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Abstract

In this thesis, we investigate if there is a difference in premium paid in buyouts by
financial and operating buyers and if this potential difference can be explained by
differences in post buyout operating performance. In a large sample of 1,332 buyouts
from European stock exchanges between 1997 and 2014 we find that financial buy-
ers pay, on average, almost nine percentage points less than operating buyers, eight
weeks before the announcement date. The difference in premium is lower, however
not as significant, in a sub-sample of 177 Scandinavian buyouts. Comparing pre-
and post-buyout accounting data for a smaller sub-sample of 45 Scandinavian buy-
outs, we find no evidence of differences in operating performance between targets
of financial and operating buyers. Hence, we are unable to explain the difference
in premium with differences in post-buyout operating performance. In contrast, to
economic intuition, the results suggests that there is a negative relation between the
premium paid and the operating performance of the target post buyout.
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1 Introduction

During the recent decades, we have witnessed the surge of private equity firms and

their impact on transforming the market for mergers and acquisitions. Only in the

recent years, research on the disparities in transaction premiums paid by private

equity firms and operating buying have been drawn up to surface. Contemporary

empirical investigations have shown that private equity firms pay a significantly

lower premium in comparison to operating buyers (Roosenboom et al., 2009). With

further scrutiny, possible explanation may be attributed to the nature of synergies;

private equity firms do not enjoy the synergies gained from M&A in the same extent

as operating buyers. However, there is strong evidence, that suggests that private

equity firms demonstrate stronger abilities in improving industry-adjusted operating

performance of the acquired companies (Bargeron et al., 2008).

Previous research have drawn attention to the premiums paid per se and private

equity firms operational excellence. Our curiosity has spurred our motivation to

investigate a somewhat less explored area in previous literature, more specifically,

whether the higher premium paid by operating buyers may be explained by moti-

vation of real economic value creation. Fundamental valuation theory suggests that

the present value of all future cash flows should be equal to the value of the com-

pany today. Therefore, one should expect to find a positive relationship between

the premium paid and the post buyout operating performance.

The purpose of the thesis is to examine whether there are any disparities in the

premium paid in buyouts depending on the type of buyer, controlling for a set

of target- and deal specific attributes. More specifically, using a sample of 1,332

European buyouts over a 17-year period (1997 to 2014), we examine if financial

buyers, including private equity firms and private investors, pay lower transaction

premiums compared to operating buyers.

Moreover, using a sub-sample of Scandinavian transactions, we aim to investigate

whether the potential difference in premiums paid may be justified by the disparities

in potential differences in post buyout value creation. This leads us to the following

research questions:

1. Do financial buyers pay a lower premium compared to operating buyers?

2. Can disparities in post buyout operating performance explain any potential

difference in premiums paid by financial buyers versus operating buyers?
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3. Is the premium paid correlated with the post buyout operating performance?

The thesis will be structured as follow:

Section 2 presents the relevant theoretical framework and previous empirical stud-

ies.

Section 3 presents our hypotheseses.

Section 4 presents the methods and model specifications that are used to test the

hypotheses.

Section 5 presents the dataset and a description of the dataset.

Section 6 presents the results.

Section 7 presents the discussion, implications and limitations of our study.

Section 8 concludes the paper.

1.1 Limitations and definitions

The thesis is limited to buyouts taking place in European stock markets. A list of

countries can be found on page 50. The previous literature on premium discrepan-

cies among financial and operating buyers have in larger extent focused on U.S. data

(Roosenboom et al., 2009; Bargeron et al., 2008), while the European market have

been less covered. Furthermore, investigating European data allows us to analyze

post buyout operating performance for the Scandinavian subsample, given that firm

specific data, generally, are more convenient to access in the Scandinavian countries

Denmark, Norway and Sweden.

Buyouts

In our work, we define buyout as a transaction, in which the listed target firm on

the European stock exchange later becomes delisted as a result of the transaction.

Further criteria imposed is that the stake acquired is at least 50 percent and that

the final stake is 100 percent. The payment method used is cash since a private

equity firm, private investor or private firm in general does not have publicly traded

equity to offer in a transaction. In order to get the right comparisons of premiums

only cash-offers are made. This gives us an apples-to-apples metric, as suggested by

(Bargeron et al., 2008).
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Financial and operating buyers

Financial buyers comprise of either private equity firms or a group of private in-

vestors. We have chosen to include the latter for the reasons of allowing us to

examine a larger sample of transactions. Previous research (Bargeron et al., 2008)

finds no difference in results when including private investors in the sample. Op-

erating buyer is defined as a firm not belonging to either private equity firms or

private investors. In earlier literature, the concept of strategic buyers is used in-

stead of operating buyers. Strategic buyer is commonly regarded as a company,

which specifically is carrying out a buyout for the purpose of synergies. We use

the broader term operating buyer, as our definition also includes buyouts made by

conglomerates. Listed firms are included in the both groups of buyers. However,

previous research indicates that there are differences in premium paid by public and

private firms. Therefore, we will conduct a robustness test and adjusting the groups

to only include private firms. These groups will be denoted private financial buyers

and private operating buyers.

Samples

The core sample used in this study is a sample of 1,332 European buyouts between

1997 and 2014 (European sample). The sample comprises of 914 buyouts made by

operating buyers and 418 buyouts made by financial buyers. Furthermore, we will

study one subsample that consists of 177 Scandinavian buyouts (’Scandinavian sub-

sample’). Out of these transactions, 130 are made by operating buyers and 47 are

made by financial buyers. A more detailed description of the subsample is available

on page 51. Out of the Scandinavian sub-sample we have 45 observations where we

have managed to collect pre-buyout and post-buyout accounting data. This sample

is called the ’Small Scandinavian sub-sample’ and a detailed description of the small

sub-sample is available on page 51.
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2 Literature Review

In this part, we will further present the theoretical and empirical findings that are

available in previous literature. First, we will map the theoretical and empirical

findings relevant for the first part of our study, mainly; disparities in bidding be-

haviour and rationales for undertaking acquisitions between financial buyers versus

operating buyers. Second, we will review the theory and empirical results related to

operational value creation of financial and operating buyers.

2.1 Premium paid in buyouts and buyer identity

2.1.1 Premium measurements

There exists vast of different methods in measuring transaction premiums. The two

most frequent and established measurements used in previous literature are:

1. Ratios of the bid price-to-share price before announcement, utilizing either the

average price over some period or price at specific date, hence, simple premium

measurement

2. Cumulative abnormal return measures (CAR)

According to Schwert (1996), the latter of these two methods is preferred in some

instances, since it takes into account the effect of any changes in offer price that might

take place once the first bid has been placed. Correspondingly, it is also possible

to eliminate any potential effects from disparities in the takeover contests between

operating and financial buyers, when using this measure as a proxy of premium

(CAR). This method is used in previous fundamental research within this field;

Bargeron et al. (2008) applies this method and primarily scrutinizes factors such

as size, book-to-market ratio and portfolio-adjusted buy-and-hold abnormal returns

from 42 days prior to the initial bid to completion, mainly using Fama-French size

and book-to-market portfolios. In their research, similar results are presented when

using the market-model CAR measures.

However, there are several implications and limitations measuring premium while

using the CAR method, outlined by Strong (1992). The author argues that misspec-

ifications of the benchmark when calculating CAR measures, might lead to spurious

conclusions. Further criticism has been directed towards the CAR measure, as it is
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affected by the markets view on the probability of transaction completion (Roosen-

boom et al., 2009; Hutson and Mahony, 2008).

Other research papers apply the simple premium method (Roosenboom et al., 2009;

Rustige and Grote, 2011). The former use the bid price divided by the share price,

eight and four weeks prior to the announcement day as measures of the premium.

The latter uses the bid price divided by the average share price between 30 days

and 10 days prior to the announcement.

The flaw of using shorter time period when estimating premiums, for both CARs

and simple premiums, is that the measure may then fail to incorporate any potential

pre-bid run-up due to leaked or released confidential information in the market. This

inference is supported by King (2009), which studies 399 public takeovers in Canada

and provides evidence of correlation between existence of illegal insider trading and

abnormal returns prior to announcement dates. Furthermore, Boone and Mulherin

(2011) find that the buyout process differs between private equity firms and other

buyers, hence, concluding that longer time period is preferred when conducting a

comparative study between different buyers identities.

