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Abstract

We study the impact of corporate networks on the takeover process. We find that better
connected companies are more active bidders. When a bidder and a target have one or
more directors in common, the probability that the takeover transaction will be successfully
completed augments, and the duration of the negotiations is shorter. Connected targets
more frequently accept offers that involve equity. Directors of the target firm (who are not
interlocked) have a better chance to be invited to the board of the combined firm in
connected M&As. While connections have a clear impact on the takeover strategy and
process, we do not find evidence that the market acknowledges connections between
bidders and targets as the announcement returns are not statistically different from those
bidders and targets which are ex ante not connected.
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Director Networ ks and Takeovers

1. Introduction

Traditionally, firms have invited top managers dier corporations or bankers to serve on
their boards of directors. Despite some restrigtionthe UK Corporate Governance Chde
interlocking directorships are still common in édtUK companies. The fact that executive
directors also occupy board positions in firms othean their own can create useful
connections not just at the personal (directorelldwt can also be valuable for firms.
Through such networks, directors develop and sthemgtheir personal (and social) ties,
which may lead to more influence in board room usstons. Furthermore, networks enable
directors to gather information about corporatatsgies, sector trends, (macro-)economic
evolutions, but also about the evolution in exe®itemuneration, and managerial vacancies

in other companies.

Over the last decade, director networks have atitiegrowing academic attention in the field
of corporate finance and corporate governance. iétnelp of the network method based on
graph theory, studies have documented a positink between networks and firm
performance (Geletkanycz and Boyd, 2011; Larcker, @8d Wang, 2013). The main
argument is that networks provide better accesmftomation from which the firm can
benefit in decision making (Omer, Shelley and Tk@12). More recently, researchers have

revealed previously hidden relationships betweenctinnections of the corporate elite and

% The Higgs report (2003) suggested that a full-taxecutive director of a listed company shouldhad more
than one non-executive directorship and shouldadhairman of another listed company. Furthermarene
should be (non-executive) Chairman of two major§ETL00) companies. Within a company, a CEO shoatld n
also hold the position of chairman. The report doadimit the number of non-executive directorsttipt one

can hold (in unlisted firms). At the end of 200Be tHiggs report was incorporated in the UK Corporat
Governance Code (formerly known as the Combinedeod should be noted that firms adopt this code
voluntarily, which stands in contrast to the comier governance developments in the US where the
Sarbanes-Oxley Act can lead to legal interventiooase of violations against the Act.



board room issues such as decision making on maabgempensation, hiring and firing of
top management, the recruiting of non-executiveatars, and corporate restructuring. For
instance, Liu (2013) shows that a CEO’s connectidrese labelled as ‘outside options’)
enhance his opportunities to leave his firm forthao challenge. Cai and Sevilir (2010)
demonstrate in the context of mergers and acouisiti(M&As) that informational
asymmetries are lower when the bidder and the ttéw@yee a common director. Renneboog
and Zhang (2011) and Horton, Millo and Serafeini@@emonstrate that a CEO’s direct and
indirect connections affect his power and his infation-collection value, which is reflected

in a higher remuneration.

In this paper, we focus on how the connectionsidddr and target firms impact on various
aspects of mergers and acquisitions (M&ASs) in the Uh a network context, we study the
frequency of takeovers, the M&A process (in patacuthe duration of the negotiation and
the success versus failure at the end of the reggwti process), the means of payment
(all-equity, all-cash or mixed offers), the retentior attraction of directors of the target firm
on the board of the merged firm, and whether thera differences in terms of expected

returns at the announcement of connected and nomected M&AS.

To analyze the existence of director networks betwbidder and target, we resort to
simulations of matching (potential) targets andderd among all UK listed companies. To
find out the determinants of the various aspecth@takeover process mentioned above, we
use (multi-)nominal probit and tobit models, andaasobustness check sample selection
models. We find that when two firms are directlywected via their directors, the probability
that they merge or that one firm takes over themis significantly higher than when the
firms are not connected. Takeover activity is ndy@affected by direct links with other firms
but also by the indirect connections of the boad @f the CEO of the bidding firms: if those
(executive) directors hold many connections, adtoims frequently occur. So, better
connected companies are more active bidders. Wemsnate that when a bidder and a target
have one or more directors in common, it is mdeelyi that the takeover transaction will be
successfully completed. In this context, only direonnections play a role (and not the
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indirect proxies for information collection). Fueitmore, connections also significantly
reduce the time spent in the negotiation procesth flor successful or failed negotiations). It
is possible that connections lead to an informaitiaadvantage which may translate into more
trust between the parties involved, as connecteasfimore frequently accept equity offers.
Directors of the target firm (who are not interledi have a better chance to be invited on the

board of the combined firm in the case of a corawk&i&A.

While connections seem to have a clear impact @nt#tkeover strategy and process
(frequency, duration, successful completion, mezngayment, board composition of the
combined firm), we do not find evidence that mar&eknowledges that some M&As are
connected (or that it matters in terms of expedtalde creation) because the cumulative
abnormal returns (CARSs) around the announcemeat afat not statistically different from

Zero.

This paper is organized as follows. In the nextisecwe review the existing literature and
formulate the hypotheses. In section 3, we preskat descriptive statistics of the
(sub)samples. The results of the empirically aresyse discussed in section 4, and section 5

comprises our conclusion.

2. Hypotheses and M ethodol ogy.

The information value of director networks consdtdirectors’ ability to collect (non-public)
information about the potential target or bidded about the potential synergies in an M&A.
Companies with better information access (througgivarks) are more likely to find valuable
targets and therefore initiate more takeovershéf hidder or target are directly connected
through cross-directorships, these common direattay already have disclosed relevant
information about the potential benefits of an M&#Aor to the negotiations such that the
negotiation process can be sped up. We formulatbypotheses on the relation between the
information value of connections and the valuecpss, and performance of M&A in this

section.

2.1. M&A Frequency.



The first question we ask is whether the frequenfctakeover bids initiated by a firm is
related to its network; in other words, do takesveccur more often between firms with
common directors? It may be that firms who intemdatke over another firm or want to be
taken over, offer a directorship to an (executigdagctor of a potential target or bidder,
respectively. This director may gain more inforraaton the counterpart such that expensive
takeover mistakes can be avoided. The relation dertwwakeover decisions and individual
director or corporate networks is not necessarily dased on direct links between bidder
and target as indirect director connections (lin@s directly with the respectively bidder or
target but through third boards) may also facgiiaformation transmission across companies.
Indeed, better connected companies are more likeind suitable targets and engage more
frequently in M&As. Only few studies (Ishii and Xwa2010, and Wu, 2011) have related the
takeover probability to corporate (director) redas. Both studies focus on the US and show
that firm connectedness in an M&A sample is mughéar than in random samples. We also
start our analysis with the method inspired byilsimd Xuan (2010) and use simulation
techniques to create different samples from whigbothetical pairs of acquirers and targets
are selected. We expect that the level of connaetlis higher in the takeover sample group
than in the simulated samples, which leads to dfleviing hypothesisAn M&A is more
likely to occur between two firms which are dirgadbnnected by means of common directors
(Hypothesis 1a) and for firms with a high indirezgntrality scores which proxy for the
information collection ability of their directorsithe universe of (listed) firms (Hypothesis
1b). This is translated into the following model:

(Cumulative) number of M&As =+p:* (direct or indirect) centrality measure #,* firm
characteristics +, whereby the centrality measure can be one of theswlg variables: the
bidder’s Degree, normalized Closeness measure,Eigenvector centrality, and its

(normalized) Betweenne$s.

