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ABSTRACT 
 

Whilst the post-merger performance of merged firms has been extensively investigated, 

corresponding scrutiny has not been applied to the entities subject to unsuccessful 

takeover transactions. Incorporating the matched research design advocated by Barber 

and Lyon (1996) and employed by Ghosh (2001), as well as the regression 

methodology of Healy, Palepu and Ruback (1992), this thesis offers unique insight into 

the operating and stock price performance alterations experienced by Australian 

unsuccessful bidding and target firms. The study integrates seven measures of 

operating performance, including a ‘pure’ operating cash flow measure previously 

unexploited in the merger and acquisitions literature, seven supplementary accounting 

ratios that facilitate evaluation of firm financial viability, efficiency and structural 

changes, as well a ‘buy and hold’ abnormal return measure of share market 

performance. Employing a sample of 69 and 119 Australian Stock Exchange listed 

unsuccessful bidders and targets, respectively, between January 1995 and December 

2000 yields results that indicate significant improvements in failed bidder and target 

operating performance. These changes are also notably reflected by the movements in 

‘buy and hold’ abnormal returns over an analogous time frame. This thesis also 

successfully applies a number of determinants utilised in the successful merger 

literature and finds that the method of payment, a growth-imbalance between target and 

bidding firms and corporate governance principles derive the most significant 

associations with post-takeover failure performance. 

 

KEYWORDS: Takeovers, unsuccessful, matched firms, corporate governance. 
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CHAPTER ONE 

INTRODUCTION 
 

Mergers and acquisitions represent a fundamental expedient for facilitating corporate 

expansion and, as the accounting and finance literatures demonstrate, these transactions 

possess the potential to provide a number of lucrative advantages to merged entities. 

The opportunity for synergistic benefits, such as enhanced economies of scale, 

economies of scope and superior product market power, as well as financial benefits, 

improved management utilisation and moderated agency costs are merely 

representative of some of these potential advantages.1 Given the extensive prospective 

gains to those firms engaging in takeover activity, the failure of such takeovers to 

proceed can be expected to have not only a potentially momentous bearing on the 

future performance of unsuccessful bidder and target firms, particularly given the 

expensive nature of the merger negotiation process, but also a notable economic impact 

on all stakeholders concerned. Specifically, the impact on target and bidders can be 

expected to be exacerbated if the merger was to be of significant strategic importance 

to either firm.  

 

Remarkably, however, marginal academic attention has been directed towards 

investigating this area of inquiry. Further, the empirical studies that have considered the 

performance of unsuccessful firms are over two decades old, have merely done so as 

part of their broader examination of successful takeovers and have focused solely on 

the short-term abnormal stock market returns to offer and termination announcements.2 

This thesis aims to contribute to knowledge through not only providing insight into the 

long-term share market and accounting performance of unsuccessful bidders and 

targets, but also by attempting to apply the performance determinants put forward in 

the successful merger literature in an unsuccessful takeover context. Given the 

                                                 
1 For greater detail regarding these deemed benefits see, for example, Jensen and Ruback (1983), Healy, 
Palepu and Ruback (1992) or Sharma and Ho (2002). 
2 Some of the studies of this nature include Dodd and Ruback (1977), Dodd (1980), Bradley, Desai and 
Kim (1983), Asquith (1983) and Walter (1984). 
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substantial instantaneous and potentially delayed economic impact of a failed merger, 

conducting thorough research addressing the failed merger performance of bidders and 

targets will provide valuable insight into the corporate consequences and implications 

of the failed transaction and, as a result, benefit both the academic and corporate 

spheres.  

 

Unlike the successful merger literature, no empirical study, of which the researcher is 

aware, has analysed unsuccessful takeovers over a long-term event horizon, 

irrespective of whether a share market or accounting performance research approach is 

employed. Two of the predominant justifications for the limited unsuccessful merger 

literature being constrained to announcement period studies, at least at the time of 

publication, were the data availability complications and methodological issues 

associated with such analyses. Due to scrutiny being required over a considerably 

shorter time-frame, bid period performance studies are intrinsically less vulnerable to 

the biases inherent in the long-term studies and, as a consequence, the literature has 

converged around the application of basic abnormal returns (see, for example, Dodd 

and Ruback, 1977) and cumulative abnormal returns (see, for example, Dodd, 1980) as 

the research approach for analysing performance.3 However, since these early inquiries 

into merger and acquisition activity, significant research design developments 

combined with the emergence of sophisticated data analysis programs and electronic 

databases have ensured that long-term performance analyses are now far more feasible 

and reliable. These enhancements have complemented the development of the 

empirical literature which has since documented the requirement to control for a 

number of factors including industry, size, survivorship and pre-merger performance by 

matching sample firms with control firms which possess similar characteristics (e.g., 

Barber and Lyon, 1996; Loughran and Vijh, 1997; for Australian evidence see Brown 

and da Silva Rosa, 1998; Simmonds, 2003). Methodological enhancements, such as the 

use of ‘bootstrapping’, have also been introduced to improve statistical significance 

                                                 
3 As will be discussed in Chapter Four (section 4.1.2 ‘Share Market Performance’), some of the biases 
inherent in long-term analyses include: (i) new listing bias; (ii) skewness bias; (iii) measurement bias; 
and (iv) re-balancing bias. 
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testing.4 It has also since been suggested that ‘buy and hold’ abnormal returns are 

susceptible to lesser biases than re-balanced returns, such as the cumulative abnormal 

returns used in prior studies (for details regarding these biases see, for example, Brown 

and da Silva Rosa, 1998). Since Healy, Palepu and Ruback (1992) (hereafter HPR), the 

first major study to address successful merger operating performance, similar 

improvements in controls and methodologies have also been experienced in the 

accounting performance literature. This thesis endeavours to incorporate these 

methodological improvements as much as possible so as to obtain more dependable 

results than previous research investigating failed takeovers and, as a consequence, 

successfully update the unsuccessful takeover literature. 

 

Conducting an empirical investigation which incorporates both a long-term share 

market and operating performance analysis facilitates an improved overall gauge of 

performance and, contrary to studies focusing purely on stock price performance, 

provides unique preliminary insight into the sources of post-merger failure performance 

improvements.5 Such an approach is also valuable in that it offers further evidence 

regarding the degree of capital market efficiency.6 As detailed by Gregory and 

McCorriston (1995), it is possible that the takeover announcement period returns fail to 

fully reflect the wealth effects of the event. A long-term perspective will provide more 

comprehensive insight. To add to these benefits, an analysis of unsuccessful takeovers 

offers a unique perspective on disciplining theory. A number of studies that have 

analysed successful mergers have suggested that the assets of the target firm are 

frequently unproductively exploited prior to a takeover (see, for example, Jensen, 1986; 

Bugeja and Walter, 1995; Chatterjee, Harrison and Bergh, 2003). Upon becoming 

aware of the resource inefficiency, capable bidding firms become motivated to take 

                                                 
4 The specifics of this procedure and the researchers who have integrated this approach into their 
research design are detailed in Chapter Two (section 2.3.1 ‘Methodological Developments and 
Conclusions’).  
5 HPR demonstrate that performance improvements may not yet be visible when only the announcement 
period returns are considered. Whilst being prone to number of biases, a long-term event horizon 
analysis ensures that any delayed improvement in performance is captured. 
6 A number of studies investigating the long-term share market performance of acquiring firms have 
provided evidence which incite appropriate criticism regarding the extent of market efficiency (e.g., 
Agrawal, Mandelker and Jaffe, 1992; Gregory, 1997). Further details of these studies are provided in 
Chapter Two (section 2.3.1 ‘Methodological Developments and Conclusions’). 
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over the target and enhance the efficacy of target asset use. The takeover market 

therefore serves as a potentially effective external control mechanism when the internal 

control mechanisms of a target firm are ineffective. Analysing the performance of 

unsuccessful target firms in response to a failed takeover will provide a different 

viewpoint on the effectiveness of a takeover threat, rather than a completed merger, as 

a control mechanism. It may be the case that merely the threat of a future takeover 

compels the target firm to re-focus their strategy and improve firm operations. 

 

Investigation into the performance of Australian unsuccessful takeovers is also 

warranted given that the vast majority of analyses have employed United States of 

America (U.S.) based samples. To date, the only Australian study that considers 

unsuccessful takeovers is that of Walter (1984) and, as specified previously, this study 

solely examines announcement period returns. Walter (1984) does, however, provide 

evidence to suggest that takeover targets experience permanent share price revisions in 

response to failed takeover attempts. A more methodologically sound analysis of more 

recent Australian takeovers will no doubt offer evidence to show whether targets do in 

fact experience permanent revisions, whether the results of Walter (1984) are sample 

specific or whether the derived results are due to Walter (1984) failing to consider 

targets that remain truly independent.7  

 

To add to the aforementioned motivation, the Australian capital market and regulatory 

context has an explicit advantage when analysing long-term operating performance. 

Unlike the recent overseas studies investigating successful post-merger performance, 

the Australian environment has the inherent ability to obtain a direct measure of 

operating cash flow data from the statement of cash flows.8 As an alternative to this 

                                                 
7 Walter (1984) fails to analyse whether the unsuccessful firms identified within his sample are 
subsequently taken over. Bradley, Desai and Kim (1983) emphasise the importance of this consideration 
and provide evidence to suggest that target share price revisions are temporary and in anticipation of a 
future successful takeover. 
8 Sharma and Ho (2002) represent the only Australian study (to date) to consider the post-merger 
performance of successful takeover firms. Unfortunately, however, their sample period runs from 1986 
through to 1991 which is prior to the 1992 introduction of the statement of cash flows and thus inhibits 
them from obtaining a direct measure of cash flows. Due to using the 1992-2004 data collection period, 
this study fails to be inhibited in a similar manner. 



 

 

 
5 
 

 

direct measure, studies including HPR, Ghosh (2001), Linn and Switzer (2001) and 

Powell and Stark (2005) have tended to rely on indirect approximates for cash flows, 

such as earnings before interest, taxation, depreciation and amortisation (EBITDA). 

This thesis will incorporate both a ‘pure’ measure of cash flows and an indirect 

measure of cash flows, as well as a variety of deflators in an attempt to enhance the 

reliability and accuracy of performance measurement. 

 

The remainder of the thesis follows the subsequent structure. Chapter Two provides a 

review of the unsuccessful and successful merger extant literature. The chapter 

considers the development of the research methodologies and the conclusions derived 

in the successful merger studies investigating accounting and share market 

performance. It also reviews the potential post-merger performance determinants 

specified in these studies. Chapter Three develops the hypotheses which are to be tested 

in this study. Chapter Four details the research methodology adopted to test the 

hypotheses, whilst Chapter Five outlines the data sources and collection procedure. 

Chapter Six presents the results obtained from empirically testing the data outlined in 

Chapter Five using the methodology detailed in Chapter Four. Finally, Chapter Seven 

presents the conclusions of the thesis and the implications and suggestions for future 

research. 
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CHAPTER TWO 

REVIEW OF PRECEDING LITERATURE 
 

Very few studies have attempted to investigate, let alone delineate potential 

explanations for the failed merger performance of targets and bidders. As a 

consequence, this chapter reviews not only the limited unsuccessful merger literature 

but also examines the successful post-merger performance and potential performance 

determinants studies. Reviewing all of these streams of academic literature allows for 

the logical application of the successful merger determinants in an analysis of failed 

takeover bidders and targets. Both operating and share market studies of successful 

merger performance are reviewed, as are their associated methodological 

improvements. The chapter concludes by addressing a number of potential explanatory 

factors for economic gains, most of which will be empirically tested later in the thesis. 

 

2.1 Unsuccessful Takeover Bidder and Target Performance 

 

To date, the literature exclusively examining the post-offer performance of 

unsuccessful bidders and targets is marginal and essentially limited to share market 

studies conducted in the late 1970’s and 1980’s. Dodd and Ruback (1977), in their 

examination of tender offers, reported that in the month following the initial 

announcement unsuccessful targets and bidders experience insignificant abnormal 

returns of -2.65% and -2.29%, respectively. However, during the announcement month 

unsuccessful targets experience significant abnormal returns of 18.96%. This contrasts 

directly with the normal returns experienced by unsuccessful bidders in both the offer 

month and in the sixty months post-offer. What is intriguing is that Dodd and Ruback 

(1977) report that over the twelve months post-announcement, the cumulative average 

residual for unsuccessful targets fails to fall back to the pre-offer level. Cumulative 

abnormal returns are reported to fall by only an insignificant -3.25%, suggesting that 

the unsuccessful target price change is permanent. Dodd and Ruback (1977) attribute 

this enduring revision to informational efficiency effects.  
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Providing some Australian evidence, Walter (1984) examines the share market reaction 

to all Australian takeover offers that involved a listed target between 1966 and 1972. 

Consistent with the informational efficiency hypothesis proposed by Dodd and Ruback 

(1977), unsuccessful targets experience abnormal returns of 10.2% in the week of the 

offer announcement. More importantly, the post-announcement cumulative abnormal 

returns from week ‘t’ to week ‘t+20’ for unsuccessful targets increased by 2.8%.9 

Similar to Dodd and Ruback (1977), Walter (1984) consequently posits that 

unsuccessful bids convey information which results in permanent revisions to target 

share prices. Walter (1984) presents more perplexing results for unsuccessful acquirers. 

Not only do these firms report increases in cumulative abnormal returns of 44% in the 

period ‘t-100’ to ‘t’, but also an additional increase of 21.3% in the period ‘t+1’ to 

‘t+100’. Whilst Walter (1984) postulates that these post-announcement returns appear 

to be driven by extreme outliers, the researcher makes sense of the unusual returns by 

suggesting that the unsuccessful bidders benefit in the post-offer period by selling their 

strategic holdings in the target to the successful bidder at a greater price than their 

initial purchase price. 

 

Bradley, Desai and Kim (1983) provide greater clarification of the results obtained by 

Dodd and Ruback (1977) through an examination of unsuccessful targets that were and 

that were not ultimately taken over. Dodd and Ruback (1983) failed to analyse targets 

which decline an initial takeover attempt and remain truly independent. Walter (1984) 

reports that the firms which fail to be eventually subject to a successful bid maintain 

significantly positive cumulative abnormal returns, indicating permanent gains. 

However, these conclusions are incongruent with the results obtained by Bradley Desai 

and Kim (1983). Whilst unsuccessful targets experience significant abnormal returns 

surrounding the month of offer announcement, Bradley, Desai and Kim (1983) indicate 

that these returns are completely eliminated over the ensuing two year period unless the 

target is subsequently taken over. Bradley, Desai and Kim (1983) also analyse the 

performance of unsuccessful bidders and partition firms according to whether their 
                                                 
9 Week ‘t’ represents the date the takeover bid was announced and the number associated with ‘t’ 
represents the weeks relative to the announcement of the bid. For example, ‘t-100’ refers to 100 weeks 
prior to the takeover bid announcement. 
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respective takeover targets were taken over by a competing bidder. Evidence provided 

suggests that bidders which make unsuccessful tender offers are negligibly affected if 

the target is not subsequently taken over. However, where the target is taken over by a 

competing bidder, the unsuccessful bidder experiences significantly negative 

cumulative abnormal returns. These results suggest that unsuccessful bidders are 

punished by the market for failing to acquire valuable resources, or for being 

consequently placed at a competitive disadvantage. 

 

In the first study to consider unsuccessful merger bids,10 Dodd (1980) reports that 

targets experience significant positive abnormal returns from the announcement of the 

takeover, irrespective of whether they are ultimately successful or unsuccessful. By 

contrast, over the two-day announcement period unsuccessful bidders experience a 

significant negative return of -1.24%. Upon termination of the merger proposal, bidders 

were found to experience slightly positive abnormal returns, perhaps indicating 

overpayment. Over the duration of the merger proposal, however, unsuccessful bidders 

experienced negative abnormal returns of -5.50%. Unsuccessful targets appear to be 

significantly hurt by merger cancellations and experience significant abnormal returns 

of -4.16% and -4.52% for day ‘t-1’ and ‘t’, respectively. Subdividing these results into 

target and non-target terminated proposals reveals that when the target cancels the 

merger proposal, target stockholders earn, on average, 10.95% over the duration of the 

negotiations, indicating permanent revaluation. However, when non-target forces end 

the merger proposal target stockholders earn a meager 0.18% over the duration of the 

proposal, suggesting a reversion to pre-offer levels. These latter results reflect those 

obtained by Davidson, Dutia and Cheng (1989) who, similar to Bradley, Desai and Kim 

(1983), report that if the target firm cancels the merger and fails to be subsequently 

taken over, target cumulative prediction errors return to pre-offer levels. 

 

Similar to Dodd (1980), Asquith (1983) reports that targets of both unsuccessful and 

successful takeovers experience positive abnormal returns on the announcement date. 

However, in contrast to Dodd (1980), the researcher also details that unsuccessful 

                                                 
10 As reported by Asquith (1983). 
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bidders obtain positive yet insignificant (0.50%) excess returns surrounding the 

announcement. Interestingly, whilst the unsuccessful bidders in the Asquith (1983) 

sample fail to achieve significant excess returns at either announcement or outcome 

date, contrary to Dodd (1980), during the interim period they experience significant 

negative excess returns of -6.19%.11 Asquith, Bruner and Mullins (1983) support the 

findings of Asquith (1983) for unsuccessful bidders on termination announcement date 

and report an average two-day negative excess return of -0.4%. Asquith (1983) 

attributes the significant interim period results to the market gradually acquiring 

knowledge about the competency of the bidding firm’s management during the 

negotiation process. Further, these negative abnormal returns experienced by 

unsuccessful bidders during the interim period continue in the post-acquisition period, 

potentially because of another failed merger bid.  

 

In terms of unsuccessful targets, Asquith (1983) reports that the positive abnormal 

returns reported at announcement date are reversed by the negative abnormal returns (-

8.1%) experienced by these firms during the interim period. These negative abnormal 

returns are reinforced by the significantly negative abnormal returns of -6.4% 

experienced at outcome date. Similar results are found by Asquith, Bruner and Mullins 

(1983) who report significant negative abnormal returns of -6.8%. In the post-outcome 

period cumulative excess returns fail to vary significantly over the first eighty days, 

which Asquith (1983) attributes to the possibility of a forthcoming bid. However, at the 

conclusion of this period, when it is anticipated that another offer is not going to 

materialise, the unsuccessful targets experience negative abnormal returns of 

approximately -8.7%. 

 

A summary of the unsuccessful takeover literature is provided in Table 2.1.1.

                                                 
11 The interim period simply refers to the period between the announcement of the merger bid and the 
outcome date. 
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Table 2.1.1: Unsuccessful Takeover Literature 
 

 

 
 
Key: 
 
a: Reported as significant   e: Target remains independent 
b: Target terminated bids   f: Target not acquired by a competing bidder 
c: Non-target terminated bids   g: Target acquired by a competing bidder 
d: Target subsequently taken over 

Empirical Study Event Analysed Sample Period Event Period Target Abnormal 
Returns 

Bidder Abnormal 
Returns 

Offer announcement month. 18.96%a 0.58% 

Month following announcement. -2.65% -2.29% 

 
Dodd and Ruback 

(1977) 
 
 

U.S. Tender Offers 
 
 

1958-1978 
 
 

Offer announcement month through to 12 months post-announcement. -3.25% -1.60% 

Day prior and day of the offer announcement. 12.73%a -1.24%a Dodd (1980) 
 

U.S. Mergers 
 

1970-1977 
 10 days prior to announcement through to 10 days post-termination. 10.95%a,b, 0.18%c -3.12%b, -6.47%c 

Month prior to offer announcement through to month post-announcement. 46.30%a,d, 20.16%a,e n/a 

Month prior to offer announcement through 24 months post-announcement. 60.18%a,d, 1.98%e n/a 

20 days prior to offer announcement through to 1 day post-announcement. n/a 3.41%f, 1.88%g 

Bradley, Desai and Kim 
(1983) 

 
 

U.S. Tender Offers 
 
 

1963-1980 
 
 

20 days prior to offer announcement through to 180 days post-announcement. n/a 1.20%f, -8.18%a,g 

Offer announcement date. 7.00%a 0.50% 

1 day post-announcement through to 2 days prior to offer outcome. 8.17%a -6.19%a Asquith (1983) U.S. Mergers 1962-1976 

Outcome day. -6.40%a -0.20% 

Offer announcement week. 10.20% -0.30% 

Offer announcement week through to 20 weeks post-announcement. 2.80% 7.10% Walter (1984) Australian 
Takeover Bids 1966-1972 

Offer announcement week through to 100 weeks post-announcement. n/a 21.30% 
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2.2 Successful Merger Operating Performance Analyses 

 

Due to increased concern over “whether equity value increases in takeovers are from 

real economic gains or capital market inefficiencies” (Healy, Palepu and Ruback, 1992 

p. 136, hereafter HPR) a number of studies have inquired whether merged firms 

experience improvements in operating performance following takeovers. The following 

section details a number of studies that have adopted this research approach, the results 

they derive and the methodological differences and improvements within this stream of 

literature. 

 

2.2.1 Methodological Developments and Conclusions   

 

Motivated by the inability of share market studies to delineate whether mergers result 

in real economic gains, as well as the determinants of those gains, HPR employ post-

merger accounting data to investigate the changes in the operating performance of 

merged firms.12 Analysing the fifty largest U.S. mergers between 1979 and mid-1984, 

the researchers use pre-tax operating cash flow returns deflated by the market value of 

assets to measure improvements in merged firm operating performance. Specifically, 

operating cash flows are calculated as sales, minus cost of goods sold and selling and 

administrative expenses, plus depreciation and goodwill expenses, whilst the market value 

of assets is computed as the market value of equity plus the book value of net debt.13 In 

terms of calculating the market value of assets, HPR omit the changes in the 

announcement period equity values of the target and acquirer from the market value of 

assets deflator in the post-merger years. This is done because the failure to do so would 

result in cash flow returns not showing any abnormal increase, despite the takeover 

having potentially increased operating cash flows.  

                                                 
12 As will be detailed later in the literature review, a number of studies have detailed that the economic 
gains reported by some academic inquiries are a consequence of market inefficiencies, rather than the 
existence of merger induced real returns. 
13 At this point it is important to recognise that this performance measure is merely a proxy for operating 
cash flows.  Similar to subsequent operating performance studies, and potentially impacting upon results 
and conclusions, HPR fail to calculate a ‘pure’ measure of operating cash flows. 
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Given that accounting data is subject to managerial decisions, the indirect cash flow 

measure adopted by HPR provides two explicit and crucial benefits. As earnings is 

calculated after adjusting for interest charges but before accounting for the cost of 

equity, contrary to post-acquisition profits, this performance measure nullifies the 

impact of the method of financing. Secondly, the method controls for whether the 

pooling or purchasing method of accounting is used to account for the acquired entity 

as the operating cash flow measure is unaffected by depreciation and goodwill. The 

importance of this second control is stressed by Chatterjee and Meeks (1996). 

Examining United Kingdom (U.K.) takeovers before and after the accounting standard 

alterations that impacted upon the treatment of goodwill, Chatterjee and Meeks (1996) 

demonstrate the severity of the distortion that the choice of takeover accounting 

treatment can have on the traditional measures of profitability which have been adopted 

in previous research.14 By examining a proxy for operating cash flows, rather than the 

conventional earnings-based measures, HPR attempt to mitigate this complication. 

However, despite these two benefits the HPR study, similar to the ensuing operating 

performance research studies, is limited by only using an approximate for operating 

cash flows. 

 

Excluding year zero from the analysis, HPR examine operating performance from five 

years pre-merger to five years post-merger and report that merged firms do experience 

a significant improvement in operating cash flow returns.15 Importantly, this operating 

performance improvement is significantly positively associated with announcement 

period market-adjusted stock returns, suggesting that the stock market integrates 

expected performance improvements. To gauge a more reliable measure of operating 

performance than simple raw cash flow returns, the researchers control for the 

persistence of firm-specific performance as well as industry and economy-wide factors 

by conducting the following cross-sectional regression: IACRpost,i = α + β IACRpre,i + εi, 
                                                 
14 The accounting standards referred to here include the 1984 introductions of SSAP 22 and SSAP 23. 
15 HPR report that the exclusion of year zero from the analysis assists in avoiding the complications 
associated with different accounting treatments when conducting inter-firm and inter-industry 
comparisons (under the purchase method of accounting merged firms are consolidated for reporting 
purposes from the date of the merger). Further, the omission of year zero data also ensures that the 
inventory write-ups existent under the purchase method, as well as one-time merger costs, do not bias 
evaluations. 
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whereby IACRpost,i  represents firm post-merger median abnormal industry adjusted 

cash flow returns and IACRpre,i relates to the pre-merger median for the same company. 

Under this methodology, the coefficient (β) is deemed to capture the pre-merger and 

post-merger correlation between adjusted cash flow returns, whilst the intercept is 

HPR’s measure of abnormal industry adjusted returns. Subject to a number of 

adjustments and improvements, this methodology has formed the basis for future 

empirical examination of merged firm operating performance. 

 

Also examining U.S. firms, Switzer (1996) and Linn and Switzer (2001) confirm the 

improvement in industry-adjusted operating cash flows for merged firms found by 

HPR. In deriving their results, whilst both Switzer (1996) and Linn and Switzer (2001) 

adopt the operating cash flow performance measure proposed by HPR, they make use 

of a different methodology.16 Frequently referred to as the ‘change’ model, these two 

studies measure an improvement in performance as the difference between the median 

combined target and bidder pre-merger, industry-adjusted performance (MIACFpre,i) 

and the median industry-adjusted, post-merger performance (MIACFpost,i) of the 

merged sample firms.17 The median improvement in industry-adjusted operating 

performance under this methodology is reported to be 1.97% and 1.81% for Switzer 

(1996) and Linn and Switzer (2001), respectively. These results are comparable with 

the significant 2.8% found by HPR. Importantly, whilst Linn and Switzer (2001) 

recognise the significance of ensuring that the sample firms and comparison firms 

exhibit similar pre-merger performance and industry groupings, as emphasised by 

Barber and Lyon (1996), they fail to adopt a matching procedure or any other 

methodological process to control for the biases later outlined by Ghosh (2001).18 

                                                 
16 Both studies are similar to HPR in that they exclude the year of the merger from the analysis. They 
also examine industry-adjusted, operating cash flows for each of the five years preceding and following 
the takeover. 
17 i.e. Δi = MIACFpost,i - MIACFpre,i, whereby i represents the merger combination.  
18 Barber and Lyon (1996) analyse the appropriateness of the available statistical tests, performance 
measures and expectations models adopted in event studies that inquire into firm operating performance, 
as measured by accounting-based measures. They demonstrate the importance of matching sample firms 
to control firms on the basis of both industry and pre-merger performance when developing models of 
expected operating performance. They detail that when sample firms are merely matched according to 
industry, or size and industry, misspecified test statistics result due to the failure to directly consider the 
fact that accounting-based measures of performance have a mean-reversion propensity over time. 
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Attempting to investigate whether operating gains result from U.K. takeovers, Manson, 

Powell, Stark and Thomas (2000) employ a similar methodology to HPR. However, 

rather than exclusively using the operating cash flow measure adopted by HPR, and 

subsequently by Switzer (1996) and Linn and Switzer (2001), they also utilise another 

cash flow measure. Their alternative measure involves adjusting pre-depreciation profit 

for changes in working capital so as to ensure that interest and taxation payments are 

not reflected in the cash flow measure. Also contrary to HPR, they include the book 

value of preferred stock as part of their cash flow deflator. Manson, Powell, Stark and 

Thomas (2000) present evidence that suggests that the existence of operating gains and 

non-operating gains is inherently dependent upon the research methodology. Whilst 

operating gains are found when industry-adjusted measures of performance are 

estimated as either post-merger operating performance or via a regression approach, no 

gains are found when operating gains are measured as the disparity between pre-merger 

and post-merger operating performance. Overall, these results emphasise the 

importance of research design and the sensitivity of results to those designs. 

 

The HPR methodology is significantly enhanced by the findings of Ghosh (2001) who 

demonstrates that the use of industry-median firm benchmarks within regression 

analysis can induce biased conclusions. When replicating the methodology of HPR, 

Ghosh (2001) similarly finds a significant improvement in post-merger operating 

performance. However, Ghosh (2001) suggests that because acquiring firms tend to 

have superior pre-merger performance relative to their industry median, the intercept of 

the regression methodology inherently includes a non-random measurement error 

which biases regression results and research inferences.19 Integrating the 

recommendations of Barber and Lyon (1996) into his research methodology, Ghosh 

(2001) matches U.K. merged firms to a control sample on the basis of industry, size 

and pre-merger performance. Further, rather than using HPR’s asset base deflator, 

Ghosh (2001) employs sales to scale operating cash flows.20 Contrary to HPR, this 

                                                 
19 For details regarding the pre-merger performance of acquiring firms see Morck, Schleifer and Vishny 
(1990). 
20 Ghosh (2001) argues that the market value of equity as a deflator is likely to be biased, even after 
excluding the changes in equity value around bid announcement. As demonstrated by Agrawal, Jaffe and 
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latter methodology reports no evidence that merged firms experience improvements in 

operating performance in the post-merger period. Unfortunately, however, Ghosh 

(2001) fails to adopt the HPR regressional methodology when demonstrating this bias 

and so an accurate understanding of the efficacy of the matching process in reducing 

the magnitude of results bias cannot be derived. 

 

Examining thirty-six Australian acquisitions between 1986 and 1991, Sharma and Ho 

(2002) investigate improvements in operating performance through a number of 

indirect cash flow and accrual performance measures, rather than using a ‘change’ or 

regression methodology.21 They criticise HPR, and the ensuing literature that integrates 

HPR’s cash flow measure, for improperly computing operating cash flow. Sharma and 

Ho (2002) detail that HPR use working capital as a surrogate for operating cash flows, 

which fails to account for the impact of working capital accruals. Sharma and Ho 

(2002) consequently measure cash flow from operations as working capital from 

operations adjusted for working capital accruals. Despite recognising the need to 

account for accruals, this measure still fails to accurately reflect actual cash flows and 

similar to the conclusions derived by Ghosh (2001), the researchers fail to report any 

evidence of significant improvements in the operating performance of merged firms. 

This result is particularly intriguing given that Sharma and Ho (2002) match their 

sample with control firms according to only industry and asset size, and not pre-merger 

performance. Despite the evidence provided by Ghosh (2001) of positively biased 

results when the pre-acquisition performance of the sample is not matched, Sharma and 

Ho (2002) still find insignificant results. A possible explanation for these perplexing 

results is that the positive pre-merger performance bias is offset by negative post-

merger performance giving insignificant results. Sharma and Ho (2002) suggest that the 

                                                                                                                                              
Mandelker (1992), the equity value of acquirers tend to systematically decline over the 3 to 5 years post-
merger. Therefore, the use of market value of equity as a deflator results in an upward bias on scaled 
operating cash flows in the post-merger period. Similar conclusions are drawn by Heron and Lie (2002). 
21 The indirect cash flow and accrual performance measures include: (i) Return on Assets (ROA); (ii) 
Return on Ordinary Shareholders’ Equity (ROE); (iii) Profit Margin (PM); (iv) Earnings Per Share 
(EPS); (v) Cash Flow Return on Assets (CFFO/Total Assets); (vi) Cash Flow Return on Sales (CFFO / 
Sales); (vii) Cash Flow Return on Average Ordinary Shareholders’ Equity (CFFO/AOSE); and (viii) 
Cash Flow from Operations Minus Preference Dividends on the Number of Ordinary Shares 
(CFFO/NOS). 
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disparity in their findings relative to other studies may be attributed to the contextual 

difference of the Australian study, as well as the cross-sectional variation in the 

performance measures adopted in prior research. 

 

Similar to Ghosh (2001), Fee and Thomas (2004) utilise the matched firm control 

methodology recommended by Barber and Lyon (1996) when analysing the impact of 

horizontal takeovers on merged firm rivals, suppliers and customers. Using the cash 

flow to sales ratio as a measure of operating performance, complemented with a share 

market examination of the three-day window surrounding the announcement date, Fee 

and Thomas (2004) find that merged firms appear to experience a limited performance 

improvement, rival firms achieve a positive share market reaction, whilst customers 

appear to be neither better or worse off following the merger. Suppliers are found to 

experience a decline in post-merger performance, particularly those who operate in 

concentrated industries. Whilst this inquiry is the first to examine the impact of mergers 

on customers and suppliers in a large sample setting (p. 425), the results of Fee and 

Thomas (2004) are limited in that the researchers revert to using operating income 

before depreciation (Compustat item 13.) as a measure of cash flow, rather than 

employing the more pure measure advocated by Sharma and Ho (2002). As evidenced 

in the preceding studies, a number of different proxies for operating cash flows have 

been adopted to measure operating performance. However, no study has made use of 

actual cash flows. Thus, this thesis is not only unique in terms of examining the 

performance of unsuccessful merger targets and bidders, but also through utilising 

actual cash flows, a previously unused measure of performance.  

 

Investigating U.K. acquisitions from 1985 to mid 1993, Powell and Stark (2005) 

examine the sensitivity of merged firm operating performance results to performance 

benchmarks and methodologies, deflator selection and the measure of operating 

performance.22 They valuably extend the work of Ghosh (2001) by directly examining 

whether superior benchmarks effectively reduce the bias existent in the HPR regression 

                                                 
22 The deflators examined include: (i) total market value; (ii) total market value adjusted for the share 
market announcement reaction; (iii) total sales; and (iv) book value of total assets. 
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research design. Utilising both the change model and regressional methodology, they 

incorporate both the traditional HPR operating performance measure and, as in Sharma 

and Ho (2002), a cleaner cash flow measure that incorporates the impact of accounting 

accruals. Both research methodologies indicate an improvement in operating 

performance, contrary to Ghosh (2001). However, the regressional approach yields 

stronger improvements than the change model as does the accrual based measure of 

performance relative to the ‘purer’ cash flow measure. Results also appear sensitive to 

the type of deflator used, especially for the HPR regression methodology. The 

accumulation of these findings demonstrates the incremental importance of research 

design in the derivation of results, as well as the immense difficulty in directly 

comparing papers that employ dissimilar methodologies, benchmarks, deflators and 

performance measures. 

 

A summary of the successful takeover accounting performance literature is provided in 

Table 2.2.1.1. 
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Table 2.2.1.1: Successful Takeover Accounting Performance Literature 

 
Empirical 

Study 
Event 

analysed 
Sample 
Period 

Event Period 
Analysed 

Method/ 
Approach 

Performance 
Measure Deflator Benchmark Results 

Healy, Palepu 
and Ruback 
(1992) 

U.S. 
mergers. 1979-1984 5 year pre-merger to 

5 years post-merger. Regression Pre-tax operating cash flow 
returns. 

MVE + BV of debt + 
BV of preferred stock. 

Median industry-adjusted pre-tax 
operating cash flow returns on assets.a 

Significant improvement in 
post-merger performance. 

Switzer (1996) 
U.S. mergers 
and tender 
offers. 

1967-1987 5 year pre-merger to 
5 years post-merger. 'Change' model Pre-tax operating cash flow 

returns. MVE + BV of net debt. Median industry-adjusted pre-tax 
operating cash flow returns on assets.b 

Significant improvement in 
post-merger performance. 

Manson, 
Powell, Stark 
and Thomas 
(2000) 

U.K. 
takeovers. 1985-1987 5 year pre-merger to 

5 years post-merger. 
(i) Regression, 
(ii) 'Change' model 

(i) Pre-depreciation profit. 
(ii) Pre-depreciation profit, 
adjusted for changes in 
working capital. 

MVE + BV of debt + 
BV of preferred stock. 

(i) Median and average (industry-
adjusted and industry-unadjusted) pre-
depreciation profit. 
(ii) Median and average (industry-
adjusted and industry-unadjusted) pre-
depreciation profit, adjusted for changes 
in working capital. 

Results are sensitive to 
research methodology. The 
preferred method (industry-
adjusted regression approach) 
suggests performance 
improvements. 

Linn and 
Switzer (2001) 

U.S. mergers 
and tender 
offers. 

1967-1987 5 year pre-merger to 
5 years post-merger. 'Change' model Pre-tax operating cash flow 

returns. 

MVE + BV of preferred 
stock + BV of long-term 
and short-term interest 
bearing or zero coupon 
debt. 

Median industry-adjusted pre-tax 
operating cash flow returns on assets.b,c 

Significant improvement in 
post-merger performance. 

Ghosh (2001) U.K. 
takeovers. 1981-1995 3 years pre-merger to 

3 years post-merger. 'Change' model Pre-tax operating cash flow 
returns. 

Sales at the beginning of 
the year 

Comparison firms matched on the basis 
of industry, size and pre-merger 
performance (operating cash flow). 

No evidence of an 
improvement in post-merger 
performance. 

Sharma and Ho 
(2002) 

Australian 
takeovers. 1986-1991 3 years pre-merger to 

3 years post-merger. 'Change' model 
Indirect cash flow and 
accrual performance 
measures. 

(i) Total assets, (ii) 
sales, (iii) number of 
issued shares, (iv) 
shareholder's equity. 

Comparison firms matched on the basis 
of industry and size. 

No evidence of an 
improvement in post-merger 
performance. 

Fee and 
Thomas (2004) 

U.S. 
mergers. 1980-1997 1 year pre-merger to 

3 years post-merger. 'Change' model Operating income before 
depreciation. 

Sales (Compustat item 
12.). 

Comparison firms matched on the basis 
of industry, size and pre-merger 
performance (cash flow / sales). 

Evidence of post-merger 
improvement in the year 
immediately subsequent to 
the merger, however this 
improved performance is 
temporary. 

Powell and 
Stark (2005) 

U.K. 
takeovers. 1985-1993 1 year pre-merger to 

3 years post-merger. 
(i) Regression, 
(ii) 'Change' model 

(i) Pre-depreciated profit. 
(ii) Pre-depreciation profit 
adjusted for short-term 
accruals. 

(i) MVE + BV of debt + 
BV of preferred stock, 
(ii) MVE + BV of debt 
+ BV of preferred stock 
(unadjusted for market 
reaction), 
(iii) BV of assets, (iv) 
total sales. 

(i) Industry median operating 
performance. 
(ii) Comparison firms matched on the 
basis of industry, size and pre-merger 
operating performance. 

Significant improvement in 
post-merger performance. 
Results are sensitive to the 
type of research 
methodology, deflator and 
benchmark adopted. 

Key: 
MVE: Market value of equity      b: Control firms matched on S.I.C code 
BV:    Book value       c: Control firms exhibit similar pre-merger performance 
a:        Control firms matched using the Value Line database 
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2.3 Successful Takeover Share Market Analyses    

 

Finance literature has extensively investigated the share market reaction to takeover 

announcements for an indication of firm performance and has reported relatively 

consistent results for targets and acquirers. However, with increasing scepticism over 

market efficiency, greater emphasis has been directed towards long-term share market 

studies for evidence of economic gains resulting from takeovers. The ensuing section 

briefly details the short-term evidence that has been presented regarding bidder and 

target performance, though significantly greater emphasis is placed on the more 

controversial long-term share market studies of merged firms and the different 

methodologies adopted in this area of research. 

 

2.3.1 Methodological Developments and Conclusions      

 

Being conducted over a significantly shorter time-frame, bid period performance 

studies are inherently less susceptible to biases found in the long-term studies and, as a 

consequence, the research methodologies associated with such analyses have not nearly 

experienced the modifications to which the long-term inquiries have been subject. 

Short-term performance measurement has generally been conducted through 

examination of cumulative abnormal returns (e.g. Bugeja and Walter, 1995), 

cumulative average abnormal returns (e.g. da Silva Rosa, Izan, Steinbeck and Walter, 

2000) or some minor modification of either of these two methods. The results from 

these bid period returns for merger targets have generally reflected these 

methodological consistencies, as well as the concept of market efficiency, with studies 

predominantly reporting significantly positive abnormal returns for these firms. As 

noted by da Silva Rosa and Walter (2004) in their review of Australian takeovers, 

“target shareholders benefit considerably” (p. iv). The abnormal returns experienced by 

acquirers are, however, less unequivocal. 

 

Dodd (1980) reports that targets experience significant positive abnormal returns on the 

day prior and the day of bid announcement, whilst bidders experience marginally 
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negative, yet significant, abnormal returns around the time of announcement. Providing 

an Australian perspective, Walter (1984) details that acquirers experience significantly 

positive cumulative abnormal returns in the lead up to the offer announcement week 

(consistent with Morck, Schleifer and Vishny, 1990). However, during the 

announcement period the average cumulative abnormal return decreased by 1.3%, 

suggesting that the “identification or confirmation of a firm as an offeror is, on average, 

viewed as a disappointment” (p. 84). In this study targets are, again, found to benefit 

from takeover announcements and this conclusion has since been replicated in a series 

of other announcement period studies including Bugeja and Walter (1995), Brown and 

da Silva Rosa (1998), da Silva Rosa, Izan, Steinbeck and Walter (2000) and more 

recently, Henry (2004). However, a decisive acquirer announcement period reaction 

has proven more elusive. Contrary to Dodd (1980), Bugeja and Walter (1995) detail 

that bidders experience insignificantly negative bid period returns. Further, when those 

bidders are sub-divided into those which are successful and unsuccessful, the latter 

register insignificantly positive announcement period abnormal returns. Similarly, da 

Silva Rosa, Izan, Steinbeck and Walter (2000) detail that cash and stock bidders 

experience insignificant negative cumulative average abnormal returns over both the 

announcement period event windows examined. These negative abnormal returns 

experienced by bidders are of particular concern if the market is deemed to be semi-

efficient and, as the following long-term analyses confirm, whether the market is 

deemed efficient is highly dependent upon research design. 

 

A number of studies scrutinise the market efficiency assumption by investigating the 

long-term share market reaction in the post-acquisition period and, as aforementioned, 

results have been diverse. Franks, Harris and Titman (1991) examine a sample of U.S. 

takeovers that occurred between 1975 and 1984 and, controlling for size, they regress 

monthly excess returns of sample stocks against a number of benchmarks for up to 

three years post-merger.23 They fail to find any evidence of significant abnormal 

returns over the thirty-six months after the final bid date and consequently suggest that 
                                                 
23 The researchers emphasise their eight factor benchmark which was designed to reduce the biases 
existent in prior benchmarks. The benchmark consists of eight separate equally-weighted portfolios 
formed on the basis of size, dividend yield and past returns. 
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prior evidence of negative bidder performance is likely to be due to benchmark 

complications, rather than market mispricing during the announcement period. 

Agrawal, Jaffe and Mandelker (1992), however, directly challenge the U.S. evidence 

presented by Franks, Harris and Titman (1991). Examining cumulative average 

abnormal returns derived from both the Dimson-Marsh risk and size return and Returns 

Across Time and Securities (RATS) methodologies,24 the researchers detail that 

acquiring firms, particularly those which finance the merger transaction with stock, 

experience significantly negative returns in the post-merger period. Furthermore, they 

attribute the disparity of the Franks, Harris and Titman (1991) results to the time period 

analysed by the researchers, as well as their failure to separate mergers from tender 

offers within their sample. 

 

Recognising the impact that benchmark choice can have upon abnormal return event 

studies, Gregory (1997) attempts to clarify the U.S. results obtained by Franks, Harris 

and Titman (1991) and Agrawal, Jaffe and Mandelker (1992) by providing a U.K. 

perspective. Noting the dispute over the most suitable asset pricing model, Gregory 

(1997) employs six benchmark models and calculates the cumulative average abnormal 

returns (as in Agrawal, Jaffe and Mandelker, 1992) as well as the abnormal 

performance index (API) for each of those benchmarks for the two years following the 

takeover.25 Supporting Agrawal, Jaffe and Mandelker (1992), all models analysed 

report negative cumulative average abnormal returns and APIs for the twenty-four 

months post-takeover, implying that the wealth-effects of U.K. takeovers reflect those 

of the U.S. by being, on average, significantly negative. 

 

                                                 
24 Contrary to the Dimson-Marsh risk and size return method, which calculates a different beta for each 
security and assumes that the beta remains constant in the post-merger period, the RATS approach 
computes a different beta for each month relative to the merger and presumes that all acquiring firm 
betas are the same. 
25 The ‘buy and hold’ abnormal return measure of the API was chosen to complement cumulative 
average abnormal returns because, unlike cumulative average abnormal returns, this measure does not 
involve portfolio re-balancing. Gregory (1997) demonstrates that the literature generally favours the use 
of APIs over cumulative average abnormal returns, however, citing Kothari and Warner (1997), Gregory 
(1997) reports that these returns are likely to “under-state the significance of longer term negative 
abnormal performance and to over-state the significance of longer term positive abnormal performance” 
(p. 972-3). 
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Loughran and Vijh (1997) extend the work of both Franks, Harris and Titman (1991) 

and Agrawal, Jaffe and Mandelker (1992) by investigating a five year ‘buy and hold’ 

strategy.  They detail that the equally-weighted portfolios, which are re-balanced every 

month, employed in these prior studies may not accurately reflect the returns obtained 

by an investor who is reluctant to sell shares, whether it be for tax reasons or because of 

the extensive transactions costs associated with a re-balancing strategy. Abnormal 

returns are consequently calculated as the difference between sample firm five-year 

‘buy and hold’ returns and the equivalent returns for control firms, which are matched 

according to required return on equity, controlling for size and the book-market ratio.26 

The results obtained indicate that acquirers under-perform matched firms, however, not 

significantly so. Evidence also indicates that there is a large disparity in post-takeover 

returns according to both method of takeover and the form of payment, suggesting that 

the market does not react efficiently to the overall wealth gains from takeovers, as well 

as the information conveyed regarding the form of payment. 

 

Using a bootstrapping methodology to control for size and survivor biases,27 Brown 

and da Silva Rosa (1998) provide insight into the Australian takeover market by 

analysing the post-merger performance of Australian Stock Exchange (ASX) listed 

firms. To demarcate the impact of return computation on long-term results, Brown and 

da Silva Rosa (1998) calculate the favoured ‘buy and hold’ returns in addition to 

monthly re-balanced returns. The results unequivocally indicate that the performance of 

acquiring firms in the long-term is highly sensitive to biases induced by research 

design. Consistent with market efficiency, the ‘buy and hold’ returns for acquiring 

firms exhibit modest returns relative to matched firms. In contrast, however, the 

                                                 
26 Loughran and Vijh (1997) also report that when sample firms are matched according to size and the 
book-market ratio, as recommended by Barber and Lyon (1996), the obtained results are similar. 
27 This robust procedure facilitates measurement of the statistical significance of results. Under this 
methodology a portfolio of comparable control firms is identified, according to a number of criteria (in 
this case firm size and survival), for every acquiring firm. For each of the sample firms an eligible 
control firm is randomly selected from the portfolio and matched (bootstrapped), with replacement, to 
the selected control firm. The parameters of interest for this matched pair are then recorded and the 
procedure is replicated as required (Brown and da Silva Rosa, 1998 do so 1,001 times). The statistical 
significance of results is interpreted by analysing the results of the acquiring firms relative to their 
bootstrapped control firms. 
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monthly re-balanced returns exhibit significantly negative returns in the post-merger 

period, irrespective of survivor partitioning. 

 

Simmonds (2003) exacerbates the research design concerns emphasised by Brown and 

da Silva Rosa (1998) by evidencing the disparity of results obtained when using 

different models to measure abnormal return activity surrounding takeovers. Simmonds 

(2003) also demonstrates that this conclusion fails to vary according to the method of 

performance measurement, be it cumulative abnormal returns or ‘buy and hold’ 

abnormal returns, or whether benchmarks are value or equally-weighted. Empirical 

analysis reveals that when performance is measured by cumulative abnormal returns, 

under the market model bidder wealth declines significantly. By contrast, if ‘buy and 

hold’ abnormal returns are adopted to assess performance, bidder wealth increases 

notably. However, if the (0,1) market model is employed to estimate abnormal 

performance, both ‘buy and hold’ abnormal returns and cumulative abnormal returns 

indicate enhanced bidder wealth. Integrating the bootstrapping technique into research 

design does reinstate uniformity of results for both performance measures under the 

two models, however as noted by Simmonds (2003) the bootstrapping methodology 

does not reconcile the differences between ‘buy and hold’ abnormal returns and 

cumulative abnormal returns. Given the disparity of conclusions detailed here, it is 

hardly surprising that the question over bidder wealth gains remains unresolved. 

 

da Silva Rosa, Izan, Steinbeck and Walter (2000) further develop the research of 

Brown and da Silva Rosa (1998) by considering whether the method of payment 

accounts for variation in the returns experienced by bidders over the long-term. Making 

use of the bootstrapping technique adopted by Brown and da Silva Rosa (1998) for 

detecting abnormal performance, they too do not attempt to estimate an economic value 

of abnormal performance. Rather, da Silva Rosa, Izan, Steinbeck and Walter (2000) 

purely test for evidence of abnormal ‘buy and hold’ returns because of the highly 

survival dependent experimental sample being subject to a ‘look ahead’ bias. The 

evidence they provide indicates that cash bidders experience unexceptional post-bid 

period performance. However, consistent with the signalling theory put forward by 
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Myers and Majluf (1984) and contrary to the concept of informationally efficient 

markets, median ‘buy and hold’ returns indicate that bidders which offer stock, 

irrespective of the bid outcome, exhibit significant underperformance over the long-

term.  

 

Given the momentous upsurge in foreign direct investment since the mid-1980’s, 

Gregory and McCorriston (2005) analyse the short and long-term share market 

performance of a sample of U.K. firms which made foreign acquisitions between 1984 

and 1994. Similar to da Silva Rosa, Izan, Steinbeck and Walter (2000), the researchers 

prefer ‘buy and hold’ returns as their key gauge of long-term performance, asserting 

that the ‘buy and hold’ approach “represents a more feasible investment strategy than 

that implied by the cumulative abnormal return model” (p. 108). Likewise, the 

researchers also employ a bootstrapping methodology, whereby firms are matched 

according to size and market to book ratios, for their statistical inference testing. 

Although the short-term performance of acquiring firms is insignificantly different 

from zero, irrespective of acquisition location, long-term ‘buy and hold’ abnormal 

returns exhibit significant variation. Gregory and McCorriston (2005) report that 

despite the fact that overall acquiring firms experience insignificantly negative ‘buy 

and hold’ abnormal returns in the long-term, partitioning by region reveals that U.S. 

takeovers experience significantly negative returns, European Union (EU) acquisitions 

are unexceptional, whilst acquisitions for the rest of the world are positive and 

significantly so. Furthermore, and finally, regression testing indicates that firm long-

term performance is likely to be dependent on specific advantages, such as research and 

development. 

 

A summary of the successful takeover long-term share market performance literature is 

provided in Table 2.3.1.1. 
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Table 2.3.1.1: Successful Takeover Long-Term Share Market Performance Literature 

 
Empirical 

Study 
Event 

analysed 
Sample 
Period 

Event Period 
Analysed 

Performance 
Measure Benchmark Results 

Franks, Harris and 
Titman (1991) U.S. takeovers. 1974-1985 

The 36 months 
beginning after the 
final bid. 

Risk-adjusted monthly abnormal 
returns. 

(i) Equally-weighted index. 
(ii) Value-weighted index. 
(iii) Ten-factor benchmark. 
(iv) Eight-portfolio benchmark. 

Results are not robust, however, the 
preferred benchmarks yield no evidence 
of significant abnormal performance. 

Agrawal, Jaffe and 
Mandelker (1992) 

U.S. mergers 
and tender 
offers. 

1955-1987 The 60 months 
post-merger. 

(i) Risk and size-adjusted monthly 
abnormal returns. 
(ii) Cumulative average abnormal 
returns. 

(i) Dimson-Marsh risk and size return 
model. 
(ii) Returns Across Time and Securities 
(RATS) model. 

Significant decline (-10%) in acquiring 
firm post-merger share market 
performance over the 60 months 
following merger completion. 

Gregory (1997) U.K. takeovers. 1984-1992 The 24 months 
post-merger. 

(i) Risk and size-adjusted monthly 
abnormal returns. 
(ii) Cumulative average abnormal 
returns. 
(iii) Abnormal Performance Index 
(API). 

(i) CAPM. 
(ii) Dimson-Marsh risk and size return 
model. 
(iii) Simple size control portfolio. 
(iv) Multi-index model. 
(v) Value-weighted multi-index model. 
(vi) Value-weighted three factor model. 

All models indicate a significant decline 
in acquiring firm post-merger share 
market performance over the 24 months 
following the takeover. 

Loughran and Vijh 
(1997) U.S. takeovers. 1970-1989 Up to 60 months 

post-merger. 

Buy and hold' abnormal returns for 
one, two, three, four and five years 
post-merger. 

'Buy and hold' returns of firms matched 
according to required return on equity, 
controlling for book-market effects and 
size. 

Merged firms under-perform matched 
firms, however not significantly so. 

Brown and da Silva 
Rosa (1998) 

Australian 
takeovers. 1974-1996 

From 6 months 
post-merger 
through to 36 
months post-
merger. 

(i) 'Buy and hold' abnormal returns.
(ii) Monthly rebalanced returns. 

Employ a 'bootstrapping' methodology and 
compare the mean sample returns relative to 
a control portfolio mean, whereby firms are 
matched according to size and survival. 

Returns are sensitive to return 
computation with 'buy and hold' returns 
being unexceptional and monthly 
rebalance returns being significantly 
negative. 

da Silva Rosa, Izan, 
Steinbeck and 
Walter (2000) 

Australian 
takeovers. 1988-1996 

Up to 36 months 
following the bid 
announcement 
month. 

(i) 'Buy and hold' abnormal returns 
for the following monthly intervals: 
[-3,+3], [-3,+6], [-3,+12], [-3,+24], 
[-3,+36], [0,+24], [+12,+36]. 

Employ a 'bootstrapping' methodology and 
compare the mean sample returns relative to 
a control portfolio mean, whereby firms are 
matched according to size and survival. 

Cash bidders experience insignificant 
long-term 'buy and hold' returns, however 
bidders who offer stock exhibit significant 
underperformance relative to control 
firms. 

Simmonds (2003) Australian 
takeovers. 1972-1995 

From 3 months 
pre-takeover offer 
through to 3 
months post-
takeover offer. 

(i) 'Buy and hold' abnormal returns.
(ii) Monthly rebalanced returns. 

The market model and (0,1) market model 
are used to estimate returns. Employs a 
'bootstrapping' methodology to form value-
weighted and equally-weighted 
benchmarks.  

The (0,1) market model suggests a 
significant improvement in post-merger 
bidder wealth, whilst the market model 
indicates bidder wealth is unaffected by a 
takeover offer. 

Gregory and 
McCorriston (2005) 

U.K. foreign 
acquisitions. 1985-1994 Up to 60 months 

post-acquisition. 

Buy and hold' abnormal returns for 
one, three and five years post-
acquisition. 

Employs a 'bootstrapping' methodology and 
compares the mean sample returns relative 
to a control portfolio mean, whereby firms 
are matched according to size and book-
market ratios. 

Negative post-acquisition returns, 
however, not significantly so.  
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2.4 Potential Determinants of Economic Gains 

 

Announcement period, long-term share market and operating performance studies have 

attempted to demarcate a number of explanatory factors for changes in post-merger 

performance. The method of financing and industry relatedness of the merged entities 

has been subject to extensive academic inquiry. For ease of analysis this review 

differentiates these studies according to operating and share market performance 

research (a non-empirical sub-section is also provided for the section 2.4.1 ‘Method of 

Financing’). The other potential determinants are presented without such sub-division. 

 

2.4.1 Method of Financing 

 

A significant proportion of the successful merger literature analyses and incrementally 

explains the post-acquisition performance of merged firms and whether a merger is 

financed by cash, stock or a combination of the two. The following section summarises 

the conclusions of this research. 

 

2.4.1.1 Operating Performance Research 

 

In their analysis of the post-acquisition operating cash flow of merged firms, HPR fail 

to find any conclusive evidence to suggest that the form of financing has any 

significant impact on cash flow performance. Comparable conclusions are drawn by 

Sharma and Ho (2002) when examining Australian mergers. However, despite the 

above studies failing to provide any evidence, a number of other inquiries derive 

significant results. Similarly analysing merged firm post-takeover operating cash flows, 

Ghosh (2001) finds that after controlling for pre-merger performance cash financed 

takeovers experience significantly improved performance. By contrast, equity 

acquisitions fail to result in any post-takeover gains. Further analysis reveals that the 

benefits associated with cash transactions are likely to be propelled by increased 

revenues rather than reductions in costs. 
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A comparable methodology is adopted by Linn and Switzer (2001) who also find that 

stock offers are significantly associated with poorer post-merger operating performance 

relative to cash offers, which report positive and significant results. These results 

reflect those found by Megginson, Morgan and Nail (2004) where it is concluded that 

the method of payment is a primary determinant of long-term merger performance with 

cash-financed mergers performing significantly better than stock-financed mergers in 

terms of both ‘buy and hold’ abnormal returns and operating performance. 

 

2.4.1.2 Stock Price Performance Research 

 

Analysing a sample of sixty bidding firms, Travlos (1987) reports that, on average, 

acquiring stockholders experience significant losses over the two-day announcement 

period when their firm acquires using common stock as the medium of exchange. 

Dissimilarly, acquirers using cash as the means of exchange experience average 

‘normal’ stock returns. More importantly, Travlos’ (1987) consideration of 

unsuccessful merger and tender offers reveals similar results to those pertaining to 

successful takeovers and that these results fail to be driven by the higher probability of 

takeover failure associated with stock offers relative to cash offers. Similar conclusions 

are derived by Peterson and Peterson (1991). In their study concentrating on factors 

related to the medium of exchange and the distribution of acquisition wealth changes, 

Peterson and Peterson (1991) find that whilst total merged gains for stock transactions 

are insignificantly positive, those for cash and the option of stock or cash transactions 

are significantly positive, suggesting that the method of financing plays an explanatory 

role in post-merger economic gains. 

 

Using equally and value-weighted benchmarks, Franks, Harris and Titman (1991) 

corroborate evidence that all-cash acquirers perform better than acquirers who finance 

their acquisitions exclusively by equity. However, their examination of two multiple-

factor benchmarks fails to yield significant results.28 Consequently, the researchers are 

                                                 
28 These two alternate benchmarks include a ten-factor benchmark and Frank, Harris and Titman’s 
(1991) preferred eight portfolio benchmark. 
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highly sceptical of the association between post-merger performance and method of 

payment.  

 

Whilst not explicitly detailing results, Agrawal, Jaffe and Mandelker (1992) find 

evidence consistent with the signalling perspective and in both merger and tender offers 

report that equity financed transactions perform worse relative to cash transactions. 

Analysing both bid returns and long-term performance, da Silva Rosa, Izan, Steinbeck 

and Walter (2000) draw similar conclusions. They find weak evidence in support of the 

proposition that targets subject to cash bids experience superior returns around bid 

announcement, although bidders do not derive a similar return disparity. However, their 

long-term ‘buy and hold’ return analysis indicates that cash acquirers experience 

‘normal’ rates of return, irrespective of the event-window. On the contrary, stock 

acquirers experience normal rates of return from three months pre-bid to three months 

post-bid, yet performance deteriorates significantly thereafter. Thus, although stock 

bidders significantly under-perform the market, cash bidders conform with market 

efficiency over the long-term and do not outperform the market. 

 

Evaluating the five year post-acquisition ‘buy and hold’ returns of acquiring firms, 

relative to matched firms, Loughran and Vijh (1997) report sub-standard performance 

for stock acquirers, whilst cash acquirers earn significantly positive abnormal returns. 

Similar results are found by Gregory (1997) in an examination of U.K. data. Given that 

the form of financing may be implicitly related to the method of exchange, Loughran 

and Vijh (1997) provide a further breakdown of the form of financing by categorising 

according to whether the takeover was a tender offer or a merger. Results reveal that 

stock mergers obtain significant negative excess returns, whilst cash tender offers are 

associated with substantially positive abnormal returns.  

 

Heron and Lie (2002) tentatively suggest that earnings management prior to 

acquisitions in stock-for-stock mergers may be an explanatory factor signifying why 

stock financed transactions perform relatively worse compared to cash transactions. 

