. We include

the liquidity index in models for Tables 4-6 anga# the result in Panel J of Table 7. Our main
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results are robust to the inclusion of the liquiditdex. Finally, it is possible that acquirersehir
targets’ ex-advisors in complex deals or dealslinag asset-specific targets in order to resolve
uncertainty over the targets’ assets. The impaeicqtiirers’ decision to hire targets’ ex-advisors
on the degree of competition may therefore be drive targets’ industry-specificity and firm-
specificity?* We follow Almeida, Campello and Hackbarth (201d )define machinery intensity
as the ratio of machinery and equipment to totah fassets, then construct industry asset-
specificity by averaging machinery intensity by igeaithin three-digit SIC industries, and define
firm-specificity as the ratio of used-to-total ftkelepreciable capital expenditures by firms in an
industry. We first re-run the models in Tables 4vish firm-specificity included. The result
indicates that our main findings remain unaffeatdr controlling for firm-specificity (Panel K1).
We then classify industries into high asset spatyfiand low asset specificity, and re-run these
models. Our main findings are indeed stronger dugtries with low asset specificity (Panel K2)
rather than in industries with high asset spedyfifPanel K3), suggesting that low propensity and
intensity of competition in deals where acquirdrs kargets’ ex-advisors is unlikely to be driven

by targets’ difficulty in redeploying highly speifassets.

E. Additional Analysis

We also examine whether acquirers pay a fee prermuerchange for services provided by
targets’ ex-advisors. We define the total advideeyas a percentage of deal value and then regress
it on the independent variables used in Table @ rEisults (untabulated) suggest that there is no

significant fee premium when targets’ ex-advisarsldred by acquirers. However, this does not

24 We thank the referee for pointing out this podisibi
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necessarily mean that these advisors obtain ndfiibeme our sample about 58% of these banks
are hired as advisors by acquirers in future mergessactions.

Furthermore, we examine whether hiring merger-cenpairty’s ex-advisors impacts the
probability of deal completion and time to resadati To capture deal completion, we use a dummy
variable which is equal to one for completed tratisas, and zero for withdrawn bids. Time to
resolution is defined as the number of calendas dstween the announcement and resolution
(completion or withdrawal) dates. Under the degbovement hypothesis, having information
about targets and acquirers and the ability tauerfte both sides of deals allows targets’ ex-
advisors to complete deals more quickly. However fimd no evidence to support the notion that

using targets’ ex-advisors impact either the liketid of deal completion or the time to resolution.

VI. Conclusion

This paper examines acquiring firms’ choice to kargets’ ex-advisors. Our analysis suggests
that hiring targets’ ex-advisors indeed providesdfigs to the merging firms, but these benefits are
distributed asymmetrically between them. Our rassliggest that hiring targets’ ex-advisors
provides the acquirers with a better understandfrigrgets’ true value and helps them to identify
the sources of synergy. These acquirers also &reeed competition from outside (less informed)
bidders who may be concerned with being susceptitiee winner’s curse. Both the likelihood of
competing bids, as well as the number of compebicgers is reduced when the targets’ ex-
advisors are hired by acquirers. Acquirers who kargets’ ex-advisors pay lower premiums,
although their own abnormal returns are unaffec@ahcurrently, targets’ abnormal returns are
lower, as is their share of synergies. The abowilt® are robust for alternative model
specifications, estimation methods, and tests futogeneity. We do not, however, obtain

comparable results when targets hire acquirersadaisors. Overall, we conclude that firms’
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decisions to hire the merger counterparties’ exsaats to advise on current mergers has significant,

albeit one-sided, benefits for some participantsuich transactions.
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Table 1: Most Active Advisors for Acquiring Firms

This table presents the twenty five most activariiial advisors for acquiring firms in our sampleédrms

of transaction value in US$ billion. The sample sists of 3,251 M&A transactions in SDC/Platinum
between US public firms during the period of 198®&. We require that acquirers own less than 50% of
targets’ shares before the announcement date amd @96 after the deal completion, and employ atlea
one advisor from the list in Appendix A. Column ¢&ports the total value of all mergers advisedhey
bank and its predecessors. Column (2) reportsotlaé tumber of all mergers advised by the bankiend
predecessors. If there is more than one bank advibe acquirer in a transaction, each participabiank

will get 1/n share of deal value or 1/n of the dpwhere n is the number of advisors. Column (Bprts

the number of deals in which the target firm hiagldisors in M&A transactions during the past fivas,

i.e., the variableTargetHasEXxis equal to 1. Columns (4) and (5) presents timeher of deals and the value
of deals in which the acquirer's advisor advisedetfirms in past five years M&A transactions, ,ithe
variable,HireTargetEx is equal to 1.

Rank  Advisor Names 1) ) (3) (4) ()
Transaction No. of No. of No. of Transaction
Value ($billion) Deals Deals with Deals with Value ($billion) of
TargetHasEx=1 HireTargetEx=1 Deals with
HireTargetEx= 1
1 Bank of America Merrill Lynch 1,002 420 105 10 156.79
2 JP Morgan 821 275 85 2 5.98
3 Citigroup 793 299 80 9 171.20
4 Goldman Sachs 786 282 81 14 151.03
5 Credit Suisse 617 356 95 12 16.77
6 Morgan Stanley 577 263 65 4 242
7 Lehman Brothers (Barclays Capital) 388 185 50 4 27.13
8 UBS 188 161 36 3 35.10
9 Lazard 173 63 16 2 4.08
10 Deutsche Bank 91 99 15 2 243
11 Dresdner Bank (Commerzbank) 65 26 8 0 0
12 Wachovia (Wells Fargo) 54 72 9 0 0
13 Keefe, Bruyette and Woods 40 108 19 3 4.29
14 Blackstone 33 8 1 0 0
15 Stephens Inc. 32 16 4 0 0
16 Oppenheimer Holdings 29 30 6 0 0
17 Drexel Burnham Lambert 27 45 10 2 1.09
18 Thomas Weisel Partners 22 15 1 0 0
19 Sandler O'Neill Partners 21 74 8 1 0.17
20 Houlihan Lokey 20 17 4 1 0.35
21 Greenhill 18 8 2 0 0
22 Allen & Company 16 6 3 0 0
23 Evercore Partners 16 4 2 0 0
24 Peter J Solomon 14 6 1 0 0
25 William Blair 12 11 2 0 0
Below top 25 268 403 54 4 2.55
Total 6,122 3,251 760 73 581.38
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Table 2: Summary Statistics
The sample consists of M&A transactions in SDCIRlah between US public firms during the period of
1985-2008. We require that acquirers own less 8@ of targets’ shares before the announcement date
and own 100% after the deal completion, and emaldgast one advisor from the list in AppendixG¥®R

