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Chapter 4 Empirical results 

This chapter provides empirical results based on the methodologies 

presented in the previous chapter. Evidence of earnings management are 

shown in section 4.1., and we concludes the results of calculating exchange 

ratios by Larson-Godenes model in section 4.2. In section 4.3, a closer 

investigation of whether companies with higher level of earnings management 

get more favorable exchange ratios in these M&As transactions is presented. 

Finally, the reactions of stock price after the completion of M&As are reported 

in section 4.4. 

 

4.1. Evidence of Earnings Management 

Samples used in this part include all financial institutions involved in 

mergers and acquisition of founding financial holding company (FHC) declared 

after 2000.  

Table 1 shows the regression result conducted by Jones model with total 

of 589 samples covering 31 financial corporations. The results of regression 

indicate that higher level of changes in revenue in a certain year increase the 

amount of total accruals, while higher level of property plants and equipments 

decrease the amount of total accruals at the same time. The adjusted 

R-squared here is 0.2021, and statistical outcome is at the 1% significance. 
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Table 1 
Regression Results for the Jones Model 

The dependent variable is tiTAC , , and the number of observations here is 589. 

Independent variable Coefficient 

( t value) 

1,

1

−tiTAC
 1247048.19 

(1.12) 

tiREC ,∆  0.56 

( 2.21***) 

tiPPE ,  -0.46 

(-1.82*) 

Adjusted R-squared = 0.20 

F-statistic = 5.52 ( 0.00***) 

Notes: * indicates statistical significance at 10% level, ** indicates statistical 

significance at 5% level, and *** indicates statistical significance at 1% level. 

 

Based on those parameters shown above, we could obtain total accruals, 

non-discretionary accruals, and discretionary accruals for all substitutes of 

financial holding companies in Taiwan for the following analyses. 

  

4.1.1. Descriptive statistics 

The descriptive statistics for all, acquiring, and acquired samples are 

presented in order. 

There are 508 samples of tiDA ,  available in acquiring companies’ 

quarterly reports, 602 in the acquired and 1110 in total. We can find out that 

the means of these three panels are all negative, indicating that averagely 
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companies tend to decrease their earnings. 

 

Table 2 
Descriptive Statistics of Earnings Management for AllTime Periods 

Panel A: All Samples 

  N Mean Maximum Minimum Standard error 

TAC 1110 -0.0025 0.6073  -1.4499  0.1104 

NDA 1110 0.0388 0.6146  -0.0065  0.0781 

DA 1110 -0.0342 0.5080  -1.5192  0.1188 

Panel B: Acquiring Samples     

  N Mean Maximum Minimum Standard error 

TAC 508 -0.0053 0.9507  -1.7160  0.1072 

NDA 508 0.0475 0.4340  -0.2449  0.0923 

DA 508 -0.0307 0.7123  -1.7643  0.1123 

Panel C: Acquired Samples     

  N Mean Maximum Minimum Standard error 

TAC 602 -0.0002 0.9507  -1.7160  0.1131 

NDA 602 0.0315 0.6146  -0.2449  0.0627 

DA 602 -0.0443 0.7123  -1.7643  0.1334 

 

By further classifying all tiDA ,  into the First, Second, Third, and Forth 

quarter respectively, we can observe that companies have different intentions 

for earnings management in different quarters from Table 3.  
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Table 3 
Descriptive Statistics of Earnings Management Classified by Quarters 

Panel A: All Samples 

  N Mean Maximum Minimum Standard error 

First 281 -0.0221 0.4919  -1.7643  0.1650  

Second 293 -0.0412 0.2565  -0.5943  0.0940  

Third 297 -0.0421 0.7123  -0.6450  0.1004  

Forth  274 0.06551 0.6404  -0.0002  0.1048  

Panel B: Acquiring Samples 

  N Mean Maximum Minimum Standard error 

First 137 -0.0136 0.4919  -1.5192  0.1606  

Second 141 0.0606 0.5943  -0.0002  0.0973  

Third 143 -0.0475 0.2895  -0.6450  0.1057  

Forth  132 0.0743 0.6404  -0.0002  0.1226  

Panel C: Acquired Samples 

  N Mean Maximum Minimum Standard error 

First 144 -0.0301 0.2504  -1.7643  0.1691  

Second 152 -0.0307 0.2120  -0.5943  0.0848  

Third 154 -0.0369 0.7123  -0.4505  0.0952  

Forth  142 0.0574 0.4431  0.0004  0.0845  

 

Acquiring companies prefer to increase their earnings on semi-annual and 

annual reports and choose to lower the level of income in the first and third 

quarters. As for acquired firms, they seem to only care about the number of 

income on their annual reports since they just boost their earnings in the forth 

quarters. 
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4.1.2. The phenomenon of earnings management in Taiwan’s banking 

industry 

Before considering if managers in Taiwan’s banking industry have 

incentives to manage earnings prior to  mergers and acquisitions activities, we 

would like to investigate that whether earnings management in this industry is 

a normal situation or only an exceptional case in the first place. In this part, we 

use tiDA ,  calculated above as a proxy for detecting the degree of earnings 

management. 

From Table 4 shown below, the t value based on tiDA ,  of all samples is 

calculated as –9.5412, indicating that most financial institutions  in Taiwan’s 

banking industry have manipulated earnings in quarterly reports at the 1% 

significant, and the negative t values, which are not consistent to our 

expectation, show that banks in Taiwan decrease their earnings averagely. 

One possible explanation is managers’ intention towards “income smoothing”. 

Since our samples are abstracted from financial institutions’ quarterly reports 

and managers like earnings in a growth path, so the level of earnings in the 

first or second quarter may be lowered in order to increase in the following 

quarters. 
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Table 4 
Earnings Management in Taiwan’s Banking Industry at Usual Times 

Panel A: All Samples 

N 
Mean 

(t value) 

1110 
-0.0340  

(-9.5412***) 

Panel B: Acquiring Samples 

N 
Mean 

(t value) 

508 
-0.0307  

(-6.1596***) 

Panel C: Acquired Samples 

N 
Mean 

(t value) 

602 
-0.0440 

(-8.8037***) 

Notes: The standard t-test of the mean of tiDA ,  is tested against the null hypothesis 

of zero tiDA , . * indicates statistical significance at 10% level, ** indicates statistical 

significance at 5% level, and *** indicates statistical significance at 1% level. 