Erickson and Wang (1999) report that because stock-for-stock transactions are 



 

 

 
29 
 

 

conditional on the market value of the acquiring firm, acquiring firms manipulate 

accruals to boost earnings in the quarters prior to the merger. They also posit that the 

degree of accrual manipulation is positively associated with the economic benefits at 

stake, depicted by deal size. By contrast, whilst superior operating performance was 

found for acquirers, relative to their industry counterparts, Heron and Lie (2002) failed 

to find any evidence of earnings manipulation pre-merger. Heron and Lie (2002) also 

observe little evidence of differences in performance-adjusted operating income 

between cash, stock and mixed transactions. 

 

More recent literature, however, has found evidence in support of earnings 

management associated with stock-for-stock transactions. Imparting an explanation for 

the post-merger underperformance anomaly, Louis (2004) suggests that the negative 

performance of acquiring firms in the post-merger period may be partially explained by 

the reversion effects of earnings management in the quarter prior to the stock swap. 

More significantly, whilst discretionary abnormal accrual measures of long-term 

performance are insignificant for cash transactions, significantly negative returns are 

reported for stock-for-stock transactions. These results suggest not only that the accrual 

anomaly is associated with incentives related to the accruals, but also that the market is 

unable to effectively predict future performance. 

 

2.4.1.3 Non-Empirical Research 

 

The results of Linn and Switzer (2001) provide direct support for the theoretical paper 

provided by Berkovitch and Narayanan (1990). The latter researchers argue that cash 

offers should be expected to outperform stock offers because substantive cash offers 

reduce the likelihood that targets will reject the initial bid. That is, when a bidder has 

private information about the potential synergies of a target, a cash medium of 

exchange has a greater likelihood of securing the deal as it directly reduces the 

opportunity for other bidding firms to put forward a bid. Alternatively, the empirical 

evidence suggesting superior post-merger performance for cash financed acquisitions is 

consistent with the Jensen’s (1986) free cash flow theory and the contention that cash 
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transactions are value creating acquisitions. Jensen (1986) proposes that cash takeover 

bids facilitate a superior bonding between acquiring firm managers and shareholders 

because a cash medium of exchange reduces the potential for other wasteful allocations 

of cash. Further, because of the disciplining effect of compulsory interest and principal 

repayments, this bonding is exacerbated if the cash raised is done so through the debt 

market. 

 

Myers and Majluf (1984) provide an alternate explanation for the superior post-merger 

performance associated with cash financing. The researchers emphasise both the 

asymmetric information and market-under-reaction hypotheses and suggest that firms 

are likely to issue cash when their stock is under-valued and stock when their equity is 

over-valued. Jensen and Ruback (1983) express similar beliefs regarding the signalling 

effects of the form of financing. The propositions put forward by Myers and Majluf 

(1984) have been extensively used as justification for conclusions found by other 

researchers.29 

 

Finally, in a partially theoretical paper Eckbo, Giammarino, and Heinkel (1990) argue 

that the means of exchange may be related to the bidder’s evaluation of either its own 

value or the value of the target. That is, an acquirer will issue equity when the value of 

the bidder is common knowledge or overvalued. Similarly, a bidder may also offer to 

exchange stock with the target when there is less certainty regarding the true value of 

the target. The researchers also argue that there is no signalling involved in cash offers, 

as these will only be the medium of exchange when the value of the target is common 

knowledge. 

 

 

 

 

 

                                                 
29 See for example, Loughran and Vijh (1997). 
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2.4.2 Industry Relatedness 

 

It is frequently argued that one of the fundamental benefits from engaging in takeover 

activity is the opportunity for synergistic benefits including enhanced economies of 

scale, improved economies of scope and greater product market power (e.g. HPR or 

Sharma and Ho, 2002). To add to this assertion, it has also been argued that the 

realisation of these benefits is more probable and evident for firms that engage in 

takeover activity with firms that are in a similar industry. That is, takeovers whereby 

the firms have overlapping businesses should reap greater benefits and demonstrate 

superior performance than firms with no overlap. Jensen (1986) provides support for 

this contention by specifying that conglomerate (unrelated) mergers are more prone to 

failure because managers have less knowledge or familiarity with the target’s industry 

or because managers waste free cash flows on bad acquisitions. However, as 

demonstrated below, not all empirical research is consistent with this underlying 

theory. 

 

2.4.2.1 Operating Performance Research 

 

As part of their broad inquiry into the operating performance of merged firms, HPR 

demonstrate that firms with ‘high’ business overlap experience significant post-merger 

operating improvements, whilst firms with a ‘medium’ level of overlap fail to 

experience any improvement in performance. Although not the main focus of their 

study, Switzer (1996) and Linn and Switzer (2001) also consider the influence of 

industry-relatedness upon the post-merger operating performance of merged firms and 

both find an insignificant negative relationship between industry overlap and 

performance. These results reflect the conclusions regarding long-term performance 

drawn by Cheng and Leung (2004) in their analysis of the relatively small Hong Kong 

takeover market. Cheng and Leung (2004) detail that the Hong Kong takeover market 

is relatively limited and that acquirers tend to be forced to look outside their industry in 

order to expand. Examination of long-term operating performance, as well as short-
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term stock market performance, indicates that in Hong Kong diversifying firms 

experience superior returns relative to non-diversifying firms. 

 

Dissimilar to HPR, Ramaswamy and Waegelein (2003) use two digit SIC industry 

classifications to partition the industry relatedness of their sample. Similar to the above 

conclusions, they find evidence indicating that acquisitions in unrelated industries 

experience superior post-merger performance. Thus, it may be the case that the 

potential synergistic benefits of related mergers are comprehensively outweighed by 

the complications associated with asset liquidations, plant closures and employee 

redundancies which also tend to be associated with such takeovers. 

 

Ghosh (2001), also contrary to HPR, reports a statistically significant negative 

relationship between the degree of industry overlap and post-merger operating 

performance. However, this only holds when operating cash flows are scaled by the 

market value of assets. The scaling of operating cash flows by sales fails to yield any 

significant results. Within an Australian context, Sharma and Ho (2002), provide 

further evidence contrary to Jensen’s (1986) free cash flow theory and fail to find a 

statistically significant relationship between both accrual and cash flow performance 

indicators and post-acquisition performance when their sample is partitioned upon 

industry relatedness. 

 

2.4.2.2 Stock Price Performance Research 

 

The conclusions derived by Ghosh (2001) when analysing merged firm operating 

performance, whilst contrary to Gregory (1997), provide direct support for those 

previously reported by Agrawal, Jaffe and Mandelker (1992) who found significantly 

negative five year cumulative abnormal average returns for non-conglomerate (related) 

mergers, whilst the returns for conglomerate mergers were insignificant over the same 

period. More importantly, the comprehensive inquiry indicates that these results fail to 

be driven by poor industry performance.  
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When attempting to clarify whether mergers result in negative abnormal returns, 

Gregory’s (1997) preferred value weighted, multi index model reveals that unrelated 

mergers yield statistically significant negative average returns over the twenty-four 

months post-merger. By contrast, related mergers obtain statistically insignificant 

results. The results derived from the other models employed, however, including the 

capital asset pricing model (CAPM), Dimson-Marsh risk and size adjusted model and 

the three-factor model indicate that both related and unrelated mergers result in 

significant underperformance. The difference between the two types of mergers, 

however, fails to be significant. This finding that unrelated acquisitions harm long-term 

post-merger performance is also evident in a number of announcement period stock 

market investigations (see for example, Morck, Shleifer and Vishny, 1990). This 

disparity of results for the different models provided by Gregory (1997) again 

emphasises the importance of model selection when conducting event studies. 

 

Contrary to the conclusions drawn by Linn and Switzer (2001) and Ghosh (2001), 

Megginson, Morgan and Nail (2004) find that takeovers which preserve or improve 

firm focus, as opposed to takeovers which decrease merged firm focus, experience 

superior long-term performance. Analysing only strategic mergers to reduce potential 

biases and by incorporating the Herfindahl Index as a measure for corporate focus, 

Megginson, Morgan and Nail (2004) detail that focus diversifying firms experience 

significantly negative ‘buy and hold’ abnormal returns of -18.47% over the three year 

post-merger period, suggesting a notable decline in long-term stockholder wealth. 

Investigation into the effects upon operating cash flows and firm value confirms these 

share market conclusions. On the contrary, related mergers experience insignificant 

positive returns across all performance measures, except for the improvement in firm 

value which is marginally significant. In validating their results, the researchers 

importantly reconcile the conflicting evidence on industry relatedness presented by 

Agrawal, Jaffe and Mandelker (1992) and suggest that the disparity of results is most 

likely due to the different merger classifications and benchmark misspecifications 

implemented by Agrawal, Jaffe and Mandelker (1992). 
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2.4.3 Takeover Hostility 

 

Another potentially important variable that could elucidate variation in the failed 

takeover performance of targets and bidders is whether the takeover proposition was 

friendly or hostile. As a minor part of their analysis, HPR considered whether the 

nature of the takeover was hostile, friendly, white knight or indeterminate. However, 

insignificant evidence was found when firms were partitioned according to these 

criteria. Similar inconclusive results were found by Ramaswamy and Waegelein 

(2003). The latter researchers maintain that friendly takeovers should be able to reap 

greater positive performance improvements relative to hostile acquisitions because the 

nature of the transaction indicates mutual agreement and a willingness to co-operate in 

order to realise common benefits. They also note that hostile takeovers are commonly 

the result of intense bidding wars and hence argue that the negative sentiments 

developed during the hostile process potentially inhibit the success of firm integration. 

 

However, evidence has also been presented which suggests that hostile takeovers may 

provide benefits for merged entities. Jensen and Ruback (1983) argue that inefficient 

target management can motivate acquisition activity. This argument is based upon the 

assertion that bidder management become aware that target management are making 

poor use of firm resources and subsequently aspire to make superior use of such 

resources. This line of reasoning also supports the contention that target management 

could be myopic in outlook and sacrifice long-term benefits for short term gains 

(Jensen, 1988). The caveat of this argument is that bidder management may 

overestimate their ability to extrapolate greater benefits from the target firm and hence 

overpay for the target (Roll, 1986). This overpayment may be exacerbated if the target 

resists the initial takeover attempt and hence drives up the acquisition price (e.g. Jensen 

and Ruback, 1983 or Bradley, Desai and Kim, 1983). This target resistance essentially 

results in the benefits that were to be extracted from the target, as a consequence of 

inferior management elimination, failing to materialise due to being offset by 

overpayment and management hubris. 
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Academics have also recognised that the method of takeover often is related to the 

hostility of the takeover. Switzer (1996) notes that hostile takeover attempts are more 

frequently associated with tender offers. A similar recognition is noted by Loughran 

and Vijh (1997) who demonstrate that mergers are typically friendly whilst tender 

offers tend to be hostile to target managers but still beneficial to target shareholders. 

Loughran and Vijh (1997) further link this mode of acquisition to the disciplining 

hypothesis, which suggests that target stockholders benefit as a result of hostile tender 

offers because the inefficient incumbent management of the target is typically replaced. 

Supporting this argument, Loughran and Vijh (1997) cite Martin and McConnell 

(1991) who demonstrate that successful tender offers are typically associated with a 

42% top management turnover in the first year and a 19% turnover in the second year, 

relative to 10% during any of the five years prior to the takeover. 

 

2.4.4 Growth-Resource Imbalance 

 

Investigating the accuracy of takeover target predictability models, Palepu (1988) 

considers the impact of a target growth-resource imbalance on the likelihood of an 

acquisition. Finance literature, including the work of Myers and Majluf (1984), 

considering financing and investing decisions under a situation of asymmetric 

information has suggested that resource-deprived, high-growth firms may be attractive 

targets. More recently, as part of their analysis on takeover premiums, Bugeja and 

Walter (1995) considered the impact of the combination of financial slack-rich bidders 

and financial slack-poor targets, and vice-versa, on takeover gains. Recognising that a 

financial slack-poor bidder has an inherent limited capacity to generate the resources to 

fund a takeover, after controlling for growth opportunities Bugeja and Walter (1995) 

report a significant positive association between disparity in bidder and target financial 

slack and realised takeover premiums.  

 

In attempting to determine whether the improved operating performance of merged 

firms is due to firm-specific characteristics, Heron and Lie (2002) consider the market-

book ratio of both the bidder and acquirer. Results indicate that operating performance 
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improvements are significantly positively associated with the market-book ratio of 

acquiring firms and negatively related to the market-book ratio of target firms. The 

researchers suggest that if high market-book ratios are a surrogate for ‘well-managed’ 

firms, the evidence tends to support the inefficient management and disciplining 

hypothesis. However, if the ratio is interpreted as an indicator of growth opportunities, 

the evidence supports the proposition that merged firms perform better when there is a 

growth opportunity imbalance. 

 

Rau and Vermaelen (1998) also consider the market-book value of acquirers when 

attempting to evaluate whether long-term post-merger performance, as measured by 

bias-adjusted cumulative abnormal returns, can be explained by the ‘extrapolation 

hypothesis’. This hypothesis implies that when assessing the value of an acquisition the 

market not only over-extrapolates the prior performance of the bidding firm but 

acquiring management also over-estimate their ability to manage the acquired firm, 

depending on how well their firm has performed in terms of past stock returns and 

growth in cash flow and earnings. They argue and find that firms which perform well 

leading up to the merger (‘glamour’ bidders), represented by a high market-book ratio, 

will overpay and hence the merger will under-perform in the post-merger period 

relative to mergers initiated by firms with a poorer market-book ratio (‘value’ bidders). 

It is further argued that ‘value’ bidders are less likely to be infected by hubris and 

because of greater scrutiny from directors and shareholders are more likely to perform 

well in the post-acquisition period. Another interpretation of this evidence could be that 

firms with high growth pre-merger make poor acquisitions whilst low growth firms 

make value-adding acquisitions. 

 

Megginson, Morgan and Nail (2004), however, fail to replicate the results of Rau and 

Vermaelen (1998). They find that the market-book results derived by Rau and 

Vermaelen fail to hold after controlling for merger-related changes in corporate focus. 

As a consequence Megginson, Morgan and Nail (2004) conclude that ‘value’ firms do 

not outperform ‘glamour’ firms in the longer term and that the disparity of results 

between the two studies may be attributed to differences in sampling, as well as the 
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failure of Rau and Vermaelen (1998) to control for the method of payment and changes 

in corporate focus. Adopting a bootstrapping methodology, Gregory and McCorriston 

(2005) similarly note that the ‘extrapolation hypothesis’ put forward by Rau and 

Vermaelen (1998) fails to explain variation in long run returns. 

 

2.4.5 Corporate Governance 

 

Significant recent attention has been directed towards the importance of the role 

fulfilled by outside directors, especially those without links to the organisation apart 

from their directorship, in corporate governance. Examining one hundred and sixty-

nine U.S. tender offers between 1989 and 1992, Cotter, Shivdasani and Zenner (1997) 

question whether an independent board enhances shareholder gains by alleviating the 

conflict of interest between target management and shareholders. Defining independent 

outside directors as directors who are “not current or past employees of the corporation, 

do not have substantial business or family ties with management, nor have potential 

business ties with the firm” (p.199), Cotter, Shivdasani and Zenner (1997) report that 

independent boards increase shareholder wealth during tender offers. They find that 

targets with independent boards attract significantly greater shareholder gains over the 

entire contest period relative to non-independent boards. Furthermore, they detail that 

independent board resistance enhances shareholder gains, whilst non-independent 

board resistance detracts from shareholder wealth. This implies that independent boards 

resist takeover offers in order to extrapolate greater shareholder gains, rather than 

entrench incumbent management. These takeover gains are reported, however, not to 

be a consequence of superior total takeover gains, but are derived at the expense of 

bidder returns. 

 

Cotter, Shivdasani and Zenner (1997) also find that targets with independent boards 

experience higher initial premiums and bid premium revisions relative to non-

independent board targets, however no significant association is reported between 

either takeover outcome or multiple bids and board composition. Evidence also 
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indicates that interlocking directorships detrimentally affect shareholder wealth.30 In 

addition, evaluation of returns after unsuccessful offers reveals that target shareholder 

gains are greater for independent boards than non-independent boards, however these 

gains fail to be significantly different from each other and from zero. Similarly, no 

significant relation is found between board composition and cumulative stock returns. 

Although, Cotter, Shivdasani and Zenner (1997) do report that unsuccessful targets 

with independent boards, relative to non-independent boards, have a greater tendency 

to be acquired at a later date or sell assets and are less likely to replace managers or 

make acquisitions. 

 

Kini, Kracaw and Mian (1995) examine takeovers as an alternate control mechanism 

and means of disciplining target management and find that the widely reported CEO 

turnover which occurs in response to takeovers, particularly in cases where the target 

firm was performing poorly in the pre-merger period, is concentrated in target firms 

which maintain insider-dominated boards. However, no significant relation between 

target firm performance and CEO turnover is reported by Kini, Kracaw and Mian 

(1995) for firms with outsider-dominated boards. These results suggest that where 

internal control and monitoring procedures fail, the takeover market provides an ideal 

disciplining mechanism. The researchers also provide evidence to suggest that 

disciplinary takeovers result in a re-balancing of board composition whereby an even 

mix of insider and outsider directorships results. Providing a perspective on the impact 

on directors, Harford (2003) indicates that if outside directors fail to be vigilant in their 

monitoring, they not only face losing their seat in the merged entity, but also being 

punished by the directorial labour market. The culmination of these two studies 

suggests that outside directors have direct incentives to diligently act in shareholders’ 

interests and that failure to do so may see those directors disciplined in both the short 

and long term.  

 

                                                 
30 An interlocking directorship refers to the situation where a bidder’s director also serves on the board of 
the target. 
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Chatterjee, Harrison and Bergh (2003) detail that the improved advisory and 

monitoring efficacy of an independent board should facilitate superior firm decision-

making and performance. Examining unsuccessful takeover offers, they demonstrate 

that corporate governance characteristics directly impact upon the monitoring and 

transformation of a firm’s strategic direction. Computing ‘buy and hold’ abnormal 

returns, they predict and find that following a rejected takeover attempt, target firms 

with non-independent governance characteristics are more inclined to re-focus their 

firm’s strategy than firms with independent board characteristics. Chatterjee, Harrison 

and Bergh (2003) suggest that an independent board is likely to be more vigilant in 

analysing a firm’s objectives, strategy and performance, and will be less inclined to 

view the takeover attempt as a ‘wake-up call’ and re-evaluate the firm’s strategic focus. 

However, rather than finding a significant relation between the proportion of outside 

directors and firm re-focus, they find that as the percentage of shares held by insiders 

increases and outsiders decreases, firms are more likely to re-assess their strategy. 

Overall, this suggests that the degree of stock ownership held by outside directors, 

rather than merely the proportion of seats held, impacts upon the strategic decisions of 

a firm. 

 

2.4.6 Other Explanatory Factors 

 

A vast number of other potential determinants of merger economic gains have been 

investigated in the literature. The following studies merely represent a fraction of that 

literature and the ensuing explanatory variables depicted are, therefore, by no means 

exhaustive. 

 

Linn and Switzer (2001) suggest that the smaller the target, the less the target can 

incrementally add to the overall performance of the merged firm and, as a consequence, 

any overall performance change could be potentially linked to the size of the takeover 

target relative to the bidder. Researchers that have inquired into the announcement 

period bidder returns, including Asquith, Bruner and Mullins (1983), Travlos (1987), 

Jarrell and Poulsen (1989) and Peterson and Peterson (1991), have demonstrated that 
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announcement period bidder returns are positively associated with a measure of the size 

of the target relative to the size of the bidder. However, not all empirical inquiries have 

found this positive relationship. Ramaswamy and Waegelein (2003) discover a 

negative relationship between relative size and post-merger financial performance. 

They suggest that this is potentially because larger target firms are more difficult to 

successfully integrate into the bidder’s operations. These results reflect those found by 

Clark and Ofek (1994) when analysing distressed targets. Then again, there are studies 

such as HPR, Loderer and Martin (1992) and Sharma and Ho (2002) which report that 

the relative size of the target compared to the bidder fails to explain any of the variation 

in post-merger performance. 

 

Examining unsuccessful mergers and supporting the disciplinary effects of debt 

detailed by Jensen (1986), Safieddine and Titman (1999) report that operating 

performance improvements of failed takeover targets are significantly associated with 

increases in the target’s leverage ratio after takeover failure. Safieddine and Titman 

(1999) posit that the increase in target leverage compels the target to make the 

necessary performance improvements that would otherwise have been made by a 

successful acquirer. Jandik and Makhija (2004) extend the work of Safieddine and 

Titman (1999) by evaluating and contrasting the entrenchment and disciplinary effects 

of debt on the long-term performance of truly independent former takeover targets.31 

Investigating changes in debt levels and debt structure, the researchers report that 

leverage decreasing targets significantly outperform leverage increasing targets, 

contrary to the disciplining hypothesis. This negative relation is considerably 

diminished, however, when the leverage increase comes from bank borrowings rather 

than non-bank sources. Despite these significant findings for the impact of leverage, 

successful merger studies including Switzer (1996), Loughran and Vijh (1997) and 

Linn and Switzer (2001) examine leverage prior to the initial merger bid and fail to 

report any significant results. 

                                                 
31 Contrary to Safieddine and Titman (1999), the researchers eliminate any target that exhibits any sign 
of a forthcoming acquisition. As part of their sample restriction process they also require targets to 
remain independent at least until the conclusion of the second fiscal year. This enhances the probability 
of identifying unsuccessful takeover attempts rather than simply delayed takeovers. 
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Apart from relative size and leverage, a number of other potential post-merger 

performance determinants are also evident in the literature. In addition to consideration 

of the impact of method of payment and industry relatedness upon post-merger 

performance, Ramaswamy and Waegelein (2003) also considered the existence of 

long-term performance plans and the timing of the merger because of the 

intensification of the corporate control market in the 1980’s.32,33 Performance plans 

were found to be significantly positively associated with performance, whilst the 

intensified market for corporate control of the 1980’s was deemed to detrimentally 

affect long-term performance. Walker (2000) details that acquiring firm shareholders 

experience greater returns when takeovers geographically expand a firm’s operations or 

market share. Controlling for firm and deal characteristics, Moeller, Schlingemann and 

Stulz (2004) find that large acquirers consistently underperform small acquirers. This 

conclusion persists when the sample is partitioned according to both different time 

periods as well as the form of financing and the researchers suggest managerial hubris 

as a potential explanation. Bugeja and Walter (1995) hypothesise that a positive 

relation should exist between bidder ownership in the target and the takeover premium, 

however cross-sectional regression analysis fails to report any significant results. 

Finally and by contrast, Singh (1998) theoretically argues that a bidder ‘toehold’ 

(where a bidder maintains an ownership in the proposed target prior to the merger bid) 

should prompt a bidder to contest other offers more aggressively and, as a 

consequence, potentially overpay for the target. 

 

This chapter has not only provided a review of the research that has been conducted 

addressing the unsuccessful takeover context, but also analyses the successful takeover 

studies and the methodological advances inherent within these studies. The chapter also 

                                                 
32 Long-term performance plans refer to long-term compensation plans which are introduced in an 
attempt to lengthen the management decision-making horizon and hence reduce myopic management 
decisions.  
33 Ramaswamy and Waegelein (2003) suggest that the increased bidder rivalry, intensification of 
auction-style contests and the changes in regulations that occurred during the 1980’s may explain 
variation in post-merger performance. The Ramaswamy and Waegelein (2003) study is merely one paper 
of many that considers the timing of the merger. Some others include Asquith, Bruner and Mullins 
(1983), Morck, Shleifer and Vishny (1990) and Higson and Elliot (1998). 
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presented a breakdown of several potential explanatory factors for economic gains, 

many of which will be applied and empirically analysed later in this dissertation. The 

next chapter harnesses the literature detailed in this chapter and details the derivation of 

the hypotheses to be examined in this thesis. 
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CHAPTER THREE 

HYPOTHESIS DEVELOPMENT 
 

Given the scant empirical investigation into the failed merger performance of targets 

and bidders, this chapter attempts to logically apply some of the extensive theory that 

has been developed in the successful merger literature in order to delineate a number of 

valid hypotheses for the unsuccessful merger context. The first set of hypotheses relates 

to the failed merger performance of individual bidder and target firms, whilst the 

remaining hypotheses test several unsuccessful takeover transaction and firm specific 

characteristics which may explain variation in the failed merger performance of bidders 

and targets. 

 

3.1 Failed Takeover Bidder and Target Hypotheses 

 

The overriding fundamental justification for bidders engaging in merger and 

acquisition activity, assuming management rationality, is to facilitate improved firm 

performance. Both the accounting and finance literature have demarcated a substantial 

number of sources of potential takeover benefits which aid the achievement of this 

broad objective. Sharma and Ho (2002) make explicit that a widespread explanation for 

gains in the post-merger period is the attainment of synergistic benefits. It is commonly 

argued that two suitably merged firms operating in conjunction have the potential to 

enhance combined operating efficiency, effectiveness and resource allocation. It is also 

posited that they are in a better position to command economies of scale, economies of 

scope and increased market power. Jensen and Ruback (1983) reinforce these takeover 

advantages and further suggest that financial benefits elucidate management motivation 

for participating in takeovers. These include: 

 

“the use of underutilized tax shields, avoidance of bankruptcy costs, leverage and other 

types of tax advantages.” (Jensen and Ruback, 1983 p. 24) 
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Jensen and Ruback (1983) also illustrate, consistent with the findings of Martin and 

McConnell (1991), that bidding firms may also gain by purging the target of its 

inefficient management. Employing a different perspective, Jensen (1986) posits that 

management of bidding firms which have excess free cash flows are prone to 

destroying, rather than improving, firm wealth and that takeover activity is particularly 

attractive to these managers because it provides a direct means of avoiding paying cash 

out to shareholders. Jensen (1986) notes, however, that when this takeover expenditure 

inhibits otherwise wasteful spending on internal unprofitable endeavours, firms with 

excess free cash flow and unexploited borrowing power may in fact benefit from 

merger activity.  

 

The accumulation of the above factors suggests that mergers provide an ideal and 

extremely lucrative means of expansion for bidding firms. Therefore, the failure of a 

merger to proceed, particularly given that the merger negotiation process is costly 

(Jensen and Ruback, 1977), can be expected to harm the failed takeover performance of 

bidders. That is, assuming rational management and that the motivation for the merger 

was for legitimate economic advantages, the failure to snare such benefits should 

directly compromise the performance of unsuccessful bidders.  This argument parallels 

that of Bradley, Desai and Kim (1983) where it is demonstrated that when a bidder 

loses the competition for the target firm, the market perceives it to have missed the 

opportunity to exploit a valuable resource. The researchers further suggest that the 

failed merger may in fact place the bidder at a distinct competitive disadvantage, 

particularly if another bidder successfully acquires control over the target firm’s 

resources. It is for these reasons that Hypothesis 1a [HI(a)] is proposed:  

 

H1(a): The long-term performance of unsuccessful bidders will decline in 

response to the failed takeover. 

 

Another widely scrutinised motivation for takeovers relates to the internal efficiency 

hypothesis. As Dodd and Ruback (1977) explain, under this proposition the assets of 

the target firm, prior to the takeover offer, are regarded as being unproductively 
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exploited. As a consequence, upon becoming aware of the resource inefficiency 

capable bidding firms become motivated to takeover the target and enhance the 

efficacy of target asset use. Bugeja and Walter (1995) reinforce this argument and cite 

Manne (1965) who argues that the takeover market enables vying management teams 

to contend for control over other organisations’ assets, and that this corporate control 

mechanism ensures improved productivity and economic proficiency. Bugeja and 

Walter (1995) note that this disciplining theory does not imply that incumbent 

management are incompetent, but rather that the bidding firm management maintain 

that they can extract superior performance from the firm’s assets than target 

management.34 This disciplining theory implies that takeover offers, or the mere risk 

thereof, result in an increased target management incentive to engage in activities that 

improve overall firm performance and hence benefit shareholders. That is, even the risk 

of a potential takeover compels target management to implement a higher valued 

operating strategy. Therefore, it could be expected that failed merger targets view an 

unsuccessful takeover attempt as a severe “kick in the pants” (Bradley, Desai and Kim, 

1983 p. 184) which consequently drives their management to re-evaluate and augment 

the firm’s strategy. It follows that Hypothesis 1b [HI(b)] should take the form: 

 

H1(b): The long-term performance of unsuccessful targets will improve in 

response to the failed takeover. 

 

3.2 Method of Financing Hypotheses 

 

As demonstrated in the review of preceding literature, the impact of the method of 

financing on the post-merger performance of successful acquisitions, contrary to 

unsuccessful takeovers, is rather extensive. The general consensus in these studies 

advocates that merger transactions which are financed by cash, relative to those which 

are equity-financed, experience a superior long-term share market performance and a 

                                                 
34 Whether or not this is in fact the case directly depends on the extent that bidder management are 
infected by the hubris detailed by Roll (1986). 
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greater improvement in operating performance.35 As a means of explanation for this 

phenomenon finance literature attests that the form of financing has immediate 

signalling consequences and hence results in dissimilar valuation outcomes on the 

bidder’s stock price. Inherently dependent on the existence of asymmetric information 

between management and the market, signalling theory (e.g., Jensen and Ruback, 1983 

or Myers and Majluf, 1984) attests that management has inside information on the true 

value of the acquiring firm. As a consequence, bidders will issue cash when 

management asserts that their stock is undervalued and equity when it is overvalued.36 

That is, assuming market efficiency and that price converges with fundamental value 

over time, firms that issue cash signal to the market the ‘good news’ that they are 

undervalued and, as a result, experience improved post-merger performance. Under the 

same theory, a bidder whose stock is overvalued will tend to issue equity because of the 

inherent ability to bargain a better, cheaper deal and, relative to cash issuers, will 

generally experience a lower post-merger performance. Eckbo, Giammarino and 

Heinkel (1990) support this signalling contention, but also argue that bidders will only 

issue cash when the target value is commonly known. This suggests that bidders 

finance merger transactions with equity when they are particularly concerned over the 

true value of the target, and hence want to risk-share with target shareholders. Given 

this line of reasoning, it could also be argued that there is inherently less certainty over 

the long-term viability of the merger when stock is used as the form of financing and, 

as a consequence, there is a greater probability of merger failure. The above 

justifications form the basis for Hypothesis 2a [H2(a)]: 

 

H2(a): The long-term performance of unsuccessful bidders will be better when 

the transaction was to be financed by cash. 

                                                 
35 Share market studies that reflect this conclusion include Loughran and Vijh (1997), Gregory (1997) 
and da Silva Rosa, Izan, Steinbeck and Walter (2000). Some operating performance analyses that support 
this financing hypothesis include Ghosh (2001), Linn and Switzer (2001) and Megginson, Morgan and 
Nail (2004). 
36 A potential explanation for this overvaluation is the existence of earnings management prior to stock-
for-stock mergers found by both Erickson and Wang (1999) and Louis (2004). As detailed in the 
literature review, the reversal of the manipulated accruals in the post-merger period may also partially 
explain the sub-standard post-merger performance of acquirers which finance their transactions using 
stock. 
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Rational economics implies that bidders will compete more intensely for targets when 

the resources of those targets are more valuable. This is the case because the failure to 

secure a target’s valuable resources may directly hinder the future economic 

profitability, or even viability of an unsuccessful bidder, particularly if a competing 

bidder successfully acquires the target. Thus, when lucrative targets are identified by 

bidders, those bidders will actively seek to hinder competing bids. Developing a 

theoretical asymmetric information model which directly accounts for competition, 

Berkovitch and Narayanan (1990) confirm this argument and suggest that bidding firms 

will issue cash to target firm shareholders, rather than equity, when they have private 

information about the potential synergistic benefits of the target. They suggest this is 

the case because the rejection of an initial offer can result in a lengthy delay before the 

bidding firm can lodge a second bid. In the meantime, another bidder could 

successfully lodge a bid leading to an expensive bidding war between the bidders, and 

hence a decline in the overall benefits of the merger as well as the possibility that a 

competing bidder could successfully acquire the target. Berkovitch and Narayanan 

(1990) maintain that substantial cash offers directly enhance the probability that the 

target will not reject the bid, and hence eliminate the opportunity for alternate 

management teams to put forward a bid.  The above theory suggests that those targets 

which are more highly valued and in demand by bidders are prone to cash bids. This 

reasoning combined with signalling theory, which suggests that when targets are 

overvalued they are more likely to receive equity offers, leads to Hypothesis 2b 

[H2(b)]: 

 

H2(b): The long-term performance of unsuccessful targets will be better when 

the transaction was to be financed by cash. 
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3.3 Industry Relatedness Hypotheses 

 

Unsuccessful takeover target and bidder performance variation could also be 

reasonably expected to be influenced by the extent of industry overlap between firms. 

Although the empirical research investigating successful mergers is far from uniform, 

there is evidence to suggest that mergers comprising firms in related industries 

outperform unrelated industry mergers (e.g., HPR, 1992 or Megginson, Morgan and 

Nail, 2004). As detailed in the review of preceding literature, it is frequently contended 

that related mergers are better able to command merger-related cost reductions, 

economies of scale (Ramaswamy and Waegelein, 2003) and economies of scope 

(Sharma and Ho, 2002) and that unrelated mergers are more likely to fail because of 

wasteful cash flow expenditure on targets with which the bidder is relatively unfamiliar 

(Jensen, 1986). In addition, the benefits from unrelated mergers are less firm-specific, 

for instance combined marketing agreements (Ramaswamy and Waegelein, 2003), and 

in many instances involve benefits that pertain to mergers as a whole, such as increased 

debt capacity or enhanced proficiency in management, production or transportation 

(Sharma and Ho, 2002). Given the differing nature of the benefits derived from related 

and unrelated takeovers, it could be argued that related takeovers are of substantially 

greater strategic value to bidders and targets than the unrelated takeovers. With macro-

economic forces such as globalisation and competition within markets combining with 

growing requisites for specific knowledge, there is increasing evidence of organisations 

having to look outside their own firm for resources, cost savings and economic 

benefits. Thus, it could be predicted that the failure of a related merger would have 

more of a devastating effect, relative to the impact of a failed unrelated merger, on 

bidding firms. It is on these grounds that Hypothesis 3a [H3(a)] is proposed: 

 

H3(a): The long-term performance of unsuccessful bidders will be worse when 

the failed takeover was to be industry-related. 

 

A similar argument can be put forward for the unsuccessful targets. It is likely that 

strategic mergers, in this case depicted by industry-related mergers, are just as 
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imperative for targets as they are for bidders. Consequently, the failure of the merger to 

be completed can be predicted to harm those targets. Therefore, Hypothesis 3b [H3(b)] 

takes the form: 

 

H3(b): The long-term performance of unsuccessful targets will be worse when 

the failed takeover was to be industry-related. 

 

3.4 Hostility Hypotheses 

 

The evidence on post-merger performance is far from uniform ensuring that an accurate 

prediction of whether a friendly or hostile failed merger transaction will have any 

explanatory power on bidder and target failed merger performance, and which direction 

this will take, is challenging. Travlos (1987) demonstrates, however, that hostile 

takeovers are typically cash financed because of the quicker registration associated 

with this method of payment, as well as the fact that cash financed transactions are 

generally associated with higher premiums relative to friendly stock-for-stock 

transactions. Jensen and Ruback (1983), Jennings and Mazzeo (1986) and Jensen 

(1988) confirm the finding of Travlos (1984) and detail that hostile transactions, 

depicted by managerial rejection,37 can enhance target shareholder wealth through 

facilitating greater takeover prices. More recent empirical evidence exists to support 

this argument (see, for example, Cotter, Shivdasani and Zenner, 1997). In addition, 

Ramaswamy and Waegelein (2003) indicate that hostile mergers tend to be associated 

with expensive bidding wars. The accumulation of this evidence suggests that there is a 

greater propensity for management overpayment under hostile transactions. Assuming 

management rationality, and that these takeovers are not value decreasing mergers (see 

Jensen, 1986), the failure of the hostile merger to proceed could directly benefit 

bidding firms as it is likely that the higher premiums and bidding wars associated with 

such takeovers would have actively reduced the potential post-merger benefits had the 

bidding firm succeeded. Furthermore, because friendly transactions typically signal a 

                                                 
37 When the merger and acquisitions literature refers to management they generally imply the board of 
directors. 
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“willingness to work together” (Ramaswamy and Waegelein, 2003 p. 118) it could be 

contended, similar to the argument put forward for the industry-relatedness hypotheses, 

that these mergers are of a higher strategic importance to bidding firms. Thus, the 

failure of a friendly merger to succeed could be argued to potentially harm bidding 

firms far more significantly than those mergers which are hostile in nature. It is for 

these reasons that Hypothesis 4a [H4(a)] is proposed: 

 

H4(a): The long-term performance of unsuccessful bidders will be better when 

the failed takeover is hostile in nature. 

 

Prior to a merger offer, Jensen (1986) argues that targets will be of two kinds: 

 

“firms with poor management that have done poorly prior to the merger and 

firms that have done exceptionally well and have large free cash flow which 

they refuse to pay out to shareholders.” (Jensen, 1986 p. 329) 

 

In both situations, management are failing to act in the best interests of the target firm’s 

shareholders. However, if the fundamental takeover objective for the bidding firm is to 

discipline target firm management for underperformance and unscrupulous use of firm 

resources, target management have explicit incentives to reject the initial merger bid. 

As Martin and McConnell (1991) demonstrate, hostile takeovers typically result in 

significant management turnover in the years following the acquisition, suggesting 

perhaps that inefficient management teams are replaced by more diligent and effective 

executives. Jensen and Ruback (1983) reinforce the incentive for management to reject 

the takeover bid, even if the bid is in the best interests of shareholders, because of the 

decline in prestige and authority that is generally experienced by the target 

management which are removed following takeovers. The above evidence suggests that 

hostile takeover offers are typically seen as ‘wake-up calls’ which subsequently force 

target firm management to immediately re-evaluate their firm’s operations. Chatterjee, 

Harrison and Bergh (2002) concur and suggest that hostile takeover attempts signal that 

a firm has an “overdiversified and ineffective corporate strategy” (p. 87). It can be 
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expected, therefore, that management subject to hostile takeover bids, provided that 

they value their position within the firm, will actively seek to avoid future takeover 

attempts and improve overall firm performance. This argument forms the foundation 

for Hypothesis 4b [H4(b)]: 

 

 

H4(b): The long-term performance of unsuccessful targets will be better when 

the failed takeover is hostile in nature. 

 

3.5 Growth-Resource Imbalance Hypotheses 

 

The theoretical asymmetric information model developed by Myers and Majluf (1984) 

suggests that some firms may avoid obtaining additional capital and consequently forgo 

valuable investments opportunities because of the adverse impact the presence of 

information asymmetry can have on existing shareholder wealth. In terms of takeovers, 

Myers and Majluf (1984) consequently suggest that acquiring firms with ample 

financial slack should actively seek takeover targets which have lucrative investment 

opportunities but limited financial capacity to take advantage of those investment 

opportunities. Bugeja and Walter (1995) empirically confirm that a financial slack 

imbalance between merging firms adds value by finding a positive relation between 

takeover premiums and disparity of financial slack between targets and acquirers. 

Where book-market ratios are interpreted as an indicator of growth opportunities, 

Heron and Lie (2002) extend the aforementioned literature by suggesting that greater 

operating performance improvements are experienced when firms with significant 

growth opportunities takeover firms with limited growth opportunities. The 

culmination of the above evidence suggests that valuable improvements in post-merger 

performance are experienced by firms which have a mismatch in their financial slack 

and growth opportunities. That is, firms that have excess free cash flow and limited 

growth opportunities require firms with excess positive net present value (NPV) 

projects in order to experience improved performance. Similarly, firms that have 

significant growth opportunities, yet limited financial resources, require financial slack-
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rich firms to extract the benefits from those opportunities. Given the instrumental, and 

perhaps strategic importance of these mergers to proceed, the failure of the merger can 

be predicted to directly harm the short-term and potentially long-term performance of 

these firms. This reasoning leads to Hypothesis 5a [H5(a)] and Hypothesis 5b [H5(b)]: 

 

H5(a): The long-term performance of unsuccessful bidders will be worse when 

the failed takeover firms have a growth-resource imbalance. 

 

H5(b): The long-term performance of unsuccessful targets will be worse when 

the failed takeover firms have a growth-resource imbalance. 

 

3.6 Corporate Governance Hypotheses 

 

It is anticipated that a disparity in corporate governance characteristics between firms 

may also partially explain variation in the post-merger performance of unsuccessful 

targets and bidders. If a firm’s internal governance is inadequate the takeover market 

for corporate control provides a highly suitable alternative governance mechanism. 

Empirical evidence analysing target firm corporate governance has suggested that 

independent boards are less likely to be infected with agency complications and are 

more vigilant in their decision-making (Chatterjee, Harrison and Bergh, 2003). 

Similarly, independent target boards have been found to not only augment target 

shareholder wealth over the takeover contest period, but have also been deemed to be 

associated with higher premiums and bid revisions (Cotter, Shivdasani and Zenner, 

1997) and reduced post-merger CEO turnovers (Kini, Kracaw and Mian, 1995). 

Harford (2003) also provides evidence to suggest that target outside directors are 

disciplined by the directorial labour market if they inappropriately terminate a bid. 

Further, this punishment is exacerbated for target firms that exhibit a poor pre-bid 

performance. Thus, it could be expected that unsuccessful target firms which have a 

more autonomous board structure are not only less likely to accept too low an offer, but 

are also likely to cope and respond more diligently to the failed takeover. The same can 

be argued for unsuccessful bidding firms. Bidding firms with better corporate 
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governance characteristics are more likely to take the failed takeover in their stride and 

be in a better position to re-focus on firm operations. In addition, it is highly probable 

that these types of unsuccessful bidders are better able to identify suitable, value 

increasing takeover targets, rather than becoming involved in the value decreasing 

mergers identified in Jensen’s (1986) free cash flow theory. Similarly, they are less 

likely to be dramatically infected by the hubris emphasised by Roll (1986).  

 

The Australian Stock Exchange (ASX) Principles of Good Corporate Governance and 

Best Practice Recommendations (2003) details that ensuring the majority of the board 

is independent and that the responsibility of chairperson and CEO are not performed by 

the same individual are two key means of facilitating appropriate and improved 

discharge of board responsibilities. These two practices form the basis of testing good 

corporate governance practices in this thesis. The above arguments lead to the 

Hypothesis 6a [H6(a)] and Hypothesis 6b [H6(b)]. 

 

H6(a): In the aftermath of a failed takeover, the long-term performance of 

unsuccessful bidders will be better when those bidders maintain an 

independent board structure.  

 

H6(b): In the aftermath of a failed takeover, the long-term performance of 

unsuccessful targets will be better when those targets maintain an 

independent board structure. 

 

The remainder of this study empirically tests the six hypotheses identified in this 

section. 
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CHAPTER FOUR 

RESEARCH METHODOLOGY 
 

This chapter specifies the research design employed to empirically test the hypotheses 

outlined in Chapter Three. The means of assessing both long-term accounting and share 

market performance and the criteria for control firm selection will be discussed. The 

chapter will conclude with a description of the regression models used to analyse the 

data. 

 

4.1 Performance Measures 

 

In order to ensure consistency with the contemporary successful takeover literature, 

sufficient data availability and the existence of direct cash flow figures, the share 

market and operating performance of unsuccessful bidding and target firms was 

analysed for three, rather than five, years pre and post-merger failure. The ensuing 

section details the justification for the selection of the deflators employed in this thesis. 

It also provides a description of the accounting ratios integrated to assess operating 

performance and a breakdown of their method of calculation. In a similar manner the 

following section, entitled 4.1.2 ‘Share Market Performance’, documents the rationale 

behind why ‘buy and hold’ abnormal returns were preferred to the commonly used 

cumulative abnormal returns as well as the methodology used to compute those returns. 

 

4.1.1 Accounting Performance 

 

Notwithstanding the research conducted by Sharma and Ho (2002), the vast majority of 

studies that have investigated the operating performance of firms that have engaged in 

successful takeovers have tended to utilise only one measure of performance, or merely 

a variation of a single measure.38 As can be seen in Table 2.2.1.1, there has been a 

                                                 
38 For details regarding the performance measures employed by Sharma and Ho (2002) refer to Chapter 
Two (section 2.2.1 ‘Methodological Developments and Conclusions’). 



 

 

 
55 
 

 

predisposition for researchers to use pre-depreciation profit [see, for example Healy, 

Palepu and Ruback, 1992 (hereafter HPR); Linn and Switzer, 2001; or Ghosh, 2001] or 

pre-depreciation profit adjusted for changes in working capital (see, for example, 

Manson, Powell, Stark and Thomas, 2000; or Powell and Stark, 2005). Significantly 

less consensus exists, however, regarding the choice of deflator when conducting an 

operating performance analysis. Both HPR and Manson, Powell, Stark and Thomas 

(2000) scale their performance measure by the total market value of assets.39 The 

benefit of this approach, as documented by Barber and Lyon (1996), is that it fails to be 

directly affected by accounting policy decisions and facilitates greater cross-sectional 

and inter-temporal comparison between firms. The use of the total market value of 

assets as a deflator is not, however, free of complications. Given the finding of 

Agrawal, Jaffe and Mandelker (1992) that the market value of the acquiring firm 

depreciates in the post-acquisition period, it is possible that a performance measure 

scaled by the total market value of assets can indicate an improvement in operating 

performance when in fact the improvement could potentially be attributable to a decline 

in the ratio denominator. It is uncertain as to whether unsuccessful bidding firms 

experience the same decline in value in the post-merger failure period. Another concern 

regarding the use of this deflator relates to the fact that by nature the market value of 

assets is forward looking and hence “reflects not only the assets in place but also all 

assets the firm is expected to acquire” (Powell and Stark, 2005 p. 297). Therefore, in 

order to potentially view any performance improvement in the sample firms, the 

deflator needs to be adjusted so as to exclude the takeover announcement equity 

revaluations. However, as demonstrated by Powell and Stark (2005) this method of 

adjustment assumes market efficiency and given the evidence provided by Jensen and 

Ruback (1983), amongst others, that investors over-estimate the benefits of takeovers 

this measure remains problematic. 

 

Given the above complications Ghosh (2001), Sharma and Ho (2002) and Fee and 

Thomas (2004) incorporate sales revenue as a denominator in their research. However, 

                                                 
39 Total market value of assets = market value of equity + book value of debt + book value of preferred 
stock. 
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despite this measure being current in nature, similar to the total market value of assets, 

and Barber and Lyon (1996) attesting that it is a ideal denominator when scaling pre-

depreciation profit (whether or not this measure is adjusted for accruals),40 sales 

revenue does not accurately reflect the productivity of assets.41 As another alternative, 

Powell and Stark (2005) suggest that the book value of assets, after adjusting for the 

existence of goodwill, can also be utilised as a deflator.  To avoid the aforementioned 

issues associated with employing the market value of assets this thesis will use sales 

revenue as well as the book value of equity and assets to deflate the performance 

measures. The integration of the above deflators was deemed necessary so as to enable 

the determination of the extent that the choice of scaling item impacts upon results and 

conclusions. 

 

As outlined previously in this section, contrary to the literature examining successful 

mergers and acquisitions, this thesis will incorporate a number of measures to assess 

the pre and post-merger failure operating performance of sample firms. The means of 

calculating these performance measures is specified in Table 4.1.1.1 and the ensuing 

discussion will emphasise the relevance and importance of the inclusion of these 

measures. 

 

The accounting measures of performance detailed below are calculated for sample and 

control firms on both an individual year (including year zero) and cumulative period 

basis (excluding year zero) for the three years pre and post-merger failure. Adopting 

this long-term time frame ensures consistency with the preceding successful takeover 

literature.42 Whilst the individual year ratios provide an indication of performance 

changes, employing the cumulative approach, with data aggregated over six pre and 

                                                 
40 The researchers argue this is the case because it ensures that both numerator and denominator are 
taken from the income statement. 
41 As Powell and Stark (2005) demonstrate, it is possible that a firm may reduce its sale price, potentially 
resulting in an increase in sales and hence operating performance without a corresponding change in the 
asset base. Therefore, operating performance improvements have the potential to remain undetected. 
42 For information regarding the event periods analysed in the successful merger literature see Table 
2.2.1.1 
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post-merger failure event windows,43 is necessary and more suited to analysing the 

alterations in operating performance as it provides a more comprehensive, collective 

perspective of changes over time. To provide an example showing how the cumulative 

period computations will be derived, the post-merger failure three year indirect cash 

flow (ICF)/assets ratio will be calculated by adding the year one, two and three indirect 

cash flows and dividing this sum by the average of the opening and closing book value 

of assets (in this case, the opening and closing asset balances will be taken from the 

year zero and year three balance sheets, respectively). Those performance measures 

that are scaled by equity follow the same procedure. When sales revenue is the chosen 

deflator, the sum of the performance measure of interest will be divided by sum of sales 

revenue over the period of interest. For example, the post-merger failure three year 

ICF/sales ratio will be derived by summing the one, two and three year indirect cash 

flows and dividing this calculation by the sum of the year one, two and three sales 

revenues. 

 

In order to provide some consistency with the preceding literature examining operating 

performance, the first performance measure included within this study is the ICF 

measure employed by a vast number of researchers, including HPR, Switzer (1996), 

Linn and Switzer (2001), Ghosh (2001) and Powell and Stark (2005). In all these 

studies, this measure was computed as sales less cost of goods sold and selling and 

administration expenses plus depreciation and amortisation. As demonstrated in 

Chapter Two, this performance measure represents a computation of pre-depreciation 

profit and is not a true measure of cash flows because of the failure to account for the 

changes in working capital. This calculation bears close resemblance to earnings before 

interest, taxation, depreciation and amortisation (EBITDA). For the purpose of this 

thesis this latter computation will be substituted as the measure of ICF. The reasoning 

for not being able to replicate the performance measure applied by the aforementioned 

researchers is that under Australian Accounting Standards there was no requirement 

prior to the 2000-01 fiscal year to report the cost of goods sold figures 
                                                 
43 The six cumulative event windows that will be examined in terms of operating performance are as 
follows: (a) Pre-merger failure period: [-3, -1] years; [-2, -1] years; [-1, -1] year; (b) Post-merger failure 
period: [+1, +1] year; [+1, +2] years; and [+1, +3] years. 
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Table 4.1.1.1: Operating Performance Accounting Ratio Computations 
 

Ratio Computation 

ICF / BV Assets (OPBT + Interest Expense + Depreciation + Amortisation) 
[(Total Assetsn-1 + Total Assetsn) / 2] 

ICF / Sales Revenue (OPBT + Interest Expense + Depreciation + Amortisation) 
Sales Revenue 

OCF / BV Assets (CFO + Interest Paid + Income Tax Paid – Interest Received) 
[(Total Assetsn-1 + Total Assetsn) / 2] 

OCF / Sales Revenue (CFO + Interest Paid + Income Tax Paid – Interest Received) 
Sales Revenue 

Return on Assets (ROA) (OPAT + [1 – tax rate] * Interest Expense) 
[(Total Assetsn-1 + Total Assetsn) / 2] 

Return on Equity (ROE) (OPAT – Preference Dividends) 
[((Total Equity – Pref. Share)n-1 + (Total Equity – Pref. Share)n) / 2] 

Profit Margin (PM) (OPAT + [1 – tax rate] * Interest Expense) 
Sales Revenue 

Asset Turnover (AT) Sales Revenue 
[(Total Assetsn-1 + Total Assetsn) / 2] 

Current Ratio (CR) Current Assets 
Current Liabilities 

Operating Cash Flow Ratio 
(OCFR) 

CFO 
Current Liabilities 

Common Earnings Leverage (CEL) (OPAT – Preference Dividends) 
(OPAT + [1 – tax rate] * Interest Expense) 

Capital Structure Leverage (CSL) (Total Assetsn-1 + Total Assetsn) 
[((Total Equity – Pref. Share)n-1 + (Total Equity – Pref. Share)n) / 2] 

CFI / Assets CFI 
[(Total Assetsn-1 + Total Assetsn) / 2] 

CFF / Assets CFF 
[(Total Assetsn-1 + Total Assetsn) / 2] 

 
The abbreviations included within this table include: BV = book value; CFF = cash flow from financing 
activities; CFI = cash flow from investing activities; CFO = cash flow from operations; ICF = indirect 
cash flows; OCF = operating cash flows; OPAT = operating profit after tax; OPBT = operating profit 
before tax; and Pref. Share = preference share capital. The subscripts n-1 and n, respectively, indicate that 
the line item is being measured at the beginning and end of the period of interest, respectively. Depending 
upon whether the ratio is individual year or cumulative period in nature this period may be a single year 
or over multiple years, as detailed in section 4.1.1 ‘Accounting Performance’. 
 
Nb: When an accounting ratio incorporates OPAT, both operating profit before tax before extraordinaries 
items and operating profit after tax after extraordinaries items are employed. 

 

necessary to reproduce the above performance measure.44 In order to enable 

comparability, this performance measure will be scaled by both sales revenue and the 

average of the opening and closing book value of assets for the period of interest. 

                                                 
44 In October 1999, the Australian Accounting Standards Board (AASB) reissued AASB 1018 
‘Statement of Financial Performance’ which became effective for the half-years ending on or after 31 
December 2000 and for the financial years ending on or after 30 June 2001. The reissue of this standard 
ensured that entities which disclose revenue from the sale of goods must also disclose the cost of sales 
relating to the sale of those goods. 
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An alternate ‘pure’ direct measure of operating cash flows (OCF) constitutes the 

second measure of operating performance. Contrary to prior foreign studies examining 

operating performance, the accounting standards of Australia have required reporting 

entities since 1992 to produce a statement of cash flows in accordance with AASB 

1026.45 As will be documented in the next chapter, the sampling period of this thesis 

was selected to cater for the AASB 1026 introduction and thus ensures that direct cash 

flow data is available for every year of investigation. In terms of analysing 

unsuccessful takeovers, the integration of this performance measure is unique to this 

study and provides an immense advantage over the literature that has been forced to 

examine operating performance through use of cash flow surrogates. As can be seen in 

Table 4.1.1.1, OCF will be calculated by deducting interest received from operating 

cash flows after adding interest paid and income tax paid. Similar to the ICF 

performance measure, OCF will be scaled by both the average book value of assets and 

sales revenue. 

 

To add to the above measures, a number of accrual performance measures shall also be 

incorporated into this analysis. Following Sharma and Ho (2002), Return On Assets 

(ROA) and Return On Equity (ROE) represent the third and fourth performance 

measures. Inclusion of these accounting performance computations will provide insight 

as to the earnings generating ability of the sample firm’s assets and ordinary 

shareholders equity. ROA is calculated as operating profit after tax, plus the after tax 

interest expense, all divided by the average of the opening and closing book value of 

total assets for the period of interest. By contrast, ROE is defined as operating profit 

after tax (less preference dividends) divided by the average of opening and closing 

ordinary shareholders equity for the period of interest.46 Operating profit after tax but 

before extraordinaries and operating profit after tax and extraordinaries will be 

incorporated into both measures for a more comprehensive assessment of 

                                                 
45 Greater information on this accounting standard is documented in Chapter Five (section 5.1.1 ‘Sample 
Firms’). 
46 Ordinary shareholders equity is calculated as total equity less preference share capital. 
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performance.47 To accompany these two accrual measures, the Profit Margin (PM) of 

sample and control firms will also be utilised as an accounting measure of performance. 

PM is to be calculated by taking operating profit after tax, adding the after tax interest 

expense and dividing the sum of these two items by sales revenue for the period of 

interest. Whilst the abovementioned accrual measures of performance are affected by 

the disparate accounting policies and methods of financing employed by the sample 

firms, it is still maintained that these measures are imperative to the analysis. Given the 

significant emphasis that is placed upon reported profit by investors, analysts and other 

interested stakeholders, it is valuable to gauge sample firm performance through the 

integration of a different accruals based perspective.  

 

So as to provide some fundamental descriptive statistics regarding the financial 

stability of the sample firms, the above performance measures are complemented with 

three supplementary accounting ratios. The first of the descriptive ratios is Asset 

Turnover (AT), computed as sales revenue (or the sum of sales revenue when 

calculating the cumulative ratio) divided by the opening and closing average book 

value of assets. This measure imparts a reflection of the entities effectiveness in 

generating sales from its total investment in assets. The second of these measures is the 

Current Ratio (CR), which is derived by dividing current assets by current liabilities.48 

Integrating this ratio into the study will provide an indication of the unsuccessful 

merger firm’s ability to meet short-term debt obligations in the period surrounding the 

failed takeover. The Operating Cash Flow Ratio (OCFR) represents the third of the 

descriptive ratios. This measure is calculated by dividing cash flow from operations by 

the average of opening and closing current liabilities for the period of interest and 

provides an indication of the failed takeover firm’s ability to pay off short term debt. 

                                                 
47 All accounting ratios within this study that incorporate operating profit after tax shall be calculated 
using both operating profit after tax but before extraordinaries as well as profit after tax and 
extraordinaries. Whilst operating profit after tax and extraordinaries provides a more complete gauge of 
economic reality, operating profit after tax but before extraordinaries presents a more reliable, consistent 
measure of performance as items that are outside ordinary activities and are non-recurring in nature are 
excluded from the analysis. 
48 When this ratio is calculated on a cumulative basis both current assets and current liabilities will be 
summed over the relevant period of interest. 
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Alternatively, the above measure suggests the reliance on sources of cash outside 

operating activities to meet short-term debt commitments. 

 

The Common Earnings Leverage (CEL) ratio represents the first of the two leverage 

ratios that have been integrated into this analysis. For the purpose of this thesis this 

ratio is calculated by dividing operating profit after tax (less preference dividends) by 

the sum of operating profit after tax and after tax interest expense. Inclusion of this 

measure will give an indication of any transference from debt to preference share 

capital financing, or vice versa, surrounding failed takeover activity. The second of the 

leverage ratios is the Capital Structure Leverage (CSL) ratio which is calculated by 

determining the average of opening and closing assets for the relevant period of interest 

and dividing this figure by the average of opening and closing total equity less share 

capital. The justification for the inclusion of this ratio within the study is so as to make 

explicit how, on the whole, the sample firm’s source of financing, whether it be 

shareholders equity and retained profits or debt and preference share capital, varies 

surrounding the takeover failure. 

 

The final two accounting ratios included as part of this analysis include Cash Flows 

from Financing Activities over total assets (CFF/Assets) and Cash Flows from 

Investing Activities over total assets (CFI/Assets).49 The inclusion of these two ratios is 

warranted as they demonstrate how sample firm financing and investing activities vary 

surrounding unsuccessful takeover activity. The former ratio will demonstrate whether 

cash has been raised or reimbursed whilst the latter will suggest whether assets have 

been acquired or divested. 

 

4.1.2 Share Market Performance 

 

As specified in the previous chapters of this thesis, this research aims to not only 

provide unique insight into unsuccessful merger and acquisitions through examining 

the entities subject to a failed takeover in terms of operating performance, it also 

                                                 
49 The denominator, total assets, is calculated using the same methodology as for the other ratios. 
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endeavours to conduct a thorough share market analysis surrounding these events. 

Given that all previous inquiries addressing failed takeovers have analysed 

announcement period returns,50 the research methodology employed to analyse the 

stock-price will follow the more recent successful takeover literature and adopt a long-

term research design. It is imperative to note at this stage that significantly greater 

scrutiny needs to be applied in the stock market performance measure selection process 

because of the increased susceptibility to biases over the longer term. Because of this 

complication and the justifications given below a ‘buy and hold’ returns approach will 

be employed. 

 

The substantiation for the integration of a ‘buy and hold’ returns methodology rather 

than the alternative measure of re-balanced returns, such as cumulative abnormal 

returns, is firmly founded upon five fundamental factors. Firstly, as documented by 

Brown and da Silva Rosa (1998) and Simmonds (2003), long run share market analyses 

are inherently susceptible to a number of biases because of their more extensive event 

period and, as a consequence, there is disparity in the results between the two return 

computations. Barber and Lyon (1997) reiterate this assertion and detail that 

cumulative abnormal returns are subject to a skewness bias, measurement bias and new 

listing bias, whilst ‘buy and hold’ abnormal returns are prone to a re-balancing bias, 

skewness bias and new listing bias. Brown and da Silva Rosa (1998) suggest, however, 

that the biases affecting ‘buy and hold’ returns are more easily controlled than those 

impacting cumulative abnormal returns, particularly with the use of ‘bootstrapping’. 