is three-day cumulative abnormal return calculatsidhg the market moddPremiumis measured as the
initial offer price (or final price if initial prie unavailable) as reported by SDC, deflated byshiae price

of the target at five trading days preceding theoamcement date, less omBiddersis the number of
competing biddersSynergyis the total dollar-denominated synergy scaled tlhg pre-bid market
capitalization of the acquiring firmASOSand TSOSare the acquirer's and target's share of synergies
respectivelyTender Offerequals one for tender offers, and zero otherniRedative Sizés the deal value
divided by the acquirer's market value of equitytla® end of the fiscal year prior to the acquisitio
announcemenDiversify equals one if the acquirer and target have difitef@ur-digit SIC codes reported

by SDC and zero otherwisdostile equals one if the SDC classifies the acquisitioa &ostile takeover,
and zero if the SDC classifies the acquisition &$eadly takeoverPercentage of Casis the percentage

of deal value that is paid with casim(Asset¥is the natural logarithm of book value of totssetsLeverage

is (Short-term debt + long-term debt)/total assktB is the market-to-book asset ratkree cash flow
(CashFlow is operating income before depreciation - inteegpense - income taxes - capital expenditures,
scaled by book value of total assets. Columns dadthzarize the deal and firm characteristics fonthele
sample. In columns 4-7, the transactions are gubup® two subsamples according to whether the
acquirer’s advisor advised the target firm in M&AnsactionsHireTargetEx= 1) or not HireTargetEx=

0) during the past five years. The symbols, *, d&hd ***, indicate that subsample means (mediang) ar
significantly different from each other at the 1084%, and 1% levels, respectively.

All Deals HireTargetE:=0 HireTargetEx=1
(N = 3,251) (N =3,178) (N =73)
Mean  Median Sta’.‘d?‘“ Mean Median Mean Median
Deviation
1) (2) (3) 4) (5) (6) (1)
. Panel A: Deal Characterist
CARAcaurre! -0.0z -0.01 0.0¢ -0.0z -0.01 -0.0¢ -0.0z
CAFR® 0.1¢ 0.1t 0.1¢ 0.1¢ 0.1t 0.13*** 0.11**
Premiun 0.31 0.2¢ 0.2: 0.3 0.2¢ 0.25%** 0.21***
NBidder: 0.11 0.0C 0.3¢ 0.11 0.0C 0.1t 0.0C
Synerg 0.01 0.0z 0.3¢ 0.0z 0.01 -0.01* -0.01
TSO¢ 1.5C 1.01 1.71 1.5C 1.02 1.3¢ 0.9¢
ASO¢ -0.5C -0.01 1.71 -0.5C -0.0z -0.3¢ 0.0¢
Tender Offe 0.1¢ 0.0C 0.3¢ 0.1¢ 0.0C 0.1¢ 0.0C
Relative Siz 0.6¢ 0.3¢ 1.0t 0.6¢ 0.3¢ 0.8t 0.57*
Diversify 0.4¢ 0.0C 0.5(C 0.4¢ 0.0C 0.5 1.0C
Hostile 0.0¢ 0.0C 0.2¢ 0.0¢ 0.0C 0.0¢ 0.0C
Percentage of Cash 0.3% 0.0C 0.4z 0.3t 0.0C 0.26** 0.0C
Panel B: Firm Characterist
Ln (Asset) A?q”"e' 7.4¢€ 7.4% 1.9¢ 7.4 7.4 8.50*** 8.66***
Leverag/care! 0.2% 0.2C 0.1¢ 0.2t 0.2C 0.28** 0.27**
M/BAcadire! 2.1 1.4C 2.7% 2.1% 1.4C 1.9 1.4¢
CastFlowAcauire! -0.0¢ 0.04 0.67 -0.0¢ 0.0 -0.1¢ 0.0z
Ln (Asset)™@9¢ 6.1(C 6.0C 1.8¢ 6.0¢ 5.97 7.59%** 7.17%**
Leverag'ae® 0.2Z 0.1¢ 0.2C 0.2Z 0.1¢ 0.29** 0.2¢
M/BTaree 1.9C 1.32 1.9¢ 1.91 1.32 1.65%* 1.32
CashFloy % -0.07 0.0z 0.62 -0.07 0.0z -0.0¢ 0.0t
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Table 3: Determinants of Hiring Targets’ Ex-advisors

We estimate a probit model to estimate the proltaliilat acquirers hire targets’ ex-advisdiéré TargetEx

