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Abstract 

 

In the context of today’s current environment of increased shareholder activism, how do 

shareholders fare in situations where target companies reject takeover acquisition offers? This 

paper analyzes 32 rejected takeover offers from January 1
st
, 1998 to January 1

st
, 2003 analyzing 

investor returns using an Internal Rate of Return (IRR) approach as well cumulative excess 

returns, relative to both market and sector benchmarks. The results suggest that relative to the 

returns that could have been realized with the acceptance of the initial takeover offer, firms that 

reject acquisition, and are not subsequently acquired in the five years following the initial offer, 

experience long run returns that are inferior to those that would have been realized with the offer. 

In contrast, firms that are later acquired in the five year period following the initial offer do not 

experience significantly different investor returns. An analysis of cumulative excess returns 

suggests that target performance after a rejected acquisition offer does not significantly differ 

from the market or a sector benchmark. Targets that reject takeover offers appear to be neither 

superior nor inferior when creating shareholder value in the long term. 
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Introduction 

On Wednesday, October 9
th

, 2013 Men’s Wearhouse announced that its Board of Directors had 

decided to reject Jos. A. Bank’s unsolicited offer to acquire Men’s Wearhouse for $48.00 per 

share in cash (Men’s Wearhouse, 2013). A New York Times Dealbook article later that week 

would say that Men’s Wearhouse claimed that the offer “significantly undervalued the company” 

and was “opportunistic”. Men’s Wearhouse’s board even went as far as to adopt a “poison pill” 

to effectively limit a shareholder from obtaining an interest in the company larger than 10% 

(Davidoff, 2013). In today’s world of shareholder activism Men’s Wearhouse’s Board of 

Directors’ actions raise an interesting question. Will their decision to reject a takeover offer 

maximize shareholder value?  

This paper seeks to provide an answer to that question. By analyzing failed takeover attempts 

between January 1
st
, 1998 and January 1

st
, 2003 target company performance will be analyzed 

relative to offer premiums as well as relative to market returns after the takeover offer. This 

paper will expand upon previous research by focusing on the long term effects (greater than three 

years from the offer date) on target company returns. This paper also presents a methodology for 

evaluating investor returns, had the target company accepted the takeover offer, which differs 

from the existing literature.  

Literature Review 

The foundation for this paper was first laid by Peter Dodd’s 1980 “Merger Proposals, 

Management Discretion and Stockholder Wealth”. In this study Dodd analyzed proposals to 

acquire NYSE listed firms during the seven year period ending December 31, 1977 in order to 

assess the impact of both accepted and rejected merger proposals on shareholder wealth. By 

analyzing abnormal returns, Dodd found that targets exhibit significant positive abnormal returns 

during the offer window and that in situations where target management rejects the offer 

proposal, the target while experiencing negative abnormal returns during the termination 

window, still trades at a premium to the pre-offer value. This suggests that takeover targets that 

reject a merger proposal, in the short run after termination of the offer, see a permanent 

revaluation in their shares which increases shareholder value. In contrast to Dodd my research 

will focus on the long term implications of rejected takeover offers on shareholder value. Dodd’s 
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work extends only until 40 trading days after the announcement of the offer termination (Dodd, 

1980). 

Building on Dodd’s work Michael Bradley, Anand Desai, and E. Han Kim’s 1982 “The 

Rationale Behind Interfirm Tender Offers:  Information or Synergy?” looked to provide an 

explanation for the permanent revaluation phenomena by examining the abnormal returns of 

firms that were targets of unsuccessful tender offers and firms that had made unsuccessful tender 

offers between 1963 and 1980. Again Bradley, Desai, and Kim were able to confirm the positive 

revaluation of target shares for targets that rejected tender offers; however abnormal returns 

differed for targets that were acquired in the five year period following the initial offer. For 

targets that were eventually acquired within five years, permanent revaluation held (initial offer 

premium was not completely erased) for the one and two year periods following the termination 

of the initial offer. However, for targets that were not subsequently acquired, permanent 

revaluation did not hold and the firms experienced significant negative abnormal returns in the 

one and two year periods following the termination of the initial offer. This led Bradley, Desai, 

and Kim to conclude that permanent revaluation is the result of anticipation of assumed 

synergies to be had in a subsequent takeover offer as opposed to superior information exposed 

through the offer process (information hypothesis) (Bradley, Desai, Kim, 1983).  