2.2 Duration and Completion of M&A negotiations.

When the intention of the acquisition of a potdniaaget is disclosed to the market by the

* For the definitions of Degree and Closeness:lseetethodology section. For the definition and aialion of
other centrality measures (eigenvalue (a directraliyy measure) and betweenness (an indirect daptra
measure)) which we use as a robustness check.eseeBoog and Zhao (2011).



bidder or the target, the target board needs toaldd&ow to react and what advice (rejection or
acceptance) to give to its shareholders. Upon ativegresponse by the target board, the
bidder may make a sweetened offer or initiate aileotakeover. As a reply, the target

company may consider accepting an upwardly reviskéer or ask permission to the

shareholders on an extraordinary general meetiragtivate various defensive mechanisms
to protect itself (Goergen et al., 2005; Martyncavad Renneboog, 2008b, 2011b). The
duration of the M&A process (from announcementdalecompletion) can be measured. The
bidder usually prefers to have a short negotiadiaration, as a longer waiting time due to the
target’s resistance increases the transaction @wgtsuncertainty. Moreover, connections
between bidder and target may also have an impathe negotiation duration in case of
unsuccessful M&As; connections also resolve thermation asymmetry problem and

enable the parties involved to reach the end obtiegpn (in this case: the bidder withdraws)
within a shorter period of time. In sum, we exp#wt director connections shorten the
negotiation time, thanks to the directors’ informaatabout the counter party or the indirect
information value of their network. We also expeetworks to have an impact on the
completion rate of the negotiation process. Thepietion rate stands for the frequency of
successfully rounding off the M&A process with graature that the two firms will be merged
M&As of firms involving direct connections or bidgeavith strong information gathering

potential (high indirect centrality) successfullgach the end the M&A process more
frequently (Hypothesis 2a). M&As of firms with dir&eonnections and firms with strong

information gathering potential (high indirect ceality) experience a shorter takeover

duration process as well (Hypothesis 2b).

The duration of the M&A negotiation period is coeahtas the number of days starting from
the day on which an M&A intention is first publiclgisclosed, until the transaction is
completed (the contract is signed) or the negotiais abandoned. In some cases, we cannot
determine the negotiation time as the first publmouncement that takeover negotiations
have taken place only occurs upon completion ofdbal. We treat these observations

separately in our study.



2.3. Payment Method.

An important aspect of the negotiation relatesh payment method. An M&A could be
concluded in cash, in equity, or in a mixture offbdnformation asymmetries between bidder
and target are an important determinant of the smi@hmpayment in corporate acquisitions
(Renneboog and Martynova, 2009). In particulareuainty about the true value of the target
firm induces the bidder to pay with its own equ#gher than cash. Capital participation in the
combined firm makes the target shareholders shiaee risk of potential downward
revaluations after the bid’s completion. Faccio Bfabulis (2005) document that a change in
the corporate control structure — for instance,nfans of voting power dilution or the
emergence of an outside blockholder - may discaurbglders from paying for the
acquisition with equity. Thus, the likelihood of eguity payment is determined by the control
structures of the bidding and target firms. In jgatar, a cash payment is strictly preferred to
an equity payment when the target’s share ownetishipncentrated and a bidder’s largest
blockholder only holds an intermediate or low leeélvoting power. This preference is
weakened if the target company is widely held dhé bidder’s dominant shareholder has a
supermajority of voting rights.

From a target shareholders’ perspective, the ditfjaelated to an all-equity offer lies within
the uncertainty about bidder’s stock value. An ggoffer can be interpreted by the target as a
signal that the stock of the bidder is overvaluébis offer could therefore extend the
negotiation process as more detailed informatiotherbidder is to be gathered. If there are
common directors between bidder and target, weaxpat the target is able to assess the
bidder’s stock value more accurately —overvaluedatr- and will be more willing to accept
an equity offer (at the right offer rate). There anany studies on the payment method, but
none, save Wu (2011), mention the effect of dineectetworks. Wu (2011) finds that
connections between bidder and target increasekiéldnood of using a stock payment by
18.5%. Similarly, we hypothesize that:t M&As with direct connections between acquirer

and target, offers involving equity occur more fregtly (Hypothesis 3)

2.4. M&A Performance.
A key issue in this paper is that direct and indireonnections at the firm level (and the
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individual director level) create an informatiomavantage which implies that the acquirer is
able to select better acquisitions, which is imtaflected in the creation of more value. The
question is therefore whether the market recognihes the bidder makes a connected
acquisition. If the market is aware of this typeM&A and is convinced that the bidder is
hence unlikely to waste resources through an uesstad takeover, the bidder’s abnormal
stock return will be significantly positive uponetlannouncement of such an acquisition. In
contrast to the abnormal announcement returnseofattyet which typically are in the range
25%-35%, we know that the bidder’s announcementmstare in general very close to zero,
either slightly negative or slightly positive but average not statistically different from zero.
A comprehensive overview of long and short term M&#urns for bidders and targets
around the world since the early"™6entury can be found in Martynova and Renneboog
(2008a). If the bidder has a well-connected boawtlia hence better informed, the bidder’s
CEO may be less likely to succumb to building empithrough M&As at the expense of
value creation. Evidence supporting this hypothkas been documented for the US by Cai
and Sevilir (2010). Keeping in mind the benchmarkero CARs for the bidder around the
announcement data, we hypothesireM&As with direct or indirect connections between

acquirer and target, the acquirer’s CARs are sigmaiftly positive (Hypothesis 4).

The alternative hypothesis is that connected M&Astiby value (in expectation) because a
connection may induce a false trust in the tat§etnnections are regarded as substitutes for
active information collection on the target suchatttihe bidder’s estimation of the
compatibility between the bidder and the target ahthe potential synergy value becomes
blurred, then connections induce poor takeoversitmts. Furthermore, social connections
(e.g. decision makers in the bidder and targetrameds) may contribute to the overvaluation
of the target. Therefore, acquiring a connectagktamay be considered as not efficient by the
investors such that a negative correlation betwoseemections and announcement returns is
expected, which has been shown by Ishii and Xu@hQRand Wu (2011) for US acquisitions.
Both studies show that connected M&As have loweldér announcement returns than

unrelated M&As.



2.5. The Bidder's CEO Compensation.

Renneboog and Zhao (2011) find a close relationvdet a CEO’s network and his
remuneration. They distinguish between differepetyof centrality variables and state that
direct measures represent managerial power oreimfe whereas the indirect centrality
measures capture the degree to which a CEO istalgather valuable information. Both
types of networks are related to higher remunangtwgher bonus and higher equity-based
compensation), but they conclude that the direttok contributes most to excessive CEO
pay. In the context of this paper, an acquiring pany may have contractually committed to
pay the CEO a bonus if he is able to complete sstely an acquisition. This creates strong
incentives for a CEO to acquire other firms. Thesiion is here whether a CEO is using his
own connections and those of his firm to facilittakeovers in order to get an acquisition
bonus subsequent to the acquisition. According riasBin and Hribar (2004), managerial
power is the primary driver of CEO bonuses follogviM&As. It should be noted that the vast
compensation literature doubts the independencehef CEO in the design of his
compensation contract, which would be especiakkydase for powerful CEOs with a long
tenure (Liu, 2013). Therefore, we hypothesize tbBOs obtain a higher bonus when they

undertake M&As facilitated by connections betweeguaer and target (Hypothesis 5).

2.6. Target Director Retention

We examine whether the directors of the target @mave a larger probability, subsequent
to the M&A, to be on the board of the combined camp If professional connections are
instrumental to bring M&As to a good end, conneatig@ctors of the target may have a
higher probability to be retained on the boarchefrinerged firm. The professional (and social)
ties of the directors serving on both the biddet &mget boards may lead to a higher number
of not-connected target directors to be invitethdard of the combined firms. Some studies
document that the retention of the target CEO stpely affected by factors including the
abnormal stock return of the acquirer (Matsusale®3) and social connections to target
company (Ishii and Xuan 2010). Hence, we expedt tthea target directors with no prior
connections to the bidder are more frequently ewito serve on the board of the combined

firm if there are connections between the acquared target (Hypothesis 6).



3. Sample Selection, Data Sour ces, and Descriptive Statistics.

Our M&A data are gathered from the Thomson One Bai8OC Premium database. We
collected information about 743 acquisition annaments that involved bidders and targets
both listed on the London Stock Exchange and tda&epover the period 1995 to 2012. We
collected stock price, accounting information (t@&asets, cash ratio, debt-to-assets ratio),
and other control variables (e.g. return on ags&®A)) from Datastream as well as data on
the bidders’ and targets’ individual board memb@sg. the number of (non-)executive
directorships, cross-directorships between our M&#nple firms, ownership stakes by type

of shareholder) and on their board structures fiteerBoardEX database.