2.1.2 Previous literature on premium paid in buyouts

Previous investigations on the disparities of premium paid by financial versus oper-

ating buyers mainly focus on the U.S. market, while the field is rather unexplored in

the European market. The focal studies within this field are Bargeron et al. (2008);

Roosenboom et al. (2009).

Bargeron et al. (2008) examine the differences between public and private operating

firms, and private equity firms on the U.S. market between 1980 and 2005. The

study proposes two main explanations for premium differences among listed and

non-listed operating buyers. First, they argue that a failed buyout can lead to

more severe consequences for managers of public companies compared to managers

of private companies, as the former has to reveal more information in the M&A

process. Second, they argue that agency problems may be more severe in public

firms (i.e. manager-hubris theory, empire building theorem).

When comparing premiums paid by private equity firms and private operating com-

panies, Bargeron et al. (2008) findings suggest that the former pay less than the

latter in general. However, the result is slightly ambiguous as it depends on the
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specific measurement for premium used. Investigating the time period from pre-

announcement run-up to completion of deals, the study finds a significant difference,

while the difference is insignificant when using a three-day announcement return as

measure of premium.

Roosenboom et al. (2009) study the U.S. market for the time period 1997-2006,

using a matching technique, where they for each private equity transaction search

for an equivalent takeover by a strategic buyer. The study finds that the dispar-

ities in premiums paid between strategic versus private equity buyers accrue only

in the case of informal auction processes. Gorbenko (2009) covers the U.S. market

for the years 2000 to 2008. The study use different methods compared to previous

literature, looking at all bids in the sale process, not only the final outcome. The

results presented in the study finds that financial bidders are more affected by the

macroeconomic conditions. More precisely, Gorbenko (2009) finds that periods with

lower cost of debt are followed by higher valuation made by financial buyers, but

not strategic bidders. Hutson and Mahony (2008) study the premium in 114 buy-

outs carried out by public firms and private equity firms in the U.S. from 2004 to

2007. They find evidence that private equity firms pay lower premiums in buyouts

compared to premiums paid by public firms, but stress that the evidence is rather

weak.

From an overall perspective, previous literature indicate that financial buyers on

average pay a lower premium compared to operating buyers and that there is no

consensus on the underlying reason for these differences.

2.1.3 Possible explanations to the discrepancies in premium

Previous literature offers a range of potential explanations for the underlying reasons

to premium discrepancies among financial and operating buyers. We conceptualize

these explanations into three groups: target characteristics, deal characteristics and

value creation.

Target characteristics

A potential explanation to the discrepancies in premiums paid by financial and

operating buyers can be affected by the fact that the two types of buyers carry out

buyouts of targets with different characteristics. Previous studies (Bargeron et al.,
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2008; Hutson and Mahony, 2008; Roosenboom et al., 2009) have found evidence

that this is the case, but with varying significance of the results. Bargeron et al.

(2008) demonstrates that private equity firms on average acquire larger companies

in terms of market value of equity and companies with relative higher operating cash

flow to assets. However, no previous study has been able to explain the premium

discrepancies solely on differences on target characteristics.

Deal characteristics

Roosenboom et al. (2009) find that deal- and target characteristics on a solely basis,

are unable to explain the difference in premium paid by private equity firms and

strategic buyers. They rather propose that the character of the sale process might

explain the disparities, arguing that information structure in different sale process

may affect the premium. By dividing the sale process as informal auctions, control

auction and private negations, they find that the difference in premium exists only in

informal auctions. Furthermore, they argue that the different target characteristics

attract different forms of sales processes. For example, it is more probable that

the sale process will be conducted as a controlled auction when the target has

experienced superior performance but relative lower market-to-book ratio.

Moreover, there are several factors related to organizational- and corporate gov-

ernance structures of the acquirer suggested as partial underlying explanation for

premium disparities. Bargeron et al. (2008) show that the level of managerial own-

ership in the acquiring firm partly explains premium disparities among different

type of acquirers. They further find no significant difference in premium paid by

private equity- and strategic buyers when the managers of the public firm have high

ownership stakes in the firm. In contrast, Hutson and Mahony (2008) find that

managerial ownership in public companies cannot justify the higher premium paid

by strategic buyers. However, they find that the correlation between management

ownership and premium is positive.

2.2 Value creation

Previous literature has mainly focused on value creation of private equity firms and

operating buyers separately, while there is limited research directly related com-

parative studies on the difference between the two buyers on enhancing operating

performance in a buyout setting. Though, there exists vast literature on the value

creation and deal rationales for the two types of buyer in a separate context. The
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main source of value creation for strategic buyers is commonly known to be syner-

gies, whereas there is no clear consensus regarding the main source of value creation

among private equity firms.

2.2.1 Value creation from operating buyers perspective

Among the most commonly stated rationales for M&A are synergies. Synergies is

realized when the combined value of two companies is higher than the value of each

company on a stand-alone basis. The vast previous literature argues that synergies

are the main driver of M&A activity (Kerler, 2000). Synergies can be broadly

categorized in three categories: operating, financial and tax synergies.

Companies acquire other companies because of the rationale that a merger adds

value to the acquirer. A merger adds value only if the two companies are worth

more together than apart (Brealey, 2012). This section covers why two companies

could be worth more together and what the motives are for mergers. Mergers can

in general be divided into horizontal mergers, vertical mergers and conglomerate

mergers. Horizontal mergers are combinations of two firms in the same line of

business. A vertical merger involves companies at different stages of production.

For instance, an acquirer expands back toward the source of raw materials (Brealey,

2012). Conglomerate mergers involves companies in unrelated lines of business. All

these mergers are made because of possible sources of added value through merger

synergies. Synergies can be achieved through different ways. There are economies of

scale, economies of vertical integration, complementary resources and many more.

However operating synergy may seem to be one of the main drivers for mergers

and acquisitions. Operating synergy can be divided into revenue synergies and cost

synergies (Damodaran, 2005). If synergies do exist in a takeover, the economic gain

of the combined firm should be greater than the sum of the values of the bidding

and target firms operating independently.

Gain = PVAB(PVA + PVB) = δPVAB (1)

2.2.2 Value creation from financial buyers perspective

Our mission with this section is to explain to the reader how private equity firms

increase operating performance and firm value to achieve a higher return when a

divestment is made. The number of institutions that invest in private equity has
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grown substantially since the 1970s (Fenn et al., 1995). While investors committed

less than $10 billion to private equity partnerships in 1991, they committed more

than $180 billion at the peak in 2000 (Kaplan and Schoar, 2005). Since investment

in the private equity industry has grown, there is a growing literature studying the

economics and nature of the private equity industry.

There are many studies that show that private equity ownership increases operating

performance and firm value (Kaplan, 1989; Kaplan and Strömberg, 2008; Lichten-

berg and Siegel, 1990; Cressy et al., 2007). Some studies have been done on the

Scandinavian market that confirm the latter (Bergström et al., 2007). Most of the

studies have compared post buyout numbers to a control group of non-buyout firms

and the results are significant for us to make a hypothesis about this matter.

According to Kaplan and Strömberg (2008) there are three key areas that private

equity firms can undertake. These are operational engineering, financial engineering

and governance engineering. The authors have focused more on the theories of

operational engineering since we are able to measure how the operating performance

change post buyout.

The reason why we focus on operating performance (operational engineering) is be-

cause of the easier access of measurements available such as EBITDA. Private equity

companies, as the name says, dont very often disclose numbers or information. In

other words, it is harder for us to investigate governance engineering mechanisms

since we i.e. dont have any data on how compensation works post buyout or can

measure information asymmetry in a specific target company. Furthermore, it is

harder for us to measure financial engineering mechanisms since it is difficult to

find i.e. accurate data on how the debt assumed in an acquisition have changed

post buyout or if the capital structure in the target company changes in any other

way. Since we want to exclude financial engineering we only measure Net Sales

and EBITDA from the income statement. Return on assets is excluded since the

denominator Net Income is affected by capital structure (net income comes after

interest expenses and debt repayments).

Operational engineering

According to a report from Legere et al. (2008), operational improvements are the

next value creator since financial engineering or governance engineering do not create

long-term value. Kaplan and Strmberg (2008) argue that most top private equity
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firms are now organized around industries and that operating expertise add value to

their investments. Private equity firms develop a value creation plan that might in-

clude cost-cutting opportunities, productivity improvements and strategic changes.

