Post Deregulation Restructuring of the Electric Power Industry: Value Creation or Value Destruction?

February 26, 2004

John R. Becker-Blease

Department of Accounting and Finance

University of New Hampshire

Durham, NH 03824

603 862-3301

jblease@cisunix.unh.edu
 Lawrence G. Goldberg

Department of Finance

University of Miami

Coral Gables, FL 33124

305 284-1869

lgoldberg@miami.edu
Fred R. Kaen

Department of Accounting and Finance

University of New Hampshire

Durham, NH 03824

603.862.3354

fred.kaen@unh.edu
Keywords: Deregulation; Electric Utilities; Mergers and acquisitions

JEL Classifications: G34 G38 L94

Abstract

Post Deregulation Restructuring of the Electric Power Industry: Value Creation or Value Destruction?

As a response to the deregulation of the electric power industry, many electric utilities adopted a strategy of acquiring other electric or gas utilities.  We examine whether these merger and acquisition strategies create value for the utility shareholders and whether the strategies result in superior post merger operating and stock-price performance relative to utilities that chose not to grow through acquisitions.  

We find no evidence that the mergers and acquisitions create value for a fully diversified investor.  For completed deals, the mean(median) combined bidder and target industry-adjusted abnormal return from announcement through completion is –5.78%(-3.26%).  Acquiring firms’ performance does not improve subsequent to deal completion.  Buy and hold returns and operating performance measures are at best insignificant, and frequently negative, following deal completion.  Active acquirers – those firms that acquire more than one target – experience particularly poor stock price and operating performance during and after acquisitions.


Our overall conclusion is that the merger and acquisition restructuring undertaken by power companies in response to deregulation did not create value for their shareholders or for a fully diversified investor.  Furthermore, the anticipated synergistic benefits of the mergers did not materialize based on post merger operating performance.  

Post Deregulation Restructuring of the Electric Power Industry: Value Creation or Value Destruction?

1. Introduction
The U.S. electric power industry has undergone a major restructuring through mergers and acquisitions since its deregulation in the 1990s.  The official beginning of this restructuring can, arguably, be dated to the passage of the Energy Policy Act of 1992 (EPACT).  This Act gave the Federal Energy Regulatory Commission (FERC) the authority to order vertically integrated independently owned utilities (IOUs) to allow non-utility power producers access to the transmission grid to sell power in an open market (U. S. Department of Energy, 2000).  The Act was motivated by Congress’ intent to promote competition in electricity generation.  Its passage set the stage for the eventual deregulation of the electric power industry in many States.  


The economic rationale underlying the deregulation of the electric power industry was that offering customers a choice of suppliers would generate lower prices through competition. These lower prices would be possible because of technological advances in power generation, transmission and distribution.  Further benefits would arise from overhead and efficiency savings resulting from industry consolidation and the elimination of entry barriers associated with the granting of monopolies to utilities in the 1920s in return for accepting rate of return regulation (U. S. Department of Energy).

Publicly owned electric utilities responded to EPACT and subsequent Federal and State deregulation legislation by restructuring themselves in a variety of ways.  These restructurings included mergers with other electric companies as well as mergers with natural gas utilities – the latter justified on the basis of power source diversification.  Consequently, we include electric utility mergers with natural gas utilities as well as with other electric utilities in our investigation.


The purpose of the paper is to examine whether the frequently cited benefits and synergies that motivated the merger and acquisition restructuring strategies adopted in response to deregulation translated into increased value for the owners of these utilities and for investors in general.  We find the following:

1. The owners of the utility companies acquired by other companies – the target companies – earn significantly positive abnormal returns.

2. The owners of the acquiring companies experience significantly negative abnormal returns.

3. Deal-to-close combined abnormal returns of the target and acquirer are either zero or negative relative to the CRSP value-weighted index.

4. Deal-to-close combined abnormal returns of the target and acquirer are significantly negative relative to a utility industry index. 

5. The post merger market performance of the merged companies is significantly worse relative to a benchmark portfolio of electric utilities that do not acquire other electric or gas utilities.

6. The post merger operating performance of the merged companies is significantly worse relative to a benchmark portfolio of electric utilities that do not acquire other electric or gas utilities.


The paper is organized as follows:  We describe the types of restructuring that occurred in the industry and why management adopted the strategies in Section 2.  We describe the deals and our research methodology in Section 3.  Empirical findings are reported in Sections 4, 5, 6, and 7.  Section 8 contains an analysis of the results and Section 9 compares the results to previous merger and acquisition studies.  The findings are summarized and conclusions offered in Section 10.

2. The restructuring background.

Industry analysts and regulators have identified three primary factors driving the deregulation and restructuring of the electric power industry (U.S. Department of Energy).  These are: 

(1) the belief that deregulation would stimulate competition and lead to lower electricity prices than those prevailing in a regulated environment where the industry had captured the regulators; 

(2) the existence of widespread disparities in prices across the United States; and  

(3) the technological advances that negated both the old natural monopoly arguments for utility regulation and the need for power generating facilities to be as near to end power users as was historically the case.


These three factors are intertwined with one another.   Substantial advances have been made with regard to the size of plants needed to generate electricity – the most notable being gas turbines.  No longer is it necessary to build large 1,000-megawatt generating plants in order to capture economies of scale.  Now, gas turbines rated at only 10 megawatts can be equally efficient if not more so.  Therefore, new entrants into the power generation business do not have to be “big” and do not need substantial amounts of capital to compete on equal terms with the “old” power generation technologies.  Hence, the rationale for granting monopoly rights to power generators has disappeared as has the need (arguably) for rate regulation in this area to protect ratepayers from an unregulated natural monopoly.  Instead, ratepayers can rely on new firms entering the power generating market to hold down rates if existing firms try to earn above-market returns. 


Along with advances in generating technology have come advances in transmission technology.  Electricity can be sent over power lines for longer distances than was previously possible.  Consequently, the large price differentials that existed because of substantial differences in generating costs in, for example, the Northwest compared to the Northeast, could be reduced by letting companies in high-cost generating habitats buy electricity from companies in low-cost generating habitats and transmitting it across regions.  As a result, it had become less important for each State to have power generating capability as well as distribution capability within its borders because a local utility no longer needed to generate power; it could buy power elsewhere and transmit it to its ratepayers.  In fact, any number of utilities could do so as long as they had access to a common transmission and distribution system.  So, deregulation advocates suggested letting the distribution companies compete with each other to get the best price for the ratepayer.


This common access argument has been questioned recently because of the recent (2003) blackouts that some have blamed on an outdated transmission system.  However, the issue here is less one of technology than one of who will construct, own and manage the lines - a governance question not a technology question (Smith, Murray and Fialka, 2003).


With technological advances having eliminated the need for granting monopoly franchises to state utilities, the original need for regulation of rates by utility commissions is negated.  Furthermore, for many observers, the utility commissions had, over the years, been captured by the industry with the result that rates and related decisions often favored the companies and large ratepayers over residential users.  With deregulation, the power of the utility commissions to favor the companies and large users waned with the result that residential ratepayers benefit.

2.1 The response of investor owned electric utilities 

Many investor-owned electric utilities responded to these technological and regulatory changes by acquiring other utilities.  The acquiring company managers typically offered the rationale that in a deregulated market, utilities needed to be large to remain competitive and to capture economies of scale and scope.  In particular, the economies identified were increased efficiencies in procurement, production, marketing and administration.  

Some electric utilities pursued this growth strategy by expanding their customer base through acquiring other electric utilities in the same state or through acquisitions across state or regional lines.  The Department of Energy classifies these mergers of electric utilities with other electric utilities as non-convergent mergers.  

Other electric utilities sought to diversify their products and achieve efficiencies in marketing and other overhead costs by acquiring or merging with natural gas utilities.  The Department of Energy classifies these deals as convergent mergers.  The motivation for these convergence mergers was to diversify operations, offer a wider range of services to customers, achieve efficiencies in marketing and other overhead costs and obtain direct access to natural gas to fuel gas powered generating plants owned by the gas utilities.


3. Data and research methodology


Our research objective is to determine whether those companies that responded to the deregulation of the electric power industry by buying or merging with other utilities created value for their shareholders and for investors in general (a fully diversified investor).  To do so, we collect data on all deals involving electric, gas and electric and gas utilities between 1990 and 2002.  Deals for two years prior to the passage of EPACT are included to capture deals made in anticipation of federal and state efforts to deregulate the electric power industry.  Deals are categorized into convergent and non-convergent groups for the purpose of performing event study analyses and examining post merger operating and stock price performance. 

3.1 Identification of mergers and acquisitions
We begin with a sample of all utility companies listed on CRSP under electric or gas SIC codes between 1990 and 2002.  These codes are 4911 (electric services), 4922 – 4925 (natural gas transmission and/or distribution), 4931 (primarily electric and other) and 4932 (primarily gas and other).  We then search for all deals involving one or more of these utility firms reported on the Securities Data Company’s (SDC) U.S. Mergers and Acquisitions Database and the Edison Electric Institute’s (EEI) record of deals.  Any utility that de-lists from CRSP due to merger or bankruptcy (CRSP drop codes 200-499) and is not contained in the SDC or EEI records is examined through a Lexis-Nexis search to determine whether it is involved in a merger or acquisition and the identity of the bidder.


Next, we classify deals into the following categories: (1) Non-convergent electric deals that involve pure electric and primarily electric companies (SIC 4911 and 4931) acquiring other pure electric and/or primarily electric companies; (2) Non-convergent gas deals that involve pure gas and primarily gas companies (SICs 4922-4925 and 4932) acquiring other pure gas and/or primarily gas companies; (3) Electric convergent deals that involve electric companies and combined electric companies acquiring gas companies or combined gas companies; and, (4) Gas convergent deals that involve gas companies and combined gas companies acquiring electric or electric combined companies.  

This search and classification process yields a total of 152 proposed deals that are either completed (121 deals) or withdrawn (31 deals) by the end of 2002.  We believe this is the universe of deals involving U.S. publicly traded acquirers.  