Employing a different approach, Barber and Lyon (1997) demonstrate that the use of a 

matching methodology for abnormal return computation tends to alleviate the vast 

majority of complications and misspecifications associated with the re-balancing, 

skewness and new listing biases.51 Whilst the ‘bootstrapping’ technique advocated by 

                                                 
50 See, for example, Dodd (1980), Asquith (1983) or Bradley, Desai and Kim (1983). Greater details of 
these studies are provided in Chapter Two (section 2.1 ‘Unsuccessful Merger Bidder and Target 
Performance’). 
51 Whilst Barber and Lyon (1997) select their control firms by matching according to size and the book-
to-market ratio, contrary to this thesis where sample firms are matched according to size, industry and 
pre-merger failure performance, it is believed that the matching process will still assuage the biases 
identified above. As will be identified later in this section, to complement this matching research design, 
the All Ordinaries Accumulation Index (AOAI) will be integrated into the calculation of expected 
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Brown and da Silva (1998) is not possible to conduct in this thesis, the benefits of the 

matching research design put forward by Barber and Lyon (1997) ensure that ‘buy and 

hold’ returns is a more suitable performance measure than re-balanced returns.  

 

Secondly, similar to Kothari and Warner (1997), Barber and Lyon (1997) conclude that 

the use of cumulative abnormal returns results in “too many positive conclusions for 

randomly selected sample firms” (Simmonds, 2003 p. 25). Whilst the sample for this 

study was not randomly selected, other foreign academic studies that may use this 

investigation as a comparator are more likely to employ randomly selected samples.  

 

Thirdly, even if the derived cumulative abnormal returns are correctly positive, the 

magnitude of these returns is not equivalent to what would have been earned had 

investment been made in an average (or median) firm, relative to the chosen 

benchmark, over the event window of interest.  

 

Fourthly, it has been acclaimed by a number of researchers (see, for example, Higson 

and Elliot, 1998; Brown and da Silva, 1998; or Gregory and McCorriston, 2005) that 

the ‘buy and hold’ approach represents a more realistic investment strategy. As Higson 

and Elliot (1998) detail: 

 

“By summing period abnormal returns, cumulative abnormal returns (CARs) implicitly 

assume that the portfolio is re-balanced every period to maintain equal-dollar value of 

investment. Whilst CARs has the statistical virtue of preserving homoscedasticity it 

does not represent a feasible investment strategy, and for assessing gains or losses of 

value over time a buy-and-hold strategy is more pertinent. Moreover, additive 

abnormal returns show an upward bias which is an increasing function of the bid-ask 

spread and of the number of cumulations.” (Higson and Elliot, 1998 p. 30). 

 

Finally, the more recent Australian investigations into successful takeovers, including 

Brown and da Silva Rosa (1998) and Simmonds (2003), have employed this 

                                                                                                                                              
returns. Concurrent usage of this index and matched firm abnormal returns is done in order to increase 
the robustness of the research. 
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performance measure. Integrating the use of this share market performance measure 

thus facilitates a more reliable comparison of the conclusions drawn in this study to the 

successful takeover literature. Given the aforementioned reasoning, in order to provide 

greater assurance regarding the reliability of the results it is more desirable to employ 

‘buy and hold’ returns as the share-market performance measure. 

 

In order to facilitate ease of comparison with the accounting measures of performance, 

the ‘buy and hold’ abnormal returns will be computed for one, two and three years 

before and after the failed merger bid.52 To avoid the short-term bid announcement 

returns impacting on the conclusions derived, the returns for the year surrounding the 

unsuccessful bid announcement date will be excluded from the inquiry.53 For the 

purpose of this research ‘buy and hold’ returns over the period (-x,+y) are to be 

calculated as: 

  1)]1([ −+= ∏
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Where ari,t represents the discrete abnormal return of the stock for firm i in 

period t. ari,t is computed as ri,t – e(ri,t), whereby ri,t is observed return of the 

stock and e(ri,t) signifies the expected return of the stock.  

 

As briefly mentioned in an earlier footnote, in order to enhance the robustness of the 

study the proxy for expected returns shall be estimated through the concurrent 

application of the All Ordinaries Accumulation Index (AOAI) and matched control 

firm abnormal returns. The selection of the AOAI as a surrogate for expected market 

returns, rather than an alternate index, is justified upon the grounds that it has been 

frequently utilised as a proxy for expected returns in the previous Australian takeover 

                                                 
52 For the purpose of this study the event announcement date is the date of the unsuccessful takeover 
offer. 
53 Under this approach the event windows that will be examined are as follows: (a) Pre-merger failure 
period: [-18, -6] months; [-30, -6] months; [-42, -6] months; (b) Post-merger failure period: [+6, +18] 
months; [+6, +30] months; and [+6, +42] months. The returns obtained over a number of announcement 
periods are also presented. However, these returns are not discussed in significant detail and are included 
in Chapter Five (section 5.3 ‘Descriptive Statistics’).  
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market literature.54 For both sample and control firms, abnormal ‘buy and hold’ returns 

are derived by deducting the return on the AOAI from the ‘buy and hold’ return 

obtained by sample and control firms over the relevant period of interest. Control firm 

abnormal ‘buy and hold’ returns are then subtracted from the sample firm abnormal 

‘buy and hold’ returns to give the control adjusted, abnormal ‘buy and hold’ returns for 

the failed takeover firms. Given the findings of Barber and Lyon (1997) and the rigour 

applied in the sample firm matching process, computing abnormal returns in this 

manner minimises the extent that the biases already identified impact upon results. 

 

4.2 Control Firm Selection 

 

Ghosh (2001) evidences that the use of industry-median firms as performance 

benchmarks, as is the case in HPR, may potentially lead to biased conclusions 

regarding improvements in post-merger performance. The justification given for this 

assertion is that merging firms tend to systematically outperform industry median firms 

in the pre-acquisition period (Ghosh, 2001). As a consequence, the research design 

adopted by HPR is not incorporated into this study. Alternatively, the matching 

research design advocated by Barber and Lyon (1996) and empirically employed by 

Ghosh (2001), Fee and Thomas (2004) and Powell and Stark (2005) is integrated into 

this analysis. Under this approach, sample firms are individually matched to control 

firms that possess similar industry, market capitalisation and pre-merger performance 

characteristics. In order to complement the sample firms, as well as ensure sufficient 

data availability, it was a strict requirement that the control firms were listed upon the 

Australian Stock Exchange (ASX) over the same three year pre and post-merger failure 

period as their respective sample firms. This ASX listing requirement was necessary 

for two explicit reasons. Firstly, stock price data was required to conduct a long-term 

share market analysis. Secondly, the listing of both sample and control firms on the 

ASX for the three years pre and post-merger failure facilitates greater availability and 

ease of financial report collection.  

                                                 
54 Bugeja and Walter (1995) and da Silva Rosa, Izan, Steinbeck and Walter (2000) represent the most 
recent analyses to make use of this proxy.  
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Where possible, control firms were selected to match only one sample firm. However, 

due to the lack of choice within some industries complemented with the significant 

variation in market capitalisation that also exists within some industries, in order to 

ensure the most appropriate match it was necessary, in some instances, for a control 

firm to be so on more than one occasion. Unlike Brown and da Silva (1998) and 

Simmonds (2003), it was also not feasible to ensure that the sample and control firms 

exhibited equivalent survivorship characteristics. The implications of the failure to 

control for survivorship are unknown and, therefore, represent a direct limitation of this 

thesis. Due to the short time-frame allowed for thesis completion in combination with 

the small nature of the ASX, relative to U.S. or U.K. stock exchanges, it was not 

possible to integrate the ‘bootstrapping’ methodology employed by the above 

researchers. This does not, however, compromise the statistical significance or 

reliability of the conclusions derived in this thesis because of the thorough nature and 

extensive scrutiny applied in the matching process of this study. 

 

4.3 Regression Models 

 

The regression methodology employed by HPR, and embraced by a number of other 

researchers investigating successful post-merger performance (see, for example, 

Manson, Powell, Stark and Thomas, 2000; Powell and Stark, 2005), will be 

implemented in this study to test the hypotheses. The fundamental regression model 

employed by HPR, and subsequent researchers, takes the form: 

 

  IAOPi
(post) = α + β IAOPi

(pre) + εi      (1) 

 

For the above HPR regression IAOPi
(pre) corresponds to the pre-merger performance of 

the proforma merged firm, whilst IAOPi
(post) represents the merged firm’s post-merger 

performance. However, as this thesis is examining the post-merger failure performance 

of targets and bidders for this analysis IAOPi
(pre) and IAOPi

(post) correspond to firm pre- 

and post-merger failure performance, respectively. Under the aforementioned 

regression approach, it is anticipated that β will depict the association between pre- and 
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post-merger failure performance and that α will capture the improvement or 

deterioration in the post-merger failure performance of unsuccessful targets and 

bidders. In terms of H1(a), because it expected that unsuccessful bidder performance 

will decline in the post-merger failure period, it is anticipated that α will be negative. 

By contrast, it is anticipated that the empirical testing of H1(b) will yield a positive α 

due to target post-merger failure performance being expected to improve. 

 

As specified in Chapter Three, the remainder of the hypotheses [H2(a), H2(b), H3(a), 

H3(b), H4(a), H4(b), H5(a), H5(b), H6(a), H6(b)] relate to whether the post-merger 

failure performance of targets and bidders are correlated to: (i) the method of payment; 

(ii) the industry-relatedness of the target and bidder; (iii) the hostility of the proposed 

merger transaction; (iv) the existence of a growth-resource imbalance between the 

sample firms; and (v) sample firm board independence. Therefore, it is expected that 

the direction and magnitude of α is dependent upon other firm and takeover specific 

characteristics. These potential explanatory variables will be empirically tested 

individually and then concurrently in order to see which variables, if any, obtain 

explanatory power when considered in a cumulative manner.   

 

Modifying (1) to incorporate a dummy variable for the proposed method of payment, 

equation (2) is used to examine H2(a) and H2(b). In the ensuing equation, the variable 

CASH allows partitioning of the failed takeover transactions according to whether 

cash, stock or a mixture of cash and stock was to be offered. 

 

IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + εi     (2) 

 

In (2), the dummy variable CASH is given a value of 1 when cash was to be offered as 

the means of payment for the merger transaction and 0 otherwise. Similar to (1), β is 

expected to capture the correlation between pre- and post-merger failure performance 

whilst α is anticipated to depict the improvement (deterioration) in post-merger 

performance for targets (bidders) that is not associated with the method of payment. 

The dummy variable coefficient γ is expected to capture the association between the 
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post-merger failure performance of unsuccessful firms and the method of payment. For 

both unsuccessful targets and bidders, this coefficient is predicted to be positive. 

 

Equation (3) is employed to investigate H3(a) and H3(b) and, again, is a modification 

of (1) with an inclusion of the dummy variable INDUSTRY within the regression 

equation. This facilitates an analysis of whether the industry-relatedness of the target 

and bidder has any explanatory power in the post-merger failure performance of 

unsuccessful targets and bidders. 

 

IAOPi
(post) = α + β IAOPi

(pre) + δ INDUSTRYi + εi    (3) 

 

For (3) the dummy variable value for INDUSTRY is 1 if the unsuccessful target or 

bidder firm operates in an industry that is deemed related to the industry within which 

the other failed merger party operates and 0 otherwise.55 The coefficient δ should seize 

the extent to which the industry overlap between the unsuccessful target and bidder 

impacts upon the post-merger failure performance of the individual target and bidder 

firms. Given the justifications specified in Chapter Three for the decline in the post-

merger failure performance of those sample firms that attempt to engage in an industry-

related takeover, relative to an un-related takeover, it is anticipated that the sign of 

δ will be negative for both H3(a) and H3(b). As for the previous equations, it is again 

expected that β will depict the association between the pre- and post-merger failure 

performance of targets and bidders. In contrast to (1) and (2), the intercept for (3) 

should capture the improvement (decline) in the post-merger performance of targets 

(bidders) that is not related to industry overlap. 

 

                                                 
55 Analysis of the industry sectors and sub-indexes reported in the Shares magazine issue two months 
prior to the takeover bid enabled the classification of unsuccessful bidding and target firms according to 
their industry-relatedness. 
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In order to examine whether the friendly or hostile nature of the unsuccessful takeover 

bid has an association with post-merger failure performance of unsuccessful target and 

bidders equation (4) will be estimated.56 

 

IAOPi
(post) = α + β IAOPi

(pre) + λ HOSTILEi + εi    (4) 

 

In (4) HOSTILE will be given a value of 1 if the merger transaction was hostile in 

nature and 0 otherwise. As with the other equations, the coefficient λ is predicted to 

capture the association between the dummy variable, in this case merger hostility, and 

post-merger failure performance. As detailed in the ‘Hypotheses Development’ section, 

λ is predicted to be positive for both H4(a) and H4(b), suggesting that hostile  

transactions, relative to those of a friendly nature, yield a superior post-merger failure 

performance. Again, it is anticipated that the coefficient β will seize the correlation 

between pre- and post-merger failure performance and α will specify the changes in the 

post-merger failure performance of targets and bidders that are not related to the 

hostility of the proposed takeover transaction. 

 

Equation (5) is utilised to explore H5(a) and H5(b) and, again, is a modification of (1) 

with the insertion of the dummy variables GROWTH and RESOURCE within the 

regression equation. Integration of these two dummy variables enables an examination 

of whether a growth-resource imbalance between the failed merger target and bidder 

has any explanatory power in the post-merger failure performance of those firms. 

 

IAOPi
(post) = α + β IAOPi

(pre) + φ GROWTH  + θ RESOURCE  + εi  (5) 

 

For (5) the dummy variable value for GROWTH is 1 if the failed merger involved the 

negotiation of a target which has low (high) growth opportunities with a bidder which 

possesses high (low) growth opportunities, respectively. Alternatively, the value of 
                                                 
56 For H4(a) and H4(b) a takeover offer is deemed as being hostile if the unsuccessful target directors’ 
initial recommendation to shareholders is to reject the bid. In all other situations the bid is considered to 
be friendly in nature. 
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GROWTH is 0.57 Employing a similar approach, if the unsuccessful takeover involved 

a target which possesses excess (limited) financial resources and a bidding firm which 

respectively maintains limited (excess) financial resources, RESOURCE is given a 

value of 1. Otherwise the value of RESOURCE is 0.58 Table 4.3.1 specifies the 

proposed merger transactions which are deemed to involve growth-resource 

imbalanced firms.  

 
 
Table 4.3.1: Growth-Resource Imbalance Firms 

 

  Growth Opportunities     Financial Resources   

   Bidder     Bidder    

    High Low     High Low   

Target High N/A A  Target High N/A B   

  Low A N/A   Low B N/A   

            

A: Growth imbalance firms     

B:  Resource imbalance firms     

N/A:  Non growth-resource imbalance firms         

 

                                                 
57 The ‘GROWTH’ variable was estimated using the market-book value of equity ratio (MB). For this 
analysis the market value of equity was derived by multiplying the stock price on the day of the bid 
announcement by the number of issued shares reported in the pre-announcement year audited annual 
financial statements. The book value of equity was similarly taken from the pre-announcement year 
audited financial statements. In order to determine which failed takeovers consisted of firms maintaining 
a growth disparity, the MB for all listed bidders and their respective targets were calculated. The bidder 
and target MBs were then numerically sorted and those targets and bidders yielding an MB above 
(below) a value of one were deemed to be high (low) growth firms. The listed bidder MBs were then 
compared with their respective target MBs to determine if there was a growth imbalance between the 
two firms. To enhance the robustness of the research, the median MB was also employed as the growth 
benchmark. The latter approach yielded indifferent results to when the value of one was used. 
58 Scaled free cash flows were integrated into this analysis to proxy for the financial resources available 
to sample firms. This measure was computed by subtracting dividends paid from operating cash flows 
and dividing this figure by total assets. Similar to the ‘GROWTH’ variable, the necessary figures were 
taken from the pre-announcement audited financial statements and were calculated for the listed bidders 
and their respective targets. As was the case for the ‘GROWTH’ variable, the bidder and target scaled 
free cash measure was then sorted and those firms reporting scaled free cash flows above (below) zero 
were deemed to have high (low) financial slack. A comparison of the unsuccessful bidder and target 
scaled free cash flows then facilitated the determination of the failed takeover pairs which maintained a 
financial resources imbalance. To complement the additional benchmark used for when analysing 
growth, sample firm medians were also employed as the benchmark. Again, these results were distinctly 
similar. 
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The coefficients φ  and θ should capture the degree to which a growth or resource 

imbalance between the unsuccessful target and bidder impacts upon the post-merger 

failure performance of the individual target and bidding firms. As detailed in Chapter 

Three, it is anticipated that when bidder and target firms maintain a growth-resource 

imbalance, relative to the sample firms that do not, the post-merger failure performance 

of such firms will be poorer. Therefore it is anticipated that the sign of φ and θ will be 

negative for both H5(a) and H5(b). As for the previous equations, it is again expected 

that β will depict the association between the pre- and post-merger failure performance 

of targets and bidders. However, α is anticipated to depict the transformation in the 

post-merger failure performance of targets and bidders which is not correlated with the 

growth-resource imbalance. 

 

Equation (6) is used to test the corporate governance related hypotheses of H6(a) and 

H6(b). Again, (6) extends the framework of (1) by incorporating the variables 

SEP_MGT and OUTSIDER within the basic regression equation. The inclusion of 

these dummy variables enables an analysis of the maintenance of an independent board 

and whether this partitioning derives any explanatory power in the post-merger failure 

performance of unsuccessful targets and bidders. 

 

IAOPi
(post) = α + β IAOPi

(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi  (6) 

 

When examining H6(a) and H6(b), SEP_MGT will be 1 when the chair of the board of 

directors does not also hold the CEO position, otherwise SEP_MGT will maintain a 

value of 0. The variable OUTSIDER represents the percentage of external directors on 

the board of the unsuccessful firm. If the percentage of seats held by external directors 

exceeds 50%, the board is considered independent and the variable OUTSIDER is 

given a value of 1. Otherwise the variable OUTSIDER is given a value of 0. All of the 

aforementioned corporate governance characteristics are those specified in the audited 

annual financial reports in the year prior to the unsuccessful offer. Given the 

justifications outlined in the development of H6(a) and H6(b), it is expected that both 

coefficients ϕ and ψ will be positive, suggesting that unsuccessful bidders and targets 
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with independent boards, relative to those firms with non-independent boards, will 

perform better in the post-merger failure period. As for all other hypotheses, the 

coefficient β will capture the correlation between pre- and post-merger performance 

and α will indicate the changes in the post-merger performance that are not related to 

board independence. 

 

To complement these individual regression tests, all the variables incorporated in the 

previous regressions will be included within equation (7) so as to facilitate a 

cumulative test.  

 

This regression will take the form: 

 

IAOPi
(post) =  α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi  

+ φ GROWTH + θ RESOURCE + ϕ SEP_MGTi 

+ ψ OUTSIDERi + εi      (7) 

 

For (7) it is anticipated that γ, δ, λ, φ, θ, ϕ and ψ will seize the correlation between 

post-merger failure performance and the method of payment, industry relatedness, 

merger hostility, the existence of a growth-resource imbalance (φ and θ) and board 

independence (ϕ and ψ), respectively. As was the case for the individual equations, it is 

expected that γ, λ, ϕ  and ψ will report a positive sign, whilst δ, φ and θ will report 

negative values. Again, the coefficient β will depict the relation between pre- and post-

merger failure performance and α will capture the improvement (deterioration) in post-

merger failure performance of targets and bidders not related to seven variables 

included within (7). 

 

This chapter has specified the research design that will be utilised to empirically 

analyse the hypotheses detailed in Chapter Three. The ensuing chapter details the types 

of data collected as well as the sources and processes employed to acquire that data. 
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The chapter will also provide some descriptive statistics and insight regarding the 

sample firms. 
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CHAPTER FIVE 

DATA COLLECTION 
 

This chapter commences with details of the sample and control firm selection process, 

followed by a description of the types of data obtained and the methods employed to 

collect such data. The chapter concludes with a brief discussion of sample and control 

firm descriptive statistics. 

 

5.1 Sample and Control Firm Selection 

5.1.1 Sample Firms 

 

The sample firms examined in this study include all firms listed upon the Australian 

Stock Exchange (ASX) that were involved in an unsuccessful takeover attempt 

between January 1995 and December 2000. For the purpose of this study, an 

unsuccessful takeover attempt is classified to include not only unsuccessful takeover 

offers, but also withdrawn bids. Both of these events result in a merger transaction 

failing to proceed and, as a consequence, neglecting to consider both kinds of 

unsuccessful transactions would not provide a comprehensive analysis of unsuccessful 

takeovers. 

 

Given that this thesis incorporates a direct measure of operating cash flows, as well as 

the traditional indirect measure employed in previous literature,59 it was necessary to 

limit the unsuccessful takeover attempts to no earlier than January 1995. Prior to the 

1992 introduction of AASB 1026 there was no requirement to produce a statement of 

cash flows.60 Analysing only unsuccessful takeover attempts initiated after January 

                                                 
59 For details regarding this indirect methodology and the researchers who have employed this 
performance measure refer back to Chapter Three (section 2.2.1 ‘Methodological Developments and 
Conclusions’). 
60 In December 1991 the Australian Accounting Standards Board (AASB) introduced AASB 1026 
‘Statement of Cash Flows’, requiring all reporting entities to produce a statement of cash flows. The 
standard necessitated the preparation of the statement of cash flows for the financial period ending 30 
June 1992, and every reporting period thereafter.  
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1995 ensures that sufficient cash flow data may be obtained to effectively investigate 

the performance of unsuccessful target and bidder firms for the three years prior to the 

unsuccessful takeover offer. Limiting the sample collection period to December 2000 is 

justified upon like grounds. Given that many of the financial reports for the year ending 

30 June 2005 were not available at the time of data collection, the inclusion of 

unsuccessful takeover attempts after December 2000 would have directly hindered the 

ability to analyse the three year post-merger failure performance of bidders and targets. 

Refining the sample to this time period ensures that the latest possible year zero 

balance date is 31 December 2001 and, consequently, sufficient post takeover failure 

data is obtainable. 

  

Table 5.1.1.1: Sample Derivation Process 
 

 

A listing of all 346 Australian takeover bids between January 1995 and December 2000 

with an ASX listed target comprised the original sample. From this initial collection of 

takeover bids, 227 successful bids were eliminated. The remaining takeover bids 

consisted of both unsuccessful (69) and withdrawn (50) takeover bids. As specified 

earlier in this section, both types of event warrant inclusion within the final sample. 

Unlike the successful merger context there is, however, no necessary condition for both 

the bidder and target of each unsuccessful takeover to be listed on the stock exchange. 

Given that this unsuccessful takeover analysis considers the performance of each entity 

Description Potential Sample Excluded from Sample 

Total Takeover Bids: January 1995 - December 2000 346  

Successful Takeover Bids  227 

Unsuccessful Takeover Bids 69  

Withdrawn Bids 50  

Total Failed Bids 119  

Total Failed Merger Firms 238  

Non-ASX listed Bidders  50 

Total Failed Merger Bidders 69  

Total Failed Merger Targets 119  

Final Sample 188  
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individually pre- and post-merger failure, rather than on the consolidated basis 

necessary when investigating successful takeovers, when a bidder is not listed on the 

ASX there is no strict requirement to eliminate the failed merger target from the 

sample. As a result all 119 failed merger targets were included within the final sample. 

It was necessary, however, to eliminate 50 of the failed merger bidders from the final 

sample because they were non-ASX listed. The above data selection procedure resulted 

in a final sample of 188 failed merger firms. Details of the final sample are specified in 

Table 5.1.1.1. 

 

5.1.2 Control Firms 

 

As specified in Chapter Four, this thesis employs a matching methodology whereby 

control firms are matched according to industry, market capitalisation and pre-merger 

failure performance. In order to obtain suitable control firms, the ASX shares tables 

included within the Shares magazine were reviewed. The magazine issued two months 

prior to offer announcement date was used to identify potential control firms. Given 

that the figures within each Shares issue are collated from the last day of trading in the 

second month prior to the magazine issue,61 this approach ensures that at least four 

months precedes the offer announcement date and that the matching process is 

inherently less susceptible to the pricing complications associated with information 

leakages. 

 

For each sample firm all other firms within the same industry were identified as 

potential control firms and their market capitalisations reviewed. In the industries 

where there were a substantial number of potential control firms, the two closest 

matches in terms of size were identified, and then the most appropriate in terms of 

performance was selected as the control firm.62 If there were no similarly sized 

                                                 
61 E.g. If the June 2000 issue was being analysed, the figures within this issue would relate to those 
collated after the last trading day in March 2000. 
62 Performance was analysed in terms of the firm’s most recent: (i) net profit after tax; (ii) price-earnings 
ratio and; (iii) earnings per share calculation. It was impossible to solely rely upon one measure because 
not all firms reported the same performance measures. Potential control firms were automatically 
disregarded if they failed to report any of the above indicators of performance. In instances where no 
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potential control firms within the industry sub-index reported in the Shares tables, the 

two most suitably sized firms were selected from the relevant industry sector. These 

potential matches were then reviewed in terms of performance. In the few situations 

where the industry sector was extremely small, it was only feasible to match according 

to industry and market capitalisation.  

 

Whilst it would have been preferred to have been able to avoid using sample firms as 

control firms, the small nature of some industries, the unsuitability of alternate control 

firms and the desire to obtain matches that most closely resemble sample firms in terms 

of industry, market capitalisation and performance precluded this from occurring. Five 

of the sample firms were employed as control firms. Importantly, however, sample 

firms were strictly only employed as control firms if their failed merger offer took 

place at least three years before or after the offer to which they are a control firm. This 

criterion ensures that there are no pricing effects relating to the failed merger bid 

affecting the sample firm being employed as a control firm. It is also worthwhile 

mentioning that when a sample firm engaged in more than one failed merger offer, the 

matching control firm employed for the first failed offer was not immediately recorded 

as the match for the ensuing failed offer(s). On some occasions the sample firm 

changed considerably in terms of size and performance between offers and an alternate, 

better suited control was more appropriate than the previously employed control firm. 

 

Upon collecting the sample and control firm annual financial reports it was discovered 

that some of the selected control firms were not listed over the same period as their 

respective sample firms.63 The failure to have control firm data available for every year 

of sample firm data would have caused complications when calculating abnormal 

performance (given that this was done by subtracting the control firm performance 

from the sample firm performance). Therefore, in these instances the control firms were 

                                                                                                                                              
performance measures were reported by the sample firm, control firms were selected purely upon the 
basis of industry and size. 
63 This typically was the case if the control firm became listed on the ASX during the three years prior to 
the event date or if the control firm delisted from the stock exchange during the post-merger failure 
period. 
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deemed to be unsuitable, eliminated from the sample and replaced by the next most 

suitable match. 

 

5.2 Data Set Collection 

 
5.2.1 Accounting Data and Company Information 

 

The accounting data employed within this study to assess firm operating performance 

and financial stability was hand collected from the sample and control firms’ audited 

annual financial reports. A thorough three page data collection sheet was prepared for 

the data collection process to ensure that all line items which were deemed necessary in 

order to thoroughly analyse the performance of the sample firms were consistently and 

systematically recorded.64 Whilst being rigorous in nature, the process of physically 

copying the financial statement data from the electronic version of the annual reports to 

the data collection sheets was preferred to the alternative of extracting the data from an 

available database. It was firmly believed that the data collection procedure employed 

would provide significantly greater assurance of data accuracy and reliability. 

 

The electronic audited annual reports were obtained from a number of sources. The 

vast majority were obtained from either the FinAnalysis database or the University of 

Sydney database that maintains a collection of all of the ASX listed company 

announcements since September 1996. In the instances where the pre-September 1996 

audited annual financial reports were not available in the FinAnalysis database, the 

reports were obtained from the Securities Institute Research Centre Asia-Pacific 

(SIRCA) ASX database. 

 

As demonstrated by the data collection sheet, the income statement, statement of cash 

flows and individual firm characteristic data were collected for the three years pre- and 

post-merger failure. The balance sheet data, however, was collected for all of the above 

period plus an additional fourth year prior to the unsuccessful bid announcement date. 
                                                 
64 A replica of the data collection sheet used in the data collection process has been included within the 
appendix to this thesis. 
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This additional collection was necessary in order to better facilitate the accurate 

calculation of the financial ratios (the additional data would provide an opening balance 

for the ratio denominators where such a balance is required). Following Healy, Palepu 

and Ruback (1992), Ghosh (2001) and Powell and Stark (2005), data was collected for 

the year of the failed takeover bid, but it was excluded from the performance analysis. 

This was done, not for reasons of complications associated with the method and timing 

of consolidation, which has been the predominant justification for such exclusion in the 

successful merger literature, but to avoid timing and cost complications. Those firms 

where the failed merger bid date occurs early in the financial year have a superior 

capacity to experience a performance improvement or deterioration than firms where 

the event falls near the conclusion of the financial year. Exclusion of year zero data 

assists in mitigating this potential problem. Secondly, despite the merger between 

target and bidder firms not proceeding, the takeover negotiation process still tends to be 

financially burdensome. Elimination of year zero from the analysis ensures that there is 

no possibility of one-off negotiation related expenses impacting upon the conclusions.  

 

After completing the manual data collection for the 188 sample firms and their 

respective controls, the data was then keyed into a database via a program specifically 

designed to facilitate the entry of all relevant data. At the conclusion of the entry 

process a series of supplementary electronic checks were performed in order to enhance 

the precision of the research data. Further, if a particular field was revealed as having a 

value of zero, the data entry sheets and audited annual financial reports were again 

reviewed to ensure that the lack of entry was not an error. In a similar fashion, a 

computer print-out was also reviewed to make certain that data existed for all of the 

appropriate years and that no years were accidentally neglected when entering the data. 

 

The conclusion of this data entry process was followed by additional programming and 

the creation of a number of commands to enable the conversion of the raw data into the 

accounting measures of performance (specified in Chapter Four) over a number of 

periods. Two supplementary databases were created from this initial database. The first 

of these databases stored the accounting ratio measures of performance for both the 
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sample and control firms for each individual year relative to the failed takeover bid.65 

The second database, which was to be the primary database for assessing the 

hypotheses specified in Chapter Three in terms of operating performance, consisted of 

the cumulative accounting ratios for sample and control firms calculated over one, two 

and three years pre- and post-merger failure. The latter database was further subdivided 

into cumulative ratios before and after year zero so as to enable the regression analysis. 

The sample firm ratio calculations from these databases were then adjusted against the 

control firm ratio computations to give the abnormal performance measures required 

for the analysis.66 The numerical output of these calculations is presented in the next 

chapter along with a written analysis of these results. 

 

5.2.2 Share Market Data 

 

The necessary data to compute the ‘buy and hold’ short and long-term returns, detailed 

in the research methodology section 4.1.2 ‘Share Market Performance’, were obtained 

from the Core Research Data (CRD) database and tracked using unique company 

identifications. The CRD database provides statistical data taken from the Stock 

Exchange Automatic Trading System (SEATS).67 In order to ensure the 

comprehensiveness of the share returns database, both sample and control firms were 

tracked over time to ensure that any ASX code or company name change was 

accounted for correctly and that all relevant returns were captured. In the instances 

where there was more than one company security in existence, the three letter ASX 

code security was preferred to the five letter ASX code security. All daily returns above 

20% were also checked to be certain that no share capital reconstruction such as a 

consolidation, share split or dilution occurred on that day. A similar check was 

conducted for those returns that were deemed excessive in terms of dollar value. The 

‘buy and hold’ stock returns were then calculated by passing the daily returns through a 
                                                 
65 That is, all of the specified accounting ratios were calculated for every individual year relative to the 
failed takeover bid, including year zero. 
66 As another data reliability safeguard, any sample or control firm ratio that was deemed to be an outlier 
was reviewed against the data entry sheets and audited annual financial reports so as to ensure that no 
errors existed. 
67 The University of Sydney obtains access to CRD through the Securities Institute Research Centre 
Asia-Pacific (SIRCA). 
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computer program specifically written for this thesis. An extension of this program 

then adjusted the sample firm returns for the AOAI and control firm ‘buy and hold’ 

returns. The abnormal ‘buy and hold’ returns derived via this process are depicted in 

the next chapter. 

 

5.3 Descriptive Statistics 

 
This section presents unadjusted descriptive statistics for both the sample and control 

firms examined in this dissertation. Panels A to D of Table 5.3.2 provide a universal 

overview of the financial characteristics for both sample and control firms. The figures 

presented depict the pre-offer year financial statistics for each respective sample and 

control firm. The individual line items reported in each panel embody the majority of 

the fields for which raw data was collected. As reflected by the sales and total asset 

means and medians, sample bidding firms are notably larger than the sample targets 

firms. Relative to the unsuccessful biddings firms, the unsuccessful target firms also 

report substantially less operating profit before tax and operating cash flows. Given the 

relatively small nature of the ASX, review of the mean, median and standard deviations 

for total assets, sales, operating cash flows and operating profit after tax further indicate 

that the control firms are sufficiently comparable to sample firms. 

 

Table 5.3.1 (detailed over the page) stipulates the segregation of the sample firms 

according to the examined explanatory variables. The total number of values for each 

unsuccessful takeover characteristic, with the exception of the ‘GROWTH’ and 

‘RESOURCE’ variables, is equivalent to the number of firms within each bidder (69) 

and target (119) sample. The reason for the total number of values for ‘GROWTH’ and 

‘RESOURCE’ failing to be equal to the total number of target and bidder sample firms 

is twofold. As both of these variables inherently depend on the alternate takeover firm 

characteristic, those unsuccessful targets with non-listed bidders were unable to be 

examined. Secondly, as these unsuccessful takeover partitioning variables are only 

employed when examining the cumulative period abnormal results, it was not 

necessary to calculate the characteristic for those firms that delist in the pre-offer year. 
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Table 5.3.1: Unsuccessful Takeover Characteristics 
 

Bidder: Number of Dummy 
Variables = 1 (0) 

Target: Number of Dummy 
Variables = 1 (0) 

Unsuccessful 
Takeover  

Characteristic Values Percentages Values Percentages 
CASH 29 (40) 42% (58%) 64 (55) 54% (46%) 

INDUSTRY 48 (21) 70% (30%) 84 (35) 71% (29%) 
HOSTILE 40 (29) 58% (42%) 65 (54) 55% (45%) 
GROWTH 20 (45) 31% (69%) 14 (22) 39% (61%) 

RESOURCE 29 (36) 45% (55%) 18 (18) 50% (50%) 
SEP_MGT 54 (15) 78% (22%) 97 (22) 82% (18%) 
OUTSIDER 44 (25) 64% (36%) 91 (28) 76% (24%) 

 

To complement the descriptive statistics detailed within this section, Appendix A of 

this study presents the individual abnormal accounting ratios, both over the single year 

and cumulative periods, for sample and control firms. Table A.5.3.9, which reports the 

long-run ‘buy and hold’ abnormal returns for both sample and control firms over the 

bid period, can also be located in the Appendix. The short event window ‘buy and 

hold’ abnormal returns are reported in this section within Table 5.3.3. The returns 

specified in this table are in percentage format and review of these returns indicates that 

both unsuccessful bidder and target firm short-run returns are thoroughly consistent 

with the findings reported within the successful takeover literature.68 Unsuccessful 

targets experience positive ‘buy and hold’ abnormal returns over all short term 

windows, irrespective of whether the mean or median is employed to interpret results. 

By contrast, unsuccessful bidders experience predominantly small negative returns, 

except for the event window ‘year zero’ where marginally positive abnormal returns 

are achieved.69 Review of the long-run ‘buy and hold’ returns, presented in Table 

A.5.3.9, also indicates that unsuccessful bidding firms experience a substantial decline 

in abnormal returns in first year post-merger failure, suggested that the inability of the 

bidder to snare the target was negatively viewed by the market. This negative return is, 

                                                 
68 Prior literature suggests that target firms benefit substantially in terms of stock price over the 
announcement period whilst bidding firms experience slight, negative abnormal returns. Further details 
of the abnormal return trends exhibited by these firms over the announcement period can be located 
within the Chapter Two. 
69 Although beyond the scope of this thesis, review of the control firm announcement period returns 
reveals some interesting results. The evidence with Panels C and D of Table 5.3.3 suggests that control 
firm abnormal returns tend to be influenced by the announcement of sample firm takeover bids. An 
understanding of the share market reaction to failed takeover bid announcements by firms of similar 
industry, size and performance represents an opportunity for future empirical research. 
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however, buffered by the positive abnormal returns experienced in the first year pre and 

second year post-merger failure. By contrast, the unsuccessful targets do not experience 

significant variation in their abnormal returns over any of the long-run event windows 

and record negative medians in every examined year. 

 
 
This chapter has detailed the approach employed for selecting the sample and control 

firms. The process for collecting the accounting and stock price data has also been 

specified. To expand on the basic descriptive statistics detailed in this chapter, the next 

chapter comprises the main analysis of the thesis and involves the empirical testing and 

subsequent interpretation of the results derived for the hypotheses developed in Chapter 

Three.  
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Table 5.3.2: Descriptive Statistics of Financial Statement Data for Year -1 
 

Panel A: Unsuccessful Bidding Firms ($A’000s) 
 
 

 
This panel details financial statement information collected from the annual reports of unsuccessful bidding firms 
in the year prior to the announcement of the failed takeover bid. The following abbreviations are used in this table: 
OPBT = operating profit before tax; OPAT (BE) = operating profit after tax before extraordinary items; OPAT 
(AE) = operating profit after tax after extraordinary items; C = current; N-C = non-current; Intang = intangibles; 
Pref. Capital = preference share capital; and CFs = cash flows. All figures are in thousands of Australian Dollars, 
rounded to the nearest dollar. Means have been calculated only using non-zero values (the figures in the n. column 
indicate how many non-zero observations there were). 

Line Item. n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Sales  69 457,829 1,202,603 115 11,112 101,094 249,780 8,070,400 
OPBT 69 47,570 119,928 -87,052 -383 11,335 38,450 762,800 
Interest 65 11,583 30,863 0 169 1,900 6,624 199,700 
Depreciation 65 22,421 63,522 0 803 3,291 12,205 340,700 
Amortisation  58 12,322 40,266 0 111 1,616 6,400 291,100 
OPAT (BE) 69 35,153 90,986 -87,052 -291 8,532 28,564 517,900 
OPAT (AE) 69 35,016 91,014 -87,052 -291 8,532 28,564 517,900 
Cash 68 30,717 45,459 3 1,568 8,799 42,923 209,470 
C. Assets 69 179,595 425,699 870 11,955 39,466 165,601 2,437,800 
N-C. Assets 69 521,042 1,351,345 123 15,078 105,283 477,114 9,569,300 
Goodwill 43 48,647 159,099 0 0 1,786 15,820 992,308 
Other Intang. 46 16,634 44,919 0 0 621 11,532 227,061 
Total Assets 69 694,637 1,732,936 3,505 25,350 141,930 574,746 12,007,100 
C. Liabilities 69 170,712 626,054 58 5,317 32,381 84,063 4,954,300 
N-C. Liabilities 66 158,056 309,332 38 1,181 23,349 161,992 1,638,348 
Total Liabilities 69 376,247 1,182,658 160 7,295 58,229 216,455 9,142,700 
Total Equity 69 322,800 683,708 2,819 17,163 69,159 268,614 3,509,400 
Retained Profit 69 40,731 175,201 -239,660 -6,439 3,410 34,929 973,726 
Issued Capital 69 173,415 439,405 1,403 17,552 49,490 110,225 2,980,000 
Pref. Capital 27 5,988 30,559 0 0 0 0 158,879 
Operating CFs 69 67,695 211,011 -15,189 -153 14,714 43,439 1,599,800 
Interest Paid 65 10,996 28,692 0 221 2,143 8,048 175,500 
Interest Rec’d 69 3,185 11,279 0 116 499 2,121 90,500 
Dividends Paid 48 26,152 68,115 0 325 5,746 15,720 430,000 
Dividends Rec’d 41 3,130 8,455 0 0 16 1,564 45,400 
Tax Paid 47 17,929 45,080 0 39 4,299 10,081 272,900 
Investing CFs 69 -68,536 134,119 -780,655 -84,059 -9,670 -2,050 159,544 
Financing CFs 69 5,804 226,665 -1,542,000 -2,358 4,331 29,264 639,697 
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Table 5.3.2: Descriptive Statistics of Financial Statement Data for Year -1 
(cont’d) 

 
Panel B: Unsuccessful Target Firms ($A’000s) 
 

 
This panel details financial statement information collected from the annual reports of unsuccessful target firms in 
the year prior to the announcement of the failed takeover bid. Information on abbreviations and how to read this 
panel is contained beneath Panel A. 
 

Line Item. n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Sales  119 128,511 325,286 4 2,183 25,028 99,312 2,233,263 
OPBT 119 8,659 69,244 -118,685 -3,828 338 6,476 621,312 
Interest 106 3,509 11,429 0 45 549 1,748 100,304 
Depreciation 110 6,232 21,135 1 182 747 3,748 174,231 
Amortisation  97 2,240 4,739 0 46 289 1,451 26,750 
OPAT (BE) 119 5,981 56,862 -108,203 -3,708 288 5,125 493,634 
OPAT (AE) 119 5,863 56,887 -108,203 -3,828 183 4,796 493,634 
Cash 119 9,123 24,520 1 424 1,969 6,062 168,522 
C. Assets 119 58,091 147,149 1 3,296 10,468 35,189 851,303 
N-C. Assets 119 140,247 472,635 234 9,031 23,067 83,248 4,158,107 
Goodwill 61 10,441 26,582 0 0 1,074 4,433 173,019 
Other Intang. 55 6,315 14,002 0 0 41 4,670 57,640 
Total Assets 119 195,109 583,104 1,009 12,324 37,020 119,191 4,722,866 
C. Liabilities 119 40,621 105,780 52 1,915 9,710 23,931 764,441 
N-C. Liabilities 104 63,689 249,041 0 747 6,999 30,428 2,267,107 
Total Liabilities 119 97,193 329,841 79 3,040 16,504 52,840 3,031,548 
Total Equity 119 100,366 273,067 -9,470 9,059 18,926 83,227 2,170,441 
Retained Profit 118 11,880 108,261 -96,923 -11,417 -2,192 7,455 901,120 
Issued Capital 119 63,658 145,284 1,433 8,492 14,408 43,564 1,037,305 
Pref. Capital 34 3,229 10,935 0 0 0 0 46,732 
Operating CFs 119 26,495 163,709 -25,638 -851 2,059 11,109 1,698,640 
Interest Paid 103 2,723 7,701 0 26 406 1,430 53,123 
Interest Rec’d 112 1,009 3,037 0 71 179 428 24,350 
Dividends Paid 69 10,241 28,253 0 377 2,206 6,241 169,313 
Dividends Rec’d 54 1,232 3,095 0 0 2 512 15,208 
Tax Paid 74 4,414 12,423 0 13 706 3,525 88,785 
Investing CFs 119 -13,888 79,617 -717,038 -9,876 -2,852 -340 376,785 
Financing CFs 117 -1,611 75,546 -742,253 -2,903 364 5,792 211,561 
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Table 5.3.2: Descriptive Statistics of Financial Statement Data for Year -1 
(cont’d) 

 
Panel C: Unsuccessful Bidding Firm Control Group ($A’000s) 

 

 
This panel details financial statement information collected from the annual reports of unsuccessful bidding firm 
control entities in the year prior to the announcement of the failed takeover bid. Information on abbreviations and 
how to read this panel is contained beneath Panel A. 

 
 

Line Item. n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Sales  69 524,385 1,194,325 28 4,602 62,484 281,520 6,126,000 
OPBT 69 32,858 76,004 -126,617 -266 7,551 29,463 332,000 
Interest 63 15,730 41,756 0 25 670 5,971 242,200 
Depreciation 65 22,579 54,404 6 251 2,314 8,474 332,500 
Amortisation  58 6,240 9,968 0 290 1,152 8,008 46,900 
OPAT (BE) 69 14,623 82,555 -462,261 -318 4,498 20,602 233,600 
OPAT (AE) 69 14,637 82,553 -462,261 -318 4,498 20,602 233,600 
Cash 69 45,643 151,368 5 963 4,189 19,548 1,072,300 
C. Assets 69 211,873 517,541 308 7,069 34,222 125,699 3,070,900 
N-C. Assets 69 529,030 1,325,492 98 10,180 34,880 301,980 6,682,400 
Goodwill 47 33,986 84,341 0 0 1,286 8,929 402,500 
Other Intang. 47 30,190 92,674 0 0 280 3,800 527,000 
Total Assets 69 741,049 1,703,919 1,503 25,336 62,089 414,045 7,792,900 
C. Liabilities 69 179,420 495,747 33 6,768 21,737 68,127 2,764,961 
N-C. Liabilities 62 274,693 733,319 2 1,819 15,840 120,115 3,812,300 
Total Liabilities 69 426,242 1,099,996 33 11,416 43,988 190,443 5,683,206 
Total Equity 69 314,799 664,576 1,448 9,432 41,743 208,782 3,672,600 
Retained Profit 66 75,626 238,115 -142,147 -8,572 4,534 30,580 1,305,790 
Issued Capital 69 147,400 322,439 65 12,858 25,000 62,795 1,776,000 
Pref. Capital 29 180 630 0 0 0 0 2,811 
Operating CFs 69 54,857 128,864 -114,976 -220 11,407 41,408 670,500 
Interest Paid 61 18,238 52,282 0 68 806 6,015 331,600 
Interest Rec’d 69 3,040 7,108 1 132 541 1,649 39,300 
Dividends Paid 50 30,854 56,304 0 1,409 6,773 27,500 296,000 
Dividends Rec’d 39 2,942 8,457 0 0 8 855 39,200 
Tax Paid 46 12,842 24,557 0 332 2,474 14,719 125,600 
Investing CFs 69 -50,477 118,908 -661,000 -30,610 -6,286 -995 35,200 
Financing CFs 64 3,923 132,310 -565,200 -10,504 130 7,390 523,750 
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Table 5.3.2: Descriptive Statistics of Financial Statement Data for Year -1 
(cont’d) 

 
Panel D: Unsuccessful Target Firm Control Group ($A’000s) 
 

 
This panel details financial statement information collected from the annual reports of unsuccessful target firm 
control entities in the year prior to the announcement of the failed takeover bid. Information on abbreviations 
and how to read this panel is contained beneath Panel A. 

Line Item. n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Sales  119 228,781 1,337,663 -428 2,403 13,733 83,842 14,421,000 
OPBT 119 33,611 290,094 -65,231 -1,784 608 5,429 3,146,000 
Interest 103 7,009 45,338 0 25 341 1,453 455,000 
Depreciation 111 15,550 112,849 0 48 408 2,808 1,165,000 
Amortisation  94 2,168 9,139 0 48 281 909 85,000 
OPAT (BE) 119 24,683 212,556 -48,235 -1,784 477 4,396 2,297,000 
OPAT (AE) 119 24,635 212,563 -48,235 -1,784 472 4,396 2,297,000 
Cash 119 16,663 89,001 1 392 1,957 7,998 962,000 
C. Assets 119 104,255 552,754 217 2,586 6,965 31,356 5,805,000 
N-C. Assets 118 264,832 1,678,913 0 4,657 18,432 72,493 17,843,000 
Goodwill 55 12,164 47,073 0 0 669 5,113 335,000 
Other Intang. 57 12,703 49,429 0 0 239 3,295 340,100 
Total Assets 119 382,629 2,222,107 738 7,669 28,878 119,289 23,648,000 
C. Liabilities 119 79,426 496,176 16 689 5,545 22,264 5,316,000 
N-C. Liabilities 106 136,643 702,630 0 345 3,767 16,828 6,497,000 
Total Liabilities 119 201,142 1,145,021 16 1,062 13,249 43,988 11,813,000 
Total Equity 119 181,512 1,099,032 -8,283 5,467 17,946 61,461 11,835,000 
Retained Profit 117 14,391 114,300 -176,417 -11,201 -919 8,038 1,035,000 
Issued Capital 119 74,909 221,251 1,438 6,189 14,859 40,027 1,626,000 
Pref. Capital 32 743 2,835 0 0 0 0 12,904 
Operating CFs 119 41,823 346,501 -12,811 -905 346 7,651 3,750,000 
Interest Paid 93 7,820 47,847 0 25 437 1,527 455,000 
Interest Rec’d 116 2,966 17,577 1 43 161 607 178,000 
Dividends Paid 63 11,512 29,731 0 215 1,898 9,893 173,000 
Dividends Rec’d 50 19,407 129,992 0 0 23 1,135 920,000 
Tax Paid 59 14,679 78,195 0 107 607 3,125 601,000 
Investing CFs 117 -24,106 88,464 -804,000 -8,324 -1,612 -116 21,216 
Financing CFs 114 -6,264 147,335 -1,536,000 -1,041 736 4,912 151,257 
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Table 5.3.3: Short Run ‘Buy and Hold’ Abnormal Returns for Sample and 
Control Firms over the Bid Period 

 
Panel A: Unsuccessful Bidding Firms 

 
Period n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

[-60,+10] 69 -4.557 20.464 -57.807 -16.884 -2.104 5.363 67.517 
[-60,+2] 69 -2.872 21.039 -57.565 -10.766 -0.266 7.439 71.134 
[-60,+1] 69 -2.531 20.770 -57.812 -12.317 -2.136 6.694 78.093 
[-60,0] 69 -2.390 19.342 -58.013 -10.515 -1.030 5.286 53.635 

[-10,+10] 69 -1.264 13.327 -37.584 -8.912 -0.609 7.542 36.590 
[-1,+1] 69 0.486 8.892 -17.779 -3.073 -0.324 2.388 39.618 
[-1,0] 69 0.749 8.102 -20.007 -2.050 -0.254 1.567 37.009 

Year 0 69 0.427 6.339 -14.406 -1.656 0.046 0.991 34.404 
 

Panel B: Unsuccessful Target Firms 
 

Period n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
[-60,+10] 119 14.786 37.817 -70.119 -6.061 10.992 31.424 187.144 
[-60,+2] 119 15.503 33.756 -65.337 -5.942 14.195 34.208 126.207 
[-60,+1] 119 15.708 33.696 -65.355 -7.087 12.688 33.746 121.640 
[-60,0] 119 11.064 32.363 -60.784 -7.932 7.917 26.811 103.143 

[-10,+10] 119 15.846 24.332 -49.735 1.143 14.903 26.742 105.719 
[-1,+1] 119 13.188 14.727 -28.133 2.055 11.617 20.131 63.848 
[-1,0] 119 8.718 12.842 -8.960 0.053 3.943 13.434 73.814 

Year 0 119 6.390 11.275 -12.890 -0.095 1.631 11.726 67.531 
 

Panel C: Unsuccessful Bidding Firm Control Group 
 

Period n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
[-60,+10] 69 -5.557 22.597 -55.815 -15.071 -6.999 0.740 98.275 
[-60,+2] 69 -6.695 22.592 -57.723 -15.284 -8.226 -2.691 99.640 
[-60,+1] 69 -6.411 22.576 -62.219 -14.917 -7.177 -1.989 98.137 
[-60,0] 69 -6.677 22.619 -63.606 -14.265 -7.841 -0.811 99.028 

[-10,+10] 69 -0.180 15.769 -33.079 -6.689 -2.451 5.902 86.505 
[-1,+1] 69 -0.415 5.722 -17.602 -2.119 0.143 1.874 17.111 
[-1,0] 69 -0.904 4.935 -17.483 -1.752 -0.144 1.154 12.130 

Year 0 69 -0.391 3.132 -12.236 -1.309 -0.052 1.121 7.535 
 

Panel D: Unsuccessful Target Firm Control Group 
 

Period n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
[-60,+10] 119 -2.965 32.297 -69.957 -18.998 -5.906 6.449 155.334 
[-60,+2] 119 -3.172 31.673 -53.105 -20.438 -4.556 4.522 156.617 
[-60,+1] 119 -3.794 30.776 -60.900 -20.343 -5.688 4.467 159.619 
[-60,0] 119 -3.967 30.593 -53.143 -19.562 -6.155 2.964 166.504 

[-10,+10] 119 1.757 19.800 -54.259 -6.260 -1.394 6.774 134.401 
[-1,+1] 119 -0.487 8.690 -22.940 -3.352 -0.619 0.944 42.615 
[-1,0] 119 -0.766 5.342 -18.716 -2.579 -0.301 0.870 16.811 

Year 0 119 -0.899 3.948 -19.261 -1.751 -0.221 0.517 11.497 
 

This table reports the ‘buy and hold’ abnormal returns of unsuccessful bidding, unsuccessful target and control firms 
around the bid announcement date (Day 0). [-x, +y] indicates the days relative to the failed takeover initial bid 
announcement date, i.e., the ‘buy and hold’ abnormal return from x days before the announcement until y days after 
the announcement. All ‘buy and hold’ abnormal returns are reported as percentages. 



 

 

 
89 
 

 

CHAPTER SIX 

RESULTS 
 

This chapter comprises the presentation and interpretation of the control-adjusted 

performance measures integrated into this study. The individual year abnormal 

accounting measures of performance are the first to be reviewed. These results are 

complemented and followed by the cumulative period abnormal findings. The final 

section of this chapter depicts the results of the regression analysis. 

 

6.1 Individual Year Results 

 
The unsuccessful bidder and target individual year accounting performance ratios, 

subsequent to control adjustment, are reported in Table 6.1.1.1 and Table 6.1.1.2, 

respectively. As will be the case for the cumulative period abnormal measures of 

accounting performance, the median values will be used to analyse the individual year 

accounting ratios. The employment of these values to gauge performance is 

significantly more reliable than the alternative of using mean values. This is the case 

because the latter is notably affected by the existence of outliers. As was revealed in the 

data collection and checking process, a small number of the sample firms, particularly 

those involved in mining exploration, property trusts and equity investment, reported 

some atypical accounting figures (when considered relative to other sample years) in 

some data collection years. The utilisation of median values as the fundamental 

evaluator of performance ensures that these unusual items have no impact upon the 

conclusions drawn.  

 
6.1.1 Individual Year Abnormal Accounting Performance Ratios 

 

6.1.1.1 Unsuccessful Bidding Firms 

 

Panel A of the Table 6.1.1.1 details Indirect Cash Flow/Sales. Analysis of the medians 

for this measure suggests that performance is relatively consistent over both the pre and 



 

 

 
90 
 

 

post-merger failure periods. However, as is the case for the Indirect Cash Flow/Sales, 

the performance measure is slightly negative in pre and post-merger failure year three. 

This general pattern is further reflected by both of the operating cash flow accounting 

ratios. These two latter performance indicators also echo the financial burden of the 

unsuccessful negotiations with year zero reporting a negative value, no matter which 

deflator is employed. 

 

When performance is reviewed in terms of the Return on Asset ratios, irrespective of 

whether before or after extraordinary items, unsuccessful bidding firms tend to 

outperform their respective controls and report positive measures for every year 

examined, apart from year minus three. These results are generally consistent with the 

Return on Equity performance measures. However, as was the case for the indirect and 

direct cash flow measures, there is evidence of performance deterioration late in the 

post-merger failure period. This late decline is also evident in the Profit Margin ratios 

reported in Panel I and Panel J. Thus, it appears that bidders tend not to be dramatically 

scarred immediately by the failed transaction. There is evidence, however, of bidders 

slightly suffering late in the piece, although the cumulative ratios and regression 

analysis will provide greater insight as to whether this is in fact the case. 

 

6.1.1.2 Unsuccessful Target Firms 

 

Review of the indirect cash flow measures of performance (see Table 6.1.1.2) suggests 

that target firms tend to perform unexceptionally in the pre-merger failure period. 

However, as reflected by the operating cash flow indicators of performance, whether 

targets perform abnormally superior or inferior relative to their control firms tends to 

be highly dependent upon the type of deflator employed. Not only does the use of sales 

as a deflator result in a greater quantity of negative values, the performance 

improvements in the post-merger failure period for operating cash flows are notably 

greater when sales is the deflator employed. What is consistent across all measures, 

however, is that unsuccessful target firms appear to improve in the post-merger failure 

period. This is particularly the case when Operating Cash Flows are reviewed.  
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These aforementioned results are mirrored when the accrual measures of performance 

are scrutinised. Both Return on Assets and Return on Equity suggest an improvement 

in the post-merger failure period. Interestingly, the Return on Equity year plus one 

median values are both negative whilst the values reported for years plus two and three 

are notably positive. The accumulation of these findings suggests that targets undergo 

significant restructuring in the initial year post-merger failure. The results also 

insinuate that whilst this transformation initially has a detrimental impact on the bottom 

line, the re-focusing subsequently enables unsuccessful target firms to improve their 

performance in the ensuing years. The Profit Margin ratio (before extraordinaries) 

reflects this perception with positive values reported in every post-merger failure 

period. However, the aforementioned ratio also reports negative medians for every year 

in the pre-merger failure period, as well as in year zero. This is consistent with 

unsuccessful takeover targets underperforming in the pre-merger failure period, which 

may explain why they were prone to a takeover bid. 

 

6.1.2 Supplementary Individual Year Abnormal Accounting Ratios 

 

6.1.2.1 Unsuccessful Bidding Firms 

 

This section reviews the seven remaining accounting ratios, specified in Table 6.1.1.1 

(panels K-R), for unsuccessful bidding firms. The median values for Asset Turnover 

fail to exhibit any particular trends in either of the pre or post-merger failure periods. 

However, it is intriguing that the year zero value for Asset Turnover is significantly 

more negative than the other reported values. This suggests that during the bid 

announcement year either the bidding firms suffer in terms of sales or that they 

substantially increase their asset base by making other acquisitions or investments.  

 

The Current Ratio appears to be notably negative in both the early and late pre and 

post-merger failure periods, respectively. Whilst the magnitude is not as extensive as 

for the Current Ratio, the direction of the Operating Cash Flow ratio reflects this trend 

and suggests that unsuccessful bidding firms struggle to meet short-term debt 
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obligations when considered relative to control firms of comparable industry, size and 

pre-merger failure performance. Whilst the Common Earnings Leverage ratios 

specified in Panel N and Panel O fail to be of any considerable magnitude, as well as 

exhibit any particular tendency, the Capital Structure Leverage ratio yields some 

intriguing results.  In the pre-merger failure period, particularly years minus two and 

three, bidding firms appear to be predominantly debt financed, rather than equity 

financed. This ratio then declines over the announcement period and remains of small 

magnitude until the third year post-merger failure. When considered in conjunction 

with the evidence that bidder performance deteriorates in terms of operating cash flows 

in the third year post-merger failure, it is hardly astounding that their reliance on debt 

financing concurrently increases. 

 

Finally, Panel Q suggests that bidding firms are continually divesting assets or under-

investing relative to the comparable control firms. By contrast, the Financing Cash 

Flow/Assets ratio, specified in Panel R, reflects the conclusion derived regarding the 

Capital Structure Leverage ratio that unsuccessful bidding firms maintain a reasonable 

dependency on debt financing, particularly in the post-merger failure period. It also 

insinuates increased principal repayments and dividend expenditure in the post-merger 

failure periods. However, given the operating cash flow results the latter appears 

improbable. 

 

6.1.2.2 Unsuccessful Target Firms 

 

Panel K of Table 6.1.1.2 specifies the movements in Asset Turnover for unsuccessful 

target firms and as previously detailed it appears that targets improve in the post-

merger failure period and are able to generate greater sales from their assets.  Analysis 

of the Current Ratios for unsuccessful targets firms reflects that these firms, relative to 

control firms, maintain abnormally low Current Ratios suggesting possible liquidity 

complications. However, review of the Operating Cash Flow ratios evident in Panel M 

provides greater clarification of their financial viability and indicates that whilst these 

failed merger targets maintain relatively lower Current Ratios, their current liabilities 
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are sufficiently covered by operating cash flows, particularly late in the post-merger 

failure period. The findings here, whilst not the main gauge of operating performance 

in this study, provide preliminary insight into unsuccessful target post-merger failure 

performance and suggest that the mere threat of a takeover prompts the target to 

enhance operational performance. 

 

As was the case for unsuccessful bidders, the Common Earnings Leverage ratios 

exhibit marginal variation over the period of inquiry. However, the Capital Structure 

Leverage ratio displayed in Panel P appears to significantly increase in the post-merger 

failure period. Given the preliminary suggestion of a post-merger failure performance 

improvement, the increase in this accrual measure suggests that target firms obtain 

access to additional debt capital to fund potential restructuring, rather than relying on 

retained earnings or the issue of further share capital.70 Although not exactly replicating 

this assertion, the Financing Cash Flow/Assets ratios do exhibit a change from negative 

to positive values in the post-merger failure period and when considered in conjunction 

with the Investing Cash Flows/Assets ratios (where supplementary investments are 

evident in years zero and plus one) the evidence suggests that targets require additional 

funding immediately subsequent to the failed takeover so as to facilitate the 

reorganisation of company undertakings. 