Following Bradley, Desai, and Kim research was produced that conflicted with the permanent 

revaluation phenomena. In Richard Ruback’s 1988 “Do Target Shareholders Lose in 

Unsuccessful Control Contests?” Ruback analyzed unsuccessful tender offers between 1962 and 

1980 of firms listed on the NYSE or American stock exchanges to further evaluate permanent 

revaluation, and to extend research on abnormal returns following offer termination to the three 

year period following termination. Ruback finds that management resistance to takeover attempts 

decreases wealth of existing shareholders; however initially at offer termination, merger 

announcement gains are not completely reversed supporting revaluation in the short term. In the 

long term, while not statistically significant, firms who reject takeover offers experience negative 

abnormal returns. Again a disparity was noted between firms who were subsequently acquired, 

seeing more modest negative cumulative abnormal returns, and those that were not subsequently 

acquired (Ruback, 1988). 
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The most recent research on the subject was conducted by Ettore Croci in 2006 with his “Stock 

Price Performance of Target Firms in Unsuccessful Mergers and Acquisitions” in which Croci 

examined the returns on 459 targets in unsuccessful M&A deals initiated between January 1
st
, 

1989 and December 31
st
, 2001 and terminated between January 1

st
, 1990 and December 31

st
, 

2001. While the scope of Croci’s work is broader, and not limited to failed deals where the target 

company rejected a takeover offer, Croci finds that permanent revaluation does not occur when 

target management rejects an offer for both targets that are later acquired as well as for targets 

that are not later acquired. In fact Croci finds that cumulative abnormal returns from offer 

proposal to the post termination window are negative, leading him to suggest the new 

information hypothesis, in which what we learn about firms when they are under attention from 

an acquisition proposal explains their negative performance and revaluation. In the long term 

Croci found that cumulative abnormal returns were not statistically significant for targets that 

rejected a takeover offer (Croci, 2006). 

The existing body of research has focused on abnormal returns and the comparison of target 

company returns to those of the broader market. My research differs in that it compares investor 

returns after the offer to investor returns prior to the offer utilizing an Internal Rate of Return 

(IRR) approach and that it analyzes cumulative excess returns in the traditional fashion, however 

attempting to control for sector bias by calculating excess return relative to a sector specific 

benchmark. The ultimate goal of my research is to provide a comparison of investor return 

relative to the offer premium and to determine if, relative to the market as a whole, target 

companies who reject takeover offers differ significantly in their performance from the market 

after the takeover offer.  

Data 

To identify unsuccessful takeover offers I used Thompson SDC to generate a list of rejected 

takeover attempts initiated between January 1
st
, 1998, and January 1

st
, 2003. The screen was 

limited to contain offers where ownership sought was greater than 80%, the proposed deal value 

was greater than $50 million, and the targets traded on either the NYSE or NASDAQ stock 

exchanges. With the initial screen I then refined the data set using CapIQ to remove any REITs, 

target offers where a takeover offer had already been made, and target companies who were 

subsequently acquired within one year from the failed offer. Corporate histories were confirmed 
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using CapIQ and news articles when necessary. The final data set used in my analysis includes 

32 target companies. Of these 32 target companies nine targets still have a publicly available 

market value (though several now trade over the counter), three have filed for bankruptcy and 

cease to exist as operating companies, and 20 were later acquired. All 32 targets traded publicly 

for at least one year after the initial offer, 29 traded for at least two years, 22 traded for at least 

three years, 16 traded for at least five years, and eleven traded for at least ten years. Market data 

for share prices was found using Bloomberg.  