3.2 Deal characteristics

Tables 1 through 3 contain information about the deals.  As reported in Table 1, of our 121 completed deals, 86 are non-convergence deals involving only electric or only gas companies.  Thirty-five deals are convergence deals involving gas and electric companies –deals that involved “greater” power diversification than the non-convergence deals.  

Most deal proposals (141) are negotiated purchases of target companies by the acquirers.  Only 12 involve publicly identified unsolicited tender offers and 14 involve multiple bidders.  Six are described as a merger of equals. 

Payment terms vary among the deals with no single payment term dominating.  Of the 152 proposed deals; 43 are all cash offers, 59 are all stock offers, and 50 are mixed cash and stock offers

As reported in Table 2, most of the activity occurs between 1994 and 2001 with the number of deals peaking in 1999 at 35.  The average deal size (shown in Table 3) across all 109 completed deals is $1,539.6 million.   The median size is considerably less at $495.0 million. 

3.3 Firm characteristics

Table 4 provides information about bidder and firm characteristics that we use later to explain cumulative excess returns for bidders and targets.  Bidding firms are significantly larger than target firms based on three measures of size (total assets, sales, and market value of equity).  Using median values, bidding firms are at least double the size of target firms for each of the three measures and average 2.5 times larger.  


The median bidder held $47 million in cash at the time of the offer – an amount that represented 1.01 % (1.65%) of its total assets (sales).  The median target holds cash of $15 million or 0.99% (1.63%) of its total assets.  The proportion of cash to total assets (sales) is not significantly different between bidders and targets, suggesting that it is not cash-rich utilities engaging in acquisitions.


Bidding firms have significantly more long-term debt in the year preceding acquisition attempts compared to target firms ($519M vs. $507M).  However, as a ratio to total assets, bidding and target firms have statistically identical leverage ratios (30.51% compared to 30.53%).  


Target and bidder firms have similar return on assets prior to the targeting year, although the median bidder’s return on sales is significantly greater (28.04% compared to 22.60%).  Similarly, bidding firms market-to-book ratios are significantly larger (1.224 vs. 1.187), although the economic significance of the difference is not clear.  

4.  Pre-deal completion abnormal returns to shareholders

We estimate the market-adjusted cumulative abnormal returns to shareholders over three-day windows (-1 to +1 days), twenty-one day windows (-10 to +10 days), and announcement day to deal completion or withdrawal date (Deal-to-Close) relative to a market index and to a utility index.  Our value-weighed utility index excludes all utilities in our sample as either a bidder or target.  Table 5 contains the abnormal returns relative to the CRSP value-weighted index for the deals.  Table 6 contains the abnormal returns relative to our value-weighted utility index.

Cumulative abnormal returns are reported for the bidder, the target and a combined portfolio of the bidder and target during the pre- and post-announcement period.  We call this portfolio abnormal return the merger net present value returns (merger NPV returns).  A positive merger NPV return means the merger creates value for a fully diversified investor; a negative NPV means the proposed deal announcement destroys value for a fully diversified investor.  

4.1 Cumulative market-adjusted returns

Table 5 contains market-adjusted cumulative abnormal returns (CARs) for all 152 deals classified by bidder and strategic type.  The market index is the CRSP value-weighted index.  We report mean and median three day, twenty-one day and deal-to-close CARs.  


For all 152 deals, the median bidder CARs for all windows are negative and significant at the 1% level or less.  With respect to bidder types, electric bidders exhibit statistically significant negative returns for all windows and for both non-convergent and convergent deals.  The respective three-day, twenty-one-day and deal-to-close CARS for electric bidder non-convergent deals are –0.37%, -1.54% and –7.12%.  For electric bidder convergent deals, the respective numbers are –0.49%, -4.29% and –9.14%.


Gas bidders, in contrast to electric bidders, exhibit mixed signs on their CARS, although none is significantly positive.  This difference between electric bidders and gas bidders appears throughout our analyses, including post completion performance.  


When we remove the withdrawn bids from our deals, the overall bidder CARS, as reported in Table 6, remain negative for the three-day and twenty-one day windows but are not significantly different from zero for the deal-to-close windows.  As reported in Table 7, the overall bidder CARS for the withdrawn bids are considerably less than for the completed deals.

Consistent with the findings of many past merger studies, the CARs of target companies are positive.  Based on the three day and twenty-one day CARs, it appears that gas bidders were willing to offer a higher acquisition premium than electric bidders and that both electric and gas bidders were willing to offer a higher acquisition premium for convergence (diversification) targets than non-convergence targets.

The signs on the overall NPV merger CARs are mixed.  The median three day CAR is 0.84 % and is significant at the 0.01 level.  However, the overall median twenty-one day CAR is –0.76% and the overall deal-to-close CAR is –4.76%.  Neither, though, is significant at standard levels. A similar pattern holds for the overall NPV merger CARs for only the completed deals. 

Within the overall completed deals the median deal-to close NPV CARs are zero for electric bidders acquiring other electric companies (non-convergent) but significantly negative for electric bidders acquiring gas companies (convergent).  The NPV merger CARs for gas companies acquiring non-convergent targets – other gas companies – are positive.  If we equate convergence deals as power diversification deals and non-convergence deals as power focus deals, the diversification deals were less well-received by investors than the focused deals.  

Our assessment of the CARs in Tables 5,6 and 7 is that investors do not believe that deals involving electric bidders acquiring other electric power companies (non-convergent) or gas companies (convergent) create value for a well diversified investor.  By the time these deals close or are withdrawn, the overall median electric non-convergent NPV merger cumulative return is –4.88% with only 35.7% of the completed deals being positive.  For electric convergent deals, the median NPV merger return is –10.59% with only 14.3 percent of the completed deals being positive.  For completed non-convergent deals, the respective median CARs are –1.60% and –11.0%.   

With respect to the overall market index, the deals involving gas bidders do create value.  This outcome is further supported by our cross sectional regression results that we report in Section 6.  A consideration of whether an explanation lies in the diversification versus focused power source is taken up in Section 5.

4.2 Cumulative industry adjusted returns

One possible explanation for the relatively poor performance of acquirers in the previous section is that utilities as a whole perform poorly relative to the market during the sample period.  We address this concern by calculating CARs relative to a value-weighted utility index, comprised of all non-sample utility firms.  Results from these tests are reported in Tables 8, 9, and 10. 


As shown in Table 8, the overall mean and median three-day bidder industry-adjusted CARS are significantly negative at the 0.10 level or less for all windows.  Furthermore, the only cell without a negative CAR is the deal-to-close CAR for gas bidders seeking to acquire convergent targets – a cell with only three deals.  Two of these deals are withdrawn leaving only one completion.  The deal-to-close bidder CAR for this completed deal is –15.6%.  Thus, the positive sign on the deal-to-close/withdrawn is a result of two of the three proposed deals failing rather than succeeding.


Overall median bidder CARS for the completed deals are significantly negative at the 0.01 level or less.  The signs on the deal-by-category CARs remain negative for all categories and windows.  But, as is noted in the previous section, electric bidders have more negative CARs than gas bidders and, within the electric bidder category, the CARS are more negative for bidders going after convergent (power diversification) targets. 


The mean and median CARs of target companies are positive across all categories and, with the exception of the deal-to-close convergent target CAR window, statistically significant.  The full sample overall NPV merger CARs are mixed.  The three-day NPV CARs are significantly positive while the twenty-one day CARs are zero.  However, by the time these deals close or are withdrawn, the CAR is significantly negative.  


An identical pattern holds for the NPV merger CARs on the completed deals as reported in Table 9.  The three-day median NPV merger CARs is positive 0.59% and significant.  The twenty-one day median NPV merger CAR is 0.06% and not significant.  The deal-to close NPV merger CAR is –3.26% and significant.  Within deal-to-close categories, the most negative CARs are for the deals in which electric companies acquired gas companies – the convergent diversification deals. 

We also check whether the stock performance of bidders and targets may be due to abnormal returns in the period well before the announcement date.  There is no evidence of abnormal stock performance for bidding or targeted firms in the 253-day trading period in the days -30 to -283 before the announcement date of the first acquisition attempt based on industry-adjusted returns.  There is no significant difference in performance based on return on assets for the bidder or the target in the year prior to the announcement.  For return on sales there is limited evidence that the bidders had a higher return prior to the merger while the targeted firms had a poorer performance in the case of non-convergent mergers.  There is no convincing evidence to suggest that the post acquisition stock or operating return is a continuation of poor performance before the acquisition.   


The CARs in this section as well as in the previous section offer little support for concluding that these mergers create value for shareholders.  The bidder’s stock typically lost value relative to the market as a whole or the utility index and the target company’s stock typically gained.  For the diversified investor, the deal is, at best, a wash.  If synergies are associated with the mergers, someone other than the shareholders capture them. 

5. The effects of firm and deal characteristics on abnormal returns


The univariate evidence suggests that utility mergers, as a whole, are not beneficial to shareholders.  We further explore this relation in a multivariate setting in order to disentangle what, if any, characteristic of the deals shareholders do not approve of.  Table 11 contains the regression model that we believe best explains the cross-sectional differences.  

We use deal-to-close industry-adjusted CARs as the dependent variable because we believe they best capture all of the information about the deal, such as likelihood of regulatory approval, regulatory modifications and revisions in deal terms that come out during this period.  


In addition to variables identifying whether the bidders are gas or electric (BIDDER ELECTRIC) and whether the deal is a non-convergent or convergent deal (CONVERGENCE) – in other words, power diversifying - we include an indicator variable of whether the deal involves companies merging across state lines (ACROSS STATE LINES) – a geographic diversification variable.
  We do so because a number of technological arguments for deregulation assert that limiting electrical power companies to operations in a single state or region hinders the ability of such utilities to take advantage of economies or scale or scope.  These arguments suggest that deals across state lines could have been associated with greater synergies and positive NPV merger returns than deals within states.  