 

 

 

 

                                                 
70 This finding is consistent with the conclusions previously derived by Safieddine and Titman (1999) 
when investigating the leverage of unsuccessful targets. 
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Table 6.1.1.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(Control Adjusted) 

 
Panel A: Indirect Cash Flow / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 57 -3.089 13.069 -93.027 -0.340 -0.051 0.044 6.047 
Pre - 2 63 -1.197 18.301 -127.003 -0.177 -0.003 0.178 58.687 
Pre - 1 69 -1.385 20.298 -159.130 -0.141 0.042 0.333 40.928 
Year 0 68 -126.821 735.359 -4319.375 -0.323 0.007 0.305 80.192 

Post + 1 65 0.306 7.802 -27.701 -0.230 0.005 0.315 27.432 
Post + 2 59 4.946 18.025 -32.237 -0.088 0.065 0.406 96.095 
Post + 3 54 -3.114 26.967 -170.766 -0.140 -0.021 0.168 42.089 

 
Panel B: Indirect Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.068 0.358 -1.324 -0.116 -0.004 0.073 0.596 
Pre - 2 63 0.023 0.248 -0.892 -0.074 0.008 0.108 0.758 
Pre - 1 69 0.041 0.273 -0.723 -0.087 0.013 0.126 0.825 
Year 0 68 -0.061 0.369 -2.095 -0.157 0.011 0.081 0.467 

Post + 1 65 0.013 0.575 -1.053 -0.171 -0.002 0.180 3.112 
Post + 2 59 0.023 0.374 -0.925 -0.070 0.025 0.219 1.290 
Post + 3 54 -0.045 0.427 -1.644 -0.076 -0.003 0.080 0.822 

 
Panel C: Operating Cash Flows / Sales 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -1.382 6.763 -29.004 -0.215 -0.005 0.128 14.930 
Pre - 2 63 0.860 4.510 -14.279 -0.175 0.008 0.349 20.074 
Pre - 1 69 0.744 5.590 -11.683 -0.169 0.048 0.249 27.118 
Year 0 68 -66.024 390.627 -2290.585 -0.221 -0.030 0.139 151.654 

Post + 1 65 1.205 6.116 -7.185 -0.090 0.050 0.198 38.440 
Post + 2 59 3.063 15.021 -15.565 -0.138 0.028 0.178 91.024 
Post + 3 54 0.969 7.084 -12.909 -0.156 -0.013 0.255 46.987 

 
Panel D: Operating Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.055 0.399 -1.588 -0.060 0.020 0.087 0.546 
Pre - 2 63 0.027 0.223 -0.693 -0.087 0.023 0.103 0.913 
Pre - 1 69 0.029 0.315 -1.354 -0.087 0.019 0.140 0.806 
Year 0 68 -0.049 0.196 -0.576 -0.125 -0.011 0.067 0.399 

Post + 1 65 0.026 0.248 -0.578 -0.094 0.010 0.140 0.939 
Post + 2 59 0.038 0.368 -0.773 -0.079 0.006 0.086 2.173 
Post + 3 54 0.012 0.322 -1.233 -0.085 -0.003 0.094 0.673 
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Table 6.1.1.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 57 -0.033 0.379 -1.197 -0.068 -0.006 0.044 1.541 
Pre - 2 63 0.039 0.219 -0.830 -0.036 0.011 0.075 0.846 
Pre - 1 69 0.049 0.253 -0.747 -0.038 0.012 0.120 0.924 
Year 0 68 -0.047 0.302 -1.711 -0.126 0.012 0.079 0.523 

Post + 1 65 -0.012 0.547 -0.936 -0.103 0.006 0.137 3.296 
Post + 2 59 0.021 0.349 -1.005 -0.038 0.026 0.196 1.231 
Post + 3 54 -0.054 0.402 -1.465 -0.123 0.002 0.045 0.611 

 
Panel F: Return On Assets (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.079 0.324 -1.197 -0.143 -0.007 0.035 0.604 
Pre - 2 63 0.041 0.219 -0.830 -0.036 0.006 0.094 0.846 
Pre - 1 69 0.048 0.253 -0.747 -0.042 0.008 0.120 0.924 
Year 0 68 -0.098 0.529 -3.622 -0.127 0.012 0.079 0.523 

Post + 1 65 -0.012 0.547 -0.936 -0.103 0.006 0.137 3.296 
Post + 2 59 0.021 0.349 -1.005 -0.038 0.026 0.196 1.231 
Post + 3 54 -0.054 0.402 -1.465 -0.123 0.002 0.045 0.611 

 
Panel G: Return On Equity (Profit Before Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.106 0.718 -2.495 -0.135 0.005 0.104 1.801 
Pre - 2 63 0.149 0.793 -0.747 -0.065 0.029 0.109 5.942 
Pre - 1 69 0.057 0.521 -1.485 -0.126 0.029 0.179 1.516 
Year 0 68 -0.140 0.774 -3.154 -0.272 0.025 0.140 1.472 

Post + 1 65 0.069 0.938 -1.784 -0.225 0.018 0.205 4.295 
Post + 2 59 0.010 1.055 -5.656 -0.102 0.056 0.306 3.793 
Post + 3 54 -0.229 1.725 -11.022 -0.212 -0.017 0.066 4.939 

 
Panel H: Return On Equity (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.157 0.673 -2.495 -0.187 -0.007 0.103 0.913 
Pre - 2 63 0.152 0.793 -0.747 -0.065 0.029 0.131 5.942 
Pre - 1 69 0.054 0.521 -1.485 -0.126 0.029 0.160 1.516 
Year 0 68 -0.217 1.007 -5.456 -0.316 0.025 0.146 1.472 

Post + 1 65 0.069 0.938 -1.784 -0.225 0.020 0.205 4.295 
Post + 2 59 0.009 1.055 -5.656 -0.102 0.056 0.306 3.793 
Post + 3 54 -0.229 1.725 -11.022 -0.212 -0.017 0.066 4.939 
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Table 6.1.1.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 
 

Panel I: Profit Margin (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 57 1.128 34.570 -100.089 -0.258 -0.038 0.042 235.905 
Pre - 2 63 -0.943 18.100 -126.612 -0.105 0.004 0.185 59.098 
Pre - 1 69 -0.717 15.252 -113.250 -0.143 0.017 0.167 42.078 
Year 0 68 -128.272 743.846 -4369.193 -0.292 0.017 0.167 82.578 

Post + 1 65 0.308 7.992 -27.855 -0.258 -0.006 0.185 29.452 
Post + 2 59 5.346 20.569 -36.388 -0.070 0.068 0.317 120.970 
Post + 3 54 -2.777 28.109 -174.409 -0.249 -0.009 0.168 56.944 

 
Panel J: Profit Margin (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -3.402 13.981 -100.089 -0.333 -0.049 0.027 6.226 
Pre - 2 63 -0.936 18.101 -126.612 -0.105 0.004 0.291 59.098 
Pre - 1 69 -0.718 15.252 -113.250 -0.143 0.015 0.167 42.078 
Year 0 68 -128.350 743.833 -4369.193 -0.292 0.024 0.167 82.578 

Post + 1 65 0.308 7.992 -27.855 -0.258 -0.006 0.185 29.452 
Post + 2 59 5.346 20.569 -36.388 -0.070 0.068 0.317 120.970 
Post + 3 54 -2.777 28.109 -174.409 -0.249 -0.009 0.168 56.944 

 
Panel K: Asset Turnover 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.086 0.829 -1.479 -0.345 -0.004 0.287 3.127 
Pre - 2 63 0.100 0.840 -1.805 -0.236 0.007 0.381 2.642 
Pre - 1 69 -0.034 1.226 -4.607 -0.312 0.015 0.326 2.970 
Year 0 68 -0.213 1.236 -4.943 -0.525 -0.051 0.286 3.072 

Post + 1 65 -0.109 1.017 -4.141 -0.397 -0.006 0.451 1.796 
Post + 2 59 -0.124 0.927 -3.642 -0.343 -0.003 0.343 1.343 
Post + 3 54 3.298 16.811 -2.254 -0.297 0.022 0.496 88.156 

 
Panel L: Current Ratio 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.409 21.750 -28.866 -1.213 -0.390 0.290 150.771 
Pre - 2 63 -5.027 17.363 -119.263 -2.876 -0.658 0.328 12.204 
Pre - 1 69 -1.316 17.664 -105.086 -1.626 -0.026 1.115 49.419 
Year 0 68 -0.752 9.249 -32.008 -0.671 -0.013 0.956 49.681 

Post + 1 65 -1.048 4.715 -21.441 -1.127 0.116 0.524 11.367 
Post + 2 59 -2.611 15.041 -107.184 -0.955 -0.079 0.706 8.679 
Post + 3 54 -0.980 12.196 -63.458 -1.233 -0.190 0.398 49.226 
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Table 6.1.1.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 57 0.475 4.363 -9.208 -0.655 -0.001 0.632 18.882 
Pre - 2 63 2.344 8.219 -3.747 -0.504 -0.041 1.164 51.567 
Pre - 1 69 0.143 5.162 -22.767 -0.320 0.065 0.515 21.097 
Year 0 68 -0.698 6.299 -48.112 -0.813 -0.043 0.511 11.244 

Post + 1 65 1.198 5.043 -2.836 -0.509 0.077 1.021 30.712 
Post + 2 59 0.440 3.826 -14.017 -0.187 0.056 0.942 11.214 
Post + 3 54 -0.066 4.806 -26.538 -0.445 -0.039 0.637 10.082 

 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.005 0.466 -1.803 -0.094 0.000 0.113 1.513 
Pre - 2 63 -0.177 1.596 -11.068 -0.158 -0.044 0.038 5.334 
Pre - 1 69 0.157 1.236 -3.587 -0.118 -0.004 0.060 5.334 
Year 0 68 0.028 1.378 -6.839 -0.085 0.010 0.134 7.803 

Post + 1 65 0.138 0.849 -1.969 -0.162 -0.001 0.124 3.261 
Post + 2 59 0.175 0.737 -1.415 -0.076 0.024 0.117 3.335 
Post + 3 54 -0.173 1.245 -8.514 -0.114 -0.001 0.067 2.269 

 
Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.002 0.467 -1.803 -0.083 0.000 0.113 1.513 
Pre - 2 63 -0.180 1.597 -11.068 -0.171 -0.044 0.038 5.334 
Pre - 1 69 0.152 1.240 -3.587 -0.118 -0.004 0.060 5.334 
Year 0 68 0.035 1.379 -6.839 -0.085 0.010 0.135 7.803 

Post + 1 65 0.138 0.849 -1.969 -0.162 -0.001 0.124 3.261 
Post + 2 59 0.175 0.737 -1.415 -0.094 0.024 0.117 3.335 
Post + 3 54 -0.174 1.245 -8.514 -0.114 -0.001 0.067 2.269 

 
Panel P: Capital Structure Leverage 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.429 1.195 -1.805 -0.030 0.201 0.769 7.263 
Pre - 2 63 0.517 2.070 -1.862 -0.084 0.215 0.794 13.853 
Pre - 1 69 -0.142 1.474 -8.504 -0.558 0.157 0.514 2.263 
Year 0 68 -0.118 1.709 -5.017 -0.755 0.045 0.548 7.357 

Post + 1 65 -0.408 1.779 -11.331 -0.673 -0.044 0.395 1.568 
Post + 2 59 -0.218 1.527 -6.756 -0.692 0.065 0.597 3.364 
Post + 3 54 -0.143 2.264 -12.183 -0.611 0.102 0.487 7.140 
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Table 6.1.1.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 57 -0.144 0.435 -2.223 -0.231 -0.021 0.049 0.502 
Pre - 2 63 -0.122 0.305 -1.182 -0.326 -0.065 0.059 0.561 
Pre - 1 69 -0.072 0.249 -0.872 -0.230 -0.025 0.093 0.547 
Year 0 68 -0.013 0.255 -0.887 -0.143 -0.001 0.090 0.670 

Post + 1 65 -0.043 0.209 -0.834 -0.121 -0.017 0.072 0.632 
Post + 2 59 -0.059 0.225 -0.890 -0.169 -0.034 0.053 0.460 
Post + 3 54 -0.030 0.199 -0.576 -0.129 0.005 0.063 0.422 

 
Panel R: Financing Cash Flows / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.210 0.618 -1.019 -0.088 0.016 0.323 1.636 
Pre - 2 63 0.090 0.525 -1.109 -0.097 0.021 0.229 2.320 
Pre - 1 69 0.114 0.436 -0.901 -0.166 0.012 0.290 1.321 
Year 0 68 0.019 0.290 -1.132 -0.094 0.009 0.115 1.022 

Post + 1 65 0.017 0.286 -0.861 -0.140 0.033 0.140 0.651 
Post + 2 59 0.009 0.323 -1.186 -0.098 0.032 0.169 0.859 
Post + 3 54 0.028 0.249 -0.570 -0.090 0.020 0.163 0.835 
 

This table reports the accounting performance ratios and other supplementary financial ratios for 
unsuccessful bidding firms on an individual year basis for the three years pre- and post-merger failure. The 
procedure for calculating these ratios is set out in Table 4.1.1.1. The control adjusted ratios are computed by 
subtracting the ratio of the control firm from the corresponding sample firm ratio. 
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Table 6.1.1.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
(Control Adjusted)  

 
Panel A: Indirect Cash Flow / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 3.684 32.842 -137.692 -0.222 -0.008 0.393 214.051 
Pre - 2 118 1.613 21.152 -120.722 -0.332 0.003 0.406 136.458 
Pre - 1 119 -4.638 45.860 -447.665 -0.625 -0.026 0.227 87.299 
Year 0 82 -27.875 110.781 -799.952 -0.723 0.006 0.584 98.730 

Post + 1 68 -3.276 45.315 -239.321 -0.466 0.026 1.020 102.782 
Post + 2 62 -69.000 587.145 -4405.611 -0.222 0.133 3.554 1206.009 
Post + 3 60 -22.605 124.999 -668.492 -1.049 0.067 0.728 134.181 

 
Panel B: Indirect Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.044 0.386 -2.206 -0.097 0.012 0.184 2.019 
Pre - 2 118 0.051 0.345 -1.381 -0.124 0.023 0.189 1.178 
Pre - 1 119 0.013 0.357 -1.465 -0.099 -0.005 0.116 1.171 
Year 0 82 0.074 0.640 -1.282 -0.137 0.042 0.239 4.182 

Post + 1 68 0.026 0.424 -1.766 -0.102 0.019 0.243 1.003 
Post + 2 62 -0.028 0.964 -3.573 -0.103 0.037 0.350 1.772 
Post + 3 60 -0.863 7.107 -54.768 -0.180 0.060 0.339 1.469 

 
Panel C: Operating Cash Flows / Sales 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 2.769 26.571 -60.392 -0.448 0.011 0.236 212.456 
Pre - 2 118 0.340 7.884 -28.822 -0.328 -0.013 0.202 53.827 
Pre - 1 119 -0.507 15.833 -135.153 -0.594 -0.003 0.286 75.014 
Year 0 82 -8.645 42.535 -200.952 -0.963 0.006 0.336 75.691 

Post + 1 68 0.044 35.428 -212.012 -0.662 0.045 0.760 151.768 
Post + 2 62 24.364 232.755 -202.266 -0.281 0.170 2.132 1807.901 
Post + 3 60 1.895 11.208 -28.624 -0.645 0.119 0.821 59.466 

 
Panel D: Operating Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.056 0.373 -0.960 -0.086 0.026 0.137 2.354 
Pre - 2 118 0.026 0.247 -0.578 -0.096 0.012 0.130 1.245 
Pre - 1 119 0.044 0.291 -0.941 -0.060 0.021 0.149 1.445 
Year 0 82 0.036 0.304 -1.148 -0.088 0.017 0.143 1.326 

Post + 1 68 0.067 0.330 -0.634 -0.079 0.018 0.191 1.150 
Post + 2 62 0.092 0.287 -0.958 -0.105 0.074 0.206 0.845 
Post + 3 60 0.080 0.472 -2.351 -0.119 0.071 0.297 1.377 
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Table 6.1.1.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 0.393 3.793 -2.157 -0.073 0.005 0.155 39.076 
Pre - 2 118 0.036 0.352 -1.359 -0.088 0.019 0.143 1.203 
Pre - 1 119 0.006 0.365 -1.691 -0.107 0.007 0.113 1.209 
Year 0 82 0.060 0.643 -1.289 -0.136 0.020 0.164 4.437 

Post + 1 68 -0.033 0.413 -1.694 -0.112 0.017 0.178 0.698 
Post + 2 62 -0.091 0.982 -3.332 -0.103 0.016 0.259 1.795 
Post + 3 60 -0.870 7.053 -54.368 -0.167 0.035 0.303 1.451 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 0.397 3.800 -2.157 -0.071 0.006 0.155 39.146 
Pre - 2 118 0.041 0.352 -1.359 -0.086 0.022 0.147 1.203 
Pre - 1 119 0.005 0.369 -1.691 -0.107 0.007 0.113 1.209 
Year 0 82 0.066 0.666 -1.289 -0.136 0.018 0.198 4.437 

Post + 1 68 -0.036 0.411 -1.694 -0.112 0.018 0.171 0.698 
Post + 2 62 -0.093 0.980 -3.332 -0.103 0.016 0.259 1.795 
Post + 3 60 -0.890 7.053 -54.368 -0.192 0.035 0.303 1.451 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 0.976 9.587 -7.907 -0.124 0.005 0.252 98.648 
Pre - 2 118 0.065 0.743 -2.469 -0.144 0.019 0.193 4.402 
Pre - 1 119 0.011 1.066 -5.872 -0.190 -0.024 0.143 6.676 
Year 0 82 0.059 1.217 -2.841 -0.292 0.016 0.286 7.953 

Post + 1 68 -0.277 1.407 -9.463 -0.272 -0.030 0.253 1.067 
Post + 2 62 0.145 2.665 -15.828 -0.096 0.097 0.614 5.786 
Post + 3 60 0.383 2.378 -10.958 -0.256 0.118 0.707 5.986 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 0.981 9.599 -7.907 -0.120 0.011 0.252 98.775 
Pre - 2 118 0.073 0.742 -2.469 -0.109 0.021 0.200 4.402 
Pre - 1 119 -0.012 1.173 -7.861 -0.190 -0.026 0.143 6.676 
Year 0 82 0.066 1.236 -2.841 -0.314 0.012 0.337 7.953 

Post + 1 68 -0.276 1.405 -9.463 -0.272 -0.035 0.253 1.067 
Post + 2 62 0.141 2.665 -15.828 -0.096 0.101 0.614 5.786 
Post + 3 60 3.675 25.008 -10.958 -0.157 0.151 0.868 193.346 
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Table 6.1.1.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 4.060 33.755 -137.977 -0.240 -0.001 0.257 224.825 
Pre - 2 118 1.634 21.175 -120.780 -0.208 -0.007 0.411 136.207 
Pre - 1 119 -5.933 53.312 -538.828 -0.399 -0.013 0.164 90.162 
Year 0 82 -29.220 114.672 -808.494 -0.825 -0.050 0.615 98.842 

Post + 1 68 -5.501 47.498 -243.279 -0.674 0.036 1.298 106.606 
Post + 2 62 -69.797 594.191 -4446.051 -0.249 0.077 3.768 1254.446 
Post + 3 60 -23.506 126.715 -689.692 -1.004 0.033 0.663 135.026 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 4.102 33.768 -137.977 -0.240 0.002 0.257 224.825 
Pre - 2 118 1.717 21.181 -120.780 -0.206 0.003 0.435 136.207 
Pre - 1 119 -5.930 53.312 -538.828 -0.399 -0.013 0.164 90.162 
Year 0 82 -29.017 115.068 -808.494 -1.943 -0.064 0.560 98.842 

Post + 1 68 -5.504 47.498 -243.279 -0.674 0.036 1.298 106.606 
Post + 2 62 -69.878 594.179 -4446.051 -0.249 0.077 3.768 1254.446 
Post + 3 60 -23.528 126.712 -689.692 -1.072 0.033 0.663 135.026 
 
Panel K: Asset Turnover 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 0.048 0.867 -2.795 -0.285 0.015 0.398 2.601 
Pre - 2 118 -0.085 2.367 -23.369 -0.216 0.010 0.541 3.755 
Pre - 1 119 0.055 0.898 -2.483 -0.237 0.029 0.493 3.778 
Year 0 82 -0.035 0.874 -2.764 -0.232 0.048 0.448 1.539 

Post + 1 68 0.092 0.864 -2.492 -0.142 0.025 0.709 1.992 
Post + 2 62 0.121 0.928 -2.672 -0.183 0.040 0.555 2.867 
Post + 3 60 0.386 3.106 -4.175 -0.328 0.000 0.494 22.925 
 
Panel L: Current Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 6.159 62.485 -30.469 -1.506 -0.196 0.746 630.353 
Pre - 2 118 -1.158 11.349 -82.168 -1.443 -0.226 0.613 60.107 
Pre - 1 119 -2.235 15.028 -95.938 -1.611 -0.199 0.664 45.782 
Year 0 82 -5.237 28.057 -233.140 -2.223 -0.442 0.700 39.543 

Post + 1 68 -6.063 50.230 -336.638 -1.501 -0.139 0.823 132.371 
Post + 2 62 -7.944 35.325 -240.513 -1.673 -0.278 1.433 22.861 
Post + 3 60 -1.372 32.403 -160.463 -0.948 0.243 1.337 125.162 
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Table 6.1.1.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 1.308 11.059 -18.932 -0.471 0.218 1.070 102.561 
Pre - 2 118 0.417 6.279 -14.524 -0.754 -0.022 0.540 46.161 
Pre - 1 119 1.238 9.909 -14.527 -0.521 0.038 0.858 90.147 
Year 0 82 1.907 7.185 -6.211 -0.720 0.127 2.216 55.201 

Post + 1 68 1.404 7.327 -11.127 -0.464 0.202 0.914 44.763 
Post + 2 62 2.510 9.765 -9.403 -0.727 0.460 1.446 39.444 
Post + 3 60 0.678 4.859 -9.714 -0.652 0.167 1.168 22.377 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 -0.351 2.052 -14.918 -0.179 -0.004 0.018 1.643 
Pre - 2 118 -89.832 973.580 -10575.98 -0.165 0.000 0.064 0.992 
Pre - 1 119 0.013 0.477 -3.386 -0.058 0.000 0.109 1.646 
Year 0 82 0.031 0.503 -2.135 -0.057 0.000 0.110 3.062 

Post + 1 68 -0.184 1.082 -5.309 -0.214 -0.001 0.020 4.110 
Post + 2 62 -0.220 2.685 -19.568 -0.222 0.000 0.056 7.006 
Post + 3 60 -0.088 0.463 -1.828 -0.138 -0.004 0.102 0.878 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 -0.347 2.053 -14.918 -0.176 -0.002 0.030 1.643 
Pre - 2 118 -89.832 973.580 -10575.98 -0.165 0.000 0.069 0.992 
Pre - 1 119 -0.008 0.497 -3.386 -0.059 0.000 0.109 1.646 
Year 0 82 0.035 0.499 -2.135 -0.057 0.000 0.110 3.062 

Post + 1 68 -0.183 1.082 -5.309 -0.214 -0.001 0.020 4.110 
Post + 2 62 -0.218 2.684 -19.568 -0.222 0.000 0.056 7.006 
Post + 3 60 -0.078 0.459 -1.828 -0.115 -0.001 0.102 0.878 
 
Panel P: Capital Structure Leverage 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 -0.044 5.674 -22.429 -0.400 0.033 0.420 47.504 
Pre - 2 118 3.516 45.118 -20.472 -0.623 0.004 0.383 488.518 
Pre - 1 119 4.692 52.290 -10.806 -0.534 -0.019 0.502 569.902 
Year 0 82 0.176 1.378 -2.765 -0.367 0.047 0.669 4.494 

Post + 1 68 0.602 3.034 -2.981 -0.654 0.041 0.833 16.467 
Post + 2 62 -0.279 2.906 -14.458 -0.637 0.160 0.560 8.056 
Post + 3 60 1.776 22.427 -20.960 -1.181 0.064 0.706 170.134 
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Table 6.1.1.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 -0.047 0.307 -0.807 -0.146 -0.036 0.073 0.994 
Pre - 2 118 -0.027 0.245 -0.847 -0.141 -0.021 0.098 0.887 
Pre - 1 119 0.000 0.319 -0.750 -0.102 -0.021 0.137 1.938 
Year 0 82 0.054 0.398 -0.569 -0.111 0.027 0.167 2.599 

Post + 1 68 -0.020 0.289 -0.811 -0.109 0.002 0.137 0.800 
Post + 2 62 0.069 0.703 -0.831 -0.117 -0.002 0.123 5.199 
Post + 3 60 -0.055 0.276 -0.674 -0.255 -0.034 0.094 0.600 
 
Panel R: Financing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 107 -0.015 0.540 -2.457 -0.182 -0.013 0.171 1.755 
Pre - 2 118 0.017 0.421 -1.707 -0.122 -0.006 0.167 1.056 
Pre - 1 119 -0.056 0.519 -1.891 -0.201 -0.027 0.092 2.285 
Year 0 82 -0.118 0.561 -3.298 -0.271 -0.018 0.130 1.714 

Post + 1 68 -0.047 0.373 -1.263 -0.222 0.001 0.142 0.754 
Post + 2 62 -0.065 0.472 -1.629 -0.149 -0.001 0.134 1.102 
Post + 3 60 0.123 0.720 -1.455 -0.093 0.009 0.207 2.904 
 

This table reports the accounting performance ratios and other supplementary financial ratios for 
unsuccessful target firms on an individual year basis for the three years pre- and post-merger failure. The 
procedure for calculating these ratios is set out in Table 4.1.1.1. The control adjusted ratios are computed by 
subtracting the ratio of the control firm from the corresponding sample firm ratio. 
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6.2 Cumulative Period Results 

 

Contrary to the previous section, where abnormal performance measures were 

calculated on an individual year basis, this section reports the abnormal accounting 

performance ratios over the pre and post-merger failure cumulative periods.71 Table 

6.2.1.1 reports the accounting ratios for the unsuccessful bidding firms whilst Table 

6.2.1.2 presents the same indicators for the unsuccessful target firms. As was for case 

for the previous section, the median values will be utilised as the benchmark for 

gauging performance. 

 
6.2.1 Cumulative Period Accounting Abnormal Performance Ratios 

 

6.2.1.1 Unsuccessful Bidding Firms 

 
Analysis of the Indirect Cash Flow/Sales ratio for unsuccessful bidding firm reveals an 

immediate consistency with the successful takeover literature (e.g. Ghosh, 2001) as 

unsuccessful bidding firms experience a noteworthy improvement in operating 

performance in the pre-bid period. Further examination indicates, however, that whilst 

bidders experience a marginal improvement over the initial two years post-merger 

failure, this cumulative improvement is erased by a decline in performance that occurs 

over period three. The scaling of indirect cash flows by assets provides a relatively 

similar perspective. Panel B reports that unsuccessful bidders experience a decline in 

performance in the immediate post-merger failure period, followed by a marginal 

improvement which is later offset by a gradual decline in the final three year 

cumulative period. Whilst the ‘pure’ cash flow measure depicted in Panel C is also 

consistent with these results (although exhibiting a more uniform decline in post-

merger performance), a converse perspective is detailed when performance is 

benchmarked by the Operating Cash Flow/Assets ratio. The latter ratio suggests that 

bidders experience a weakening of performance in the pre-merger failure period, whilst 

they endure a progression in post-merger failure performance. When considered 

                                                 
71 Refer back to Chapter Four (section 4.1.1 ‘Accounting Performance’) for a description of how these 
ratios are calculated. 
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collectively, the evidence suggests that if unsuccessful bidders are to experience any 

change in post-merger failure performance it is for the worse, however this movement 

is marginal. As has been the case for previous research, the results also highlight 

sensitivity to the use of alternate deflators. 

 

Neither of the results for the Return on Assets or Equity ratios are markedly impacted 

by the inclusion of extraordinary items. Both of the Return on Asset measures 

presented in Panels E and F demonstrate that bidders experience an improvement in 

both the two and three year cumulative pre-bid periods. However, this improvement is 

offset by a reasonable decline in the single year, cumulative pre-merger failure period. 

This finding is generally consistent with those presented in Panel B. Although the pre-

bid results are not entirely uniform, the results post-event date accurately reflect the 

aforementioned accounting performance ratios. Whilst bidders experience a tentative 

immediate improvement in post-merger failure performance, with the exception of 

Return on Equity (after extraordinary items), this is yet again counteracted by a decline 

over the cumulative three year period. This suggests that whilst bidders remain 

temporarily unaffected by the unsuccessful takeover, they experience a slight 

weakening of performance over the long-term.72 The Profit Margin cumulative period 

ratios exhibited in Panels I and J further reinforce this assertion. 

 

6.2.1.2 Unsuccessful Target Firms 

 

The Indirect Cash Flow/Sales ratio in Panel A of Table 6.2.1.2 depicts that targets tend 

to generally underperform in the pre-merger failure period and experience a substantial 

performance improvement in the two years following the failed takeover. However, 

any performance improvement subsequent to the unsuccessful takeover is vastly 

eradicated by a sharp fall in performance over the three year cumulative period. The 
                                                 
72 There are a vast number of potential explanations for this delayed performance deterioration. It could 
be the case that bidding firm management effectively manage earnings to avoid reporting reduced 
performance for the initial years following the failed takeover. Alternatively, it may be that the 
underlying impact of the failed transaction is not completely felt until a number of years post-takeover. 
Similarly, it is possible that other significant events impact on the bidding firms during the intervening 
period. It is also unknown what impact that the survivorship bias inherent within this sample has upon 
results. 
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trend exhibited here is also mirrored when performance is analysed in terms of 

Operating Cash Flow/Sales. Examination of Indirect Cash Flows/Assets provides a 

juxtaposing view and indicates that targets experience a consistent decline in 

performance over all of the event windows. Contrary to all of the above findings, the 

‘pure’ cash flow measure scaled by assets suggests targets endure a significant 

improvement in all post-merger failure periods. It seems, therefore, that over all 

performance measures targets generally maintain inconsistent or slightly poor 

performance in the lead up to the unsuccessful takeover and experience a marginal 

improvement in the post-merger period, however the extent and the duration of this 

improvement is highly dependent on the indicator of operating performance. 

 

The Return on Assets (before extraordinary items) and Return on Equity (before 

extraordinary items) reported in Panels E and G, respectively, further support the 

contention that unsuccessful targets generally improve subsequent to unsuccessful 

takeovers with both panels reporting a substantial improvement between post-merger 

failure years two and year three. This is particularly so for the results presented in Panel 

G, which bear immense resemblance to those reported for Operating Cash 

Flows/Assets. These results imply that following takeover threats unsuccessful targets 

augment their firm strategy and whilst experiencing temporary reductions in 

performance, potentially due to the costs associated with restructuring, exhibit superior 

performance over the long term. When extraordinary items are considered, however, 

the evidence suggests the contrary.73 

 

The Profit Margins in Panels I and J provide mixed support for the contention that 

targets improve in terms of operating performance subsequent to the unsuccessful 

takeover offer. Unsuccessful target pre-merger performance tends to be highly 

fluctuant, irrespective of the consideration of extraordinaries. However, examination of 

the ratios indicates that all prior year ratios are below and all subsequent year ratios are 

above the respective control ratios, suggesting an improvement in performance. 

Although, analogous to the direct and indirect cash flow measures that were scaled by 

                                                 
73 This would be expected if the restructuring costs were shown as extraordinary items. 
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sales, the performance improvement that occurs between year zero and year two is 

substantially countered by the reduction experienced during year three. Therefore, 

whilst targets may be temporarily coerced by the external governance mechanism of 

the takeover market to improve performance, the evidence presented in these panels 

indicates that targets fail to be proficient at maintaining this improvement. 

 

6.2.2 Supplementary Cumulative Period Abnormal Accounting Ratios 

 

6.2.2.1 Unsuccessful Bidding Firms 

 

The cumulative period Asset Turnover results for unsuccessful bidders, depicted in 

Panel K, exhibits an uncanny resemblance to what was expected for unsuccessful 

targets. As the decline in the ratios demonstrate, in the lead up to the takeover bid 

bidding firms become incrementally less effective at generating sales from their asset 

base. However, in response to the failed transaction bidders appear to transform and 

experience a dramatic resurgence in this accrual performance measure. 

 

As was the situation for the individual year accounting ratios, the Current Ratio for the 

cumulative periods demonstrate a significantly negative tendency for both of the early 

and late pre and post-merger failure periods. Sole consideration of this ratio suggests 

that unsuccessful bidders are illiquid for the years surrounding the takeover. However, 

excluding year plus three, the evidence presented in Panel M suggests that unsuccessful 

bidders progressively develop a superior ability to meet short-term debt obligations. 

Although, this financial development is short-lived as there is a momentous decline in 

the year three cumulative abnormal ratio. The transformation drastically counter-

balances the previous improvements and indicates that bidder financial viability 

appears to suffer over the longer term. Further, although notably skewed, the Common 

Earnings Leverage ratios abruptly increases in the pre-bid period (Panels N and O), 

however there is scant movement thereafter. The abovementioned evidence regarding 

the Operating Cash Flow ratio (Panel M) is confirmed with an examination of the 

Capital Structure Leverage ratio (Panel P). Over the duration of the pre-event period 
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this latter ratio gradually declines. In a similar manner to the Operating Cash Flow 

ratio, however, there is a distinct increase in this ratio in the two and three year 

cumulative periods post-merger failure. The culmination of this evidence again 

indicates that bidders are compelled to become more highly leveraged to compensate 

for their reduced operating cash flow. 

 

Contrary to the Financial Cash Flows/Assets ratio, which fails to exhibit any particular 

trend, the Investment Cash Flows/Assets ratio yields some confirming results. 

Reflecting the above fiscal situation, unsuccessful bidders exhibit an increase in scaled, 

cumulative investing cash flows until year plus two. After this date, bidders exhibit a 

conspicuous tendency to slow investment activity. This complements the previous 

findings and further indicates the existence of noteworthy financial transformations for 

unsuccessful bidding firms over the longer term. 

 

6.2.2.2 Unsuccessful Target Firms 

 
Panel K of Table 6.2.1.2 provides a breakdown of the alterations in the Asset Turnover 

ratio for unsuccessful target firms over the long-term. Consistent with the operating 

measures of performance, the ratios indicate that unsuccessful targets are in a superior 

position to generate sales from their total investment in assets over the two immediate 

years subsequent to takeover failure. However, similar to the previously discussed 

accounting ratios, there is a reduction in this ratio over the three year cumulative 

period, as well evidence of underperformance in the years prior to the takeover offer. 

 

Examination of the Current Ratio in Panel L indicates that targets progressively enrich 

their short-term solvency over the period. Whilst being staggered, the movement 

suggests that targets are improving the management of their cash flows. When 

considered in conjunction with the cumulative Operating Cash Flow ratios, detailed in 

Panel M, where there is consistent evidence of an improvement in financial stability, it 

appears that the threat of a takeover effectively prompts unsuccessful targets to become 

progressively more fiscally responsible. Alternatively, this ratio suggests that 
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unsuccessful targets transform to become more reliant on cash flows external to those 

relating to operations in order to meet short-term debt obligations. 

 

Even more so than the unsuccessful bidders, the Common Earnings Leverage ratios for 

unsuccessful targets fail to exhibit any variation. Analysis of the Capital Structure 

Leverage ratio, whilst appearing somewhat sporadic, again conforms to the conception 

that targets acquire additional debt capital in the years immediately following merger 

failure to finance potential restructuring and refocusing. The evidence presented in 

Panel Q for the two initial cumulative, post-takeover failure periods confirms this 

contention. Consistent with the existence of restructuring, Panel Q depicts an inflow of 

investing cash flows in the initial and second year post merger failure and an outflow of 

investing cash flows in cumulative period three. Finally, the evidence depicted in Panel 

R regarding the Financing Cash Flows/Assets ratio fails to exhibits any particular trend 

despite experiencing reasonable fluctuation early in the pre-merger period. 
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Table 6.2.1.1: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(Control Adjusted) 

 
Panel A: Indirect Cash Flow / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -1.407 10.136 -68.116 -0.108 0.005 0.131 6.590 
Pre - 2 53 -1.894 17.250 -120.693 -0.106 0.036 0.226 27.870 
Pre - 1 65 -1.863 20.674 -159.130 -0.141 0.042 0.176 40.928 

Post + 1 65 0.306 7.802 -27.701 -0.230 0.005 0.315 27.432 
Post + 2 53 2.865 9.080 -12.890 -0.100 0.014 0.222 34.796 
Post + 3 46 0.152 13.118 -74.654 -0.224 0.003 0.168 31.814 
 
Panel B: Indirect Cash Flow / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.145 0.551 -1.313 -0.120 0.047 0.267 2.101 
Pre - 2 53 0.130 0.466 -1.280 -0.083 0.055 0.240 1.243 
Pre - 1 65 0.037 0.264 -0.723 -0.087 0.013 0.100 0.825 

Post + 1 65 0.013 0.575 -1.053 -0.171 -0.002 0.180 3.112 
Post + 2 53 0.147 0.843 -1.766 -0.110 0.054 0.461 4.042 
Post + 3 46 0.157 1.116 -2.911 -0.295 0.020 0.574 4.932 
 
Panel C: Operating Cash Flows / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.256 3.343 -9.268 -0.132 -0.014 0.118 18.848 
Pre - 2 53 0.452 3.923 -10.388 -0.151 0.032 0.203 20.281 
Pre - 1 65 0.393 4.806 -11.683 -0.169 0.048 0.221 27.118 

Post + 1 65 1.205 6.116 -7.185 -0.090 0.050 0.198 38.440 
Post + 2 53 1.762 7.370 -8.539 -0.074 0.030 0.177 45.633 
Post + 3 46 0.920 4.126 -7.634 -0.095 0.006 0.167 22.879 
 
Panel D: Operating Cash Flow / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.205 0.511 -0.942 -0.104 0.125 0.360 2.240 
Pre - 2 53 0.168 0.423 -1.141 -0.067 0.092 0.326 1.359 
Pre - 1 65 0.048 0.269 -0.517 -0.075 0.026 0.140 0.806 

Post + 1 65 0.026 0.248 -0.578 -0.094 0.010 0.140 0.939 
Post + 2 53 0.163 0.502 -1.030 -0.065 0.051 0.234 2.481 
Post + 3 46 0.219 0.751 -1.848 -0.125 0.057 0.333 2.710 
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Table 6.2.1.1: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.226 0.722 -0.994 -0.079 0.040 0.329 3.829 
Pre - 2 53 0.125 0.434 -1.155 -0.044 0.044 0.257 1.579 
Pre - 1 65 0.043 0.247 -0.747 -0.038 0.012 0.106 0.924 

Post + 1 65 -0.012 0.547 -0.936 -0.103 0.006 0.137 3.296 
Post + 2 53 0.098 0.807 -1.687 -0.132 0.031 0.300 4.348 
Post + 3 46 0.079 1.107 -2.745 -0.208 0.006 0.479 5.385 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.170 0.674 -0.994 -0.088 0.031 0.205 3.829 
Pre - 2 53 0.122 0.435 -1.155 -0.044 0.034 0.258 1.579 
Pre - 1 65 0.041 0.247 -0.747 -0.038 0.008 0.106 0.924 

Post + 1 65 -0.012 0.547 -0.936 -0.103 0.006 0.137 3.296 
Post + 2 53 0.098 0.807 -1.687 -0.132 0.031 0.300 4.348 
Post + 3 46 0.078 1.107 -2.745 -0.208 0.006 0.479 5.385 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.519 1.676 -1.388 -0.061 0.092 0.634 10.620 
Pre - 2 53 0.406 1.554 -2.114 -0.042 0.073 0.520 10.696 
Pre - 1 65 0.056 0.472 -1.485 -0.070 0.029 0.160 1.516 

Post + 1 65 0.069 0.938 -1.784 -0.225 0.018 0.205 4.295 
Post + 2 53 6.944 48.138 -2.929 -0.142 0.140 0.566 350.614 
Post + 3 46 0.228 2.070 -4.304 -0.299 0.068 0.688 8.576 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.451 1.653 -1.388 -0.061 0.067 0.595 10.620 
Pre - 2 53 0.401 1.555 -2.114 -0.042 0.073 0.520 10.696 
Pre - 1 65 0.053 0.472 -1.485 -0.082 0.029 0.140 1.516 

Post + 1 65 0.069 0.938 -1.784 -0.225 0.020 0.205 4.295 
Post + 2 53 6.943 48.138 -2.929 -0.142 0.130 0.566 350.614 
Post + 3 46 0.227 2.070 -4.304 -0.299 0.068 0.688 8.576 
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Table 6.2.1.1: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -0.964 7.854 -52.052 -0.065 -0.008 0.147 6.776 
Pre - 2 53 -1.447 14.493 -99.590 -0.079 0.022 0.229 28.332 
Pre - 1 65 -1.193 15.347 -113.250 -0.143 0.017 0.162 42.078 

Post + 1 65 0.308 7.992 -27.855 -0.258 -0.006 0.185 29.452 
Post + 2 53 2.911 9.384 -14.327 -0.085 0.012 0.225 35.481 
Post + 3 46 0.169 13.658 -76.959 -0.284 -0.014 0.164 35.849 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -1.121 7.820 -52.052 -0.114 -0.011 0.101 6.776 
Pre - 2 53 -1.448 14.493 -99.590 -0.079 0.022 0.229 28.332 
Pre - 1 65 -1.194 15.347 -113.250 -0.143 0.015 0.162 42.078 

Post + 1 65 0.308 7.992 -27.855 -0.258 -0.006 0.185 29.452 
Post + 2 53 2.911 9.384 -14.327 -0.085 0.012 0.225 35.481 
Post + 3 46 0.169 13.658 -76.959 -0.284 -0.014 0.164 35.849 
 
Panel K: Asset Turnover 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.411 2.577 -8.420 -0.212 0.416 1.395 8.347 
Pre - 2 53 0.390 1.741 -4.768 -0.117 0.236 0.811 7.004 
Pre - 1 65 -0.039 1.248 -4.607 -0.208 0.015 0.315 2.970 

Post + 1 65 -0.109 1.017 -4.141 -0.397 -0.006 0.451 1.796 
Post + 2 53 0.229 1.194 -3.943 -0.267 0.056 0.940 2.697 
Post + 3 46 0.259 1.745 -4.594 -0.661 0.082 1.451 4.227 
 
Panel L: Current Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -1.408 5.146 -26.111 -1.244 -0.241 0.325 5.302 
Pre - 2 53 -4.267 16.494 -113.190 -2.356 -0.484 0.356 6.464 
Pre - 1 65 -1.354 18.188 -105.086 -1.626 -0.026 1.063 49.419 

Post + 1 65 -1.048 4.715 -21.441 -1.127 0.116 0.524 11.367 
Post + 2 53 -1.542 5.861 -25.264 -0.934 -0.101 0.254 6.911 
Post + 3 46 -0.964 5.221 -32.352 -0.945 -0.174 0.250 7.711 
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Table 6.2.1.1: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.799 3.287 -1.683 -0.242 0.001 0.584 19.945 
Pre - 2 53 1.201 4.144 -3.423 -0.236 0.087 0.656 24.984 
Pre - 1 65 0.092 5.276 -22.767 -0.320 0.065 0.515 21.097 

Post + 1 65 1.198 5.043 -2.836 -0.509 0.077 1.021 30.712 
Post + 2 53 1.027 3.324 -2.121 -0.246 0.135 0.816 14.864 
Post + 3 46 0.504 2.079 -1.963 -0.292 -0.014 0.646 10.577 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -0.152 0.380 -2.099 -0.169 -0.053 0.035 0.173 
Pre - 2 53 -0.145 0.419 -2.562 -0.145 -0.035 0.015 0.171 
Pre - 1 65 0.172 1.272 -3.587 -0.116 -0.004 0.060 5.334 

Post + 1 65 0.138 0.849 -1.969 -0.162 -0.001 0.124 3.261 
Post + 2 53 -0.603 2.455 -10.177 -0.190 -0.002 0.157 2.226 
Post + 3 46 -0.348 1.518 -9.650 -0.230 -0.003 0.087 1.048 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -0.149 0.382 -2.099 -0.164 -0.034 0.035 0.176 
Pre - 2 53 -0.150 0.422 -2.562 -0.145 -0.036 0.010 0.171 
Pre - 1 65 0.166 1.277 -3.587 -0.116 -0.004 0.060 5.334 

Post + 1 65 0.138 0.849 -1.969 -0.162 -0.001 0.124 3.261 
Post + 2 53 -0.603 2.455 -10.177 -0.190 -0.002 0.157 2.226 
Post + 3 46 -0.348 1.518 -9.650 -0.230 -0.003 0.087 1.048 
 
Panel P: Capital Structure Leverage 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.387 1.676 -1.755 -0.097 0.295 0.493 10.524 
Pre - 2 53 0.339 1.593 -1.973 -0.066 0.248 0.454 10.524 
Pre - 1 65 -0.114 1.356 -8.504 -0.558 0.157 0.470 2.263 

Post + 1 65 -0.408 1.779 -11.331 -0.673 -0.044 0.395 1.568 
Post + 2 53 -4.762 32.751 -238.425 -0.437 0.054 0.622 1.582 
Post + 3 46 -0.327 2.000 -8.709 -0.442 0.117 0.656 1.718 
 



 

 

 
114 

 
 

Table 6.2.1.1: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 -0.276 0.680 -3.833 -0.347 -0.181 0.035 0.520 
Pre - 2 53 -0.161 0.406 -1.525 -0.389 -0.062 0.087 0.691 
Pre - 1 65 -0.089 0.244 -0.872 -0.244 -0.038 0.052 0.547 

Post + 1 65 -0.043 0.209 -0.834 -0.121 -0.017 0.072 0.632 
Post + 2 53 -0.112 0.327 -0.963 -0.283 -0.094 0.085 0.690 
Post + 3 46 -0.125 0.440 -1.048 -0.391 -0.108 0.115 0.956 
 
Panel R: Financing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 46 0.053 0.581 -2.084 -0.173 0.108 0.263 1.769 
Pre - 2 53 0.041 0.651 -1.016 -0.312 -0.008 0.194 2.626 
Pre - 1 65 0.113 0.403 -0.628 -0.166 0.012 0.290 1.168 

Post + 1 65 0.017 0.286 -0.861 -0.140 0.033 0.140 0.651 
Post + 2 53 -0.001 0.512 -1.256 -0.268 -0.034 0.329 1.107 
Post + 3 46 -0.018 0.649 -1.900 -0.390 0.007 0.346 1.925 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
unsuccessful bidding firms over the periods one, two and three years pre- and post-merger failure. The 
method of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating the ratios over 
multiple periods is specified in section 4.1.1 ‘Accounting Performance’. The control adjusted ratios are 
computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. 
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Table 6.2.1.2: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(Control Adjusted) 

 
Panel A: Indirect Cash Flow / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -1.259 8.602 -37.560 -2.750 -0.047 0.507 19.683 
Pre - 2 62 0.469 19.187 -54.808 -1.607 -0.089 0.326 110.692 
Pre - 1 68 -2.340 25.563 -108.862 -1.381 -0.027 0.506 87.299 

Post + 1 68 -3.276 45.315 -239.321 -0.466 0.026 1.020 102.782 
Post + 2 62 -13.450 74.192 -274.424 -0.235 0.110 1.851 181.582 
Post + 3 52 -7.227 41.419 -217.694 -0.793 0.048 1.975 106.168 
 
Panel B: Indirect Cash Flow / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.148 0.915 -1.711 -0.306 0.057 0.497 3.674 
Pre - 2 62 0.074 0.823 -1.733 -0.289 0.018 0.440 3.828 
Pre - 1 68 0.028 0.449 -1.465 -0.098 0.027 0.192 1.171 

Post + 1 68 0.026 0.424 -1.766 -0.102 0.019 0.243 1.003 
Post + 2 62 0.000 1.156 -3.319 -0.341 0.017 0.546 2.258 
Post + 3 52 0.074 1.447 -3.812 -0.461 -0.013 0.638 5.704 
 
Panel C: Operating Cash Flows / Sales 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -0.642 5.723 -14.308 -2.258 -0.028 0.322 15.547 
Pre - 2 62 0.551 8.643 -15.085 -1.159 -0.033 0.485 39.955 
Pre - 1 68 -0.021 9.115 -23.462 -1.475 0.006 0.709 42.951 

Post + 1 68 0.044 35.428 -212.012 -0.662 0.045 0.760 151.768 
Post + 2 62 3.472 29.889 -55.063 -0.312 0.112 1.001 213.158 
Post + 3 52 0.151 12.441 -45.418 -0.641 0.034 0.617 59.975 
 
Panel D: Operating Cash Flow / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.181 0.742 -1.087 -0.253 0.022 0.573 3.539 
Pre - 2 62 0.084 0.564 -1.146 -0.196 0.008 0.418 1.652 
Pre - 1 68 0.043 0.364 -0.941 -0.107 0.034 0.182 1.445 

Post + 1 68 0.067 0.330 -0.634 -0.079 0.018 0.191 1.150 
Post + 2 62 0.160 0.549 -1.349 -0.133 0.063 0.352 1.962 
Post + 3 52 0.217 0.784 -1.949 -0.276 0.115 0.559 2.696 
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Table 6.2.1.2: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.899 5.544 -1.648 -0.253 0.056 0.445 39.634 
Pre - 2 62 0.073 0.820 -1.809 -0.242 0.021 0.344 3.887 
Pre - 1 68 0.020 0.462 -1.691 -0.078 0.022 0.152 1.209 

Post + 1 68 -0.033 0.413 -1.694 -0.112 0.017 0.178 0.698 
Post + 2 62 -0.118 1.167 -3.199 -0.350 -0.013 0.336 2.277 
Post + 3 52 0.007 1.455 -3.752 -0.591 0.028 0.522 6.194 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.910 5.572 -1.648 -0.203 0.062 0.445 39.849 
Pre - 2 62 0.077 0.822 -1.809 -0.228 0.034 0.344 3.887 
Pre - 1 68 0.021 0.467 -1.691 -0.086 0.023 0.141 1.209 

Post + 1 68 -0.036 0.411 -1.694 -0.112 0.018 0.171 0.698 
Post + 2 62 -0.122 1.165 -3.199 -0.350 -0.013 0.336 2.277 
Post + 3 52 -0.020 1.466 -3.752 -0.711 -0.003 0.503 6.194 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 1.878 12.778 -2.320 -0.422 0.010 0.613 91.775 
Pre - 2 62 -0.332 3.263 -23.873 -0.599 -0.016 0.481 5.469 
Pre - 1 68 0.049 1.397 -5.872 -0.259 -0.002 0.213 6.676 

Post + 1 68 -0.277 1.407 -9.463 -0.272 -0.030 0.253 1.067 
Post + 2 62 -14.409 123.294 -968.505 -0.387 0.049 1.152 37.532 
Post + 3 52 -119.499 894.577 -6443.253 -0.871 0.102 1.877 200.804 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 1.897 12.867 -2.320 -0.462 0.010 0.613 92.434 
Pre - 2 62 -0.400 3.738 -27.844 -0.511 -0.009 0.448 5.469 
Pre - 1 68 0.009 1.541 -7.861 -0.259 0.005 0.212 6.676 

Post + 1 68 -0.276 1.405 -9.463 -0.272 -0.035 0.253 1.067 
Post + 2 62 -14.411 123.294 -968.505 -0.387 0.049 1.043 37.532 
Post + 3 52 -119.841 894.532 -6443.253 -1.061 -0.005 1.728 200.804 
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Table 6.2.1.2: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -1.175 8.929 -37.614 -2.792 -0.026 0.708 20.121 
Pre - 2 62 0.475 19.572 -54.858 -1.513 -0.041 0.274 112.162 
Pre - 1 68 -2.571 26.649 -113.736 -1.465 -0.008 0.508 90.162 

Post + 1 68 -5.501 47.498 -243.279 -0.674 0.036 1.298 106.606 
Post + 2 62 -14.348 77.112 -287.752 -0.371 0.093 1.825 188.568 
Post + 3 52 -7.843 42.724 -222.071 -0.857 0.050 1.559 107.281 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -1.123 8.927 -37.614 -2.259 -0.015 0.708 20.121 
Pre - 2 62 0.552 19.560 -54.858 -1.497 -0.040 0.274 112.162 
Pre - 1 68 -2.563 26.650 -113.736 -1.465 -0.005 0.508 90.162 

Post + 1 68 -5.504 47.498 -243.279 -0.674 0.036 1.298 106.606 
Post + 2 62 -14.427 77.094 -287.752 -0.371 0.088 1.693 188.568 
Post + 3 52 -7.860 42.720 -222.071 -0.857 0.028 1.559 107.281 
 
Panel K: Asset Turnover 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -0.248 2.602 -9.425 -0.873 -0.011 0.661 7.477 
Pre - 2 62 -0.056 1.636 -4.370 -0.406 -0.015 0.792 4.600 
Pre - 1 68 0.001 0.822 -2.483 -0.209 0.015 0.431 2.162 

Post + 1 68 0.092 0.864 -2.492 -0.142 0.025 0.709 1.992 
Post + 2 62 0.074 1.689 -4.987 -0.468 0.056 0.979 4.571 
Post + 3 52 0.117 2.414 -5.943 -0.901 0.044 1.493 5.809 
 
Panel L: Current Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -1.245 6.927 -21.180 -4.009 -0.417 1.094 20.589 
Pre - 2 62 -1.163 7.404 -32.694 -2.002 -0.174 1.218 23.508 
Pre - 1 68 -3.303 19.672 -95.938 -2.908 -0.268 1.258 45.782 

Post + 1 68 -6.063 50.230 -336.638 -1.501 -0.139 0.823 132.371 
Post + 2 62 -7.857 39.359 -279.914 -2.174 -0.243 1.142 56.185 
Post + 3 52 -5.541 22.717 -112.405 -1.101 -0.093 1.033 26.973 
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Table 6.2.1.2: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.353 5.771 -13.299 -0.700 0.105 1.178 29.050 
Pre - 2 62 0.466 6.031 -13.595 -0.990 0.102 1.218 34.131 
Pre - 1 68 2.034 13.056 -14.527 -1.024 0.107 2.095 90.147 

Post + 1 68 1.404 7.327 -11.127 -0.464 0.202 0.914 44.763 
Post + 2 62 0.945 4.341 -6.436 -0.423 0.228 0.934 25.474 
Post + 3 52 0.504 2.308 -6.036 -0.370 0.280 0.993 4.448 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -0.071 0.948 -3.396 -0.062 -0.001 0.080 4.605 
Pre - 2 62 0.156 1.012 -1.845 -0.049 0.002 0.100 7.123 
Pre - 1 68 0.025 0.524 -3.386 -0.042 0.000 0.106 1.508 

Post + 1 68 -0.184 1.082 -5.309 -0.214 -0.001 0.020 4.110 
Post + 2 62 -0.088 0.847 -5.556 -0.113 0.000 0.081 2.044 
Post + 3 52 -0.202 1.268 -6.016 -0.174 0.000 0.113 2.932 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.018 0.925 -3.635 -0.041 0.001 0.092 4.605 
Pre - 2 62 0.103 0.553 -1.845 -0.034 0.003 0.102 2.095 
Pre - 1 68 -0.012 0.556 -3.386 -0.047 0.000 0.106 1.508 

Post + 1 68 -0.183 1.082 -5.309 -0.214 -0.001 0.020 4.110 
Post + 2 62 -0.087 0.846 -5.556 -0.110 0.000 0.081 2.044 
Post + 3 52 -0.201 1.268 -6.016 -0.174 0.000 0.113 2.932 
 
Panel P: Capital Structure Leverage 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.095 1.464 -5.115 -0.315 0.102 0.553 3.091 
Pre - 2 62 0.411 3.760 -4.542 -0.422 0.007 0.473 27.562 
Pre - 1 68 8.537 69.122 -4.525 -0.524 0.019 0.710 569.902 

Post + 1 68 0.602 3.034 -2.981 -0.654 0.041 0.833 16.467 
Post + 2 62 5.773 54.054 -45.526 -0.654 0.111 0.569 421.881 
Post + 3 52 -35.640 240.153 -1731.049 -0.883 0.008 0.432 3.009 
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Table 6.2.1.2: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(Control Adjusted) (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 0.013 0.845 -1.324 -0.483 -0.036 0.426 3.712 
Pre - 2 62 0.010 0.735 -1.064 -0.343 0.012 0.210 4.148 
Pre - 1 68 -0.023 0.370 -0.750 -0.187 -0.034 0.118 1.938 

Post + 1 68 -0.020 0.289 -0.811 -0.109 0.002 0.137 0.800 
Post + 2 62 0.047 0.787 -1.181 -0.180 0.037 0.198 5.241 
Post + 3 52 0.083 0.895 -1.095 -0.294 -0.034 0.334 5.255 
 
Panel R: Financing Cash Flows / Assets 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 52 -0.181 1.083 -4.582 -0.571 -0.159 0.322 1.968 
Pre - 2 62 -0.024 0.915 -4.067 -0.415 0.029 0.482 2.249 
Pre - 1 68 -0.027 0.641 -1.891 -0.238 -0.006 0.170 2.285 

Post + 1 68 -0.047 0.373 -1.263 -0.222 0.001 0.142 0.754 
Post + 2 62 -0.107 0.618 -1.624 -0.371 -0.024 0.253 1.023 
Post + 3 52 -0.111 0.921 -2.361 -0.499 -0.081 0.420 1.917 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
unsuccessful target firms over the periods one, two and three years pre- and post-merger failure. The method 
of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating the ratios over multiple 
periods is specified in section 4.1.1 ‘Accounting Performance’. The control adjusted ratios are computed by 
subtracting the ratio of the control firm from the corresponding sample firm ratio. 
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6.2.3 Long-Term ‘Buy and Hold’ Share Market Performance 

 

The results for the long-term, control adjusted ‘buy and hold’ abnormal returns are 

presented in Table 6.2.3.1 and constitute a key means for understanding the movements 

in sample firm stock returns surrounding announcement date.74 The results of these 

tables are secondary, however, to the regression analyses where statistically supported 

inferences can be drawn. Examination of the abnormal returns obtained by the 

unsuccessful bidding and target firms reveals immense consistency with the control 

adjusted, cumulative period accounting ratios. The evidence reported in Panel A 

indicates that unsuccessful bidding firms endure an improvement in abnormal returns 

in the pre-bid period. Importantly, this finding mirrors the results of the preceding 

successful merger literature where successful bidding firms are reported to experience 

substantial improvements in stock price performance in the pre-offer period (see, for 

example, Brown and da Silva Rosa, 1998). Panel A also indicates that unsuccessful 

bidding firms endure a substantial decline in returns in the initial period post bid 

failure, consistent with the cumulative period Operating Cash Flow/Assets ratio (Table 

6.2.1.1: Panel D), followed by an improvement in the second cumulative period. In 

addition, further reflecting the cumulative period accounting ratios, this performance 

improvement is substantially counterbalanced over the third ‘buy and hold’ period as 

abnormal returns exhibit a reasonable decline. The accumulation of these findings 

indicate that whilst unsuccessful bidders experience improvements in ‘buy and hold’ 

returns in the pre-bid period, the market perceives the failed transaction with immense 

negativity and punishes bidding firms accordingly. Whilst bidders appear to respond to 

this decline with an improvement in returns, analogous to the cumulative period ratios, 

the evidence suggests that this performance could potentially be transitory.  

 

When the above results are considered in conjunction with those achieved by the 

unsuccessful targets, it appears that the market incorporates with reasonable accurately 

all publicly available information. Panel B of Table 6.2.3.1 indicates that whilst 

                                                 
74 The methodology employed to calculate both the control and non-control adjusted ‘buy and hold’ 
abnormal returns is specified in Chapter Four (section 4.1.2 ‘Share Market Performance’). 
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unsuccessful targets firms experience reasonable improvements in the pre-offer period, 

substantial abnormal ‘buy and hold’ returns are experienced post-merger failure. In 

particular, these improvements closely resemble the findings for the cumulative period 

Operating Cash Flow/Assets ratio (Table 6.2.1.2: Panel D). Slight inconsistencies 

become evident, however, when the substantial decline in the Operating Cash 

Flow/Sales ratio over the third cumulative period fails to be reflected by the stock 

returns. This difference exposes the complications associated with deflator choice and 

the integral importance of research design. 

