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Abstract

Mergers and acquisitions offer a framework for stieg new light on the stock market performance
of socially responsible investments. We use thevast’s Intangible Value Assessment (IVA) ratings
as a measure of firms’ ability to cope with soeatl environment risks. The IVA ratings allow us to
uncover a positive relation between acquirer gaamsl the level of the targets’ social and
environmental risk management practices. Our figglinuggest that the stock market rewards the
acquirer for making socially and environmentallgpensible investments. The gain is substantial; a
one-unit increase in the target’'s IVA rating leadsan abnormal gain of $1.2 million for the
shareholders of an acquirer firm worth $100 milliorequity value.
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Do financial markets care about SRI? Evidence from mergersand
acquisitions

1. Introduction
Socially responsible investing (SRIhas developed to a remarkable extent worldwide.
According to the Social Investment Forum (2007%eésin SRI portfolios have increased by
more than 324% (from $639 billion in 1995 to $2f¥illion in 2007), while in the same
period, total assets under professional manageimengtased by less than 260% ($7 trillion to
$25.1 trillion). The same trend appears in Eurapg.( see Eurosif's 2008 study on European
SRI)2

The rapid development of the SRI market has a#ddaanterest from the academic
community, yet debate still rages regarding whefimamcial markets care about social and
environmental dimensions. Empirical results havenbmixed. Derwall et al. (2005) argue
that SRI improves portfolio performance, accordioghe eco-efficiency scores they use to
rank U.S. companies and construct mutually exctugiertfolios. The portfolio that features
stocks with the highest scores outperforms thef@mtof stocks with lower scores by 6%
per annum during 1997-2003. Bauer et al. (2003¢ausreport that SRI funds in the United
States and United Kingdom yield the same risk-ddfigeturn, on average, as traditional
funds. In a more recent international study, Renoglet al. (2008) indicate that SRI funds in
the United States, United Kingdom, and many contale European and Asia-Pacific

countries underperform their domestic benchmarks-B®2% to —6.5% per annum. This

! According to the definition provided by the Sodiavestment Forum (2007), SRI is “an investmentcpes
that considers the social and environmental coresps of investments, both positive and negatiuhjmthe
context of rigorous financial analysis.”

2 The study is available on Eurosif's Web site atwewurosif.org.
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result seems consistent with the proposition thatstors pay a price for their ethics. Fisher-
Vanden and Thorburn (2008) reveal that voluntamporate environmental initiatives yield
negative stock performance, according to a samplg8oU.S. firms that joined Climate
Leaders, a program related to climate change, &atl $uffered significantly negative
abnormal returns around the date of their annouenénThis result suggests that corporate
commitments to reduce greenhouse gas emissions amafjict with shareholder value
maximization goals.

In view of these contradictory results, the questad whether SRI provides value
creation or destruction for shareholders remaimgelst open. We therefore conduct an
analysis based on mergers and acquisitions (M&Aghted a new light on this question. We
focus on a sample of listed acquirers and measesdthveffects according to stock market
reactions (i.e., abnormal returhom event study methodology) to the announceniémnis,
we can analyze the impact of targets’ social amdrenmental performance on acquirer
gains. Our measure of the target firm’s environrakand social performance comes from the
Innovest group’s social and environmental perforoearatings.

To the best of our knowledge, social and envirortalesimensions in M&A decisions
generally have been overlooked in finance litemturet M&A markets offer interesting
frameworks for complementary insights on the apilaf SRI to generate financial

performance. In M&A transactions, the investor is@npany, not a fund manager or an

% In an efficient market, abnormal returns aroundammouncement date measures the wealth creation for
shareholders.

* Some studies in other research fields appraistajinvan M&A context, the relationship among compshi
ethical behaviors (e.g., ensuring employee sequésing practices), organizational commitment, angloyee

job performance (e.g., Lin and Wei, 2006; Syrjaid aakala, 2008).
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individual investor, so acquirer stock price reaas to the announcement of an investment
decision provides a direct measure of the gaincatsal with the decision.

An important benefit of this framework is that ¥oads endogeneity issues between
environmental (and/or social) performance and fomEnperformance. The direction of
causation is not well established in the literatuteis unclear whether SRI improves
performance of the firm or if well-performing compes are more willing to make SRI
because they have the necessary financial resodoce so (see Fisher-Vanden and
Thorburn, 2008). Endogeneity is an issue in theetditerature because it is almost always
the environmental performance and concurrent firgdperformance of the same firm that
are related. In the M&A framework, we relate theafcial performance of the acquirer to the
environmental performance of the target; theseveoadifferent firms.