Huang and Walkling (1987), among others, report that all-cash transactions have higher premiums than all-stock deals.  Thus, we include a dummy variable (CASH) taking a value of 1 if the deal is all-cash, 0 otherwise.  To disentangle the difference, if any, between all-stock transactions and mixed cash and stock transactions, we also include a dummy variable (STOCK) if the transaction is paid for exclusively with stock.  We are unable to determine the method of payment for 5 deals so we omit them from the regression.  

Bradley, Desai, and Kim (1988) report that deals with multiple bidders lead to higher takeover premiums; therefore we include a dummy variable (AUCTION) that takes a value of 1 when there is more than one bidder for a firm, 0 otherwise. It is also possible that targets in financial distress are not able to command the same takeover premium as viable companies.  Recognizing this possibility, we include a dummy variable (DISTRESS) that takes a value of 1 if the target firm is in financial distress, 0 otherwise.   

Many of the bidding firms were active bidders.  For instance, Southern Union made eight acquisition attempts during our sample period.  To test whether the market responds differently to acquisitions from active bidders than from bidders that make only a single acquisition during the sample period we include an additional indicator variable (ACTIVE BIDDER), which takes a value of 1 if the deal is not the first deal announced by the bidder, 0 otherwise.    

5.1 Bidder regressions

For the 147 bidder firms with all data available, we find that bidder deal-to-close CARs are inversely related to CONVERGENCE, ACROSS STATE LINES, CASH, STOCK and ACTIVE BIDDER.  Thus, those bidders most likely to have the lowest deal-to-close CARs are bidders who sought to diversify geographically or with respect to power sources, who paid with either all-cash or all stock and who were multiple bidders.  We are able to explain 19.34% of the variation in deal-to-close returns; the model is significant at less than 0.01%.  

5.2 Target regressions

The target company regression uses all 108 deal-to-close target company CARs as dependent variables.  The definition of the other regression variables remains as before.


The CARs of the target companies are reduced if the bidder was seeking to diversify power sources, was a frequent bidder, or eventually withdrew the offer and if the target firm was in financial distress.   

5.3 NPV merger regressions

The dependent variable for the NPV merger regression is the deal-to-close CAR for the 106 deals where the bidder and the target are publicly traded companies.  Again, the other variables remain as previously defined.

Both diversification coefficients are negative and significant at the 5% level or less.  Power source diversification leads to, on average, a 13.61% decline in value; and, geographic diversification leads to an 11.37% decline in value.  The NPV merger CARs for deals involving active bidders are significantly less than for deals where the bidder acquired only one target and for deals where stock was used for payment. 


To further explore the possible relation between deal-to-close CARs and power diversification, we run a second set of regressions where we substitute an indicator variable PWRDIV (power diversification) for the convergence indicator.  PWRDIV takes on the value of 1 if the deal involves a pure electric (gas) bidder making an offer for any target that has gas (electric) operations.  In other words, the question we ask is: Do pure electric companies – companies that have no gas operations – seeking to diversify into gas by buying gas or combined gas and electric targets create value through power diversification?


Our cross sectional regression results, reported in Table 12, support an opposite conclusion.  Pure electric bidders who seek to acquire targets with gas operations have significantly (0.0182) more negative deal-to-close CARs than other bidders.  And, the coefficient on PWRDIV for the NPV merger CARs was also significantly negative at the 0.038 level.  The coefficients on the other independent variables retain the same signs with ACROSS STATE LINES continuing to be significantly negative.  We conclude that the deals that create the least value for all shareholders are those where the bidder sought either power or geographical diversification.


6. Post announcement long-term operating and stock price performance

Announcement and post completion returns may not capture the full effects of the merger and acquisition activity (utility industry restructuring) on shareholder wealth.  As information about the actual post-merger performance of the completed deals was gained, market participants may revise their initial assessments about the potential benefits of both non-convergent and convergent mergers.


To address this issue we examine the post completion long-run price and the long-run operating performance of the surviving firms.  We compare the market and operating performances of the bidder companies to portfolios of utility companies that are not involved in any deals between 1990 and 2002 and to a control portfolio of companies matched on the basis of size and book-to-market following the methodology of Barber and Lyon (1997).  

6.1 Relative post merger market performance of merged companies

The relative post merger market performance data for all completed deals is contained in Table 13 for one, three, and five years after deal completion.  Never is the post merger market performance significantly better for the post merger companies than for the companies that are not involved in merger and acquisition activity during the sample period.  Frequently, however, market performance is significantly worse.


Poor post merger market performance is most apparent among the electric bidders in non-convergent deals.  During the first year after deal completion, the median post merger company under performed the no-deal companies by -4.02 percent.  After three years, the underperformance is -29.08%; and, after five years, -41.75%.  The numbers for electric bidders in convergent deals are –10.05%, -18.60, and –34.67% respectively.  


The post merger performance of gas bidders relative to our non-deal utility index is better than the electric bidders and is, statistically speaking, no different than non-deal utilities.  But, within the gas bidder category, non-convergent deals also under-perform convergent deals.


A similar pattern exists in the performance of the merged companies relative to a size and market-to-book control sample.  Electric bidders under perform the control sample, gas bidders exhibit no significant difference relative to the control sample and non-convergent deals under-perform convergent deals.

Table 14 contains the post merger market performance relative to the utility index for only the first acquisition (subsequent deals by the same bidder are not in the sample).  The results are qualitatively similar.  Electric bidders significantly under-perform the utility index; gas bidder post merger returns relative to the industry index are not significantly different from zero. 

 No significant differences – positive or negative – show up relative to the size and book control sample.  Here, the merged companies perform about the same as the no deal companies.


Relating this post merger market performance to a restructuring strategy, we conclude that these merger and acquisition strategies are at best, no better and, at worse, inferior to the operating strategies employed by the no-deal utilities – those that do not try to grow through mergers and acquisitions.  As we report in the next section, our assessment of the merger and acquisition strategies is supported by the relative long-term operating performance of the companies.

7.  Relative post-merger operating performance

We compare the post-merger operating performance of the merged companies to a matched control sample based on size and operating performance of no-deal companies in the year prior to the deal announcement.  The control firms are selected from the two-digit utility SIC.  We use two measures of operating performance – return on assets and return on sales.  Return on assets is calculated as operating income before depreciation (EBITDA) to total assets.  Return on sales is calculated as EBITDA to net sales.  By using EBITDA, we mitigate the confounding effects of financial leverage.  To be a matched control firm, the firm must be of similar size and report a return on assets and a return on sales of between 90 percent and 110 percent of the industry mean for that year. 


Table 15 contains our results for a sample that includes the post merger operating performance following only the first successful acquisition.  Overall, the bidders under-perform the no deal control sample of firms during the deal completion year (year 0) and through four subsequent years.  However, the overall performance is primarily driven by the electric bidders.  This underperformance is especially apparent with regard to return on sales.  In year 0, the mean return on sales relative to the control firms for electric bidders acquiring non-convergent targets was –2.21%; for convergent targets, -4.41%.  For the electric bidder non-convergent category, this under performance consistently worsens to –12.41% in year 5.  For the electric bidder convergent category, the deterioration ends in year 4 with a –7.13%.

Table 16 contains our results for those bidders that acquire only one target.  Here, our results differ from the sample that includes single and active (multiple) acquirers.  For all bidders, statistically significant negative underperformance exists for only the acquisition year with respect to return on assets and for year 2 following the deal completion for return on sales.  However, when we break out electric bidders from gas bidders, we find that electric bidders continue to experience significantly negative post merger operating performance while gas bidders buying only one other gas companies actually perform better than the control group.

Table 17 contains the post merger results for active bidders – those who acquire more than one target.  These bidders turn in the worst relative post merger operating performance of all the bidders. 

The relative return on assets operating performance for all active bidders is significantly negative for every time period and is worse in year 5 (-2.08%) than in any year except the acquisition year (-2.11%).  The relative return on sales operating performance for all active bidders is –2.92% in the acquisition year and remains negative through year 5 with a median value of –7.33%.  The poor performance is evident in every category of bidder and type of merger.


Our return on sales measure, which excludes depreciation, is essentially a measure of cash operating expenses to revenue.  So, either post deal completion operating expenses are higher for the merged companies and/or the ratepayers face lower rates from the merged companies than from the non-deal companies.  If the explanation is higher operating expenses, the economies of scale and scope arguments for industry restructuring are not supported.  This assessment is especially applicable to the active bidders.  Presumably, the active bidders should experience the best, rather than the worst, post merger operating performance if the economies of scale and scope arguments are valid.

8. Analysis

We interpret our overall results to mean that the merger and acquisition strategy adopted by power companies do not create value for shareholders and do not generate the synergies predicted by corporate management.  At best, the acquisitions transfer wealth from the bidder company shareholders to the target company shareholders with no increase in the total market value of the combined companies compared to their pre-merger values.


We believe the most reliable measures of the effectiveness of these strategies and the effects these mergers have on shareholder value are the deal-to-close industry adjusted abnormal returns.  Many merger-related events take place between the time a bidder makes an offer and the deal closes.  Information is released about the deal terms, regulators scrutinize the deal and industry analysts have an opportunity to examine and evaluate the potential benefits and costs of the proposed merger.  Furthermore, the utility industry index we use to calculate the CARs is comprised of only those utility companies that did not pursue a merger and acquisition strategy in response to deregulation.  Therefore, we have a direct comparison between two competitive strategies – actively adopted or adopted by default.


What we find among the industry index CARs is that the worst performers were pure, active electric bidders seeking to diversify geographically or into gas operations.  In particular, the largest negative NPV merger CARs were associated with the active bidders.  This outcome is just the opposite of what we should have found for the benefits of merger strategies espoused by utility management to be validated.  