= 1) of M&A transactions in SDC/Platinum between piblic firms during the period of 1985-2008. We
require that acquirers own less than 50% of targbtsres before the announcement date and own 100%
after the deal completion, and employ at leastamivésor from the list in Appendix AAcquirer's Expertise

in Target's Industnyis defined as the number of mergers done by aniedn its target’s four-digit SIC
industry divided by the total number of mergerthi@ industry involved during the past five yed&slative
Bargaining Poweis defined as the ratio of the natural logarithnotal assets of the acquirer to that of the
target. We construct three variabRecencyDuration, andBankMergedo measure the closeness of the
relationship between targets’ and their ex-advisbre duration of a deal as the time elapsed (argje
between the announcement date and the completiendiaided by five. Further, for a current deatlan
consideration, the recency of relationship betwertarget and its ex-advisor is defined as fiveusithe
time elapsed (in years) between the originatioe détthe relationship and the announcement datkeof
current deal. As only consider mergers within gagt years for the current deal are consideredh bot
duration and recency take a maximum value of ooe.dEals within previous two year, recency is eet t
zero. For a current deal under considerafiuration andRecencyare defined as the average duration and
recency of all target's ex-advisors within pastefiyears. Additionally, an indicator for bank merger
defined for mergers of any target’s ex-advisorsesitheir previous engagements with the target. ;Ttoen

a current deal under considerati@ankMergeds defined as the ratio of all bank mergers relateall
target’'s ex-advisors within past five years. Ottieal and firm characteristics are defined in thyeihel of
Table 2. The z-statistics in parentheses are caknilfrom the Huber/White/Sandwich heteroskedastic
consistent errors, which are also corrected faretation across observations for a given firm. $mabols

*xx % and * denote significance at the 1%, 5%d&10% levels, respectively.

1) 2 3 4) 5)
Number of Advisors Hired by Target in 0.71%** 0.68*** 0.67**=* 0.67*** 0.58***
the Past Five Years (11.5) (10.3) (10.1) (10.2) (8.4)
Recency 0.73** 0.87***
(2.1) (3.3)
Duration 2.10%+* 1.46*
(2.9) 1.9
BankMerged -0.55* -0.44**
(-2.5) (-2.0)
Number of Advisors Hired by Firm in the 0.11 0.11 0.10 0.13 0.14*
Current Deal (1.2) (1.3) (1.1 1.4 a.7)
Acquirer’'s Expertise in Target’s Industry -2.25%** -2.51%** -2.53*** -2.42%** -2.73***
(-2.8) (-2.9) (-3.2) (-2.8) (-3.2)
Relative Bargaining Power 0.02%** 0.02%** 0.02%** 0.02%** 0.02%**
(3.0) (3.1) (3.1) (2.8) (2.7)
Tender Offer -0.01 -0.03 0.02 -0.03 -0.04
(-0.0) (-0.2) (0.2) (-0.2) (-0.2)
Relative Size 0.03 0.03 0.02 0.03 0.03
(0.6) (0.6) (0.3) (0.6) (0.5)
Diversify 0.33** 0.34*** 0.35*** 0.35*** 0.37**
(2.6) (2.6) (2.7) 2.7) (2.7)
Hostile -0.16 -0.11 -0.22 -0.10 -0.04
(-0.6) (-0.4) (-0.8) (-0.4) (-0.1)
Percentage of Cash -0.07 -0.07 -0.05 -0.06 -0.02
(-0.4) (-0.4) (-0.3) (-0.4) (-0.1)
Observations 3,056 3,056 3,056 3,056 3,056
Pseudo R-squared 0.32 0.32 0.33 0.33 0.35
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Table 4: The Effects of Hiring Targets’ Ex-advisorson Takeover Competition

The sample consists of M&A transactions in SDCIRlah between US public firms during the period of
1985-2008. We require that acquirers own less 8@ of targets’ shares before the announcement date
and own 100% after the deal completion, and ematdgast one advisor from the list in Appendix A. |
column (1), the dependent variable is a dummy b&javhich is equal to 1 if multiple bidders exiatd
zero otherwise. The probit model is estimated aadymal effects of coefficients are reported. lfuom
(2), the dependent variable is the number of ta bidders IBidderg and the econometric method used
is the negative binomial regressidmehold Dummis equal to 1 if acquirer’'s ownership in the tarafethe
announcement date is larger than B¥emiumis measured as the initial offer price (or finakprif initial
price unavailable) as reported by SDC, deflatethbyshare price of the target at five trading gagseding
the announcement date, less dPercentage of Casis the percentage of deal value that is paid waith.
Ln(Assets)s the natural logarithm of book value of totadets.Leverageis (Short-term debt + long-term
debt)/total assetdd/B is the market-to-book asset ratiree cash flon(CashFlow is operating income
before depreciation - interest expense - incomestaxcapital expenditures, scaled by book valuetaf
assets. All explanatory variables are measurdtbagnd of the fiscal year immediately before thiigition
announcement date. All continuous variables aresovined at the 0.5% level at both tails of their
distributions. Constant terms, year fixed effeats industry fixed effects are included in the esgions
but not reported. The z-statistics in parentheses @lculated from the Huber/White/Sandwich
heteroskedastic consistent errors, which are alsected for correlation across observations fgivan
deal. The symbols ***, ** and * denote significamat the 1%, 5%, and 10% levels, respectively.