Our results confirm that SRI is value creating $tvareholders within the context of
M&A announcements. Acquirer abnormal returns arsitp@ly associated with targets’
social and environmental performance. The gaircamemically substantial. An increase in
the target rating by one unit (over a 7-unit scgalleads to an abnormal gain of 1.2% for
acquirer shareholders. For an acquirer worth $10@omin equity, this represents a dollar
gain of $1.2 million. We show also that abnormalmnes to target shareholders increase in
the level of the target rating, but the impacteassl| significant. This result indicates that the
acquirer’s positive gain does not stem from a lopremium paid to target shareholders.

We organize the remainder of this article as foouw Section 2, we lay out our testable
hypothesis. Then, we consider the sample of M&Arplest ratings, and empirical methods

in Section 3. Section 4 is devoted to the empicellysis. Section 5 concludes.



2. Resear ch question

Within our M&A framework, the investor represents tacquiring company. A significant

corporate finance literature investigates the deftents of an acquirer’'s abnormal returns
around M&A decision announcements and identifies thost important one to be the
payment means, the target’'s status, the relatze ai the deal, and uncertainty about the
target's valuation (for a review, see Betton et 2008). We propose adding a novel
determinant to this list, namely, the target’s iépito cope with social and environmental

risks (i.e., social and environmental performanicene target).

If SRIs are value-creating decisions, acquirer atmab returns should have a positive
relationship with the level of social and enviromtas performance of the target. Several
arguments support this value-creation hypothesasaeSauthors argue that increased social
and environmental performance can enhance a fiinpsit—output efficiency, improve
employee and customer satisfaction, generate newkemaopportunities, or signal
management quality (e.g., Fombrun and Shanley, ;1P8&ter and van der Linde, 1995).
Socially and environmentally responsible activitieay also enhance a firm’s standing with
financial market participants (such as bankersarfomal intermediaries and investors) and
governments. This reputation effect may improvérra’é access to financing sources (see,
e.g., Spicer, 1978; Moussavi and Evans, 1986; M&Get al., 1988). In this context,
acquiring a socially responsible firm could begnsi, sent by the acquirer, about willingness
to increase or maintain social and environmentakesting and manage social and
environmental risks.

Therefore we hypothesiza positive relation between acquirer gain and thegét’s

social and environmental performanaghin our M&A framework.



3. Data and methods

3.1. Environmental and social performance

To measure the firm’s ability to cope with sociadaenvironmental risks, we use data
obtained from Innovest Strategic Value Advisorsrélaéer, Innovest), a financial service
leader that analyzes the economic impact of enmemtal and social issues. The Innovest
group provides several ratings of firms’ environtagnsocial, and governance performance.
We use the Intangible Value Assessment (IVA), whisha composite measure of 120
performance factors, including innovation capacpypduct liability, governance, human
capital, emerging markets, and environmental oppdres and risk. We also employ two
specific components of the IVA score: environmer(aNV) and social (SOC) ratings.
Several recent articles use these ratings as well, Becker and Gluck, 2004; Derwall et al.,
2005; Ringov and Zollo, 2007). However, to the m#stur knowledge, ours is the first study
to use Innovest ratings as potential determinahteealth effects associated with M&A
transactions.

Companies earn high IVA, ENV, and SOC scores bybstihg low environmental or
social risks and a strong strategic position thmatbées them to capture environmentally or
socially based profit opportunities. Innovest’s hwgtology not only reflects historical
environmental and social performance but also iflestfuture environmental and social
risks and opportunities. Another strength is tiha lnnovest method rates firms relative to
other firms in their industry.

The Innovest database provides IVA ratings for 2Q007. Table 1 describes the

Innovest ratings, which go from AAA (best) to CO&ofst).

[Insert Table 1 about here]



3.2. Merger and acquisition announcements

We extract the M&A sample from the Thomson SeasitData Company (SDC)
database. We impose the following sample selectiberia: (1) completed deals announced
between 2000 and 2007, (2) deal size greater thamifhion, (3) percentage held by the
acquirer after the deal equal to 100%, and (4)\esbratings available for the target.