To isolate differences in shareholder returns between firms who rejected an offer but were open 

to being acquired at a more favorable valuation, as opposed to firms who felt they could create 

superior value as an independent entity, firms who were subsequently acquired within five years 

were classified as “Later Acquired”. Analysis was conducted to determine if returns for these 

firms who were “Later Acquired” differed from their peers who were not acquired within five 

years. Support for the five year acquisition period as a relevant time window can be seen in its 

application in Bradley, Desai and Kim, 1982. 

Methodology 

To measure whether shareholder value was maximized by rejecting a takeover offer two tests 

were employed. The first test was a comparison of investor internal rate of return (IRR) in the 

one year prior to the takeover offer (T-1), ending on the offer date (T), against investor IRR in 

the one (T+1), two (T+2), three (T+3), five (T+5), and ten year (T+10) periods after the offer 

date as well as in the time until the firms terminal event (defined as either bankruptcy or 

acquisition). Two of the firms lacked one year of trading history prior to their failed takeover 

offers, for these firms the first available close price was used in the IRR analysis.  

For the T-1 period the IRR analysis used the share price one year prior to the offer date as the 

initial cash outflow and the offer value at the offer date as the terminal cash inflow. The T-1 IRR 

becomes the point for comparison as it evaluates what investor returns would have been had the 

takeover offer been accepted at the offer date. For the T+1, T+2, T+3, T+5, and T+10 periods the 

share price on the day of the offer was used as the initial cash inflow and the share price at the 

end of the time period was used as the terminal cash inflow. For the Offer-Terminal event time 

period for targets that were eventually acquired the acquisition value per share was used as the 

terminal cash inflow. For the three targets that eventually filed for bankruptcy two had terminal 
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cash inflows of zero as equity holders were wiped out in bankruptcy proceedings and the third 

utilizes the liquidation value per share as the terminal cash inflow. The T-1 IRR was then 

compared to the T+1, T+2, T+3, T+5, T+10 and T – Terminal IRR’s using a two sample T-Test 

assuming unequal variances as found in Excel’s Data Analysis ToolPak to assess for statistically 

significant differences in investor IRR across time periods.  

The second test I used to determine if rejected takeover offers maximized shareholder value was 

an analysis of cumulative excess returns, relative to the Russell 3000 and the target company 

specific Russell 3000 sector index, from both the offer date and the date the offer was 

withdrawn. Cumulative excess returns were analyzed for the one, two, three, five, and ten year 

periods after the offer date and withdrawal date as well as the periods from the offer date and 

withdrawal date to the target’s terminal event.  

Each target company was assigned to a sector specific Russell 3000 sector index. Russell 3000 

sector indices include Technology, Consumer Discretionary, Consumer Staples, Utilities, Health 

Care, Producer Durables, Energy, Financial Services, and Materials and Processing. Target 

companies were assigned to a sector index based on their SIC code as reported on Bloomberg. 

Target company SIC codes were compared to the Russell 3000 sector indices current SIC code 

based on current sector index constituents. In areas where there was an overlap between sector 

indices business descriptions on CapIQ were used to properly assign target companies. 

Daily excess returns were calculated for target companies and geometrically linked from the 

offer date and the offer withdrawal date in order to calculate cumulative excess returns. A t-test 

was then performed to assess for statistically significant deviation from an assumed mean of 

zero; a mean of zero would suggest that the targets on average experience market returns. 

Results 

IRR Analysis 

The IRR analysis provided the most statistically significant results and also highlighted the 

distinction between firms that were acquired within five years from the initial offer and firms 

that were not acquired within five years. Results are displayed below. 
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Figure 1: IRR Analysis 

 

As illustrated in Figure 1 above, results for all data points were only statistically significant for 

the T+5 and T+10 time periods. In these cases investor IRRs in the period after the takeover 

offer were inferior to the investor IRRs had an offer been accepted. This evidence suggests that 

in the long term investor returns are inferior when rejecting a takeover offer. In order to improve 

the quality of the results, as mentioned above, the data set was divided into two groups, “Not 

Acquired in 5 Years” and “Later Acquired”. The “Not Acquired in 5 Years” group experienced 