 

Table 6.2.3.1: Unsuccessful Bidding and Target Firm Long-Run ‘Buy and Hold’ 
Returns (Control Adjusted) 

 
Panel A: Unsuccessful Bidding Firms 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 48 -46.682 184.313 -877.784 -48.340 -14.558 11.029 513.265 
Pre - 2 51 -27.612 124.727 -646.666 -58.384 -6.678 26.255 144.266 
Pre - 1 58 -20.514 110.600 -635.820 -28.328 2.111 22.164 163.459 

Post + 1 65 -6.517 143.930 -583.549 -40.782 -9.898 41.470 790.736 
Post + 2 55 21.902 153.825 -309.699 -33.784 4.388 53.610 865.497 
Post + 3 50 -0.194 157.436 -444.074 -66.937 0.542 41.513 625.513 
 
Panel B: Unsuccessful Target Firms 
 

Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 86 -51.799 256.560 -1469.875 -58.940 -7.314 28.579 459.340 
Pre - 2 102 -50.081 315.452 -2935.703 -44.104 -6.255 29.589 588.013 
Pre - 1 111 -28.075 153.092 -1367.302 -35.433 -2.314 28.889 193.061 

Post + 1 68 14.924 72.426 -164.280 -23.829 8.420 54.165 236.537 
Post + 2 60 34.695 162.825 -411.527 -38.929 11.361 65.611 946.802 
Post + 3 53 46.734 168.431 -379.079 -33.304 15.514 97.054 678.245 
 

This table reports the long-run, control adjusted, ‘buy and hold’ abnormal returns, pre- and post-merger 
failure, for unsuccessful bidding and target firms. The method of computing the ‘buy and hold’ abnormal 
returns is specified in section 4.1.2 ‘Share Market Performance’.  The control adjusted ‘buy and hold’ 
abnormal returns are computed by subtracting the control firm ‘buy and hold’ abnormal return from the 
corresponding sample firm ‘buy and hold’ abnormal return over the relevant period of interest. The pre-
takeover failure event windows are computed from 6 months before event date, whilst the post-takeover 
failure event windows are calculated from 6 months after event date. Pre -1 represents the return from [-18, -
6] months; Pre -2 from [-30, -6] months; and Pre -3 from [-42, -6] months. Similarly, Post +1 is from [+6, 
+18] months; Post +2 from [+6, +30] months; and Post +3 from [+6, +42] months. ‘Buy and hold’ abnormal 
returns are reported as percentages. 
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6.3 Regression Results 

 

This section depicts the results of the regressions conducted to facilitate the evaluation 

of the six hypotheses specified in Chapter Three. Tables 6.3.1 to 6.3.3 detail the 

findings for the unsuccessful bidding firms for each of the three cumulative periods, 

whilst Tables 6.3.4 to 6.3.6 present the respective results for the unsuccessful target 

firms. For the purpose of analysis, each regression is scrutinised individually with due 

consideration being given to the length of the event window and variety of performance 

measures. 

 

6.3.1 Unsuccessful Bidding Firms 

 

6.3.1.1 Post-Takeover Failure Transformations in Performance 

 

As detailed in Chapter Four, regression equation (1) shall be employed to evaluate 

hypothesis 1(a), where it is purported that unsuccessful bidders deteriorate in terms of 

operating performance in the post-merger failure period. Integrating the research 

approach of Healy, Palepu and Ruback (1992), any correlation between pre and post-

merger failure performance should be captured by the coefficient IAOPi
(pre). Any 

improvement or deterioration in post-merger performance, however, shall be evident in 

the movement of intercept values. Under this methodology, a positive intercept value 

indicates an improvement in post-merger failure performance whilst a negative 

intercept suggests a worsening of performance. The regression results utilised to 

examine hypothesis 1(a) are presented in Panel A of Tables 6.3.1 to 6.3.3. 

 

Contrary to prediction for the unsuccessful bidding firms, the evidence suggests that 

bidders experience a significant improvement in terms of post-takeover failure 

performance.75 Although the intercept for ICF/Assets fails to report any significant 

results over the three time periods, the alternative direct and indirect cash flow 

                                                 
75 The evidence also indicates that the pre and post-merger failure indirect and direct cash flows are 
significantly related. 
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indicators present both promising and significant results. The OCF/Sales intercepts for 

both the one and two year periods are significantly positive (the two year cumulative 

period intercept is significant at the 5% level). When considered relative to the 

intercepts for the alternate performance measures, these intercepts are also of 

noteworthy magnitude. Reflecting the findings presented in the individual year and 

cumulative period abnormal accounting ratios, the third year cumulative results 

demonstrate that the positive ICF/Sales intercept no longer obtains significance. 

However, whilst the OCF/Sales intercept suffers a reduction in significance, it remains 

significantly positive. This verifies the assertion specified earlier in the results section 

that whilst the post-merger failure performance of unsuccessful bidders improves 

considerably in the short-term, it falls short of persisting over the entire three year 

event window. What is also intriguing is that whilst the indirect and ‘pure’ measures of 

cash flows scaled by sales report positive and significant results, the integration of the 

deflator of assets results in the aforementioned performance measures experiencing an 

insignificant and miniscule improvement. Again, this confirms the fundamental 

importance of research design and the sensitivity of results to those designs. 

 

In terms of the accrual performance measures, no significant results are reported for the 

initial period, with ROA and ROE reporting negative and positive coefficients, 

respectively. No variation is also exhibited between the inclusion and exclusion of 

extraordinary items. This trend persists for the two other event periods, although the 

ROA intercept does change sign for the two year event period. PM (before and after 

extraordinary items) represents the only accrual performance measure to obtain any 

significance, reporting positive values at the 5% level in period two. Similarly, ‘buy 

and hold’ abnormal returns also derive a significantly positive coefficient estimate in 

the cumulative period two. However, as was the case for the cash flow measures the 

improvements experienced by the two latter performance measures subside to an 

insignificant level for period three. In summation and divergent to hypothesis 1(a), the 

evidence indicates that unsuccessful bidders do not appear to be harmed by the failed 

merger. On the contrary, the results imply that unsuccessful bidders experience a 
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noteworthy improvement in operating cash flows (when scaled by sales), profit margins 

and ‘buy and hold’ abnormal returns. 

 

6.3.1.2 Method of Financing 

 

Panel B of Tables 6.3.1 to 6.3.3 report the results for the empirical testing of H2(a). 

Under this hypothesis a positive coefficient for the variable ‘CASH’ is predicted. With 

the exception of OCF/Sales, however, no performance measure derives a significant 

coefficient for ‘CASH’ over any of the examined event windows. Although not 

obtaining significance in the initial year post-merger failure, ‘CASH’ is significant 

(5%), however, and negatively related to post-merger OCF/Sales for the extended event 

periods. In opposition to hypothesis 2(a) this suggests that the cash method of financing 

has a detrimental impact on post-merger failure operating cash flows (at least when 

scaled by sales). This is a particularly interesting result given that many successful 

merger academic studies investigating the method of payment have found a positive 

and statistically significant relationship between post-merger operating performance 

and cash financing.76 The evidence presented here suggests that signalling theory fails 

to be applicable in the unsuccessful takeover context. Given that it is anticipated that 

targets which possess greater prospects and represent a potentially valuable acquisition 

are offered cash as a means of payment, a plausible explanation for this finding is that 

those unsuccessful bidders that offer cash effectively miss out on more valuable 

resources, relative to those that offer equity, and suffer as a result. 

 

The inclusion of the ‘CASH’ variable within the regression equation also results in 

greater evidence against hypothesis 1(a). The intercepts for OCF/Sales and OCF/Assets 

are significantly positive for the second cumulative period, and for OCF/Sales this 

significance continues into the third period. This evidence suggests that unsuccessful 

bidders improve in terms of ‘pure’ cash flows in the post-merger failure period after 

controlling for the method of payment. All other intercepts lack significance. 

                                                 
76 Some of these studies include Linn and Switzer (2001), Ghosh (2001) and Megginson, Morgan and 
Nail (2004). 



 

 

 
125 

 
 

Examination of the non-direct cash flow performance variables for the initial period, 

including the accrual indicators and ‘buy and hold’ abnormal returns, suggests that the 

method of financing has a uniform, positive impact on post-merger performance. 

Although as previously specified, all of these measures are insignificant. Interestingly, 

this trend rapidly disappears for the ensuing periods with the all of the coefficient signs, 

excluding ‘buy and hold’ abnormal returns, inversing in value. With the exception of 

PM, irrespective of extraordinary items, this change in sign persists into the third 

period.  

 

6.3.1.3 Industry Relatedness 

 

The regression results reported in Panel C of Tables 6.3.1 to 6.3.3 represent the 

findings of the testing of hypothesis 3(a), with the coefficient of ‘INDUSTRY’ 

expected to be negative. Analysis of the OCF/Sales performance measure in Table 

6.3.1: Panel C indicates, contrary to the hypothesis prediction, that if there was a degree 

of industry overlap between the parties to the unsuccessful takeover, unsuccessful 

bidding firms experience immediate and significant superior post-merger failure 

performance in terms of ‘pure’ cash flows. The results of OCF/Assets echo this 

assertion, however neither the magnitude of the coefficient nor the significance of this 

measure is as substantial as it is for the OCF/Sales performance indicator. Whilst the 

accrual measures of performance also reflect this conclusion, they fail to be significant. 

 

Despite preliminary evidence of industry overlap being found to have an impact on 

post-merger failure performance, the association does not persist over the two and three 

year event windows. Whilst OCF/Sales exhibits a positive and significant (10%) 

relationship with post-merger failure performance in the two year cumulative period, 

no other performance measure exhibits similar significance over the two or three year 

periods. This lack of significance over the longer term event windows is complemented 

by inconsistencies within the accruals measures with ROA maintaining negative 
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coefficients, ROE exhibiting positive coefficients and PM depicting a mixture of 

positive and negative coefficients.77  

 

To add to the limited evidence in opposition to the hypothesis 3(a), there is also a lack 

of evidence pertaining to hypothesis (1a) after controlling for industry relatedness. The 

only intercept to derive any form of statistical significance was OCF/Assets in the 

single year cumulative period. The reported value is slightly negative and only provides 

very weak support for 1(a) given that the significance level is limited to 10%.78  

 

6.3.1.4 Hostile Bids 

 

Panel D of Tables 6.3.1 to 6.3.3 details the findings for the testing of hypothesis 4(a). 

Under this hypothesis the variable ‘HOSTILE’ is envisaged to report positive values, 

however the opposite is found for each and every variable over all three analysed 

periods. Whilst the ‘pure’ cash flow measures unique to this thesis do not report 

significant values, ICF/Sales, PM (both before and after extraordinary items) and ‘buy 

and hold’ abnormal returns obtain statistical significance at the 10% level. The 

magnitude of these coefficients is also quite sizeable, with each performance measure 

recording a value smaller than 3.5. However, the accounting performance measure 

results must be taken with a degree with caution as all of these variables are scaled by 

sales revenue and thus the findings may be potentially attributable to deflator 

complications rather than an actual deterioration in pre-depreciation profit or operating 

profit after tax.  

 

Despite no significant findings being reported over the two year cumulative period, the 

aforementioned concern regarding the sales deflator is slightly alleviated when the 

three year results are examined. Again, no significant results are reported for either of 

                                                 
77 The elimination of subsequently taken over targets immensely augments the results presented here. 
Both OCF/Assets and OCF/Sales yield significantly positive (5%) results over the three year cumulative 
period. OCF/Sales also reports significant results (10%) for the two year cumulative period. 
78 Similar to the method of payment regression results, it is also relevant to recognise that the correlation 
between pre and post-merger performance is significant and positive over a number of cash flow and 
accrual performance measures. 
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the direct or indirect cash flow measures. However, both of the ROE performance 

measures are significantly negative, albeit at the 10% level. These results provide 

support for findings derived over the shorter event period, however not for hypothesis 

4(a). Notwithstanding the evidence that is reported to be significant, scepticism must be 

applied in asserting that the hostility of the takeover bid impacts on the post-merger 

performance of unsuccessful bidders because the before and after performance measure 

correlation does not exceed the 10% level of significance. 

 

Examination of the intercepts reveals further evidence contrary to hypothesis 1(a) that 

bidders deteriorate in the post-takeover failure period. The intercept for OCF/Sales is 

consistently positive and significant over the three cumulative event windows. In 

contrast, the ICF/Sales performance measure intercept derives significance in the initial 

period, which subsequently increases in the second event period, but subsides in the 

third. Similarly, Panel D of Table 6.3.2 reveals that unsuccessful bidding firm profit 

margins appear to improve dramatically over the first two cumulative periods, but not 

over the final event window. Whilst there is only tentative evidence of offer hostility 

impacting upon results, there is greater scattered evidence in opposition to hypothesis 

1(a) after controlling for the hostility of takeover offer. Again, this evidence should be 

taken with caution. All of the significant performance measures that oppose hypothesis 

1(a), with the exception of the significant ROE in cumulative period three, are scaled 

by sales. 

 

6.3.1.5 Growth-Resource Imbalance 

 
Panel E of Tables 6.3.1 to 6.3.3 reports the results for the empirical testing of 

hypothesis 5(a). Under this hypothesis the coefficient estimates ‘GROWTH’ and 

‘RESOURCE’ are predicted to be both negative in value. Irrespective of the 

performance measure, neither of these variables is statistically significant in the initial 

two cumulative periods. In the three year cumulative period the ‘RESOURCE’ 

coefficient estimate for OCF/Assets is significantly positive (5%), contrary to 

hypothesis 5(a). This implies that a resource imbalance between the failed takeover 
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parties has a noteworthy positive impact on unsuccessful bidding firm operating cash 

flows. The remaining accounting performance measure coefficient estimates are all 

positive over the three year period, with the exception of ROE (before and after 

extraordinary items), and although not significant suggest that a positive relation does 

exist over the long-term. 

 

Examination of the one year cumulative results provides a different perspective. Direct 

and indirect cash flow measures scaled by assets, as well as ROA and ROE report 

negative values. This result suggests that nature of the association between 

performance and the resource-imbalance inverses over time. The lack of persistent 

significance attached to the coefficients, however, ensures that a reliable relationship 

between unsuccessful bidding firms and ‘RESOURCE’ can not be supported. 

 

As previously specified, the ‘GROWTH’ variable does not to derive significance over 

the two initial cumulative periods, nor does it obtain significance in the third. Although 

reporting predominantly positive values over every event window, as was the case for 

the ‘RESOURCE’ variable, the evidence suggests that a ‘GROWTH’ imbalance 

between failed merger targets and bidders fails to have any bearing on the post-merger 

performance of unsuccessful bidding firms.79 

 

6.3.1.6 Corporate Governance 

 

The regression results reported in Panel F of Tables 6.3.1 to 6.3.3 correspond to the 

testing of hypothesis 6(a), with the coefficients ‘SEP_MGT’ and ‘OUTSIDER’ being 

expected to be of positive value. Examination of the one year cumulative results 

suggests that the number of non-executives on the board is both significant and 

positively related with a variety of performance variables. Both of the ROE 

performance measures yield the strongest results, reporting a significance value of 1%. 

                                                 
79 Again, the results for the regressions pertaining to the truly independent targets essentially replicate 
those described above. The only inconsistency in these results was that the OCF/Assets coefficient for 
‘GROWTH’ obtained significance in the initial cumulative period, although this was only at the 10% 
level. 
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OCF/Assets and ICF/Assets also report positive values, although the magnitude of their 

coefficients and the significance of these measures are not as extensive as for ROE 

(before and after extraordinary items). 

 

Examination of the lengthier cumulative periods, however, reveals that the results 

obtained for the initial cumulative period do not persist over the long-term. Whilst the 

ICF/Assets measure reports a positive coefficient estimate, it is barely significant and 

represents the only accounting performance indicator to provide a significant result 

over the two and three year cumulative periods. Inconsistencies within the findings 

become evident, however, when the coefficient estimates for ‘buy and hold’ returns are 

reviewed in cumulative period two. The results reported here directly contradict those 

derived by ICF/Assets. Therefore, whilst the other performance coefficient estimates 

for the lengthier event windows are more frequently positive than negative, the lack of 

significance and the contradiction between the results that report significance ensures 

that a long-term association with ‘OUTSIDER’ is not dependable, despite the existence 

of a very significant short term relation. 

 

The results for the corporate governance variable ‘SEP_MGT’ are less conclusive than 

those for ‘OUTSIDER’. Whilst ICF/Sales and PM (both without and without 

extraordinaries) are both positive and significant at the 5% level, the OCF/Sales 

performance measure reports a negative value which is also significant, although less 

so than the two aforementioned measures. This suggests that operating profit before 

interest and tax is positively associated with an independent board, whilst ‘pure’ cash 

flows are negatively related. Despite these conflicting results, and given that the three 

positive coefficient estimates are of greater significance than the OCF/Sales coefficient 

estimate, it is posited that a positive relation does exist. However, future clarification of 

this result is warranted. 

 

Similar to the results for ‘OUTSIDER’, the significance obtained for the ‘SEP_MGT’ 

variable in the one year cumulative period fails to persevere over the two lengthier 

event windows. To add to the contradictory results obtained for cumulative period one, 
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the only other significant performance measure is OCF/Sales (10%) which again 

reports a negative value. Given the lack of significance obtained by the other 

performance measures, it is clear that the lack of CEO/Chair duality fails to 

consistently impact on the long-term operating performance of unsuccessful bidders. 

Although it does appear that maintaining a board which has a majority of non-

executives does have an immediate positive bearing on the post-merger failure 

performance of unsuccessful bidding firms. 

 

6.3.1.7 Combined Model 

 
The final statistical analysis conducted in this study involves regressing all of the 

hypothesised explanatory variables simultaneously in order to establish which 

variables, if any, obtain explanatory power when considered in a cumulative manner. 

The results of these regressions are presented in Panel G of Tables 6.3.1 to 6.3.3.  

 

The findings for the combined regression essentially reinforce the results previously 

detailed with a number of explanatory numbers yielding significance. Whilst the 

intercepts for cumulative period one are negative and significant at the 5% level for 

ICF/Sales and both PM performance measures, analysis of the second and third year 

cumulative periods suggests that bidders experience a significant improvement in 

operating cash flows, at least when scaled by sales. This result confirms those reported 

in section 6.3.1.1 ‘Post-Takeover Failure Transformations in Performance’ where it 

was exposed that unsuccessful bidding firms experience a significant improvement in 

ICF/Sales and PM in the short-term and OCF/Sales in the long-term. 

 
Similar to the individually regressed results, the cash method of payment again reports 

a significantly negative (5%) relation with OCF/Sales in cumulative period two.  

Although this findings is difficult to interpret given the statistically significant positive 

association derived by the ‘buy and hold’ abnormal returns. Demonstrating similarity to 

the individual regressions, the OCF/Sales ratio reports a significantly positive relation 

(5%) with the industry overlap for cumulative period one. However, as was the case for 

the individual regressions the significance of this positive association deteriorates 
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thereafter. Whilst these results are both contrary to the hypotheses identified in Chapter 

Three, they do imply that the method of financing and industry-relatedness of the 

transaction influence post-merger cash flows over the short to medium term. 

 

Intriguingly, the results reported in Panel G for bid hostility derive greater statistical 

significance than when the variable was regressed individually. Further defying 

hypothesis 4(a), ICF/Sales and PM (both before and after extraordinary items) generate 

significantly negative coefficient estimates for cumulative period one. The individual 

regression results are further replicated over the lengthier events windows with 

cumulative period two yielding no statistically significant results and cumulative period 

three reporting a statistically significant (10%) negative correlation with ROE. The 

accumulation of these findings confirm the aforementioned assertion that hostile 

takeover bids detrimentally impact upon unsuccessful bidding firm pre-depreciation 

profit and operating profit after tax in the post-merger failure period. 

 

Contrary to when considered in isolation, the variables ‘GROWTH’ and ‘RESOURCE’ 

report some additionally significant results when regressed concurrently with the other 

explanatory variables. Although ‘GROWTH’ continues to lack significant results for 

cumulative periods one and two, the combined regression yields some statistically 

significant positive results for ROE in cumulative period three. In opposition to what 

was first thought, this finding suggests that a growth imbalance between failed merger 

parties fails to adversely affect unsuccessful bidding firms in the longer-term. To 

complement this additional result, ROE also obtains a statistically significant (10%) 

negative value in the year one cumulative period event. This finding provides some 

direct support for hypothesis 5(a), however, when considered in conjunction with the 

significant and positive OCF/Asset ratio in period two (10%) and period three (5%) it is 

contended that the existence of a resource-imbalance in year minus one improves, 

rather than detracts, from unsuccessful bidder post-merger failure performance. 

 

The most noteworthy results of Panel G concern the corporate governance variables. 

Although not as statistically significant as when individually regressed, the 
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‘OUTSIDER’ variable continues to be very significantly related to post-merger failure 

performance. All year one accounting performance measures yield positive values and 

those which are significant obtain significance levels of 5%. To add to this 

comprehensive finding, the significantly positive result for ICF/Assets in cumulative 

period two of the individual regression persists in the combined regression.80 More 

importantly, the OCF/Sales performance measure reports a statistically positive (10%) 

relation with the ‘OUTSIDER’ variable in the third cumulative period. Paradoxically, 

however, although the positive results for ‘SEP_MGT’ in cumulative period one almost 

exactly replicate those previously obtained, the negative relation between OCF/Sales 

and the ‘SEP_MGT’ variable, depicted in the individual regression, persists in the 

second, as well as the third cumulative period. Divergent to expectations this result 

suggests that the separation of the CEO and Chairperson causes intra-firm 

complications and results in worsened post-merger performance. Notwithstanding this 

unusual result, these findings make obvious the incremental importance of corporate 

governance as an explanatory variable and they provide an opening to a lucrative 

avenue for future empirical investigation. 

                                                 
80 Ironically, when all variables are included within the regression equation the ‘buy and hold’ abnormal 
returns report a statistically significant negative relation with both of the corporate governance variables. 
This suggests that better corporate governance principles result in worsened post-merger failure stock 
price performance. Future research investigating this unusual and disturbing relation is required. 
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Table 6.3.1: Bidding Firm Regression Results for One Year Pre and Post-
Merger Failure (Control Adjusted) 

 
 

 
 

Panel A: IAOPi
(post) = α + β IAOPi

(pre) + εi  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 65 0.161 
(0.170)

-0.078 
(-2.62)*** 2.78 0.1006 0.0270 

ICF / Assets 65 -0.001 
(-0.02)

0.376 
(2.00)** 1.94 0.1684 0.0145 

OCF / Sales 65 0.866 
(1.77)*

0.866 
(2.89)*** 54.27 <.0001 0.4542 

OCF / Assets 65 -0.002 
(-0.10)

0.585 
(6.49)*** 42.83 <.0001 0.3952 

ROA (BE) 65 -0.011 
(-0.15)

-0.017 
(-0.08) 0.00 0.9523 -0.0158 

ROA (AE) 65 -0.011 
(-0.15)

-0.016 
(-0.08) 0.00 0.9537 -0.0158 

ROE (BE) 65 0.053 
(0.45)

0.288 
(1.24) 1.35 0.2490 0.0055 

ROE (AE) 65 0.053 
(0.46)

0.289 
(1.25) 1.36 0.2473 0.0057 

PM (BE) 65 0.192 
(0.20)

-0.098 
(-1.76)* 2.30 0.1346 0.0199 

PM (AE) 65 0.192 
(0.20)

-0.098 
(-1.76)* 2.30 0.1346 0.0199 

BHAR 54 1.180 
(0.06)

-0.041 
(-0.38) 0.05 0.8268 -0.0183 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 65 -0.164 
(-0.11)

-0.079 
(-2.71)***

0.836 
(0.53) 1.46 0.2413 0.0142 

ICF / Assets 65 -0.006 
(-0.05)

0.367 
(2.11)**

0.012 
(0.11) 0.96 0.3892 -0.0013 

OCF / Sales 65 1.273 
(1.56)

0.888 
(2.91)***

-1.081 
(-1.05) 27.49 <.0001 0.4529 

OCF / Assets 65 0.024 
(0.63)

0.639 
(5.52)***

-0.074 
(-1.38) 22.70 <.0001 0.4041 

ROA (BE) 65 -0.059 
(-0.56)

-0.121 
(-0.60)

0.135 
(1.31) 0.39 0.6775 -0.0194 

ROA (AE) 65 -0.059 
(-0.56)

-0.122 
(-0.60)

0.135 
(1.31) 0.39 0.6784 -0.0194 

ROE (BE) 65 0.028 
(0.15)

0.257 
(0.92)

0.068 
(0.28) 0.70 0.5010 -0.0095 

ROE (AE) 65 0.030 
(0.16)

0.259 
(0.92)

0.065 
(0.27) 0.70 0.4999 -0.0094 

PM (BE) 65 -0.165 
(-0.11)

-0.101 
(-1.83)*

0.919 
(0.56) 1.24 0.2976 0.0073 

PM (AE) 65 -0.165 
(-0.11)

-0.101 
(-1.83)*

0.919 
(0.56) 1.24 0.2977 0.0073 

BHAR 54 -21.609 
(-0.54)

-0.126 
(-0.92)

45.366 
(1.04) 0.049 0.6128 -0.0194 
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Table 6.3.1: Bidding Firm Regression Results for One Year Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 65 -1.184 
(-0.57)

-0.073 
(-2.49)**

1.955 
(0.84) 1.83 0.1695 0.0252 

ICF / Assets 65 -0.071 
(-0.39)

0.342 
(2.09)**

0.103 
(0.54) 1.18 0.3155 0.0054 

OCF / Sales 65 -0.994 
(-1.08)

0.871 
(3.15)***

2.682 
(2.33)** 31.54 <.0001 0.4884 

OCF / Assets 65 -0.059 
(-1.74)*

0.562 
(6.51)***

0.083 
(1.95)* 23.23 <.0001 0.4100 

ROA (BE) 65 -0.027 
(-0.14)

-0.020 
(-0.10)

0.024 
(0.12) 0.01 0.9858 -0.0318 

ROA (AE) 65 -0.028 
(-0.15)

-0.020 
(-0.10)

0.024 
(0.12) 0.01 0.9856 -0.0318 

ROE (BE) 65 0.032 
(0.12)_

0.285 
(1.280)

0.030 
(0.11) 0.67 0.5136 -0.0103 

ROE (AE) 65 0.031 
(0.12)

0.286 
(1.280)

0.032 
(0.11) 0.68 0.5107 -0.0101 

PM (BE) 65 -1.085 
(-0.50)

-0.091 
(-1.63)

1.856 
(0.76) 1.52 0.2273 0.0159 

PM (AE) 65 -1.085 
(-0.50)

-0.091 
(-1.63)

1.857 
(0.77) 1.52 0.2272 0.0159 

BHAR 54 6.938 
(0.60)

-0.043 
(-0.40)

-8.244 
(-0.27) 0.04 0.9615 -0.0376 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 65 2.185 
(1.67)*

-0.066 
(-2.16)**

-3.517 
(-1.86)* 3.14 0.0504 0.0626 

ICF / Assets 65 0.080 
(0.56)

0.385 
(2.04)**

-0.142 
(-0.95) 1.47 0.2388 0.0144 

OCF / Sales 65 1.162 
(2.16)**

0.867 
(2.88)***

-0.521 
(-0.52) 26.90 <.0001 0.4473 

OCF / Assets 65 0.019 
(0.54)

0.591 
(6.34)***

-0.038 
(-0.79) 21.60 <.0001 0.3916 

ROA (BE) 65 0.036 
(0.24)

-0.031 
(-0.14)

-0.082 
(-0.54) 0.17 0.8415 -0.0265 

ROA (AE) 65 0.036 
(0.24)

-0.031 
(-0.14)

-0.081 
(-0.53) 0.17 0.8428 -0.0266 

ROE (BE) 65 0.139 
(0.58)

0.278 
(1.180)

-0.150 
(-0.59) 0.87 0.4226 -0.0040 

ROE (AE) 65 0.139 
(0.58)

0.279 
(1.190)

-0.149 
(-0.59) 0.88 0.4219 -0.0039 

PM (BE) 65 2.303 
(1.67)*

-0.082 
(-1.46)

-3.674 
(-1.87)* 2.95 0.0598 0.0574 

PM (AE) 65 2.302 
(1.67)*

-0.082 
(-1.46)

-3.674 
(-1.87)* 2.95 0.0598 0.0574 

BHAR 54 38.445 
(1.21)

0.022 
(0.23)

-66.920 
(-1.68)* 1.25 0.2956 0.0093 
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Table 6.3.1: Bidding Firm Regression Results for One Year Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGT i + ψ OUTSIDERi + εi 

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 65 -0.706 
(-0.55) 

-0.082 
(-2.95)***

1.204 
(0.43)

1.094 
(0.510) 1.18 0.3242 0.0084 

ICF / Assets 65 0.024 
(0.27) 

0.508 
(2.70)***

0.179 
(0.75)

-0.190 
(-1.11) 1.34 0.2711 0.0155 

OCF / Sales 65 0.447 
(0.58) 

0.839 
(2.84)***

-0.608 
(-0.63)

1.381 
(1.140) 18.35 <.0001 0.4485 

OCF / Assets 65 0.001 
(0.04) 

0.617 
(6.65)***

0.057 
(1.04)

-0.051 
(-1.08) 14.69 <.0001 0.3909 

ROA (BE) 65 -0.023 
(-0.28) 

0.074 
(0.43)

0.182 
(0.80)

-0.108 
(-0.66) 0.50 0.6870 -0.0242 

ROA (AE) 65 -0.023 
(-0.28) 

0.073 
(0.43)

0.182 
(0.80)

-0.108 
(-0.65) 0.49 0.6872 -0.0243 

ROE (BE) 65 0.156 
(1.03) 

0.346 
(1.53)

0.216 
(0.66)

-0.388 
(-1.55) 1.35 0.2654 0.0163 

ROE (AE) 65 0.157 
(1.04) 

0.347 
(1.53)

0.215 
(0.660)

-0.388 
(-1.55) 1.36 0.2645 0.0164 

PM (BE) 65 -0.735 
(-0.58) 

-0.104 
(-1.96)*

1.31 
(0.450)

1.158 
(0.530) 1.05 0.3763 0.0024 

PM (AE) 65 -0.736 
(-0.58) 

-0.104 
(-1.96)*

1.311 
(0.450)

1.159 
(0.530) 1.05 0.3763 0.0024 

BHAR 54 4.322 
(0.11) 

-0.048 
(-0.43)

22.543 
(0.75)

-21.522 
(-0.56) 0.14 0.9347 -0.0511 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 65 -6.037 
(-1.84)* 

-0.108 
(-4.45)***

6.378 
(2.38)**

1.803 
(0.93) 4.28 0.0083 0.1333 

ICF / Assets 65 -0.239 
(-1.77)* 

0.439 
(2.34)**

0.051 
(0.350)

0.310 
(2.49)** 2.31 0.0852 0.0578 

OCF / Sales 65 2.642 
(1.66)* 

0.935 
(3.18)***

-3.176 
(-1.83)*

1.091 
(0.890) 21.02 <.0001 0.4841 

OCF / Assets 65 -0.069 
(-0.95) 

0.591 
(6.32)***

-0.008 
(-0.10)

0.115 
(2.28)** 16.98 <.0001 0.4282 

ROA (BE) 65 -0.265 
(-2.13)** 

0.053 
(0.27)

0.159 
(1.300)

0.200 
(1.67)* 1.10 0.3573 0.0045 

ROA (AE) 65 -0.265 
(-2.13)** 

0.056 
(0.29)

0.160 
(1.300)

0.200 
(1.67)* 1.10 0.3573 0.0045 

ROE (BE) 65 -0.266 
(-1.08) 

0.300 
(1.40)

-0.044 
(-0.14)

0.559 
(2.63)*** 2.36 0.0804 0.0599 

ROE (AE) 65 -0.267 
(-1.08) 

0.304 
(1.42)

-0.043 
(-0.14)

0.560 
(2.64)*** 2.37 0.0793 0.0603 

PM (BE) 65 -6.183 
(-1.88)* 

-0.142 
(-3.15)***

6.623 
(2.50)**

1.785 
(0.91) 4.11 0.0101 0.1272 

PM (AE) 65 -6.183 
(-1.88)* 

-0.142 
(-3.15)***

6.622 
(2.50)**

1.784 
(0.910) 4.11 0.0101 0.1272 

BHAR 54 -7.440 
(-0.09) 

-0.063 
(-0.49)

21.978 
(0.20)

-14.025 
(-0.32) 0.09 0.9663 -0.0544 
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Table 6.3.1: Bidding Firm Regression Results for One Year Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
  

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

 
This table presents the results of the bidding firm regressions, specified in section 4.3 ‘Regression Models’, for the one year pre-and post-merger failure. An explanation of the accounting ratios reported 
in the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. The method 
of computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance’. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the control firm 
‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, Palepu and 
Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a growth-
resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal returns is in 
percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns. 
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively. 

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 65 -5.927 
(-2.05)** 

-0.092 
(-0.88)*** 

-0.233 
(-0.15)

1.910 
(1.00)

-3.842 
(-2.07)**

1.507 
(0.71)

0.146 
(0.09)

6.434 
(2.53)**

2.283 
(1.12) 2.40 0.0265 0.1491 

ICF / Assets 65 -0.258 
(-1.25) 

0.571 
(1.96)* 

-0.020 
(-0.11)

0.119 
(0.59)

-0.156 
(-1.14)

0.216 
(1.03)

-0.191 
(-1.30)

0.111 
(0.62)

0.312 
(2.06)** 1.37 0.2283 0.0446 

OCF / Sales 65 1.073 
(0.61) 

0.926 
(3.48)*** 

-0.268 
(-0.26)

2.469 
(2.20)**

-0.690 
(-0.72)

-0.371 
(-0.34)

1.533 
-1.25

-3.507 
(-1.93)*

1.168 
(0.97) 9.20 <.0001 0.5062 

OCF / Assets 65 -0.090 
(-1.01) 

0.660 
(6.01)*** 

-0.068 
(-1.43)

0.074 
(1.66)

-0.050 
(-0.99)

0.066 
(1.20)

-0.049 
(-1.21)

0.021 
(0.28)

0.115 
(2.19)** 7.49 <.0001 0.4480 

ROA (BE) 65 -0.346 
(-1.94)* 

0.072 
(0.33) 

0.105 
(0.63)

0.082 
(0.44)

-0.066 
(-0.53)

0.242 
(1.29)

-0.138 
(-0.99)

0.174 
(0.92)

0.194 
(1.42) 0.76 0.6349 -0.0303 

ROA (AE) 65 -0.346 
(-1.95)* 

0.075 
(0.33) 

0.104 
(0.62)

0.082 
(0.44)

-0.066 
(-0.53)

0.243 
(1.29)

-0.138 
(-0.99)

0.174 
(0.92)

0.194 
(1.42) 0.76 0.6355 -0.0304 

ROE (BE) 65 -0.227 
(-0.60) 

0.326 
(1.21) 

0.061 
(0.220)

0.090 
(0.32)

-0.170 
(-0.75)

0.251 
(0.87)

-0.346 
(-1.74)*

0.041 
(0.130)

0.528 
(2.35)** 1.21 0.3120 0.0252 

ROE (AE) 65 -0.229 
(-0.60) 

0.332 
(1.21) 

0.056 
(0.19)

0.090 
(0.32)

-0.168 
(-0.74)

0.251 
(0.87)

-0.347 
(-1.74)*

0.044 
(0.14)

0.529 
(2.35)** 1.21 0.3101 0.0256 

PM (BE) 65 -5.990 
(-2.08)** 

-0.119 
(-2.73)*** 

-0.204 
(-0.12)

1.794 
(0.90)

-3.981 
(-2.09)**

1.578 
(0.73)

0.207 
-0.12

6.654 
(2.61)**

2.314 
(1.11) 2.34 0.0304 0.1433 

PM (AE) 65 -5.990 
(-2.08)** 

-0.119 
(-2.73)*** 

-0.204 
(-0.12)

1.795 
(0.90)

-3.980 
(-2.09)**

1.579 
(0.73)

0.207 
-0.12

6.654 
(2.61)**

2.314 
(1.11) 2.34 0.0304 0.1433 

BHAR 54 -8.863 
(-0.09) 

-0.108 
(-0.67) 

50.531 
(1.56)

19.214 
(0.79)

-62.940 
(-1.38)

16.081 
(0.37)

-34.190 
(-1.13)

25.986 
(0.27)

-6.167 
(-0.15) 0.46 0.8781 -0.0889 
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Table 6.3.2: Bidding Firm Regression Results for Two Years Pre and Post-
Merger Failure (Control Adjusted) 

 
 

 
 

Panel A: IAOPi
(post) = α + β IAOPi

(pre) + εi  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 53 2.945 
(2.27)**

0.042 
(0.51) 0.33 0.5669 -0.0130 

ICF / Assets 53 0.049 
(0.54)

0.755 
(2.62)** 10.75 0.0019 0.1579 

OCF / Sales 53 1.041 
(2.05)**

1.598 
(4.50)*** 133.12 <.0001 0.7176 

OCF / Assets 53 0.051 
(1.24)

0.663 
(3.80)*** 23.13 <.0001 0.2985 

ROA (BE) 53 0.032 
(0.34)

0.532 
(1.85)* 4.56 0.0376 0.0640 

ROA (AE) 53 0.033 
(0.35)

0.532 
(1.85)* 4.58 0.0372 0.0643 

ROE (BE) 53 6.525 
(1.08)

1.030 
(0.50) 0.06 0.8131 -0.0185 

ROE (AE) 53 6.524 
(1.08)

1.044 
(0.50) 0.06 0.8106 -0.0184 

PM (BE) 53 3.022 
(2.27)**

0.076 
(0.63) 0.72 0.4010 -0.0055 

PM (AE) 53 3.022 
(2.27)**

0.076 
(0.63) 0.72 0.4009 -0.0055 

BHAR 40 41.284 
(1.89)*

-0.033 
(-0.35) 0.04 0.8517 -0.0254 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 53 4.540 
(2.07)**

0.054 
(0.650)

-3.472 
(-1.44) 1.12 0.3341 0.0046 

ICF / Assets 53 0.165 
(0.94)

0.843 
(2.61)**

-0.282 
(-1.17) 6.25 0.0038 0.1680 

OCF / Sales 53 1.885 
(2.62)**

1.640 
(4.73)***

-1.907 
(-2.55)** 70.94 <.0001 0.7290 

OCF / Assets 53 0.115 
(1.81)*

0.719 
(4.42)***

-0.161 
(-1.64) 12.64 <.0001 0.3093 

ROA (BE) 53 0.082 
(0.46)

0.565 
(1.69)*

-0.119 
(-0.50) 2.39 0.1022 0.0507 

ROA (AE) 53 0.085 
(0.47)

0.568 
(1.68)*

-0.123 
(-0.52) 2.41 0.1003 0.0514 

ROE (BE) 53 12.073 
(1.06)

1.085 
(0.43)

-12.300 
(-1.03) 0.45 0.6417 -0.0217 

ROE (AE) 53 12.073 
(1.06)

1.111 
(0.43)

-12.313 
(-1.03) 0.45 0.6406 -0.0216 

PM (BE) 53 4.656 
(2.07)**

0.091 
(0.76)

-3.563 
(-1.44) 1.31 0.2790 0.0118 

PM (AE) 53 4.657 
(2.07)**

0.091 
(0.76)

-3.564 
(-1.44) 1.31 0.2788 0.0118 

BHAR 40 36.144 
(0.95)

-0.035 
(-0.40)

11.297 
(0.26) 0.04 0.9572 -0.0516 
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Table 6.3.2: Bidding Firm Regression Results for Two Years Pre and Post-
Merger Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 53 1.375 
(0.66)

0.047 
(0.56)

2.201 
(0.84) 0.47 0.6261 -0.0207 

ICF / Assets 53 0.065 
(0.24

0.760 
(2.30)**

-0.023 
(-0.07) 5.28 0.0083 0.1412 

OCF / Sales 53 -0.291 
(-0.34)

1.596 
(4.74)***

1.858 
(1.72)* 69.75 <.0001 0.7256 

OCF / Assets 53 -0.042 
(-0.51)

0.635 
(3.79)***

0.137 
(1.27) 12.14 <.0001 0.2999 

ROA (BE) 53 0.093 
(0.32)

0.547 
(1.71)*

-0.088 
(-0.26) 2.31 0.1102 0.0478 

ROA (AE) 53 0.092 
(0.31)

0.546 
(1.72)*

-0.085 
(-0.25) 2.31 0.1098 0.0479 

ROE (BE) 53 -0.970 
(-0.56)

1.610 
(0.68)

10.125 
(0.99) 0.25 0.7797 -0.0297 

ROE (AE) 53 -0.990 
(-0.56)

1.630 
(0.68)

10.152 
(0.99) 0.25 0.7783 -0.0296 

PM (BE) 53 1.627 
(0.72)

0.081 
(0.67)

1.955 
(0.70) 0.58 0.5619 -0.0163 

PM (AE) 53 1.626 
(0.72)

0.081 
(0.67)

1.957 
(0.70) 0.58 0.5616 -0.0163 

BHAR 40 10.209 
(0.41)

-0.075 
(-0.56)

39.657 
(0.85) 0.24 0.7876 -0.0405 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 53 5.160 
(2.02)**

0.055 
(0.68)

-3.747 
(-1.34) 1.26 0.2919 0.0100 

ICF / Assets 53 0.142 
(0.78)

0.750 
(2.60)**

-0.158 
(-0.71) 5.59 0.0064 0.1501 

OCF / Sales 53 1.276 
(1.77)*

1.598 
(4.48)***

-0.404 
(-0.40) 65.50 <.0001 0.7127 

OCF / Assets 53 0.058 
(0.78)

0.663 
(3.81)***

-0.011 
(-0.10) 11.34 <.0001 0.2846 

ROA (BE) 53 0.045 
(0.230)

0.529 
(1.89)*

-0.022 
(-0.10) 2.24 0.1171 0.0455 

ROA (AE) 53 0.045 
(0.23)

0.530 
(1.89)*

-0.020 
(-0.09) 2.25 0.1162 0.0458 

ROE (BE) 53 16.716 
(1.08)

-0.172 
(-0.11)

-16.588 
(-1.07) 0.75 0.4794 -0.0099 

ROE (AE) 53 16.708 
(1.08)

-0.165 
(-0.11)

-16.582 
(-1.07) 0.75 0.4795 -0.0099 

PM (BE) 53 5.359 
(2.05)**

0.091 
(0.790)

-3.959 
(-1.38) 1.52 0.2281 0.0197 

PM (AE) 53 5.358 
(2.05)**

0.091 
(0.79)

-3.958 
(-1.38) 1.52 0.2282 0.0197 

BHAR 40 62.843 
(1.31)

0.005 
(0.07)

-36.991 
(-0.74) 0.28 0.7551 -0.0382 
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Table 6.3.2: Bidding Firm Regression Results for Two Years Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 53 1.869 
(1.17) 

0.028 
(0.39)

3.440 
(1.02)

0.495 
(0.21) 0.59 0.6250 -0.0243 

ICF / Assets 53 0.092 
(0.70) 

0.809 
(2.78)***

0.299 
(0.95)

-0.297 
(-1.28) 4.61 0.0064 0.1723 

OCF / Sales 53 0.915 
(1.17) 

1.586 
(4.46)***

-0.632 
(-0.60)

0.689 
(0.73) 43.28 <.0001 0.7093 

OCF / Assets 53 -0.022 
(-0.33) 

0.651 
(3.88)***

0.092 
(0.86)

0.126 
(1.04) 8.29 0.0001 0.2960 

ROA (BE) 53 0.013 
(0.10) 

0.570 
(1.90)*

0.402 
(1.11)

-0.203 
(-0.90) 2.58 0.0642 0.0834 

ROA (AE) 53 0.014 
(0.11) 

0.568 
(1.90)*

0.400 
(1.11)

-0.201 
(-0.89) 2.57 0.0647 0.0832 

ROE (BE) 53 -5.936 
(-0.99) 

2.331 
(0.79)

26.695 
(1.10)

12.973 
(1.02) 1.51 0.2239 0.0285 

ROE (AE) 53 -5.923 
(-0.99) 

2.330 
(0.790)

26.679 
(1.10)

12.978 
(1.02) 1.51 0.2239 0.0285 

PM (BE) 53 1.924 
(1.20) 

0.058 
(0.54)

3.685 
(1.05)

0.403 
(0.170) 0.75 0.5303 -0.0149 

PM (AE) 53 1.923 
(1.20) 

0.058 
(0.54)

3.686 
(1.05)

0.404 
(0.17) 0.75 0.5302 -0.0149 

BHAR 40 56.408 
(1.31) 

-0.009 
(-0.12)

-7.243 
(-0.19)

-29.504 
(-0.71) 0.13 0.9439 -0.0721 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 53 1.396 
(0.42) 

0.031 
(0.37)

1.695 
(0.58)

0.173 
(0.07) 0.18 0.0110 -0.0495 

ICF / Assets 53 -0.085 
(-0.24) 

0.882 
(2.82)***

-0.269 
(-0.98)

0.488 
(1.77)* 5.77 0.2610 0.2158 

OCF / Sales 53 3.707 
(1.97)* 

1.673 
(5.13)***

-3.40 
(-1.71)*

0.179 
(0.21) 49.65 0.7525 0.7373 

OCF / Assets 53 0.056 
(0.28) 

0.679 
(3.70)***

-0.130 
(-0.72)

0.144 
(1.19) 8.46 0.3413 0.3010 

ROA (BE) 53 -0.212 
(-0.59) 

0.622 
(1.78)*

-0.013 
(-0.04)

0.348 
(1.41) 2.23 0.1200 0.0661 

ROA (AE) 53 -0.212 
(-0.59) 

0.622 
(1.78)*

-0.011 
(-0.04)

0.348 
(1.41) 2.23 0.1202 0.0663 

ROE (BE) 53 16.885 
(1.04) 

0.951 
(0.57)

5.284 
(0.80)

-21.078 
(-1.01) 0.78 0.0453 -0.0131 

ROE (AE) 53 16.879 
(1.04) 

0.966 
(0.58)

5.289 
(0.80)

-21.077 
(-1.01) 0.78 0.0454 -0.0131 

PM (BE) 53 1.337 
(0.39) 

0.062 
(0.50)

1.813 
(0.60)

0.229 
(0.09) 0.31 0.0187 -0.0413 

PM (AE) 53 1.338 
(0.39) 

0.062 
(0.50)

1.812 
(0.60)

0.228 
(0.09) 0.31 0.0188 -0.0413 

BHAR 40 225.778 
(2.02)* 

0.171 
(1.95)*

-167.457 
(-1.44)

-56.960 
(-2.27)** 2.23 0.1018 0.0862 
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Table 6.3.2: Bidding Firm Regression Results for Two Years Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
  

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

 
This table presents the results of the bidding firm regressions, specified in section 4.3 ‘Regression Models’, for the two years pre-and post-merger failure. An explanation of the accounting ratios reported 
in the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. The method 
of computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance’. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the control firm 
‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, Palepu and 
Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a growth-
resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal returns is in 
percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns. 
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively. 

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 53 3.234 
(0.77) 

0.043 
(0.60) 

-3.411 
(-1.35) 

1.048 
(0.42) 

-3.586 
(-1.42) 

2.196 
(0.75) 

0.744 
(0.31) 

2.046 
(0.62) 

0.083 
(0.03) 0.70 0.6922 -0.0489 

ICF / Assets 53 0.092 
(0.23) 

1.015 
(2.50)** 

-0.271 
(-0.82) 

-0.094 
(-0.26) 

-0.109 
(-0.54) 

0.207 
(0.94) 

-0.172 
(-0.86) 

-0.162 
(-0.51) 

0.475 
(1.73)* 2.50 0.0248 0.1875 

OCF / Sales 53 3.442 
(2.04)** 

1.672 
(5.32)*** 

-1.337 
(-1.99)* 

0.895 
(0.92) 

-0.631 
(-0.70) 

-0.639 
(-0.68) 

1.260 
(1.37) 

-3.281 
(-1.81)* 

0.365 
(0.44) 18.97 <.0001 0.7344 

OCF / Assets 53 0.033 
(0.15) 

0.700 
(4.20)*** 

-0.123 
(-1.27) 

0.034 
(0.320) 

-0.034 
(-0.37) 

0.071 
(0.66) 

0.186 
(1.67)* 

-0.169 
(-1.09) 

0.156 
(1.22) 3.65 0.0024 0.2898 

ROA (BE) 53 -0.179 
(-0.47) 

0.698 
(1.54) 

-0.112 
(-0.33) 

-0.066 
(-0.18) 

0.056 
(0.28) 

0.365 
(1.40) 

-0.167 
(-0.84) 

0.026 
(0.07) 

0.306 
(1.30) 1.12 0.3681 0.0183 

ROA (AE) 53 -0.181 
(-0.48) 

0.699 
(1.54) 

-0.116 
(-0.34) 

-0.063 
(-0.17) 

0.058 
(0.30) 

0.362 
(1.40) 

-0.167 
(-0.84) 

0.030 
(0.08) 

0.306 
(1.30) 1.12 0.3683 0.0183 

ROE (BE) 53 22.800 
(1.15) 

1.321 
(0.62) 

-12.712 
(-1.09) 

1.471 
(0.26) 

-14.076 
(-1.14) 

24.809 
(1.18) 

13.484 
(1.09) 

0.371 
(0.07) 

-22.129 
(-1.14) 1.10 0.3791 0.0157 

ROE (AE) 53 22.780 
(1.15) 

1.330 
(0.62) 

-12.724 
(-1.09) 

1.486 
(0.26) 

-14.062 
(-1.14) 

24.805 
(1.18) 

13.482 
(1.09) 

0.384 
(0.08) 

-22.128 
(-1.14) 1.10 0.3789 0.0158 

PM (BE) 53 3.531 
(0.81) 

0.074 
(0.72) 

-3.573 
(-1.36) 

0.752 
(0.29) 

-3.783 
(-1.47) 

2.353 
(0.78) 

0.757 
(0.31) 

2.182 
(0.640) 

0.108 
(0.04) 0.76 0.6427 -0.0390 

PM (AE) 53 3.531 
(0.81) 

0.074 
(0.72) 

-3.574 
(-1.36) 

0.753 
(0.29) 

-3.782 
(-1.47) 

2.354 
(0.780) 

0.757 
(0.31) 

2.182 
(0.64) 

0.107 
(0.040) 0.76 0.6427 -0.0390 

BHAR 40 206.423 
(1.52) 

0.175 
(1.64) 

44.921 
(1.77)* 

25.907 
(1.17) 

-24.597 
(-0.50) 

12.165 
(0.33) 

-17.773 
(-0.72) 

-172.562 
(-1.71)* 

-53.999 
(-2.05)** 0.90 0.5301 -0.0214 
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Table 6.3.3:  Bidding Firm Regression Results for Three Years Pre and Post-
Merger Failure (Control Adjusted) 

 
 

 
 

Panel A: IAOPi
(post) = α + β IAOPi

(pre) + εi  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 46 0.145 
(0.07)

-0.005 
(-0.06) 0.00 0.9798 -0.0227 

ICF / Assets 46 0.000 
(0.00)

1.082 
(2.22)** 17.57 0.0001 0.2691 

OCF / Sales 46 0.671 
(1.83)*

0.972 
(5.76)*** 72.02 <.0001 0.6121 

OCF / Assets 46 0.090 
(0.99)

0.629 
(2.22)** 9.87 0.0030 0.1646 

ROA (BE) 46 -0.036 
(-0.25)

0.510 
(2.20)** 5.48 0.0238 0.0906 

ROA (AE) 46 -0.032 
(-0.23)

0.645 
(2.00)** 8.01 0.0070 0.1349 

ROE (BE) 46 0.345 
(1.23)

-0.227 
(-1.13) 1.53 0.2220 0.0117 

ROE (AE) 46 0.322 
(1.15)

-0.212 
(-0.98) 1.30 0.2599 0.0067 

PM (BE) 46 0.294 
(0.15)

0.129 
(0.57) 0.24 0.6251 -0.0171 

PM (AE) 46 0.316 
(0.16)

0.131 
(0.570) 0.25 0.6194 -0.0169 

BHAR 32 30.863 
(1.52)

-0.088 
(-0.75) 0.42 0.5235 -0.0192 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 46 -1.084 
(-0.30)

-0.025 
(-0.28)

2.509 
(0.66) 0.20 0.8215 -0.0370 

ICF / Assets 46 0.048 
(0.21)

1.094 
(2.24)**

-0.103 
(-0.38) 8.67 0.0007 0.2543 

OCF / Sales 46 1.309 
(2.06)**

1.021 
(6.43)***

-1.360 
(-2.05)** 39.39 <.0001 0.6305 

OCF / Assets 46 0.060 
(0.43)

0.623 
(2.26)**

0.066 
(0.35) 4.89 0.0122 0.1473 

ROA (BE) 46 -0.009 
(-0.04)

0.513 
(2.16)**

-0.058 
(-0.19) 2.70 0.0788 0.0702 

ROA (AE) 46 -0.029 
(-0.12)

0.645 
(2.00)**

-0.005 
(-0.02) 3.92 0.0274 0.1147 

ROE (BE) 46 0.538 
(1.07)

-0.235 
(-1.14)

-0.394 
(-0.70) 0.96 0.3896 -0.0016 

ROE (AE) 46 0.529 
(1.06)

-0.226 
(-1.03)

-0.420 
(-0.75) 0.88 0.4240 -0.0056 

PM (BE) 46 -0.724 
(-0.20)

0.104 
(0.49)

2.076 
(0.56) 0.24 0.7857 -0.0348 

PM (AE) 46 -0.711 
(-0.20)

0.109 
(0.50)

2.096 
(0.56) 0.25 0.7800 -0.0345 

BHAR 32 43.291 
(1.350)

-0.083 
(-0.78)

-29.773 
(-0.72) 0.38 0.6891 -0.0419 
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Table 6.3.3: Bidding Firm Regression Results for Three Years Pre and 
Post-Merger Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 46 2.101 
(0.88)

-0.017 
(-0.19)

-2.751 
(-0.78) 0.20 0.8226 -0.0370 

ICF / Assets 46 0.167 
(0.48)

1.133 
(2.13)**

-0.243 
(-0.58) 8.97 0.0006 0.2617 

OCF / Sales 46 0.314 
(0.37)

0.973 
(6.02)***

0.497 
(0.53) 35.64 <.0001 0.6062 

OCF / Assets 46 -0.115 
(-0.73)

0.568 
(2.10)**

0.303 
(1.65) 5.89 0.0055 0.1786 

ROA (BE) 46 0.054 
(0.12)

0.527 
(2.02)**

-0.131 
(-0.26) 2.75 0.0750 0.0723 

ROA (AE) 46 0.074 
(0.16)

0.665 
(1.90)*

-0.152 
(-0.31) 4.03 0.0249 0.1187 

ROE (BE) 46 0.249 
(0.37)

-0.221 
(-1.10)

0.131 
(0.17) 0.77 0.4700 -0.0104 

ROE (AE) 46 0.225 
(0.33)

-0.206 
(-0.93)

0.131 
(0.17) 0.66 0.5245 -0.0156 

PM (BE) 46 2.339 
(0.87)

0.113 
(0.50)

-2.873 
(-0.79) 0.32 0.7296 -0.0313 

PM (AE) 46 2.360 
(0.88)

0.116 
(0.51)

-2.873 
(-0.79) 0.32 0.7266 -0.0311 

BHAR 32 7.774 
(0.22)

-0.097 
(-0.80)

27.633 
(0.60) 0.29 0.7470 -0.0477 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 46 2.288 
(1.22)

0.029 
(0.35)

-3.443 
(-1.01) 0.35 0.7056 -0.0297 

ICF / Assets 46 0.231 
(0.93)

1.111 
(2.32)**

-0.387 
(-1.30) 9.86 0.0003 0.2824 

OCF / Sales 46 1.244 
(1.81)*

0.994 
(6.08)***

-0.951 
(-1.25) 37.14 <.0001 0.6163 

OCF / Assets 46 0.138 
(0.88)

0.640 
(2.34)**

-0.081 
(-0.46) 4.91 0.0120 0.1481 

ROA (BE) 46 0.034 
(0.10)

0.497 
(2.09)**

-0.110 
(-0.31) 2.74 0.0757 0.0718 

ROA (AE) 46 0.052 
(0.17)

0.633 
(1.95)*

-0.134 
(-0.40) 4.02 0.0251 0.1184 

ROE (BE) 46 1.153 
(1.77)*

-0.335 
(-1.90)*

-1.235 
(-1.79)* 2.73 0.0765 0.0714 

ROE (AE) 46 1.076 
(1.69)*

-0.306 
(-1.56)

-1.168 
(-1.73)* 2.41 0.1019 0.0590 

PM (BE) 46 2.856 
(1.35)

0.179 
(0.73)

-4.130 
(-1.08) 0.59 0.5565 -0.0184 

PM (AE) 46 2.922 
(1.36)

0.186 
(0.74)

-4.180 
(-1.09) 0.61 0.5492 -0.0177 

BHAR 32 29.694 
(0.55)

-0.089 
(-0.88)

1.748 
(0.03) 0.20 0.8182 -0.0543 
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Table 6.3.3: Bidding Firm Regression Results for Three Years Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 46 -2.360 
(-0.67) 

-0.042 
(-0.47)

4.372 
(1.14)

3.237 
(0.91) 0.52 0.6696 -0.0329 

ICF / Assets 46 -0.104 
(-0.60) 

1.072 
(2.32)**

0.233 
(0.58)

0.113 
(0.46) 5.89 0.0019 0.2459 

OCF / Sales 46 0.530 
(1.040) 

0.970 
(5.64)***

0.451 
(0.47)

0.076 
(0.11) 23.14 <.0001 0.5961 

OCF / Assets 46 -0.099 
(-0.69) 

0.701 
(2.59)**

-0.040 
(-0.20)

0.423 
(2.07)** 4.94 0.0050 0.2079 

ROA (BE) 46 -0.284 
(-1.48) 

0.519 
(2.52)**

0.526 
(1.06)

0.276 
(1.01) 2.86 0.0483 0.1102 

ROA (AE) 46 -0.296 
(-1.64) 

0.677 
(2.32)**

0.618 
(1.30)

0.255 
(0.98) 4.09 0.0123 0.1710 

ROE (BE) 46 0.048 
(0.15) 

-0.226 
(-1.27)

1.611 
(1.62)

-0.202 
(-0.39) 2.43 0.0783 0.0872 

ROE (AE) 46 -0.002 
(-0.01) 

-0.185 
(-0.86)

1.579 
(1.56)

-0.151 
(-0.30) 2.23 0.0990 0.0757 

PM (BE) 46 -2.191 
(-0.65) 

0.076 
(0.36)

4.653 
(1.16)

3.037 
(0.87) 0.57 0.6363 -0.0293 

PM (AE) 46 -2.167 
(-0.64) 

0.079 
(0.37)

4.675 
(1.17)

3.006 
(0.86) 0.58 0.6346 -0.0292 

BHAR 32 47.620 
(1.25) 

-0.078 
(-0.74)

31.654 
(0.73)

-49.021 
(-1.14) 0.57 0.6425 -0.0439 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 46 -7.952 
(-1.02) 

-0.123 
(-0.77)

9.535 
(1.05)

0.354 
(0.13) 1.16 0.3360 0.0106 

ICF / Assets 46 -0.252 
(-0.49) 

1.133 
(2.40)**

0.111 
(0.25)

0.210 
(0.67) 5.80 0.0021 0.2425 

OCF / Sales 46 1.728 
(1.51) 

1.027 
(7.21)***

-2.024 
(-1.58)

0.753 
(1.51) 27.84 <.0001 0.6415 

OCF / Assets 46 0.303 
(0.860) 

0.589 
(2.03)**

-0.215 
(-0.68)

-0.043 
(-0.19) 3.41 0.0259 0.1386 

ROA (BE) 46 -0.125 
(-0.29) 

0.544 
(2.15)**

0.203 
(0.48)

-0.112 
(-0.45) 1.87 0.1489 0.0550 

ROA (AE) 46 -0.289 
(-0.62) 

0.721 
(2.06)**

0.353 
(0.80)

-0.054 
(-0.21) 2.85 0.0489 0.1096 

ROE (BE) 46 0.949 
(0.96) 

-0.242 
(-1.40)

-0.914 
(-0.86)

0.190 
(0.400) 1.01 0.3983 0.0006 

ROE (AE) 46 0.960 
(0.97) 

-0.232 
(-1.25)

-0.934 
(-0.88)

0.165 
(0.34) 0.94 0.4286 -0.0038 

PM (BE) 46 -7.692 
(-1.01) 

-0.033 
(-0.15)

9.283 
(1.040)

0.492 
(0.18) 1.07 0.3718 0.0047 

PM (AE) 46 -7.647 
(-1.01) 

-0.026 
(-0.11)

9.228 
(1.040)

0.494 
(0.18) 1.07 0.3727 0.0045 

BHAR 32 194.976 
(1.96)* 

0.122 
(1.16)

-154.422 
(-1.57)

-37.093 
(-0.98) 1.79 0.1716 0.0712 
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Table 6.3.3: Bidding Firm Regression Results for Three Years Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
 

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

 
This table presents the results of the bidding firm regressions, specified in section 4.3 ‘Regression Models’, for the three years pre-and post-merger failure. An explanation of the accounting ratios 
reported in the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. 
The method of computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance’. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the 
control firm ‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, 
Palepu and Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a 
growth-resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal 
returns is in percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns.  
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively. 