Berg and Gottschalg (2005) argues that improvements of operating performance af-

fect firm value directly. Having this in mind, private equity firms should prioritize

operating performance first of all in order to achieve a high return multiple when

the company gets sold.

The Deloitte report (2008) argues that organization simplification, business process

optimization, spend reduction and infrastructure rationalization are a few ways to

improve the operating performance of target companies. Most of these programs

can be implemented in a time span of 6 to 12 months. Combining the studies of

Berg et al. (2005) and the Deloitte report (2008), we should therefore expect target

companies to reflect better operating numbers already after one year.

Moreover, there is empirical evidence that the operating performance of companies

that have been purchased through a buyout improves positively. A study made by

Kaplan (1989) in U.S. public-to-private deals in the 1980s show that the ratio of

operating income to sales increased by 10 to 20 percent (absolute and relative to in-

dustry).Lichtenberg and Siegel (1990) find that companies after buyouts experience

significant increases in total factor productivity. In Europe, the empirical evidence

is consistent with the U.S. results, most of the work find that buyouts are associ-

ated with improved operating performance. Studies that have been made in Europe

include Bergström et al. (2007) for Sweden, Harris et al. (2005) for the United King-

dom and Boucly et al. (2008) for France.

Financial engineering

Another way to create value for target companies is to restructure the capital struc-

ture of the companies by increasing leverage. The increased leverage puts pressure

on managers to not waste money since interest and debt principal payments must

be made (Kaplan and Strömberg, 2008). Furthermore, increasing leverage, reduces

the free cash problem described by Jensen (1986) in which management dissipate

funds rather than returning them to debt holders and shareholders. In most coun-

tries of Europe, interest is a tax deductible, which means that an increased leverage

increases firm value (Brealey, 2012). The methods of financial engineering involves

in way or the other of negotiating new debt. Companies owned by private equity
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firms are very rarely disclosing numbers which means that we cannot measure, with

a high significance, how the capital structure have changed.

Governance engineering

As described by Jensen (1986) private equity firms change corporate governance by

combining concentrated ownership stakes in portfolio companies, improving incen-

tives for management by introducing performance-based managerial compensation

and having an active governance of the firm by having an active board of directors.

According to Jensen (1986), these structures are superior to those of a public corpo-

ration that have weak corporate governance, low amounts of leverage and dispersed

shareholders. As mentioned before, we are not measuring governance engineering

mechanisms and are therefore keeping this part short.

2.3 Statistical tests

2.3.1 Wilcoxon’s test

Wilcoxon’s test is used for statistical significance in our dataset for the European

sample. Wilcoxon’s test is used to compare medians between the different premiums

that we use in the thesis. The reason why we use Wilcoxon’s test is because the mean

can be heavily influenced by just a few outliers. Note that the mean is calculated by

simply summing the values and dividing with the number of values. We therefore

see Wilcoxon’s test as a good and important complement for this study.

One important thing to mention is that there are different kinds of Wilcoxon tests.

The one we have performed is called Wilcoxon’s signed rank test. A rank test is

based on ranking the observations from smallest to largest. Performing the Wilcoxon

signed rank test in Stata allows us to test whether there is a systematic difference in

the premiums paid between the groups, even when there are skewed distributions.

2.3.2 Spearman’s correlation coefficient

Spearman’s rank correlation coefficient was developed by Charles Spearman 1904.

It measures the correlation between two variables without doing any assumptions

in the underlying variables.
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Spearman’s rank correlation coefficient can be calculated by using the following

formula:

ρs = 1 − 6
∑n
i=1 d

2
i

n(n2 − 1)
(2)

where ρs is Spearman’s rank correlation coefficient, d2i is the difference between each

ranked pair and n is the number of ranked pairs in the test.

The correlation will always be between minus one and plus one, where minus one

equals that there exist a perfect negative correlation and plus one means that we

have a perfect positive correlation. If the value is zero it means that there is no

correlation between the ranking pairs.

The reason why we use Spearman’s rank correlation coefficient is to calculate if

there is a significant correlation between the premiums paid and the target and

deal characteristics. Spearman’s rank correlation coefficient is nonparametric and

this means one important thing for our dataset. First, if we would use Pearson’s

correlation we would only get a correlation if the values X and Y were related by

a linear function, however, with Spearman’s correlation we can get a correlation

even if X and Y are related by any monotonic function. This suits very well since

our values are different as each target and deal characteristic have different normal

distributions.
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3 Hypotheses

Our hypotheses are in line with previous research on the US market, that financial

buyers pay a lower premium in mergers and acquisitions. We have divided our

hypotheses depending on what sample we are researching.

3.1 Hypotheses regarding the European sample

Hypothesis 1: Financial buyers pay less than operating buyers, without

controlling for target and deal-specific characteristics

Hypothesis 2: Financial buyers and operating buyers acquire different types of

firms

Hypothesis 3: Financial buyers pay less than operating buyers, controlling for

target and deal-specific characteristics

3.2 Hypotheses regarding the large Scandinavian

subsample

Hypothesis 4: Hypothesis 1 is true in the Scandinavian subsample

Hypothesis 5: Hypothesis 2 is true in the Scandinavian subsample

Hypothesis 6: Hypothesis 3 is true in the Scandinavian subsample

3.3 Hypotheses regarding the small Scandinavian

subsample

Hypothesis 7: The change in EBITDA differs depending on the whether the

buyer is an operating buyer or financial buyer

Hypothesis 8: Differences in EBITDA can be explained by the differences in

premium by financial or strategic buyers

Hypothesis 9: The premium paid (regardless of buyer type) is positively

correlated with operating performance post buyout
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4 Method

4.1 Measurement of the premium

The calculation of premium can be seen as a difficult task, since information asym-

metry occurs prior to the transaction. Taking this fact into consideration and as

previously discussed in the theoretical section, we need to choose time periods that

take the differences in information disclosure into account. According to Roosen-

boom et al. (2009), the main method should be to calculate the premiums eight

weeks and four weeks before the announcement. We have used 40 days prior to the

announcement as corresponding to eight weeks and 20 days as corresponding to four

weeks. However, we have also calculated ten days, five days and one day prior to

the announcement.

4.2 Large European and large Scandinavian sample

4.2.1 Univariate comparison

We will perform a univariate comparison between the mean and median value of the

premium paid by financial and operational buyers, in order to investigate if there

are any significant discrepancies in premium paid by the two groups. This will be

performed using a two-tailed t-test to check if the mean of the sample is signifi-

cant different from each other, as well as taking inspiration of using the two-tailed

Wilcoxon signed rank test for medians in accordance with Bargeron et al. (2008). We

will test for hypothesis 2, whether financial and operating buyers acquire different

types a firm, by conducting similar test to compare deal- and target characteristics

between the two groups. This will performed by first, comparing all financial and

operating buyers and secondly, comparing private financial- and operating buyers.

Bargeron et al. (2008) suggests that there are significant differences between pre-

mium paid by private and listed companies, hence, the division between the two

categories when applying the two-tailed hypothesis test. The method applied in the

European sample will be used in similar manners for testing hypothesis 4, 5 and 6

for the Scandinavian large sample.
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4.2.2 Multivariate regressions

We have previously mentioned that we are looking to explain the differences in pre-

mium depending by who the buyer is but also if the target companies have different

characteristics that can motivate higher premiums. To investigate if target and deal

characteristics affect the premium we perform multiple linear regressions where the

dependent variable is the eight week and four week premium before the announce-

ment. By including some dummy variables we are able to tell how much each target

characteristic and deal characteristic actually affect the premium paid. We use the

statistics software program called Stata to perform multiple linear regressions using

ordinary least square regressions (OLS). In Stata, we are able to construct six differ-

ent linear regressions. The results can be found on page 24. In the first specification,

we only have on dummy variable called Financial Buyer, where the dummy variable

is one if the buyer is a financial buyer and zero if the buyer is an operating buyer.