These negative NPV merger CARS do not result from a bidder overpaying for a target.  While such overpayment would have resulted in negative bidder CARs and positive target CARs, the merger CARs should still have been positive had synergies existed.  Instead, for the active bidders and, on average, for all bidders, the negative CARs we report are consistent with an assessment that the merger produced negative synergies.


Based on our cross-sectional regressions, we find some evidence that convergent deals produced lower NPV merger returns than non-convergent deals.  This difference becomes more apparent when we divide our overall electric company classification into pure electric and primarily electric companies.  Deals involving pure electric companies seeking to diversify into gas operations have significantly lower CARs than any other deals except withdrawn deals.

We also find that NPV merger CARs are significantly negative for deals that involved firms in different states compared to deals in which both the acquirer and the target are in the same state.  And, though not reported in the CAR tables, the deal to close median CARs for across state lines are minus 14.134% for the bidders and minus 19.597% for the NPV merger (both significant at less than the 0.01 level).  These findings cast doubt on the geographic diversification synergy rationales for merging – at least with regard to investors accepting the synergy predictions made by utility management.

The post merger market and operating performances of merged companies bear out the market predictions at the time of their announcements.  The merged companies eventually performed worse than a matched control group of utilities that are not involved in mergers.  Through the first three post merger years, the buy and hold return for the merged companies relative to non-deal utilities was minus –23.87%; through five years, -29.08%.

The relatively poor post merger performance is even more apparent in the operating performances of the companies, especially with respect to operating performance of the single and multiple (active) bidders.  For all five years following the merger, single acquirers report significantly lower return on assets than do the non-deal control companies.  And, for every year, though, active bidders report lower returns on assets than do the single bidders.  The same pattern holds for return on sales.  What we have is an outcome where investors, based on pre merger abnormal returns expected the merged companies to do worse than the no-deal companies and the active acquirers to do worse than the single acquirers.  These expectations are validated by the subsequent operating performances of the companies.

9. Comparison of our findings to the general literature on mergers and acquisitions

Innumerable studies of the effects of mergers and acquisitions on security prices, shareholder wealth and the pre- and post merger operating and market performance of the target and bidder firms exist.  In general, these studies find that the announcement returns to the target companies are positive (e.g., Moeller, Schlingemann and Stulz, 2003; Dennis and McConnell, 1986; Asquith, 1983; Asquith and Kim; 1982) and the returns to the acquiring companies are either zero or negative (e.g., Moeller, Schlingemann and Stultz; Malatesta, 1983; Varaiya, 1986).  With regard to combined returns being positive or negative, Mulherin and Boone (2000) find that the average target dollar returns around the announcement date slightly offset the negative dollar returns to bidders – in other words, the mergers create value for diversified investors.  Bradley, Desai and Kim (1988) report similar results.  But, these studies did not focus on regulated industries or industries undergoing deregulation.


One industry that underwent deregulation or, at least, a substantial reduction in regulation, is the commercial banking industry.  Studies of bank mergers generally find that targets gain value and bidders lose value (e.g., Kaen and Tehranian, 1989 and Houston, James, and Ryngaert, 2001).  Also, in some cases, announcements of certain types of bank mergers do appear to create value for the diversified investor.  For example, Houston, James and Ryngaert (2001) find positive returns to mergers that are expected to reduce costs and DeLong (2001) finds that mergers that focus along geographic or activity lines likely to reduce operating costs create value when announced.  But, DeLong also reports that bank mergers she classifies as diversification oriented do not create value.


Our abnormal return results are most similar to those found in the commercial banking industry.  Target company shareholders gain.  Bidder company shareholders sustain losses.  Diversification mergers (non convergent mergers) generate lower (more negative) combined NPV returns than focused (non-convergent) mergers.


We are aware of three recent studies relating to the electric utility industry and deregulation, but none of these studies provides a comprehensive analysis of mergers and acquisitions in the electric utility industry since its deregulation.  Besanko, D’Souza, and Thiagarajan (2001) analyze the stock price reaction of electric utilities to events preceding the passage of the Energy Policy Act of 1992.  The overall mean price reaction to the legislative events preceding the passage of the act were at least not significantly different from zero and were perhaps even significantly positive.  There was no evidence that the typical utility was harmed by deregulation, but utilities with low marginal costs reacted more favorably than those with high marginal costs.


Leggio and Lien (2000) examine 76 merger announcements involving a publicly traded electric utility as the acquiring firm from January 1983 to December 1996.  The study only utilizes a 3-day window, unlike our study which examines the stock price reaction for three different time periods.  Only 45 of the acquired firms are electric utilities and 19 are other energy companies.  Targets earn abnormal positive returns as in other studies.  Diversifying acquirers earn returns insignificantly different from zero but acquisitions of electric utilities yield negative returns for acquirers.  The overall entity value decreases for diversifying announcements but increases for non-diversifying announcements.  This study provides some evidence related to our results but does not cover the full post deregulation period, uses only a short window, and does not separate mergers in the same fashion as we do.   

Delmas and Tokat (2003) have examined the comparative efficiency of governance structures on the productive efficiency of electric utilities in the 1998-2001 post-deregulation period.  They find that firms that are vertically integrated into electricity generation or that rely primarily on the market for the supply of their electricity are more efficient than firms that adopt hybrid structures combining vertical integration and market contracting.  While it is difficult to match up their categories of utilities with our convergence and non-convergence categories, their findings with regard to vertically integrated electric utilities may be related to our finding that deals that created the least value for shareholders were those where the bidder sought either power or geographical diversification.  More relevant, though, is their finding that electric utilities that were in the process of merging with other utilities or independent power producers were less efficient that electric utilities that do not merge.  This result buttresses our findings that those companies that pursued a merger strategy under performed those companies who did not seek to grow through merger and acquisitions.  The results are also consistent with a finding by Anderson (1999) that only 15 percent of utility mergers and acquisitions achieved their predicted financial objectives


10. Summary and conclusions

In response to the deregulation of the utility industry, many companies decided that it would be necessary or advantageous to acquire other utility companies in order to capture economies of scale and scope so as to remain competitive or improve financial performance.  The outcome is a very active merger and acquisition market between 1990 and 2002.  The evidence we report in this paper does not validate these strategies.  Instead, we find that utility power companies that acquired other power companies performed worse than those companies that did not acquire other firms.  Furthermore, the active acquirers – those firms that acquired more than one target – turned in the worst performance.


On average, industry adjusted abnormal returns for bidders were  –1.12% at the time of the proposed deal announcement,  –2.04% during a twenty-one day window surrounding the announcement; and, a –12.14% from announcement day to the closing or withdrawal of the deal.  The major beneficiaries of the deals were the target companies.  The mean industry adjusted abnormal return for the targets were 12.16% on the announcement day, 13.10% for the twenty-one day window surrounding the announcement; and, 13.11% for the deal to close or withdrawn window. 


Little evidence that the deals create shareholder value for a fully diversified investor was uncovered.  To the contrary, for those deals that are completed, the NPV merger industry adjusted abnormal announcement from announcement through deal completion is –5.78%

The industry adjusted abnormal returns for active bidders are significantly lower (more negative) than for those firms that acquired only one other company.  NPV merger industry abnormal returns for deals involving active bidders are also lower (more negative).  

The post-merger industry adjusted and size and book control group adjusted abnormal buy and hold returns are significantly negative for the overall sample for at least five years following deal completion.  Through post completion years, the cumulative negative returns are –37.75% relative to the industry and –12.82% relative to a size and book control group.

Post-merger operating performance measured as return on sales and return as assets is also significantly worse for the merged firms relative to a control sample of utilities that are not involved in merger activity.  The worst post merger operating performance is recorded by active acquirers.

Our overall conclusion is that the restructuring undertaken by power companies in response to deregulation does not create value for their shareholders or for a fully diversified investor.  Furthermore, the anticipated synergistic benefits of the mergers have not materialized based on post merger operating performance.  
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Table 1

Composition of initial sample of proposed mergers and acquisitions involving electric and gas power companies between 1990 and 2002. 

 Non-convergence deals involve a pure electric or combined electric bidder making an offer for a pure electric or combined electric target or a pure gas or combined gas bidder making an offer for a pure gas or combined gas target.  Convergence deals involve a pure electric or combined electric bidder making an offer for a pure gas or combined gas target or a pure gas or combined gas bidder making an offer for a pure electric or combined electric target.

	
	Successful
	Withdrawn
	Overall

	Total deals identified
	121
	31
	152

	Bidder Pure Electric (SICs 4910-4911)
	40
	10
	50

	Bidder Pure Gas (SICs 4920-4926)
	32
	8
	40

	Bidder Combined Electric (SIC 4931)
	43
	12
	55

	Bidder Combined Gas (SIC 4932)
	6
	1
	7

	Target Pure Electric
	35
	14
	49

	Target Pure Gas
	63
	8
	71

	Target Combined Electric
	15
	9
	24

	Target Combined Gas
	8
	0
	8

	Non-convergence deals - total
	86
	28
	114

	Electric bidders
	49
	21
	70

	Gas bidders
	37
	7
	44

	Convergence deals – total
	35
	3
	38

	Electric bidders
	34
	1
	35

	Gas bidders
	1
	2
	3

	Payment terms
	
	
	

	All Cash
	33
	10
	43

	All Stock
	49
	10
	59

	Mixed
	39
	11
	50

	Target has poison pill in place or adopts pill in response.
	32
	6
	38

	Merger of equals
	3
	3
	6

	Merger
	119
	22
	141

	Unsolicited tender offer
	9
	2
	12

	Multiple Bidders
	
	
	14

	Target in financial distress
	
	
	3


Table 2

Distribution of proposed deals by year

Non-convergence deals involve a pure electric or combined electric bidder making an offer for a pure electric or combined electric target or a pure gas or combined gas bidder making an offer for a pure gas or combined gas target.  Convergence deals involve a pure electric or combined electric bidder making an offer for a pure gas or combined gas target or a pure gas or combined gas bidder making an offer for a pure electric or combined electric target.