The first two columns in Table 1 show the sizewfacquisitions’ sample and its distribution
over time. Most takeover announcements occurrethenperiods 1998 to 2000, which
represents the climax of the fifth takeover wavaftynova and Renneboog (2006, 2011a)),
and 2005 to 2007 which coincides with the recowéryquity market following its prolonged
slowdown triggered by the high tech collapse inQ@Goergen and Renneboog (2004)).
Columns (3) and (4) record the number and proportb takeovers that are connected
through directors; a larger proportion of conneateguisitions occurred when the market for
corporate control was booming. On average, 9.4%l @cquisitions are connected (Column
(5)), aratio is comparable to the US takeover dasip Wu (2011) and Ishii and Xuan (2011)
(6.38% and 10.60%, respectively). Table 2 depibes mumber of acquisitions across
industries: takeovers are most frequent in thenfired sector and the services industry (with
respectively, 28.94% and 21.27% of all bidderskebaers also occur often in manufacturing

and retailing sectors.
[Insert Tables 1 and 2]

The characteristics of the acquisitions such asecedness, number of announcements per
bidder, takeover success rate, negotiation tiraastction size, means of payment in the offer,
and the market response to the takeover announcangereported in Table 3. Many bidders,

namely 139 out of 513, have acquired/attemptectdmiee more than one target throughout
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our sample period (Panel A). Amongst them, somewerial bidders acquiring up to seven
target firms within our sample period. Panel B pras the target’s attitude towards to the
offer. In the UK market for corporate control, md&&As are friendly, only approximately 5%
of the deals are hostile takeovers (which are ddfims deals with target board opposition —
whatever the reason). Most offers are all-cashrefé6.3%), almost a third are all-equity
deals (which include the largest transactions),abalt 22% of the offers comprise a mix of
cash and equity (possibly also of loan notes) -Pse®| C. It should be noted that our sample
includes all bids, both the successful transact{609) and failed ones (134 deals ended with
the bidder withdrawing the offer). If we analyse #uccess rate conditional on the bidder and
target being connected through their directors €PBf), we find that connected deals have a
substantially higher success rate than the uncoediemes (96% vs. 81%, the difference
being statistically significant at the 99% confidennterval). Panel E shows that in 9.4% of
the acquisitions, the bidder and target have &t le@ae director in common, and on average
16.4% of all directors of the bidder and targetrdeaerve on both boards (which implies that
some firms are connected through multiple diretiipss — more precisely, in the average
M&A transaction, the bidder and target have 1.#éaors in common). The statistics about
negotiation time are reported in Panel F. For thezassful deals, the average time between
announcement and completion is almost two mont@s$(8ays), and in unsuccessful deals
the offer is withdrawn after a similar time peri@af about 60 working days). Note that in
some rare cases, it can take up to ten monthsdbze the transaction. The deal size amounts
to GBP 143 million, with the largest transactioncamting to GBP 1 billion (Panel G). The
median deal size (the value of the offer scalethiymarket value of the bidder) amounts to
0.24, which indicates that the bidder is about fimes larger than the target. Two thirds of
the transactions occur between two companies fn@same industry, which we call focused
transactions. In panel H of Table 3, we summarae the market receives the announcement
and show the CARs over event windows of differengths ([-1,+1], [-5,+1] and [-10,+10],
whereby day 0 is the announcement day). We estithatmarket model over the period 194

to 41 days before the announcement to get theragsiterisk. In line with earlier research, the

® This statistics is calculated after the 2% obsésma with longest negotiation time — which arengdo
recording error - were removed from the sample.
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announcement CARs [-1,1] for the bidder are indgtishable from zero with a mean of
-0.47% and a median of exactly 0%. The 25% and @G&étiles span a range of -2.36% to
1.34%. In the final Panel (I) we present statistarsthe number of target directors joining
combined firm after the deal. On average, one thrdcom the target company will remain
on the board of the combined company. Note this bemdoes not include the ex-ante
common directors between bidder and target. Applgrenore target directors are invited to
serve on the board of the combined company if biddd target had been connected prior to

the M&A.
[Insert Tables 3 and 4]

Table 4 exhibits the bidders’ characteristics. Begand Closeness are used to measure the
bidder’s network centrality, but they capture difiet network properties. In order to
differentiate and compare the network advantagth®fCEO and the entire company, we
calculate centrality measures on different leviglsre specifically, Degree (C) measures the
number of director interlocks held by a companyn@ieethe C-label); Degree (D) measures
the number of interlocks at the individual directevel (hence the D-label) and we
concentrate on the network of the CEO in this st@lgseness (C) evaluates how close a
company is to all other companies in the networkilevCloseness (D) takes the individual
director as a node. In order to define Closenesdjrgt create a matrix for all the companies
(directors) whereby each cell represents a cormetietween the companies (directors) or
lack thereof. A cell comprises a one in case afranection and a zero in case of no connection.
We define the farnesd a vertex as the sum of geodesic distances battieevertex and all
other vertices that can be reached. We transfoenmiditrix into the geodesic distance matrix
by replacing all the zeros by the geodesic distaAdagher farness value indicates that the
vertex is further from other vertices. In ordedtdine Closeness (and normalized Closeness),

we calculate the inverse of the sum of all geodpatbs from vertex v to any other vertex t:

C.(v) = 3 1 . In this formula, the Closeness centrality of gerv (G(v)) is equal to one
¢ dg (V1)

divided by the sum of the lengths of geodesic pédgsfrom v to any other vertex t. A high
Closeness value reflects the shorter distancel totlaér vertices, which suggests that the

target vertex is more central in the network. Tloemmalized Closeness is defined by the
11



following formula where n is the number of vertigeshe graph:c: (y) = %(:)0(”‘1) . Ahigher
¢ de (V)

normalized Closeness score implies a shorter daistdo other vertices, in which case
companies (directors) may be able to acquire togrmation faster. The Closeness measure is
defined over all the connected vertices in the lgi@dich entails that all isolated vertices do
not have a closeness measure). Degree proxies fion'a (a director’s) direct ability to
collect information about the target and the bidddrereas Closeness is an indirect measure
that shows how close a corporate (or director) nede other nodes in the whole network of
corporations (directors). Therefore, closenessdeswon the general information collection
ability in the entire network, rather than accesmformation from interlocked companies.
The reason to differentiate the two is that acewydb social network theory, information
from close-by nodes are stronger but more likelygoedundant than that from distant nodes.
On average, the bidders in our sample have (execatid non-executive) directors who hold
directorships in six other companies, which is kigihan the average Degree (4) of all listed
UK companies reported in Renneboog and Zhao (20EbJe 4 also reports the normalized
Closeness at the company level (C), and Degreenandalized Closeness at the director
level (D). In this paper, we focus on the connenssd of the CEO rather than other directors.
Therefore the centrality measures at the direcwell (D) are based on the CEO in that
financial year. The Degree measure at the directevel is higher than at the corporate level
as is comprises the links with the directors oftladl boards that directors is serving on. The
average bidder’s board size is 10.5 with a medid®oThe last four rows of Table 4 contain

bidders’ statistics on the ROA, cash ratio, detibyand total assets (in million GBP).

4. Results.
4.1 The Frequency of Connected M&As.

If it is true that director networks increase thelability of M&As (Hypothesis 1), we expect

to find more connections between companies in t8&Mample than between randomly
matched companies. We therefore compare the léwelnmectedness of the M&A sample —
the pairs of bidders and targets in our originaisi - to that of three other simulation groups

12



drawn from the universe of all listed UK firms. Rrdhe descriptive statistics, we know that
the probability of having at least one common doebetween a bidder and a target is 9.42%.
In the first simulation group, we match a biddirggrpany in the sample to a potential target
company randomly selected from the industry ofrdad target in the year of the acquisition.
For instance, in 2007, company A acquired company Bhe chemical industry. In the
simulation, we match company A to another randaelgcted company C from the chemical
industry. By checking the board information of canp A and the pseudo-target C in the
year 2007, we examine whether A and C have diredatorcommon. This procedure is
repeated for all other bidders in the sample. Wtherpseudo-target happens to be the same
company (C = B) as the real target, we replacati another company D until B B. The
second simulation group includes the targets fram sample matched with randomly
selected potential bidding companies from the itrgusf the real bidder in the year of
acquisition. The third simulation group includesdam bidders and random targets selected

from the industry of the firms involved in the réd&As in the year of the M&A.