 

If considering the situation for acquiring and acquired companies 

separately, we can find out that both acquiring and acquired tend to 

“window-dress” their financial reports at usual times as t values of tiDA ,  for 

these two subgroups are at the 1% significant as well. But the degree of 
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manipulation of acquired firms is slightly more than that of acquiring samples 

given the absolute mean of tiDA ,  in acquired samples being greater.  

We then examine the data of tiDA ,  classified by quarters for all, acquiring, 

and acquired samples respectively to investigate if there’s any difference for 

manipulation between these four quarters. 

As we can see from Table 5 below, all companies in our sample “window 

dress” financial performance by increasing reported incomes on their annual 

reports at the 5% significant. Among other times, however, earnings are 

slightly reduced perhaps for the reason of income smoothing.   

 

 

Table 5 
Earnings Management Classified by Quarters 

 

Panel A: All Samples 

  N 
Mean 

(t value) 

First 281 
-0.0221 

(-0.9105) 

Second 293 
-0.041 

(-1.2915) 

Third 297 
-0.042 

(-1.2852) 

Forth 274 
0.06551 

(3.3501**) 
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Panel B: Acquiring Samples 

  N 
Mean 

(t value) 

First 137 
-0.0136 

(-0.3966) 

Second 141 
0.06056 

(2.3059**) 

Third 143 
-0.0475 

(-1.7461) 

Forth 132 
0.07427 

(2.4367**) 

Panel C: Acquired Samples 

  N 
Mean 

(t value) 

First 144 
-0.0301 

(-0.8791) 

Second 152 
-0.0307 

(-1.3007) 

Third 154 
-0.0369 

(-1.4855) 

Forth 142 
0.05737 

(2.3513**) 

Notes: The standard t-test of the mean of tiDA ,  is tested against the null hypothesis of zero 

tiDA , . * indicates statistical significance at 10% level, ** indicates statistical significance at 5% 

level, and *** indicates statistical significance at 1% level. 
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Acquiring companies lift earnings up on semi-annual and annual reports 

with the statistical significance at 5% level whereas acquired firms only 

increase reported income on the forth quarter. The effect of “annual report” 

may be an explanation for their behaviors of earnings management in the 

second or forth quarters. 

Next, tiDA ,  before M&As announcement is tested against a standard t 

test to further detect if the degree of earnings management prior to M&As 

announcement is significantly different from those at usual times. We testify 

one, two, three, and four quarters before announcement date respectively to 

deeply investigate the phenomenon of earnings management for those 

financial institutions involved in M&As activities. Since incentives and times for 

acquiring and acquired companies to manage earnings may be quite different, 

all samples are divided into two subgroups. 

 Results for acquiring are shown as follows. In acquiring samples, t value 

of tiDA ,  in three quarters before M&As announcement equals 2.6027, which 

implies that managers in acquiring financial institutions indeed deliberately 

manipulate earnings three quarters before announcing a M&As activity at the 

1% significant. And the positive number for the mean of tiDA ,  proves 

managers’ intentions of getting better exchange ratios in M&As by increasing 

reported earnings earlier. 
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Table 6 
Earnings Management of Acquiring Companies before M&As 

announcement  

Acquiring Samples 

  N 
Mean Difference 

(t value) 

One quarter before 12 
0.0042  

(0.5930) 

Two quarters before 13 
-0.0517  

(-1.1162) 

Three quarters before 13 
0.0161  

(2.6027***) 

Four quarters before 13 
-0.0615  

(-0.9670) 

Notes: The difference between the mean of tiDA ,  before M&As announcement(X1) 

and the mean of tiDA , at normal times(X2) is tested against the null hypothesis of 

zero in the standard t-test.* indicates statistical significance at 10% level, ** indicates 

statistical significance at 5% level, and *** indicates statistical significance at 1% level. 

 

As for acquired firms, t value of tiDA ,  in two quarters before is calculated 

to be 2.3861. This statistic result in Table 7 tells us that acquired financial 

institutions also tend to manage their earnings two quarters before being 

acquired with the 1% significant. Similar with acquiring companies, they would 

like to increase earnings on income statements for obtaining better exchange 

ratios when negotiating with counterparties. 
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Table 7 
Earnings Management of Acquired Companies before M&As 

announcement 

Acquired samples 

  N 
Mean Difference 

(t value) 

One quarter before 15 
-0.0479  

(-1.1785) 

Two quarters before 15 
0.0082  

(2.3861***) 

Three quarters before 15 
-0.0433  

(-0.5938) 

Four quarters before 15 
-0.0152 

(1.0785) 

Notes: The difference between the mean of tiDA ,  before M&As announcement(X1) 

and the mean of tiDA , at normal times(X2) is tested against the null hypothesis of 

zero in the standard t-test.* indicates statistical significance at 10% level, ** indicates 

statistical significance at 5% level, and *** indicates statistical significance at 1% level. 

 

 Both acquiring and acquired companies have the leaning towards 

earnings management in accordance with our expectation. Moreover, the 

results stated above indicate there’s a time lag for managing earnings 

between these two subgroups. Acquiring companies manipulate earnings 

three quarters before M&As announcement whereas acquired firms do that 

just prior to two quarters. This phenomenon may be in respect that acquiring 

companies are those initiatives of launching M&As. Acquiring companies, in 
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most of cases, propose to merge others and search for targets much earlier 

than board of directors’ announcement, so they may “dress” their financial 

reports as early as they prepare for a M&As transaction. However, acquired 

firms are usually the passive parts in a M&A activity without many incentives to 

manipulate financial numbers so early as acquiring companies do. 