	

	
	Non-Convergent
	Convergent
	Grand total

	
	Bidder Electric
	Bidder Gas
	Total
	Bidder Electric
	Bidder Gas
	Total
	

	1990
	2
	1
	3
	2
	0
	2
	5

	1991
	0
	2
	2
	2
	0
	2
	4

	1992
	3
	1
	4
	1
	0
	1
	5

	1993
	4
	3
	7
	1
	0
	1
	8

	1994
	6
	4
	10
	0
	0
	0
	10

	1995
	8
	1
	9
	2
	0
	2
	11

	1996
	4
	4
	8
	7
	2
	9
	17

	1997
	8
	7
	15
	3
	0
	3
	18

	1998
	5
	2
	7
	2
	0
	2
	9

	1999
	13
	12
	25
	10
	0
	10
	35

	2000
	9
	4
	13
	2
	0
	2
	15

	2001
	4
	3
	7
	3
	1
	4
	11

	2002
	4
	0
	4
	0
	0
	0
	4

	Total
	70
	44
	114
	35
	3
	38
	152


Table 3

Distribution of the 109 completed deals by dollar size and type

Deal values are in millions of dollars.  The numbers in each cell are, respectively, the number of deals, the mean dollar value and the median dollar value.  Shaded cells are deals defined as convergence deals – deals that involve greater diversification into an alternative power source.

	Target Type
	Bidder Type

	
	Pure Electric
	Pure Gas
	Combined Electric
	Combined Gas
	Overall

	Pure Electric
	22

$2144.42

$749.64
	1

$3200

$3200
	7

$1641.05

$896.00
	.


	30

2062.16

876.50

	Pure Gas
	12

1409.32

337.77
	28

1674.75

404.65
	17

1084.29

434.10
	4

445.55

413.35
	61

1377.38

403.30

	Combined Electric
	4

1292.78

1441.17
	.
	7

1061.01

1120.65
	.
	11

1145.29

1200.00

	Combined Gas
	.
	3

494.94

159.83
	2

927.50

927.50
	2

2994.00

2994.00
	7

1332.55

288.00

	Overall
	38

1822.64

661.95
	32

1611.81

404.65
	33

1187.95

575.00
	6

1295.03

534.00
	109

1539.55

495.00

	
	
	
	
	
	


	Table 4

Descriptive statistics of bidding and targeted firms within the electric and gas utility industry between 1990 and 2002. 

 All values are measured at the end of the fiscal year preceding the first public announcement of the deal.  Market-to-Book is measured as the book value of assets, less the book value of equity, plus the market value of equity, divided by assets.  Leverage is the ratio of long-term debt to assets.  Return on Assets (Sales) is the ratio of operating income to assets (sales).  The p-values are for t-tests (Wilcoxon Sign-Rank tests) of differences between bidder and target mean (median) values.

	
	Bidder
	
	Target
	
	Difference

	
	Mean
	Q1
	Median
	Q3
	
	Mean
	Q1
	Median
	Q3
	
	p-value

	Total Assets
	6,782.254
	1,816.548
	4,278.091
	9,793.000
	
	3,844.334
	426.202
	1,748.004
	4,080.485
	
	0.0003
(0.0001)

	Sales
	3,609.959
	873.682
	1,872.612
	3,928.300
	
	2,546.765
	242.431
	769.167
	2,059.371
	
	0.2848

(0.0001)

	Market Value of Equity
	3,626.865
	983.430
	2,235.846
	4,803.243
	
	1,893.730
	229.130
	789.151
	1,513.186
	
	0.0048

(0.0001)

	Long-Term Debt
	2,239.101
	519.509
	1,283.686
	2,835.378
	
	1,145.868
	131.048
	507.520
	1,455.400
	
	0.0001

(0.0001)

	Cash
	151.946
	11.772
	46.970
	138.838
	
	131.506
	2.493
	14.614
	50.800
	
	0.9573

(0.0013)

	Cash/Total Assets
	0.0239
	0.0036
	0.0101
	0.0306
	
	0.0242
	0.0038
	0.0099
	0.0220
	
	0.8373

(0.8335)

	Cash/Sales
	0.0721
	0.0084
	0.0165
	0.0529
	
	0.0609
	0.0064
	0.0163
	0.0425
	
	0.5477

(0.8467)

	Market to Book
	1.269
	1.133
	1.224
	1.37
	
	1.224
	1.098
	1.187
	1.293
	
	0.0264

(0.0032)

	Leverage
	0.3267
	0.2784
	0.3051
	0.3493
	
	0.3224
	0.2586
	0.3053
	0.3505
	
	0.8826

(0.6902)

	Return on Assets
	0.1085
	0.0963
	0.1147
	0.1302
	
	0.1088
	0.0896
	0.1141
	0.1285
	
	0.8696

(0.3585)

	Return on Sales
	0.2658
	0.1750
	0.2804
	0.3433
	
	0.2332
	0.1427
	0.2260
	0.3057
	
	0.1212

(0.0066)

	
	
	
	
	
	
	
	
	
	
	
	


Table 5

Market-adjusted cumulative abnormal returns around merger announcement dates for all merger announcements classified by type of bidder and type of merger

The market is the value-weighted CRSP index.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Market-adjusted abnormal returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0112*
	-0.0122
	0.002
	-0.0316
	-0.0080

	Median
	-0.0037*
	-0.0049*
	-0.0087
	-0.0407
	-0.0068***

	Percent positive
	0.471
	0.400
	0.386
	0.333
	0.428

	Target cars/number
	51
	24
	30
	2
	107

	Mean
	0.0989***
	0.1244***
	0.1665***
	0.1681
	0.1249***

	Median
	0.0598***
	0.0933***
	0.1148***
	0.1681
	0.0858***

	Percent positive
	0.614
	0.629
	0.682
	0.667
	0.907

	Merger cars/number
	51
	24
	30
	2
	107

	Mean
	0.144***
	0.0019
	0.0276
	0.0275
	0.0155**

	Median
	0.0090***
	-0.0027
	0.0099
	0.0275
	0.0084***

	Percent positive
	0.543
	0.343
	0.455
	0.333
	0.664

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0210**
	-0.0399***
	-0.012
	0.0356
	-0.0216***

	Median
	-0.0154**
	-0.0429***
	-0.0244**
	0.0275
	-0.0285***

	Percent positive
	0.386
	0.229
	0.273
	0.667
	0.322

	Target cars/number
	51
	24
	30
	2
	107

	Mean
	0.1056***
	0.1512***
	0.1627***
	0.2014
	0.1336***

	Median
	0.1101***
	0.1410***
	0.1834***
	0.2014
	0.1229***

	Percent positive
	0.514
	0.600
	0.636
	0.667
	0.813

	Merger cars/number
	51
	24
	30
	2
	107

	Mean
	0.011
	-0.0188
	-0.0036
	0.0918
	0.0017

	Median
	0.0008
	-0.0210*
	-0.0076
	0.0918
	-0.0076

	Percent positive
	0.371
	0.257
	0.318
	0.667
	0.477

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0812**
	-0.0914**
	0.0543
	0.0092
	-0.0425*

	Median
	-0.0710**
	-0.0912***
	0.0081
	0.1428
	-0.0567**

	Percent positive
	0.386
	0.257
	0.523
	0.667
	0.401

	Target cars/number
	51
	24
	31
	2
	107

	Mean
	0.0927
	0.1056**
	0.2940***
	0.0144
	0.1519***

	Median
	0.1742**
	0.1022**
	0.2522***
	0.0144
	0.1806***

	Percent positive
	0.471
	0.543
	0.568
	0.333
	0.713

	Merger cars/number
	51
	24
	31
	2
	107

	Mean
	-0.0267
	-0.1119***
	0.0726
	0.1365
	-0.0182

	Median
	-0.0488
	-0.1059***
	0.0239
	0.1365
	-0.0473

	Percent positive
	0.357
	0.143
	0.409
	0.333
	0.454


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 6

Market-adjusted cumulative abnormal returns around merger announcement dates for completed merger deal announcements classified by type of bidder and type of merger

The market is the value-weighted CRSP index.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Market-adjusted cumulative returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.002
	-0.012
	-0.005
	-0.041
	-0.0061

	Median
	0.000
	-0.004
	-0.009
	-0.041
	-0.0040**

	Percent positive
	0.531
	0.412
	0.351
	0
	0.438

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.009***
	0.126***
	0.171***
	0.235
	0.1376***

	Median
	0.064***
	0.101***
	0.160***
	0.235
	0.1057***

	Percent positive
	0.917
	0.913
	1
	1
	0.941

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	0.018**
	0.002
	0.023
	-0.005
	0.0152**

	Median
	0.012***
	0.003
	0.008
	-0.005
	0.0087***

	Percent positive
	0.778
	0.522
	0.640
	0
	0.659

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.011
	-0.039***
	-0.012
	0.056
	-0.0185**

	Median
	-0.012
	-0.042***
	-0.026
	0.056
	-0.0284***

	Percent positive
	0.389
	0.235
	0.297
	1
	0.322

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.122***
	0.154***
	0.218***
	0.301
	0.1609***

	Median
	0.118***
	0.143***
	0.188***
	0.301
	0.1427***

	Percent positive
	0.750
	0.870
	0.960
	1
	0.847

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	0.018
	-0.018
	0.024
	0.087
	0.0106

	Median
	-0.002
	-0.018
	-0.006
	0.087
	-0.0089

	Percent positive
	0.500
	0.391
	0.480
	1
	0.471

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.049
	-0.093**
	0.083
	-0.287
	0.0232

	Median
	-0.063
	-0.092***
	0.018
	-0.287
	-0.0565

	Percent positive
	0.429
	0.265
	0.568
	0
	0.421

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.189***
	0.127***
	0.407***
	0.084
	0.2370***

	Median
	0.220***
	0.106***
	0.358***
	0.084
	0.2258***

	Percent positive
	0.694
	0.826
	0.923
	1
	0.802

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	0.015
	-0.112***
	0.139**
	-0.240
	0.0153