In the second specification we include the financial dummy variable and a second

dummy variable called Listed Buyer. Listed Buyer is one if the acquirer is listed

and zero if it is a private acquirer. In the third specification we add the dummy

variable Same Industry which is one if the acquirer and the target company have

the same four first numbers in their industry code. In specification four we add the

dummy variable Crossborder which is one if the transaction is made cross border

and zero if it is not. In other words, we investigate if the target company and the

acquirer have the same country code or not. In specification five we add several

characteristics related to the target company such as market cap, debt-to-assets,

intangibles-to-assets, operating cash flow-to-assets, return-on-assets, Tobins q, stan-

dard deviation, Amihuds illiquidity measure, the change in sales for the past three

years and the change in employees for the past three years. In specification six,

we use the same variables as in specification five but add three dummy variables:

Independence, Several Bids and MBO. Independence is one if the acquirer has a

direct or indirect ownership of more than 50%. Several Bids is a dummy variable

which is one if there have been more than one bid in the bidding process. MBO is

a dummy variable which is one if the buyout is a management buyout and zero if it

is not.
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The specifications we use can be summarized in these specifications:

Premiumi = α+ β1 × Financiali + εi (3)

Premiumi = α+ β1 × Financiali + β2 × Listedi + εi (4)

Premiumi = α+ β1 × Financiali + β2 × Listedi + β3 × Industryi + εi (5)

Premiumi = α+ β1 × Financiali + β2 × Listedi + β3 × Industryi + β4 × Foreigni + εi (6)

Premiumi = α+ β1 × Financiali + β2 × Listedi + β3 × Industryi + β4 × Foreigni + β5 × Targeti + εi (7)

Premiumi = α+β1×Financiali+β2×Listedi+β3×Industryi+β4×Foreigni+β5×Targeti+β6×Deali+εi (8)

4.3 Explanatory target characteristics variables

For the definitions according to Thomson Reuters Datastream (’Datastream’) please

visit the Datastream website where you can download the Worldscope Data Defini-

tion Guide.

Market Capitalization

The daily market capitalization for each company is retrieved from Datastream using

the target ISIN numbers from Zephyr and using the dates 1996-05-31 to 2014-05-

31. The market value on Datastream is calculated by multiplying the share price

with the number of ordinary shares. It is adjusted when new tranches of stock

are issued or when a capital change occurs. We choose a function to report the

market capitalization in Euros. Datastream automatically calculates the market

capitalization in currency adjusted Euros. This is done to get an apples-to-apples

comparison between the market capitalizations when we do the regressions. In terms

of reliability, we have done a random sample where we have multiplied the share price

with the number of outstanding shares reported in the companys respective annual
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report for the corresponding year. We found that Thomson Reuters Datastream

calculates a very accurate market capitalization and believe therefore that the true

market capitalization is reflected in the numbers. Since the market capitalization

changes, due to a rising share price, when an announcement is done we have chosen

to calculate the market capitalization 63 trading days before the announcement date,

this is in accordance with Bargeron et al. (2008).

When we have the daily market capitalizations retrieved for each company, we calcu-

late the date that is 63 trading days before the announcement date for each company.

We then make a formula for letting Microsoft Excel to look for the market capital-

ization 63 trading days before the announcement date. If that date is not found,

possibly because that date falls on a weekend, we let the formula look for the closest

market capitalization to 63 trading days before the announcement date.

Debt-to-assets

Since the ratio does not exist in Datastream we are forced to retrieve the numerator

(total debt) and denominator (total assets) separately from Datastream. We retrieve

the annual total debt for each company and the annual total assets for each company

between the years 1994 to 2014 in local currency. In Microsoft Excel we divide the

total debt by the total assets for each company and year. We then let Microsoft

Excel match the announcement year with the debt-to-assets ratio. Some ratios are

not available for some companies and these are set to nothing instead of zero in the

cells. Since the average formula in Microsoft Excel calculates the arithmetic mean,

zero is a number that is included in n numbers and the total sum of arithmetic mean

is therefore distorted when a division is made with n numbers. This problem has

therefore been solved by eliminating the zeros with nothing in the cells.

Average =
1

n

n∑
i=1

ai =
1

n
(a1 + a2 + a3...+ an) (9)

Intangibles-to-assets

The intangibles-to-assets ratio does not exist in Datastream either so we retrieve

the data separately. We use the same process as in when we calculate debt-to-

assets and divide intangibles with total assets to get the ratio. We then match the

announcement year with the intangibles-to-assets ratio.

Return-on-assets

Since net income is only reported one time per year we retrieve the annual data
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from Datastream. We calculate return on assets by dividing the net income with

total assets and match it with the announcement year.

Tobin’s Q

Tobin’s Q is calculated by dividing the annual market value in Euro with the total

assets in Euro. Tobin’s Q is then matched with the announcement year.

Standard deviation

Standard deviation is calculated by taking the average standard deviation of the

stock one year prior to the announcement. The standard deviation is included as a

measure of risk of a company. If a company has a higher risk this might reduce the

number of parties interested and reduce the premium.

Amihud’s illiquidity measure

Amihud’s illiquidity measure is calculated as the absolute stock return over the daily

trading volume averaged over one month. According to Hou and Howell (2012)

illiquidity generate a discount to the premium paid. Furthermore, Albuquerque

and Schroth (2012) explain that companies that suffer of illiquidity are bought at

a lower premium because of, among other reasons, the lack of potential buyers and

the potential possibility of fire sales.

Change in sales

The annual sales figures are retrieved from Datastream for each transaction. We

calculate in Microsoft Excel the compounded annual growth rate of sales three years

prior to the announcement date. The reason why we use this measure is to get an

estimate of the growth of the company. (Bargeron et al., 2008) also includes this

variable in their study.

Change in employees

The annual employees figures are retrieved from Datastream. The compounded

annual growth rate of employees are calculated in Microsoft Excel three years prior

to the announcement date. This measure is another estimate of the growth of the

company.

4.3.1 Other explanatory variables

Financial buyer

A financial buyer is a private equity firm, private investor, a group of private in-

vestors or private equity firms or a combination of both.
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Listed buyer

A listed buyer is an acquirer that is listed on a stock exchange. When exporting the

data with Zephyr, the database assigns each buyer ”Listed” if it is listed on a stock

exchange. We convert the word ”Listed” later in the analysis to 1 and assign 0 to

all the blank rows. In that way we create a dummy variable for each buyout that

we can use when analyzing the data with STATA.

Same industry

Same industry is a variable to see if the acquirer and the target are working in

the same industry according to the NACE classification. The NACE classification

is an industry classification system created by the European Comission. Zephyr

exports these classifications in the transactions list we work with in Microsoft Excel.

We let Microsoft Excel search and match the two first numbers in the industry

classifications. If the two first numbers match we assign the transaction as ”Same

Industry” and ”Not” if the numbers don’t match. Later in our analysis, we replace

”Same Industry” and ”Not” with 1 and 0 to assign a proper dummy variable.

Crossborder

Zephyr exports the country code for both the acquirer and the target. We write a

formula in Microsoft Excel where Excel assigns ”Same” if the country codes match

and ”Crossborder” if the country codes don’t match. The words ”Same” and ”Cross-

border” are later converted into 0 and 1 to create a dummy variable in STATA.

In this case, we were worried that Zephyr might write a country code for the head-

quarters of the company or the parent company of a subsidiary company. We noted

however that if a company is active on a certain market Zephyr generates the country

code for the active company acquiring the target. This means if the private equity

firm 3i acquires a Swedish company, it is most likely that the Stockholm office of

3i that is involved in doing the acquisition. Zephyr generates ”SE”, that stands for

Sweden, for the acquirer 3i and thus we eliminate the problem with ”wrong” country

codes.

Independence

Zephyr is able to generate an independence indicator from its Publishing Ownership

Database provided by the Bureau van Dijk (BvD). According to BvD Electronic

Publishing the independence indicator categorizes the degree of independence of a

company in four ways. The Indicator marks are as follows:

• A - No recorded shareholder with more than 24.9 % direct or total ownership
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• B - No recorded shareholder with more than 49.9 % direct or total ownership

and one or more shareholders are recorded with more than 24.9

• C - One recorded shareholder with more than 49.9 % direct or total. Also

given to a company when a source indicates that the company has an ultimate

owner.

• U - Unknown status of independence. This indicator excludes the following

owners from consideration when determining status of independence:

- Public

- Unnamed Private shareholders, aggregated (more than one unnamed indi-

vidual)

- Other unnamed shareholders, aggregated (more than one unnamed share-

holder, but containing a mixture of companies and individuals).

Transactions that included an unknown status of independence were removed from

our dataset. To create a dummy variable, companies that had a shareholder with a

direct ownership of over 50 % were assigned 1 and 0 if not.