In simulation group 1 (Table 5), the percentagelicéctly connected companies is 4.38%;
this is significantly lower than the real percemay connected firms in our M&A sample

(9.42%). When we match randomly selected ‘bidd@rsim the same industry as the bidder)
to the real M&A targets, we do not find any comndirectors between those bidders and
targets. Finally, less than 3% pseudo-bidders amdigio-targets (both are randomly drawn
from the same industries as the bidder and thetlaege connected. We conclude that the
average level of connectedness is much higher leetwiee real M&A companies than

randomly paired companies, which supports our fisgiothesis that connections matter in
M&As. Our simulation results are in line with thesults from US data presented in Ishii and

Xuan (2010).
[Insert Table 5 about here]

We further examine the relationship between M&Ahaigt and the level of connectedness.
First, we regress the total number of M&As thatddbr undertakes on the network centrality
of the bidder and other control variables (inclgdooard size, corporate performance, and the

financial structure). The independent variablesthesaverage values for the whole sample
13



period. The result is reported in Panel A of Tdblthe Degree centrality measure at company
level (Average Degree (C)) is positively correlateith the number of M&As. This implies
that companies with many interlocking directors enfrequently enter into M&A activity.
The (normalized) Closeness and the other centraléggsures at the director (CEO) level,
have a positive but insignificant impact on the bemof M&As. With exception of the
debt-to-equity ratio of the bidder, other factarsluding profitability, board size and structure,
and ownership structure (now shown) do not affeetcumulative number of M&As. In panel
B of Table 6, we take as dependent variable theutatime number of deals over time, which
is the number of M&As that a bidder initiated sirtbe start of our sample period up to a
specific point in time. The cumulative number-agmio considers the M&A activities every
year while also taking into account the historji#A activities and thus combines these two
measures: a dummy variable capturing an M&A tratisa@nnouncement in one particular
year and the total number of acquisitions thatdaléi has undertaken over the whole time
period. We find that all centrality measures siigaifitly increase the occurrence of an M&A.
This signifies that the when a bidder and its CE@ehmany connections (a high Degree), the
takeover activity of this bidder significantly augnts. The same is valid when the firm is

strongly connected to the population of listed Sras expressed by its high Closeness.

Nevertheless, the above analysis cannot rule aualiarnative argument that firms planning
expansions via acquisitions appoint well-connectiégctors to overcome information
asymmetries. In other words, instead of connectesim#luencing M&A probability, it may
be other way around. If that is indeed the caseexpect to find that well-connected directors
(especially the ones connected with the targetapp®inted shortly before the M&A occurs.
However, in the sample, the average tenures ofdheected directors in the target firm is
more than 2.6 years. For most of sample (75%)cd¢imemon director has been on the target
board for more than one year when the M&A is anedn On the bidder side, the common
director’'s average tenure is 3.5 years. Theretaseless likely that establishing connections

is solely driven by the purpose of an M&A.

To sum up, the analyses shown in Tables 5 and |6 gieong evidence supporting the

hypotheses 1a and 1b. Namely, we find a positilaioaship between takeover frequency
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and connections through directorships between biddd acquirer. Furthermore, not only
direct connections between bidder and target goetitant, but so are the indirect connections
of the board and the CEO of the bidding firms. émeral, better connected companies are

more active in M&As.
[Insert Table 6 about here]
4.2 M&A Completion Rate.

Better connected companies are more likely to emgalyl&As. However, are these bidding
firms also more successful in completing the M&Ayaeations (with a signature confirming
the creation of a combined firm)? In Table 7, wesant the results of 6 logit models which
relate the takeover completion rate to differeneasures of connectedness. We demonstrate
that when a bidder and a target have one (modeb(Ihore (model (2)) directors in common,
the probability that the takeover transaction vl successfully completed significantly
augments. Models (3) and (5) show that bidders aitigh Degree (bidders are connected to
many firms) are also more successful to bring ti@AMegotiations to a successful end. It
should be noted that only the direct connectionsehan impact on the completion of the
M&A process which supports Hypothesis 2a. Thisasthe case for the indirect connections
which are captured by the normalized Closenessieatidder and the bidder-CEO level
(models (4) and (6)). As predicted, hostile takeaagotiations have a higher chance to falil

and making a cash offer improves the odds to campthe transaction.
[Insert Table 7 about here]
4.3 Duration of M&A negotiation.

While the previous section has shown that conneet&sl increases the probability to
successfully complete the deal, we now analyze hdnethe M&A negotiation time is
influenced by director connections. We expect thattime between the first public M&A
announcement and the completion of the negotiatwhsther they are successful or not) are
shorter when the bidder and target share direc@wanections of this sort can improve the

information exchange such that less time is neddecbmplete the negotiations. As the
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negotiation time is a left censored at zero for 1@%he sample, Tobit models are used in
Table 8. Panel A exhibits that both connectionalags (the dummy capturing whether the
target and bidder are connected and the numbempiections between bidder and target) are
significantly negatively related to the negotiatibme. This implies that a connection

between bidder and target significantly reducedithe used to negotiate the deal. This can
result from the fact that bidder and target havesaly acquired much information prior to the

first public announcement of the bid and/or tha tonnections stimulate the trust in the
counterparty. This result is valid both for the sailmple of successful M&A deals as well as
for the full sample including the deals with faileegotiations. Consequently, Table 8

provides strong support for Hypothesis 2b. In lwvith our expectations, Panel A also shows
that hostile takeovers trigger more resistancenendample of ultimately successful deals.
When the offer includes equity, the valuation & bidder’s equity may become an important
issue in the negotiation such that more negotidtiag is required. We also show that larger

firms spend more time negotiating.

In Panel B of Table 8, we add bidder centralitthatcompany level to the models of Panel A.
A higher centrality measure, Degree (C), implieattmany directors take directorships
outside the bidding company. In the context ofrtbgotiation process with a target, we find
that a higher Degree prolongs the negotiation tifies suggests that a board with people
who hold many outside directorships may negatiedigct the efficiency of decision making
due to lack of monitoring by this ‘busy board’, amdy reduce the focus on (and increase the
duration of) the negotiations with the target firithe Closeness (at the company level)
captures how close a firm is to important nodeshie network and is hence proxy for
information collection ability within the populatioof listed UK firms. A high Closeness
could imply that the bidding firm is better inforch@bout the takeover opportunities in the
market which hence reduces the negotiation time. statistical significance of Degree and
Closeness does not influence the significance efGbnnected dummy variable and the

Number of connections.

® We also tested the effect of centrality measuretherindividual level, but they do not have a siigaint
influence on negotiation time.
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As a robustness test, we take the models of PaaedAsubstitute the variables capturing the
direct connection between bidder and target bye-airthe time : (i) Degree at the company
level (C), (ii) Degree at the director (CEO) ley@), (iii) Closeness at the company level (C),
and (iv) Closeness at the director (CEO level (@ find that the statistical significance

which we have found for these variables in PaneloBs not change. Another robustness
check is survival analysis using hazard modelshensub-sample of non-zero negotiation
time observations. The result implies that conoestishorten negotiation time (although
insignificantly so). Moreover, deals with more casipayment and smaller bidder company

size on average take less time to complete.
[Insert Table 8 about here]
4.4. The Means of Payment.

From an information value perspective, directorweks that span the bidder and target
provide better information access, which may en#ii#earget to evaluate the synergy value
as well the bidder’s equity value more accuratéle. therefore expect that such connections
induce trust and that in connected M&A equity isrenfrequently used as payment. The
results of Models (1) in Panel A of Table 9 revéadt connections do indeed have a
significant and positive impact on the use of gguit an M&A offer, which supports
Hypothesis 3. Models (2), where the dependent bkris an indicator variable that equals
one if the offer consist of cash or is a mixed a$lt and equity confirms that connections
reduce the use of cash in an M&A offer. Expectediyequity payment is more likely when
the relative transaction value is large and thedrids smaller and less profitable as it is then
more difficult to raise the bid value in cash. lanel B of Table 9, we use the percentage of
cash in the offer as the dependent variable. Asrbefve note that connections reduce the
need to offer cash. We also include the centralgasures Degree and Closeness, but they are
statistically insignificant. When we re-estimate tmodels of Table 9 using a multinomial
regression, we find results consistent with thegeorted above (not shown). Lastly, as the
final payment method may be influenced by the nagjoh process, we apply a Heckman the

sample selection model to condition on negotiatalure, and the results remain valid. To
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sum up, the empirical results on the offered paynmeethod support the hypothesis that

equity is more likely to be used when bidder amgdhare connected.
[Insert Table 9 about here]
4.5. M&A performance.