1) 2
Probii Negative Binomia
MultiBidder NBidder:
HireTargetE: -0.03** -0.89**
(-2.1 (-2.0)
TargetHaskE 0.01 0.2
(0.7) (1.6
Toehold Dumnm -0.03** -1.08**
(-2.1 (-2.0)
Premiun -0.03* -0.5¢
(-1.7 (-1.6)
Percentage of Ca: 0.04*** 0.80***
(4.8) (4.0
Leverag'Tal’ge' _0'06*** _l. 16***
(-2.7, (-2.7
Ln(Asset)™@%® 0.02%+* 0.28*+*
(5.5) (5.3
M/BTaee -0.01* -0.26**
(-1.8 (-2.1)
CashFloy™® 0.01 0.3t
(1.4) (1.3
Observation 1,73¢ 1,73¢
Pseudo I-square 0.2C 0.17
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Table 5: The Effect of Hiring Targets’ Ex-advisorson Announcement Returns

The sample consists of M&A transactions in SDCIRlah between US public firms during the period of
1985-2008. We require that acquirers own less 8@ of targets’ shares before the announcement date
and own 100% after the deal completion, and emaldgast one advisor from the list in AppendixG¥®R

is three-day cumulative abnormal return calculaisithg the market model. The dependent variables in
columns (1) and (2) are target’s and acquir€dR respectively. Firms characteristids(Assety M/B,
Leverage CashFlow are measured for targets and acquirers, respéctin columns (1) and (2). The
detailed definitions of other variables are in bgend of Table 2. All explanatory variables areameed

at the end of the fiscal year immediately befoseabquisition announcement date. All continuousgatées

are winsorized at the 0.5% level at both tailsh&fit distributions. Constant terms, year fixed e and
industry fixed effects are included in the regressibut not reported. The z-statistics in parerthese
calculated from the Huber/White/Sandwich heteroakéd consistent errors, which are also correated f
correlation across observations for a given ddat §ymbols ***, ** and * denote significance attth%,

5%, and 10% levels, respectively.

@) @
CAFTarge CAFAcqmrer

HireTargetE: -0.06** 0.01
(-2.3) (0.5)

TargetHaskE 0.0c -0.01*+*
(0.4 (-2.6
Tender Offe 0.06*** -0.0cC
(3.8 (-0.4
Relative Siz -0.02%** -0.0cC
(-4.4) (-1.0
Diversify -0.01 -0.0cC
(-0.6) (-0.3
Hostile 0.03** -0.01
(2.1) (-1.2

Percentage of Ca: 0.08***  0.04***
(5.6) (6.9)
Leverage -0.0z 0.01
(-0.7) (1.1)
Ln(Asset) -0.01 -0.0cC
(-1.5) (-1.5

M/B -0.01** -0.00*
(-2.2) (-1.9
CashFlov 0.03*** 0.0cC
(2.9 (0.3)

Observation 1,83¢ 2,021
Adjusted R: 0.1¢ 0.0¢
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Table 6: The Effects of Hiring Targets’ Ex-advisorson Takeover Premium and Synergies

The sample consists of M&A transactions in SDCIRlah between US public firms during the period of
1985-2008. We require that acquirers own less 8@ of targets’ shares before the announcement date
and own 100% after the deal completion, and ematdgast one advisor from the list in Appendix AeT
dependent variable in column (1) is the premiundgai bidders to targets. The dependent variable in
column (2) is the total dollar value of synergyledaby the pre-bid market capitalization of thewdqg
firm. In columns (3),TSOSis the target’s share of synergy. The detaileihdigins of other variables are

in the legend of Table 2. All explanatory variabége measured at the end of the fiscal year imrtedgdia
before the acquisition announcement date. All cotiis variables are winsorized at the 0.5% levieb#t
tails of their distributions. Constant terms, yéaed effects, and industry fixed effects are imtgd in the
regressions but not reported. The z-statisticamneqmtheses are calculated from the Huber/WhiteA8iahd
heteroskedastic consistent errors, which are asected for correlation across observations fgivan
deal. The symbols ***, ** and * denote significamat the 1%, 5%, and 10% levels, respectively.

1) 2) (3)

Premium Synerg TSOS

HireTargetE: -0.06** -0.0z -0.48**
(-2.0; (-1.2) (-2.3
TargetHasE -0.0C -0.01 -0.1<
(-0.1 (-1.5) (-1.2
LeveragAcaurre! -0.02 0.0¢ -0.1¢
. (-0.4 (1.5) (-0.7
Ln(Asset) caure! 0.02%+* -0.01%+* 0.01
(3.8) (-3.8) (0.2)
M/BAcauire! 0.01** -0.00** -0.01
(2.4) (-2.1) (-0.7
CashFloy/caure -0.01 -0.0C -0.04
(-0.5 (-0.4) (-0.6]
Tender Offe 0.01 -0.01 0.0¢
(0.7) (-1.1) (0.7
Relative Siz 0.02** 0.01%** 0.0z
(2.4) (3.9 (0.5)
Diversify -0.01 -0.0C -0.0¢
(-0.4 (-0.8) (-0.6
Hostile 0.0z 0.01 0.0¢
(1.4) (0.5) (0.4)

Percentage of Ca: 0.01 0.05*** -0.48***
(0.8) (6.2) (-3.4
Leverag'® 0.04 -0.02 -0.1¢
(1.2) (-1.5) (-0.8]
Ln(Asset)'@9® -0.03*** 0.01*** 0.07
(-4.8 (3.7 (1.6)
M/BTaee -0.02%** -0.00* -0.0zZ
(-4.1 (-1.7) (-0.6
CashFlow'9® -0.03** 0.01 0.17*
(-2.1 (1.6) (1.9
Observation 1,51« 1,54¢ 1,54¢
Adjusted R: 0.0¢ 0.1t 0.0z
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Table 7: Tests for Endogeneity and Additional Analgis