	Median
	-0.016
	-0.110***
	0.053*
	-0.240
	-0.0358

	Percent positive
	0.500
	0.217
	0.654
	0
	0.465


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 7

Market-adjusted cumulative abnormal returns around merger announcement dates for withdrawn merger deal announcements classified by type of bidder and type of merger

The market is the value-weighted CRSP index.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Market-adjusted cumulative returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.032**
	-0.035
	0.040
	-0.027
	-0.0156

	Median
	-0.020***
	-0.035
	0.001
	-0.027
	-0.0181**

	Percent positive
	0.333
	0
	0.751
	0.500
	0.387

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	0.051**
	0.086
	0.144
	0.101
	0.0170***

	Median
	0.052**
	0.086
	0.091*
	0.101
	0.0621***

	Percent positive
	0.667
	1
	1
	1
	0.773

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	0.005
	-0.012
	0.049
	0.059
	0.0757*

	Median
	0.003
	-0.012
	0.019
	0.059
	0.0065*

	Percent positive
	0.667
	0
	0.80
	1
	0.682

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.044**
	-0.074
	-0.014
	0.025
	-0.0338**

	Median
	-0.031**
	-0.074
	-0.020
	0.025
	-0.0314**

	Percent positive
	0.381
	0
	0.143
	0.5
	0.323

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	0.067**
	0.091
	-0.114
	0.102
	0.0284

	Median
	0.0310*
	0.091
	0.065
	0.102
	0.0782**

	Percent positive
	0.600
	1
	0.800
	1
	0.682

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	-0.005
	-0.042
	-0.140
	0.097
	-0.0326

	Median
	0.008
	-0.042
	-0.009
	0.097
	0.0004

	Percent positive
	0.533
	0
	0.400
	1
	0.500

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.155*
	-0.037
	-0.097*
	0.157
	-0.1182*

	Median
	-0.084**
	-0.037
	-0.097
	0.157
	-0.0837*

	Percent positive
	0.286
	0
	0.286
	1
	0.323

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	-0.139
	-0.376
	-0.291
	-0.055
	-0.1807*

	Median
	-0.000
	-0.376
	-0.197
	-0.055
	-0.0697

	Percent positive
	0.467
	0
	0.200
	0
	0.363

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	-0.126
	-0.102
	-0.272*
	0.065
	-0.1492*

	Median
	-0.049
	-0.102
	-0.242
	0.065
	-0.0651

	Percent positive
	0.467
	0
	0.200
	1
	0.409


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 8

Industry-adjusted cumulative abnormal returns around merger announcement dates for all merger announcements classified by type of bidder and type of merger

The industry index is a value-weighted portfolio of all non-sample firms operating in either gas (SICs 4920-4926 and 4932) or electric (4910-4911 and 4931) industries.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Industry-adjusted cumulative returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0127**
	-0.0116
	-0.0037
	-0.042
	-0.0112*

	Median
	-0.0058**
	-0.0075***
	-0.0047
	-0.0651
	-0.0092***

	Percent positive
	0.347
	0.314
	0.386
	0.333
	-.355

	Target cars/number
	51
	24
	30
	2
	107

	Mean
	0.0963***
	0.1215***
	0.1644***
	0.1575
	0.1216***

	Median
	0.0539***
	0.0907***
	0.1295***
	0.1575
	0.0789***

	Percent positive
	0.804
	0.958
	0.900
	1
	0.869

	Merger cars/number
	51
	24
	30
	2
	107

	Mean
	0.0119**
	0.0039
	0.0254
	0.0135
	0.0133**

	Median
	0.0068**
	0.0007
	0.0093
	0.0135
	0.0051**

	Percent positive
	0.667
	0.583
	0.600
	0.500
	0.626

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0178**
	-0.0158*
	-0.014
	0.0064
	-0.0204***

	Median
	-0.0107**
	-0.0133**
	-0.0212**
	-0.0288
	-0.0219***

	Percent positive
	0.300
	0.286
	0.318
	0.333
	0.303

	Target cars/number
	51
	24
	30
	2
	107

	Mean
	0.1045***
	0.1592***
	0.1708***
	0.1742
	0.1310***

	Median
	0.0810***
	0.1484***
	0.1602***
	0.1742
	0.1348***

	Percent positive
	0.725
	0.917
	0.933
	1
	0.832

	Merger cars/number
	51
	24
	30
	2
	107

	Mean
	0.0099
	0.0024
	0.0045
	0.0601
	0.0022

	Median
	0.0039
	-0.0064
	0.006
	0.0601
	-0.0010

	Percent positive
	0.451
	0.458
	0.533
	1
	0.486

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	70
	35
	44
	3
	152

	Mean
	-0.0835*
	-0.0633**
	-0.0740*
	0.1083
	-0.1214***

	Median
	-0.0444***
	-0.0330***
	-0.0681**
	0.2047
	-0.0716***

	Percent positive
	0.314
	0.229
	0.409
	0.667
	0.329

	Target cars/number
	51
	24
	30
	2
	107

	Mean
	0.0835*
	0.0732
	0.1794**
	0.1738
	0.0744***

	Median
	0.1309**
	0.1394
	0.2108***
	0.1738
	0.1311***

	Percent positive
	0.569
	0.625
	0.710
	1
	00.630

	Merger cars/number
	51
	24
	30
	2
	107

	Mean
	-0.0359
	-0.0590*
	0.0425
	0.02
	-0.1083***

	Median
	-0.0258
	-0.0282
	0.0326
	0.02
	-0.0507***

	Percent positive
	0.412
	0.292
	0.419
	0.500
	0.389


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 9

Industry-adjusted cumulative abnormal returns around merger announcement dates for completed deal merger announcements classified by type of bidder and type of merger

The industry index is a value-weighted portfolio of all non-sample firms operating in either gas (SICs 4920-4926 and 4932) or electric (4910-4911 and 4931) industries.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Industry-adjusted cumulative returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.005
	-0.013
	-0.010
	-0.065
	-0.0093

	Median
	-0.003
	-0.011**
	-0.011**
	-0.065
	-0.0073***

	Percent positive
	0.408
	0.324
	0.351
	0
	0.364

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.115***
	0.124***
	0.171***
	0.216
	0.1351***

	Median
	0.063***
	0.107***
	0.156***
	0.216
	0.1023***

	Percent positive
	0.861
	0.956
	0.920
	1
	0.906

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	0.015**
	0.003
	0.024
	-0.029
	0.0137*

	Median
	0.008
	0.004
	0.010
	-0.029
	0.0059*

	Percent positive
	0.667
	0.565
	0.560
	0
	0.600

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.016
	-0.022**
	-0.013
	-0.029
	-0.0169**

	Median
	-0.020**
	-0.018*
	-0.022**
	-0.029
	-0.0218***

	Percent positive
	0.286
	0.294
	0.297
	0
	0.289

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.121***
	0.163***
	0.222***
	0.217
	0.1635***

	Median
	0.081***
	0.166***
	0.183***
	0.217
	0.1521***

	Percent positive
	0.833
	0.913
	0.960
	1
	0.894

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	0.012
	-0.003
	0.030
	0.003
	0.0132

	Median
	0.000
	-0.005
	0.003
	0.003
	0.0006

	Percent positive
	0.500
	0.478
	0.520
	1
	0.506

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	49
	34
	37
	1
	121

	Mean
	-0.099**
	-0.113***
	-0.057
	-0.156
	-0.0907***

	Median
	-0.070**
	-0.061***
	-0.068**
	-0.156
	-0.0685***

	Percent positive
	0.388
	0.235
	0.432
	0
	0.355

	Target cars/number
	36
	23
	25
	1
	85

	Mean
	0.128**
	0.098*
	0.265***
	0.318
	0.1637***

	Median
	0.180**
	0.156**
	0.280***
	0.318
	0.2025***

	Percent positive
	0.694
	0.652
	0.808
	1
	0.721

	Merger cars/number
	36
	23
	25
	1
	85

	Mean
	-0.056
	-0.112**
	-0.011
	-0.096
	-0.0578*

	Median
	-0.010
	-0.067**
	-0.026
	-0.096
	-0.0326*

	Percent positive
	0.500
	0.304
	0.462
	0
	0.430


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 10

Industry-adjusted cumulative abnormal returns around merger announcement dates for withdrawn deal merger announcements classified by type of bidder and type of merger

The industry index is a value-weighted portfolio of all non-sample firms operating in either gas (SICs 4920-4926 and 4932) or electric (4910-4911 and 4931) industries.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	Industry-adjusted returns
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	Three-day cars (-1, +1)
	
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.034**
	-0.016
	0.030
	-0.030
	-0.0187

	Median
	-0.024***
	-0.016
	0.002
	-0.030
	-0.0162**

	Percent positive
	0.238
	0
	0.571
	0.500
	0.323

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	0.045**
	0.079
	0.135
	0.097
	0.0696***

	Median
	0.022*
	0.079
	0.076
	0.097
	0.0635***

	Percent positive
	0.667
	1
	0.800
	1
	0.727

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	0.001
	0.002
	0.038
	0.055
	0.0119

	Median
	0.004
	0.002
	0.022
	0.055
	0.0044*

	Percent positive
	0.667
	1
	0.800
	1
	0.727

	Twenty-one day cars (-10, +10)
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.047***
	-0.063
	-0.009
	0.024
	-0.0342**

	Median
	-0.033***
	-0.063
	-0.013
	0.024
	-0.0327**

	Percent positive
	0.333
	0
	0.428
	0.500
	0.355

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	0.043
	0.063
	-0.097
	0.118
	0.0154

	Median
	0.000
	0.063
	0.103
	0.118
	0.0505*

	Percent positive
	0.467
	1
	0.800
	1
	0.591

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	-0.024*
	-0.039
	-0.119
	0.112
	-0.0403

	Median
	-0.026*
	-0.039
	0.006
	0.112
	-0.0091

	Percent positive
	0.333
	0
	0.600
	1
	0.409

	Deal bid to close cars 
	
	
	
	
	

	Bidder cars/number
	21
	1
	7
	2
	31

	Mean
	-0.338***
	-0.052
	-0.115
	0.241
	-0.241***

	Median
	-0.182***
	-0.052
	-0.084
	0.241
	-0.1329***

	Percent positive
	0.143
	0
	0.286
	1
	0.226

	Target cars/number
	15
	1
	5
	1
	22

	Mean
	-0.281***
	-0.510
	-0.265
	0.007
	-0.2745***

	Median
	-0.285**
	-0.510
	-0.174
	0.007
	-0.2708***

	Percent positive
	0.267
	0
	0.200
	1
	0.273

	Merger cars/number
	15
	1
	5
	1
	22

	Mean
	-0.313***
	-0.140
	-0.242*
	0.127
	-0.2692***

	Median
	-0.239***
	-0.140
	-0.263
	0.127
	-0.2129***

	Percent positive
	0.200
	0
	0.200
	1
	0.227


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 11

OLS analysis of the industry-adjusted cumulative abnormal returns for 101 utility bidders and targets between 1990 and 2002.  