We study the bidder’s announcement CARs over a&ttey event window [-1,1] (starting
one day before the first public announcement ofMi8&A (day zero) until one day after the
event) in order to examine whether connected M&#sexpected to perform differently than
non-connected ones. We find that the bidders’ CaR®nnected and non-connected M&As
are not statically different. In the regression mlsgdboth the variable Connection between
bidder and target (a dummy variable) and the tatahber of connections between them are
insignificantly related to the CAR, which implidsat the market does not take connections
into account when they evaluate the M&A transacfioot shown). We also cannot find a
relation between connectedness measured by DegekeClseness and the CARs. As
reported in the vast M&A literature on the meanpayment (see Martynova and Renneboog,
2008, for an overview), we also find that an aiftpayment is associated with more positive
market reactions. And a larger relative deal vane a larger bidder firm size also improve
the shareholders’ expected valuation of the deédahé@announcement). We conclude that we
reject Hypothesis 4; the market does not acknovddlg impact of connections on the M&A
process and valuation. An alternative explanatmridbe that even though connections may
be acknowledged by the market, their benefit doats autweigh their costs which are

reflected in insignificant expected returns.
4.6. The Bidder's CEO Compensation.

We also investigate whether or not CEOs receivégheln remuneration after completing
connected M&As, while we control for corporate peniance, CEO characteristics (tenure,
internal/externally hired, CEO-chairman duality)prgorate governance variables (e.g.
ownership concentration, board structure), andnfiie information. We find that director
connections between bidder and target or the CHi#Zgree and Closeness are not a

significant determinant of his bonus, whereas nm fperformance (ROA), CEO experience
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(tenure), and firm size (total assets) do explaet type of remuneration. Hence, in this
sample of UK bidders, we do not find convincingdance for a relationship between CEO

bonus and bidder-target connections and thus regadthesis 5.
4.7. Retention of Targets’ Directors.

To examine the target’s director retention, we réde¢bhe number of target directors who are
invited as directors on the board of the merged faind regress this dependent variable on
variables capturing the connectedness of biddetagdt. In order to avoid the identification
error that interlocked directors are already aadeon the bidder’s board (and thus on the
combined firm’s board), we only count the numberetfined directors that are not already
on the bidder’s board prior to the acquisition ammeement. |l.e., a director is only identified
as a retained director if he joined the compangréafie deal’'s completion. When focus on
Total Retention (model (1) of Table 10), we notitat the coefficients of both our connection
variables are significant and positive. This implibat the target directors (without prior
connections to the bidding firm) have a better clean remain on the board of the combined
firm when bidder and target are connected by meésbkared directors. Moreover, director
retention is more likely when the M&A is not hostilthe bidder and target are in the same
industry and when the bidder is larger and acquiregarget with an offer involving equity.
In addition, a larger bidding firm size, a highexsh ratio and a lower debt ratio are also
positively related to director retention. The aboegults support hypothesis 6 and are in line
with results in Ishii and Xuan (2010). However, gaential problem is that the number of
target director retention may be affected by tke sif the bidder’s board. Larger boards may
be more likely to have extra positions for new clioes than small and focused boards. In
order to remove the board size effect, we replaeedependent variable by the number of
target director retention scaled by the size oflbidooard. The result in models (2) of Table
10 reveals that the connections-related variabtesstll positive and that the number of
connections is significant at the 5% le¥eAs a robustness check, we use Heckman sample
selection models whereby the selection regressiting success versus failure of the M&A,

and we obtain similar results for the regressiama¢ign results. Lastly, Degree and Closeness

’ Since board size is missing for some company yésessample size of model (2) is smaller.
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on the company as well as the bidder's CEO lewelnart significant when included in the
above models. In other words, contrary to the diceanections between bidder and target,
the general network position of the bidder or hEdCdoes not seem to affect target director

retention.

[Insert Table 10 about here]

5. Conclusion.

In recent years, some scholars have applied gtegardtical methods in the research on the
impact of director networks on managerial decigimaking. They found relations between
networks and remuneration contracting, the manalgabour market (hiring and firing of top
management, attracting non-executive directorgparate restructuring, and firm and fund
performance. In this paper, we examine the effetteoconnections between the acquirer and
target firms on the takeover process, more spatlifioon M&A frequency, the M&A
negotiation success and duration, the means of @atym the offer, the M&A expected
performance (as reflected in the short term wesiditacts of the bidder), the bidder’s CEO
compensation subsequent to the M&A, and targetcttireretention rate in the merged
company. The idea is that direct connections enatle parties to gather information more
easily on the counter party which establishes trast that the overall network (which
includes the indirect connections) enable firmss¢out for suitable takeover targets and
collect relevant information on the whole takeowsarket. We find that director networks
play an important role in UK takeovers in the fallog way: First, we exhibit strong evidence
on the fact that connections through directorsbgtsveen bidder and acquirer lead to more
takeover activity. Not only direct connections beén bidder and target are important, but so
are the indirect connections of the board and tB® ©f the bidding firms. In a nutshell:
better connected companies are more active bid8ecaind, the above conclusion raises the
question as to whether connected bidders just make acquisition attempts or are more
successful in completing the M&A negotiations. Warmbnstrate that when a bidder and a
target have one or more directors in common, thbadility that the takeover transaction will

be successfully completed significantly augmentdy@direct connections have an impact on
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the M&A process but not the proxies for indirechnections of information collection. Third,
connections also significantly reduce the time usedhe negotiation process (both for
successful or failed negotiations). Fourth, we ekpleat connections yield an informational
advantage which could also build trust betweermptrées which would in turn be reflected in
the more frequent use of offers that involved gqui¥e confirm that equity is indeed used
more often when bidder and target are connectdth, Fhe market reaction to the M&A
announcement of the bidder is not related to cdaedetakeovers. This suggests that the
market either does not pick up that the two paitieslved are connected or that they do not
believe it to be important. Sixth, while earliesearch found a positive relation between a
CEO'’s level of connectedness and his remuneratvendo not find evidence that CEOs of
connected bidders are paid more subsequent to etingpla connected M&A. Finally, the
target directors (without prior connections to thdding firm) have a better chance to be

invited to the board of the combined firm when leiddnd target were directly connected.

The paper has contributed to our understanding&AMand director networks. At first sight,
interlocked directors and directors’ informationllection ability (proxied by centrality
measures) makes the M&A process more efficientddggee of connectedness increases the
number of M&A transactions, increases the succéssfunpletion rate, reduces the
negotiation time, and enables the bidder to offienitg. Still, it seems that the market does not
recognize the fact that the parties involved amneated or attaches little value to it as the
announcement share price reactions in connected $&#a small and not difference from

those of unconnected M&ASs.
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Table 1. (Connected) Acquisitions.

This table gives an overview of the number of asitjons by year (Column (1)) over the period 1985 t
2012 and the percentage of acquisitions by yeae(ban all acquisitions over the whole period) (Guoi
(2)). The table also shows the number (and pergehtaf connected acquisitions in which the biddet a
target firms share at least one director (Colun®)satd (4)). The last column shows the percentdge o
connected acquisitions (considering all acquisg)dry year. Source: SDC.

2 4
@ (2 @) 4) (5)

Number of DIStI’IbU.tI(.)r.1 o Number of connected Pistribution (_)f_ _ % of Connected
acquisitions all acquisitions acquisitions connected acquisitions acquisitions by year
over time (%) over time (%)
Year

1995 33 4.44 2 2.86 6.06
1996 49 6.59 7 10.00 14.29
1997 51 6.86 9 12.86 17.65
1998 65 8.75 7 10.00 10.77
1999 90 12.11 4 5.71 4.44
2000 66 8.88 1 1.43 1.52
2001 30 4.04 1 1.43 3.33
2002 21 2.83 1 1.43 4.76
2003 40 5.38 4 5.71 10.00
2004 27 3.63 3 4.29 11.11
2005 53 7.13 7 10.00 13.21
2006 42 5.65 5 7.14 11.90
2007 44 5.92 2 2.86 4.55
2008 41 5.52 3 4.29 7.32
2009 34 4.58 5 7.14 14.71
2010 32 4.31 4 5.71 12.50
2011 19 2.56 5 7.14 26.32
2012 6 0.81 0 0 0
Total 743 100 70 100

Average 9.42
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Table 2. Acquisitions by Bidder and Target I ndustry.

This table shows the percentage of bidders andt&hy industry. Source:

SDC.