 In terms of the degree of manipulation, acquiring companies seem to be 

larger than acquired firms given the mean of the acquiring a positive 0.0161 

versus that of the acquired a positive 0.0082. It is probably because acquiring 

companies, in comparison to acquired firms, have more desire for hegemony 

in the process of negotiations. 

 

4.1.3. The comparison of earnings management between acquiring and 
acquired financial institutions within a M&As activity 

Since we have found out that behaviors toward earnings management of 

acquiring companies are not exactly the same with those of acquired firms, 

therefore, we would like to make further researches into the difference of the 

degree of earnings management between acquiring and acquired financial 

institutions within one M&As transaction relatively. 

In this section, we re-classify all data in our samples in accordance with 

the announcement of M&As activities. By putting acquiring and acquired 

companies within a M&As transaction together, we can get 16 subgroups to 

investigate if there is any difference between participants in M&As transactions 

for the degree of earnings management. 

We evaluate the level of differences in earnings management between 

acquiring and acquired companies by testing the differences between the 

mean of tiDA ,  in acquiring firms (X1) and the mean of tiDA ,  in acquired firms 
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(X2) against the null hypothesis of zero in the standard t-test.  

 

Table 8 
The Comparison of the Degree of Earnings Management between 

Acquiring and Acquired Companies 

 Combination X1-X2 T value 

2803 
1 

6009 
0.0962  -7.6142*** 

2817 
2 

6007 
-0.0010  -0.0864  

2817 
3 

2842 
-0.0191  -3.7619***  

2817 
4 

2830 
-0.0323  -6.2508***  

2805 
5 

2835 
-0.1391  -2.4815**  

2805 
6 

2826 
-0.1812  -3.3122***  

2804 
7 

6003 
-0.0375  -2.8617**  

2840 
8 

5819 
-0.2151  -5.0720*** 

2821 
9 

2843 
-0.0182  -0.7013  

10 2824 0.0023  0.5807  
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 2806   

2824 
11 

2814 
-0.1804 -5.3167*** 

2824 
12 

2819 
-0.0702 -8.1734*** 

2844 
13 

2829 
-0.0147 -3.4550*** 

2844 
14 

6010 
0.0941  3.3998*** 

2839 
15 

6001 
-0.0510 -2.9327**  

6014 
16 

5817 
-0.0911  -3.2978***  

Notes: The differences of the mean of tiDA ,  in acquiring companies and that in acquired, 

which equals to X1-X2, is tested against the null hypothesis of zero in the standard t-test.* 

indicates statistical significance at 10% level, ** indicates statistical significance at 5% 

level, and *** indicates statistical significance at 1% level. 

 

As Table 8 shown above, some combinations are significantly different in 

the degree of earnings management, but some are almost the same. We 

further divide them into four categories according to their types of combination, 

such as bank plus bank, bank plus insurance, bank plus securities, and 

insurance plus securities as followed, to see if there is consistency existing in 

certain type of mergers. 
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Table 9 
The Comparison of the Degree of Earnings Management Categorized by 

Types of Combination 

Panel A: Bank+ Bank 

 Combination X1-X2 T value 

2840 
8 

5819 
-0.2151  -5.0720*** 

2824 
10 

2806 
0.0023  0.5807  

2824 
11 

2814 
-0.1804 -5.3167*** 

2844 
13 

2829 
-0.0147 -3.4550*** 

Panel B: Bank+ Insurance 

 Combination X1-X2 T value 

2817 
3 

2842 
-0.0191 -3.7619***  

2817 
4 

2830 
-0.0323 -6.2508***  

2805 
5 

2835 
-0.1391 -2.4815**  

2805 
6 

2826 
-0.1812 -3.3122***  

Panel C: Bank+ Securities 



 38 

 Combination X1-X2 T value 

2803 
1 

6009 
0.0962  -7.6142*** 

2804 
7 

6003 
-0.0375  -2.8617**  

2821 
9 

2843 
-0.0182  -0.7013  

2824 
12 

2819 
-0.0702 -8.1734*** 

2844 
14 

6010 
0.0941  3.3998*** 

2839 
15 

6001 
-0.0510 -2.9327**  

6014 
16 

5817 
-0.0911  -3.2978***  

Panel D: Insurance+ Securities 

 Combination X1-X2 T value 

2817 
2 

6007 
-0.001 -0.0864 

Notes: The differences of the mean of tiDA ,  in acquiring companies and that in 

acquired, which equals to X1-X2, is tested against the null hypothesis of zero in the 

standard t-test. * indicates statistical significance at 10% level, ** indicates statistical 

significance at 5% level, and *** indicates statistical significance at 1% level. 

 

 After re-classifying, we can observe that acquiring companies in Panel B 
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always have lower degree of earnings management than acquired firms do. In 

Panel D, however, the degree of manipulation is nearly the same between 

acquiring and acquired companies. Given the results shown in Table 9, we 

would like to investigate if exchange ratios are affected by those behaviors of 

earnings management in the next part. 
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4.2. The Determination of Exchange Ratios by 

Larson-Godenes model 

For each combination in our samples, we first calculate the expected P/E 

ratio based on the actual exchange ratio, which is applied in the M&As 

transaction. And then, the maximum exchange ratio acquiring firm can accept 

(ERA) and the minimum exchange ratio acquired firm can accept (ERV) could 

be obtained by using equations (14) and (15) mentioned in Chapter 3.  

The results of optimal exchange ratios for each combination are 

presented as fo llowing respectively. Since some financial institutions merged 

with two or three companies at the same time, such as Fubon Financial 

Holding Company and Mega Financial Holding Company, there are totaled 16 

subgroups to be considered.  