The last criterion reduces the sample size drdistic@ur sample therefore encompasses
117 different deals for which we have at least ohthe three Innovest ratings (IVA, ENV,
or SOC) for the target. Table 2 provides the sard@#&ibution by announcement year. Our
sample deals concentrate in the most recent timedéi.e., 77.78% of the deals were
announced during 2005-2007), likely because coeelggthe Innovest database is greater
for more recent periods. Table 3 presents the nuofbabservations for which we can match
M&A deals with Innovest ratings. The availability control variables constraints the size of

samples used in the regression analyses further.

[Insert Tables 2 and 3 about here]

3.3. Abnormal stock performance

Since Fama et al. (1969) published their study,ateepted method for isolating the
impact of a particular event on market valuatiathe event study methodology. In the first
step, we construct a model for normal returns, iathe individual firm returns that would
have occurred in the absence of the event. Weheséotlowing market model to estimate
these normal returns:

Rit = oj + BjRwmt + &jt, (1)



where R is the observed return for firm j on day ti:Rs the return of a concurrent local
country stock market index on dayof;andp; are, respectively, the estimated ordinary least
squares (OLS) regression intercept and slope;eansl the regression residuallhe stock
market data come from Datastream. We estimate thkkah model parameters over the
period from event day —-250 to event day —10, whevent day O is the acquisition
announcement date. Before computing the correspgnéturns, we convert all local prices
and stock indices into USD denominated prices,gulie appropriate exchange rt€he
abnormal return (AR) for day t corresponds to tlieence between the observed return on
day t and that estimated using the market model:

ARjt = Rt — (o5 + BjRw). (2
To compute the cumulative abnormal return (CAR), determine, for each firm, the
abnormal return across the three days around theuagement day (from day —1 to day +1,
where day 0 is the announcement day).

At the deal level (considering both the acquired dine target), we follow the same
approach as in Wang and Xie (2009). We first formahie-weighted portfolio of the two
firms. Then, market model parameters are estimasauy the portfolio return data for the
period (—250, —10). The weights for the acquired #me target are based on their market
capitalizations on the 0trading day prior to the announcement date. Simeehave an
international sample of M&As, which includes bothneestic and cross-border deals, we

adjust the market model as in Aktas et al. (2004):

®> Brown and Warner (1980, 1985) confirm the robussnef the short-term event study method to thecehof
the return generating process.

® Aktas et al. (2004) and also Campbell et al. (3@@9nonstrate the robustness of the event studyaueo the
use of local versus U.S. dollar—denominated préceklocal versus world indices.
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- When the acquirer and target are listed on the stowk exchange (domestic deal),
normal returns are estimated using the classicatfactor model as in Equation 1
here above (i.e., we regress the portfolio retunnttte concurrent country market
index);

- When the acquirer and target are listed on diffestock exchange markets (cross-
border deal), we include both the acquirer andtéinget local indices in the market
model regression as follows:

Rot = ap + BpACQmt + YpTARM: + &pt, 3)
where Ry is the observed portfolio return for deal p on ¢a&CQw: and TARy are
market index returns from the acquirer and targentries, respectively.

The countries involved in the sample, the corredpanlocal stock market indices, and their
currencies appear in Table 4.

[Insert Table 4 about here]

In Table 5, we report summary statistics about mequtarget and deal CARs. The
average acquirer CAR is negative (—0.87%) and gmifstant at the 5% level, largely
consistent with prior literature, which shows thatjuirers’ CARs around the announcement
date equal at best zero or are slightly negatiee. dxample, the average acquirer CAR is
—0.7% in Andrade et al. (2001) study of U.S. acgmgirand —0.15% for a sample of 583
international acquirers investigated by Aktas et @004). Neither result is however

statistically significant at conventional levéls.

" However, recent empirical studies focusing onedarsamples report slightly positive (1.5%) but #igant
abnormal returns for U.S. acquirers (e.g., Moedieal. 2004). The positive abnormal returns in ¢hstuidies
result mainly from the inclusion of smaller andvate target deals as well.

9



[Insert Table 5 about here]

The average target CAR is 9.25%, significantly lowan in previous U.S. studies.
Mulherin and Boone (2000) find a target CAR of 20.;h a sample of 281 combinations
during 1990-1999, and Andrade et al. (2001) repot5.9% return during 1990-1998.
However, Campa and Hernando (2004) report an age@R of 3.93% for European
targets, and Aktas et al. (2004) find an averaggetaCAR of 10.15% for a sample of
international deals passed the regulatory actibtiseoEuropean Commission.