Bidder Industry Sector

%

Target Industry Sector

%

Agriculture
Chemicals
Construction
Finance

Food
Furniture
Manufacturing
Mining
Printing
Retailing
Services
Telecommunication
Textile
Transportation
Utilities

0.54

Agriculture

4.17 Chemicals

3.23

Construction

28.94 Finance

3.1
0.4
9.29
4.71
4.31
9.29
21.27

Food
Furniture
Manufacturing
Mining
Printing
Retailing
Services

5.65Telecommunication

1.35

Textile

2.29 Transportation

1.48

Utilities

0.40
4.17
4.17
23.01
2.15
0.54
11.57
5.38
3.63
10.63
23.55
5.38
1.75
1.88
1.75
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Table 3. M& A Transaction Characteristics.

Panel A shows the statistics on the number of M&Aauncements per bidder over the sample period.
Panel B reports the target’s attitude towards tad.d~riendly means that the target board recommtral
offer; Hostile reflects that the target board offity rejects the offer but that the bidder pessisith the
takeover. Panel C reports the different types cdmeeof payment in the acquisition: all cash, alliggor
mixed offers. Panel D records the completion rgteubsample. Panel E reports the connections betwee
bidders and targets. The dummy variable Connedgédlg one if the bidder and target share at least o
director at the time of acquisition (according e most recent information prior to the acquisitiorhe
number of connections at the board level givesitireber of shared directors between the bidderageit
St.dev. stands for standard deviation. Panel Fepteghe negotiation time of the acquisition whish
defined as the difference between the announceameitompletion dates of the takeover. Panel G tepor
the deal size (in million GBP), the relative daaéqdeal size dividend by market value of the bigildand
whether target and bidder belong to the same settich we call a focused transaction (dummy= 1,@&nd
otherwise). Panel H reports the bidder CARs forthent windows: [-1,+1], [-5,+5] and [-10,+10]. Rhh
reports the number of directors from the targatiig the combined company after M&As. Note these
statistics have been adjusted for the number ohwamdirectors to avoid double counting. Source: SDC
Datastream and BoardEX.

Panel A. Number of M& A Transactions by Bidder

Number of deals by Number of Percentage
bidder bidders

1 374 72.9(

2 92 17.93

3 26 5.07

4 7 1.36

5 7 1.36

6 5 0.97

7 2 0.39

Total 513 100
Panel B. Attitude towar dsthe Takeover

Attitude Frequency Percentage

Friendly 704 94.75

Hostile 39 5.25

Total 743 100
Panel C. Payment Method

Payment method Frequency Percentage

Cash only 294 46.30

Equity only 202 31.81

Mixed 139 21.89

Total 635 100
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Panel D. Takeover Completion Rate

Total takeover

Group Completed Deals Success rate
announcements
All 609 743 81.97%
Not-Connected 542 673 80.53%
Connected 67 70 95.71%
Mean Standard Deviation T-statistic
Sample/mean
. Not-Connected 0.805 0.014
difference test 2.95
Connected 0.957 0.024
Panel E. Connectedness of Bidder and Tar get
N Mean St.dev. Min 25% Median 75% Max
Connected (dummy) 743 0.094 0.292 0 0 0 0 1
Number of connections 743 0.164 0.799 0 0 0 0 17
Number of connections
70 1.743 2.019 1 1 1 2 17
(for connected M&AS)
Panel F. Negotiation Time
N Mean  St.dev. Min 25%  Median  75% Max
Successful deals 594 59.602 49.141 23 56 85 293
Withdraw offers 129 60.333 52.646 1 26 45 82 256
All 723 59.733 49.747 0 24 55 83 293
Panel G. Deal Size, Relative Deal Size, and Focused Transaction
N Mean St.dev. Min 25% Median 75% Max
Deal size (GBP m) 578 143.392 211.155 0.050 14.3862.525 162.58 996.9
Relative deal size 544 1.733 20.770 0.0001 0.062 .2430 0.662 480.136
Focused M&A 743 67.2% 47.0% 0 0 1 1 1
Panel H. Cumulative Abnormal Stock Returnsfor the Bidder
CAR (%) N Mean  St.dev. Min 25%  Median  75% Max
[-1,+1] 666 -0.47 6.35 -37.96 -2.36 0.00 1.34 63.75
[-5,+5] 666 -0.94 940 -64.85 -4.30 -0.13 1.89 94.32
[-10,+10] 666  -1.37 1165 -72.28 -5.76 -0.21 3.22 52.75
Panel |. Target Director Retention
N Mean  St.dev. Min 25% Median  75% Max
Retention (all) 743 1.292 3.287 0 0 0 1 36
Retention (connected) 70 2.729 4.370 0 0 1 3
Retention (unconnected) 673 1.143 3.119 0 0 0 1

8 The outlier is Lasmo plc which acquired Monumeiita®d Gas plc with a market value of GBP 1.25biclvh

leads to the very high relative deal size. Lasme a@quired by ENI two years later.
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Table 4. Bidder Characteristics.
This table summarizes the corporate governancefiaadcial information on the bidders. Degree and
Closeness are the centrality measures of the biddée director networks. They are calculated o t
company level (C) as well as director level (D)x(S=ction 3). This table also reports board setarm on
assets (ROA), cash-to-assets ratio, debt-to-asg@isand total assets (in millions GBP).

N Mean St.dev. Min 25%  Median 75% Max
Degree (C) 341 6.21 5.17 0 2 5 9 29
Closeness (C) 311 0.41 0.14 0.07 0.25 0.43 055 905
Degree (D) 341 12.39 8.38 0 7 10 15 55
Closeness (D) 341 0.06 0.02 0.01 0.05 0.07 0.08 90.0
Board size 341 10.49 4.054 2 8 10 13 23
ROA (%) 615 4.44 6.53 -24.53 1.41 5.54 8.67 16.59
Cash-to-assets ratio (%) 511 31.36 26.13 0 10.71 4723 47.91 99.46
Debt-to-assets ratio (%) 643 0.21 0.17 0 0.05 0.18 0.33 0.76
Total assets (in mil. GBP) 668 153.25 171.01 472 8.82 81.78 218.02 734.80

Table 5. Connected Biddersand Tar gets.
This table measures the number of directly conetitens through director interlocks for different
samples: a. our takeover sample and b. random saropbidder and target matched-up groups of firms
(whereby the random samples are drawn from thesusevof all listed UK firms). The first row (simtilan
group (1)) reports the number of connections betwbe bidders in the sample and random targets. The
random targets belong to the same industry astidarget. For simulation group (2), we selearadom
company as a pseudo bidder for each target inaimple. Then, we examine whether the two companies
are connected via directors. Simulation group §3)ased on a similar simulation exercise, butttims
both the bidder and the target are randomly sele@tee final row is based on the bidders and tangethe

actual sample.

Simulation group (1)
Simulation group (2)
Simulation group (3)
Sample group

Bidder

Target

Percentage of
connected deals

From M&A sample
Random
Random
From M&A sample

Random
From M&A sample
Random
From M&A sample

4.38%
0.00%
2.63%
9.42%
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Table 6. The Number of M& As.

This table reports the OLS regression with the tmianber of M&As (panel A) and the cumulated number
of M&As (panel B) as the dependent varialidegreeand (normalizedTlosenessre used to measure the
bidder’s centrality in the network. (C) and (D)reda for networks on the company level and the threc
(here taken as the CEO) level, respectivédpard size measures the number of executive and
non-executive directors on the boaRelative boardsizés board size scaled by total ass&®Ais the
return to assets of the bidd@ash to total asseis the total cash and cash equivalents dividetbta}
assetsDebt to total assetsaptures the bidder’s leverage. We measure tleeo$ithe bidder by ittotal
assetsvalue (logarithm). Standard errors are betweeoKats; ***, **, * stand for statistical significarec

at the 1%, 5% and 10% level, respectively.