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 46 -4.443 
(-0.69) 

-0.111 
(-0.75) 

0.454 
(0.160) 

-2.862 
(-0.78) 

-3.316 
(-1.11) 

2.443 
(0.92) 

2.644 
(0.93) 

7.851 
(0.99) 

0.329 
(0.11) 0.59 0.7776 -0.0781 

ICF / Assets 46 0.271 
(0.510) 

1.310 
(2.63)** 

-0.253 
(-0.66) 

-0.436 
(-0.93) 

-0.463 
(-1.55) 

0.013 
(0.05) 

0.352 
(1.47) 

0.103 
(0.23) 

0.232 
(0.81) 2.59 0.0236 0.2202 

OCF / Sales 46 2.407 
(1.69)* 

1.065 
(8.20)*** 

-0.971 
(-1.40) 

-0.031 
(-0.03) 

-0.990 
(-1.60) 

0.415 
(0.53) 

0.942 
(1.46) 

-2.174 
(-1.74)* 

0.771 
(1.70)* 10.96 <.0001 0.6390 

OCF / Assets 46 0.022 
(0.06) 

0.593 
(2.40)** 

0.162 
(0.86) 

0.197 
(0.91) 

-0.144 
(-0.82) 

0.022 
(0.12) 

0.489 
(2.60)** 

-0.434 
(-1.57) 

0.104 
(0.50) 2.24 0.0461 0.1809 

ROA (BE) 46 0.096 
(0.16) 

0.576 
(2.07)** 

-0.189 
(-0.45) 

-0.281 
(-0.51) 

-0.064 
(-0.22) 

0.478 
(1.29) 

0.356 
(1.48) 

0.043 
(0.09) 

-0.162 
(-0.83) 1.04 0.4226 0.0076 

ROA (AE) 46 -0.086 
(-0.16) 

0.744 
(2.00)* 

-0.135 
(-0.35) 

-0.251 
(-0.49) 

-0.077 
(-0.29) 

0.558 
(1.55) 

0.291 
(1.19) 

0.188 
(0.38) 

-0.110 
(-0.56) 1.46 0.2057 0.0754 

ROE (BE) 46 1.305 
(1.32) 

-0.297 
(-1.97)* 

-0.077 
(-0.14) 

0.097 
(0.140) 

-0.937 
(-1.77)* 

1.557 
(1.79)* 

0.205 
(0.53) 

-1.166 
(-1.28) 

0.123 
(0.26) 1.49 0.1931 0.0806 

ROE (AE) 46 1.291 
(1.320) 

-0.256 
(-1.43) 

-0.115 
(-0.20) 

0.072 
(0.10) 

-0.875 
(-1.68) 

1.527 
(1.73)* 

0.268 
(0.67) 

-1.196 
(-1.31) 

0.090 
(0.20) 1.39 0.2351 0.0641 

PM (BE) 46 -3.503 
(-0.56) 

-0.013 
(-0.06) 

0.105 
(0.040) 

-3.104 
(-0.82) 

-3.962 
(-1.19) 

2.601 
(0.94) 

2.726 
(0.95) 

7.628 
(0.98) 

0.413 
(0.14) 0.59 0.7799 -0.0787 

PM (AE) 46 -3.433 
(-0.55) 

-0.002 
(0.002) 

0.091 
(0.03) 

-3.093 
(-0.81) 

-3.993 
(-1.20) 

2.582 
(0.94) 

2.727 
(0.95) 

7.567 
(0.97) 

0.427 
(0.15) 0.59 0.7802 -0.0788 

BHAR 32 184.906 
(1.76)* 

0.101 
(0.98) 

4.620 
(0.17) 

0.538 
(0.01) 

31.646 
(0.60) 

49.052 
(1.12) 

-33.234 
(-1.23) 

-151.244 
(-1.85)* 

-51.304 
(-1.24) 0.70 0.6879 -0.0838 
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6.3.2 Unsuccessful Target Firms 

 

6.3.2.1 Post-Takeover Failure Transformations in Performance 

 

Similar to the unsuccessful bidders, equation (1) shall be incorporated to evaluate 

unsuccessful targets. However, unlike for unsuccessful bidders the intercept value for 

unsuccessful targets is predicated to be positive. The results for the regression analyses 

relating to unsuccessful target performance are presented in Panel A of Tables 6.3.4 to 

6.3.6. 

 

Contrary to expectations, an examination of the period one regression results indicates 

that unsuccessful targets fail to experience an immediate operating performance 

improvement. None of the ‘pure’ operating cash flow performance measures, although 

positive, obtain significance. In the same vein, with the exception of ROE (irrespective 

of before or after extraordinaries) which obtains significance at the 10% level, all other 

abnormal accounting ratios are negative and insignificant.81 The results presented in 

Panel A of 6.3.5, however, provide some more optimistic results. Contrary to the one 

period results, OCF/Assets is significantly positive at the 5% level and represents the 

only performance variable to obtain significance. Whilst the accrual measures of 

performance are insignificantly negative, this result provides immense support for both 

the integration of ‘pure’ cash flows as a performance measure in this thesis as well as 

for hypothesis 1(b). Also of note for period two is the significant positive correlation 

between pre-and post-merger failure performance for the OCF/Assets performance 

measure. Contrary to period one, this performance indicator represents the only 

measure whereby a significant correlation is obtained. 

 

The results for the three year cumulative period closely resemble those obtained for 

period two, although a greater number of performance measures, including ICF/Sales, 

ROA (AE) and PM exhibit a connection between pre-and post-merger failure. As was 

the case for period two, OCF/Assets is the only performance variable to obtain 

                                                 
81 This is to be expected, however, if operating performance improvements take time to come to fruition. 
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significance (10%). Notwithstanding the lack of other significant performance 

measures, this significant result indicates that unsuccessful targets do in fact achieve a 

significant improvement in operating performance over the two and three year 

cumulative periods.82 

 

Broad examination of all performance measures tends to suggest, therefore, that over 

the longer-term, targets do in fact undergo a transformation in terms of post-takeover 

failure performance.83 Supporting hypothesis 1(b), whilst there is a lack of significance 

obtained by a number of variables, ‘pure’ cash flows (when scaled by total assets) do 

experience significant improvement over the two and three year cumulative periods.  

 

6.3.2.2 Method of Financing 

 

The numerical output presented in Panel B of Tables 6.3.4 to 6.3.6 provides the means 

for analysing the impact of the method of payment on unsuccessful target post-merger 

failure performance. For the one year regressions there is overwhelming support for 

hypothesis 2(b). All performance variables, with the exception of OCF/Assets and ‘buy 

and hold’ abnormal returns, are significantly positive (all at the 5% level). As was the 

case for the results obtained for hypothesis 1(b), the coefficients for the direct and 

indirect cash flow measures scaled by sales report coefficients of greater magnitude 

than those scaled by assets. The PM coefficients, with and without extraordinaries, are 

also of substantial size indicating that cash offers are significantly linked to enhanced 

profit margins in the year following the failed takeover bid. It is also noteworthy that 

all performance indicators, with the exception of both ROE measures, detail a 

significant correlation between pre and post-takeover failure performance. 

 

                                                 
82 Whilst not significant, the results of ROA and ROE are perplexing and report opposite signs. This 
again demonstrates the impact of deflator choice. 
83 Given the findings of Bradley, Desai and Kim (1983), all of the regressions involving  takeover targets 
were repeated after eliminating the unsuccessful targets that were subsequently taken over within one, 
two and three years of the initial failed bid. After employing this approach the results for section 6.3.2.1 
‘Post-Takeover Failure Transformations in Performance’ essentially replicate the reported findings. 
However, they do not detail any significant results for the third cumulative period. 
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Enigmatically the performance improvement related to the method of payment hastily 

subsides over the two year period. No performance measure obtained significance for 

the method of financing over this event window and, contrary to the one period 

window, which provides some evidence contrary to hypothesis 1(b), no intercept was 

of any significance. However, when the three year period is reviewed the ‘CASH’ 

variable is reinstated with some significant values, although only at the 10% level. 

Panel B of Table 6.3.6 indicates that the cash form of financing is positively associated 

with both ROA (irrespective of extraordinary item inclusion) and ICF/Assets. In 

addition, as was the situation for the period two results, whilst the majority of the 

intercepts yield negative values no intercept is significant. 

 

By way of summary, it appears that the method of financing is substantially associated 

with the immediate post-merger operating performance of unsuccessful targets. 

Applying this result, the evidence provided here confirms the contention that targets, 

which are offered cash, represent more valuable entities. However, this performance 

improvement association persists only marginally over the three year event window 

and not at all over the two year window.84 

 

6.3.2.3 Industry Relatedness 

 

The results of the regression analyses pertaining to the performance of unsuccessful 

targets and the associated explanatory power of the industry relatedness variable are 

presented in Panel C of Tables 6.3.4 to 6.3.6. Contrary to the regression results relating 

to the aforementioned explanatory variables, neither of the ‘pure’ cash flow or the 

indirect cash flow measures derive significance over any of the three analysed event 

periods when ‘INDUSTRY’ is included as a partitioning variable. The year one ROE 

performance measures (both before and after extraordinaries) represent the only ratios 

to be significantly associated (10%) with post-takeover performance. Taken alone, the 

findings for these measures indicate that unsuccessful targets that are involved in an 

unsuccessful related takeover earn superior profit per ordinary share in the initial period 

                                                 
84 The additional regressions eliminating subsequently taken over targets provide consistent results. 
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after the failed bid. The remaining accrual, stock return and cash flow performance 

measures are relatively inconsistent in terms of direction, and whilst the measures with 

negative values tend to report coefficients of significant magnitude, this is unable to be 

effectively interpreted because of the lack of significance associated with these 

measures. Therefore, whilst ROE exhibits some evidence contrary to hypothesis 3(b), 

when the results are contemplated in entirety it is evident that industry overlap fails to 

have any explanatory power in the post-merger failure performance of unsuccessful 

targets. 

 

6.3.2.4 Hostile Bids 

 

The regression results reported in Panel D of Tables 6.3.4 to 6.3.6 correspond to the 

testing of hypothesis 4(b), with the coefficient ‘HOSTILE’ again expected to be of a 

positive value. Although no significant results are obtained for the two year cumulative 

period, the two alternate event periods provide some promising results.85 Both post-

merger failure ROA and ROE (including and excluding extraordinaries) exhibit a 

significantly positive (5%) relation with merger hostility. These results provide direct 

evidence supporting hypothesis 4(b). The sources of these immediate improvements 

are, however, unable to be determined. Whether the increase in after tax profits is in 

response to a legitimate improvement in firm operations or successful earnings 

management is left for future empirical inquiry. By contrast, review of the intercepts 

provides significant evidence contrary to hypothesis 1(b), after controlling for offer 

hostility. 

 

When hostility is contemplated over the three year cumulative period, the only 

performance measure to obtain statistical significance is OCF/Sales. This result 

suggests that hostile bids, whilst not notably impacting upon cash flows in the first two 

years post-merger failure, are associated with increased ‘pure’ cash flows over the 

                                                 
85 This lack of significance for the two year cumulative period, with the exception of OCF/Assets, 
includes all of the coefficient estimates for pre-merger failure performance. Conversely, the other event 
periods exhibit immense correlation between pre and post-merger performance for a number of 
performance measures. 
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long-term.86 The results reported for ROA and PM further reinforce this contention, 

however these measures fall just short of being deemed significant. In summary, it 

appears that takeover bid hostility does have a significant positive bearing on 

performance in the short and long-term. However, as was the case for the unsuccessful 

bidding firms, cynicism must applied when asserting this marginal performance 

improvement because of the potential bias associated with sales revenue as a 

performance measure scaling item. 

 

6.3.2.5 Growth-Resource Imbalance 

 
The findings of the regression analyses relating to the performance of unsuccessful 

target firms and the associated explanatory power of the ‘GROWTH’ and 

‘RESOURCE’ variables are presented in Panel E of Tables 6.3.4 to 6.3.6. Contrary to 

the results for the unsuccessful bidding firms, the partitioning of the unsuccessful target 

firms according to these two variables imparts some very significant results. Consistent 

with hypothesis 5(b), ‘RESOURCE’ is significantly negative in the initial period. ROA 

and ROE (after including and excluding extraordinaries) and ‘buy and hold’ abnormal 

returns provide the strongest results, obtaining a significance level of 5%. ICF/Assets 

also report a significantly negative relationship as does PM, although these measures 

yield only a 10% degree of statistical significance.  

 

Importantly, these results maintain their significance in the second cumulative period. 

All measures reported as significant for the initial cumulative period, with the 

exception of ROE and ‘buy and hold’ abnormal returns, strengthen to become 

significant at the 5% level in second period. ICF/Sales and OCF/Sales also transform to 

become significantly negative. Whilst these fortified associations indicate that a 

resource imbalance detrimentally affects unsuccessful target firms, the number of 

performance measures that are statistically significant over the third cumulative period 

subsides. However, OCF/Sales remains significantly negative (5%) as does ICF/Assets 

and OCF/Assets, with both of the latter variables reporting statistical significance at the 
                                                 
86 The OCF/Sales regression that partitions the sample according to targets that were subsequently taken 
over fails to report this hostility coefficient as significant, at any level.  
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10% level. Overall, the evidence suggests that a resource imbalance considerably 

explains unsuccessful target post-merger performance.87 

 

The inclusion of the ‘GROWTH’ variable within the regression equation also yields 

intriguing results. Of particular note is the significance of the OCF/Sales variable (1%) 

which reports a negative coefficient of -9.403. Supplemented with the ROE 

performance measures, which report significance at the 5% level, the evidence 

indicates that unsuccessful targets suffer immediately following the failed takeover if 

they maintained a growth imbalance with their respective bidding firm in year minus 

one. Whilst OCF/Sales represents the only performance measure to obtain significance 

in the second cumulative period, this measure persists in terms of significance over the 

three year cumulative period (5%). To add to the above evidence, in the long-term 

event window OCF/Sales is also complemented with the statistical significance of 

OCF/Assets. Therefore, whilst the growth imbalance declines in terms of significance 

in the long-term there remains powerful evidence to vindicate that such an imbalance 

does obtain an explanatory role in the post-merger failure performance of unsuccessful 

targets.88 

 

6.3.2.6 Corporate Governance 

 

The regression results reported in Panel F of Tables 6.3.4 to 6.3.6 correlate to the 

testing of hypothesis 6(b), with the coefficients ‘SEP_MGT’ and ‘OUTSIDER’ being 

expected to be of a positive value. Contrary to the results of the unsuccessful bidding 
                                                 
87 The above reported results are for when the free cash flow benchmark is given a value of zero. When 
the benchmark is the median free cash flow ratio value the results are far from convincing. However, this 
was somewhat expected because when a target obtains a scaled free cash flow ratio above the median 
this does not automatically imply that the target actually maintains free cash flows, nor does it imply that 
a target with a ratio below the median fails to have actual free cash flows. When the median was used as 
a benchmark, given that the median value was positive, all targets that reported a free cash flow ratio 
which was positive but less than the median were deemed to be ‘resource poor’ firms. The use of a zero 
value benchmark is thus more dependable as those firms that report a positive ratio are deemed ‘resource 
rich’ firms, and vice versa for those that report a negative ratio. The same argument applies for the 
‘GROWTH’ variable with the superior benchmark being given a value of one. 
88 Also of particular note is that a number of intercepts are significantly positive, over a number of years, 
when both of the growth and resource imbalance variables are included within the regression. This 
suggests that when the imbalance complications are accounted for, targets improve significantly in the 
post-merger period. This finding contradicts earlier results, but lends support to hypothesis 1(b). 
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firms, examination of the variable ‘OUTSIDER’ over the initial post-merger period 

reveals that, with the exception of ROE which reports slightly significant positive 

values, there is a lack of conclusive evidence over the initial cumulative period to 

corroborate hypothesis 6(b). Review of the two year cumulative results, however, sees 

increased evidence supporting hypothesis 6(b) with ICF/Sales and both of the PM 

performance measures reporting significantly positive values (at the 5% level). These 

results persist over the three year cumulative period, although they slightly decline in 

terms of significance. ‘Buy and hold’ abnormal returns also become significant in third 

cumulative period indicating that abnormal positive stock returns are experienced by 

unsuccessful target shareholders when the target board is deemed independent.89 The 

accumulation of these results suggest that the number of non-executives on the board, 

whilst not having an immediate impact, result in improved indirect cash flows, profit 

margins and stock returns over the longer-term. 

 

In terms of the fluctuation in significance levels, the pattern for the ‘SEP_MGT’ 

variable essentially follows that of the ‘OUTSIDER’ variable. Only ICF/Assets and 

OCF/Assets are significantly positive (10%) in the one year cumulative period. 

However, as time progresses more statistically significant values are obtained. In the 

two year cumulative period OCF/Assets is very significant (1%) and positively 

associated with ‘SEP_MGT’. This confirms the less significant results for period one. 

However, cumulative period two also results in three other performance measures 

obtaining mild negative significance over the same period. Thus, whilst the balance of 

significance leans towards the supporting hypothesis 6(b), the inconsistency of the 

‘SEP_MGT’ variable for unsuccessful bidding firms is echoed for the unsuccessful 

targets and ensures that over the second cumulative post-merger period results are far 

from conclusive. 

 

Examination of the three year cumulative period results, however, restores some 

uniformity to the findings with both OCF/Assets and ICF/Assets reporting positive and 

                                                 
89 The finding directly contrasts the result derived for unsuccessful bidding firms and hence emphasises 
the need for further investigation into this line of inquiry. 
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significant values (5% and 10%, respectively). Notwithstanding the inconsistent results 

in the second cumulative period for ‘SEP_MGT’, the evidence detailed here indicates 

that corporate governance variables do partially explain a decent proportion of the post-

merger performance for unsuccessful targets. However, this association varies 

considerably between performance measures and in terms of the degree of statistical 

significance.90 

 

6.3.2.7 Combined Model 

 

Similar to the unsuccessful bidding firm investigation, the concluding analysis for 

unsuccessful target firms involves the concurrent testing of all of the potential 

explanatory variables. The majority of the statistical findings of this analysis are 

generally consistent with the aforementioned unsuccessful target results. However, 

there are also some fundamental discrepancies. The findings of this collective analysis 

are reported in Panel G of Tables 6.3.4 to 6.3.6. 

 

Disparate to the individual regressions that assessed the overall performance 

transformations of unsuccessful targets, with the exception of ‘buy and hold’ abnormal 

returns, the cumulative regressions detail intercept values which tend to suggest that 

targets deteriorate in terms of post-merger performance after controlling for the other 

variables. Whilst unsuccessful targets appear to only suffer in terms of ROA (both 

before and after extraordinary items) in cumulative periods one and two, the most 

resounding evidence of worsening target performance is in event period three. In this 

period not only do the accrual performance measures of ROA and PM suggest a 

worsening of performance, but ICF/Assets and ICF/Sales also verify this assertion. 

What is of integral importance is the statistical significance attached to these variables. 

                                                 
90 When truly independent targets are regressed the direction of the results remains the same but the 
significance falls. This suggests that for those targets that are able to remain independent over the entire 
post-merger period, corporate governance characteristics fail to explain as much post-merger failure 
performance. 
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ICF/Assets, ROA (BE) and ROA (AE) are all significant at the 1% level, whilst both 

PM performance measures record a significance level of 5%.91  

 

Although the direct and indirect cash flow measures fail to be significant for the 

‘CASH’ variable in the Panel G of Table 6.3.4, the positive direction of the coefficients 

and the significance of ROE persist. Examination of the results for the second 

cumulative period reveal findings similar to the unsuccessful bidders with equity 

financed transactions being associated with superior post-merger performance, again 

with the exception of ‘buy and hold’ abnormal returns which suggests the contrary. 

Similar contradictory findings were obtained for the ‘HOSTILE’ variable. Whilst this 

latter variable was deemed to be negatively associated with ROA and ROE in the short-

term and OCF/Sales in the long-term in the individual regressions, review of Tables 

6.3.4 to 6.3.6 suggest the opposite and thus provide a lack of support for hypothesis 

4(b). 

 

The results for the industry overlap, growth and resource variables within the combined 

regression are particularly impressive.92 Whilst not entirely conforming to the 

hypotheses, these results do coincide with the previously reported findings in terms of 

coefficient estimate direction for every event window as well as by reporting immense 

statistical significance. This is acutely the case for the ‘GROWTH’ and ‘RESOURCE’ 

variables where the associations with accrual, direct and indirect cash flow 

performance measures as well as abnormal stock returns are consistent throughout all 

examined periods. Of the two variables, the evidence indicates that a resource 

imbalance between unsuccessful target and bidder firms has a particularly burdensome 

impact on unsuccessful targets with a variety of performance measures being 

significantly negative, some at the 1% and 5% level, in every cumulative period. 

                                                 
91 Whilst these results are immensely compelling, it must be recognised that for these regressions the 
intercept represents the change in post-merger performance unrelated to all seven of the explanatory 
variables and hence must be considered secondary to the regressions results depicted in section 6.3.1 
‘Unsuccessful Bidding Firms’. 
92 When the purely independent targets are examined the industry relatedness variable becomes the most 
significant explanatory factor for cumulative periods one and two. Over these two periods seven 
variables yield positive values with a significance of 1%. 
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Finally, and likewise to the individual regressions, the corporate governance variables 

also derive noteworthy significance over the longer performance windows. Despite 

providing limited explanatory power in cumulative period one, the variables 

‘SEP_MGT’ and ‘OUTSIDER’ attract substantial significance in both the two and 

three year cumulative periods. Examination of Table 6.2.5 reveals an immensely 

noteworthy finding with six performance measures for the variable ‘OUTSIDER’ 

indicating a statistically significant relationship at the 1% level. This is closely 

followed by seven performance measures deriving a significant positive relationship 

with ‘OUTSIDER’ in cumulative period three and OCF/Assets being significantly (1%) 

related to ‘SEP_MGT’. Overall, these latter results reinforce the incremental 

explanatory power of the corporate governance variables initially highlighted in the 

unsuccessful bidder investigation. The results reported here merely represent a starting 

point for future empirical investigation and the clarification and expansion of these 

findings will enormously benefit both of the academic and business spheres. 
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Table 6.3.4: Target Firm Regression Results for One Year Pre and Post-
Merger Failure (Control Adjusted)  

 
 

 
 

Panel A: IAOPi
(post) = α + β IAOPi

(pre) + εi  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 68 -1.660 
(-0.35)

0.690 
(3.22)*** 11.80 0.0010 0.1388 

ICF / Assets 68 0.019 
(0.37)

0.268 
(2.42)** 5.78 0.0190 0.0666 

OCF / Sales 68 0.088 
(0.02)

2.068 
(2.25)** 26.05 <.0001 0.2721 

OCF / Assets 68 0.049 
(1.42)

0.428 
(4.52)*** 19.01 <.0001 0.2118 

ROA (BE) 68 -0.040 
(-0.87)

0.327 
(3.45)*** 10.21 0.0021 0.1209 

ROA (AE) 68 -0.042 
(-0.92)

0.319 
(3.44)*** 9.96 0.0024 0.1179 

ROE (BE) 68 -0.259 
(-1.73)*

-0.358 
(-0.94) 9.53 0.0030 0.1130 

ROE (AE) 68 -0.273 
(-1.72)*

-0.296 
(-0.87) 7.77 0.0069 0.0918 

PM (BE) 68 -3.437 
(-0.70)

0.803 
(4.15)*** 16.80 0.0001 0.1908 

PM (AE) 68 -3.446 
(-0.70)

0.803 
(4.15)*** 16.80 0.0001 0.1908 

BHAR 60 9.008 
(0.97)

-0.162 
(-2.06)** 2.81 0.0990 0.0298 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 68 -12.049 
(-1.45)

0.713 
(3.37)***

22.187 
(2.31)** 8.75 0.0004 0.1879 

ICF / Assets 68 -0.071 
(-0.85)

0.233 
(2.07)**

0.192 
(2.10)** 4.90 0.0104 0.1043 

OCF / Sales 68 -5.788 
(-1.31)

1.978 
(2.28)**

12.483 
(2.12)** 14.87 <.0001 0.2927 

OCF / Assets 68 0.062 
(1.140)

0.443 
(4.22)***

-0.030 
(-0.40) 9.46 0.0002 0.2016 

ROA (BE) 68 -0.138 
(-1.76)*

0.295 
(3.05)***

0.209 
(2.36)** 7.98 0.0008 0.1725 

ROA (AE) 68 -0.138 
(-1.77)*

0.289 
(3.04)***

0.204 
(2.32)** 7.73 0.0010 0.1674 

ROE (BE) 68 -0.531 
(-2.35)**

-0.332 
(-0.89)

0.575 
(2.51)** 6.55 0.0026 0.1421 

ROE (AE) 68 -0.544 
(-2.33)**

-0.269 
(-0.80)

0.575 
(2.60)** 5.59 0.0057 0.1206 

PM (BE) 68 -13.248 
(-1.57)

0.824 
(4.16)***

20.964 
(2.13)** 10.95 <.0001 0.2290 

PM (AE) 68 -13.250 
(-1.57)

0.824 
(4.16)***

20.948 
(2.13)** 10.95 <.0001 0.2289 

BHAR 60 14.678 
(0.96)

-0.175 
(-2.13)**

-12.111 
(-0.65) 1.60 0.2117 0.0198 
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Table 6.3.4: Target Firm Regression Results for One Year Pre and 
Post-Merger Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 68 -11.170 
(-0.92)

0.716 
(3.26)***

13.282 
(1.01) 6.61 0.0024 0.1435 

ICF / Assets 68 -0.021 
(-0.19)

0.253 
(2.28)**

0.056 
(0.45) 2.97 0.0582 0.0556 

OCF / Sales 68 -4.891 
(-1.77)*

2.100 
(2.28)**

6.912 
(1.32) 13.32 <.0001 0.2689 

OCF / Assets 68 0.019 
(0.380)

0.420 
(4.56)***

0.042 
(0.66) 9.53 0.0002 0.2030 

ROA (BE) 68 -0.100 
(-1.02)

0.302 
(3.22)***

0.084 
(0.75) 5.36 0.0070 0.1153 

ROA (AE) 68 -0.110 
(-1.14)

0.293 
(3.24)***

0.095 
(0.87) 5.34 0.0071 0.1147 

ROE (BE) 68 -0.823 
(-2.14)**

-0.442 
(-1.14)

0.788 
(2.02)** 7.29 0.0014 0.1581 

ROE (AE) 68 -0.802 
(-2.11)**

-0.367 
(-1.05)

0.735 
(1.98)** 5.97 0.0042 0.1292 

PM (BE) 68 -11.733 
(-0.96)

0.825 
(4.10)***

11.591 
(0.87) 8.90 0.0004 0.1908 

PM (AE) 68 -11.765 
(-0.96)

0.825 
(4.10)***

11.622 
(0.87) 8.90 0.0004 0.1908 

BHAR 60 11.283 
(0.59)

-0.164 
(-2.03)**

-3.061 
(-0.14) 1.39 0.2569 0.0131 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 68 -5.115 
(-0.59)

0.697 
(3.18)***

6.378 
(0.62) 6.04 0.0039 0.1307 

ICF / Assets 68 -0.065 
(-0.81)

0.267 
(2.34)**

0.153 
(1.56) 4.16 0.0200 0.0861 

OCF / Sales 68 -1.280 
(-0.38)

2.088 
(2.27)**

2.515 
(0.39) 12.91 <.0001 0.2622 

OCF / Assets 68 0.062 
(1.00)

0.431 
(4.61)***

-0.025 
(-0.34) 9.43 0.0003 0.2011 

ROA (BE) 68 -0.156 
(-2.04)**

0.328 
(3.61)***

0.212 
(2.31)** 8.15 0.0007 0.1759 

ROA (AE) 68 -0.160 
(-2.10)**

0.320 
(3.61)***

0.216 
(2.36)** 8.14 0.0007 0.1757 

ROE (BE) 68 -0.755 
(-2.31)**

-0.393 
(-1.13)

0.915 
(2.41)** 9.79 0.0002 0.2078 

ROE (AE) 68 -0.774 
(-2.22)**

-0.333 
(-1.05)

0.921 
(2.32)** 8.74 0.0004 0.1876 

PM (BE) 68 -7.176 
(-0.82)

0.810 
(4.05)***

6.904 
(0.66) 8.55 0.0005 0.1838 

PM (AE) 68 -7.192 
(-0.82)

0.810 
(4.05)***

6.916 
(0.66) 8.55 0.0005 0.1839 

BHAR 60 -0.481 
(-0.05)

-0.149 
(-1.90)*

16.156 
(0.98) 1.75 0.1823 0.0249 
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Table 6.3.4: Target Firm Regression Results for One Year Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 36 13.763 
(2.05)** 

0.324 
(2.33)**

-23.841 
(-1.53)

-16.222 
(-1.22) 3.01 0.0443 0.1472 

ICF / Assets 36 0.177 
(1.67) 

0.213 
(1.75)*

-0.034 
(-0.20)

-0.247 
(-1.69)* 1.96 0.1406 0.0757 

OCF / Sales 36 4.488 
(1.76)* 

0.741 
(4.76)**

-9.403 
(-

-1.664 
(-0.52) 11.44 <.0001 0.4723 

OCF / Assets 36 0.155 
(1.82)* 

0.493 
(3.36)**

0.043 
(0.350)

-0.096 
(-0.83) 4.18 0.0132 0.2142 

ROA (BE) 36 0.100 
(1.01) 

0.327 
(3.30)**

-0.062 
(-0.41)

-0.251 
(-2.04)** 4.65 0.0083 0.2382 

ROA (AE) 36 0.101 
(1.01) 

0.328 
(3.30)**

-0.061 
(-0.40)

-0.253 
(-2.06)** 4.65 0.0082 0.2385 

ROE (BE) 36 0.593 
(1.47) 

-0.637 
(-1.89)*

-1.020 
(-2.03)**

-0.882 
(-2.06)** 7.46 0.0006 0.3564 

ROE (AE) 36 0.589 
(1.47) 

-0.636 
(-1.89)*

-1.021 
(-2.03)**

-0.874 
(-2.05)** 7.45 0.0006 0.3560 

PM (BE) 36 11.101 
(1.65) 

0.440 
(3.60)**

-18.337 
(-1.16)

-21.714 
(-1.71)* 4.09 0.0145 0.2093 

PM (AE) 36 11.100 
(1.65) 

0.440 
(3.61)**

-18.332 
(-1.16)

-21.719 
(-1.71)* 4.09 0.0145 0.2093 

BHAR 32 60.506 
(2.52)** 

-0.344 
(-3.05)***

-18.914 
(-0.73)

-77.637 
(-2.74)** 4.28 0.0132 0.2408 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 68 -8.476 
(-0.43) 

0.678 
(3.03)***

2.849 
(0.20)

6.728 
(0.57) 4.00 0.0113 0.1185 

ICF / Assets 68 -0.192 
(-1.21) 

0.308 
(2.77)***

0.195 
(1.73)*

0.091 
(0.82) 3.39 0.0232 0.0967 

OCF / Sales 68 1.929 
(0.320) 

2.088 
(2.25)**

-4.857 
(-0.63)

2.607 
(0.39) 8.58 <.0001 0.2535 

OCF / Assets 68 -0.110 
(-2.05)** 

0.451 
(4.84)***

0.106 
(1.76)*

0.114 
(1.38) 8.20 0.0001 0.2437 

ROA (BE) 68 -0.222 
(-1.45) 

0.367 
(3.94)***

0.147 
(1.310)

0.103 
(0.92) 4.59 0.0057 0.1384 

ROA (AE) 68 -0.217 
(-1.41) 

0.356 
(3.88)***

0.144 
(1.27)

0.096 
(0.86) 4.40 0.0071 0.1320 

ROE (BE) 68 -0.807 
(-1.73)* 

-0.294 
(-0.81)

0.263 
(0.83)

0.503 
(1.70)* 4.13 0.0097 0.1228 

ROE (AE) 68 -0.861 
(-1.73)* 

-0.236 
(-0.74)

0.296 
(0.89)

0.528 
(1.75)* 3.66 0.0168 0.1065 

PM (BE) 68 -12.669 
(-0.64) 

0.779 
(3.88)***

0.943 
(0.06)

12.245 
(1.03) 5.93 0.0012 0.1809 

PM (AE) 68 -12.659 
(-0.63) 

0.779 
(3.88)***

0.933 
(0.06)

12.228 
(1.030) 5.93 0.0012 0.1809 

BHAR 60 -8.156 
(-0.32) 

-0.131 
(-1.70)*

30.198 
(1.38)

-6.760 
(-0.34) 1.56 0.2084 0.0279 
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Table 6.3.4: Target Firm Regression Results for One Year Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
  

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

 
 

This table presents the results of the target firm regressions, specified in section 4.3 ‘Regression Models’, for the one year pre-and post-merger failure. An explanation of the accounting ratios reported in 
the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. The method of 
computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance'. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the control firm 
‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, Palepu and 
Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a growth-
resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal returns is in 
percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns. 
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively. 

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 36 -28.438 
(-0.97) 

0.325 
(1.76)* 

10.031 
(0.81) 

23.750 
(1.12) 

13.507 
(1.29) 

-16.418 
(-1.76)* 

-25.161 
(-1.49) 

6.872 
(0.460) 

18.796 
(1.18) 1.96 0.0908 0.1805 

ICF / Assets 36 -0.311 
(-1.21) 

0.189 
(1.22) 

0.178 
(0.94) 

0.257 
(1.17) 

0.087 
(0.60) 

0.070 
(0.54) 

-0.394 
(-2.87)*** 

0.198 
(1.08) 

0.167 
(1.22) 1.91 0.1005 0.1716 

OCF / Sales 36 -5.262 
(-1.22) 

0.758 
(5.72)*** 

3.009 
(0.95) 

6.004 
(1.66) 

2.588 
(0.86) 

-6.537 
(-2.27)** 

-4.525 
(-1.41) 

3.663 
(0.91) 

1.522 
(0.47) 5.05 0.0007 0.4804 

OCF / Assets 36 -0.082 
(-0.52) 

0.498 
(3.07)*** 

-0.059 
(-0.44) 

0.121 
(1.04) 

-0.113 
(-1.0) 

0.093 
(0.73) 

-0.157 
(-1.59) 

0.245 
(1.88)* 

0.128 
(1.30) 2.69 0.0259 0.2783 

ROA (BE) 36 -0.409 
(-2.10)** 

0.265 
(2.28)** 

0.190 
(1.290) 

0.323 
(1.85)* 

0.163 
(1.470) 

0.045 
(0.47) 

-0.406 
(-3.63)*** 

0.123 
(0.80) 

0.138 
(1.15) 3.91 0.0035 0.3995 

ROA (AE) 36 -0.406 
(-2.08)** 

0.264 
(2.29)** 

0.193 
(1.33) 

0.323 
(1.84)* 

0.161 
(1.46) 

0.045 
(0.48) 

-0.409 
(-3.66)*** 

0.121 
(0.79) 

0.137 
(1.15) 3.91 0.0035 0.3996 

ROE (BE) 36 -0.714 
(-1.52) 

-0.722 
(-2.46)** 

0.961 
(2.33)** 

1.127 
(2.61)** 

0.643 
(1.66) 

-0.748 
(-2.06)** 

-1.358 
(-3.26)*** 

-0.510 
(-1.11) 

0.556 
(1.29) 5.18 0.0006 0.4887 

ROE (AE) 36 -0.730 
(-1.56) 

-0.722 
(-2.46)** 

0.940 
(2.29)** 

1.135 
(2.61)** 

0.649 
(1.68) 

-0.748 
(-2.06)** 

-1.346 
(-3.24)*** 

-0.502 
(-1.10) 

0.558 
(1.30) 5.16 0.0006 0.4875 

PM (BE) 36 -35.148 
(-1.22) 

0.401 
(2.72)** 

2.905 
(0.27) 

24.572 
(1.19 

14.741 
(1.47) 

-13.556 
(-1.44) 

-29.057 
(-1.76)* 

5.756 
(0.38) 

28.213 
(1.85)* 2.68 0.0263 0.2772 

PM (AE) 36 -35.139 
(-1.22) 

0.401 
(2.72)** 

2.917 
(0.27) 

24.570 
(1.19) 

14.734 
(1.47) 

-13.552 
(-1.44) 

-29.067 
(-1.76)* 

5.750 
(0.38) 

28.210 
(1.85)* 2.68 0.0263 0.2772 

BHAR 32 55.794 
(1.92)* 

-0.274 
(-2.11)** 

-3.770 
(-0.10) 

-22.625 
(-0.73) 

-3.009 
(-0.12) 

-14.212 
(-0.62) 

-75.123 
(-2.46)** 

56.406 
(1.92)* 

-18.710 
(-0.76) 1.85 0.1178 0.1806 
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Table 6.3.5: Target Firm Regression Results for Two Years Pre and 
Post-Merger Failure (Control Adjusted) 

 
 

 
 

Panel A: IAOPi
(post) = α + β IAOPi

(pre) + εi  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 62 -13.205 
(-1.43)

-0.521 
(-0.48) 1.11 0.2962 0.0018 

ICF / Assets 62 -0.005 
(-0.03)

0.060 
(0.33) 0.11 0.7419 -0.0148 

OCF / Sales 62 3.049 
(0.880)

0.768 
(1.60) 3.11 0.0829 0.0334 

OCF / Assets 62 0.132 
(2.07)**

0.338 
(2.51)** 8.19 0.0058 0.1054 

ROA (BE) 62 -0.122 
(-0.84)

0.061 
(0.36) 0.11 0.7425 -0.0148 

ROA (AE) 62 -0.125 
(-0.87)

0.043 
(0.25) 0.06 0.8146 -0.0157 

ROE (BE) 62 -14.738 
(-0.92)

-0.988 
(-0.71) 0.04 0.8401 -0.0160 

ROE (AE) 62 -14.740 
(-0.92)

-0.822 
(-0.72) 0.04 0.8475 -0.0160 

PM (BE) 62 -14.129 
(-1.47)

-0.461 
(-0.40) 0.83 0.3648 -0.0027 

PM (AE) 62 -14.154 
(-1.47)

-0.494 
(-0.43) 0.96 0.3322 -0.0007 

BHAR 49 26.581 
(1.08)

-0.048 
(-0.72) 0.08 0.7728 -0.0194 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 62 -8.219 
(-0.90)

-0.489 
(-0.46)

-11.075 
(-0.55) 0.72 0.4927 -0.0094 

ICF / Assets 62 0.015 
(0.07)

0.065 
(0.36)

-0.044 
(-0.15) 0.06 0.9377 -0.0316 

OCF / Sales 62 -1.456 
(-0.67)

0.650 
(1.53)

10.120 
(1.480) 2.46 0.0942 0.0457 

OCF / Assets 62 0.128 
(1.30)

0.335 
(2.37)**

0.008 
(0.06) 4.03 0.0229 0.0903 

ROA (BE) 62 -0.122 
(-0.59)

0.061 
(0.35)

0.000 
(0.00) 0.05 0.9479 -0.0320 

ROA (AE) 62 -0.126 
(-0.61)

0.043 
(0.240)

0.003 
(0.00) 0.03 0.9731 -0.0329 

ROE (BE) 62 -27.254 
(-0.97)

-0.534 
(-0.48)

28.050 
(1.02) 0.41 0.6683 -0.0199 

ROE (AE) 62 -27.251 
(-0.97)

-0.387 
(-0.46)

28.088 
(1.02) 0.40 0.6694 -0.0199 

PM (BE) 62 -8.822 
(-0.95)

-0.430 
(-0.38)

-11.784 
(-0.57) 0.59 0.5590 -0.0137 

PM (AE) 62 -8.946 
(-0.97)

-0.464 
(-0.41)

-11.569 
(-0.56) 0.64 0.5301 -0.0119 

BHAR 49 49.725 
(1.15)

-0.093 
(-1.22)

-46.902 
(-0.90) 0.45 0.6416 -0.0235 
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Table 6.3.5: Target Firm Regression Results for Two Years Pre and 
Post-Merger Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 62 -9.324 
(-0.77)

-0.526 
(-0.49)

-5.345 
(-0.31) 0.58 0.5641 -0.0140 

ICF / Assets 62 0.009 
(0.04)

0.062 
(0.33)

-0.018 
(-0.06) 0.06 0.9463 -0.0320 

OCF / Sales 62 -2.332 
(-1.30)

0.779 
(1.57)

7.406 
(1.35) 1.94 0.1529 0.0299 

OCF / Assets 62 0.056 
(0.67)

0.325 
(2.42)**

0.106 
(0.94) 4.31 0.0179 0.0979 

ROA (BE) 62 -0.148 
(-0.69)

0.057 
(0.34)

0.036 
(0.13) 0.06 0.9426 -0.0318 

ROA (AE) 62 -0.161 
(-0.74)

0.039 
(0.23)

0.049 
(0.17) 0.04 0.9631 -0.0326 

ROE (BE) 62 -0.833 
(-0.69)

-0.252 
(-0.37)

-18.820 
(-0.93) 0.15 0.8621 -0.0287 

ROE (AE) 62 -0.785 
(-0.74)

-0.204 
(-0.38)

-18.886 
(-0.92) 0.15 0.8621 -0.0287 

PM (BE) 62 -9.604 
(-0.78)

-0.467 
(-0.41)

-6.229 
(-0.35) 0.45 0.6398 -0.0184 

PM (AE) 62 -9.407 
(-0.77)

-0.501 
(-0.44)

-6.535 
(-0.37) 0.51 0.6007 -0.0162 

BHAR 49 10.163 
(0.24)

-0.047 
(-0.66)

22.379 
(0.43) 0.12 0.8880 -0.0381 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 62 -8.157 
(-0.74)

-0.562 
(-0.53)

-9.744 
(-0.61) 0.68 0.5120 -0.0107 

ICF / Assets 62 -0.054 
(-0.29)

0.064 
(0.35)

0.096 
(0.33) 0.11 0.9004 -0.0302 

OCF / Sales 62 3.620 
(0.53)

0.762 
(1.65)

-1.100 
(-0.15) 1.54 0.2229 0.0174 

OCF / Assets 62 0.103 
(1.02)

0.338 
(2.48)**

0.057 
(0.44) 4.13 0.0210 0.0930 

ROA (BE) 62 -0.226 
(-1.14)

0.070 
(0.41)

0.199 
(0.68) 0.27 0.7621 -0.0244 

ROA (AE) 62 -0.229 
(-1.15)

0.054 
(0.32)

0.200 
(0.68) 0.25 0.7816 -0.0253 

ROE (BE) 62 1.494 
-0.870

-0.184 
(-0.26)

-30.930 
(-1.05) 0.49 0.6176 -0.0171 

ROE (AE) 62 1.522 
(0.91)

-0.134 
(-0.25)

-30.973 
(-1.05) 0.49 0.6176 -0.0171 

PM (BE) 62 -9.427 
(-0.82)

-0.497 
(-0.44)

-9.076 
(-0.55) 0.51 0.6005 -0.0162 

PM (AE) 62 -9.220 
(-0.81)

-0.532 
(-0.48)

-9.518 
(-0.58) 0.59 0.5603 -0.0138 

BHAR 49 7.769 
(0.41)

-0.015 
(-0.18)

35.168 
(0.71) 0.27 0.7666 -0.0315 
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Table 6.3.5: Target Firm Regression Results for Two Years Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 32 5.952 
(0.51) 

-0.557 
(-0.62)

27.050 
(0.64)

-86.444 
(-2.44)** 2.87 0.0541 0.1533 

ICF / Assets 32 0.335 
(1.30) 

0.167 
(1.04)

0.620 
(1.27)

-1.166 
(-2.31)** 2.08 0.1260 0.0943 

OCF / Sales 32 5.498 
(2.61)** 

0.194 
(1.80)*

-10.735 
(-2.25)**

-6.685 
(-2.05)* 3.93 0.0186 0.2207 

OCF / Assets 32 0.388 
(3.16)*** 

0.434 
(2.54)**

-0.114 
(-0.42)

-0.185 
(-0.80) 2.95 0.0496 0.1590 

ROA (BE) 32 0.235 
(0.89) 

0.226 
(1.67)

0.515 
(1.16)

-1.225 
(-2.57)** 2.59 0.0731 0.1330 

ROA (AE) 32 0.240 
(0.91) 

0.209 
(1.49)

0.501 
(1.11)

-1.224 
(-2.57)** 2.51 0.0790 0.1276 

ROE (BE) 32 -67.024 
(-1.05) 

3.054 
(0.60)

31.824 
(1.08)

54.059 
(1.07) 0.40 0.7550 -0.0618 

ROE (AE) 32 -66.837 
(-1.05) 

2.802 
(0.54)

31.517 
(1.08)

53.929 
(1.07) 0.40 0.7558 -0.0619 

PM (BE) 32 5.884 
(0.49) 

-0.522 
(-0.55)

28.754 
(0.66)

-91.734 
(-2.50)** 2.90 0.0525 0.1553 

PM (AE) 32 6.051 
(0.50) 

-0.556 
(-0.60)

28.325 
(0.65)

-91.547 
(-2.49)** 2.94 0.0503 0.1582 

BHAR 27 61.359 
(2.43)** 

-0.060 
(-0.93)

-27.490 
(-0.96)

-55.121 
(-1.77)* 1.33 0.2905 0.0362 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 62 -16.647 
(-0.71) 

-0.315 
(-0.33)

-42.536 
(-1.88)*

52.782 
(2.03)** 3.68 0.0170 0.1166 

ICF / Assets 62 -0.281 
(-0.74) 

0.131 
(0.71)

-0.006 
(-0.02)

0.416 
(1.12) 0.57 0.6368 -0.0216 

OCF / Sales 62 6.441 
(0.65) 

0.856 
(1.67)*

-14.733 
(-0.98)

11.328 
(1.31) 2.46 0.0719 0.0669 

OCF / Assets 62 -0.117 
(-1.16) 

0.330 
(2.79)***

0.336 
(2.67)***

0.001 
(0.01) 4.62 0.0058 0.1511 

ROA (BE) 62 -0.346 
(-0.87) 

0.123 
(0.68)

-0.028 
(-0.07)

0.363 
(0.93) 0.42 0.7373 -0.0292 

ROA (AE) 62 -0.332 
(-0.83) 

0.102 
(0.57)

-0.037 
(-0.10)

0.348 
(0.90) 0.37 0.7734 -0.0319 

ROE (BE) 62 -76.994 
(-1.02) 

1.168 
(0.92)

54.13 
(1.05)

34.496 
(0.96) 1.30 0.2820 0.0147 

ROE (AE) 62 -76.874 
(-1.02) 

0.989 
(0.94)

54.055 
(1.050)

34.407 
(0.96) 1.30 0.2825 0.0146 

PM (BE) 62 -18.934 
(-0.80) 

-0.255 
(-0.25)

-44.232 
(-1.89)*

56.745 
(2.10)** 3.75 0.0156 0.1193 

PM (AE) 62 -18.675 
(-0.79) 

-0.288 
(-0.29)

-44.326 
(-1.90)*

56.396 
(2.08)** 3.78 0.0151 0.1203 

BHAR 49 22.630 
(1.50) 

-0.052 
(-0.78)

13.239 
(0.56)

14.489 
(-0.63) 0.08 0.9728 -0.0613 
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Table 6.3.5: Target Firm Regression Results for Two Years Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
  

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi  + ψ OUTSIDERi + εi 

 
This table presents the results of the target firm regressions, specified in section 4.3 ‘Regression Models’, for the two years pre-and post-merger failure. An explanation of the accounting ratios reported in 
the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. The method of 
computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance’. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the control firm 
‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, Palepu and 
Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a growth-
resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal returns is in 
percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns. 
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively. 

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 32 -43.329 
(-1.21) 

-0.258 
(-0.40) 

-66.180 
(-1.81)* 

30.508 
(1.22) 

9.295 
(0.36) 

3.384 
(0.11) 

-47.743 
(-1.51) 

-29.780 
(-1.11) 

87.203 
(3.08)*** 2.56 0.0368 0.2876 

ICF / Assets 32 -0.994 
(-1.83)* 

0.410 
(2.92)*** 

-0.866 
(-1.49) 

0.543 
(1.54) 

0.325 
(0.68) 

0.546 
(1.60) 

-0.832 
(-1.67) 

0.083 
(0.18) 

1.381 
(3.36)*** 2.25 0.0610 0.2443 

OCF / Sales 32 -0.759 
(-0.16) 

0.207 
(1.99)* 

1.293 
(0.23 

0.951 
(0.21) 

4.655 
(1.63) 

-10.217 
(-1.97)* 

-6.738 
(-1.50) 

0.014 
(0.00) 

4.558 
(0.99) 1.66 0.1613 0.1464 

OCF / Assets 32 0.119 
(0.420) 

0.368 
(3.25)*** 

0.169 
(0.76) 

0.241 
(1.09) 

-0.346 
(-1.98)* 

0.109 
(0.37) 

-0.522 
(-2.15)** 

0.446 
(2.22)** 

0.062 
(0.50) 2.47 0.0431 0.2745 

ROA (BE) 32 -1.172 
(-2.50)** 

0.464 
(3.74)*** 

-0.987 
(-1.96)* 

0.614 
(2.10)** 

0.506 
(1.18) 

0.401 
(1.420) 

-0.796 
(-1.73)* 

0.024 
(0.05) 

1.341 
(3.26)*** 2.75 0.0273 0.3113 

ROA (AE) 32 -1.187 
(-2.48)** 

0.456 
(3.52)*** 

-0.973 
(-1.92)* 

0.634 
(2.13)** 

0.505 
(1.18) 

0.398 
(1.41) 

-0.815 
(-1.77)* 

0.027 
(0.06) 

1.345 
(3.24)*** 2.70 0.0295 0.3054 

ROE (BE) 32 -101.052 
(-1.09) 

33.348 
(1.230) 

-19.917 
(-0.54) 

-76.834 
(-1.05) 

-46.147 
(-1.03) 

38.395 
(0.940) 

60.962 
(1.03) 

109.386 
(1.15) 

64.186 
(1.08) 0.68 0.7073 -0.0911 

ROE (AE) 32 -103.593 
(-1.10) 

33.792 
(1.230) 

-19.546 
(-0.53) 

-75.935 
(-1.05) 

-45.606 
(-1.02) 

38.156 
(0.93) 

59.516 
(1.02) 

110.957 
(1.15) 

65.631 
(1.08) 0.68 0.7044 -0.0900 

PM (BE) 32 -46.789 
(-1.28) 

-0.217 
(-0.33) 

-69.851 
(-1.82)* 

30.386 
(1.20) 

11.358 
(0.43) 

2.960 
(0.09) 

-49.956 
(-1.53) 

-30.561 
(-1.11) 

92.756 
(3.18)*** 2.66 0.0314 0.3003 

PM (AE) 32 -45.891 
(-1.26) 

-0.245 
(-0.37) 

-69.511 
(-1.82)* 

29.986 
(1.18) 

10.928 
(0.410) 

2.438 
(0.08) 

-49.940 
(-1.53) 

-30.717 
(-1.11) 

92.509 
(3.16)*** 2.67 0.0310 0.3014 

BHAR 27 74.778 
(2.07)* 

0.014 
(0.17) 

86.679 
(1.92)* 

0.919 
(0.03) 

-10.382 
(-0.36) 

-20.647 
(-0.74) 

-76.563 
(-2.95)*** 

-32.184 
(-0.78) 

-28.081 
(-1.02) 0.80 0.6123 -0.0664 
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Table 6.3.6: Target Firm Regression Results for Three Years Pre and Post-
Merger Failure (Control Adjusted) 

 
 

 
 

 
Panel A: IAOPi

(post) = α + β IAOPi
(pre) + εi  

 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

 
Panel B: IAOPi

(post) = α + β IAOPi
(pre) + γ CASHi + εi  

Performance 
Measure n. Constant IAOPi

(pre) F-Stat p-value Adj-R2 

ICF / Sales 52 -5.441 
(-1.01)

1.419 
(1.73)* 4.75 0.0340 0.0685 

ICF / Assets 52 0.069 
(0.34)

0.035 
(0.20) 0.02 0.8759 -0.0195 

OCF / Sales 52 0.644 
(0.37)

0.767 
(1.57) 7.11 0.0103 0.1070 

OCF / Assets 52 0.175 
(1.67)*

0.233 
(1.94)* 2.54 0.1170 0.0294 

ROA (BE) 52 0.009 
(0.05)

-0.002 
(-0.30) 0.00 0.9549 -0.0199 

ROA (AE) 52 0.013 
(0.060)

-0.036 
(-5.50)*** 0.95 0.3344 -0.0010 

ROE (BE) 52 -121.256 
(-0.97)

0.936 
(0.89) 0.01 0.9251 -0.0198 

ROE (AE) 52 -121.258 
(-0.97)

0.747 
(0.710) 0.01 0.9397 -0.0199 

PM (BE) 52 -6.082 
(-1.11)

1.498 
(1.89)* 5.43 0.0239 0.0799 

PM (AE) 52 -6.329 
(-1.12)

1.363 
(1.79)* 4.41 0.0408 0.0627 

BHAR 36 38.721 
(1.41)

0.097 
(1.17) 0.47 0.4991 -0.0155 

Performance 
Measure n. Constant IAOPi

(pre) CASH F-Stat p-value Adj-R2 

ICF / Sales 52 -9.544 
(-1.04)

1.403 
(1.62)

8.166 
(0.76) 2.62 0.0828 0.0598 

ICF / Assets 52 -0.295 
(-1.04)

-0.044 
(-0.26)

0.751 
(1.88)* 1.75 0.1848 0.0285 

OCF / Sales 52 -0.982 
(-0.41)

0.729 
(1.54)

3.203 
(1.15) 4.02 0.0241 0.1060 

OCF / Assets 52 0.182 
(0.97)

0.236 
(1.72)*

-0.014 
(-0.06) 1.25 0.2958 0.0097 

ROA (BE) 52 -0.366 
(-1.37)

-0.013 
(-1.38)

0.769 
(1.94)* 1.83 0.1710 0.0316 

ROA (AE) 52 -0.365 
(-1.37)

-0.047 
(-5.13)***

0.776 
(1.96)* 2.37 0.1039 0.0511 

ROE (BE) 52 -247.437 
(-1.02)

-0.529 
(-0.76)

257.864 
(1.05) 0.52 0.5957 -0.0190 

ROE (AE) 52 -247.407 
(-1.02)

-0.686 
(-1.06)

257.735 
(1.05) 0.52 0.5968 -0.0191 

PM (BE) 52 -10.510 
(-0.97)

1.481 
(1.77)*

8.816 
(0.80) 2.99 0.0594 0.0724 

PM (AE) 52 -10.848 
(-0.98)

1.348 
(1.66)

9.003 
(0.80) 2.49 0.0930 0.0553 

BHAR 36 59.458 
(1.26)

0.064 
(0.68)

-45.521 
(-0.83) 0.53 0.5935 -0.0276 
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Table 6.3.6: Target Firm Regression Results for Three Years Pre and 
Post-Merger Failure (Control Adjusted) (cont’d) 

 

 
Panel C: IAOPi

(post) = α + β IAOPi
(pre) + δ INDUSTRYi + εi 

 

 
Panel D: IAOPi

(post) = α + β IAOPi
(pre) + λ HOSTILEi + εi 

Performance 
Measure n. Constant IAOPi

(pre) INDUSTRY F-Stat p-value Adj-R2 

ICF / Sales 52 -17.562 
(-1.09)

1.591 
(1.81)*

16.450 
(0.93) 3.21 0.0492 0.0796 

ICF / Assets 52 0.317 
(0.55)

0.032 
(0.18)

-0.330 
(-0.55) 0.26 0.7730 -0.0299 

OCF / Sales 52 -2.756 
(-1.06)

0.840 
(1.62)

4.596 
(1.22) 4.31 0.0189 0.1147 

OCF / Assets 52 -0.066 
(-0.31)

0.239 
(1.87)*

0.319 
(1.30) 2.13 0.1293 0.0426 

ROA (BE) 52 0.354 
(0.55)

-0.011 
(-0.61)

-0.449 
(-0.68) 0.43 0.6530 -0.0229 

ROA (AE) 52 0.358 
(0.56)

-0.044 
(-2.64)**

-0.450 
(-0.68) 0.90 0.4113 -0.0038 

ROE (BE) 52 3.329 
(1.02)

-0.362 
(-0.65)

-162.863 
(-0.98) 0.15 0.8593 -0.0344 

ROE (AE) 52 3.385 
(1.02)

-0.556 
(-0.99)

-162.895 
(-0.98) 0.15 0.8607 -0.0345 

PM (BE) 52 -19.145 
(-1.15)

1.700 
(1.95)*

17.735 
(0.970) 3.63 0.0338 0.0936 

PM (AE) 52 -19.209 
(-1.15)

1.571 
(1.91)*

17.485 
(0.96) 3.07 0.0557 0.0749 

BHAR 36 47.020 
(1.54)

0.098 
(1.21)

-10.646 
(-0.23) 0.24 0.7889 -0.0455 

Performance 
Measure n. Constant IAOPi

(pre) HOSTILE F-Stat p-value Adj-R2 

ICF / Sales 52 -14.567 
(-1.44)

1.525 
(1.92)*

16.603 
(1.41) 3.56 0.0362 0.0911 

ICF / Assets 52 -0.221 
(-0.91)

0.083 
(0.47)

0.506 
(1.27) 0.77 0.4699 -0.0092 

OCF / Sales 52 -2.985 
(-1.30)

0.797 
(1.71)*

6.542 
(2.03)** 5.89 0.0051 0.1610 

OCF / Assets 52 0.062 
(0.370)

0.237 
(2.07)**

0.201 
(0.94) 1.70 0.1928 0.0268 

ROA (BE) 52 -0.291 
(-1.27)

0.007 
(0.82)

0.525 
(1.36) 0.80 0.4539 -0.0078 

ROA (AE) 52 -0.282 
(-1.23)

-0.028 
(-3.76)***

0.514 
(1.33) 1.25 0.2953 0.0097 

ROE (BE) 52 1.870 
(1.05)

-0.344 
(-0.64)

-216.467 
(-0.98) 0.36 0.6979 -0.0257 

ROE (AE) 52 1.865 
(1.04)

-0.529 
(-1.00)

-216.433 
(-0.98) 0.36 0.6991 -0.0257 

PM (BE) 52 -16.326 
(-1.57)

1.629 
(2.13)**

18.645 
(1.54) 4.16 0.0215 0.1102 

PM (AE) 52 -16.518 
(-1.56)

1.500 
(2.06)**

18.547 
(1.54) 3.59 0.0352 0.0921 

BHAR 36 18.120 
(0.93)

0.093 
(1.35)

35.183 
(0.73) 0.42 0.6621 -0.0344 
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Table 6.3.6: Target Firm Regression Results for Three Years Pre and Post-Merger 
Failure (Control Adjusted) (cont’d) 

 

 
Panel E: IAOPi

(post) = α + β IAOPi
(pre) + φ GROWTH  + θ RESOURCE  + εi 

 

  
Panel F: IAOPi

(post) = α + β IAOPi
(pre) + ϕ SEP_MGTi + ψ OUTSIDERi + εi

Performance 
Measure n. Constant IAOPi

(pre) GROWTH R’SOURCE F-Stat p-value Adj-R2 

ICF / Sales 25 8.319 
(0.58) 

0.674 
(0.71)

-18.510 
(-0.75)

-29.994 
(-1.55) 1.36 0.2830 0.0428 

ICF / Assets 25 0.389 
(0.81) 

0.065 
(0.32)

-0.163 
(-0.35)

-0.910 
(-1.75)* 0.92 0.4482 -0.0101 

OCF / Sales 25 6.903 
(2.81)** 

0.283 
(1.000)

-11.220 
(-2.24)**

-8.410 
(-2.36)** 4.03 0.0208 0.2745 

OCF / Assets 25 0.836 
(3.41)*** 

0.543 
(2.76)**

-0.776 
(-2.01)*

-0.611 
(-1.80)* 4.42 0.0147 0.2995 

ROA (BE) 25 0.232 
(0.50) 

0.023 
(0.13)

-0.231 
(-0.53)

-0.728 
(-1.46) 0.70 0.5652 -0.0396 

ROA (AE) 25 0.239 
(0.51) 

-0.013 
(-0.08)

-0.239 
(-0.54)

-0.720 
(-1.44) 0.69 0.5663 -0.0398 

ROE (BE) 25 -616.912 
(-1.06) 

10.586 
(0.170)

298.543 
(1.01)

477.834 
(1.04) 0.42 0.7388 -0.0778 

ROE (AE) 25 -613.594 
(-1.06) 

6.399 
(0.10)

296.230 
(1.01)

475.522 
(1.04) 0.42 0.7394 -0.0779 

PM (BE) 25 8.999 
(0.63) 

0.739 
(0.79)

-20.935 
(-0.84)

-31.599 
(-1.57) 1.55 0.2309 0.0644 

PM (AE) 25 9.437 
(0.65) 

0.571 
(0.59)

-21.963 
(-0.87)

-32.749 
(-1.62) 1.48 0.2488 0.0566 

BHAR 18 16.819 
(0.25) 

0.336 
(1.13)

98.588 
(1.38)

-90.635 
(-1.16) 1.10 0.3809 0.0178 

Performance 
Measure n. Constant IAOPi

(pre) SEP_MGT OUTSIDER F-Stat p-value Adj-R2 

ICF / Sales 52 -26.315 
(-1.19) 

1.479 
(1.77)*

9.614 
(0.62)

21.940 
(1.83)* 3.34 0.0267 0.1212 

ICF / Assets 52 -0.695 
(-1.22) 

0.153 
(0.92)

0.783 
(1.68)*

0.274 
(0.560) 1.20 0.3199 0.0116 

OCF / Sales 52 -4.239 
(-1.17) 

0.690 
(1.47)

2.530 
(0.78)

4.703 
(1.50) 3.30 0.0281 0.1192 

OCF / Assets 52 -0.245 
(-1.07) 

0.238 
(2.11)**

0.471 
(2.12)**

0.118 
(0.51) 2.45 0.0747 0.0787 

ROA (BE) 52 -0.607 
(-1.15) 

-0.005 
(-1.09)

0.657 
(1.48)

0.220 
(0.44) 0.86 0.4665 -0.0081 

ROA (AE) 52 -0.580 
(-1.10) 

-0.039 
(-8.22)***

0.635 
(1.43)

0.207 
(0.41) 1.12 0.3509 0.0069 

ROE (BE) 52 -591.386 
(-1.05) 

-0.661 
(-0.74)

417.876 
(1.07)

264.345 
(1.00) 1.28 0.2906 0.0164 

ROE (AE) 52 -591.106 
(-1.05) 

-0.778 
(-0.90)

417.561 
(1.07)

264.096 
(1.00) 1.28 0.2915 0.0163 

PM (BE) 52 -27.957 
(-1.26) 

1.528 
(1.91)*

10.005 
(0.64)

23.005 
(1.84)* 3.68 0.0183 0.1360 

PM (AE) 52 -28.244 
(-1.26) 

1.405 
(1.84)*

9.872 
(0.63)

23.240 
(1.83)* 3.30 0.0281 0.1192 

BHAR 36 -23.265 
(-0.37) 

0.131 
(1.57)

19.019 
(0.35)

79.395 
(1.73)* 0.86 0.4723 -0.0122 
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Table 6.3.6: Target Firm Regression Results for Three Years Pre and Post-Merger Failure (Control Adjusted) (cont’d) 
  

 

Panel G: IAOPi
(post) = α + β IAOPi

(pre) + γ CASHi + δ INDUSTRYi +λ HOSTILEi + φ GROWTH + θ RESOURCE + ϕ SEP_MGTi + ψ OUTSIDERi + εi 

 
This table presents the results of the target firm regressions, specified in section 4.3 ‘Regression Models’, for the three years pre-and post-merger failure. An explanation of the accounting ratios reported 
in the performance measure column is detailed in Table 4.1.1.1. The control adjusted ratios are computed by subtracting the ratio of the control firm from the corresponding sample firm ratio. The method 
of computing ‘buy and hold’ abnormal returns is detailed in section 4.1.2 ‘Share Market Performance’. The control adjusted ‘buy and hold’ abnormal returns are computed by subtracting the control firm 
‘buy and hold’ abnormal return from the corresponding sample firm ‘buy and hold’ abnormal return, over the relevant period of interest. Panel A reports the results of the standard Healy, Palepu and 
Ruback (1992) regression model. Panels B-G detail the results of examining the impact of the method of payment (CASH), industry relatedness (INDUSTRY), bid hostility (HOSTILE), a growth-
resource imbalance (GROWTH, RESOURCE) and corporate governance (SEP_MGT, OUTSIDER) on post-merger failure performance. The regression input for ‘buy and hold’ abnormal returns is in 
percentage format, whilst the accounting ratios are reported in raw form.  BHAR = ‘buy and hold’ abnormal returns. 
***, **, * Denote significance using a two tailed White’s adjusted t-test at the 1%, 5% and 10% levels, respectively.  