	Convergence is a dummy variable that takes the value of 0 when the bidder and target are in the same industry, 1 otherwise.  Acquisition Across State Lines is a dummy variable taking the value 1 if there is no overlap between the bidder and target’s states of operations in the year prior to announcement, 0 otherwise.  Bidder Electric is a dummy variable taking the value of 1 if the bidding firm has an SIC code of 4910, 4911, or 4931, 0 otherwise.  Active Bidder is a dummy variable taking the value of 1 if the deal is at least the second deal by the bidder between 1990 and 2002, 0 otherwise.



	Dependent Variable
	Bidder Industry-Adjusted CAR from t-1 to Close Date
	
	Target Industry-Adjusted CAR from t-1 to Close Date
	
	Merger Industry-Adjusted CAR from t-1 to Close Date

	
	Coefficient
	Standard Error
	
	Coefficient
	Standard Error
	
	Coefficient
	Standard Error

	
	
	
	
	
	
	
	
	

	Intercept
	0.1987
	0.1206
	
	0.5538***
	0.1471
	
	0.4264***
	0.1330

	Convergence
	-0.1252**
	0.0517
	
	-0.1769***
	0.0623
	
	-0.1361**
	0.0564

	Across state lines
	-0.1732***
	0.0503
	
	-0.1004
	0.0623
	
	-0.1137**
	0.0564

	Bidder primarily electric
	0.0753
	0.0506
	
	0.0192
	0.0631
	
	0.0883
	0.0570

	Cash
	-0.1330**
	0.0592
	
	-0.0827
	0.0864
	
	-0.2109***
	0.0781

	Stock
	-0.1111*
	0.0564
	
	-0.1082
	0.0654
	
	-0.0875
	0.0591

	Active
	-0.0995**
	0.0474
	
	-0.1288**
	0.0607
	
	-0.1646***
	0.0547

	Withdrawn
	-0.1115
	0.0708
	
	-0.3158***
	0.0874
	
	-0.1980**
	0.0791

	Auction
	-0.0786
	0.0916
	
	-0.1333
	0.1114
	
	-0.1119
	0.1007

	Distress
	-0.0300
	0.1737
	
	-0.7315***
	0.1909
	
	-0.1777
	0.1726

	
	
	
	
	
	
	
	
	

	N
	147
	
	
	106
	
	
	106
	

	F-value
	4.48
	
	
	7.83
	
	
	5.29
	

	Adjusted-R2
	0.1934
	
	
	0.3918
	
	
	0.2882
	


Table 12

OLS analysis of the industry-adjusted cumulative abnormal returns for 101 utility bidders and targets between 1990 and 2002

Pure electric bidder diversifying into gas

	Dependent Variable
	Bidder Industry-Adjusted CAR from t-1 to Close Date
	
	Target Industry-Adjusted CAR from t-1 to Close Date
	
	Merger Industry-Adjusted CAR from t-1 to Close Date

	
	Coefficient
	Standard Error
	
	Coefficient
	Standard Error
	
	Coefficient
	Standard Error

	
	
	
	
	
	
	
	
	

	Intercept
	0.0348
	0.0497
	
	0.332***
	0.0674
	
	0.0784
	0.0586

	PWRDIV
	-0.1218**
	0.0509
	
	-0.1319**
	0.0657
	
	-0.1202**
	0.0572

	Across state lines
	-0.1714***
	0.0492
	
	-0.0692
	0.0643
	
	-0.1290**
	0.0559

	Bidder pure electric
	0.0788
	0.0492
	
	-0.0017
	0.0658
	
	0.0916
	0.0573

	Stock-only deal
	-0.0528
	0.0493
	
	-0.1030
	0.0637
	
	-0.0522
	0.0555

	Active bidder
	-0.0990**
	0.0469
	
	-0.1233*
	0.0638
	
	-0.1464***
	0.0556

	Withdrawn
	-0.1186**
	0.0582
	
	-0.4216***
	0.0758
	
	-0.1834***
	0.0660

	
	
	
	
	
	
	
	
	

	N
	140
	
	
	101
	
	
	101
	

	F-value
	6.28
	
	
	8.16
	
	
	6.24
	

	Adjusted-R2
	0.1784
	
	
	0.2866
	
	
	0.2271
	


Table 13

Post-merger buy and hold cumulative abnormal returns BHARs for post-deal-completion periods

Post completion buy and hold cumulative abnormal returns BHARs are calculated relative to a utility index that included only those firms that are not involved in any deals between 1992 and 2002 and relative to control sample matched on size and book-to-market following Barber and Lyon (1997).  Comparative returns for calculated for one-, three- and five-year periods.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	
	
	
	
	
	

	Utility index BHARs
	
	
	
	
	

	One-year/Number
	47
	34
	36
	1
	118

	Mean
	-0.0555
	-0.0970**
	0.0133
	0.1075
	-0.0451

	Median
	-0.0402
	-0.1095**
	0.0422
	
	-0.0282

	Percent positive
	0.367
	0.382
	0.568
	
	0.438

	Three-year/Number
	47
	34
	36
	1
	118

	Mean
	-0.4361***
	-0.2235***
	-0.0654
	2.2821
	-0.2387**

	Median
	-0.2908***
	-0.1860***
	0.0151
	
	-0.2191***

	Percent positive
	0.143
	0.147
	0.514
	
	0.264

	Five-year/Number
	47
	34
	36
	1
	118

	Mean
	-0.4748***
	-0.4547***
	-0.1304
	-2.0718
	-0.3775***

	Median
	-0.4175***
	-0.3467***
	-0.2407
	
	-0.2908***

	Percent positive
	0.122
	0.118
	0.405
	
	0.207

	
	
	
	
	
	

	Size and book index BHARs
	
	
	
	
	

	One-year/Number
	47
	34
	36
	1
	118

	Mean
	0.0710
	0.0196
	0.0337
	0.302
	0.0468

	Median
	-0.0069
	-0.0172
	0.0937
	
	0.0058

	Percent positive
	0.429
	0.471
	0.486
	
	0.462

	Three-year/Number
	47
	34
	36
	1
	118

	Mean
	-0.2615
	-0.0640
	0.0066
	2.6188
	-0.0984

	Median
	-0.1560
	-0.0559
	-0.0189
	
	-0.0711

	Percent positive
	0.429
	0.471
	0.486
	
	0.462

	Five-year/Number
	47
	34
	36
	1
	118

	Mean
	-0.2184
	-0.1636
	0.0511
	-1.1396
	-0.1282

	Median
	-0.1707
	-0.0377
	-0.0882
	
	-0.0942

	Percent positive
	0.408
	0.412
	0.432
	
	0.413


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 14

Post-merger buy and hold cumulative abnormal returns BHARs for post-deal-completion periods following first deal completion only.

Post completion buy and hold cumulative abnormal returns BHARs are calculated relative to a utility index that included only those firms that are not involved in any deals between 1990and 2002 and relative to control sample matched on size and book-to-market following Barber and Lyon (1997).  Only the first deal is used for bidders engaged in multiple acquisitions during the sample period.  Comparative returns for calculated for one-, three- and five-year periods.  Bidders are classified as electric if they are listed in SICs 4910, 4911 or 4931.  Bidders are classified as gas if they are listed in SICs 4920-4926 or 4932.  Non-convergent mergers are mergers between companies in the same SIC grouping, e.g., within electric.  Convergent mergers are mergers across SIC groups, e.g., electric and gas.

	
	Electric bidder
	Gas bidder
	Overall

	
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	
	
	
	
	
	

	Utility index BHARs
	
	
	
	
	

	One-year/Number
	30
	24
	22
	1
	77

	Mean
	-0.0344
	-0.0331
	0.0326
	0.1078
	-0.0130

	Median
	-0.0488
	-0.0126
	0.0640
	.
	-0.0226

	Percent positive
	0.313
	0.458
	0.591
	1
	0.443

	Three-year/Number
	30
	24
	22
	1
	77

	Mean
	-0.3934***
	-0.1414
	0.0342
	2.2821
	-0.1579**

	Median
	-0.2868***
	-0.1492**
	0.1539
	.
	-0.1629***

	Percent positive
	0.156
	0.208
	0.636
	1
	0.316

	Five-year/Number
	30
	24
	22
	1
	77

	Mean
	-0.4474***
	-0.4542***
	-0.0420
	-2.0718
	-0.3548***

	Median
	-0.4185***
	-0.3830***
	0.0039
	.
	-0.2827***

	Percent positive
	0.125
	0.167
	0.505
	0
	0.241

	
	
	
	
	
	

	Size and book index BHARs
	
	
	
	
	

	One-year/Number
	30
	24
	22
	1
	77

	Mean
	0.0535
	0.0630
	-0.0125
	0.3019
	0.0408

	Median
	-0.0409
	-0.0172
	-0.0540
	.
	-0.0388

	Percent positive
	0.406
	0.542
	0.545
	1
	0.494

	Three-year/Number
	30
	24
	22
	1
	77

	Mean
	-0.3603
	0.1078
	0.1615
	2.6188
	-0.0267

	Median
	-0.1758
	0.0458
	0.0703
	3
	0.0161

	Percent positive
	0.406
	0.542
	0.545
	1
	0.494

	Five-year/Number
	30
	24
	22
	1
	77

	Mean
	-0.2925
	-0.1283
	0.1519
	-1.1400
	-0.1254

	Median
	-0.1931
	-0.0377
	-0.0719
	.
	-0.0854

	Percent positive
	0.375
	0.417
	0.455
	0
	0.405


*,**,*** Statistical significance at the 10%, 5% and 1% levels respectively for two-tailed tests.