IRRs that were statistically significant relative to the pre-offer IRR at all time periods except for 

the T+1 time period. Insignificant returns can be expected for the T+1 time period as target 

company returns typically see price appreciation in the one year period following a takeover 

offer.  In contrast, the “Later Acquired” group’s IRRs after the offer date were not statistically 

significant when compared to the pre-offer IRR for any of the observed time periods. This can 

Mean Standard Deviation T-1 - T+1 T-1 - T+1

Data Set Number of Observations T-1 T+1 T-1 T+1 t Stat p-Value

All Points 32 29.91% 8.88% 59.88% 75.06% 1.239 22.02%

Not Acquired in 5 Years 19 29.88% 1.50% 53.30% 73.20% 1.366 18.11%

Later Acquired 13 29.96% 19.67% 70.71% 79.41% 0.349 73.03%

Mean Standard Deviation T-1 - T+2 T-1 - T+2

Data Set Number of Observations T-1 T+2 T-1 T+2 t Stat p-Value

All Points 28 30.77% 6.79% 62.75% 47.19% 1.616 11.24%

Not Acquired in 5 Years 18 33.22% -3.64% 52.76% 42.62% 2.306 2.75%

Later Acquired 10 26.37% 25.58% 80.75% 51.38% 0.026 97.96%

Mean Standard Deviation T-1 - T+3 T-1 - T+3

Data Set Number of Observations T-1 T+3 T-1 T+3 t Stat p-Value

All Points 22 26.73% 10.52% 55.78% 27.21% 1.226 22.99%

Not Acquired in 5 Years 16 39.32% 4.36% 52.25% 22.06% 2.466 2.28%

Later Acquired 6 -6.85% 26.94% 54.93% 34.70% -1.274 23.86%

Mean Standard Deviation T-1 - T+5 T-1 - T+5

Data Set Number of Observations T-1 T+5 T-1 T+5 t Stat p-Value

All Points 16 39.32% 1.72% 52.25% 16.47% 2.745 1.33%

Not Acquired in 5 Years 16 39.32% 1.72% 72.28% 40.58% 2.745 1.33%

Later Acquired NA NA NA NA NA NA NA

Mean Standard Deviation T-1 - T+10 T-1 - T+10

Data Set Number of Observations T-1 T+10 T-1 T+10 t Stat p-Value

All Points 11 30.74% -0.86% 38.54% 6.65% 2.679 2.14%

Not Acquired in 5 Years 11 30.74% -0.86% 62.08% 25.79% 2.679 2.14%

Later Acquired NA NA NA NA NA NA NA

Mean Standard Deviation T-1 - Terminal T-1 - Terminal

Data Set Number of Observations T-1 Terminal T-1 Terminal t Stat p-Value

All Points 23 29.73% -2.92% 67.50% 58.76% 1.750 8.73%

Not Acquired in 5 Years 10 29.44% -34.16% 66.87% 53.91% 2.341 3.16%

Later Acquired 13 29.96% 21.11% 70.71% 52.08% 0.363 71.99%
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again be expected, as firms that are involved in later takeover offers should experience positive 

abnormal returns relative to the market.  

As seen in panel three of Figure 1, the T-1 mean of the “Later Acquired” data set was negative. 

Of the six data points available, three of the firms had negative T-1 IRRs. When negative T-1 

IRRs are removed from the “Later Acquired” data set (four in total), as a means of controlling 

for poor performers, the results still hold for all time periods (T+1, T+2, and T+3) with investor 

IRRs not differing significantly from the T-1 time period. 

 The IRR analysis allows us to conclude that firms who reject a takeover offer with the intent of 

remaining an independent company experience returns that are inferior to returns that would 

have been realized had an offer been accepted in the long term (two, three, five, and ten year 

periods). However, firms that reject a takeover offer, but are willing to be acquired at a later time 

or more favorable valuation, experience returns that do not significantly differ from those that 

would have been realized with the original offer. The results of the IRR analysis lead us to 

conclude that the rationale for offer rejection is a key determinant of future investor returns. 

Investors should be wary of rationale that focuses on remaining an independent entity. 