For the combined firms (acquirer plus target), €abl displays significant wealth
creation effects for shareholders around the anteent day. The average CAR at the deal
level is 1.30%, statistically significant at the 3&%el. Thus, our sample deals appear to be
synergistic combinations, and much of the syner@ynsgyaccrue to target shareholders. The
deal CAR is very close to previously reported ress(g.g., 1.5%, Aktas et al., 2004; 1.4%,
Andrade et al., 2001).

In the next section, we explore whether the qualitthe target in terms of its social and
environmental risk management (as reflected by uasbrating) influences the firms’ and

deal’s abnormal returns.

4. Findings

4.1. Do socially responsible investments pay?

In Table 6, we present multivariate regressionyas®s, in which the variable of interest is the
target rating. We use a discrete version of théalb&s and apply the following coding: The

variable takes a value of O for the lowest rati@C, see Table 1), and it increases by
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increments of 1 as it moves to the next highengatThe variable takes a value of 6 for the
highest AAA ratind® Thus, the variable increases with the abilitytof target to cope with
environmental and social risks.

Regarding the econometric approach to the regmessio address non-normality and
small sample issues, we use a percentile t-boptsipproach for the statistical tests of
significance (see Efron and Tibshirani 1993). Fritve original data matrix, we draw, with
replacements, 1,000 bootstrap samples with the saumgber of observations as in the
original sample. For each of these bootstrap sanple run an OLS regression with White-
adjusted standard errors to obtain the heteroskedasbust student statistic of the
coefficients for the bootstrap samples. The adjudbeotstrap t-statistics provide the
empirical distribution for comparison against th&tdtistic obtained from the original data,
which produces a bootstrgpvalue estimate.

[Insert Table 6 about here]

Table 6 shows the effects of target’s social andrenmental rating on acquirer CAR
(Panel A), target CAR (Panel B) and deal CAR (P&elFor each panel, we report three
multivariate regressions: variable of interestsg@a rating) are the IVA rating in column 1;
the environmental and social components of the Mfing in column 2 and column 3,

respectively.

® The discrete coding of the variable of interestuases that the variation in quality between twossgient
ratings is homogeneous throughout the rating schdime use of a score version of the rating, instefatthe
discrete rating, does not alter our conclusiong rEsults are available on request from the authors
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Each specification also includes the following ecohvariables: deal size, relative size,
cash, related, cross-border, number of bidders,cantfol transaction. Variable definitions
are stated in the legend of Table 6.

In Panel A of Table 6, the dependent variable s #fcquirer's three-day abnormal
returns. Both the general IVA rating and its twomgmnents (ENV and SOC) have
significant positive impacts on the acquirer's CARa increase in the target rating increases
acquirer abnormal returns. Investors seem to vedweally and environmentally responsible
investment decisions positively. The effects of thgngs are economically significant. For
the IVA rating, an increase in the target ratinglbynit (for example, a target moving from
rating BBB to rating A, see Table 1) leads to arease in the acquirer CAR by 1.2%. This
corresponds to an abnormal change of $1.2 milliomarket value for an acquirer having a
size of $100 million in equity.

Concerning the control variables, consistent with literature, related deals (acquirer and
target from the same industry) and acquisitionyfyiaid in cash generate higher abnormal
returns for acquirer shareholders (see, a.o., #sa\1987; Goergen and Renneboog, 2004;
Betton et al.,, 2008). Cross-border deals affectumeg abnormal returns negatively,
suggesting that these deals are seen to be mdane (0s less synergistic) from acquirer
shareholders point of view. The coefficient is oslgnificant for the second specification
which uses the ENV rating as variable of intereskbo and Thorburn (2000) report similar
evidence within the US and Canadian contexts. Bza and relative deal size also have
signs that are consistent with the literature,oitthout being significant (i.e., large deals are
known to be more wealth destroying, and small aegsiitend to make better deals (see

Moeller et al., 2004; 2005)).
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Panel B of Table 6 is devoted to the multivariatalgsis of the target CAR. Compared
to the results obtained for acquirers, wealth ¢$féa target shareholders seem to depend less
on target own rating (see Panel B). The IVA ratamgl the social component of the IVA
rating are only marginally significant, witp-values of 0.10 and 0.09, respectively. This
result seems to indicate that investors are awltieeoSRI behavior of targets and that stock
market prices already include a premium for SRlisTRsult also suggests that the positive
impact on acquirer CARs does not come from a Igwige paid to target shareholdérsAt
the deal level, the most value-creating (or syrsigi deals are combinations with targets
that have earned higher environmental ratings Rseeel C), which is also consistent with our
value creating hypothesis.