Panel A: Total Number of M& As

Average Degree (C) of bidder 0.044*
(0.023)
Average Closeness (C) of bidder 0.996
(0.673)
Average Degree (D) of bidder 0.017
(0.015)
Average Closeness (D) of bidder 4.742
(3.610)
Average Board Size -0.004 0.013 0.006 0.013
(0.034) (0.035) (0.034) (0.032)
Average ROA 0.001 -0.001 0.001 0.002
(0.007) (0.008) (0.007) (0.007)
Average Cash-to-total assets 0.003 0.002 0.003 40.00
(0.003) (0.004) (0.003) (0.003)
Average Debt-to-total assets 1.307** 1.396** 1.349* 1.291*
(0.564) (0.622) (0.568) (0.567)
Average Total assets (Logarithm) 0.011 0.034 0.032 0.037
(0.060) (0.064) (0.059) (0.058)
Number of Observations 191 169 191 191
R-squared 0.0773 0.0704 0.0659 0.0683
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Panel B: Cumulative Number of M& As

Degree (C) of bidder 0.079***
(0.018)
Closeness (C) of bidder 0.954*
(0.568)
Degree (D) of bidder 0.023**
(0.011)
Closeness (D) of bidder 6.952**
(3.111)
Relative board size 0.403 0.914** 0.653* 0.840**
(0.357) (0.386) (0.376) (0.349)
ROA 0.002 0.001 0.002 0.002
(0.005) (0.006) (0.006) (0.006)
Cash-to-total assets 0.002 0.002 0.002 0.003
(0.003) (0.003) (0.003) (0.003)
Debt-to-total assets 1.382%* 1.283** 1.403*+* 18B***
(0.429) (0.484) (0.445) (0.444)
Total assets (Logarithm) -0.052 0.023 0.002 0.027
(0.045) (0.045) (0.045) (0.041)
Number of Observations 258 231 258 258
R-squared 0.1645 0.1078 0.1125 0.1155
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Table 7. The Takeover Success Rate.

This table reports the logit regression resultghef success rate of M&A transactions: the dependent
variable equals 1 if the M&A was successful, anéiwWithdrawn. The network variables ail€onnected
(dummy)is a dummy variable which equals one if the bidded target is connected via common
director(s); Number of connectiongs the number of common directorBegree and (normalized)
Closenessneasure the bidder’s centrality in the networkhwiC) and (D) representing networks at the
company level and CEO level, respectively. We adriar: Same sector (dummgjuals one if the bidder
and target belong to the same indusdttgstile (dummyjs one if the target’s board rejects the Bitl,cash
payment (dummygquals one if the transaction is performed by medan all-cash payment, and zero in
case of all-equity or mixed paymeRelative deal sizis the transaction value in GBP scaled by the ntarke
capitalization of bidding compangtandard errors are between brackets; ***, ** &rgl for statistical
significance at the 1%, 5% and 10% level, respeltiv

1) (2) 3) (4) (5) (6)
Bidder and target are 0.834*
connected (dummy) (0.364)
Number of connections 0.317*
between bidder and target (0.188)
Degree (C) of bidder 0.091***
(0.033)
Closeness (C) of bidder 0.716
(0.802)
Degree (D) bidder 0.046**
(0.021)
Closeness (D) of bidder 3.985
(4.573)

Same sector (dummy) -0.046 -0.047 -0.220 -0.149 222. -0.228

(0.157) (0.156) (0.264) (0.269) (0.263) (0.260)
Hostile (dummy) -1.527*** -1.524%%*  -1.784*** -1.7@** -1.746*** -1.673***

(0.253) (0.253) (0.443) (0.423) (0.443) (0.419)
All cash paym. (dummy) 0.295** 0.285* 0.072 0.299 0.198 0.246

(0.143) (0.142) (0.236) (0.231) (0.223) (0.220)
Relative deal size -0.0004 -0.0005 0.0001 0.001 200 0.001

(0.003) (0.003) (0.005) (0.004) (0.005) (0.004)
Number of Obs. 542 542 256 231 256 256
R-squared 0.1186 0.1115 0.161 0.1263 0.1407 0.1139
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Table 8. Negotiation Time.

Panel A reports the (left censored) Tobit regressesults of the negotiation time in M&A transaaoso
Negotiation time is the difference between annommre and accomplishment dates. Two network
variables are used to measure the connectednegsdoethe bidder and targ€onnected (dummyggquals

1 if the bidder and target is connected via comutioector(s) and 0 otherwisBlumber of connectioris

the number of common directors between bidder argt. Degree and (normalized) closeness are ased t
measure the bidder’s centrality in the network. g@nds for networks on the company level. We oge f
variables to control for deal nature and for tradler’s characteristic§ame sector (dummgguals 1 if the
bidder and target belong to the same industrgstile (dummyjs 1 if the target's board rejects the bid (for
whatever reason)ill cash payment (dummyquals 1 if an all-cash offer is made, and O isecaf
all-equity or mixed offersRelative deal sizés the transaction value in GBP scaled by the ntarke
capitalization of bidding compan@ash-to-total asseis calculated as the total cash and cash equigalen
divided by total assetf)ebt-to-total assetss the capital structure of bidder. The biddeizss the
logarithm of total assetsvalue (book value). Panel B expands the previoodats by including the
centrality measures at the company level. Standamts are between brackets; ***, ** * stand for
statistical significance at the 1%, 5% and 10%l|eespectively.

Panel A: Negotiation time

Success All
Bidder and Target are -21.141* -21.501**
connected (dummy) (8.787) (8.902)
Number of connections -9.955** -10.119**
between bidder and target (4.899) (4.965)
Same sector (dummy) -8.973 -9.401 -7.690 -8.041
(5.920) (5.945) (5.587) (5.606)
Hostile (dummy) 36.554** 37.297* 9.714 10.254
(17.564) (17.597) (10.782) (10.795)
All cash payment (dummy) -42.360%** -42.040%** 5 07 W Rl -36.746%**
(5.821) (5.829) (5.381) (5.387)
Relative deal size 1.960 1.987 -0.043 -0.034
(1.703) (1.707) (0.788) (0.790)
ROA 0.098 0.099 0.100 0.101
(0.142) (0.142) (0.137) (0.137)
Cash-to-total assets 0.056 0.074 0.042 0.057
(0.116) (0.117) (0.109) (0.109)
Debt-to-total assets 0.364 3.234 -0.749 1.656
(19.119) (19.085) (17.852) (17.829)
Total assets (logarithm) 8.815%** 8.705%** 6.787*** 6.684***
(1.676) (1.678) (1.574) (1.575)
Number of Observations 331 331 392 392
R-squared 0.0244 0.0238 0.016 0.0155
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Panel B: Negotiation time

Connected (dummy)

Number of connections

Degree (C)

Closeness (C)

Same sector (dummy)

Hostile (dummy)

All cash payment (dummy)

Relative deal size

ROA

Cash-to-total assets

Debt-to-total assets

Total assets (logarithm)

Number of Observations

R-squared

Success All
-26.635** -29.992**
(13.256) (13.324)
-18.860** -21.006**
(8.678) (8.735)
2.759** 2.811* 2.076** 2.126**
(1.099) (1.097) (1.031) (1.030)
-75.141* -77.875** -57.779** -60.904**
(30.220) (30.101) (28.252) (28.160)
-5.455 -6.317 -5.110 -5.939
(8.910) (8.949) (8.585) (8.620)
82.080** 83.151* 33.939* 34.520*
(37.051) (36.981) (18.114) (18.072)
-40.198** -40.173** -3R9*+* -38.671**
(8.568) (8.560) (7.990) (7.984)
0.114 0.078 -0.329 -0.350
(2.170) (2.167) (1.244) (1.243)
-0.279 -0.249 -0.115 -0.086
(0.325) (0.326) (0.316) (0.316)
-0.243 -0.228 -0.125 -0.109
(0.193) (0.193) (0.172) (0.172)
3.998 8.469 3.523 7.926
(25.918) (25.810) (24.697) (24.600)
2.657 2.348 2.422 2.111
(3.004) (3.003) (2.795) (2.795)
166 166 192 192
0.0255 0.026 0.0193 0.0198
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Table 9. The Means of Payment.
Panel A presents the results of logit regressiortbe type of means of payment in the offer. Thzeddent
variable in Models (1) equals 1 if the M&A is conded with an offer that includes equity (an allié&gu
transaction or a mixed payment), and equals zecase of an all-cash payment. In Models (2), wethes

use of offers involving cash (in case of cash otedipayment the dummy equals one, and equalszero i

case of an all equity offerConnected (dummyquals one if bidder and target is connected amanton
director(s).Number of connections the number of directors that a bidder and taspare Same sector
(dummy)equals one if the bidder and target are from émeesindustryHostile (dummyjs one if the offer

is (initially) rejected by the target’'s boaii@elative deal sizes the transaction value scaled by the market

capitalization of bidding companROAis the bidder’s return to asseBash-to-total asseis the total cash
and cash equivalents divided by total asdeé&bt-to-total assetss of the bidder’s leverage. Sizetital

assets’hook value (logarithm). Panel B gives the resoft$obit (left and right censored) regressions on
the means of payment. The dependent variable ipgheentage of cash in the offer. Standard ernas a

between brackets; ***, ** * stand for statisticsignificance at the 1%, 5% and 10% level, respelstiv