These findings support the work of Bradley, Desai, and Kim who found that firms who are 

acquired in the five years following an initial takeover experience positive revaluation after the 

initial offer that is sustained until the time of their acquisition. Bradley, Desai, and Kim’s 

synergy hypothesis can be applied to the results of the IRR analysis. Investor returns fail to differ 

significantly for the “Later Acquired” group because the market believes that proposed synergies 

will still be realized, however at a later time. While varying in methodology (utilizing IRR as 

opposed to cumulative excess returns) and time period, my research supports permanent 

revaluation for targets that are subsequently acquired as well as illustrates that it does not hold 

for targets that are not subsequently acquired. 

Offer Date Cumulative Excess Returns Relative to the Russell 3000 

With an understanding of how investor returns compare to the returns that could have been 

realized had an offer been accepted, it is also important to understand target company returns 

relative to the market from the offer date. In existing research cumulative excess returns have 

been the preferred method for evaluating target company performance relative to the market.  
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As illustrated in Figure 2 below cumulative excess returns for all data points were significant for 

the T+2, T+3, and Terminal time periods. For the “Not Acquired in 5 Years” data group returns 

were only significant for the T+3 time period. For the “Later Acquired” data group returns were 

significant only for the Terminal time period. The lack of broadly statistically significant results, 

and the randomness of statistically significant time periods, suggest that relative to the market as 

a whole target company returns after an offer do not differ dramatically from the market in the 

long term. It appears that managers who reject takeover offers are neither superior nor inferior 

when creating value for shareholders. 

The results of my research conflict somewhat with Ruback’s findings. Ruback found that on 

average, while not statistically significant like my results, firms who reject takeover offers 

experience negative cumulative abnormal returns and that firms who were not later acquired 

experience relatively worse cumulative abnormal returns than their acquired peers. In contrast, 

relative to the market, both for firms that were and were not subsequently acquired, targets that 

rejected takeover offers on average experienced positive abnormal returns. The directional 

difference of mean returns is likely attributable to time period length, were my research extended 

to include a larger time period accounting for multiple business cycles (Ruback included 18 

years of offers while my research included only five years of offers) the direction of mean 

returns may have been more consistent. In line with Ruback, later acquired firms experienced 

average cumulative abnormal returns that were in excess of their not acquired peers. 

Figure 2: Cumulative Excess Returns Relative to the Russell 3000 (Offer Date) 

 

T+1

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 32 25.46% 78.22% 1.841 7.52%

Not Acquired in 5 Years 19 15.58% 69.33% 0.980 33.87%

Later Acquired 13 39.88% 90.65% 1.586 13.86%

T+2

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 29 52.35% 126.60% 2.227 3.43%

Not Acquired in 5 Years 18 28.00% 109.76% 1.082 29.49%

Later Acquired 11 92.19% 146.90% 2.081 6.41%
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Offer Date Cumulative Excess Returns Relative to the Target Specific Russell 3000 Sector 

Index 

Previous research has not attempted to control for sector performance when analyzing 

cumulative excess returns. As detailed below in Figure 3, controlling for sector performance by 

analyzing cumulative excess returns relative to a target’s specific Russell 3000 sector index 

results in no significant deviation from the sector benchmark. Cumulative excess returns were 

insignificant for all data sets at all time periods. The findings here suggest that target managers 

who reject takeover offers are again neither superior nor inferior at creating shareholder value 

relative to their sector peers in the long term. Because results were statistically insignificant for 

all time periods, in contrast to cumulative excess returns from the offer date relative to the 

Russell 3000, it suggests that isolating sector bias is valuable when analyzing cumulative excess 

returns. 