Overall, our result supports the idea that SRI es@nts a positive net present value
project for acquirer, according to financial magketssessments at the announcement of the

deal.

4.2. Additional checks

Besides the authors who suggest that SRI is vakaging, there are other scholars who argue
that social and environmental responsibility migktachieved only to the detriment of the
firm's financial performance, therefore viewing SR$ value destroying decisions for
shareholders. Walley and Whitehead (1994) arguegekample, that adopting ethical or
higher social and environmental standards will dlate into higher costs, which negatively

affects the competitiveness and profitability of firm.

® We have also checked whether the target ratinguhasipact on bid premium. The multivariate analysithe
bid premium reveals that none of the variable tdriests are significant (unreported result).
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In fact, a positive coefficient associated with theget rating variable in the regression
explaining acquirer CAR in Table 6 could also bempatible with SRI being value
destroying for shareholders. Consequently, if Soesponsibility cannot be achieved without
destroying shareholder value, socially responsiblapanies should be more frequent targets
of disciplinary takeover bids according to the ttyeof the market for corporate control
(Manne, 1965; Jensen and Ruback, 1983). This thetates that disciplinary mergers are
‘motivated by target management’s failure to maenszareholder value and the bidder’s
desire to create value by correcting the suboptioaaiduct (Bratton, 2007, p. 6). Morck et
al. (1989) or Servaes and Tamayo (2009) asserhtisile bids (i.e., bids opposed by target
management) are often disciplinary merd@rslowever, the empirical evidence regarding
external governance exerted by disciplinary hossikeovers is mixed in the literature.

In this section, our aim is to check whether thesiglinary explanation is at work in our

sample. We perform three additional tests for pligpose.

% In our sample, only 5% of the deals (6 deals duitl¥) are depicted as hostile deals by the firenmiess.

We use Factiva to analyze the news around the aiceoent dates of our sample M&As.

™ On the one hand, there is some evidence in @mlfiire regarding value creation stemming fromiplisary
hostile takeovers. Morck et al. (1989) document tiastile takeovers are often related to agencylpros in
the target firm or its industry. Mitchell and Lefit®90) show that bad bidders (companies that argdeealth
destroying acquisitions) become good targets inftitere (value creating investment decision for fimal
acquirer). More recently, Servaes and Tamayo (2808)v that rival companies of hostile targets redagency
costs following the announcement of the mergertt@nother hand, there are also some studies tjeat the
idea that the market for corporate control fundi@s a disciplinary device for poorly managed cargs
Franks and Mayer (1996) report little evidence tiwtile takeovers are driven by poor performanaa o the
deal announcements, and Schwert (2000) providedeese suggesting that hostile takeovers do noerdiff
substantially from friendly takeovers.
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Test 1.If the wealth creation comes from sanctioning SRémsive companies then on
average we should observe SRI intensive targetgyb@mught more often by less SRI aware
acquirer in our sample. This is our first additibclaeck.

The two-entry Table 7 compares the ratings of ttiumer and the target. The grey area
denotes the deals for which the rating of the taigéigher than the rating of the acquirer.
For the IVA rating, the target earns a higher @timan the acquirer in 29% of the cases (19
of 65 deals). This proportion is statistically sigrantly less than 50%. The corresponding t-
statistic equals 3.73. The proportion is almost the same for the envirental and social
ratings (unreported). This simple univariate testnot consistent with the idea that SRI
intensive companies are taken over more often i&eiglinary purposes. On average, our
results instead suggest that the acquirer tenfle @t least as good as the target in its social

and environmental risk management.

[Insert Table 7 about here]

Test 2.1f stock markets value SRI negatively, accordingtiie disciplinary view of
mergers, stock markets’ reactions (acquirer abnbretarns) should be more positive when
the social and environmental rating of the targegreater than that of the acquirer. Then, the
positive impact on acquirer abnormal returns waefltect the anticipation of wealth creation
due to the replacement of target management becaiusts having wasted too many

resources on socially responsible investment.

12 The t-statistic is computed using the followingrfoa: t-statistic = (0.50 g)/[p*(1-p)/N]*?, wherep is the
proportion of targets with higher rating than biddé9%), andN is the sample size.
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To capture this idea we define a variable which suess the spread between the target
rating and the acquirer rating; the higher the agpyrehe better the target is relative to the
acquirer in terms of SRI practices. We then reptidhe regressions in Panel A of Table 6
with this additional variable to assess whethemtlagket positively values lower SRI bidders
taking over higher SRI aware targets. The coefficief this new variable, denoteadting
spread (target rating minus acquirer rating) in Tables8not statistically significant for any
of the three SRI indices. Investors seem not theevthe difference of rating between the
target and the acquirer. However, investors rewedjuality of the target (i.e., target rating
variable is statistically significant). Again, wétain a result that is not consistent with the

alternative wealth destroying hypothesis.