In the following tables, P represents average stock prices for acquiring 

and acquired companies three months before announcement; as for 

combination, it is the average stock price in the month of consummation. S is 

the number of outstanding shares corresponding to the period of calculating 

average stock price for acquiring, acquired, and combination companies. E 

stands for after-tax net income of acquiring and acquired firms summing of one 

quarter before announcement trailing back to one full year basis. And for 

combination, it is the sum of acquiring  and acquired companies, which is an 

assumption of L-G model. PE are these P/E ratios are also calculated 

corresponding to P, S, and E. ERA, V represent exchange ratios generated by 

equation (14) and (15). And ER intersection is the intersection of ERA and ERV, 

which is an optimal exchange ratio in theory for counterparties in M&As to 

negotiate with. 
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Subgroup 1: Huanan Commercial Bank  (2803) + Entrust Securities 

Co.,Ltd (6009) 

Table 10 
Calculation of Exchange Ratio for Mergers of Huanan Commercial Bank 

and Entrust Securities Co.,Ltd 

Before mergers:   

 2803 6009 

P 21.47 11.12 

S 3,519,000 579,000 

E 4,116,805 -436,778 

PE 18.35 -14.74 

AER 1 0.78 

ERA, V  0.39 0.52 

ER intersection 0.52 

PE expected 23.16 

After mergers:   

 2880 

P 20.26 

S 4,146,000 

E 3,680,027 

PE 21.85 

 

 AER (0.78) > ERV (0.52) implies that Entrust Securities Co.,Ltd can expect 

benefits generated from this M&As transaction whereas AER (0.78) > ERA 

(0.39) implying there may be sufficient losses for Huanan Commercial Bank. 

The actual P/E ratio after mergers, 21.85, is slight lower than the expected one, 
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23.16, indicating the synergies of combination may not be as valuable as they 

expected. Also, we can find out that Huanan Commercial Bank suffers losses 

given that the rate of return in this merger is -50%, and Entrust Securities 

Co.,Ltd gains given that the rate of return is 32.05%. 

 

Subgroup 2: Fubon Insurance Co., Ltd. (2817) + Fubon Securities Co., Ltd. 

(6007) 

Table 11 
Calculation of Exchange Ratio for Mergers of Fubon Insurance Co., Ltd. 

and Fubon Securities Co., Ltd. 

Before mergers:   

 2817 6007 

P 26.97 16.79 

S 2,074,000 1,978,000 

E 2,207,931 920,093 

PE 25.33 36.09 

AER 1 0.66 

ERA, V  0.93 0.48 

ER intersection 0.62 

PE expected 29.19 

After mergers:   

 2881 

P 31.17 

S 5,464,000 

E 3,128,024 

PE 33.74 
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 ERA (0.93) > AER (0.62) > ERV (0.48) implies that both Fubon Insurance 

Co., Ltd. and Fubon Securities Co., Ltd. can expect benefits generated from 

this M&As transaction. The actual P/E ratio after mergers, 33.74, is higher 

than the expected one, 29.19, indicating the synergies of combination may be 

more than they expected. Further, we can find out that both of them gain after 

this M&As consummation given that the rate of return is 40.23% and 27.63% 

for Fubon Insurance Co., Ltd. and Fubon Securities Co., Ltd.  respectively.  
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Subgroup 3: Fubon Insurance Co., Ltd. (2817) + Fubon Commercial Bank 

(2842) 

Table 12 
Calculation of Exchange Ratio for Mergers of Fubon Insurance Co., Ltd. 

and Fubon Commercial Bank 

Before mergers:   

 2817 2842 

P 26.97 16.17 

S 2,074,000 2,044,000 

E 2,207,931 2,445,985 

PE 25.33 10.17 

AER 1 0.5864 

ERA, V  0.84 0.33 

ER intersection 0.45 

PE expected 18.97 

After mergers:   

 2881 

P 31.17 

S 5,464,000 

E 4,653,889 

PE 21.92 

 

ERA (0.84) > AER (0.59) > ERV (0.33) implies that both Fubon Insurance 

Co., Ltd. and Fubon Commercial Bank can expect benefits generated from this 

M&As transaction. The actual P/E ratio after mergers, 21.92, is higher than the 

expected one, 18.97, indicating the synergies of combination may be more 
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than they expected. Therefore, we can find out that both of them gain after this 

M&As consummation given that the rate of return is 43.25% and 43.73% for 

Fubon Insurance Co., Ltd. and Fubon Commercial Bank respectively. 

 

Subgroup 4: Fubon Insurance Co., Ltd. (2817) + Taipei Bank Co., Ltd. (2830) 

Table 13 
Calculation of Exchange Ratio for Mergers of Fubon Insurance Co., Ltd. 

and Taipei Bank Co., Ltd. 

Before mergers:   

 2881 2830 

P 34.14 24.13 

S 5,464,000 2,230,000 

E 1,749,211 2,900,785 

PE 106.63 18.55 

AER 1 1.46 

ERA, V  0.73 0.69 

ER intersection 0.7068 

PE expected 64.03 

After mergers:   

 2881 

P 27.77 

S 8,291,000 

E 4,649,996 

PE 52.09 

 

 AER (1.64) > ERA (0.73) implies that Fubon Insurance Co., Ltd. agree with 
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an unfavorable price, damaging the wealth position of their stockholders. On 

the other side, Taipei Bank Co., Ltd. can expect considerable gains in this 

M&As activity since and AER (1.64) >ERV (0.69). The actual P/E ratio after 

mergers, 52.09, is much lower than the expected one, 64.03, indicating the 

synergies of combination may be much less than they expected. Therefore, 

we can find out that Fubon Insurance Co., Ltd. suffers losses in this 

transaction given that the rate of return is -50.03% whereas Taipei Bank Co., 

Ltd. benefits from this event given that the rate of return is 52.09%. 
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Subgroup 5: Cathay Life Insurance Co., Ltd. (2805) + Cathay United Bank 

(2835)  

Table 14 
Calculation of Exchange Ratio for Mergers of Cathay Life Insurance Co., 

Ltd. and Cathay United Bank 

Before mergers:   

 2805 2835 

P 34.96 5.59 

S 5,398,000 1,234,000 

E 9,738,996 -3,605,412 

PE 19.38 -1.91 

AER 1 0.17 

ERA, V  2.35 0.11 

ER intersection 0.15 

PE expected 31.94 

After mergers:   

 2882 

P 51.74 

S 6,095,000 

E 6,133,584 

PE 47.27 

 

 ERA (2.35) > AER (0.17) > ERV (0.11) implies that both Cathay Life 

Insurance Co., Ltd. and Cathay United Bank can expect benefits generated 

from this M&As transaction. The actual P/E ratio after mergers, 51.74, is 

higher than the expected one, 31.94, indicating the synergies of combination 
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may be more than they expected. Therefore, we can find out that both of them 

gain after this M&As consummation given that the rate of return is 1310% and 

34% for Cathay Life Insurance Co., Ltd. and Cathay United Bank respectively.  