  

T+3

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 22 97.75% 158.12% 2.899 0.86%

Not Acquired in 5 Years 16 62.89% 113.77% 2.211 4.30%

Later Acquired 6 190.71% 227.86% 2.050 9.56%

T+5

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 16 64.21% 140.10% 1.833 8.65%

Not Acquired in 5 Years 16 64.21% 140.10% 1.833 8.65%

Later Acquired NA NA NA NA NA

T+10

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 11 48.35% 120.07% 1.336 21.10%

Not Acquired in 5 Years 11 48.35% 120.07% 1.336 21.10%

Later Acquired NA NA NA NA NA

Terminal

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 23 91.42% 188.76% 2.323 2.98%

Not Acquired in 5 Years 10 37.71% 147.01% 0.811 43.78%

Later Acquired 13 132.73% 211.81% 2.259 4.33%
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Figure 3: Cumulative Excess Returns Relative to Russell 3000 Sector Indices (Offer Date) 

 

Offer Withdrawal Date Cumulative Excess Returns Relative to the Russell 3000 

The offer withdrawal date, and returns thereafter, are also relevant for evaluation. Much of the 

existing research has focused on post withdrawal date cumulative excess returns. This paper 

finds insignificant cumulative excess returns for all time periods and data sets with the exception 

of the “All Points” T+3 time period (Figure 4). Generally insignificant cumulative excess returns 

after the offer withdrawal date are in line with those experienced from the offer date allowing us 

T+1

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 32 5.05% 95.78% 0.298 76.47%

Not Acquired in 5 Years 19 -11.34% 100.20% -0.493 62.77%

Later Acquired 13 29.00% 87.13% 1.200 25.37%

T+2

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 29 13.97% 136.24% 0.552 58.32%

Not Acquired in 5 Years 18 -4.27% 155.26% -0.117 90.80%

Later Acquired 11 43.82% 97.03% 1.498 16.59%

T+3

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 22 48.36% 166.95% 1.359 18.84%

Not Acquired in 5 Years 16 20.08% 153.77% 0.522 60.81%

Later Acquired 6 123.75% 191.69% 1.581 17.46%

T+5

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 16 3.82% 165.06% 0.093 92.74%

Not Acquired in 5 Years 16 3.82% 165.06% 0.093 92.74%

Later Acquired NA NA NA NA NA

T+10

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 11 24.93% 133.20% 0.621 54.85%

Not Acquired in 5 Years 11 24.93% 133.20% 0.621 54.85%

Later Acquired NA NA NA NA NA

Terminal

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 23 70.36% 197.20% 1.711 10.11%

Not Acquired in 5 Years 10 17.15% 136.06% 0.399 69.89%

Later Acquired 13 111.30% 230.73% 1.739 10.76%
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to make similar conclusions. Takeover targets that resist appear not to experience significantly 

different returns than the market following the withdrawal of a takeover offer in the long term. 

Figure 4:  Cumulative Excess Returns Relative to Russell 3000 (Withdrawal Date) 

 

  

T+1

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 29 7.27% 63.60% 0.615 54.39%

Not Acquired in 5 Years 18 3.25% 71.32% 0.193 84.65%

Later Acquired 11 13.84% 51.00% 0.900 38.87%

T+2

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 25 30.30% 117.52% 1.289 21.06%

Not Acquired in 5 Years 17 22.22% 125.94% 0.727 47.68%

Later Acquired 8 47.48% 102.98% 1.304 23.36%

T+3

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 21 69.67% 125.73% 2.539 1.95%

Not Acquired in 5 Years 16 57.40% 118.05% 1.945 7.05%

Later Acquired 5 108.92% 155.76% 1.564 19.29%

T+5

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 16 40.50% 129.30% 1.253 22.95%

Not Acquired in 5 Years 16 40.50% 129.30% 1.253 22.95%

Later Acquired NA NA NA NA NA

T+10

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 11 31.52% 104.04% 1.005 33.88%

Not Acquired in 5 Years 11 31.52% 104.04% 1.005 33.88%

Later Acquired NA NA NA NA NA

Terminal

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 23 67.71% 159.66% 2.034 9.04%

Not Acquired in 5 Years 10 33.90% 139.09% 0.771 46.03%

Later Acquired 13 93.72% 174.75% 1.934 7.68%
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Offer Withdrawal Date Cumulative Excess Returns Relative to the Target Specific Russell 

3000 Sector Index 

An analysis of cumulative excess returns relative to a target’s specific Russell 3000 sector index 

from the offer withdrawal date was also conducted. Cumulative excess returns relative to the 

sector index were insignificant for all data sets and for all time periods (Figure 5). From this we 

can conclude that takeover targets that resist acquisition do not differ significantly in their 

performance relative to their sector peers after the offer withdrawal date in the long term. 