Performance  
Measure n. Constant IAOPi

(pre) CASH INDUS. HOST. GRWTH. R’SRCE. SP_MGT. O’SIDER. F-Stat p-value Adj-R2 

ICF / Sales 25 -67.857 
(-2.10)* 

1.493 
(1.93)* 

20.660 
(0.85) 

62.245 
(1.80)* 

15.293 
(0.94) 

5.714 
(0.32) 

-48.088 
(-1.77)* 

-4.942 
(-0.21) 

31.543 
(1.92)* 1.48 0.2388 0.1386 

ICF / Assets 25 -1.525 
(-2.96)*** 

0.337 
(2.48)** 

-0.058 
(-0.12) 

0.688 
(1.29) 

0.116 
(0.25) 

0.309 
(0.88) 

-1.214 
(-2.52)** 

0.975 
(1.66) 

1.249 
(2.98)*** 1.87 0.1369 0.2243 

OCF / Sales 25 -4.205 
(-0.88) 

0.272 
(1.31) 

1.843 
(0.27) 

5.641 
(1.13) 

6.073 
(1.56) 

-10.156 
(-2.22)** 

-8.878 
(-1.81)* 

-2.299 
(-0.37) 

6.894 
(1.94)* 2.37 0.0679 0.3128 

OCF / Assets 25 0.217 
(0.55) 

0.478 
(2.21)** 

0.008 
(0.02) 

0.614 
(1.64) 

-0.571 
(-2.45)** 

-0.353 
(-1.29) 

-1.090 
(-3.29)*** 

0.898 
(3.30)*** 

0.064 
(0.28) 4.28 0.0065 0.5223 

ROA (BE) 25 -1.597 
(-3.29)*** 

0.331 
(2.51)** 

-0.228 
(-0.49) 

0.543 
(1.06) 

0.262 
(0.60) 

0.110 
(0.34) 

-0.886 
(-1.92)* 

0.930 
(1.61) 

1.228 
(2.92)** 1.60 0.2015 0.1667 

ROA (AE) 25 -1.620 
(-3.28)*** 

0.328 
(2.45)** 

-0.211 
(-0.45) 

0.572 
(1.11) 

0.263 
(0.60) 

0.109 
(0.34) 

-0.910 
(-1.97)* 

0.931 
(1.61) 

1.234 
(2.92)** 1.58 0.2077 0.1618 

ROE (BE) 25 -726.337 
(-1.17) 

191.446 
(1.11) 

-309.330 
(-0.76) 

-730.463 
(-1.16) 

-545.312 
(-1.13) 

291.193 
(0.98) 

731.602 
(1.19) 

962.639 
(1.23) 

671.296 
(1.22) 0.71 0.6799 -0.1070 

ROE (AE) 25 -773.079 
(-1.18) 

198.707 
(1.10) 

-295.739 
(-0.74) 

-695.232 
(-1.16) 

-541.083 
(-1.13) 

291.260 
(0.98) 

703.063 
(1.19) 

977.517 
(1.24) 

688.259 
(1.22) 0.71 0.6787 -0.1064 

PM (BE) 25 -68.771 
(-2.15)** 

1.505 
(1.98)* 

22.629 
(0.89) 

62.302 
(1.82)* 

16.916 
(1.03) 

2.503 
(0.14) 

-49.617 
(-1.81)* 

-6.458 
(-0.27) 

33.634 
(2.00)* 1.65 0.1879 0.1777 

PM (AE) 25 -68.550 
(-2.13)** 

1.391 
(1.87)* 

21.963 
(0.860) 

62.104 
(1.79)* 

17.199 
(1.030) 

1.234 
(0.070) 

-49.988 
(-1.80)* 

-6.623 
(-0.27) 

34.150 
(2.01)* 1.59 0.2043 0.1644 

BHAR 18 7.245 
(0.07) 

0.179 
(0.33) 

64.870 
(0.82) 

40.305 
(0.48) 

-65.014 
(-1.45) 

156.313 
(1.64) 

-192.387 
(-1.79) 

69.323 
(1.09) 

-21.733 
(-0.32) 0.44 0.8699 -0.3588 
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6.4 Findings Summation and Implications 

 

Depicting a comparison with the available and relevant preceding literature, this 

section provides a summary of the core results detailed in this chapter. Contrary to 

expectations, the statistical evidence of this research indicates that both unsuccessful 

bidders and targets endure a significant operating performance improvement in the 

post-merger failure period. As this thesis sets a precedent in terms of investigating the 

operating performance transformations of unsuccessful takeover firms, it is not 

possible to illustrate the consistency of these results, or the lack thereof, with the 

current takeover literature. However, the results do prove of incremental importance 

when contemplated relative to the successful takeover literature. Whilst the evidence 

of operating performance improvements after successful takeovers is still relatively 

inconclusive, a significant amount of recent evidence, with the exception of Powell 

and Stark (2005), suggests that there are no persistent and significant alterations in 

terms of operating performance for merged entities. This evidence includes that of 

Sharma and Ho (2002), the only study to investigate successful takeovers in an 

Australian context.93 The findings of these studies, when reviewed in conjunction with 

the results of this thesis (which suggests improved unsuccessful bidder cash flow 

performance) confirm the contention that the completion of corporate takeovers is 

generally negatively perceived by capital markets. More importantly, the evidence 

suggests, therefore, that firms are better to remain independent, rather than to pursue a 

growth strategy that is facilitated through takeovers.  

 

The significance of these results is exacerbated by the importance of the unique 

integration of ‘pure’ cash flows as a performance measure within this study. When 

considered in entirety, it appears that the true underlying performance changes of 

unsuccessful firms are effectively masked when only indirect cash flows and accrual 

measures of performance are reviewed. Whilst at least one of these latter measures 

derives significance in the majority of regressions, there are a number of occasions 

                                                 
93 Other operating performance studies that report similar results include, for example, Ghosh (2001) 
and Fee and Thomas (2004). 
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where ‘pure’ cash flows is the only measure to obtain statistical significance. This 

result implies that all future successful and unsuccessful takeover investigations, 

provided data is available, should incorporate a direct measure of cash flows so as a 

complete perspective of firm performance is acquired. To add to the value of the 

results for the cash flow performance measures, the share market returns for both 

unsuccessful targets and bidders reflect informationally efficient markets. Although 

only the unsuccessful bidding firm ‘buy and hold’ abnormal returns in cumulative 

period two obtained significance, all of the other relevant intercepts report positive 

signs. Despite not being statistically significant, this result is crucial as it implies the 

share market returns reflect the movement of the abnormal cumulative accounting 

performance measures. 

 

The evidence presented in this chapter further suggests that a number of explanatory 

variables employed in the successful merger literature are significantly related to the 

unsuccessful post-takeover performance of targets and bidders. Whilst industry 

relatedness and the hostility of the takeover transaction report scattered evidence of 

significant associations, the results for the variables method of payment, growth-

resource imbalance and corporate governance provide the most noteworthy results. 

Whilst the unsuccessful targets conform to the more recent successful merger 

literature, where the cash method of payment is consistently found to be significant 

and positively related to post-merger performance (e.g., Linn and Switzer, 2001; 

Ghosh, 2001; Megginson, Morgan and Nail, 2004), the evidence reported in this study 

suggests that enhanced post-merger performance is experienced by those unsuccessful 

bidders that offer to issue stock, or a mixture of cash and stock, relative to those that 

offer cash. This result is particularly intriguing given the results of Erickson and Wang 

(1999) and Louis (2004), where evidence is found supporting the contention that 

successful acquirers that offer stock manage earnings in the period preceding 

takeovers. Furthermore, whilst not supporting signalling theory, this result does 

indirectly confirm the argument that unsuccessful targets that are offered cash 

represent better deals. In addition, given that the explanatory variables of growth-

resource imbalance and corporate governance have not been previously applied in the 
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successful merger operating performance literature, the significant results obtained by 

these variables in this thesis suggests that future research developing and investigating 

these lines of inquiry is warranted. This is particularly the case for the corporate 

governance characteristics because of not only their noteworthy statistical significance, 

but principally due to the extensive attention and scrutiny that has been applied 

recently in this area, both in the academic and business environments. 

 

This chapter has presented the operating and stock market performance results of this 

study, as well as an accompanying analysis of those results.  In addition to the 

conclusions of this research, the next and final chapter presents some research 

limitations as well as recommends some future lines of inquiry for other academics to 

pursue. 
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CHAPTER SEVEN 

CONCLUSION 
 

7.1 Conclusions 

 

Investigating the operating and stock price performance of 69 unsuccessful bidding 

and 119 unsuccessful target firms, this dissertation has contributed to the merger and 

acquisitions literature by providing a previously unseen perspective on the post-merger 

failure performance of entities that engaged in a failed takeover.  To obtain a thorough 

understanding of performance transformations, a variety of performance measures 

were applied. These included two of the commonly employed indirect cash flows 

measures, a number of accrual performance indicators and, more importantly, two 

measures of ‘pure’ cash flows, a gauge of performance that has not yet been integrated 

into the research design of any published study examining either successful or 

unsuccessful takeovers. Whilst some of the conducted regressions yield findings 

contrary to the hypotheses, there are some highly significant results. This section 

acknowledges the noteworthy findings and presents some conclusions that may be 

derived from this research. 

 
The most crucial finding of this thesis relates to the significant performance 

improvements experienced by both unsuccessful target and bidding firms in the three 

years immediately subsequent to the failed offer. Although the accrual indirect cash 

flow performance measures fail to yield any consistent significant results when 

examining performance, both types of entity endure persistent and significant 

improvements in ‘pure’ cash flows over the longer term event windows. The direction 

of the intercepts for the ‘buy and hold’ returns reflect this finding, however their 

general lack of significance suggests that the market largely anticipates the 

performance changes during the announcement period. These results lend substantial 

support to hypothesis 1(b), and whilst contrary to hypothesis 1(a) they suggest that 

failed takeover transactions effectively compel both of the involved firms to re-
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evaluate current performance. In addition, the result implies that research studies 

which have lacked the incorporation of direct cash flows into research design are 

inherently restricted in terms of their ability to derive a thorough understanding of the 

alterations in firm performance. This assertion accentuates the fundamental importance 

of research design. As the regression results for both samples exemplify, the choice of 

performance measure and deflator can have a significant bearing upon the conclusions 

drawn.  

 

The results of this study also reflect that the explanatory variables widely scrutinised in 

the successful merger literature can be effectively applied to an unsuccessful takeover 

context. Evidence presented within Chapter Six corroborates the contention that the 

method of financing derives noteworthy explanatory power for both unsuccessful 

target and bidding firms. Consistent with hypothesis 2(b), and the argument that 

targets prone to cash bids possess greater potential, unsuccessful targets experience 

significant performance improvements when offered cash, particularly over the short-

term. Contrary to hypothesis 2(a), although still statistically significant, unsuccessful 

bidding firms were found to deteriorate in the post-merger failure period when they 

offered cash. Again, this finding lends support to the assertion that bidding firms will 

offer cash to those more highly valued targets and that the failure to secure those 

resources will have an adverse impact on future performance. 

 

Whilst statistically significant evidence was found opposing hypothesis 3(a) in the 

short to medium term, comparable statistically significant evidence supporting the 

industry relatedness argument for unsuccessful targets [hypothesis 3(b)] was lacking. 

Similarly, only tentative evidence exists in opposition to hypothesis 4(a). The hostility 

of the failed takeover bid for unsuccessful targets, however, was found to be 

significantly (5%) associated with improvements in post-merger operating cash flows 

over the three year cumulative event window. Given the substantial director and 

management turnover that follows successful mergers, this result implies that target 

firm decision-makers value their position within the firm and after rejecting the 
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takeover bid refocus firm strategies so as to avoid the eventuality of a future takeover 

threat. 

 

Although no substantial evidence was derived from the empirical testing of hypothesis 

5(a), the regression results for the variables depicting a growth-resource imbalance 

between unsuccessful takeover entities reveal that the variables ‘GROWTH’ and 

‘RESOURCE’ obtain immense post-merger failure explanatory power. The quantity of 

significant performance measures combined with the degree of significance attached to 

these indicators, many at the 5% level, prompt questioning why these variables have 

not been extensively examined previously. Extension and clarification of these 

variables by other researchers would no doubt enhance the understanding of target 

operating performance transformations surrounding unsuccessful takeovers. 

 

Finally, but also significantly, this thesis reiterates the fundamental importance of the 

maintenance of good corporate governance principles. Whilst obtaining some highly 

positive and significant results in the short term, the inconsistencies within the results 

and the lack of persistence in the performance improvements experienced by 

unsuccessful bidding firms effectively inhibits the allocation of absolute support for 

hypothesis 6(a). Conversely, and notwithstanding the mildly significant discrepancies 

in cumulative period two, hypothesis 6(b) attracted immense support with a number of 

consistent and immensely significant associations being derived between the variables 

‘OUTSIDER’ and ‘SEP_MGT’ and post-merger performance. The statistical 

significance of these previously untested variables, combined with the significance of 

the growth-resource imbalance variables, reinforce the necessity for extended 

unsuccessful takeover research to be conducted to facilitate a superior understanding 

of these transactions. 
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7.2 Limitations and Matters for Future Empirical Inquiry 

 

Conceding that an analysis of both the operating and stock price performance of firms 

partaking in unsuccessful takeovers is yet to be published, a vast number of research 

questions await empirical investigation. The significant results of this thesis act as a 

catalyst for these future lines of inquiry. Substantial commercial implications of 

unsuccessful takeovers, combined with the scant existent academic literature, ensure 

that research conducted in this area is not only warranted but is necessary for a 

superior understanding of the effects of these events.  

 

A chief expedient to acquiring greater knowledge of the unsuccessful takeover context 

would involve adopting a procedure similar to that employed by Healy, Palepu and 

Ruback (1992) when investigating successful mergers and analysing the sources of the 

performance improvements experienced by unsuccessful bidding and target firms. 

Whilst the evidence presented in this thesis details significant enhancements in sample 

firm cash flows, time restrictions limited the ability to determine the underlying 

sources of these changes. It would be beneficial to both academic and corporate sectors 

to understand whether the fundamental origins of these improvements were a by-

product of improved asset productivity, investment policy alterations or some other 

factor. This is particularly the case for unsuccessful targets where within this thesis 

there was evidence of restructuring in the period immediately following the failed bid. 

It would also be advisable to conduct a longitudinal study to investigate how these 

performance alterations and their sources vary over time.  

 

Whilst not further investigated in this thesis, the short-run event window ‘buy and 

hold’ abnormal returns presented in Table 5.3.3 suggest that control firms abnormal 

returns react to the announcement of sample firm unsuccessful takeover offers. A 

thorough understanding of how both successful and unsuccessful takeover 

announcements impact upon the abnormal returns, whether these be ‘buy and hold’ 

abnormal returns or cumulative abnormal returns, experienced by competing firm 

shareholders also represents a plausible area for future empirical inquiry. 
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The contemporary emphasis upon the maintenance of good corporate governance, the 

crucial role of the takeover market as an external governance mechanism and the 

significant evidence reported within this thesis relating to basic corporate governance 

principles suggests that a greater comprehension of the interplay between these 

elements would also be valued. Investigation into the connections between post-

takeover failure performance and director financial incentives, interlocking 

directorships and the number of additional external directorships held would 

incrementally enhance the conclusions drawn in the current study. To complement 

these suggestions, it would also be constructive to investigate the management and 

directorship turnovers that trail unsuccessful takeovers, as would it be beneficial to 

analyse the ‘golden handshakes’ associated with these turnovers. It may be the case 

that the performance improvements exposed in this study are in response to the 

installment of more diligent and effective decision-makers. Furthermore, the 

perplexing results obtained by the unsuccessful bidding firms for the corporate 

governance variables, when employing ‘buy and hold’ abnormal returns as a 

performance measure, suggests that further research is required to fully comprehend 

the nature of these relationships. 

 

Another research opportunity involves examining unsuccessful takeover operating 

performance over a longer event window. Whilst the research methodology employed 

within this study inherently limits analysis to a three year pre and post time frame, an 

extended event window would divulge whether the performance alterations evident in 

this study were persistent in nature, or purely temporary. A complication associated 

with this kind of research, however, would be the intense susceptibility to survivorship 

bias. As a consequence, the literature would be immensely benefited by the conception 

of a widely applicable methodology, similar to that expounded by Simmonds (2003) or 

Powell and Stark (2005), to control for survivorship bias and confounding events.  

Even over the shorter time frame, it is possible that this thesis was subject to survival 

biases. Re-analysing the current thesis controlling for survivorship bias as well as 

integrating a ‘bootstrapping’ technique into the research design, similar to that 
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employed by Brown and da Silva Rosa (1998), would enhance the validity and 

statistical significance of the conclusions drawn.  
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Table A.5.3.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -3.529 13.559 -95.167 0.042 0.098 0.271 0.706 
Pre - 2 63 -2.784 17.151 -132.333 0.022 0.132 0.296 1.027 
Pre - 1 69 -2.833 20.654 -170.603 0.050 0.182 0.439 2.960 
Year 0 68 -128.588 734.935 -4319.000 -0.288 0.127 0.321 1.191 

Post + 1 65 -1.198 5.237 -27.315 -0.032 0.141 0.300 1.084 
Post + 2 59 -0.795 4.628 -32.235 -0.005 0.141 0.307 7.913 
Post + 3 54 -5.241 25.919 -170.603 0.025 0.138 0.284 8.680 

 
Panel B: Indirect Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.020 0.323 -1.133 0.012 0.102 0.193 0.340 
Pre - 2 63 0.099 0.171 -0.344 0.008 0.121 0.195 0.478 
Pre - 1 69 0.120 0.305 -0.684 0.039 0.132 0.206 1.119 
Year 0 68 0.038 0.321 -1.676 -0.051 0.113 0.167 0.626 

Post + 1 65 0.019 0.319 -0.755 -0.010 0.106 0.175 0.850 
Post + 2 59 0.035 0.323 -1.284 -0.006 0.121 0.167 0.532 
Post + 3 54 0.038 0.371 -1.222 0.033 0.112 0.182 0.678 

 
Panel C: Operating Cash Flows / Sales 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -1.971 6.192 -29.583 -0.005 0.111 0.191 0.923 
Pre - 2 63 -0.304 2.528 -15.441 0.051 0.131 0.235 4.005 
Pre - 1 69 -0.586 2.808 -13.270 -0.021 0.130 0.354 1.751 
Year 0 68 -68.485 389.662 -2290.000 -0.026 0.093 0.287 1.523 

Post + 1 65 -0.239 1.622 -8.822 0.041 0.147 0.302 1.088 
Post + 2 59 -0.400 2.426 -15.441 0.023 0.120 0.256 2.211 
Post + 3 54 -0.573 2.654 -12.972 0.015 0.115 0.252 0.757 

 
Panel D: Operating Cash Flow / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.008 0.360 -1.427 -0.007 0.068 0.147 0.395 
Pre - 2 63 0.090 0.128 -0.331 0.028 0.103 0.185 0.353 
Pre - 1 69 0.104 0.322 -1.344 -0.009 0.104 0.169 1.101 
Year 0 68 0.062 0.180 -0.481 -0.009 0.085 0.153 0.467 

Post + 1 65 0.091 0.172 -0.321 0.024 0.086 0.142 0.637 
Post + 2 59 0.111 0.287 -0.211 0.031 0.103 0.161 2.085 
Post + 3 54 0.085 0.230 -0.789 0.008 0.106 0.172 0.701 
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Table A.5.3.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios 
(cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.016 0.376 -1.150 -0.047 0.054 0.086 1.651 
Pre - 2 63 0.022 0.148 -0.521 0.005 0.057 0.090 0.359 
Pre - 1 69 0.030 0.251 -0.815 0.007 0.060 0.114 0.670 
Year 0 68 -0.047 0.286 -1.574 -0.116 0.043 0.089 0.311 

Post + 1 65 -0.086 0.290 -0.839 -0.076 0.044 0.081 0.229 
Post + 2 59 -0.044 0.317 -1.370 -0.085 0.053 0.096 0.531 
Post + 3 54 -0.056 0.358 -1.229 -0.044 0.049 0.087 0.484 

 
Panel F: Return On Assets (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.046 0.302 -1.150 -0.047 0.048 0.086 0.255 
Pre - 2 63 0.024 0.150 -0.521 0.005 0.058 0.101 0.359 
Pre - 1 69 0.028 0.250 -0.815 0.007 0.060 0.114 0.670 
Year 0 68 -0.047 0.286 -1.574 -0.116 0.043 0.089 0.311 

Post + 1 65 -0.086 0.290 -0.839 -0.076 0.044 0.081 0.229 
Post + 2 59 -0.044 0.317 -1.370 -0.085 0.053 0.096 0.531 
Post + 3 54 -0.056 0.358 -1.229 -0.044 0.049 0.087 0.484 

 
Panel G: Return On Equity (Profit Before Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.089 0.688 -2.432 -0.104 0.073 0.160 1.932 
Pre - 2 63 0.043 0.297 -0.880 -0.017 0.086 0.157 1.175 
Pre - 1 69 0.069 0.421 -1.174 -0.017 0.108 0.197 1.286 
Year 0 68 -0.130 0.634 -2.870 -0.216 0.065 0.147 0.762 

Post + 1 65 -0.046 0.595 -1.578 -0.286 0.074 0.154 2.959 
Post + 2 59 -0.154 0.898 -6.025 -0.138 0.087 0.185 0.419 
Post + 3 54 -0.293 1.523 -10.693 -0.113 0.072 0.128 0.659 

 
Panel H: Return On Equity (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.124 0.632 -2.432 -0.115 0.073 0.156 0.565 
Pre - 2 63 0.045 0.298 -0.880 -0.017 0.099 0.157 1.175 
Pre - 1 69 0.067 0.420 -1.174 -0.017 0.108 0.186 1.286 
Year 0 68 -0.130 0.634 -2.870 -0.216 0.065 0.147 0.762 

Post + 1 65 -0.046 0.595 -1.578 -0.286 0.074 0.149 2.959 
Post + 2 59 -0.154 0.898 -6.025 -0.138 0.087 0.185 0.419 
Post + 3 54 -0.294 1.523 -10.693 -0.113 0.065 0.128 0.659 
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Table A.5.3.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.547 34.863 -102.333 -0.135 0.045 0.137 236.090 
Pre - 2 63 -3.015 17.347 -133.000 0.011 0.063 0.143 0.788 
Pre - 1 69 -3.108 21.057 -174.246 0.013 0.086 0.174 1.338 
Year 0 68 -130.257 743.412 -4369.000 -0.544 0.038 0.123 1.114 

Post + 1 65 -1.384 5.351 -27.621 -0.144 0.048 0.115 1.706 
Post + 2 59 -0.983 5.127 -36.481 -0.134 0.051 0.153 7.897 
Post + 3 54 -5.486 26.365 -174.246 -0.008 0.060 0.120 8.323 

 
Panel J: Profit Margin (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -3.839 14.456 -102.333 -0.135 0.044 0.094 0.662 
Pre - 2 63 -3.008 17.348 -133.000 0.011 0.060 0.158 0.788 
Pre - 1 69 -3.109 21.057 -174.246 0.010 0.080 0.174 1.338 
Year 0 68 -130.257 743.412 -4369.000 -0.544 0.038 0.123 1.114 

Post + 1 65 -1.384 5.351 -27.621 -0.144 0.048 0.115 1.706 
Post + 2 59 -0.984 5.126 -36.481 -0.134 0.051 0.153 7.897 
Post + 3 54 -5.487 26.365 -174.246 -0.008 0.060 0.120 8.323 

 
Panel K: Asset Turnover 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.837 0.906 0.005 0.135 0.588 1.212 4.957 
Pre - 2 63 0.856 0.811 0.002 0.222 0.606 1.280 3.471 
Pre - 1 69 0.853 0.851 0.003 0.192 0.586 1.236 3.761 
Year 0 68 0.748 0.698 0.000 0.202 0.580 1.137 3.629 

Post + 1 65 0.769 0.620 0.008 0.293 0.676 1.126 2.909 
Post + 2 59 0.776 0.545 0.002 0.307 0.712 1.129 2.205 
Post + 3 54 4.090 16.806 0.003 0.387 0.748 1.195 88.925 

 
Panel L: Current Ratio 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 5.289 21.000 0.047 1.033 1.536 2.335 159.200 
Pre - 2 63 2.483 3.478 0.110 0.926 1.305 2.192 19.594 
Pre - 1 69 4.048 9.823 0.354 1.106 1.632 2.509 51.450 
Year 0 68 2.795 6.263 0.228 1.116 1.425 2.570 51.155 

Post + 1 65 1.790 2.190 0.103 0.984 1.387 1.949 17.346 
Post + 2 59 2.190 2.652 0.110 1.005 1.509 2.189 15.000 
Post + 3 54 2.959 7.052 0.133 0.961 1.319 1.966 51.500 
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Table A.5.3.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.051 2.209 -7.699 -0.093 0.237 0.666 4.119 
Pre - 2 63 0.348 0.922 -2.960 0.119 0.276 0.632 4.031 
Pre - 1 69 -0.508 4.812 -26.741 -0.031 0.293 0.911 4.243 
Year 0 68 -0.634 6.077 -48.138 -0.109 0.277 0.841 2.872 

Post + 1 65 0.429 1.787 -2.791 0.024 0.239 0.593 12.498 
Post + 2 59 0.107 2.754 -12.537 0.027 0.317 0.604 7.204 
Post + 3 54 -0.262 4.183 -24.991 -0.086 0.318 0.676 6.172 

 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.910 0.353 -0.809 0.804 0.969 1.000 1.733 
Pre - 2 63 0.803 1.565 -10.066 0.768 0.906 1.000 6.334 
Pre - 1 69 1.068 1.217 -2.556 0.826 0.946 1.000 6.334 
Year 0 68 0.960 0.527 -1.063 0.851 0.974 1.020 4.261 

Post + 1 65 1.043 0.743 -0.030 0.830 0.935 1.008 4.261 
Post + 2 59 1.003 0.528 0.354 0.851 0.945 1.005 4.340 
Post + 3 54 0.774 1.217 -7.411 0.794 0.918 1.000 3.177 

 
Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.911 0.353 -0.809 0.804 0.969 1.000 1.733 
Pre - 2 63 0.800 1.566 -10.066 0.768 0.916 1.000 6.334 
Pre - 1 69 1.065 1.220 -2.556 0.826 0.946 1.000 6.334 
Year 0 68 0.960 0.527 -1.063 0.851 0.974 1.020 4.261 

Post + 1 65 1.043 0.743 -0.030 0.819 0.935 1.008 4.261 
Post + 2 59 1.003 0.528 0.354 0.851 0.945 1.005 4.340 
Post + 3 54 0.773 1.217 -7.411 0.794 0.918 1.000 3.177 

 
Panel P: Capital Structure Leverage 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 2.022 0.987 1.043 1.305 1.845 2.185 5.493 
Pre - 2 63 2.103 1.810 1.040 1.297 1.680 2.468 15.069 
Pre - 1 69 1.948 0.773 0.850 1.298 1.839 2.250 4.390 
Year 0 68 2.147 1.175 1.014 1.400 1.900 2.500 8.393 

Post + 1 65 1.791 1.857 -10.293 1.419 1.909 2.468 4.583 
Post + 2 59 1.881 1.076 -3.630 1.375 1.771 2.470 4.376 
Post + 3 54 1.962 1.428 -3.104 1.400 1.800 2.300 8.548 
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Table A.5.3.1: Unsuccessful Bidding Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.233 0.391 -2.342 -0.306 -0.094 -0.030 0.157 
Pre - 2 63 -0.205 0.232 -1.106 -0.338 -0.149 -0.053 0.217 
Pre - 1 69 -0.190 0.226 -0.881 -0.355 -0.122 -0.033 0.342 
Year 0 68 -0.152 0.209 -0.920 -0.237 -0.092 -0.040 0.342 

Post + 1 65 -0.154 0.202 -0.940 -0.238 -0.112 -0.054 0.464 
Post + 2 59 -0.125 0.172 -0.581 -0.196 -0.115 -0.030 0.314 
Post + 3 54 -0.068 0.133 -0.483 -0.135 -0.057 -0.010 0.292 

 
Panel R: Financing Cash Flows / Assets 

 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.287 0.549 -0.315 -0.023 0.049 0.321 2.421 
Pre - 2 63 0.199 0.392 -0.147 -0.020 0.042 0.276 2.320 
Pre - 1 69 0.160 0.346 -0.644 -0.051 0.052 0.286 1.344 
Year 0 68 0.098 0.233 -0.120 -0.034 0.000 0.113 0.834 

Post + 1 65 0.052 0.203 -0.880 -0.041 0.004 0.120 0.569 
Post + 2 59 0.066 0.204 -0.438 -0.050 0.031 0.187 0.740 
Post + 3 54 0.024 0.180 -0.333 -0.042 -0.001 0.083 0.678 
 

This table reports the accounting performance ratios and other supplementary financial ratios for 
unsuccessful bidding firms on an individual year basis for the three years pre- and post-merger failure. The 
procedure for calculating these ratios is set out in Table 4.1.1.1.  
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Table A.5.3.2: Unsuccessful Target Firm Individual Year Accounting Ratios 
 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -2.794 14.253 -137.783 -0.092 0.083 0.210 4.907 
Pre - 2 118 -2.940 13.992 -123.018 -0.083 0.067 0.195 6.337 
Pre - 1 119 -8.002 45.669 -453.250 -0.710 0.059 0.208 75.021 
Year 0 82 -31.233 110.403 -799.725 -2.532 0.026 0.190 23.093 

Post + 1 68 -11.834 41.013 -239.214 -2.127 0.004 0.112 0.720 
Post + 2 62 -95.324 562.433 -4406.000 -2.634 0.045 0.161 3.467 
Post + 3 60 -18.230 93.538 -668.500 -1.586 -0.004 0.150 0.732 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.030 0.328 -2.461 -0.028 0.081 0.153 0.727 
Pre - 2 118 0.028 0.275 -1.661 -0.041 0.076 0.155 0.650 
Pre - 1 119 -0.035 0.329 -1.524 -0.125 0.066 0.154 0.426 
Year 0 82 -0.090 0.376 -1.167 -0.257 0.010 0.124 1.572 

Post + 1 68 -0.076 0.357 -1.587 -0.100 0.003 0.110 0.705 
Post + 2 62 -0.236 0.808 -3.253 -0.146 0.041 0.127 0.782 
Post + 3 60 -0.113 0.529 -2.927 -0.233 0.009 0.148 0.861 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -2.105 7.587 -60.435 -0.509 0.060 0.154 1.021 
Pre - 2 118 -1.151 6.953 -28.837 -0.191 0.050 0.157 52.414 
Pre - 1 119 -2.156 14.999 -135.000 -0.355 0.078 0.215 75.054 
Year 0 82 -11.445 40.951 -202.375 -1.731 0.033 0.165 3.910 

Post + 1 68 -6.120 27.033 -212.400 -1.819 0.007 0.138 0.745 
Post + 2 62 -7.286 33.274 -202.375 -0.369 0.015 0.195 3.714 
Post + 3 60 -1.883 4.666 -28.500 -1.636 0.000 0.168 0.765 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.035 0.238 -1.080 -0.042 0.069 0.151 0.980 
Pre - 2 118 0.041 0.183 -0.527 -0.061 0.054 0.152 0.872 
Pre - 1 119 0.018 0.237 -1.075 -0.039 0.068 0.149 0.480 
Year 0 82 -0.025 0.239 -1.112 -0.085 0.023 0.103 0.567 

Post + 1 68 -0.004 0.244 -0.668 -0.071 0.013 0.135 0.816 
Post + 2 62 0.007 0.227 -1.058 -0.121 -0.001 0.134 0.588 
Post + 3 60 -0.005 0.370 -2.309 -0.069 0.001 0.139 0.504 
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Table A.5.3.2: Unsuccessful Target Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.323 3.742 -2.467 -0.062 0.032 0.073 38.539 
Pre - 2 118 -0.043 0.262 -1.665 -0.082 0.021 0.069 0.445 
Pre - 1 119 -0.093 0.327 -1.751 -0.145 0.024 0.070 0.250 
Year 0 82 -0.151 0.340 -1.179 -0.262 -0.006 0.059 0.683 

Post + 1 68 -0.179 0.373 -1.613 -0.282 -0.025 0.043 0.203 
Post + 2 62 -0.338 0.829 -3.485 -0.262 -0.024 0.053 0.317 
Post + 3 60 -0.180 0.503 -2.927 -0.286 -0.019 0.055 0.495 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.323 3.742 -2.467 -0.062 0.032 0.073 38.539 
Pre - 2 118 -0.040 0.264 -1.665 -0.082 0.023 0.070 0.445 
Year 0 119 -0.095 0.326 -1.751 -0.165 0.022 0.068 0.250 
Pre - 1 82 -0.155 0.342 -1.179 -0.262 -0.012 0.058 0.683 

Post + 1 68 -0.180 0.372 -1.613 -0.282 -0.025 0.044 0.203 
Post + 2 62 -0.341 0.828 -3.485 -0.262 -0.024 0.053 0.317 
Post + 3 60 -0.180 0.503 -2.927 -0.286 -0.019 0.055 0.495 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.835 9.489 -7.779 -0.085 0.037 0.110 97.657 
Pre - 2 118 -0.064 0.389 -2.339 -0.133 0.017 0.086 0.501 
Pre - 1 119 -0.146 0.490 -2.734 -0.229 0.025 0.103 0.675 
Year 0 82 -0.255 0.581 -2.383 -0.610 -0.013 0.100 0.779 

Post + 1 68 -0.470 1.390 -9.539 -0.432 -0.025 0.079 0.390 
Post + 2 62 -0.262 2.407 -16.699 -0.158 -0.013 0.140 3.844 
Post + 3 60 0.071 2.095 -10.909 -0.204 -0.005 0.176 5.595 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.834 9.489 -7.779 -0.085 0.037 0.110 97.657 
Pre - 2 118 -0.058 0.393 -2.339 -0.133 0.022 0.094 0.592 
Pre - 1 119 -0.153 0.493 -2.734 -0.243 0.021 0.103 0.675 
Year 0 82 -0.256 0.586 -2.383 -0.610 -0.030 0.097 0.779 

Post + 1 68 -0.471 1.389 -9.539 -0.432 -0.025 0.079 0.390 
Post + 2 62 -0.266 2.407 -16.699 -0.168 -0.013 0.140 3.844 
Post + 3 60 0.071 2.095 -10.909 -0.204 -0.005 0.176 5.595 
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Table A.5.3.2: Unsuccessful Target Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -2.714 14.548 -138.087 -0.232 0.032 0.134 23.801 
Pre - 2 118 -3.073 14.040 -123.278 -0.359 0.022 0.085 4.101 
Pre - 1 119 -9.561 53.163 -544.520 -0.855 0.021 0.087 18.766 
Year 0 82 -32.702 114.317 -808.278 -2.630 -0.023 0.120 2.060 

Post + 1 68 -14.365 44.381 -243.231 -2.368 -0.062 0.051 0.891 
Post + 2 62 -97.131 567.880 -4446.440 -2.822 -0.042 0.051 5.553 
Post + 3 60 -19.592 96.758 -689.750 -2.279 -0.034 0.076 0.679 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -2.714 14.548 -138.087 -0.232 0.032 0.134 23.801 
Pre - 2 118 -2.990 14.077 -123.278 -0.248 0.024 0.089 8.053 
Pre - 1 119 -9.563 53.163 -544.520 -0.855 0.021 0.087 18.766 
Year 0 82 -33.270 114.268 -808.278 -3.014 -0.047 0.126 2.060 

Post + 1 68 -14.365 44.381 -243.231 -2.368 -0.062 0.050 0.891 
Post + 2 62 -97.211 567.867 -4446.440 -2.822 -0.042 0.051 5.553 
Post + 3 60 -19.592 96.758 -689.750 -2.279 -0.034 0.076 0.679 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.805 0.756 0.000 0.092 0.563 1.409 3.242 
Pre - 2 118 0.877 0.895 0.002 0.099 0.663 1.282 4.300 
Pre - 1 119 0.780 0.805 0.000 0.122 0.525 1.196 4.356 
Year 0 82 0.650 0.710 -0.119 0.053 0.392 0.948 2.782 

Post + 1 68 0.713 0.704 0.001 0.051 0.578 1.070 2.943 
Post + 2 62 0.743 0.761 -0.516 0.040 0.495 1.197 3.152 
Post + 3 60 1.082 2.967 0.001 0.062 0.521 1.208 22.976 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 10.265 62.073 0.004 0.959 1.445 2.547 632.575 
Pre - 2 118 3.540 7.074 0.013 1.015 1.524 2.651 61.079 
Pre - 1 119 3.515 7.004 0.002 0.981 1.545 2.624 46.317 
Year 0 82 3.385 6.769 0.003 0.886 1.440 2.450 42.055 

Post + 1 68 6.191 22.232 0.017 0.871 1.552 2.578 135.647 
Post + 2 62 2.708 4.069 0.004 0.733 1.312 2.573 23.101 
Post + 3 60 6.505 19.981 0.048 1.012 1.450 3.010 126.882 
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Table A.5.3.2: Unsuccessful Target Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.292 10.713 -21.214 -0.337 0.149 0.563 102.700 
Pre - 2 118 -0.314 4.997 -17.422 -0.323 0.111 0.470 41.833 
Pre - 1 119 -0.501 3.508 -19.022 -0.425 0.184 0.604 16.309 
Year 0 82 -0.706 2.534 -16.434 -1.064 0.076 0.371 3.370 

Post + 1 68 -0.090 5.849 -11.245 -0.786 0.009 0.366 42.588 
Post + 2 62 1.111 8.123 -9.876 -0.535 0.031 0.454 35.333 
Post + 3 60 -0.648 2.690 -15.500 -0.487 -0.007 0.544 2.903 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.759 1.279 -11.816 0.735 0.991 1.000 2.083 
Pre - 2 118 -88.839 973.580 -10575.00 0.718 0.985 1.005 1.394 
Pre - 1 119 0.935 0.451 -2.386 0.842 1.000 1.003 2.712 
Year 0 82 0.959 0.383 -0.031 0.907 1.000 1.015 3.856 

Post + 1 68 0.846 0.739 -4.615 0.800 1.000 1.010 1.822 
Post + 2 62 0.676 2.470 -18.243 0.871 1.000 1.052 2.490 
Post + 3 60 0.929 0.385 -0.743 0.943 1.000 1.052 1.822 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.756 1.280 -11.816 0.735 0.991 1.000 2.083 
Pre - 2 118 -88.842 973.580 -10575.00 0.718 0.984 1.004 1.394 
Pre - 1 119 0.926 0.453 -2.386 0.842 1.000 1.003 2.712 
Year 0 82 0.963 0.376 -0.031 0.910 1.000 1.015 3.856 

Post + 1 68 0.846 0.739 -4.615 0.800 1.000 1.010 1.822 
Post + 2 62 0.678 2.470 -18.243 0.871 1.000 1.052 2.490 
Post + 3 60 0.929 0.385 -0.743 0.943 1.000 1.052 1.822 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 2.121 4.779 -5.659 1.110 1.530 2.090 49.412 
Pre - 2 118 5.772 44.964 -6.600 1.162 1.495 2.106 489.854 
Pre - 1 119 6.534 52.217 -3.473 1.169 1.587 2.135 571.266 
Year 0 82 1.871 1.100 -0.802 1.127 1.698 2.215 6.591 

Post + 1 68 2.341 2.900 -0.510 1.228 1.712 2.256 18.841 
Post + 2 62 1.834 1.862 -3.234 1.200 1.500 2.200 9.185 
Post + 3 60 1.194 2.483 -8.009 1.160 1.440 2.250 4.388 
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Table A.5.3.2: Unsuccessful Target Firm Individual Year Accounting Ratios  
(cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.185 0.269 -1.222 -0.215 -0.087 -0.023 0.128 
Pre - 2 118 -0.136 0.218 -1.090 -0.236 -0.084 -0.011 0.491 
Pre - 1 119 -0.132 0.211 -0.859 -0.232 -0.083 -0.014 0.546 
Year 0 82 -0.122 0.206 -0.860 -0.210 -0.052 -0.012 0.389 

Post + 1 68 -0.107 0.210 -0.922 -0.146 -0.050 -0.006 0.526 
Post + 2 62 -0.106 0.195 -0.866 -0.183 -0.064 -0.003 0.502 
Post + 3 60 -0.103 0.210 -0.858 -0.180 -0.043 0.000 0.600 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.175 0.428 -0.545 -0.052 0.000 0.233 1.809 
Pre - 2 118 0.163 0.326 -0.306 -0.042 0.025 0.255 1.234 
Pre - 1 119 0.161 0.452 -0.549 -0.037 0.001 0.142 2.290 
Year 0 82 0.139 0.312 -0.380 -0.046 0.038 0.262 1.687 

Post + 1 68 0.112 0.252 -0.598 -0.031 0.031 0.213 0.889 
Post + 2 62 0.087 0.328 -1.605 -0.027 0.026 0.233 1.102 
Post + 3 60 0.269 0.695 -0.295 -0.055 0.032 0.203 3.041 
 

This table reports the accounting performance ratios and other supplementary financial ratios for 
unsuccessful target firms on an individual year basis for the three years pre- and post-merger failure. The 
procedure for calculating these ratios is set out in Table 4.1.1.1.  



 

 

 
187 

 
 

Table A.5.3.3: Unsuccessful Bidding Firm Control Group Individual Year 
Accounting Ratios 

 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.441 2.112 -12.273 0.025 0.145 0.270 0.890 
Pre - 2 63 -1.586 7.957 -60.176 -0.041 0.115 0.280 2.820 
Pre - 1 69 -1.448 6.148 -42.000 0.040 0.116 0.319 1.095 
Year 0 68 -1.767 9.957 -80.111 0.013 0.125 0.348 0.923 

Post + 1 65 -1.504 5.531 -27.524 -0.020 0.103 0.274 8.556 
Post + 2 59 -5.741 17.495 -96.100 -0.042 0.081 0.267 0.890 
Post + 3 54 -2.127 8.374 -42.011 0.069 0.152 0.283 4.011 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.088 0.157 -0.469 0.033 0.115 0.191 0.319 
Pre - 2 63 0.076 0.285 -1.095 -0.032 0.108 0.201 1.280 
Pre - 1 69 0.079 0.198 -0.565 0.007 0.115 0.203 0.351 
Year 0 68 0.099 0.203 -0.501 0.012 0.130 0.233 0.737 

Post + 1 65 0.007 0.452 -3.216 -0.003 0.119 0.176 0.316 
Post + 2 59 0.012 0.288 -1.140 -0.016 0.096 0.162 0.491 
Post + 3 54 0.083 0.219 -0.685 0.041 0.135 0.185 0.433 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.589 2.623 -14.766 -0.073 0.109 0.262 0.886 
Pre - 2 63 -1.164 3.981 -21.941 -0.361 0.094 0.283 0.932 
Pre - 1 69 -1.330 5.015 -27.034 0.001 0.105 0.292 1.014 
Year 0 68 -2.461 18.413 -151.593 0.002 0.109 0.327 1.049 

Post + 1 65 -1.444 5.853 -38.383 -0.010 0.076 0.259 1.191 
Post + 2 59 -3.463 14.599 -91.075 0.002 0.086 0.183 0.915 
Post + 3 54 -1.542 6.929 -47.076 0.044 0.132 0.269 0.891 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.064 0.144 -0.316 -0.043 0.091 0.161 0.308 
Pre - 2 63 0.063 0.222 -0.723 -0.053 0.100 0.187 0.488 
Pre - 1 69 0.075 0.192 -0.575 0.001 0.096 0.190 0.482 
Year 0 68 0.111 0.163 -0.260 0.001 0.126 0.202 0.559 

Post + 1 65 0.065 0.185 -0.483 -0.008 0.095 0.173 0.447 
Post + 2 59 0.073 0.186 -0.428 0.002 0.088 0.166 0.590 
Post + 3 54 0.073 0.208 -0.540 0.010 0.085 0.179 0.454 
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Table A.5.3.3: Unsuccessful Bidding Firm Control Group Individual Year 
Accounting Ratios (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.017 0.127 -0.492 0.005 0.057 0.084 0.199 
Pre - 2 63 -0.017 0.272 -1.112 -0.080 0.051 0.080 0.962 
Pre - 1 69 -0.020 0.240 -1.479 -0.032 0.062 0.083 0.177 
Year 0 68 -0.001 0.189 -0.816 -0.038 0.058 0.101 0.430 

Post + 1 65 -0.074 0.470 -3.458 -0.060 0.060 0.087 0.228 
Post + 2 59 -0.064 0.274 -1.154 -0.102 0.047 0.081 0.394 
Post + 3 54 -0.002 0.218 -0.944 -0.014 0.064 0.089 0.299 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.033 0.171 -0.492 0.012 0.057 0.087 0.890 
Pre - 2 63 -0.017 0.272 -1.112 -0.080 0.051 0.080 0.962 
Pre - 1 69 -0.019 0.241 -1.479 -0.032 0.063 0.083 0.177 
Year 0 68 0.051 0.465 -0.816 -0.035 0.060 0.108 3.501 

Post + 1 65 -0.074 0.470 -3.458 -0.060 0.060 0.087 0.228 
Post + 2 59 -0.064 0.274 -1.154 -0.102 0.047 0.081 0.394 
Post + 3 54 -0.002 0.218 -0.944 -0.014 0.064 0.089 0.299 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.017 0.248 -1.222 0.002 0.077 0.131 0.351 
Pre - 2 63 -0.107 0.783 -5.773 -0.099 0.061 0.126 0.623 
Pre - 1 69 0.012 0.417 -1.597 -0.052 0.084 0.143 1.258 
Year 0 68 0.010 0.471 -1.977 -0.078 0.088 0.179 1.013 

Post + 1 65 -0.115 0.706 -4.777 -0.076 0.078 0.143 0.565 
Post + 2 59 -0.163 0.807 -5.478 -0.214 0.058 0.128 0.759 
Post + 3 54 -0.064 0.751 -4.993 -0.026 0.101 0.169 0.599 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.033 0.274 -1.222 0.013 0.087 0.144 0.900 
Pre - 2 63 -0.107 0.783 -5.773 -0.099 0.061 0.122 0.623 
Pre - 1 69 0.013 0.418 -1.597 -0.052 0.084 0.143 1.258 
Year 0 68 0.087 0.789 -1.977 -0.078 0.091 0.198 5.232 

Post + 1 65 -0.115 0.706 -4.777 -0.076 0.078 0.143 0.565 
Post + 2 59 -0.163 0.807 -5.478 -0.214 0.058 0.128 0.759 
Post + 3 54 -0.064 0.751 -4.993 -0.026 0.101 0.169 0.599 
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Table A.5.3.3: Unsuccessful Bidding Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.580 2.117 -12.312 0.006 0.059 0.123 0.786 
Pre - 2 63 -2.072 8.285 -60.588 -0.154 0.042 0.127 0.952 
Pre - 1 69 -2.391 9.517 -60.995 -0.121 0.046 0.108 1.071 
Year 0 68 -1.985 10.232 -82.544 -0.111 0.051 0.133 0.772 

Post + 1 65 -1.692 5.750 -29.596 -0.054 0.033 0.106 8.407 
Post + 2 59 -6.330 19.925 -121.050 -0.175 0.029 0.122 0.841 
Post + 3 54 -2.709 10.265 -56.950 -0.052 0.062 0.163 3.511 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.438 2.391 -12.312 0.008 0.061 0.125 7.805 
Pre - 2 63 -2.072 8.285 -60.588 -0.154 0.042 0.127 0.952 
Pre - 1 69 -2.390 9.517 -60.995 -0.121 0.046 0.108 1.071 
Year 0 68 -1.907 10.267 -82.544 -0.111 0.052 0.133 5.299 

Post + 1 65 -1.692 5.750 -29.596 -0.054 0.033 0.106 8.407 
Post + 2 59 -6.330 19.925 -121.050 -0.175 0.029 0.122 0.841 
Post + 3 54 -2.709 10.265 -56.950 -0.052 0.062 0.163 3.511 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.751 0.641 0.010 0.170 0.746 0.940 2.775 
Pre - 2 63 0.756 0.705 0.006 0.118 0.746 1.094 3.411 
Pre - 1 69 0.887 0.982 0.009 0.120 0.741 1.033 4.763 
Year 0 68 0.961 1.070 0.001 0.214 0.706 1.110 5.171 

Post + 1 65 0.878 0.913 0.004 0.164 0.756 1.137 4.506 
Post + 2 59 0.900 0.904 0.001 0.146 0.821 1.235 4.258 
Post + 3 54 0.792 0.618 0.001 0.161 0.769 1.174 3.250 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 4.881 7.979 0.044 1.082 2.118 3.540 33.409 
Pre - 2 63 7.510 18.459 0.161 1.226 2.302 3.825 129.452 
Pre - 1 69 5.364 14.518 0.176 1.012 1.636 3.351 106.455 
Year 0 68 3.548 6.829 0.072 0.839 1.517 2.253 36.016 

Post + 1 65 2.838 4.251 0.069 1.100 1.433 2.456 23.390 
Post + 2 59 4.800 15.047 0.121 1.097 1.557 2.367 110.326 
Post + 3 54 3.939 9.701 0.094 1.008 1.563 2.560 64.338 
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Table A.5.3.3: Unsuccessful Bidding Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.526 3.716 -17.212 -0.156 0.386 1.192 3.912 
Pre - 2 63 -1.996 8.363 -52.000 -0.580 0.386 0.849 4.939 
Pre - 1 69 -0.651 3.586 -21.475 -0.046 0.348 0.757 1.995 
Year 0 68 0.064 1.995 -11.372 -0.035 0.341 0.681 4.018 

Post + 1 65 -0.769 4.617 -30.417 -0.254 0.274 0.547 3.712 
Post + 2 59 -0.332 2.528 -10.885 -0.258 0.278 0.587 3.163 
Post + 3 54 -0.195 3.136 -18.318 0.133 0.389 0.909 4.242 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.914 0.297 -0.680 0.866 0.988 1.000 2.109 
Pre - 2 63 0.980 0.352 0.195 0.862 0.994 1.000 3.139 
Pre - 1 69 0.911 0.319 -1.410 0.853 0.995 1.000 1.325 
Year 0 68 0.932 1.282 -7.295 0.905 0.983 1.000 7.366 

Post + 1 65 0.905 0.501 -1.762 0.848 0.977 1.000 3.348 
Post + 2 59 0.828 0.516 -1.223 0.815 0.979 1.002 1.770 
Post + 3 54 0.947 0.163 0.581 0.856 0.979 1.000 1.699 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.914 0.298 -0.680 0.866 0.988 1.000 2.109 
Pre - 2 63 0.980 0.352 0.195 0.862 0.994 1.000 3.139 
Pre - 1 69 0.914 0.318 -1.410 0.853 0.995 1.000 1.325 
Year 0 68 0.925 1.283 -7.295 0.905 0.983 1.000 7.366 

Post + 1 65 0.905 0.501 -1.762 0.848 0.977 1.000 3.348 
Post + 2 59 0.828 0.516 -1.223 0.815 0.979 1.002 1.770 
Post + 3 54 0.947 0.163 0.581 0.856 0.979 1.000 1.699 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 1.593 0.748 -2.009 1.212 1.501 1.969 3.622 
Pre - 2 63 1.586 1.168 -6.065 1.216 1.492 2.064 4.126 
Pre - 1 69 2.090 1.459 1.004 1.365 1.688 2.262 9.815 
Year 0 68 2.265 1.629 1.007 1.300 1.800 2.400 8.099 

Post + 1 65 2.199 1.427 1.010 1.369 1.882 2.295 7.122 
Post + 2 59 2.099 1.333 1.012 1.306 1.787 2.256 8.044 
Post + 3 54 2.105 1.975 1.010 1.344 1.520 2.044 14.731 
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Table A.5.3.3: Unsuccessful Bidding Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 -0.089 0.366 -0.929 -0.198 -0.091 -0.047 2.216 
Pre - 2 63 -0.083 0.227 -0.776 -0.171 -0.101 -0.033 1.008 
Pre - 1 69 -0.118 0.165 -0.399 -0.205 -0.100 -0.034 0.824 
Year 0 68 -0.139 0.182 -0.771 -0.192 -0.124 -0.034 0.559 

Post + 1 65 -0.111 0.128 -0.509 -0.170 -0.065 -0.026 0.143 
Post + 2 59 -0.066 0.187 -0.528 -0.158 -0.065 -0.005 1.007 
Post + 3 54 -0.038 0.180 -0.501 -0.099 -0.046 -0.007 0.559 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 57 0.077 0.298 -0.480 -0.029 0.000 0.113 1.339 
Pre - 2 63 0.108 0.334 -0.834 -0.049 0.000 0.169 1.520 
Pre - 1 69 0.047 0.212 -0.416 -0.050 0.000 0.129 0.803 
Year 0 68 0.079 0.250 -0.287 -0.045 0.002 0.126 1.115 

Post + 1 65 0.035 0.206 -0.636 -0.057 0.000 0.109 0.556 
Post + 2 59 0.056 0.238 -0.476 -0.044 0.000 0.149 0.971 
Post + 3 54 -0.004 0.161 -0.361 -0.065 -0.012 0.036 0.557 
 

This table reports the accounting performance ratios and other supplementary financial ratios for the 
unsuccessful bidding firm control group on an individual year basis for the three years pre- and post-merger 
failure. The procedure for calculating these ratios is set out in Table 4.1.1.1.  
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Table A.5.3.4: Unsuccessful Target Firm Control Group Individual Year 
Accounting Ratios 

 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -6.478 30.121 -214.000 -0.698 0.062 0.219 0.982 
Pre - 2 118 -4.553 17.807 -150.400 -0.620 0.086 0.194 0.945 
Pre - 1 119 -3.365 16.340 -140.949 -0.397 0.061 0.214 5.934 
Year 0 82 -3.358 12.065 -99.000 -1.765 -0.016 0.149 1.362 