Several bids

When a number of bidders have the possibility to bid for something the price gener-

ally moves up, and in our case this might increase the premium. Zephyr generates a

column for each buyout indicating how many bids have been made. We let Microsoft

Excel assign each buyout with the word ”Several bids” when the number was more

than 1 and ”Not” when there were no bids over 1. We later replaced the words

”Several bids” to 1 and ”Not” to 0.

MBO

We noted that a few of the buyouts made were management buyouts. Zephyr assigns

’management buyout’ in the description column when the buyout is a MBO. We let

Microsoft Excel search for these words and assigned the buyouts that included those

words with 1 iif they were a MBO and 0 if they were not a MBO.
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5 Data

5.1 Sample

The sample includes Western European buyouts from the period 1997 to 2013 and

has been collected from the M&A database Bureau Van Dijk Zephyr. Since we are

only interested in buyout deals we had to select certain criteria for our transactions:

• The deal type is chosen as an institutional buy-out (’IBO’)

• The method of payment is cash

• Western Europe is chosen as the geographic region (countries included in West-

ern Europe can be found in the (sec: appendix)

• Current deal status is ’Completed’

• The percentage of the acquired stake is at least 51% and the acquirer owns at

least 100% of the final stake

The excel file from Zephyr is then modelled to give us information. For instance

we do a sample distribution by Target Country to see where, geographically, most

deals take place. We also divide the deals into operating and financial buyouts to

see differences in the sample.

By listing all countries and their country codes we can use the COUNTIF formula

in excel to calculate how many deals that have taken place in every country. We

find that no deals have taken place in Andorra, Gibraltar, Iceland, Liechtenstein,

Malta, Monaco and San Marino. The explanation we find is that these countries

are so small that no larger company has any major presence in those countries.

The highest number of buyouts with the chosen time period has taken place in Great

Britain (35,8 %), with France as second (14,2 %) and Germany (8,0 %) taking the

third place. Cyprus, Greece and Turkey are the countries with the lowest number

of deals in this sample.

In order to divide the transactions into operating and financial we look at the ’Ac-

quiror business description’. All transactions where the description is either ’Acqui-

sition Vehicle’, ’Fund Management Services’, ’IBO Team’, ’Individuals’, ’Manage-

ment’, ’Private Equity Investment Services’, ’Venture Capital’ are given the code

’Financial’. We do this by letting Microsoft Excel to search for the mentioned key-
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words and the value ’Financial’ is assigned to each row if the description contains

the keyword.

Our formula searches for several keywords and looks therefore rather long:

=IF(ISTEXT(M3);IF(OR(ISNUMBER(SEARCH($HE$3;M3));

ISNUMBER(SEARCH($HE$4;M3));ISNUMBER(SEARCH($HE$5;M3));

ISNUMBER(SEARCH($HE$6;M3))); ”Financial”;”Not Financial”);”No Value”)

5.2 Sample description of the European sample

The sample consists of 1332 observations, out of which 418 are buyouts from financial

buyers and 914 buyouts are from an operating buyer. As can be seen in figure 10

and figure 11 most transactions have occured in Great Britain. Thereafter, Sweden

has the highest number of buyouts with 91 transactions and the Netherlands on

third place with 62 transactions. Most buyouts occured in 2006 and 2007 when the

economy was at its prime before the financial crisis of 2008. Many buyouts were

also made during the IT era of 1999 and 2000. This displays that buyouts are linked

highly to economic conditions in the world market. The lowest number of buyouts

occured during 2001, 2009, 2012 and 2013 - years that are related to the financial

crises of World Trade Center, Lehman Brothers and the Eurozone crisis. The low

number of buyouts in 1997 and 1997 can be explained by the fact that the database

Zephyr started its services during those years.

5.3 Sample description of the Scandinavian sub-sample

The sample consists of 177 observations, out of which 47 are buyouts from financial

buyers and 130 buyouts are from an operating buyer. Looking at figure 12 and

figure 13 we see that most transactions were made in Sweden, the largest country

out of the Scandinavian countries. As in line with the rest of Europe most buyouts

occured when the economy was performing well. As seen as in the figures, it is very

clear that the financial crisis of 2008 affected the number of buyouts in 2009 with a

very large decrease.
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5.4 Sample description of the small Scandinavian sub-sample

Out of the 177 observations in the Scandinavian sub-sample, there are 45 trans-

actions where we have been able to collect financial data as can be seen in figure

14. These observations does only include Norwegian and Swedish companies. In

Denmark, accounting data for companies that have been through a buyout are not

available publicly as in Sweden. Norwegian companies very rarely display private

companies accounting data. Therefore our small Scandinavian sample is biased to-

wards only Swedish transactions. However, one might take into consideration that

Sweden also did most buyouts.
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6 Results and analysis

6.1 European sample

6.1.1 Univariate comparison

In this section, we present the results for our investigation. The first part of this

section focus on whether or not financial buyers pay a lower premium compared to

operating buyers and whether there is a difference between private financial buyers

and private operating buyers. Figure 1 compares the premiums ranging from eight

weeks, four weeks, ten days, five days to 1 day before the announcement day for

financial buyers, operating buyers, private financial buyers and private operating

buyers. Figure 1 has been created without holding for target and deal characteristics.

By testing if the mean and the median are different from one group to another

we can make some conclusions. The results from figure 1 show that the average

paid premium from the financial buyers in our European sample is 22,30 % eight

weeks before the announcement date. That can be compared with the 31,27 %

from the operating buyers, resulting in a difference in the mean of almost 9 %.

In the comparison of medians for the eight week premium we find slightly lower

values. 16,38 % for financial buyers and 24,59 % for operating buyers, resulting in

a difference of -8,21 %. All results for the eight week premium are significant at the

1 % significance level.

As we look at the results closer to the announcement date we notice that the premi-

ums decrease. This is in line with the findings of King (2009) that using a shorter

time period generates lower premiums due to pre-bid run ups. Regardless, if the

premium decreases with a shorter time frame, we still find that there are highly sig-

nificant differences between financial buyers and operating buyers. Thus, the results

from the univariate comparison of premiums in the European sample supports our

hypothesis one, that financial buyers pay a lower premium compared to operating

buyers.

In terms of private financial buyers and private operating buyers we find that the

difference in the mean for eight weeks is -9,83 % which is higher than the difference

between the financial buyers and operating buyers, -8,96 %. However, the differ-

ence in the median between private financial buyers and private operating buyers is

slightly lower than the difference in the median for financial buyers and operating
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buyers. Mathematically it may be that we have higher extreme values for private

financial and operating buyers increasing the difference.

Looking at the four week premium difference, both mean and median, for financial

buyers and operating buyers and the four week premium difference, both mean and

median, for private financial buyers and operating buyers we find that the difference

is lower for private financial buyers and private operating buyers. We notice that this

holds for all shorter time frames as well, except for the mean in the five day premium.

This interesting fact results practically in that target shareholders actually gain a

higher premium if the acquirer is public. As seen in figure 1 most differences are

highly significant and we can therefore assume that the support for hypothesis one

is highly credible.

Bargeron et al. (2008) find that the average eight week premium for target share-

holders when the bidder is an operating buyer is 46,5 % and when the acquirer is

a private operating buyer is 40,9 %. Comparing with our results we find that our

values are lower than the results of Bargeron et al. (2008). There are many theories

why the differences may be so different and these differences will be discussed in the

discussion section later in this paper.

Figure 1: Univariate Comparison of the Premiums in the European Sample
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6.1.2 Target characteristics

In this section, we investigate whether financial buyers and operating buyers acquire

different types of firms. We have used target characteristics, mentioned before in

the theory section of this paper, that previous theoretical and empirical literature

have found important. To make the paper as pedagogical as possible we first explain

the target characteristics at a univariate level seen in figure 2 and then continue to

explain the deal characteristics, also found in the bottom of figure 2. After explaining

the target and deal characteristics we continue with the multiple regression analysis.

As mentioned before in the thesis we have used the database, available at Copen-

hagen Business School, Thomson Reuters Datastream to collect daily data for the

different target characteristics as can be seen in figure 2. The table compares target

characteristics for financial buyers, operating buyers, private financial buyers and

private operating buyers.

The first variable that we have used is market capitalization. It is defined as the

market value of equity of the target 63 trading days prior to the announcement.

To make an apples-to-apples metric we currency-adjust the market capitalization to

get it in Euro in Datastream. We find that the market capitalization for financial

buyers is lower than for operating buyers. This holds for private financial buyers

and private operating buyers as well.