The sample consists of M&A transactions in SDCiRlah between US public firms during the period 88%-2008. We require that acquirers own
less than 50% of targets’ shares before the aneoustt date and own 100% after the deal complegioth,employ at least one advisor from the
list in Appendix A. Panel A reports the tests fadegeneity. The first two columns report the twagst bootstrapping results and the others are
regarding the second-stage regression resultseofwtb-step treatment effect model. In the first tvabumns, 95% confidence intervals of the
bootstrapped coefficients are reporttdR is calculated based on column 5 of Table 3. IneP8n we conduct a simulation analysis in which
acquiring firms are assumed to randomly choose M&l#isors based on advisor's market share. In Ranek control for two additional dummy
variables to account for target firm hiring acqtsex-advisor. In Panel D, we exclude deals withsimg value for any dependent and explanatory
variables in Tables 4-6. In Panel E, we excllidegetHasExXrom the regression models. In Panel F, we accfourthe presence and reputation of
targets’ advisors by including two dummy variabfes targets who use at least one advisor and wnghb use at least one top-tier advisor
respectively. In Panel G, we atlttustry Merger Expertise of Acquirer's Advisand Top-tier Acquirer Advisoras additional control variables.
Industry Merger Expertise of Acquirer’'s Advissicomputed as the number of mergers advised ayplafor a firm’s four-digit SIC industry divided
by the total number of mergers in the industry mlyithe past five year$op-tier Acquirer Advisois a dummy variable that equals one if the acquire
uses any top-tier advisor, and zero otherwise. ameP H, we identify targets’ ex-advisors in undétiwg and lending, and construct
TargetHasExUnderwriteandTargetHasExLendeto indicate if the target has former underwritangl lending-based relationships with our sample
banks over past five years. We also deFfiire TargetExUnderwriteandHireTargetExLendeto indicate if the acquirer hires one of theseksaas

a merger advisor. In Panel |, we include adviseedieffects in models. In Panel J, we definelitpgdity indexfor the target (for a year) as the
value of corporate control transactions dividedHsytotal book value of assets of firms in the @itdsIC code for that year, and include the ligtyidi
index in the models. In Panel K, we define machjrietensity as the ratio of machinery and equipnterbtal firm assets, then constrirmustry-
specificityby averaging machinery intensity by years wittiree-digit SIC industries, and defifien-specificityas the ratio of used-to-total fixed
depreciable capital expenditures by firms in arustdy. All regressions include the same controlaldes as those used in Tables 4-6, but the
coefficients on control variables are not tabulafetailed other variable definitions are in thgded of Table 2. Thestatistics in parentheses are
calculated from the Huber/White/Sandwich heteroakéd consistent errors, which are also correateddrrelation across observations for a given
deal. The symbols ***, ** and * denote significamat the 1%, 5%, and 10% levels, respectively.

Dependent Variabls MultiBidder NBidder: CAFR''%® CARAcaure! Premium Synerg TSO¢
Panel A: Tests for endogene

HireTargetE: -0.0t -0.71 -0.19%+* 0.01 -0.14* -0.0¢ -1.17*
[-0.09,-0.00 [-1.52,0.11 (-3.1) (0.4) (-1.8) (-1.2) (-1.9)

TargetHasE 0.0t 0.4¢ 0.01 -0.01* 0.0C -0.01 -0.0¢
[-0.04, 0.1E [-0.18, 1.15 1.1 (-2.5) (0.2 (-1.2) (-0.7)

IMR 0.07** -0.0C 0.04 0.01 0.3¢

(2.2 (-0.3) (1.0 (0.7 (1.2
Panel B: Randomly choosing M&A advisors based onsaas’ market shai
HireTargetEx (Simulate 0.02 -0.58 -0.01 -0.00 -0.01 -0.01 -0.07
[-0.07 0.10] [-6.795.62]  [-0.10 0.07] [-0.040.03] [-0.120.10] [-0.06 0.05] [-0.87 0.74]
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TargetHaskE 0.001 0.162 -0.001 -0.012 -0.007 -0.012 -0.172
[-0.012, [0.108, [-0.004, [-0.013, [-0.011, [-0.014, [-0.201,
0.014] 0.216] 0.002] -0.010] -0.003] -0.010] -0.143]
Panel C: Targs hiring acquirers’ e-advisor:
HireTargetE: -0.03** -0.90** -0.06** 0.01 -0.06** -0.02Z -0.48**
(-2.2) (-2.1) (-2.3) (0.4) (-2.1) (-1.2) (-2.3)
TargetHasE 0.01 0.2: 0.0cC -0.01* -0.0C -0.01 -0.1:
(0.7 (1.5 (0.3 (-2.5) (-0.1) (-1.5) (-1.2)
HireAcquirerE> -0.03** -0.5¢ -0.0z 0.0C -0.0¢ -0.01 -0.01
(-2.2) (-1.5) (-0.9) (0.0 (-1.2) (-0.6) (-0.1)
AcquirerHasE 0.01 0.14 0.01 -0.0C 0.0cC -0.0C -0.01
(1.1 (1.0 (1.2 (-0.9) (0.0 (-0.2) (-0.1)
Panel D: Unified sample that includes deals withmissing values for all variables in Table-6
HireTargetE: -0.04** -0.96** -0.0t -0.0C -0.06** -0.01 -0.46**
(-2.1) (-2.3) (-1.6) (-0.3) (-2.0) (-0.8) (-2.1)
TargetHasE 0.01 0.17 -0.0C -0.01 -0.0C -0.01 -0.11
(0.5 (1.0 (-0.2) (-1.6) (-0.0) (-1.6) (-1.0)
Panel E: ExcludinTargetHasE
HireTargetE: -0.03* -0.75* -0.06** -0.0C -0.06** -0.0¢ -0.56%**
(-1.9) (-1.7) (-2.3) (-0.2) (-2.2) (-1.6) (-2.8)
Panel F: Controlling for presence and reputatiotaafets’ advisol
HireTargetE: -0.03** -0.89** -0.06** 0.01 -0.06** -0.02 -0.49**
(-2.0) (-2.0) (-2.3) (0.4) (-2.1) (-1.2) (-2.3)
TargetHasE 0.01 0.2t 0.0cC -0.01* -0.0C -0.01 -0.12
(0.8 (1.6 (0.4 (-2.4) (-0.0) (-1.6) (-1.1)
Target Hires Advisc -0.0: -0.5C 0.0z -0.0C -0.0¢ 0.02* -0.2¢
(-1.6) (-1.6) (1.3 (-0.1) (-1.4) (1.8 (-1.5)
Top-tier Target Advisc 0.0z 0.2¢ -0.02* -0.01%** -0.0cC -0.01* 0.1
(1.6 (1.1 (-1.7) (-2.7) (-0.0) (-1.7) (1.2)
Panel G: Controlling for additional advisor chaeaistics
HireTargetE: -0.03** -0.89** -0.06** 0.01 -0.06** -0.02Z -0.49**
(-2.1) (-2.0) (-2.3) (0.5) (-2.0) (-1.2) (-2.3)
TargetHasE 0.01 0.2t 0.0cC -0.01*** -0.0C -0.01 -0.13
(0.8 (1.6 (0.4 (-2.7) (-0.1) (-1.5) (-1.2)
Industry Merger Expertise ¢ 0.0 0.7¢ 0.01 0.0C -0.01 -0.0z 0.3C
Acquirer’s Adviso 1.2 (1.5 (0.3 (0.2) (-0.2) (-0.9) (0.8
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Tof-tier Acquirer Advisc -0.01 -0.17 0.01 0.01 -0.01 0.01 -0.1z2