 

Subgroup 6: Cathay Financial Holding Company (2882) + United World 

Chinese Commercial Bank  (2826) 

Table 15 
Calculation of Exchange Ratio for Mergers of Cathay Financial Holding 

Company and United World Chinese Commercial Bank 

Before mergers:   

 2882 2826 

P 49.60 24.42 

S 6,095,000 3,771,000 

E 10,599,467 5,258,372 

PE 28.52 17.51 

AER 1 3.56 

ERA, V  2.14 0.24 

ER intersection 0.49 

PE expected 61.06 

After mergers:   

 2882 

P 36.02 

S 8,453,000 

E 15,857,839 

PE 44.35 
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 AER (3.56) > ERA (2.14) implies that Cathay Financial Holding Company 

agreed with an unfavorable price, destroying their stockholders’ wealth. On the 

other side, United World Chinese Commercial Bank can expect considerable 

gains in this M&As activity since AER (3.56) >ERV (0.24). The actual P/E ratio 

after mergers, 44.35, is much lower than the expected one, 61.06, indicating 

the synergies of combination may not be as valuable as they expected. Also, 

we can find out that Cathay Financial Holding Company suffers sufficient 

losses given that the rate of return in this merger -39.91%. The acquired 

company, United World Chinese Commercial Bank, benefits from this 

transaction given its rate of return being 93.26%. 
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Subgroup 7: China Development Industrial Bank  (2804) + Grand Cathay 

Securities Corp. (6003) 

Table 16 
Calculation of Exchange Ratio for Mergers of China Development 

Industrial Bank and Grand Cathay Securities Corp. 

Before mergers:   

 2804 6003 

P 24.88 10.84 

S 6,537,000 1,161,000 

E 14,569,598 -354,080 

PE 11.16 -35.54 

AER 1 1.02 

ERA, V  -1.87 0.73 

ER intersection 0.43 

PE expected 13.52 

After mergers:   

 2883 

P 14.07 

S 10,769,000 

E 14,215,518 

PE 7.65 

 

 AER (1.02) > ERV (0.73) implies that Grand Cathay Securities Corp. can 

expect benefits generated from this M&As transaction whereas AER (1.02) > 

ERA (-1.87) implying there may be substantial losses for China Development 

Industrial Bank. The actual P/E ratio after mergers, 7.65, is much lower than 
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the expected one, 13.52, indicating the synergies of combination may not be 

as valuable as they expected. Also, it is obvious that China Development 

Industrial Bank suffers great losses given the rate of return in this merger 

being -282.90%, and Grand Cathay Securities Corp. gains given the rate of 

return being 28.60%. 

 

Subgroup 8: E.Sun Bank (2840) + E.Sun Bills Finance Co. (5819)  

Table 17 
Calculation of Exchange Ratio for Mergers of E.Sun Bank and E.Sun Bills 

Finance Co. 

Before mergers:   

 2840 5819 

P 11.01 7.86 

S 1,817,000 426,000 

E 1,868,718 630,004 

PE 10.70 5.32 

AER 1 1 

ERA, V  1 0.66 

ER intersection 0.71 

PE expected 9.88 

After mergers:   

 2884 

P 13.46 

S 2,290,000 

E 2,498,722 

PE 12.08 
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 AER (1) > ERV (0.66) implies that E.Sun Bills Finance Co. can expect 

benefits generated from this M&As transaction whereas ERA (1) = AER (1) 

implying no gains or losses for E.Sun Bank. The actual P/E ratio after mergers, 

12.08, is slight higher than the expected one, 9.88, indicating the synergies of 

combination may be more than they expected. Therefore, we can find out that 

both of them gain after this M&As consummation given that the rate of return is 

117.11% and 46.75% for E.Sun Bank and E.Sun Bills Finance Co. 

respectively. 

 



 53 

Subgroup 9: Fuh-Hwa Securities Finance Co., Ltd. (2821) + Asia Pacific 

Commercial Bank Ltd. (2843)  

Table 18 
Calculation of Exchange Ratio for Mergers of Fuh-Hwa Securities 

Finance Co., Ltd. and Asia Pacific Commercial Bank Ltd. 

Before mergers:   

 2821 2843 

P 12.56 4.87 

S 1,470,000 1,211,000 

E 2,216,794 -1,155,681 

PE 8.33 -5.10 

AER 1 0.72 

ERA, V  0.26 0.43 

ER intersection 0.39 

PE expected 27.74 

After mergers:   

 2885 

P 9.59 

S 2,964,000 

E 1,061,113 

PE 21.18 

 

 AER (0.72) > ERA (0.26) implies that Fuh-Hwa Securities Finance Co., Ltd. 

agree with an unfavorable price, damaging the wealth position of their 

stockholders. On the other side, Asia Pacific Commercial Bank Ltd. can expect 

considerable gains in this M&As activity since and AER (0.72) >ERV (0.43). 
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The actual P/E ratio after mergers, 21.18, is lower than the expected one, 

27.74, indicating the synergies of combination may not be as valuable as they 

expected. Also, we can find out that Fuh-Hwa Securities Finance Co., Ltd. 

suffers great losses given that the rate of return in this merger is -63.94%, and 

Asia Pacific Commercial Bank Ltd. gains given that the rate of return is 

40.36%. 