Figure 5: Cumulative Excess Returns Relative to Russell 3000 Sector Indices (Withdrawal 

Date) 

 

T+1

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 29 -12.49% 80.42% -0.837 41.02%

Not Acquired in 5 Years 18 -16.10% 97.29% -0.702 49.20%

Later Acquired 11 -6.59% 44.20% -0.495 62.67%

T+2

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 25 4.48% 145.47% 0.154 87.87%

Not Acquired in 5 Years 17 -1.93% 167.12% -0.048 96.21%

Later Acquired 8 18.11% 91.68% 0.559 59.33%

T+3

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 21 32.84% 154.86% 0.972 34.27%

Not Acquired in 5 Years 16 20.63% 156.34% 0.528 60.45%

Later Acquired 5 71.91% 160.44% 1.002 37.28%

T+5

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 16 -7.80% 149.45% -0.209 83.75%

Not Acquired in 5 Years 16 -7.80% 149.45% -0.209 83.75%

Later Acquired NA NA NA NA NA

T+10

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 11 17.78% 120.96% 0.487 63.64%

Not Acquired in 5 Years 11 17.78% 120.96% 0.487 63.64%

Later Acquired NA NA NA NA NA
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Conclusion 

The results of the IRR analysis allow us to conclude that target companies who intend to remain 

independent, and are not acquired within five years of the initial offer, experience investor 

returns that are inferior to those that would have been realized had the takeover offer been 

accepted. In contrast, firms that are acquired within the five year period after the original offer do 

not experience returns that differ significantly than those that would have been realized with the 

original offer.  

These findings confirm previous research related to revaluation (Bradley, Desai, and Kim and 

Dodd) while differing methodology and time period. The IRR analysis proves an effective means 

for evaluating the synergy hypothesis and results of previous research hold particularly in 

relation to the difference between firms that are and are not later acquired (Bradley, Desai, and 

Kim and Ruback). The value of the IRR analysis, in contrast to the cumulative excess return 

analysis, is that it allows us to interpret results relative to the value that could have been realized 

as opposed to returns relative to the market. The IRR analysis provides a means of assessing 

offer decision making from the perspective of the investor.  

The results of the IRR analysis suggest that investors should be wary of the rationale for 

rejecting a takeover offer. If the rationale is focused on improving acquisition price, then 

investors can generally expect little difference in realized returns. However if the rationale is 

focused on remaining an independent entity, investors should pressure the target company to 

accept the takeover offer. 

The cumulative excess return analysis allows us to conclude that target companies do not 

experience returns that are abnormal relative to the market or a sector benchmark. These results 

hold when controlling for later acquisition. This suggests that target companies who reject 

takeover offers are no better or worse at maximizing shareholder value relative to other firms in 

the market in the long term. 

Terminal

Data Set Number of Observations Mean Standard Deviation t Stat p-Value

All Points 23 44.30% 150.74% 1.409 33.49%

Not Acquired in 5 Years 10 16.13% 132.29% 0.386 70.81%

Later Acquired 13 65.96% 165.42% 1.438 17.60%
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These findings confirm previous research focused on cumulative abnormal returns for targets 

rejecting takeover offers that failed to find statistically significant differences in return. While 

this paper found, relative to the market, there are directional differences in mean cumulative 

abnormal returns in contrast to prior research, cumulative abnormal returns remain statistically 

insignificant suggesting that the directional differences in mean cumulative abnormal returns are 

attributable to differences in data set time period and size. Broadly speaking cumulative 

abnormal returns relative to sector benchmarks were less statistically significant than cumulative 

abnormal returns relative to the market. Controlling for differences in sector performance 

appears valuable and is perhaps a better benchmark for assessing manager performance after the 

rejected takeover offer. 

While rejecting a takeover offer may not maximize investor returns by failing to take advantage 

of an offer premium, target management does not appear to be inadequate in the context of post 

offer performance. 
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