(-0.9) (-0.8) (0.6 (0.9) (-0.7) (0.8 (-1.0)
Panel H: Hiring target’s ¢underwriters & e-lender:

HireTargetE: -0.03* -0.83* -0.07*** 0.0C -0.07** -0.02 -0.51**
(-2.0) (-1.8) (-2.6) (0.4) (-2.4) (-1.4) (-2.4)

TargetHasE 0.01 0.2t 0.01 -0.01* 0.0cC -0.01 -0.12
(0.7 (1.6 (0.5 (-2.6) (0.0 (-1.5) (-1.1)

HireTargetExUnderwrite -0.0C -0.17 0.0z 0.0C 0.0z 0.01 0.0¢
(-0.4) (-0.7) (1.3 (0.3) (1.0 (1.0 (0.5

TargetHasExUnderwrite 0.01 0.21 -0.0C -0.01* -0.02* -0.0C -0.0z
(1.3 (1.1 (-0.4) (-1.8) (-1.8) (-0.1) (-0.2)

HireTargetExLende -0.01 -0.3¢ -0.0z 0.01 -0.07*** 0.0C -0.1¢
(-1.1) (-1.2) (-1.0) (1.0) (-3.4) (0.3 (-0.8)

TargetHasExLend 0.01 0.28* 0.01 0.0C 0.0z 0.01** 0.0t
(1.3 (1.8 (0.7 (0.3) (1.5 (2.0 (0.5

Panel l:Including acquirer advisor fixed eff

HireTargetE: -0.01* -0.91* -0.06** 0.01 -0.06** -0.02Z -0.47**
(-2.0) (-2.0) (-2.0) (0.4) (-2.0) (-1.2) (-2.1)

TargetHasE 0.0cC 0.28* 0.0cC -0.01x** -0.01 -0.01* -0.1:
(0.8 1.7 (0.2 (-2.8) (-0.4) (-1.8) (-1.2)

Panel J: Including liquidity index for the target

HireTargetE: -0.03** -0.89** -0.06** 0.01 -0.06** -0.02Z -0.48**
(-2.0) (-2.0) (-2.3) (0.5) (-2.0) (-1.2) (-2.3)

TargetHasE 0.01 0.2¢ 0.0C -0.01*+* -0.0C -0.01 -0.13
0.7 (1.5 (0.4 (-2.6) (-0.1) (-1.4) (-1.2)

Liquidity Inde; 0.01** 0.0z -0.0C -0.00* 0.0cC -0.01 -0.04**
(2.3 (1.0 (-1.5) (-1.8) (0.4 (-1.5) (-2.0)

Panel K1: Including target firm specificity

HireTargetE: -0.03** -0.90** -0.06** -0.01 -0.06** -0.02 -0.49**
(-2.1) (-2.0) (-2.3) (-0.7) (-2.1) (-1.2) (-2.3)

TargetHasE 0.01 0.2t 0.0C -0.01* -0.0C -0.01 -0.12
(0.7 (1.6 (0.4 (-2.2) (-0.1) (-1.5) (-1.1)

Firm specificity -0.00** -0.02 0.0C -0.0C 0.0C -0.0C 0.01
(-2.0) (-1.0) (1.1 (-0.1) (0.7 (-0.7) (1.1
Panel K2: Targets from industries with low assetc#jrity

HireTargetE: -0.03* -1.34** -0.07** 0.01 -0.08*** -0.01 -0.69**
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(-1.7) (-2.1) (-2.6) (0.8 (-2.6) (-0.6) (-2.5)
TargetHasE 0.01 0.1¢ 0.01 -0.01* 0.0C -0.01 -0.02
(1.1 (0.9 (0.9 (-2.3) (0.0 (-1.2) (-0.2)
Panel K3: Targets from industries with high aspet#icity
HireTargetE: -0.0C -0.0¢ -0.0t -0.05* -0.0Z -0.0t 0.1¢
(-0.1) (-0.2) (-0.8) (-1.9) (-0.2) (-1.2) (0.5
TargetHasE -0.01 0.2¢ -0.0z -0.01 0.0C -0.02Z -0.3¢
(-1.2) (1.0 (-0.7) (-0.8) (0.0 (-1.5) (-1.5)
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Appendix A: Major Bank Mergers in the Banking Industry
The table summarizes the major merger and acauiséivents in the banking industrgl. The sample banksselected by forming a union of two
t

groups of banks: (1) the sample of Ljung
transaction value over the period 1985 to

ist, Nlams and Wilhelm (2006); and (2

3

_ he sample of S@stractive banks in M&A activities by
008. affextive dates of bank mergers are obtained femmwin and Schultz (2005) and Ljungqvist,