 

Subgroup 10: Chiao Tung Bank (2824) + The International Commercial Bank 

Of China (2806) 

Table 19 
Calculation of Exchange Ratio for Mergers of Chiao Tung Bank and The 

International Commercial Bank Of China 

Before mergers:   

 2824 2806 

P 27.57 16.94 

S 2,714,000 3,651,000 

E 4,570,993 5,191,188 

PE 10.43 11.91 

AER 1 1 

ERA, V  1.07 0.84 

ER intersection 0.96 

PE expected 11.46 

After mergers:   

 2886 

P 18.30 

S 11,048,000 
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E 9,768,181 

PE 11.93 

 

 ERA (1.07) > AER (1) > ERV (0.84) implies that both Chiao Tung Bank and 

The International Commercial Bank Of China can expect benefits generated 

from this M&As transaction. The actual P/E ratio after mergers, 11.93, is 

slightly higher than the expected one, 11.46, indicating the synergies of 

combination may be more than they expected. Therefore, we can find out that 

both of them gain after this M&As consummation given that the rate of return is 

7.24% and 15.83% for Chiao Tung Bank and The International Commercial 

Bank Of China respectively.  
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Subgroup 11: Chiao Tung Bank (2824) + Chung Hsing Bills Finance Co. 

(2814) 

Table 20 
Calculation of Exchange Ratio for Mergers of Chiao Tung Bank and 

Chung Hsing Bills Finance Co. 

Before mergers:   

 2824 2814 

P 19.26 10.36 

S 2,915,000 2,811,000 

E 4,478,282 3,238,216 

PE 12.54 8.99 

AER 1 0.72 

ERA, V  0.38 0.63 

ER intersection 0.54 

PE expected 12.33 

After mergers:   

 2886 

P 15.58 

S 5,669,000 

E 7,716,498 

PE 9.97 

 

 AER (0.72) > ERV (0.63) implies that Chung Hsing Bills Finance Co. can 

expect benefits generated from this M&As transaction whereas AER (0.72) > 

ERA (0.38) implying there may be sufficient losses for Chiao Tung Bank. The 

actual P/E ratio after mergers, 9.97, is lower than the expected one, 12.33, 
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indicating the synergies of combination may not be as valuable as they 

expected. Also, we can find out that Chiao Tung Bank suffers losses given that 

the rate of return in this merger is -47.18%, and Chung Hsing Bills Finance Co. 

gains given that the rate of return is 12.43%. 

 

Subgroup 12: Chiao Tung Bank (2824) + Chung Kuo Insurance 

Co.,Ltd. (2819) 

Table 21 
Calculation of Exchange Ratio for Mergers of Chiao Tung Bank and 

Chung Kuo Insurance Co.,Ltd. 

Before mergers:   

 2824 2819 

P 19.26 9.80 

S 2,915,000 436,000 

E 4,478,282 208,553 

PE 12.54 20.50 

AER 1 0.89 

ERA, V  0.88 0.48 

ER intersection 0.51 

PE expected 13.57 

After mergers:   

 2886 

P 18.30 

S 11,048,000 

E 4,686,835 

PE 12.89 
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 AER (0.89) > ERV (0.48) implies that Chung Kuo Insurance Co.,Ltd. can 

expect benefits generated from this M&As transaction whereas ERA (0.88) is 

almost the same with AER (0.89) implying no gains or losses could be 

expected for Chiao Tung Bank. The actual P/E ratio after mergers, 12.89, is 

slightly lower than the expected one, 13.57, indicating the synergies of 

combination may not be as valuable as they expected. Also, we can find out 

that Chiao Tung Bank suffers losses given that the rate of return in this merger 

is -42.79%, and Chung Kuo Insurance Co.,Ltd. gains given that the rate of 

return is 42.47%. 
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Subgroup 13: Taishin International Bank (2844) + Dah An Commercial Bank  

(2829) 

Table 22 
Calculation of Exchange Ratio for Mergers of Taishin International Bank 

and Dah An Commercial Bank 

Before mergers:   

 2844 2829 

P 12.36 5.06 

S 1,687,000 1,570,000 

E 1,915,825 167,402 

PE 10.88 47.50 

AER 1 0.50 

ERA, V  0.79 0.30 

ER intersection 0.41 

PE expected 14.66 

After mergers:   

 2887 

P 14.62 

S 2,300,000 

E 2,083,227 

PE 17.34 

 

 ERA (0.79) > AER (0.50) > ERV (0.30) implies that both Taishin 

International Bank and Dah An Commercial Bank can expect benefits 

generated from this M&As transaction. The actual P/E ratio after mergers, 

17.34, is higher than the expected one, 14.66, indicating the synergies of 
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combination may be more than they expected. Therefore, we can find out that 

both of them gain after this M&As consummation given that the rate of return is 

57.58% and 39.37% for 2844 and 2829 respectively. 

 

Subgroup 14: Taishin International Bank (2844) + Taiwan Securities Co.,Ltd  

(6010) 

Table 23 
Calculation of Exchange Ratio for Mergers of Taishin International Bank 

and Taiwan Securities Co.,Ltd 

Before mergers:   

 2844 6010 

P 12.36 10.61 

S 1,687,000 1,074,000 

E 1,288,330 -445,871 

PE 16.18 -25.56 

AER 1 0.83 

ERA, V  2.24 0.45 

ER intersection 0.86 

PE expected 37.87 

After mergers:   

 2887 

P 19.57 

S 3,631,000 

E 842,459 

PE 59.99 
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 ERA (2.24) > AER (0.83) > ERV (0.45) implies that both Taishin 

International Bank and Taiwan Securities Co.,Ltd can expect benefits 

generated from this M&As transaction. The actual P/E ratio after mergers, 

59.99, is much higher than the expected one, 37.87, indicating better 

synergies than expected. Therefore, we can find out that both of them gain 

after this M&As consummation given that the rate of return is 168.48% and 

45.12% for 2844 and 6010 respectively. 
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Subgroup 15: Bank Sinopac Co.Ltd. (2839) + SinoPac Securities Corporation 

(6001) 

Table 24 
Calculation of Exchange Ratio for Mergers of Bank Sinopac Co.Ltd. and 

SinoPac Securities Corporation 

Before mergers:   

 2839 6001 

P 15.91 10.62 

S 1,757,000 1,132,000 

E 1,376,301 676,099 

PE 20.31 17.77 

AER 1 1.02 

ERA, V  0.88 0.58 

ER intersection 0.67 

PE expected 22.54 

After mergers:   

 2890 

P 15.03 

S 3,538,000 

E 2,052,400 

PE 21.30 

AER (1.02) > ERA (0.88) implies that Bank Sinopac Co.Ltd. agree with an 

unfavorable price, damaging the wealth position of their stockholders. On the 

other side, SinoPac Securities Corporation can expect considerable gains in 

this M&As activity since and AER (1.02) >ERV (0.58). The actual P/E ratio after 

mergers, 21.30, is lower than the expected one, 22.54, indicating the 
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synergies of combination may not be as valuable as they expected. Also, we 

can find out that Bank Sinopac Co.Ltd. suffers great losses given that the rate 

of return in this merger is -10.53%, and SinoPac Securities Corporation gains 

given that the rate of return is 41.03%. 