The second variable is debt-to-assets. It is defined as the book value of debt to

the sum of assets. In line with the findings of Bargeron et al. (2008), we find that

the debt-to-assets difference in the mean for private financial buyers and private

operating buyers is very low and not significant. The median is significant but there

is actually no difference. A more accurate ratio would be the market value of debt

to the sum of assets but there are some problems with retrieving that data. A more

detailed explanation is found in the discussion section of the paper.

The third variable is intangibles-to-assets. Firms may be interested in acquiring

patents, royalties, trademarks or other corporate intellectual property. Firms with

a high intangibles-to-assets ratio could therefore be interesting to a certain group

of acquirers. We find that the differences are very low and that the results for

intangibles-to-assets are not significant. Likewise results can be found in the paper

of Bargeron et al. (2008). Possible explanations are found in the discussion section.

The fourth variable is operating cash flow-to-assets. We find that the ratio is slightly
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higher for financial buyers than operating buyers, however, the difference is not

significant. Looking at the values for private financial buyers and private operating

buyers we find that the difference is 4% and that it is highly significant. This is

in consistency with Bargeron et al. (2008), who found that private financial buyers

in general have greater operating cash flows divided by total assets. This can be

explained by the view of that private equity firms create value by return free cash

flow to shareholders.

The fifth variable is Tobins Q. It is defined as the market firm value divided by the

book value of the firm. The findings that we get are in line with the findings of

Bargeron et al. (2008). The mean difference between financial buyers and operating

buyers is high and highly significant. Looking at the median the difference is only

-0,01. The difference for private financial buyers and private operating buyers is not

significant.

The sixth variable is standard deviation of the target stock. It is defined as the stan-

dard deviation of raw returns from day -379 to day -127 relative to the announcement

date. In contrast as in Bargeron et al. (2008), we find that the standard deviation is

not significant in the mean but significant in the median. It seems like the median

standard deviation is higher for financial buyers than for operating buyers. We ar-

gue that this might be skewed due to a lower amount of observations from financial

buyers.

The seventh variable is Amihuds illiquidity ratio. It is measured as the average ratio

of the absolute daily return in local currency divided by the local trading volume.

As explained by Bargeron et al. (2008) a higher value of Amihuds illiquidity ratio

means that a stocks market is less liquid.

The eight variable is change in sales. It is defined as the sales growth three years

prior to the announcement date. The ninth variable is change in employees. It

is defined as the employee growth prior to the announcement date. According to

Bargeron et al. (2008), firms that are acquired by public firms have greater sales

growth and greater employment growth than firms acquired by private firms. We

find that there is no difference between public and private financial and operating

buyers in sales growth. Nevertheless, we find that firms acquired by financial buyers

have a higher sales growth and the results are significant in the mean but not in the

median. It cannot be explained how the change in employees are different between

financial buyers and operating buyers because the numbers are not significant and
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moreover the differences are almost non-existent.

6.1.3 Deal characteristics

As mentioned before in the thesis we have used Zephyr to collect the deal characteris-

tics data for all of our transactions as can be seen in figure 2. Our deal characteristics

are binary numbers, which means that they can only have the values one or zero.

Since the numbers are binary, the significance for the deal characteristics are very

high.

The first deal characteristic is independence. It is defined as one if the acquirer has

a shareholder with more than 50 % ownership, either direct or indirect, and zero

if the acquirer has no shareholder with ownership more than 50% ownership. We

find that the mean and median tilt towards 1 indicating that private buyers have a

strong owner. This makes sense since they are private. For financial buyers we find

that the mean and median for financial buyers are 0,78 respectively 1,00 indicating

that financial buyers also have a strong owner.

The second deal characteristic is several bids. From Zephyr we get the information

whether several bids have been put on the table for the target company. We define

several bids as 1 if the target company has received numerous offers and 0 if there

has been no several bids. For financial buyers and operating buyers we find that the

value on average is slightly higher for financial buyers. The same results are reflected

for private financial buyers and for private operating buyers. We can conclude from

the results that bid competition is higher for financial buyers since both results, on

average, are highly significant.

The third deal characteristic is MBO or management buy-out where 1 is for MBO

and 0 is for no MBO. We find that the difference between financial buyers and

operating buyers are 0,06 and for private financial buyers and private operating

buyers 0,05. Thus, there are more management buy-outs done when the acquirer is

a financial buyer. As mentioned before in the theory section, management usually

team up with a private equity firm to complete a buy-out and the results are therefore

supportive for this theory.

The fourth deal characteristic is same industry. To explain, this characteristic is

whether the acquirer and the target company are categorized to belong to the same

industry. For an explanation on how we have done that please see the Data section.
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1 stands for that the acquirer and target belong to the same industry and 0 that

they are not. The results are that on average operating buyers acquire more firms

in the same industry than financial buyers. This seems rational because operating

firms tend to search for companies where synergies can be achieved. In other cases,

operating firms search for companies that work as diversification.

The fifth deal characteristic is cross border. This is defined as whether or not the

acquirer and target have the same country code. The results are that, on average,

more operating buyers do cross border transactions than financial buyers. This

holds as well for private operating buyers. Corporate finance theory explains that

operating firms do cross border transactions to among other things acquire new sales

channels and expand geographically.

29



Figure 2: Univariate Comparison of Target and Deal Characteristics in the European

Sample
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6.1.4 Multivariate regressions

The previous univariate comparison indicated that there are differences between

the target and deal characteristics of financial buyers and operating buyers, which

may be the reason for differences in premium paid. In the multivariate regression,

analysis will be put on finding if the target and deal characteristics can explain

the differences in premium paid among the two groups. The dependent variable

is the eight week premium, which is the bid price divided by the share price eight

week prior to announcement. The explanatory variables will be the target and deal

characteristics applied in previous analysis. We use the multiple linear regressions

that we explained previously in the multivariate regressions section.

As can be seen in figure 3 the dummy variable ’Financial Buyer’ in specification (1)

is -8.97 % and changes around 8-9 % in the other specifications. This indicates that

financial buyers pay a premium 8-9 % lower than operating buyers and that it can

not be explained by the other target and deal characteristics. This result tell us

that even we control for target and deal characteristics financial buyers still pay a

lower premium compared to operating buyers. Thus, we can confirm Hypothesis 3

- that financial buyers pay less than operating buyers even if we hold for target and

deal characteristics.

Not many of the explanatory variables are significant but there are a few that stand

out. The dummy variable ’Same Industry’ in specification (3)-(6) shows that if the

acquirer and target are in the same industry, the transaction will result in a lower

premium of 4-5 %.

Market Cap, debt-to-assets, intangibles-to-assets, return-on-assets, tobin’s q, stan-

dard deviation and Amihud’s illiquidity measure are variables that are significant

and seem to affect the premium as well. The numbers for market cap are so low that

market cap can be disregarded as affecting the premium. Debt-to-assets however

seem to lower the premium with an astonishing 17 %. This tells us that a higher

debt-to-assets ratio lowers the premium and this makes sense since acquirers can

not use leverage to optimize the capital structure. Intangibles-to-assets in specifi-

cation (5) and (6) show us that the premium increases with 13-14 %. If you think

about it a high ratio of intangibles-to-assets must mean that acquirers are willing to

pay more for intangibles such as patents, knowledge and brands. Return-on-assets

demonstrate a high discrepancy between specification (5) and (6) and will therefore

be disregarded.
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Tobin’s Q affect the premium in our study with -1.40 to -1.44 % in specification

(5) and (6). Since Tobin’s Q is calculated as the market value of debt and equity

over the book value of debt and equity, it gives us an indication on how the market

values company compared to its assets on the books. A high Tobin’s Q means that

the market is valuing the company for a higher valuation than what its reported on

its financial statements. To balance it out, acquirers might use the argument that

company is overvalued and therefore pay a lower premium.