[Insert Table 8 about here]

Test 3 Finally, we study the evolution of the acquireigging after the deal. But because
our sample is very limited after the deal completiove simply provide a descriptive
analysis. After acquiring a better target, the Ix&ling of the acquirer never declines, but it
improves in 33% of the 48 cases. For the ENV ratimegative revision occurs in 21% of the
cases, compared with 31% positive revisions amba@¥ cases. Finally, for the SOC rating,
out of 66 cases, we find only 10% negative revisiftam the acquirers to be compared to 45%
for positive revisions.

These additional analyses prompt us to rejectdba that the value creation for acquirer
shareholders originates in the disciplinary acqjoisiof targets that are over invested in SRI.
Our results support the idea that socially resgm@snvesting pays for acquirer shareholders,

at least within our M&A framework.
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5. Conclusion

Relying on an original empirical framework, we az& whether SRI benefits shareholders.
The use of merger and acquisition decisions oédistompanies reveals the stock market
reactions to SRI announcements (i.e., acquisitiota@ets with social and environmental

performance ratings). Our findings suggest thatimeg gains relate positively to the target’'s

ability to cope with social and environmental risksd more synergistic deals occur with

targets that exhibit better environmental perforocganFurthermore, we provide some

evidence that our sample of M&A deals is not dribgrdisciplinary motives.

The results of this study suggest several avenoiefufure research. Using a broader
sample of M&A deals, it would be interesting to qdement the short-term event study with
an analysis of acquirers’ long-term financial an@emational performance. Another
interesting direction for future research is to hkye the analysis of disciplinary takeovers
from the SRI perspective by focusing on hostilengections. M&As offer also a fruitful
framework to study the transformations of SRI pgcad following the acquisition of SRI
aware targets. Do targets’ SRI skills transfern® &cquirer? Is this a long process? Does it
affect the selection of future targets? Sincdistked firms are not followed systematically
by rating agencies, all these extensions requieeelaboration of alternative measures of

environmental and social performance.
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Table 1

Description of Innovest ratings

Notation

Description

AAA

AA

BBB

BB

CCC

A company with minimal, well-identified environmefisocial risks and liabilities, and with a
strong ability to meet any losses which might matize. Extremely well-positioned to handle
any foreseeable tightening of regulatory requireisieand strongly positioned strategically to
capitalize on environmentally/socially-driven ptafpportunities.

A company with environmental/social risks and ligigis which have been well-identified and
provided for. This position is unlikely to be impadl by any foreseeable tightening of
regulatory requirements. The company is well-poséd strategically to capitalize on
environmentally/socially driven profit opportuniie

A company with large but well-identified environnmelisocial risks and liabilities, and
sufficient financial and managerial strength tocabsall but exceptional risks. Able, also, to
finance any currently proposed regulatory requirgimeAbove average positioning with
respect to profit opportunities.

A company with strong managerial capability, bué evhere environmental/social risks and
liabilities are a potential source of loss, thoungl on any material scale. Average level of
positioning vis a vis profit opportunities.

A company with good managerial capability, but @reere environmental/social risks and
liabilities are a potential source of material ld8slow-average level of strategic positioning.

A company whose environmental/social risks andlltgds create a strong likelihood of
material losses in both profitability and compegétposition. Significantly below-average
strategic positioning.

A company where there are significant doubts abmartagement's ability to handle its
environmental/social risks and liabilities, and wéhthese are likely to create a serious loss.
Well below-average ability to capitalize on envineentally/socially-driven profit
opportunities.

Source: Innovest Strategic Value Advisors, IVA Malblogy, Year 2007.
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Table 2

Sample distribution by announcement year

Year Number of deals Proportion
2000 7 5.98%
2001 3 2.56%
2002 2 1.71%
2003 5 4.27%
2004 9 7.69%
2005 32 27.35%
2006 36 30.77%
2007 23 19.66%
Total 117 100.00%
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Table 3
Sample of M&As with available social and environrte@mperformance ratings

This table reports the number of observations péng for M&A deals announced between 2000 and 2007

IVA, ENV and SOC correspond to the Intangible Vagsessment rating, the environmental rating aed th
social rating, respectively.