 

Subgroup 16: Jih Sun Securities Co.,Ltd. (6014) + BaoDao Commercial Bank 

(5817) 

Table 25 
Calculation of Exchange Ratio for Mergers of Jih Sun Securities Co.,Ltd.  

and BaoDao Commercial Bank 

Before mergers:   

 6014 5817 

P 11.52 3.99 

S 1,070,000 1,124,000 

E 479,881 66,892 

PE 25.68 67.07 

AER 1 0.40 

ERA, V  0.15 0.43 

ER intersection 0.35 

PE expected 32.01 

After mergers:   

 5820 

P 9.43 

S 2,194,000 

E 546,773 

PE 26.21 
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 In this combination, shareholders’ wealth of both acquiring and acquired 

companies is hurt. ERV (0.43) > AER (0.40) > ERA (0.15) implies that Jih Sun 

Securities Co.,Ltd. and BaoDao Commercial Bank agree with an unfavorable 

price, damaging the wealth position of their stockholders. The actual P/E ratio 

after mergers, 26.21, is lower than the expected one, 32.01, indicating their 

over-optimistic expectation about the synergies brought by the merger. Also, 

we can find out that both Jih Sun Securities Co.,Ltd. and BaoDao Commercial 

Bank suffer losses given that the rate of return in this merger is -61.27% and 

-8.45%, respectively.  

 

 Given the results of all combinations demonstrated above, we can 

observe that some companies expected too many synergies and turned out 

substantial losses in terms of shareholders’ wealth. Some agreed reasonable 

prices with counterparties, so their shareholders benefit from those fair 

transactions. We compare three P/E ratios based on different calculations, 

including P/E on intersection, expected P/E, and actual P/E, in the following. 

Among them, P/E on intersection represents a reasonable P/E for both 

acquiring and acquired companies could achieve after the combination and 

also a weighted-average P/E ratio of acquiring and acquired firms. Expected 

P/E is implied within actual exchange ratio determined by negotiation between 

acquiring and acquired firms. And actual P/E indicates actual performance of 

the combination after the completion of mergers. 
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Table 26 
Comparison of P/E ratios 

 P/E on intersection Expected P/E Actual P/E 

1 22.28 23.16 21.85 
2 28.5 29.19 33.74 
3 17.36 18.97 21.92 
4 51.68 64.03 52.09 
5 31.89 31.94 25.31 
6 24.87 61.06 44.35 
7 12.33 13.52 7.65 
8 9.35 9.88 12.08 
9 22.95 27.74 21.17 
10 11.22 11.46 11.93 
11 11.05 12.33 9.97 
12 12.89 13.57 12.89 
13 13.82 14.66 17.34 
14 38.27 37.87 59.99 
15 19.47 22.54 21.30 
16 30.75 32.01 26.21 

Notes: P/E on intersection indicates the intersection proposed by the Larson-Godenes 

model; expected P/E is implied in the actual exchange ratio used in the M&As 

transaction; actual P/E is calculated by the actual stock price and earnings after 

combination 

From Table 26 shown above, most all acquiring companies pay premiums 

to acquired firms except subgroup 14 as their expected P/E greater than P/E 

on intersection. However, more than 10 combinations do not perform as well 

as they expected since their actual P/E are much lower than the expected 

ones. The possible reason may be that acquired companies manipulate 

earnings much more than acquiring do, so they could get much more 

premiums than they really deserve. Therefore, we will make further discussion 

in the next section to see if there is any correlation between earnings 

management and determination of exchange ratios.
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4.3. Comparison between earnings management and 

exchange ratio within an M&As transaction 

 In this part, we further investigate whether companies with higher level of 

earnings management actually get more favorable exchange ratios based on 

the results in previous two sections.  

First of all, we have to determine how much the premium acquiring 

companies pay to acquired firms for each combination. Followed by Bae and 

Sakthivel (2000), the premium paid by acquiring firms could be calculated as:  

Premium 100×
−×

=
V

VA

P
PPAER

                     (20) 

 And then, we put those premiums and the level of earnings management 

of each subgroup together to see if there is any correlation within them. The 

results are presented as fo llowed. 

As we have mentioned earlier, the positive number of X1-X2 represents 

that the degree of earnings management of acquiring company is higher than 

acquired company within a combination while the negative number indicates 

that of acquiring company is relatively lower than acquired company. Among 

12 combinations with acquired firms managing earnings much more than 

acquiring firms, 11 acquiring companies pay premiums to acquired firms more 

than 20%, which is average premium paid by acquiring in a usual M&As 

transaction. 