Post + 1 68 -8.558 21.581 -102.769 -3.793 -0.061 0.114 0.931 
Post + 2 62 -26.324 153.836 -1206.000 -5.009 -0.094 0.110 0.941 
Post + 3 60 4.375 87.133 -138.430 -1.902 -0.003 0.095 649.633 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.015 0.334 -2.550 -0.120 0.077 0.135 0.748 
Pre - 2 118 -0.024 0.314 -1.219 -0.091 0.077 0.153 0.382 
Pre - 1 119 -0.048 0.340 -1.956 -0.143 0.063 0.134 0.416 
Year 0 82 -0.164 0.598 -4.423 -0.277 0.005 0.122 0.324 

Post + 1 68 -0.102 0.276 -0.984 -0.280 -0.053 0.083 0.413 
Post + 2 62 -0.208 0.479 -1.779 -0.323 -0.062 0.076 0.949 
Post + 3 60 0.750 7.101 -1.376 -0.347 -0.004 0.076 54.760 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -4.875 25.424 -212.400 -0.556 0.047 0.169 1.306 
Pre - 2 118 -1.491 4.759 -32.300 -0.571 0.044 0.171 1.173 
Pre - 1 119 -1.649 7.119 -66.356 -0.700 0.024 0.158 1.200 
Year 0 82 -2.800 10.046 -75.462 -0.974 -0.095 0.121 1.185 

Post + 1 68 -6.164 22.564 -151.593 -1.366 -0.094 0.066 17.833 
Post + 2 62 -31.650 229.381 -1808.000 -2.282 -0.148 0.049 0.892 
Post + 3 60 -3.778 10.274 -59.152 -1.349 -0.112 0.103 3.488 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.021 0.327 -2.416 -0.078 0.022 0.125 0.531 
Pre - 2 118 0.015 0.207 -1.004 -0.094 0.037 0.134 0.423 
Pre - 1 119 -0.026 0.227 -1.352 -0.126 0.013 0.120 0.312 
Year 0 82 -0.060 0.267 -1.473 -0.152 -0.030 0.117 0.335 

Post + 1 68 -0.071 0.235 -1.045 -0.180 -0.034 0.079 0.454 
Post + 2 62 -0.085 0.193 -0.669 -0.175 -0.052 0.048 0.243 
Post + 3 60 -0.086 0.288 -1.287 -0.200 -0.033 0.088 0.388 
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Table A.5.3.4: Unsuccessful Target Firm Control Group Individual Year 
Accounting Ratios (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.069 0.316 -2.562 -0.125 0.031 0.071 0.367 
Pre - 2 118 -0.079 0.308 -1.248 -0.120 0.035 0.083 0.336 
Pre - 1 119 -0.157 1.111 -8.131 -0.229 0.025 0.119 5.909 
Year 0 82 -0.315 1.117 -8.131 -0.403 -0.008 0.105 0.882 

Post + 1 68 -0.193 0.373 -1.375 -0.420 -0.077 0.054 0.609 
Post + 2 62 -0.248 0.466 -1.805 -0.394 -0.108 0.010 0.962 
Post + 3 60 0.690 7.056 -1.384 -0.367 -0.047 0.026 54.355 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.074 0.315 -2.562 -0.125 0.029 0.067 0.367 
Pre - 2 118 -0.081 0.308 -1.248 -0.127 0.031 0.083 0.336 
Pre - 1 119 -0.101 0.334 -1.993 -0.171 0.022 0.079 0.322 
Year 0 82 -0.220 0.636 -4.699 -0.313 -0.009 0.063 0.892 

Post + 1 68 -0.144 0.257 -0.990 -0.291 -0.067 0.036 0.271 
Post + 2 62 -0.248 0.466 -1.805 -0.394 -0.108 0.010 0.962 
Post + 3 60 0.710 7.055 -1.384 -0.367 -0.047 0.030 54.355 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.141 0.613 -4.625 -0.161 0.033 0.121 0.478 
Pre - 2 118 -0.129 0.817 -5.278 -0.175 0.041 0.141 2.545 
Pre - 1 119 -0.157 1.111 -8.131 -0.229 0.025 0.119 5.909 
Year 0 82 -0.315 1.117 -8.131 -0.403 -0.008 0.105 0.882 

Post + 1 68 -0.193 0.373 -1.375 -0.420 -0.077 0.054 0.609 
Post + 2 62 -0.407 1.229 -5.679 -0.566 -0.146 0.011 3.689 
Post + 3 60 -0.312 1.062 -5.144 -0.395 -0.078 0.087 4.085 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.147 0.612 -4.625 -0.161 0.029 0.121 0.478 
Pre - 2 118 -0.131 0.816 -5.278 -0.179 0.039 0.140 2.545 
Pre - 1 119 -0.140 1.213 -8.131 -0.229 0.024 0.119 7.898 
Year 0 82 -0.322 1.137 -8.131 -0.416 -0.008 0.105 1.295 

Post + 1 68 -0.195 0.368 -1.375 -0.420 -0.077 0.054 0.434 
Post + 2 62 -0.407 1.229 -5.679 -0.566 -0.146 0.011 3.689 
Post + 3 60 -3.604 24.934 -193.403 -0.432 -0.083 0.077 0.456 
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Table A.5.3.4: Unsuccessful Target Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -6.773 31.033 -224.800 -0.724 0.028 0.109 0.932 
Pre - 2 118 -4.707 18.013 -151.261 -0.852 0.030 0.119 0.910 
Pre - 1 119 -3.628 16.957 -146.448 -0.488 0.025 0.117 5.997 
Year 0 82 -3.482 12.136 -99.308 -2.119 -0.071 0.078 1.293 

Post + 1 68 -8.865 22.041 -106.594 -3.819 -0.092 0.047 0.926 
Post + 2 62 -27.334 159.945 -1254.520 -5.093 -0.132 0.014 0.925 
Post + 3 60 3.914 86.724 -139.316 -2.030 -0.068 0.054 644.835 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -6.816 31.042 -224.800 -0.724 0.026 0.100 0.932 
Pre - 2 118 -4.707 18.013 -151.261 -0.841 0.030 0.116 0.910 
Pre - 1 119 -3.633 16.957 -146.448 -0.488 0.023 0.117 5.997 
Year 0 82 -4.253 13.974 -99.308 -2.167 -0.071 0.078 2.526 

Post + 1 68 -8.861 22.042 -106.594 -3.819 -0.092 0.047 0.926 
Post + 2 62 -27.334 159.945 -1254.520 -5.093 -0.132 0.014 0.925 
Post + 3 60 3.936 86.723 -139.316 -2.030 -0.068 0.056 644.835 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.757 0.799 0.001 0.114 0.488 1.146 3.509 
Pre - 2 118 0.962 2.389 0.002 0.112 0.545 1.140 25.267 
Pre - 1 119 0.725 0.745 -0.023 0.127 0.539 1.011 3.707 
Year 0 82 0.685 0.756 0.003 0.092 0.507 0.967 3.441 

Post + 1 68 0.622 0.727 0.001 0.050 0.372 0.950 3.523 
Post + 2 62 0.622 0.723 0.000 0.053 0.306 1.082 3.152 
Post + 3 60 0.695 0.820 0.001 0.050 0.443 1.269 4.613 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 4.105 6.211 0.158 1.004 1.659 3.680 30.897 
Pre - 2 118 4.699 10.166 0.049 1.093 1.771 3.454 85.950 
Pre - 1 119 5.749 13.864 0.053 1.118 1.774 3.992 96.392 
Year 0 82 8.622 27.127 0.000 1.157 2.031 4.791 233.143 

Post + 1 68 12.254 43.775 0.051 1.053 1.927 3.767 337.059 
Post + 2 62 10.653 34.485 0.051 0.704 1.443 3.617 240.674 
Post + 3 60 7.877 24.562 0.044 0.892 1.327 3.600 160.600 
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Table A.5.3.4: Unsuccessful Target Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -1.016 3.493 -18.986 -0.617 0.055 0.405 6.026 
Pre - 2 118 -0.731 4.061 -30.417 -0.722 0.109 0.594 13.615 
Pre - 1 119 -1.740 9.295 -88.625 -0.605 0.061 0.444 2.766 
Year 0 82 -2.613 7.496 -58.146 -2.387 -0.187 0.401 2.807 

Post + 1 68 -1.494 4.424 -26.110 -2.077 -0.126 0.242 9.559 
Post + 2 62 -1.399 4.339 -21.475 -1.565 -0.257 0.250 6.483 
Post + 3 60 -1.326 4.612 -21.571 -1.021 -0.112 0.304 7.381 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 1.109 1.616 -0.385 0.856 1.000 1.002 15.906 
Pre - 2 118 0.992 0.984 -0.364 0.860 0.997 1.000 11.207 
Pre - 1 119 0.922 0.223 0.013 0.857 1.000 1.003 2.097 
Year 0 82 0.928 0.327 0.017 0.876 1.000 1.000 3.135 

Post + 1 68 1.030 0.884 -3.794 1.000 1.000 1.003 4.251 
Post + 2 62 0.896 0.915 -6.006 1.000 1.000 1.020 1.623 
Post + 3 60 1.016 0.269 0.192 1.000 1.000 1.030 1.919 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 1.104 1.618 -0.385 0.856 1.000 1.002 15.906 
Pre - 2 118 0.990 0.984 -0.364 0.856 0.997 1.000 11.207 
Pre - 1 119 0.934 0.246 0.013 0.859 1.000 1.003 2.113 
Year 0 82 0.928 0.327 0.017 0.876 1.000 1.000 3.135 

Post + 1 68 1.030 0.884 -3.794 1.000 1.000 1.003 4.251 
Post + 2 62 0.896 0.915 -6.006 1.000 1.000 1.020 1.623 
Post + 3 60 1.007 0.260 0.192 1.000 1.000 1.020 1.919 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 2.166 3.230 -6.211 1.112 1.456 1.986 24.343 
Pre - 2 118 2.256 2.729 0.941 1.166 1.520 2.182 22.349 
Pre - 1 119 1.842 1.914 -10.930 1.154 1.568 2.259 14.638 
Year 0 82 1.696 0.937 -2.098 1.090 1.346 2.183 4.617 

Post + 1 68 1.739 1.011 -1.502 1.090 1.419 2.080 4.809 
Post + 2 62 2.113 2.660 -2.044 1.090 1.380 1.930 19.288 
Post + 3 60 -0.582 22.351 -169.081 1.076 1.425 2.354 22.700 
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Table A.5.3.4: Unsuccessful Target Firm Control Group Individual Year  
Accounting Ratios (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 -0.138 0.231 -1.051 -0.189 -0.055 -0.002 0.263 
Pre - 2 118 -0.110 0.230 -1.948 -0.182 -0.048 -0.011 0.619 
Pre - 1 119 -0.133 0.270 -1.948 -0.190 -0.056 -0.006 0.493 
Year 0 82 -0.176 0.370 -2.727 -0.229 -0.069 -0.028 0.480 

Post + 1 68 -0.087 0.203 -0.864 -0.165 -0.049 -0.002 0.553 
Post + 2 62 -0.175 0.702 -5.508 -0.158 -0.045 -0.003 0.306 
Post + 3 60 -0.047 0.209 -0.741 -0.115 -0.015 0.024 0.473 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 107 0.191 0.403 -0.373 -0.014 0.037 0.191 2.165 
Pre - 2 118 0.146 0.346 -0.198 -0.027 0.030 0.170 1.968 
Pre - 1 119 0.217 0.439 -0.154 -0.021 0.027 0.279 1.985 
Year 0 82 0.257 0.508 -0.130 -0.004 0.082 0.262 3.305 

Post + 1 68 0.160 0.271 -0.306 -0.018 0.018 0.349 0.905 
Post + 2 62 0.152 0.338 -0.154 -0.011 0.022 0.205 1.638 
Post + 3 60 0.146 0.332 -0.287 -0.008 0.005 0.141 1.436 
 

This table reports the accounting performance ratios and other supplementary financial ratios for the 
unsuccessful target firm control group on an individual year basis for the three years pre- and post-merger 
failure. The procedure for calculating these ratios is set out in Table 4.1.1.1.  
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Table A.5.3.5: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -1.620 11.031 -74.534 0.052 0.150 0.251 0.867 
Pre - 2 53 -2.774 17.715 -127.639 0.075 0.158 0.334 1.264 
Pre - 1 65 -3.008 21.277 -170.603 0.074 0.183 0.442 2.960 

Post + 1 65 -1.198 5.237 -27.315 -0.032 0.141 0.300 1.084 
Post + 2 53 -0.411 2.169 -12.804 0.033 0.129 0.295 0.862 
Post + 3 46 -1.575 11.011 -74.534 0.046 0.141 0.318 0.830 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.353 0.556 -1.156 0.162 0.404 0.562 2.330 
Pre - 2 53 0.239 0.499 -1.094 0.101 0.280 0.435 1.490 
Pre - 1 65 0.122 0.313 -0.684 0.039 0.135 0.207 1.119 

Post + 1 65 0.019 0.319 -0.755 -0.010 0.106 0.175 0.850 
Post + 2 53 0.071 0.553 -2.652 0.041 0.218 0.323 0.754 
Post + 3 46 0.217 0.700 -2.093 0.132 0.350 0.446 1.502 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.304 2.066 -11.399 0.044 0.115 0.213 0.965 
Pre - 2 53 -0.462 2.433 -12.753 0.014 0.128 0.267 1.103 
Pre - 1 65 -0.630 2.881 -13.270 -0.016 0.130 0.354 1.751 

Post + 1 65 -0.239 1.622 -8.822 0.041 0.147 0.302 1.088 
Post + 2 53 -0.107 1.406 -8.481 0.050 0.134 0.229 1.316 
Post + 3 46 0.011 1.154 -7.466 0.056 0.144 0.309 0.881 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.357 0.443 -0.510 0.086 0.348 0.516 2.355 
Pre - 2 53 0.245 0.397 -0.640 0.031 0.220 0.351 1.412 
Pre - 1 65 0.126 0.276 -0.504 -0.004 0.104 0.169 1.101 

Post + 1 65 0.091 0.172 -0.321 0.024 0.086 0.142 0.637 
Post + 2 53 0.210 0.385 -0.602 0.083 0.231 0.348 2.225 
Post + 3 46 0.346 0.523 -1.038 0.170 0.361 0.481 2.363 
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Table A.5.3.5: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.141 0.447 -1.376 0.068 0.208 0.354 1.212 
Pre - 2 53 0.056 0.416 -1.324 0.022 0.134 0.224 0.845 
Pre - 1 65 0.029 0.257 -0.815 0.007 0.060 0.114 0.670 

Post + 1 65 -0.086 0.290 -0.839 -0.076 0.044 0.081 0.229 
Post + 2 53 -0.130 0.563 -2.797 -0.249 0.089 0.160 0.322 
Post + 3 46 -0.106 0.744 -2.471 -0.265 0.142 0.235 0.922 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.095 0.436 -1.376 0.063 0.198 0.324 1.050 
Pre - 2 53 0.053 0.415 -1.324 0.022 0.134 0.220 0.845 
Pre - 1 65 0.028 0.257 -0.815 0.007 0.060 0.114 0.670 

Post + 1 65 -0.086 0.290 -0.839 -0.076 0.044 0.081 0.229 
Post + 2 53 -0.130 0.563 -2.797 -0.249 0.089 0.160 0.322 
Post + 3 46 -0.106 0.744 -2.471 -0.265 0.140 0.235 0.922 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.166 0.727 -2.402 0.060 0.336 0.512 1.433 
Pre - 2 53 0.102 0.676 -2.359 0.014 0.230 0.373 1.398 
Pre - 1 65 0.068 0.427 -1.174 -0.017 0.108 0.183 1.286 

Post + 1 65 -0.046 0.595 -1.578 -0.286 0.074 0.154 2.959 
Post + 2 53 6.531 48.106 -3.702 -0.181 0.181 0.325 350.077 
Post + 3 46 -0.198 1.215 -3.836 -0.297 0.243 0.379 1.172 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.108 0.719 -2.402 0.059 0.305 0.509 1.033 
Pre - 2 53 0.098 0.674 -2.359 0.012 0.230 0.373 1.398 
Pre - 1 65 0.066 0.426 -1.174 -0.017 0.108 0.183 1.286 

Post + 1 65 -0.046 0.595 -1.578 -0.286 0.074 0.149 2.959 
Post + 2 53 6.531 48.106 -3.702 -0.181 0.181 0.325 350.077 
Post + 3 46 -0.199 1.214 -3.836 -0.297 0.241 0.378 1.172 
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Table A.5.3.5: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -1.778 11.393 -76.875 0.024 0.070 0.148 2.805 
Pre - 2 53 -3.051 18.215 -131.469 0.013 0.073 0.189 0.783 
Pre - 1 65 -3.294 21.691 -174.246 0.013 0.086 0.174 1.338 

Post + 1 65 -1.384 5.351 -27.621 -0.144 0.048 0.115 1.706 
Post + 2 53 -0.593 2.351 -14.309 -0.206 0.038 0.111 1.078 
Post + 3 46 -1.793 11.336 -76.875 -0.099 0.046 0.116 0.968 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -1.879 11.372 -76.875 0.021 0.069 0.123 0.728 
Pre - 2 53 -3.051 18.215 -131.469 0.012 0.071 0.189 0.783 
Pre - 1 65 -3.295 21.691 -174.246 0.010 0.080 0.174 1.338 

Post + 1 65 -1.384 5.351 -27.621 -0.144 0.048 0.115 1.706 
Post + 2 53 -0.593 2.351 -14.309 -0.206 0.038 0.111 1.078 
Post + 3 46 -1.793 11.336 -76.875 -0.099 0.046 0.116 0.968 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 2.678 2.153 0.014 0.887 2.132 3.989 10.840 
Pre - 2 53 1.801 1.658 0.006 0.538 1.531 2.430 8.670 
Pre - 1 65 0.845 0.860 0.003 0.192 0.586 1.213 3.761 

Post + 1 65 0.769 0.620 0.008 0.293 0.676 1.126 2.909 
Post + 2 53 1.698 1.204 0.008 0.904 1.586 2.169 5.417 
Post + 3 46 2.618 1.790 0.014 1.362 2.299 3.404 7.435 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 2.037 2.095 0.302 1.027 1.395 2.244 13.141 
Pre - 2 53 2.065 2.293 0.264 1.057 1.366 2.354 15.437 
Pre - 1 65 4.189 10.107 0.354 1.106 1.632 2.509 51.450 

Post + 1 65 1.790 2.190 0.103 0.984 1.387 1.949 17.346 
Post + 2 53 1.730 2.189 0.112 1.019 1.387 1.950 16.315 
Post + 3 46 1.710 1.857 0.119 1.028 1.350 1.913 12.845 
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Table A.5.3.5: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.346 1.069 -5.582 0.121 0.312 0.866 2.386 
Pre - 2 53 0.229 1.383 -8.567 0.039 0.311 0.744 2.085 
Pre - 1 65 -0.540 4.950 -26.741 0.003 0.293 0.911 4.243 

Post + 1 65 0.429 1.787 -2.791 0.024 0.239 0.593 12.498 
Post + 2 53 0.476 1.276 -1.473 0.086 0.271 0.486 6.597 
Post + 3 46 0.490 0.821 -0.852 0.074 0.306 0.576 3.046 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.803 0.353 -1.099 0.794 0.884 0.971 1.105 
Pre - 2 53 0.806 0.433 -1.735 0.807 0.934 0.997 1.100 
Pre - 1 65 1.080 1.252 -2.556 0.826 0.946 1.000 6.334 

Post + 1 65 1.043 0.743 -0.030 0.830 0.935 1.008 4.261 
Post + 2 53 0.974 0.569 -1.461 0.836 0.926 1.015 3.207 
Post + 3 46 0.559 1.505 -8.764 0.722 0.891 1.006 1.172 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.802 0.356 -1.099 0.794 0.884 0.975 1.105 
Pre - 2 53 0.803 0.437 -1.735 0.807 0.934 0.997 1.100 
Pre - 1 65 1.077 1.255 -2.556 0.826 0.946 1.000 6.334 

Post + 1 65 1.043 0.743 -0.030 0.819 0.935 1.008 4.261 
Post + 2 53 0.974 0.569 -1.461 0.836 0.926 1.015 3.207 
Post + 3 46 0.558 1.505 -8.764 0.722 0.891 1.006 1.172 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 1.869 0.634 0.444 1.477 1.782 2.147 3.960 
Pre - 2 53 1.864 0.658 0.730 1.397 1.789 2.056 3.838 
Pre - 1 65 1.877 0.729 0.850 1.289 1.769 2.031 4.390 

Post + 1 65 1.791 1.857 -10.293 1.419 1.909 2.468 4.583 
Post + 2 53 -2.846 32.877 -237.408 1.438 1.712 2.129 3.438 
Post + 3 46 1.682 1.761 -7.612 1.387 1.936 2.360 3.628 
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Table A.5.3.5: Unsuccessful Bidding Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.589 0.811 -4.849 -0.675 -0.382 -0.180 0.217 
Pre - 2 53 -0.352 0.384 -2.121 -0.486 -0.291 -0.106 0.300 
Pre - 1 65 -0.202 0.226 -0.881 -0.356 -0.136 -0.040 0.342 

Post + 1 65 -0.154 0.202 -0.940 -0.238 -0.112 -0.054 0.464 
Post + 2 53 -0.303 0.293 -1.086 -0.444 -0.243 -0.133 0.505 
Post + 3 46 -0.362 0.387 -1.937 -0.529 -0.330 -0.201 0.712 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.335 0.602 -0.750 -0.038 0.176 0.506 2.033 
Pre - 2 53 0.230 0.566 -0.804 -0.043 0.067 0.353 2.626 
Pre - 1 65 0.150 0.321 -0.644 -0.051 0.052 0.286 0.966 

Post + 1 65 0.052 0.203 -0.880 -0.041 0.004 0.120 0.569 
Post + 2 53 0.146 0.372 -0.821 -0.046 0.092 0.283 1.266 
Post + 3 46 0.141 0.453 -0.971 -0.100 0.054 0.326 2.033 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
unsuccessful bidding firms over the periods one, two and three years pre- and post-merger failure. The 
method of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating the ratios over 
multiple periods is specified in section 4.1.1 ‘Accounting Performance’.  
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Table A.5.3.6: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -4.408 9.491 -39.497 -3.517 0.020 0.146 1.174 
Pre - 2 62 -4.986 12.334 -56.868 -2.346 -0.077 0.138 0.949 
Pre - 1 68 -8.151 23.716 -122.649 -2.274 -0.001 0.154 0.776 

Post + 1 68 -11.834 41.013 -239.214 -2.127 0.004 0.112 0.720 
Post + 2 62 -22.641 68.130 -278.045 -1.632 0.009 0.140 5.336 
Post + 3 52 -12.074 36.748 -217.638 -1.769 -0.059 0.132 0.535 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.163 0.767 -2.539 -0.588 0.039 0.328 1.157 
Pre - 2 62 -0.193 0.641 -2.399 -0.498 -0.045 0.234 0.894 
Pre - 1 68 -0.110 0.388 -1.524 -0.231 0.001 0.124 0.396 

Post + 1 68 -0.076 0.357 -1.587 -0.100 0.003 0.110 0.705 
Post + 2 62 -0.316 0.981 -3.331 -0.515 -0.005 0.203 1.285 
Post + 3 52 -0.302 0.950 -3.129 -0.850 -0.030 0.321 1.512 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -2.195 5.406 -16.750 -3.233 0.027 0.124 14.323 
Pre - 2 62 -1.907 6.339 -17.780 -2.666 0.005 0.114 29.992 
Pre - 1 68 -2.891 6.259 -23.481 -2.299 0.037 0.143 1.844 

Post + 1 68 -6.120 27.033 -212.400 -1.819 0.007 0.138 0.745 
Post + 2 62 -2.801 9.445 -55.222 -0.754 0.024 0.174 3.618 
Post + 3 52 -3.035 8.675 -45.625 -1.301 -0.004 0.150 0.710 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.008 0.546 -1.360 -0.280 0.032 0.386 1.447 
Pre - 2 62 -0.060 0.432 -1.094 -0.256 0.005 0.224 1.014 
Pre - 1 68 -0.056 0.265 -1.075 -0.111 0.022 0.108 0.256 

Post + 1 68 -0.004 0.244 -0.668 -0.071 0.013 0.135 0.816 
Post + 2 62 -0.007 0.412 -1.357 -0.224 0.021 0.222 1.064 
Post + 3 52 0.031 0.550 -1.589 -0.252 -0.001 0.361 1.732 
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Table A.5.3.6: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.446 5.390 -2.554 -0.618 -0.033 0.152 38.263 
Pre - 2 62 -0.284 0.607 -2.410 -0.534 -0.079 0.096 0.609 
Pre - 1 68 -0.157 0.397 -1.751 -0.241 -0.012 0.058 0.203 

Post + 1 68 -0.179 0.373 -1.613 -0.282 -0.025 0.043 0.203 
Post + 2 62 -0.517 0.994 -3.491 -0.781 -0.114 0.058 0.477 
Post + 3 52 -0.511 0.902 -3.192 -1.006 -0.151 0.091 0.783 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.448 5.390 -2.554 -0.618 -0.041 0.152 38.263 
Pre - 2 62 -0.283 0.607 -2.410 -0.534 -0.079 0.096 0.609 
Pre - 1 68 -0.160 0.396 -1.751 -0.241 -0.012 0.050 0.203 

Post + 1 68 -0.180 0.372 -1.613 -0.282 -0.025 0.044 0.203 
Post + 2 62 -0.519 0.993 -3.491 -0.781 -0.114 0.058 0.477 
Post + 3 52 -0.512 0.903 -3.192 -1.028 -0.151 0.095 0.783 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.253 12.207 -3.614 -0.828 -0.152 0.175 87.350 
Pre - 2 62 -0.383 0.797 -2.780 -0.609 -0.155 0.130 0.769 
Pre - 1 68 -0.232 0.586 -2.734 -0.316 -0.047 0.078 0.675 

Post + 1 68 -0.470 1.390 -9.539 -0.432 -0.025 0.079 0.390 
Post + 2 62 0.303 4.950 -11.759 -0.640 -0.084 0.262 35.604 
Post + 3 52 -0.404 1.799 -5.126 -1.045 -0.175 0.111 6.919 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.253 12.206 -3.614 -0.820 -0.152 0.175 87.350 
Pre - 2 62 -0.389 0.798 -2.780 -0.691 -0.133 0.130 0.769 
Pre - 1 68 -0.244 0.589 -2.734 -0.382 -0.047 0.076 0.675 

Post + 1 68 -0.471 1.389 -9.539 -0.432 -0.025 0.079 0.390 
Post + 2 62 0.299 4.950 -11.759 -0.640 -0.084 0.262 35.604 
Post + 3 52 -0.408 1.799 -5.126 -1.068 -0.175 0.111 6.919 
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Table A.5.3.6: Unsuccessful Target Firm Cumulative Period Accounting Ratios  
(cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -4.489 9.914 -39.734 -3.715 -0.027 0.077 7.217 
Pre - 2 62 -5.199 12.792 -57.123 -2.183 -0.129 0.070 0.941 
Pre - 1 68 -8.620 25.024 -127.786 -2.520 -0.024 0.075 1.111 

Post + 1 68 -14.365 44.381 -243.231 -2.368 -0.062 0.051 0.891 
Post + 2 62 -23.862 71.211 -291.404 -1.748 -0.108 0.037 8.473 
Post + 3 52 -12.995 38.743 -222.064 -2.104 -0.118 0.031 0.425 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -4.441 9.926 -39.734 -3.715 -0.033 0.071 7.217 
Pre - 2 62 -5.126 12.808 -57.123 -1.836 -0.126 0.054 0.941 
Pre - 1 68 -8.623 25.023 -127.786 -2.520 -0.040 0.073 1.111 

Post + 1 68 -14.365 44.381 -243.231 -2.368 -0.062 0.050 0.891 
Post + 2 62 -23.939 71.200 -291.404 -1.748 -0.114 0.033 8.473 
Post + 3 52 -13.001 38.742 -222.064 -2.104 -0.118 0.030 0.425 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.668 2.091 0.021 0.167 0.782 2.805 8.749 
Pre - 2 62 1.144 1.345 0.012 0.118 0.712 1.831 5.747 
Pre - 1 68 0.638 0.718 0.003 0.051 0.382 1.039 2.929 

Post + 1 68 0.713 0.704 0.001 0.051 0.578 1.070 2.943 
Post + 2 62 1.296 1.244 -0.375 0.074 1.001 2.055 4.758 
Post + 3 52 1.972 2.002 0.004 0.177 1.508 2.864 8.721 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 3.267 4.265 0.007 0.926 1.908 2.986 23.077 
Pre - 2 62 3.208 4.001 0.007 1.132 1.751 3.424 24.928 
Pre - 1 68 4.406 8.050 0.002 1.047 2.013 3.485 46.317 

Post + 1 68 6.191 22.232 0.017 0.871 1.552 2.578 135.647 
Post + 2 62 2.784 7.251 0.010 0.715 1.240 2.367 56.982 
Post + 3 52 2.346 3.950 0.049 0.977 1.399 2.032 28.112 
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Table A.5.3.6: Unsuccessful Target Firm Cumulative Period Accounting Ratios 
(cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.768 5.396 -13.599 -1.268 0.036 0.315 28.314 
Pre - 2 62 -0.709 5.325 -14.728 -1.475 -0.059 0.266 31.597 
Pre - 1 68 -1.285 4.391 -19.022 -2.467 0.052 0.264 16.309 

Post + 1 68 -0.090 5.849 -11.245 -0.786 0.009 0.366 42.588 
Post + 2 62 -0.338 1.375 -4.664 -0.753 -0.026 0.279 3.482 
Post + 3 52 -0.151 1.167 -5.479 -0.448 -0.072 0.313 3.258 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.921 0.956 -2.540 0.840 1.000 1.020 5.857 
Pre - 2 62 1.101 1.009 -0.887 0.866 1.000 1.018 8.087 
Pre - 1 68 0.952 0.514 -2.386 0.863 1.000 1.010 2.458 

Post + 1 68 0.846 0.739 -4.615 0.800 1.000 1.010 1.822 
Post + 2 62 0.936 0.839 -4.556 0.890 1.000 1.030 3.084 
Post + 3 52 0.720 1.084 -4.985 0.849 1.003 1.053 1.939 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.010 0.930 -2.779 0.884 1.000 1.063 5.857 
Pre - 2 62 1.046 0.535 -0.887 0.915 1.000 1.035 3.332 
Pre - 1 68 0.937 0.518 -2.386 0.863 1.000 1.010 2.458 

Post + 1 68 0.846 0.739 -4.615 0.800 1.000 1.010 1.822 
Post + 2 62 0.938 0.838 -4.556 0.890 1.000 1.030 3.084 
Post + 3 52 0.720 1.084 -4.985 0.849 1.003 1.053 1.939 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.831 1.096 -0.737 1.104 1.532 2.248 5.405 
Pre - 2 62 1.674 1.022 -1.892 1.104 1.416 2.021 5.429 
Pre - 1 68 10.073 69.079 -3.474 1.116 1.477 2.083 571.266 

Post + 1 68 2.341 2.900 -0.510 1.228 1.712 2.256 18.841 
Post + 2 62 0.889 5.980 -44.456 1.153 1.467 1.962 6.626 
Post + 3 52 1.688 1.249 -3.339 1.247 1.495 2.110 5.574 
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Table A.5.3.6: Unsuccessful Target Firm Cumulative Period Accounting Ratios  
(cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.462 0.574 -2.731 -0.820 -0.400 -0.051 0.348 
Pre - 2 62 -0.292 0.405 -2.018 -0.536 -0.228 -0.027 0.379 
Pre - 1 68 -0.151 0.223 -0.859 -0.257 -0.086 -0.020 0.405 

Post + 1 68 -0.107 0.210 -0.922 -0.146 -0.050 -0.006 0.526 
Post + 2 62 -0.220 0.290 -1.227 -0.340 -0.117 -0.012 0.159 
Post + 3 52 -0.312 0.346 -1.183 -0.491 -0.224 -0.060 0.407 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.580 0.891 -0.971 -0.045 0.372 1.114 3.499 
Pre - 2 62 0.521 0.739 -0.493 -0.035 0.212 1.035 2.614 
Pre - 1 68 0.274 0.547 -0.275 -0.023 0.044 0.433 2.290 

Post + 1 68 0.112 0.252 -0.598 -0.031 0.031 0.213 0.889 
Post + 2 62 0.214 0.446 -1.584 -0.036 0.163 0.524 1.084 
Post + 3 52 0.389 0.717 -1.460 -0.043 0.230 0.877 2.370 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
unsuccessful target firms over the periods one, two and three years pre- and post-merger failure. The 
method of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating the ratios over 
multiple periods is specified in section 4.1.1 ‘Accounting Performance’.  
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Table A.5.3.7: Unsuccessful Bidding Firm Control Group Cumulative Period 
Accounting Ratios 

 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.213 1.480 -6.468 0.037 0.131 0.254 1.511 
Pre - 2 53 -0.880 4.402 -30.156 -0.125 0.117 0.254 2.495 
Pre - 1 65 -1.145 5.691 -42.000 0.051 0.117 0.319 1.095 

Post + 1 65 -1.504 5.531 -27.524 -0.020 0.103 0.274 8.556 
Post + 2 53 -3.275 8.877 -35.381 -0.079 0.086 0.183 0.899 
Post + 3 46 -1.727 6.676 -31.848 0.031 0.110 0.237 0.899 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.208 0.570 -1.728 0.205 0.373 0.465 1.771 
Pre - 2 53 0.109 0.453 -1.274 -0.038 0.228 0.314 1.726 
Pre - 1 65 0.085 0.188 -0.565 0.021 0.115 0.203 0.351 

Post + 1 65 0.007 0.452 -3.216 -0.003 0.119 0.176 0.316 
Post + 2 53 -0.076 0.717 -4.162 -0.118 0.125 0.277 0.506 
Post + 3 46 0.060 0.915 -5.033 0.076 0.354 0.461 0.926 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.560 2.932 -18.758 -0.003 0.108 0.266 0.961 
Pre - 2 53 -0.914 3.546 -20.198 -0.386 0.091 0.282 0.980 
Pre - 1 65 -1.023 4.160 -27.034 0.001 0.111 0.302 1.014 

Post + 1 65 -1.444 5.853 -38.383 -0.010 0.076 0.259 1.191 
Post + 2 53 -1.869 7.075 -44.317 -0.027 0.079 0.149 0.935 
Post + 3 46 -0.909 3.836 -21.998 0.020 0.089 0.208 0.897 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.152 0.484 -1.489 -0.034 0.280 0.443 0.863 
Pre - 2 53 0.077 0.402 -1.148 -0.128 0.176 0.281 1.063 
Pre - 1 65 0.077 0.193 -0.575 0.001 0.096 0.190 0.482 

Post + 1 65 0.065 0.185 -0.483 -0.008 0.095 0.173 0.447 
Post + 2 53 0.047 0.331 -1.011 -0.047 0.149 0.247 0.470 
Post + 3 46 0.127 0.492 -1.639 0.048 0.250 0.431 0.920 
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Table A.5.3.7: Unsuccessful Bidding Firm Control Group Cumulative Period 
Accounting Ratios (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.085 0.859 -4.890 -0.142 0.185 0.247 1.208 
Pre - 2 53 -0.069 0.502 -2.324 -0.119 0.102 0.158 1.194 
Pre - 1 65 -0.014 0.239 -1.479 -0.028 0.062 0.083 0.177 

Post + 1 65 -0.074 0.470 -3.458 -0.060 0.060 0.087 0.228 
Post + 2 53 -0.228 0.753 -4.597 -0.352 0.039 0.134 0.289 
Post + 3 46 -0.185 0.969 -5.681 -0.166 0.139 0.232 0.454 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.076 0.861 -4.890 -0.142 0.190 0.247 1.208 
Pre - 2 53 -0.068 0.502 -2.324 -0.119 0.102 0.158 1.194 
Pre - 1 65 -0.014 0.239 -1.479 -0.028 0.063 0.083 0.177 

Post + 1 65 -0.074 0.470 -3.458 -0.060 0.060 0.087 0.228 
Post + 2 53 -0.228 0.753 -4.597 -0.352 0.039 0.134 0.289 
Post + 3 46 -0.185 0.969 -5.681 -0.166 0.139 0.232 0.454 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.352 1.788 -10.239 -0.233 0.220 0.338 0.691 
Pre - 2 53 -0.304 1.524 -10.323 -0.240 0.136 0.229 0.523 
Pre - 1 65 0.012 0.392 -1.597 -0.041 0.084 0.138 1.258 

Post + 1 65 -0.115 0.706 -4.777 -0.076 0.078 0.143 0.565 
Post + 2 53 -0.412 1.408 -9.260 -0.537 0.056 0.192 0.403 
Post + 3 46 -0.426 1.822 -8.435 -0.323 0.187 0.330 0.680 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.343 1.790 -10.239 -0.233 0.252 0.338 0.691 
Pre - 2 53 -0.304 1.524 -10.323 -0.240 0.136 0.229 0.523 
Pre - 1 65 0.012 0.392 -1.597 -0.041 0.084 0.138 1.258 

Post + 1 65 -0.115 0.706 -4.777 -0.076 0.078 0.143 0.565 
Post + 2 53 -0.412 1.408 -9.260 -0.537 0.056 0.192 0.403 
Post + 3 46 -0.426 1.822 -8.435 -0.323 0.187 0.330 0.680 
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Table A.5.3.7: Unsuccessful Bidding Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.814 3.806 -24.823 -0.196 0.050 0.131 0.823 
Pre - 2 53 -1.604 6.084 -31.879 -0.259 0.040 0.137 0.851 
Pre - 1 65 -2.101 9.347 -60.995 -0.081 0.046 0.108 1.071 

Post + 1 65 -1.692 5.750 -29.596 -0.054 0.033 0.106 8.407 
Post + 2 53 -3.504 9.156 -36.238 -0.233 0.019 0.074 0.852 
Post + 3 46 -1.962 7.138 -35.948 -0.077 0.040 0.108 0.848 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.758 3.829 -24.823 -0.096 0.053 0.173 1.976 
Pre - 2 53 -1.603 6.084 -31.879 -0.259 0.040 0.137 0.851 
Pre - 1 65 -2.101 9.347 -60.995 -0.081 0.049 0.108 1.071 

Post + 1 65 -1.692 5.750 -29.596 -0.054 0.033 0.106 8.407 
Post + 2 53 -3.504 9.156 -36.238 -0.233 0.019 0.074 0.852 
Post + 3 46 -1.962 7.138 -35.948 -0.077 0.040 0.108 0.848 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 2.267 2.170 0.034 0.562 1.882 2.898 10.250 
Pre - 2 53 1.411 1.293 0.024 0.270 1.349 1.820 5.121 
Pre - 1 65 0.884 0.979 0.009 0.120 0.741 1.033 4.763 

Post + 1 65 0.878 0.913 0.004 0.164 0.756 1.137 4.506 
Post + 2 53 1.469 1.265 0.006 0.227 1.253 2.163 5.847 
Post + 3 46 2.360 1.839 0.016 0.937 2.353 3.206 7.374 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 3.445 4.977 0.268 1.078 1.757 3.666 27.849 
Pre - 2 53 6.332 16.775 0.211 1.171 2.004 3.741 117.594 
Pre - 1 65 5.543 14.927 0.176 1.173 1.745 3.351 106.455 

Post + 1 65 2.838 4.251 0.069 1.100 1.433 2.456 23.390 
Post + 2 53 3.272 5.760 0.095 1.073 1.577 2.410 27.321 
Post + 3 46 2.674 4.997 0.095 1.198 1.661 2.328 33.965 
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Table A.5.3.7: Unsuccessful Bidding Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.453 3.449 -18.327 -0.069 0.269 0.732 2.427 
Pre - 2 53 -0.972 4.437 -24.241 -0.540 0.264 0.691 3.556 
Pre - 1 65 -0.631 3.665 -21.475 -0.046 0.352 0.757 1.995 

Post + 1 65 -0.769 4.617 -30.417 -0.254 0.274 0.547 3.712 
Post + 2 53 -0.551 2.880 -14.547 -0.331 0.206 0.490 3.350 
Post + 3 46 -0.014 1.840 -10.084 -0.055 0.299 0.652 3.820 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.954 0.180 0.648 0.838 0.957 1.000 1.871 
Pre - 2 53 0.952 0.162 0.417 0.872 0.998 1.003 1.342 
Pre - 1 65 0.909 0.328 -1.410 0.853 0.993 1.000 1.325 

Post + 1 65 0.905 0.501 -1.762 0.848 0.977 1.000 3.348 
Post + 2 53 1.577 2.418 -0.046 0.870 0.996 1.023 11.160 
Post + 3 46 0.906 0.242 -0.156 0.853 0.940 1.008 1.508 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.951 0.177 0.648 0.838 0.954 1.000 1.871 
Pre - 2 53 0.953 0.161 0.417 0.872 0.998 1.003 1.342 
Pre - 1 65 0.911 0.326 -1.410 0.853 0.993 1.000 1.325 

Post + 1 65 0.905 0.501 -1.762 0.848 0.977 1.000 3.348 
Post + 2 53 1.577 2.418 -0.046 0.870 0.996 1.023 11.160 
Post + 3 46 0.906 0.242 -0.156 0.853 0.939 1.008 1.508 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 1.482 1.667 -8.735 1.276 1.468 2.029 4.012 
Pre - 2 53 1.525 1.588 -8.735 1.228 1.499 2.099 4.231 
Pre - 1 65 1.992 1.288 1.004 1.365 1.631 2.197 9.815 

Post + 1 65 2.199 1.427 1.010 1.369 1.882 2.295 7.122 
Post + 2 53 1.916 1.092 1.013 1.309 1.593 2.098 7.261 
Post + 3 46 2.009 1.524 1.028 1.343 1.637 2.023 9.699 
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Table A.5.3.7: Unsuccessful Bidding Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 -0.312 0.390 -1.376 -0.510 -0.251 -0.171 0.733 
Pre - 2 53 -0.191 0.302 -0.984 -0.371 -0.152 -0.074 0.797 
Pre - 1 65 -0.113 0.167 -0.399 -0.205 -0.092 -0.031 0.824 

Post + 1 65 -0.111 0.128 -0.509 -0.170 -0.065 -0.026 0.143 
Post + 2 53 -0.191 0.196 -0.702 -0.349 -0.142 -0.053 0.238 
Post + 3 46 -0.237 0.289 -1.034 -0.346 -0.186 -0.081 0.392 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 46 0.282 0.565 -1.035 -0.039 0.117 0.402 2.005 
Pre - 2 53 0.189 0.443 -1.372 -0.026 0.051 0.368 1.376 
Pre - 1 65 0.037 0.196 -0.416 -0.050 0.000 0.129 0.613 

Post + 1 65 0.035 0.206 -0.636 -0.057 0.000 0.109 0.556 
Post + 2 53 0.148 0.366 -0.759 -0.044 0.095 0.242 1.250 
Post + 3 46 0.159 0.460 -0.821 -0.072 0.053 0.380 1.897 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
the unsuccessful bidding firm control group over the periods one, two and three years pre- and post-merger 
failure. The method of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating 
the ratios over multiple periods is specified in section 4.1.1 ‘Accounting Performance’.  
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Table A.5.3.8: Unsuccessful Target Firm Control Group Cumulative Period 
Accounting Ratios 

 
Panel A: Indirect Cash Flow / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -3.149 6.017 -26.625 -3.978 -0.074 0.117 0.938 
Pre - 2 62 -5.455 19.635 -144.135 -2.575 -0.031 0.104 1.592 
Pre - 1 68 -5.811 21.311 -140.949 -2.055 -0.117 0.110 5.934 

Post + 1 68 -8.558 21.581 -102.769 -3.793 -0.061 0.114 0.931 
Post + 2 62 -9.191 29.430 -181.571 -2.293 -0.087 0.079 0.937 
Post + 3 52 -4.847 25.157 -109.190 -2.687 -0.074 0.128 95.811 
 
Panel B: Indirect Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.310 1.035 -5.620 -0.698 -0.048 0.364 0.797 
Pre - 2 62 -0.267 0.858 -5.477 -0.515 -0.015 0.182 0.533 
Pre - 1 68 -0.138 0.398 -1.956 -0.228 -0.056 0.102 0.240 

Post + 1 68 -0.102 0.276 -0.984 -0.280 -0.053 0.083 0.413 
Post + 2 62 -0.316 0.684 -2.280 -0.527 -0.137 0.127 1.039 
Post + 3 52 -0.376 1.236 -5.737 -0.920 -0.128 0.255 3.786 
 
Panel C: Operating Cash Flows / Sales 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -1.553 3.118 -14.457 -2.364 -0.164 0.081 0.917 
Pre - 2 62 -2.459 7.777 -54.876 -1.919 -0.168 0.077 0.916 
Pre - 1 68 -2.870 9.170 -66.356 -1.823 -0.230 0.060 0.938 

Post + 1 68 -6.164 22.564 -151.593 -1.366 -0.094 0.066 17.833 
Post + 2 62 -6.274 28.118 -213.214 -1.191 -0.147 0.051 0.902 
Post + 3 52 -3.186 9.438 -59.723 -1.471 -0.159 0.050 0.873 
 
Panel D: Operating Cash Flow / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.190 0.591 -2.852 -0.390 -0.143 0.171 0.720 
Pre - 2 62 -0.144 0.410 -1.611 -0.264 -0.115 0.091 0.478 
Pre - 1 68 -0.099 0.257 -1.352 -0.172 -0.060 0.066 0.223 

Post + 1 68 -0.071 0.235 -1.045 -0.180 -0.034 0.079 0.454 
Post + 2 62 -0.167 0.408 -1.510 -0.280 -0.089 0.104 0.528 
Post + 3 52 -0.186 0.593 -2.188 -0.492 -0.080 0.176 0.823 
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Table A.5.3.8: Unsuccessful Target Firm Control Group Cumulative Period 
Accounting Ratios (cont’d) 

 
Panel E: Return On Assets (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.454 0.998 -5.759 -0.907 -0.139 0.151 0.418 
Pre - 2 62 -0.357 0.850 -5.609 -0.731 -0.062 0.099 0.360 
Pre - 1 68 -0.177 0.391 -1.993 -0.290 -0.060 0.046 0.200 

Post + 1 68 -0.146 0.258 -0.990 -0.306 -0.067 0.036 0.271 
Post + 2 62 -0.399 0.659 -2.302 -0.741 -0.202 0.058 1.042 
Post + 3 52 -0.518 1.258 -6.450 -0.941 -0.257 0.073 3.719 
 
Panel F: Return On Assets (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 68 -0.146 0.258 -0.990 -0.306 -0.067 0.036 0.271 
Pre - 2 62 -0.360 0.852 -5.609 -0.731 -0.062 0.099 0.360 
Pre - 1 68 -0.180 0.394 -1.993 -0.290 -0.060 0.042 0.200 

Post + 1 68 -0.144 0.257 -0.990 -0.291 -0.067 0.036 0.271 
Post + 2 62 -0.397 0.659 -2.302 -0.741 -0.197 0.058 1.042 
Post + 3 52 -0.492 1.275 -6.450 -0.941 -0.180 0.091 3.719 
 
Panel G: Return On Equity (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.625 1.524 -6.144 -1.052 -0.182 0.224 1.963 
Pre - 2 62 -0.051 3.338 -5.980 -0.839 -0.064 0.164 24.043 
Pre - 1 68 -0.281 1.436 -8.131 -0.321 -0.077 0.068 5.909 

Post + 1 68 -0.193 0.373 -1.375 -0.420 -0.077 0.054 0.609 
Post + 2 62 14.713 123.147 -16.048 -0.913 -0.282 0.092 968.472 
Post + 3 52 119.095 894.621 -201.117 -1.541 -0.400 0.091 6443.176 
 
Panel H: Return On Equity (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.643 1.555 -6.144 -1.052 -0.182 0.224 1.963 
Pre - 2 62 0.011 3.812 -5.980 -0.839 -0.064 0.164 28.015 
Pre - 1 68 -0.253 1.577 -8.131 -0.321 -0.077 0.068 7.898 

Post + 1 68 -0.195 0.368 -1.375 -0.420 -0.077 0.054 0.434 
Post + 2 62 14.710 123.147 -16.048 -0.913 -0.282 0.092 968.472 
Post + 3 52 119.433 894.577 -201.117 -1.531 -0.330 0.126 6443.176 
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Table A.5.3.8: Unsuccessful Target Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel I: Profit Margin (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -3.313 6.168 -27.626 -4.278 -0.123 0.051 0.894 
Pre - 2 62 -5.675 20.170 -148.071 -2.759 -0.084 0.051 1.611 
Pre - 1 68 -6.049 22.072 -146.448 -2.171 -0.120 0.047 5.997 

Post + 1 68 -8.865 22.041 -106.594 -3.819 -0.092 0.047 0.926 
Post + 2 62 -9.514 30.242 -188.589 -2.386 -0.179 0.030 0.925 
Post + 3 52 -5.153 25.499 -110.418 -2.749 -0.152 0.035 94.101 
 
Panel J: Profit Margin (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -3.318 6.166 -27.626 -4.278 -0.123 0.051 0.894 
Pre - 2 62 -5.678 20.169 -148.071 -2.759 -0.084 0.051 1.611 
Pre - 1 68 -6.059 22.070 -146.448 -2.171 -0.120 0.044 5.997 

Post + 1 68 -8.861 22.042 -106.594 -3.819 -0.092 0.047 0.926 
Post + 2 62 -9.513 30.243 -188.589 -2.386 -0.166 0.030 0.925 
Post + 3 52 -5.141 25.501 -110.418 -2.749 -0.150 0.045 94.101 
 
Panel K: Asset Turnover 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.916 2.429 0.032 0.149 1.204 2.847 10.997 
Pre - 2 62 1.200 1.423 0.012 0.115 0.930 1.666 7.279 
Pre - 1 68 0.638 0.751 0.003 0.085 0.449 0.968 3.707 

Post + 1 68 0.622 0.727 0.001 0.050 0.372 0.950 3.523 
Post + 2 62 1.222 1.410 0.002 0.126 0.716 2.000 6.530 
Post + 3 52 1.855 2.117 0.007 0.150 1.087 3.034 7.428 
 
Panel L: Current Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 4.512 5.620 0.198 1.100 2.280 6.346 26.976 
Pre - 2 62 4.372 5.945 0.103 1.135 2.248 4.813 33.460 
Pre - 1 68 7.709 17.280 0.053 1.192 1.957 5.365 96.392 

Post + 1 68 12.254 43.775 0.051 1.053 1.927 3.767 337.059 
Post + 2 62 10.641 38.130 0.117 0.878 1.763 3.698 280.157 
Post + 3 52 7.887 21.890 0.340 0.901 1.551 2.523 112.544 
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Table A.5.3.8: Unsuccessful Target Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel M: Operating Cash Flow Ratio 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -1.121 2.442 -13.271 -1.951 -0.253 0.201 1.944 
Pre - 2 62 -1.175 2.553 -14.547 -2.416 -0.216 0.206 1.940 
Pre - 1 68 -3.319 12.055 -88.625 -2.435 -0.216 0.197 2.766 

Post + 1 68 -1.494 4.424 -26.110 -2.077 -0.126 0.242 9.559 
Post + 2 62 -1.283 4.043 -24.241 -1.288 -0.148 0.237 7.590 
Post + 3 52 -0.656 2.021 -4.917 -1.040 -0.143 0.184 7.090 
 
Panel N: Common Earnings Leverage (Profit Before Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.993 0.249 0.339 0.977 1.000 1.008 2.467 
Pre - 2 62 0.944 0.175 0.290 0.954 1.000 1.003 1.304 
Pre - 1 68 0.927 0.189 0.013 0.940 1.000 1.004 1.124 

Post + 1 68 1.030 0.884 -3.794 1.000 1.000 1.003 4.251 
Post + 2 62 1.025 0.281 0.469 1.000 1.000 1.012 2.401 
Post + 3 52 0.922 0.604 -2.565 1.000 1.000 1.030 2.369 
 
 Panel O: Common Earnings Leverage (Profit After Extraordinary Items) 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.991 0.249 0.347 0.973 1.000 1.008 2.467 
Pre - 2 62 0.943 0.175 0.290 0.954 1.000 1.003 1.304 
Pre - 1 68 0.949 0.234 0.013 0.952 1.000 1.005 2.113 

Post + 1 68 1.030 0.884 -3.794 1.000 1.000 1.003 4.251 
Post + 2 62 1.025 0.281 0.469 1.000 1.000 1.012 2.401 
Post + 3 52 0.921 0.604 -2.565 0.995 1.000 1.020 2.369 
 
Panel P: Capital Structure Leverage 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 1.736 1.100 1.000 1.067 1.282 1.956 6.249 
Pre - 2 62 1.263 3.579 -25.328 1.079 1.265 1.861 5.680 
Pre - 1 68 1.536 1.759 -10.930 1.097 1.371 2.111 5.341 

Post + 1 68 1.739 1.011 -1.502 1.090 1.419 2.080 4.809 
Post + 2 62 -4.883 53.714 -420.792 1.069 1.351 1.904 9.480 
Post + 3 52 37.328 240.140 1.006 1.087 1.692 2.390 1732.647 
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Table A.5.3.8: Unsuccessful Target Firm Control Group Cumulative Period  
Accounting Ratios (cont’d) 

 
Panel Q: Investing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 -0.475 0.964 -6.443 -0.580 -0.337 -0.046 0.621 
Pre - 2 62 -0.302 0.841 -6.166 -0.442 -0.122 -0.027 0.696 
Pre - 1 68 -0.128 0.325 -1.948 -0.178 -0.048 -0.002 0.493 

Post + 1 68 -0.087 0.203 -0.864 -0.165 -0.049 -0.002 0.553 
Post + 2 62 -0.268 0.742 -5.616 -0.305 -0.126 -0.019 0.644 
Post + 3 52 -0.395 0.851 -5.555 -0.562 -0.172 -0.020 0.849 
 
Panel R: Financing Cash Flows / Assets 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 52 0.762 1.156 -0.361 0.018 0.601 0.948 6.835 
Pre - 2 62 0.545 0.966 -0.342 0.000 0.334 0.876 6.681 
Pre - 1 68 0.302 0.520 -0.145 -0.018 0.042 0.361 1.985 

Post + 1 68 0.160 0.271 -0.306 -0.018 0.018 0.349 0.905 
Post + 2 62 0.321 0.490 -0.341 -0.024 0.092 0.769 1.564 
Post + 3 52 0.501 0.714 -0.556 -0.047 0.259 0.985 2.305 
 

This table reports the cumulative accounting performance ratios and other supplementary financial ratios for 
the unsuccessful target firm control group over the periods one, two and three years pre- and post-merger 
failure. The method of calculating the ratios is detailed in Table 4.1.1.1 and the procedure for cumulating 
the ratios over multiple periods is specified in section 4.1.1 ‘Accounting Performance’.  
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Table A.5.3.9: Long-Run ‘Buy and Hold’ Abnormal Returns for Sample and 
Control Firms over the Bid Period 

 
Panel A: Unsuccessful Bidding Firms 
 
Period n. Mean Std. Dev. Min. 25th% Median 75th% Max. 
Pre - 3 51 8.664 100.418 -92.102 -61.640 -12.520 34.529 490.101 
Pre - 2 52 9.358 92.590 -89.009 -39.241 -4.157 21.481 487.929 
Pre - 1 59 25.220 102.134 -76.240 -23.651 1.377 24.585 449.051 

Post + 1 65 8.359 110.091 -88.498 -47.192 -10.275 34.519 750.824 
Post + 2 55 25.101 136.065 -92.529 -50.579 8.587 47.738 795.548 
Post + 3 51 29.797 122.676 -99.461 -58.163 -3.670 63.200 537.629 
 
Panel B: Unsuccessful Target Firms 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 90 18.747 127.981 -91.096 -56.256 -24.288 21.590 469.496 
Pre - 2 102 -2.849 127.380 -95.025 -49.016 -26.648 8.108 1149.792 
Pre - 1 111 1.794 115.819 -87.272 -30.154 -12.002 5.758 1138.352 

Post + 1 69 16.428 110.723 -93.868 -32.483 -10.600 37.809 764.272 
Post + 2 62 32.062 179.083 -94.471 -54.565 -27.108 57.923 982.062 
Post + 3 55 28.580 154.300 -99.446 -64.508 -14.276 52.426 623.625 
 
Panel C: Unsuccessful Bidding Firm Control Group 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 60 48.985 179.206 -73.723 -46.146 -2.620 52.360 872.889 
Pre - 2 64 33.541 134.239 -67.425 -36.650 -15.233 46.899 620.114 
Pre - 1 65 40.558 167.977 -86.060 -24.103 1.741 21.857 1084.871 

Post + 1 69 13.019 106.793 -84.280 -37.462 -11.007 13.998 661.317 
Post + 2 67 -2.772 70.362 -93.700 -57.043 -14.902 28.441 224.147 
Post + 3 63 18.291 121.851 -95.222 -54.198 -21.558 24.192 570.953 
 
Panel C: Unsuccessful Target Firm Control Group 
 
Year n. Mean Std. Dev. Min. 25th% Median 75th% Max. 

Pre - 3 109 65.527 252.315 -95.701 -47.037 -8.438 47.415 1457.512 
Pre - 2 115 45.410 292.933 -93.426 -42.960 -18.390 31.300 2893.270 
Pre - 1 116 27.645 173.410 -81.141 -29.280 -12.270 23.219 1324.265 

Post + 1 114 0.464 55.943 -99.532 -36.246 -10.678 22.137 281.418 
Post + 2 113 2.747 86.658 -99.679 -56.086 -18.364 33.771 362.593 
Post + 3 111 -0.190 99.450 -99.162 -65.298 -24.560 31.114 570.953 
 

This table reports the long-run ‘buy and hold’ abnormal returns, pre- and post-takeover failure, for 
unsuccessful bidding, unsuccessful target and control firms. The method of computing the ‘buy and hold’ 
abnormal returns is specified in section 4.1.2 ‘Share Market Performance’. The pre-takeover failure event 
windows are computed from 6 months before event date whilst the post-takeover failure event windows are 
calculated from 6 months after event date. Pre -1 represents the return from [-18, -6] months; Pre -2 from [-
30, -6] months; and Pre -3 from [-42, -6] months. Similarly, Post +1 is from [+6, +18] months; Post +2 from 
[+6, +30] months; and Post +3 from [+6, +42] months. ‘Buy and hold’ abnormal returns are reported as 
percentages. 
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APPENDIX B  
DATA COLLECTION SHEET 

 
 
 
 
 

 
 Year -4 Year -3 Year -2 Year -1 Year 0 Year +1 Year +2 Year +3 

Balance Date         

Number of months in period         
 

Statement of Financial Performance Data 
 

 Year -4 Year -3 Year -2 Year -1 Year 0 Year +1 Year +2 Year +3 

Sales Revenue         

Operating Profit Before Tax         

Interest Expense         

Depreciation Expense         

Amortisation Expense         
Operating Profit After Tax  
but before Extraordinaries         

Operating Profit After Tax 
and Extraordinaries         

Firm Name  
Firm Classification Bidder / Target / Control 

Takeover Failure Date (Year 0)  

Other Failed Merger / Sample Firm  
Control Firm  

Statex Number  
Sample Number  
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Statement of Financial Position Data 
 

 
 Year -4 Year -3 Year -2 Year -1 Year 0 Year +1 Year +2 Year +3 

Cash         

Current Assets         

Non-Current Assets         

Goodwill         

Other Intangibles         

Total Assets         

Current Liabilities         

Non-Current Liabilities         

Total Liabilities         

Total Equity         

Retained Profit         

Issued Capital         

Preference Share Capital         

Shares on Issue         

Ordinary Dividends         

Preference Dividends         

Outside Equity Interest         

Statutory Tax Rate         

 
 



 

  
220 

 

Statement of Cash Flows Data 

 
Additional Information 

Auditor’s name         

CEO/Managing Director         

CEO/Chair Duality         

Board size         

# of Executive Directors         

Reason for delisting 
(if applicable) 

        

Name changes         

Other capital market activities         

Other notes          

 
 Year -4 Year -3 Year -2 Year -1 Year 0 Year +1 Year +2 Year +3 

Operating Cash Flows         

Interest Paid         

Interest Received         

Dividends Paid         

Dividends Received         

Income Tax Paid         

Cash Flows from 
Investing Activities 

        

Cash Flows from 
Financing Activities 
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