Bidder Target

IVA ENV SOC IVA ENV SOC
AAA 13 20 16 5 7 6
AA 21 17 25 7 5 11
A 16 19 21 16 17 13
BBB 17 20 19 23 31 32
BB 9 18 9 27 29 24
B 9 14 10 15 21 18
CCC 8 8 12 5 7 9
Total 93 116 112 98 117 113
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Table 4
Home country, local market index, and currency

All prices are converted into USD using the appiaipr exchange rate#Acquirer and #Target denote,
respectively, the number of acquirers and targetspuntry.

Country #Acquirer #Target Stock market index Currency
Australia 6 6 ASX ALL ORDINARIES AUD
Austria 2 0 WIENER BOERSE INDEX (WBI) EUR
Belgium 4 2 BEL 20 EUR
Bermuda 0 1 S&P 500 COMPOSITE uUsD
Brazil 3 2 BRAZIL BOVESPA BRL
Canada 5 6 S&P/TSX COMPOSITE INDEX CAD
Chile 0 0 CHILE GENERAL (IGPA) CLP
Czech Republic 2 0 PRAGUE SE PX CzK
Denmark 1 0 OMX COPENHAGEN BMARK (OMXCB) DKK
France 4 16 SBF 120 EUR
Germany 6 13 DAX 30 PERFORMANCE EUR
Greece 1 0 ATHEX COMPOSITE EUR
Hong Kong 1 0 HANG SENG HKD
Israel 0 1 ISRAEL TA 100 ILS
Italy 9 10 MILAN MIBTEL EUR
Japan 5 6 TOPIX JPY
Luxembourg 0 0 LUXEMBOURG SE LUXX EUR
Mexico 2 1 MEXICO IPC (BOLSA) MXN
Netherlands 3 3 AEX INDEX (AEX) EUR
New Zealand 1 0 NZX 50 NzD
Norway 1 1 OSLO SE OBX NOK
Poland 2 0 WARSAW GENERAL INDEX 20 PLN
Portugal 0 1 PORTUGAL PSI-20 EUR
Singapore 0 2 STIL SGD
Spain 3 4 IBEX 35 EUR
Sweden 1 0 AFFARSVARLDEN GENERAL INDEX SEK
Switzerland 3 2 SWISS MARKET CHF
U.K. 20 15 FTSE ALL SHARE GBP
U.S. 33 25 S&P 500 COMPOSITE UsD
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Table 5
Abnormal returns

Cumulative abnormal returns (CAR) are 3-day maridjusted abnormal returns estimated around the
announcement day of the M&A dedkstatcorresponds to the Studerdtatistic computed using the Boehmer
et al. (1991) standardized approach, which is kntwioe robust to the event-induced variance phenomé\
denotes the number of observations.

Acquirer CAR Target CAR Deal CAR
(N=117) (N=112) (N=112)
Average -0.87% 9.25% 1.30%
T-stat -2.01 7.03 2.37
p-value 0.04 0.00 0.02
Min -21.34% -20.51% -11.16%
Median -0.95% 5.79% 0.21%
Max 14.00% 75.75% 27.04%
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Table 6
Multivariate regression analyses: The variablentdriest is the rating of the target

Deal sizeis the natural log of the deal value, defined }CSas the total value of consideration paid by the
acquirer, excluding fees and expendeslative sizas the ratio of the deal value to the acquirer ketivalue.
Cashis a dummy variable that takes a value of 1 farefyucash-financed deals, and 0 otherwRelatedis a
dummy variable that takes a value of 1 when theliaeqand the target are from the same industrp-{igit
standard industrial classification code), and @ntlise.Cross-bordelis a dummy variable that takes a value of
1 when the acquirer and the target are in the saouatry. Number of biddergorresponds to the number of
rival bidders, reported by SD@ontrol transactionis a dummy variable that takes a value of 1 when t
acquirer holds more than 50% of the target befoeedeal announcement (to increase the samplevaizalso
considered a few deals for which the bidder holdsenthan 50% of the target before the deal annouent)
Significance is based on bootstrpjvalues.R2 is the coefficient of determinatiolN denotes the number of
observations. The intercept, year dummies (identifyyears 2005-2007) and country dummies (idemtdyi
U.S. and U.K. firms) are not shown in the tablelogvity.