Panel A: Type of Offer

Connected (dummy)

Number of connections

Same sector (dummy)

Hostile (dummy)

Relative deal size

ROA

Cash to total assets

Debt to total assets

Total assets (logarithm)

Number of Observations

R-squared

All equity or mixed payment

All cash or mixed payment

0.646*
(0.357)

0.168
(0.228)
0.332
(0.463)
0.254*
(0.137)

-0.007
(0.006)
0.003
(0.004)
0.227
(0.734)
-0.217%+
(0.065)

403
0.0670

0.3011
(0.204)

0.177
(0.228)
0.315
(0.462)
0.251*
(0.137)

-0.007
(0.006)
0.002
(0.004)
0.149
(0.731)
-0.212%+
(0.065)

403
0.0651

-0.936**
(0.366)

-0.147
(0.259)
-0.723
(0.463)
-0.003
(0.033)

0.015**
(0.006)
-0.002
(0.005)
1.277
(0.878)
0.300%
(0.077)

403
0.1077

-0.343*
(0.203)

-0.151
(0.258)
-0.656
(0.461)
-0.002
(0.032)

0.015**
(0.006)
-0.002
(0.005)
1.411
(0.872)
0.289%+
(0.075)

403
0.1004
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Connected (dummy)

Number of connections

Same sector (dummy)

Hostile (dummy)

Relative deal size

ROA

Cash to total assets

Debt to total assets

Total assets (logarithm)

Number of Observations
R-squared

Panel B: Percentage of Cash in Offer

-87.504**
(35.802)

-16.747
(22.485)
-55.774
(43.862)
-3.310
(3.084)

1.148*
(0.601)
-0.218
(0.434)
31.656
(71.288)
29,581+
(6.920)

395
0.033

-36.905*
(19.948)

-17.626
(22.630)
-53.178
(44.009)
-3.280
(3.100)

1.160*
(0.605)
-0.166
(0.437)
41.564
(71.364)
29.078**
(6.913)

395
0.0312
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Table 10. Target Director Retention in the Combined Firm.

The table reports the results of regressions ferrdéiention of the targets’ directors in the coreldin
company subsequent to the M&A. The dependent VariatModels (1) (Poisson model) is the number of
unconnected targets’ directors joining the combinehpany’s board while this variable in Models (2)
(OLS) is the number of retained directors as ageage of the bidder’s board. Two variables arel tise
measure the connections between bidder and t&getiected (dummya dummy variable which equals 1
if bidder and target are connected via (a) dirgsjgNumber of connectiontje number of directors which
bidder and target have in comm&ame sector (dummgyuals one if bidder and target are from the same
industry.Hostile (dummyis 1 if the M&A is considered as hostile by thegi. All cash payment (dummy)
equals one if the transaction is completed wittallicash payment and zero in case of an all-equrity
mixed offer. Relative deal sizés the transaction value scaled by the markettaigation of bidding
companyROA:Is the bidder’s return on asseBash-to-total asseis calculated as the total cash and cash
equivalents divided by total assdiebt-to-total assets used to measure the capital structure of bidder
The size of the bidder is thetal assetvalue (logarithm). Standard errors are betweeckats; ***, **, *
stand for statistical significance at the 1%, 5% 40% level, respectively.

1) )
Total Retention Total Retention/Board Size
Connected (dummy) 0.653*** 0.127
(0.103) (0.080)
Number of connections 0.381*** 0.094**
(0.046) (0.044)
Same sector (dummy) 0.400%*** 0.446%** 0.081 0.088*
(0.094) (0.095) (0.054) (0.054)
Hostile (dummy) -0.484* -0.486** -0.111 -0.110
(0.218) (0.218) (0.120) (0.119)
All Cash -0.505*** -0.490*** -0.056 -0.056
(0.086) (0.086) (0.050) (0.049)
Relative deal size -0.023 -0.023 -0.001 0.0003
(0.018) (0.018) (0.008) (0.008)
ROA -0.006*** -0.006*** 0.003 0.003
(0.002) (0.002) (0.002) (0.002)
Cash-to-total assets 0.004** 0.003* 0.002* 0.002*
(0.002) (0.002) (0.001) (0.001)
Debt-to-total assets -1.051%** -1.089*** -0.067 aB8
(0.302) (0.299) (0.155) (0.154)
Total assets (logarithm) 0.108*** 0.104**=* -0.007 0.006
(0.024) (0.024) (0.016) (0.015)
Number of Observations 403 403 220 220
R-squared 0.0744 0.0806 0.0566 0.0662
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Appendix A: Variable Definitions.

Variable Name

Description

Source

Dependent variables

Takeover success rate

Equals 1 if the M&A was successful, and 0 if witin

Thomson Reuters SDC

Negotiation time

The gap between the announcement of the
completion or failure of the negotiations and tlrstf
public announcement of that takeover negotiatiams

taking place

feal

Thomson Reuters SDC
a

All equity or mixed payment

Equals 1 if the M&A is completed with an all-equity
mixed payment (equity and cash, and potentiallyhv

loan notes)

itThomson Reuters SDC

Cumulative abnormal stock returns (CARS)

Cumulative abnormal stock return over an event aind

around the first public announcement

Datastream, calculation

Total director retention

The number of target directors joining the boardhef

bidding company subsequent to the takeover traiosac

BoardEx, Manifest, Thomson Reute

One Banker

rs

Director retention as a percentage of bidder boa

=
o

Total director retention divided by the bidder'sabb size
priori to M&A

Boardex, Manifest, Thomson Reuters O

Banker

ne

Centrality and connections

Degree (C)

Number of companies connected by common directo

s oardex,Manifest, calculation

Degree (D)

Number of directors connected to the bidder CEO

ré@@aManifest, calculation

(normalized) Closeness (C)

The inverse of the sum of geodesic distances fridiahel
to all other companies, scaled by total number

reachable companies in the network

@&oardex,Manifest, calculation

(normalized) Closeness (D)

The inverse of the sum of geodesic distances frioiahel
CEO to all other directors, scaled by total numbgr

reachable directors in the network

Boardex,Manifest, calculation

Connected (dummy)

Equals 1 if the bidder and target have directors i

common

in
Boardex,Manifest, Thomson Reuters Sl

Number of connections

The number of shared directors between bidderangett

Boardex,Manifest, Thomson Reuters S

Number of connections/directors

Number of connections divided by the bidder’'s bcare

Boardex,Manifest, Thomson Reuters S

M& A characteristics

Same sector (dummy)

Equals 1 if the bidder and target belong to sarntse

Thomson Reuters SDC

Hostile (dummy)

Equals 1 if the M&A is hostile

Thomson Reuters SDC

All cash payment (dummy)

Equals 1 if the M&A is paid in cash only

Thomsonuies SDC

Relative deal size

Transaction value (in GBP) scaled by the man

capitalization of bidding company

ket
Thomson Reuters SDC, calculation

Total relative deal size

The sum of the transaction values of all M&As in
financial year scaled by the market capitalizatimin

bidding company

a

Thomson Reuters SDC, calculation

Multiple deals

The number of M&As announced on the same day by

bidder

the
Thomson Reuters SDC

(Cumulative) number of M&As

The number of M&As bypalder over the sample perig

d Thomson Reuters SDC

Bidder characteristics

ROA (%)

Net income prior to tax and interest divided byatq

t Datastream
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assets, and then multiplied by 100

Relative board size

Board size divided by total number of directorstba

Boardex,Manifest,Datastream,

board calculation
Total cash and cash equivalents divided by totsg¢tas

Cash to total assets (%) Datastream
and then multiplied by 100
Sum of short-term and long-term debt divided bwltgt

Debt to total assets (%) Datastream
assets, and then multiplied by 100
Sum of total current assets, long-term receivables,
investment in unconsolidated subsidiaries, other

Total assets Datastream

investments, net property plant and equipment dhelrg

assets. We take the logarithm of total assets.
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