Marston, and Wilhelm (2006), supplemented by offreancial news sources. The numbers in the bradkdlswing bank names define the

Bredecessor—successor relationships amon Né
) represent one of the two predecessors of theviwy

bangsadrhber at the beginning represents the survivark . (
bank. The second, third and fourth charactarther define the earlier predecessors. For

. The first subsequent character (a or

example, Credit Suisse First Boston (2a) and Daaald_ufkin & Jenrette gb) are predecessors of iICf&gisse (2), the surviving bank. Credit

Suisse (2aa) and First Boston Corp. (2ab) are pesders of Credit Suisse

irst Boston (2a).

Effective
date

Surviving Bank

Bank 1

Bank 2

Sample bank from Ljungqvist, Marston, and Wilhelm (2006)

Citigroup/Salomon Smith Barne
1)

1997112
1998100
2000050
2001020
198¢€122:
2000110
19840511
1988042
1992032
199¢€0331
1999032
19991211
2000041
2000123
2004070
2008053
19¢5013!
199£070:
1997090
1998062
2000061
2000110
1990033

Credit Suisse (.

Lehman Brothers (.
(now Barclays Capite
JP Morgan (¢

UBS (5

Deutsche Bank (i

19860731

Schroders (1aba)

Salomon Brothers (laal

CitiCorp (laac

SalomorSmith Barney Holdings (1e
Salomon Smith Barney Holdings (
Credit Suisse (2a

Credit Suisse First Boston (.
Shearson/American Express (&
Shearson Lehman Brothers (
Chemical Bank (4aaaaa
Chemical Bank (4aaaai

Robert Fleming Hidgs Ltd (4aaal
Chase Manhattan Corp. (4aa:
Chase Manhattan Corp. (4ac
Chase Manhattan Corp. (4&

JP Morgan Chase & Co. (4

JP Morgan Chase & Co. (¢
PaineWebber (5be

Swiss Bank Corp. (5abs

SBC Warburg (Swiss Bank Corp.) (5s
Union Bank ofSwitzerland (5ai
PaineWebber Group, Inc. (5

UBS AG (5a

Deutsche Bank AG (6b

50

Wertheim Holdings (1abb)

Smith Barney Inc. (1aak
Travelers (laal
Schroder-Worldwide Investment (1a
Geneva Companies (;

First Boston Corp. (2a
Donaldson Lufkin & Jenrette (2
Lehman Brothers (3a

EF Hutton (3t

Manufacturers Hanover Bank (4aaaa
Chase Manhattan (4aaac
Jardine Fleming Group Ltd (4aaa
Hambrecht & Quist Group (4aaa
Robert Fleming Hldgs Ltd (4aas
JP Morgan & Co. (4aa

Bank One Corp. (4a

Bear StearnCompanies, Inc. (4
Kidder Peabody & Co., Inc.(5be
SG Warburg Securities (5ab.
Dillon Read & Co. (5abl

Swiss Bank Corp. (5a

JC Bradford & Co. (5bl

Paine Webber Group, Inc. (¢
Morgan Grenfell (6bt



Wachovia Corp(7)
(now Wells Fargc

Oppenheimer Holdings (

Bank of America Merrill Lync

(9)

Morgan Stanley (1!
Cowen Group (1:

Goldman Sachs (1
Thomas Weisel Partners (.

1996080
1997090
1999060
1998020
1999040
1999073
1999123
2001090
2003070
2007100
1989081

1997110:
2003010

2008011
1992042

1994090
1997100
1997100
1998020
19980901
1998093
1999100
2004040
2006121
2009010
1997053
1998063
200¢

1998092.

James [Wolfensohn Inc(6aba
Alex Brown, Inc. (6ac

BT Alex Brown (6a

First Union Corp. (7aas
Wachovia Corp. (7aak

Prudential Securities (7ab.
Prudential Securities (7al

First Union Corp. (7aa

Wachovia Corp. (7a

Wachovia Corp. (7

Canadian Imperial Bank of Commel
(8abaa)

CIBC Wood Gundy Securities (8a
Fahnestock Viner Holdings Inc. (8

Oppenheimer Holdings Inc. (¢
BankAmerica Corp. (9aaaa

BankAmerica Corp. (9aaai
BankAmerica Corp. (9aas¢
NationsBank Corp. (9aal

Fleet Financial Group Inc. (9ab
BankBoston Cor| (9abba
BankAmerica Corp. (9ac

Fleet Financial Group Inc. (9al
BankAmerica Corp. (9a

Merrill Lynch & Co., Inc.(9be
Bank of America Corp. (9

Dean Witter Discover & Co. (1C
Cowen & Co. (11

Cowen carved o

Spun off from Montgomery Securiti
(13a)

Bankers Trust New York Corp. (6b)
Bankers Trust New York Corp. (6¢
Deutsche Bank AG (6

Wheat First ButcheSinger (7aaal
Interstate/Johnson Lane (7ac
Vector Securities Intl., Inc. (7abs
Volpe Brown Whelan & Co. (7ab
Wachovia Corp. (7aa

Prudential Securities (7¢

AG Edwards Inc. (71

Wood Gund Inc. (8abak

Oppenheimer & Co., Inc.(8at

CIBC Oppenheimer's retail brokere
business (the Private Client and U.S.
Asset Management Divisions) was sold
(8ab)