Table 15

Post merger relative operating performance following completion of 95 acquisitions by electric and natural gas utilities between 1990 and 2002

Returns are relative to a utility industry prior-operating performance matched control sample.  For utilities with multiple acquisitions, relative operating performance is measured only for the fist acquisition.  Return on assets is defined as operating income before depreciation (Compustat item #13) scaled by total assets (Compustat item #6).  Return on sales is defined as operating income before depreciation scaled by net sales (Compustat item #12).  Each cell reports number of surviving bidders, mean, and median levels of abnormal performance in the year of (0) and the subsequent 5 years after completion of the acquisition
	Return on Assets

	
	Electric Bidder
	Gas Bidder
	Overall

	Time Relative to Completion Date
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	37

-0.0246***
-0.0233***
	27

-0.0080**

-0.0096**
	30

-0.0174***
-0.0187***
	1

-0.0576
	95

-0.0180***
-0.0169***

	1
	37

-0.0095**
-0.0090**
	27

-0.0061

-0.0085
	28

-0.0146**
-0.0232**
	1

-0.0369
	93

-0.0103***
-0.0076***

	2
	24

-0.0114**
-0.0075**
	18

-0.0106*
-0.0139
	20

-0.0085

-0.0236
	1

-0.0262
	63

-0.0105***
-0.01123***

	3
	18

0.0001

0.0015
	17

-0.0257**
-0.0213**
	16

-0.0110

-0.0171
	1

-0.0468
	52

-0.0126**
-0.0070**

	4
	12

-0.0111

-0.0099
	15

-0.0126

-0.0122
	13

-0.0104

-0.0144
	.
	40

-0.01144**
-0.0117**

	5
	7

-0.0129

-0.0089
	7

-0.0109

-0.0094
	10

-0.0046

0.0091
	.
	24

-0.0050

-0.0074

	
	
	
	
	
	

	Return on Sales

	
	Electric Bidder
	Gas Bidder
	Overall

	
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	37

-0.0221**
-0.0139***
	27

-0.0441***

-0.0389***
	30

0.0026

0.0031
	1

-0.2114
	95

-0.0225***
-0.0153***

	1
	37

-0.0246*
-0.0046
	27

-0.0453***
-0.0244**
	28

0.0092

0.0033
	1

-0.2128
	93

-0.0225**
-0.0130**

	2
	24

-0.0435**
-0.0255*
	18

-0.0754***
-0.0446***
	20

0.0104

0.0099
	1

-0.2204
	63

-0.0383***
-0.0192***

	3
	18

-0.0527*
-0.0332*
	17

-0.0906***

-0.0691***
	16

0.0177

0.0081
	1

-0.203
	52

-0.0463**

-0.0317***

	4
	12

-0.0802**

-0.0532**
	15

-0.0713***

-0.0417***
	13

-0.0016

-0.0129
	.
	40

-0.0513***

-0.0490***

	5
	7

-0.1241*

-0.0931**
	7

-0.0511

-0.0274
	10

-0.0820

0.0632
	.
	24

-0.0169

-0.0140


Table 16

Post merger relative operating performance following completion of 35 acquisitions by electric and natural gas utilities that have only one successful acquisition attempt between 1990 and 2002

Returns are relative to a utility industry prior-operating performance matched control sample.  For utilities with multiple acquisitions, relative operating performance is measured only for the fist acquisition.  Return on assets is defined as operating income before depreciation (Compustat item #13) scaled by total assets (Compustat item #6).  Return on sales is defined as operating income before depreciation scaled by net sales (Compustat item #12).  Each cell reports number of surviving bidders, mean, and median levels of abnormal performance in the year of (0) and the subsequent 5 years after completion of the acquisition
	Return on Assets

	
	Electric Bidder
	Gas Bidder
	Overall

	Time Relative to Completion Date
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	16

-0.0247***

-0.0236***
	9

-0.0062

-0.0096
	9

0.0075

-0.0080
	1

-0.0576
	35

-0.0126**

-0.0123***

	1
	16

-0.0127**

-0.0050*
	9

-0.0100*

-0.0069*
	8

0.0179*

0.0162*
	1

-0.0369
	34

-0.0055

-0.0020

	2
	12

-0.0082

-0.0065
	6

-0.0098

-0.0192
	6

0.0307

0.0346
	1

-0.0262
	25

0.0000

-0.0055

	3
	8

0.0048

0.0094
	6

-0.040

-0.0300
	6

0.0266*

0.0322*
	1

-0.0468
	21

-0.0045

0.0090

	4
	-0.0021

-0.0006
	4

-0.0104

-0.0099
	6

0.0105

0.0179
	.
	18

0.0003

-0.0024

	5
	3

0.0047

-0.0058
	1

-0.0151
	0.0386

0.0303
	.
	9

0.0213

0.0265

	
	
	
	
	
	

	Return on Sales

	
	Electric Bidder
	Gas Bidder
	Overall

	
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	16

-0.0382**

-0.0202**
	9

-0.0555***

-0.0526**
	9

0.1038**

0.0671**
	1

-0.2114
	35

-0.0111

-0.0160

	1
	16

-0.0559**

-0.0436**
	9

-0.0606**

-0.0390**
	8

0.1262**

0.1005***
	1

-0.2128
	34

-0.0189

-0.0240

	2
	12

-0.0442**

-0.0460*
	6

-0.0977**

-0.0640**
	6

0.0692*

0.0412*
	1

-0.2204
	25

-0.0368*

-0.0369*

	3
	8

-0.30534*

-0.0444**
	6

-0.1413**

-0.0963**
	6

0.1024**

0.1005**
	1

-0.2026
	21

-0.0411

-0.0405

	4
	8

-0503***

-0508*
	4

-0.0988

-0.0788
	6

0.0958*

0.0977*
	.
	18

-0.0124

-0.0354

	5
	3

-0865

-0522
	1

-0.0271
	5

0.1958**

0.2119*
	.
	9

0.0769

0.0281


Table 17

Post merger relative operating performance following completion of 60 acquisitions by electric and natural gas utilities that have more than one successful acquisition attempt between 1990 and 2002

Returns are relative to a utility industry prior-operating performance matched control sample.  For utilities with multiple acquisitions, relative operating performance is measured only for the fist acquisition.  Return on assets is defined as operating income before depreciation (Compustat item #13) scaled by total assets (Compustat item #6).  Return on sales is defined as operating income before depreciation scaled by net sales (Compustat item #12).  Each cell reports number of surviving bidders, mean, and median levels of abnormal performance in the year of (0) and the subsequent 5 years after completion of the acquisition.
	Return on Assets

	
	Electric Bidder
	Gas Bidder
	Overall

	Time Relative to Completion Date
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	21

-0.0246***

-0.0233***
	18

-0.0089*

-0.0093
	21

-0.0281***

-0.0221***
	.
	60

-0.0211***

-0.0199***

	1
	21

-0.0071

-0.0111
	18

-0.0041

-0.0025
	20

-0.0276***

-0.0279***
	.
	59

-0.0131***

-0.0116***

	2
	12

-0.0145*

-0.0080**
	12

-0.0111

-0.0075
	14

-0.0253***

-0.0299***
	.
	38

-0.0174***

-0.0158***

	3
	10

-0.0036

0.0011
	11

-0.0176*

-0.0087
	10

-0.0335***

-0.0339***
	.
	31

-0.0182***

-0.0130***

	4
	4

-0.0291

-0.0356
	11

-0.0134

-0.0122
	7

-0.0283**

-0.0340*
	.
	22

-0.0210***

-0.0230***

	5
	4

-0.0260

-0.0211
	6

-0.0102

-0.0007
	5

-0.0293

-0.0413
	.
	15

-0.0208**

-0.0094*

	
	
	
	
	
	

	Return on Sales

	
	Electric Bidder
	Gas Bidder
	Overall

	
	Non-convergent
	Convergent
	Non-convergent
	Convergent
	

	0
	21

-0.0098

-0.0044
	18

-0.0386***

-0.0199***
	21

-0.0408*

-0.0110
	.
	60

-0.0292***

-0.0099***

	1
	21

-0.0007

0.0215
	18

-0.0377*

-0.0220
	20

-0.0376*

-0.0095
	.
	59

-0.0245**

-0.0061

	2
	12

-0.0428

0.0039
	12

-0.0642**

-0.0417*
	14

-0.0148

-0.0136
	.
	38

-0.0383*

-0.0136**

	3
	10

-0.0522

0.0125
	11

-0.0629*

-0.0219*
	10

-0.0331

-0.0332
	.
	31

-0.0498**

-0.0219**

	4
	4

-0.1401

-0.1192
	11

-0.0613*

-0.0347*
	7

-0.0852***

-0.0849**
	.
	22

-0.0832***

-0.0612***

	5
	4

-0.1523

-0.1139
	6

-0.0551

-0.0224
	5

-0.0318

-0.0169
	.
	15

-0.0733*

-0.0456*


� We also consider whether deals cross NERC zones in addition to state zones.  Our results are generally similar with this measure of geographic diversification.
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