Discussing by types of combination, we can fine out that acquiring 

companies in subgroup of Insurance +Bank averagely pays more premiums to 

acquired companies than other three subgroups whereas acquiring in 

subgroup of Bank plus Bank pay least without considering subgroup of 

Insurance plus Securities, which only has one sample. 
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Table 27 
Comparison of earnings management, exchange ratio, premium paid 

within an M&As transaction 

  X1-X2 T value 
P/E on 

intersection 
Expected 

P/E 
Actual 

P/E Premium 

1 -0.0962 -7.6142*** 22.28 23.16 21.85 50.56 
7 -0.0375 -2.8617** 12.33 13.52 7.65 134.7 
9 -0.0182 -0.7013 22.95 27.74 21.17 81.12 

12 -0.0702 -8.1734*** 12.89 13.57 12.89 73.88 
14 0.0941 3.3998*** 38.27 37.87 59.99 -2.96 
15 -0.051 -2.9327** 19.47 22.54 21.30 52.39 

Bank +Securities 

16 -0.0911 -3.2978*** 30.75 32.01 26.21 15.44 

        

8 -0.2151 -5.0720*** 9.35 9.88 12.08 39.99 
10 0.0023 0.5807 11.22 11.46 11.93 3.72 
11 -0.1804 -5.3167*** 11.05 12.33 9.97 23.74 

Bank +Bank 

13 -0.0147 -3.4550*** 13.82 14.66 17.34 22 

        

3 -0.0191 -3.7619*** 17.36 18.97 21.92 29.98 
4 -0.0323 -6.2508*** 51.68 64.03 52.09 106.71 
5 -0.1391 -2.4815** 31.89 31.94 25.31 4.22 

Insurance +Bank 

6 -0.1812 -3.3122*** 24.87 61.06 44.35 623.19 

        

Insurance 
+Securities 2 -0.001 -0.0864 28.50 29.19 33.74 6.53 

Notes: In this table, X1-X2 indicates  the differences of the mean of tiDA ,  in acquiring companies and that in acquired 

and is tested against the null hypothesis of zero in the standard t-test. P/E on intersection indicates the intersection 

proposed by the Larson-Godenes model; expected P/E is implied in the actual exchange ratio used in the M&As 

transaction; actual P/E is calculated by the actual stock price and earnings after combination. Premium represents 

acquiring company pays for merging acquired one. 

 

 And then, we take P/E on intersection as a benchmark, which stands for a 

reasonable PE ratio that the combination could achieve after the merger,  and 
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try to figure out the relationship between premium and stock performance of 

the combination after merger. In the subgroup of Bank plus Securities, we can 

observe that the more premium an acquiring firm pays to the acquired firm, the 

larger the differences between P/E on intersection and Actual P/E. However, 

we can not find the same pattern in the rest of three subgroups. Some pay 

more than 20% of premium to the acquired firm but realized a better P/E ratio 

than expected after merger, but still some pays less than 10% premium to the 

acquired firm but realized even worse P/E ratio than expected. Therefore, we 

can not have a clear conclusion from this point of view in analyzing our 

samples. We have to make further investigation of investors’ reactions toward 

these M&As announcements by observing their abnormal returns through 

event study in the next section. 
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4.4. The Reactions of Stock Price after the Complete of M&As 

 The wealth effects associated with the event announcements of M&As 

transactions are provided in Table 28, which shows the cumulative average 

abnormal returns and the t statistics for five different event windows. The 

following results indicate shareholders of acquired banks experiencing 

significant positive CARs for all event windows, which is as we expected. The 

shareholders of acquiring banks, however, also have positive CARs although 

insignificant. The possible reason may be that investors are looking forward to 

synergies coming from encouragements of government and advantages of 

regulations.  

 

Table 28 
Cumulative abnormal returns for all samples 

CARs for Event Windows 

Sample Type (-3, +3) (-2, +2) (-1, +1) (-5, 0) (0, 5) 

      
Overall 2.2881 2.1196 1.9785 1.2697 1.0775 

 (4.6573***) (5.1046***) (6.1513***) (2.7915**) (2.3690**) 

      
Acquiring 0.8082 0.3783 0.6235 -0.4421 0.1976 

 (1.094) (0.6099) (1.2978) (-0.6507) (0.2098) 

      
Acquired 3.495 3.5344 3.0794 2.6605 1.7925 

 (5.2839***) (6.3225***) (7.1115***) (4.3446***) (2.9272**) 

Notes: Cumulative abnormal returns indicate the average market-adjusted change over the 

event window in the market values of the sample companies. T statistics are reported in 

parentheses. * indicates statistical significance at 10% level, ** indicates statistical significance 

at 5% level, and *** indicates statistical significance at 1% level. 
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 Further, we would like to investigate that if investors can see through 

managers’ manipulations before these announcements and punish them by 

selling their stocks in the market.  

 

Table 29 
Cumulative abnormal returns for the period after M&As announcement 

CARs for Event Windows 

Sample Type (0, 5) 

  
Acquiring-High 0.6733 

 (0.4761) 

  
Acquiring-Low 0.0549 

 (0.0708) 

  
Acquired-High 2.3531 

 (3.4637***) 

  
Acquired-Low -0.6367 

 (-0.4502) 

Notes: Cumulative abnormal returns indicate the average market-adjusted change 

over the event window in the market values of the sample companies. T statistics are 

reported in parentheses. * indicates statistical significance at 10% level, ** indicates 

statistical significance at 5% level, and *** indicates statistical significance at 1% level. 

 

 In the Table 29, Acquiring –High represents acquiring companies those 

degree of earnings management higher than acquired ones within one merger, 

whereas Acquiring-Low represents acquiring companies those degree of 

earnings management lower than acquired ones within one merger. The same 

usages are applied to Acquired-High and Acquired-Low.  
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 Empirical results shown above indicate that acquired companies with 

higher degree of earnings manipulation than acquiring ones experience 

cumulative abnormal returns of 2.3531% for the (0, 5) window at the 1% 

significance level, while acquired companies with earnings management less 

than acquiring ones experience abnormal losses. As for acquiring companies, 

CARs for those with higher degree of earnings management than acquired 

ones within one merger, 0.6733%, is higher than CARs for those with lower 

degree, 0.0549%. These results imply that market investors care only about 

whether companies can get more favorable  exchange ratios in M&As 

transactions no matter earnings that they negotiate with are manipulate by 

managers or not. In other words, investors care about the change of their 

wealth immediately after announcements of M&As more than synergies that 

could be generated from mergers. Therefore, we can conclude that market 

investor could not see through managers’ manipulations toward earnings and 

hence will not punish those companies by selling stocks in the market within 

observation of our samples.  