Amihud’s illiquidity measure shows the illiquidity in a company. As we explained

in the literature review section illiquidity often generates a discount to the premium

and our results suggests the same. In fact, we can conclude from specifications (5)

and (6) that if a company has higher illiquidity the premium will be 1.9 to 2 %

lower.
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Figure 3: Eight Week Premium with Target and Deal Characteristics in the Euro-

pean Sample
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6.2 Scandinavian sample

6.2.1 Univariate comparison

An analog univariate comparison is conducted on the Scandinavian sub-sample to

test for hypothesis four. The mean and median is tested with a two-tailed hypothesis

test on premiums paid. Figure 4 illustrates the test results on premiums. For the

eight week premium, the mean suggest that financial buyers pay a lower premium

of 6.50 % than operating buyers at a 1 % significance level, in accordance with

the results from the European sample. The four week premium results suggest that

financial buyers pay a lower premium of -4.76% at a 30% significance level, although

not a fully reliable result due to the high p-value. In the case of private buyers, means

of both eight week- and four week premiums suggest that private financial buyers

pay a lower premium compared to private operating buyers by -6.49 % and -3.25

% respectively, still at unreliable significance levels. The reason for the statistical

insignificancies in the Scandinavian sample may be attributed to our small sample

of 177 observation and limited observation of financial buyers. Therefore, the results

ambiguously supports hypothesis four, given the results for the 8-weeks premium,

that financial buyers pay less premium than operating buyer for our Scandinavian

sub-sample.
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Figure 4: Univariate Comparison of Premiums in the Scandinavian Sample

Testing for hypothesis five, analogous method is used on the Scandinavian sub-

sample as in the European sample. The univariate comparison is used to test the

mean and median of the control variables in order to find indications whether fi-

nancial and operating buyers acquire different target firms, as well as, indications

of differing deal characteristics among the two types of buyers. The results that are

given in figure 4 suggest that the two types of buyers do not acquire significantly

different targets in the Scandinavian sub-sample. Only one target-characteristic

differs significantly among financial buyers and operating buyers, where intangibles-

to-assets indicates significant difference in both mean and median between the two

groups of buyers. This result indicates that financial buyers acquire firms with

higher intangibles-to-assets at 5 % significance level. The same conclusions hold for

private financial and operating firms in the sub-sample.

The results from testing the dummy variables in figure 4, reveals that there are

significant difference in mean and median for three deal-characteristics among the

two type of buyers, at a 1% significance level. First, the independence variable sug-

gest that financial buyers have more concentrated ownership ( 50%) than operating

buyers ( 50%), as the mean and median for financial buyer is 0.79 and 1, and for
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operating buyer equal to 0.45 and 0. As expected, we also found that private buyers,

be it financial or operating, demonstrates more concentrated ownership than public

ones on an aggregate level.

Second, from the industry variable test, we find that operating firms on average is

involved in more industry-related M&A compared to financial buyers. The same

intuition holds for private operating firms. Third, the cross border variable suggests

that public and private operating firms involve in more cross border transactions.

To conclude, the differences that are significant for target and deal characteristics

are in accordance with the European sample. Overall, the results are ambiguous, as

there are no significant differences in target-characteristics, but significant for most

deal characteristics. Therefore, due to the ambiguous result in the Scandinavian

sub-sample, we cannot find strong support for hypothesis five.
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Figure 5: Univariate Comparison of Target and Deal Characteristics in the Scandi-

navian Sample
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6.2.2 Multivariate regression

Testing for hypothesis six, whether financial buyers pay less premium than operating

buyers in the Scandinavian sub-sample, after controlling for deal and target charac-

teristics, a multivariate regression is estimated. The hypothesis is confirmed when

the financial buyer dummy is significantly different from zero after controlling for the

given characteristics. Figure 6 reveals that the dummy variable ’Financial Buyer’ is

significant lower than zero in specification (1) and (2) after controlling for whether

the buyer is listed. In the first two specifications we infer that financial buyers pay

a lower premium of 6.5% and 6.26% respectively. Further addition of control vari-

ables in specification (3), (4), (5) and (6) still gives us a negative financial dummy

accordingly, but the results are statistical insignificant in these specifications, even

when R-square increases chronologically along the specifications. Once again, the

statistical insignificancies may be a result of insufficient number of observation in the

Scandinavian sub-sample. To conclude, we do not find enough significant evidence

to support hypothesis six.
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Figure 6: Eight Week Premium with Target and Deal Characteristics in the Scan-

dinavian Sample
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6.3 Scandinavian sub-sample

6.3.1 Univariate comparison of the premiums

The results from the test on the mean and median are reported in figure 7. As seen

in the figure, the mean and median for the financial buyers are lower, irrespective of

premiums used, compared to operating buyers. The table reports that our findings

in the premiums paid between financial buyers and operating buyers is not as sig-

nificant as compared to our previous results with bigger samples. We find that only

the difference in the median in the four week premium is significant at a 10% sig-

nificance level. One possible explanation for our high p-values is the low number of

observations. Our 45 observations in the Scandinavian sub-sample are considerably

less compared to our 1,332 observations in our large sample.

Our Scandinavian sub-sample consists of 16 observations where the buyer is finan-

cial and 29 observations where the buyer is operating. Due to the very limited post

buyout financial data in our sample we have excluded to segment the buyers into

private operating buyers and private financial buyers. Our low sample of observa-

tions is also probable the best reason why our premiums have decreased slightly

compared to the finding of the large sample.

Figure 7: Univariate Comparison of Premiums in the small Scandinavian Sample
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6.3.2 Operating performance

Since we are investigating whether an acquisition might increase the operating per-

formance of the target we have analyzed whether the operating performance of the

target improve after the buyout. Due to the limited data we have only chosen to

include two years prior to the buyout and two years after the buyout. This method

might not be the best one as the short period might include random seasoning effects

but since the financial information is limited we find no other way to perform this

test than this one. Our first operating performance measure that we have used is

the compounded annual growth rate (CAGR) of sales two years prior to the buy-

out and two years after the buyout. If a transaction was made in 2008 we have

calculated the CAGR of 2006-2007 and the CAGR of 2009-2010. The CAGR from

2006-2007 is then subtracted from the CAGR of 2009-2010. The second measure

we have used is the EBITDA-margin. The EBITDA-margin has been calculated by

taking EBITDA over Sales. As in line with the Sales CAGR we have compared the

difference between the CAGR two years prior the buyout and two years after the

buyout.

Figure 8: Univariate Comparison of Operating Performance in the small Scandina-

vian Sample

There are some studies that suggest that return on assets (ROA) should be measured

as a way to calculate the operating performance of a company. However, we argue

that since net income is the denominator of the formula it is possible that we find
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wrong indications. The indications might be wrong because net income is affected

by capital structure changes. Recall that net income is after interest expenses and

taxes and as if we would increase the debt in a company we would increase the

interest expense and get a tax shield. Since leverage is used in the transactions we

find that ROA is not a good operating performance measure.

As seen in figure 8 we find that the difference in sales CAGR is positive, suggesting

that the target firms of financial buyers experience a higher sales CAGR than target

firms of operating buyers. However, since the sales CAGR is negative, our sample

demonstrate that sales in general decrease after the buyout regardless of who the

buyer is. Looking at the EBITDA-margin we find that the EBITDA-margin is

severely higher for target firms of operating buyers compared to target firms of

financial buyers. The difference of 25,40

Comparing figure 7 and figure 8 we find that financial buyers pay less and experience

a higher sales CAGR but a lower EBITDA-margin. Operating buyers pay a higher

premium but experience a low sales CAGR but a higher EBITDA-margin. These

results can be interpreted as extremely unstable but what we have found is that most

of the buyouts in our small sub-sample were made during years when the markets

were considered as good. Two years after the booming markets led to financial crises

and the numbers in sales and EBITDA reflect this. More of this will be explained

in the discussion section.