Panel A. Dependent variable: acquirer CAR

IVA (N=70) ENV (N=84) SOC N=82)
coef p-value coef p-value coef p-value
Target rating 0.012 0.07 0.012 0.02 0.007 0.08
Control variables
Deal size -0.023 0.11 -0.010 0.22 -0.017 0.12
Relative size 0.008 0.19 0.008 0.14 0.010 0.13
Cash 0.029 0.06 0.029 0.02 0.029 0.04
Related 0.023 0.07 0.025 0.03 0.022 0.06
Cross-border -0.019 0.11 -0.017 0.09 -0.014 0.18
Number of bidders 0.007 0.37 0.000 0.52 0.007 0.34
Control transaction -1E-4 0.52 -0.017 0.15 -0.010 0.29
Fishe statistic 1.8¢ 0.0€ 2.2t 0.0z 1.71 0.0¢
Adjusted R2 13.18% 15.77% 9.49%
Panel B. Dependent variable: target CAR
IVA (N=69) ENV (N=83) SOC N=81)
coef p-value coef p-value coef p-value
Target rating 0.012 0.10 0.005 0.31 0.011 0.09
Control variables

Deal size -0.062 0.00 -0.052 0.00 -0.057 0.00
Relative size -0.013 0.21 -0.033 0.11 -0.039 0.08
Cash 0.044 0.17 0.058 0.06 0.053 0.07
Related -0.019 0.20 -0.003 0.47 -0.003 0.46
Cross-border 0.038 0.20 0.020 0.35 0.022 0.35
Number of bidders -0.023 0.19 -0.022 0.14 -0.021 0.15
Control transaction 0.126 0.02 0.128 0.00 0.131 0.00
Fishe statistic 2.2¢ 0.0z 2.0¢ 0.0z 2.0t 0.0z
Adjusted R2 18.45% 13.69% 13.92%
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Panel C. Dependent variable: deal CAR

IVA (N=69) ENV (N=83) SOC N=81)
coef p-value coef p-value coef p-value
Target rating 0.007 0.12 0.008 0.05 0.005 0.12
Control variables

Deal size -0.032 0.03 -0.020 0.04 -0.023 0.03
Relative size 0.037 0.01 0.034 0.03 0.034 0.01
Cash 0.025 0.04 0.026 0.02 0.025 0.03
Related 0.018 0.15 0.018 0.12 0.016 0.14
Cross-border 0.002 0.44 0.001 0.46 0.004 0.39
Number of bidders -0.007 0.36 -0.005 0.34 -0.002 0.42
Control transaction 0.021 0.11 0.010 0.20 0.013 0.15
Fishe statistic 2.14 0.03 2.28 0.01 201 0.03
Adjusted R2 17.24% 16.25% 13.38%
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Table 7
Two-entry table to compare acquirer and target Pe#ings

Acquirer
AAA° AA A BBB BB B CCC Total
AAA 3 0 0 1 0 0 0 4
AA 1 0 2 1 0 0 0 4
Target A 2 3 3 3 0 0 1 12
BBB 0 5 2 3 2 2 1 15
BB 1 5 1 4 3 3 3 20
B 1 3 0 1 1 0 0 6
CCC 1 0 0 0 1 0 4
Total 9 16 8 13 7 5 65
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Rating spreadcorresponds to the difference between the targatgrand the bidder ratinddefinitions of
control variables are stated in the legend of TaHleR2 is the coefficient of determinatio™N denotes the
number of observations. The intercept, year dumrfiggantifying years 2005-2007) and country dummies

Table 8
Multivariate regression analyses: The variablentdrest is the spread between the target and therac
ratings

(identifying U.S. and U.K. firms) are not shownthe table for brevity.

Dependent variable: acquirer CAR

IVA (N=62) ENV (N=83) SOC (N=80)
coef p-value coef p-value coef p-value
Target rating 0.014 0.06 0.015 0.00 0.011 0.03
Rating spread 0.003 0.26 0.002 0.20 0.003 0.21
Control variables

Deal size -0.029 0.10 -0.011 0.19 -0.016 0.15
Relative size 0.006 0.29 0.006 0.26 0.008 0.27
Cash 0.026 0.09 0.030 0.02 0.031 0.04
Related 0.025 0.06 0.028 0.02 0.029 0.02
Cross-border -0.017 0.14 -0.020 0.05 -0.014 0.10
Number of bidders -0.001 0.46 -0.002 0.41 0.007 0.32
Control transaction -0.004 0.44 -0.014 0.17 -0.011 0.19
Fishe statistic 2.09 0.05 2.94 0.00 2.17 0.03
Adjusted R2 12.89% 16.87% 10.95%

30