CIBC World Market-US Businesses (€
Securities Pacific (9aaaa

Continental Bank (9aaas¢
Robertson Stephens & Co. (9ak
Montgomery Securities (12
Quick & Reilly Group(9abal
Robertson Stephens Co. (9abbk
NationsBank Corp. (9ac
BankBoston Corp. (9ab
FleetBoston Financial (9¢
PetrieParkman & Co., Inc.(9b
Merrill Lynch & Co., Inc.(9b
Morgan Stanley Group, Inc. (1(
Societe Generale Seities (11b

Other bankswhich are classified asthetop-50 in SDC by transaction value
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Drexel Burnham Lambert (1
Lazard(15)
Piper Jeffray (1¢

SunTrust Robinsc-Humphrey
17)

Houlihan Lokey (1€
ABN-AMRO (19;

Dresdner (2(

(now Commerzban
Stephens Inc. (2
Greenhill (22
Jefferies (2<

Blackstone (2¢
EverCore Partners (Z
Allen & Co. (26

RBC Capital Market (2°

Stifel Financial Corp. (2¢

KPMG (29
Peter J Solomon (3
Raymond James (¢

1998050
1999010
2003123

1998010:

2001072

1995030
1995092
1997100
2001043
1995082
2001010

2001032
2003122
2007062

1998010:
1998040

2001011
2001110
2007011
2002042
2007022

1998051
1998100:
1999061.

US BanCorp. (16a

US BanCorp. (16

US BanCorp. (16x) spun off Piper Jaff
(16)

SunTrusBanks Inc. (17ai

SunTrust Banks Inc. (17

ING (19baa

ABN-AMRO Holding N.V. (19ae
ING Barings (19bs

ABN-AMRO Holding N.V. (19a
Dresdner Bank AG (20¢
Dresdner BanlAG (20a

Jefferies & Co. (23aa
Jefferies Group Inc. (23¢
Jefferies é Co. (23a

Dain Bosworth (27aabe
Dain Rauscher Corp. (27aa

Royal Bank of Canada (27a
Royal Bank of Canada (27i
RBC Capital Market (27
Ryan Beck & Co. (28b.
Stifel Financial Corp. (28

First Chicago NBD Corp. (31a:s
First Chicago NBD Corp. (31¢
Roney Capital Markets (BANC ONIE
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Piper Jaffray Companies (16
Libra Investment, Inc. (16

Equitable Securities Corp. (17:
Robinsor-Humphrey (17t

Barings Securities (19be
ChicagoCorporation (19al

Furman Selz LLC (19b

ING Barin¢-US Operations (19
Kleinwort Benson (20al
Wasserstein Perella Group, Inc. (Z

Quarterdeck Investment (23a
Broadview Holdings (23a
Putnam Lovell Group Inc. (23

Rauscher Pierce Refsnes (27aa
Wessels Arnol & Henderson LLC
(27aabb)

Dain Rauscher Corp. (27a
Tucker Anthony Sutro (27a
Daniels & Associates Inc. (27
Gruntal & Co. (28bt

Ryan Beck & Co. (28I

Roney & Co. (31laa
BANC ONE Corp. (31al
Raymond James Financial, Inc. (3



William Blair (32)
PricewaterhouseCoopers (
Ernst & Young (34
Needham & Co. (3!
Simmons & Co. (3¢
KeyCorp(37

Keefe, Bruyette and Woa (38)
Sandler O’Neill Partners (3
Alliant Partners (4(

Austin Associates Inc. (4
Robert W Baird & Co. (4:
Baxter Fentriss & Co. (4
BB&T Corp. (44

Berkery, Noyes & Co. (4

BMO Capital Market (46)
Brown, Gibbons, Lang & Co. (4
Duff & Phelps (48

Friedman Billings Ramsi (49)

Goldsmith Agio Helms & Co. (5

GrantThornton LLP (51
Harris Williams & Co. (52
Hovde Financial (5:

Lincoln International (5«
Morgan Joseph & Co., Inc.(t
Morgan Keegan Inc. (5
Rothschild (57

RSM EquiCo Capital Marke:
(58)

Sperry Mitchell (59

Updata Capital Inc. (60)

1998070.

1998090
1998102
1999060:
1996050

1997100:
1999032
2005010

1987103

(31a

Price Waterhouse (3:

McDonald & Co. Investments, Inc. (37a
McDonald & Co. Investments, Inc. (37
McDonald & Co. Investments, Inc. (3’
Keefe, Bruyette and Woods (3

BB&T Corp. (44aac
BB&T Corp. (44ae
BB&T Corp. (44a

Bank of Montreal (46:

Coopers & Lybrand LL((33b]

Essex Capital Markets, Inc. (37a
KeyCorp(37ak

Trident Financial Corp. (37
Charles Webb & Co. (38

Craigie Inc. (44aal
Scott & Stringfellow Financial (44a
Windsor Group LLC (44t

Nesbitt Thomson Inc. (46
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Appendix B: The Distribution of Deals by Year

This Appendix tabulates the distribution of all deim our sample by year. Our sample consists 263,
M&A transactions in SDC/Platinum between US pulfiitims during the period of 1985-2008. We require
that acquirers own less than 50% of targets’ shaeésre the announcement date and own 100% after th
deal completion, and employ at least one advison fthe list in Appendix A.

Numbe of  Percentage ¢

Year Deals Sample
1985 111 3.41
1986 108 3.32
1987 99 3.05
1988 89 2.74
1989 73 2.25
1990 41 1.26
1991 43 1.32
1992 51 1.57
1993 87 2.68
1994 153 4.71
1995 177 5.44
1996 218 6.71
1997 292 8.98
1998 297 9.14
1999 268 8.24
2000 217 6.67
2001 154 4.74
2002 94 2.89
2003 112 3.45
2004 131 4.03
2005 115 3.54
2006 113 3.48
2007 129 3.97
2008 79 2.43
Total 3,251 100
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