To analyze whether there is a correlation between the premiums paid and the op-

erating performance measures we conduct a correlation test called Spearmans rank

correlation test as can be seen in figure 9. The only correlation that is positive is

the correlation between the 8 week premium and the Sales CAGR. Unfortunately

the result is not significant and the negative correlation with the 4 week premium

raises a further flag. All correlation coefficients are negative and we can therefore

not conclude any further if premiums are correlated with the operating performance

of companies. One possible reason for the negative correlation is that the operating

performance measures have been used with a short time span. Therefore, as the

time period in our sub-sample is limited, operational developments might not be

detected.
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Figure 9: Comparison of Spearman’s rank correlation test
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6.4 Summary of hypotheses and results

Hypotheses regarding the European sample

Hypothesis 1: Financial buyers pay less than operating buyers, without controlling

for target and deal-specific characteristics

Support: Yes

Hypothesis 2: Financial buyers and operating buyers acquire different types of

firms

Support: Yes

Hypothesis 3: Financial buyers pay less than operating buyers, controlling for

target and deal-specific characteristics

Support: Yes

Hypotheses regarding the large Scandinavian subsample

Hypothesis 4: Hypothesis 1 is true in the Scandinavian sub-sample

Support: Ambiguous

Hypothesis 5: Hypothesis 2 is true in the Scandinavian sub-sample

Support: Ambiguous

Hypothesis 6: Hypothesis 3 is true in the Scandinavian sub-sample

Support: No

Hypotheses regarding the small Scandinavian subsample

Hypothesis 7: The change in EBITDA differs depending on the whether the buyer

is an operating buyer or financial buyer

Support: No

Hypothesis 8: Differences in EBITDA can be explained by the differences in

premium by financial or strategic buyers

Support: No

Hypothesis 9: The premium paid (regardless of buyer type) is positively correlated

with operating performance post buyout

Support: No
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7 Discussion

The findings of this study are in line with previous U.S. studies in this field that

financial buyers pay less premium operating buyers, which holds for our European

study. Further findings confirm that there is significant difference in premiums

paid after controlling for a range of deal and target-related measures. A common

occurrence when conducting empirical studies of this kind is that one has to rely

on external data providers and their accuracy. In our case, we found that the data

from Zephyr, Reuters DataStream and Bloomberg often demonstrated imperfection

in terms of missing data points, misrepresented information regarding company

nature etc. We have manually checked each transaction and updated accordingly,

either from other data sources or press releases in order to ensure the quality of the

data. However, one should keep in mind that it may be possible that error still may

occur, despite our thorough manual updates.

Furthermore, we do not limit our dataset to include only major stock exchanges in

our European sample. This means that a few observations are included in minor

stock exchanges while the majority of the observations are taken place in the U.K.

This could potentially pose problem in terms of country-effects, as minor stock

exchanges may not have the same liquidity and private equity penetration as the

major ones. The problem of a geographically unbalanced dataset is potentially

solved in our study by addition of country-fixed effects in our regressions.

Another issue to raise is that we limit our initial deal search with restriction to

include only cash-deals and public targets, which in turn have excluded operating

buyers using equity as payment and private-for-private deals. We selected these

limitations in order to make the data gathering practical and enabling a fair com-

parison. This also means that we have limited our universe of deals which have

had implications on our results. First, this matter of fact has limited our Scandina-

vian sample to 177 observations, with an unbalanced distribution of financial buyers

versus operational buyers (see Figure 4). As a result, the findings in the Scandi-

navian sample are difficult to generalize any clear conclusions given the statistical

insignificancies. This could have been solved by a similar matching technique done

by Roosenboom et al. (2009). However given our sample size, such actions could

have led to amplifying the selection bias.

The selection bias is found in our small Scandinavian sub-sample, where there is a
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geographical unbalance, where Swedish deals represents majority of the observations.

This is attributed to the difficulties to find any operational post-transaction data for

Danish and Norwegian observation. The reason for this may be attributed to the fact

of overrepresentation of operating buyers in the Norwegian and Danish observations.

Since, targets of operating buyers commonly are fully or partly integrated as a

combined entity, it is be hard to find post-buyout data, especially for those whose

buyers are foreign entity.

Another issue is the difficulties in drawing any clear conclusion in our small Scan-

dinavian sub-sample, which may be explained by the short time period pre- and

post-transaction. Given the short-time period and limited sub-sample of 45 observa-

tions, the observations demonstrate large variance in post-transaction performance.

As argued earlier in the results, majority of the transactions in the sub-sample had

post-transaction metrics taken place in the middle of the post-Lehman meltdown.

The reason for selecting this short time period is arguably attributed to the difficulty

to find post-transaction metrics over longer time period for the target.

Arguably, it would be more attractive to adopt the method of Healy et al. (1992) to

analyze the relation of premium paid and post-transaction operating performance,

comparing performance of the combined entity post transaction versus the weighted

average of the two entities pre transaction. However there are reasons to prefer our

method (target-level) rather than analysing on a combined entity level. Scrutinizing

the target and not the combined entity post transaction, may be advantageous in

capturing the effects of restructurings and actions that may affect largely on the

target level but not otherwise so on a combined entity level.

Hence, for future research, it would be desirable for advancement in this field, to

develop a more comprehensively method in measuring the relation between premium

paid and post-transaction operational performance.
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8 Conclusion

This study investigate whether there is a difference in premium paid between finan-

cial and operating buyers, and whether this difference can be explained deal and

target characteristics and post-transaction operating performance.

A sample of 1,332 European buyouts between 1997 2013 is used, in which we find

that financial buyers pays a significantly lower premium than operating buyers by

-9.6% when controlling for deal- and target-related measures. This in line with

previous studies within this field made by Bargeron et al. (2008) and Roosenboom

et al. (2009). Furthermore, the results suggest that financial buyers and operating

buyers acquire different kind of targets, although this intuition alone cannot explain

the discrepancies in premium paid between the groups.

In the Scandinavian sample, including 177 observations between 1997-2013, we find

similar results regarding the premium differences as in the European sample, al-

though not a similar large difference in premium paid and statistical significances

as the results given in the European sample.

In the small Scandinavian sub-sample consisting of 45 observations, we find evidence

of differences on post-transaction change in operating performance among the two

groups, however, statistically insignificant. Thus, we cannot explain how differences

of change in post-transaction operating performances could explain the difference

in premium. Plausible explanation to this matter of fact may be attributed to the

limited sample size and short time period.
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Why do private acquirers pay so little compared to public acquirers? Journal of
Financial Economics, 89(3):375–390, 2008.

Berg, Achim; Gottschalg, Oliver, and Groupe, HEC. Understanding value generation
in buyouts. Chambre de Commerce et d’Industrie de Paris, 2005.

Bergström, Clas; Grubb, Mikael, and Jonsson, Sara. The operating impact of buy-
outs in sweden: A study of value creation. The Journal of Private Equity, 11(1):
22–39, 2007.

Boone, Audra L and Mulherin, J Harold. Do private equity consortiums facilitate
collusion in takeover bidding? Journal of Corporate Finance, 17(5):1475–1495,
2011.

Boucly, Quentin; Sraer, David, and Thesmar, David. Do leveraged buyouts appro-
priate worker rents? evidence from french data. Unpublished working paper, HEC
Paris, 2008.

Brealey, Richard A. Principles of corporate finance. Tata McGraw-Hill Education,
2012.

Cressy, Robert; Munari, Federico, and Malipiero, Alessandro. Playing to their
strengths? evidence that specialization in the private equity industry confers
competitive advantage. Journal of Corporate Finance, 13(4):647–669, 2007.

Damodaran, Aswath. The value of synergy. Stern school of Business, 2005.

Fenn, George W; Liang, Nellie, and Prowse, Stephen. The economics of the pri-
vate equity market. Technical report, Board of Governors of the Federal Reserve
System (US), 1995.

Gorbenko, Alexander S. Strategic and financial bidders in takeover auctions. PhD
thesis, Stanford University, 2009.

Harris, Richard; Siegel, Donald S, and Wright, Mike. Assessing the impact of man-
agement buyouts on economic efficiency: Plant-level evidence from the united
kingdom. Review of Economics and Statistics, 87(1):148–153, 2005.

Healy, Paul M; Palepu, Krishna G, and Ruback, Richard S. Does corporate per-
formance improve after mergers? Journal of financial economics, 31(2):135–175,
1992.

Hou, Wenxuan and Howell, Sydney. Trading constraints and illiquidity discounts.
The European Journal of Finance, 18(1):1–27, 2012.

Hutson, Elaine and Mahony, Darragh. Do private equity buyouts represent value
for target shareholders? premiums in the boom of the early 2000s. 2008.

48



Jensen, Michael C. Agency costs of free cash flow, corporate finance, and takeovers.
The American economic review, pages 323–329, 1986.

Kaplan, Steven. The effects of management buyouts on operating performance and
value. Journal of financial economics, 24(2):217–254, 1989.

Kaplan, Steven N and Schoar, Antoinette. Private equity performance: Returns,
persistence, and capital flows. The Journal of Finance, 60(4):1791–1823, 2005.
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9 Appendix

Figure 10: European Sample Distribution by Target Country

Figure 11: European Sample Distribution by Year
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Figure 12: Scandinavian Sample Distribution by Target Country

Figure 13: Scandinavian Sample Distribution by Year

Figure 14: Small Scandinavian Sample Distribution by Target Country
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Figure 15: Small Scandinavian Sample Distribution by Year
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