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Abstract

In this study, we examine the firm value, operafggformance and stock performance
of the Canadian firms which issued restricted \@8hares (RVS) on the Toronto Stock
Exchange between 1996 and 2005. We advance two atorgp hypotheses: (i)
managerial expropriation hypothesis which predictd RVS firms will show lower firm
value and operating performance, and (ii) inveptotection and substitution hypothesis
which predicts no significant effect of RVS strueton firm value and performance.
Based on a ten-year panel data sample, we findRW& firms do not have lower firm
value (Tobin’s Q), operating performance (ROA) atdck performance than the non
RVS firms. We further test the ‘channel’ of conlimyj minority shareholders’
expropriation by using a comprehensive sample ofa@@n M&A events. Consistent
with the findings of firm value and performance, de not find significant difference in
abnormal returns in the M&As announced by RVS aod RVS acquiring firms. Our
findings support the view that RVS firms in Canaltanot deviate from the shareholder
wealth maximization behaviour.
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Impact of Restricted Voting Share Structure on FirmValue
and Performance

1. Introduction

The relationship between ownership structure ngptights and firm performance
especially within the context of firms with rested voting share (RVS) has been a
continued source of debate among practitionersagademicians alike. Some claim that
such deviation from ‘one share one vote’ rule alidar an entrenchment of controlling
minority shareholders (CMSs) from other external arternal governance mechanisms
and gives them power to expropriate non-controllgig@reholders and thus does not
maximize shareholder wealth (e.gGrossman and Hart, 1988pDn the other hand,
proponents of dual-class share structure arguesti@t structure allows the controlling
shareholders to manage and direct the firm witlgdtamm value creation perspectives
(SHARE, 200%; encourages the firms with high growth potentainvest and grow in
the public marketl(ehn, Netter and Poulsen, 199@allows families and entrepreneurs to
continue to control the firm and motivates thenmiake firm specific investment in their
human capitalsGronqvist and Nilsson, 200®eAngelo and DeAngelo, 1985; Bergstrom
and Rydqvist, 1990 and may increase the premium in a takeover giteas the
controlling shareholders have an interest in ektigca higher value for the shares
(Comment and Schwert, 199%Moreover in most countries, publicly traded faroften
have large controlling shareholders who frequeotiy substantially more control rights
than cash flow rightsGronqvist and Nisson, 20p&rough dual-class share structure.

In order to resolve this debate, a number of ewglirstudies have directly
examined the effect of dual-class share structurdiron value and investigated the
mechanisms of expropriation with conflicting resuln this study, we focus on Canadian
restricted voting share firms (i.e. firms with dwdhss share structure) and examine the
effect of the deviation between voting rights aaglcflow ownership on firm value and
performance. As can be seen below, we believettimnhature of the RVS firms in
Canada and the Canadian regulatory regime allovsadeide insights and substantially
enrich our wunderstanding on these issues that amavailable to date.

Several reasons have motivated us to undertakestiny.First, extant literature
shows that the overall empirical results on thessués (dual-class structlire
expropriation, and firm value) are mixed. Differeacin results in the earlier studies
require more empirical investigations with newemptes and longitudinal data. For
example, some studies show that deviation of ovimgr@nd control leads to lower firm
value (i.e. Tobin’s Q) and poorer performance (€lgessens, Djankov and Lang, 2000;
Lins, 2003; Gompers, Isshii and Metrick, 2006thers find that recapitalization of one
class of common shares into dual-class sharedus emhancing initiative to the general
shareholdersQimitrov and Jain, 2006 and dual-class firms, generally, do not have
lower firm value and performance than single-clésms (Zhang, 200k Second a

Y In this study we use the phrases ‘dual-class stsirecture and ‘restricted voting share’ structure
interchangeably.



number of recent studies have shown that the gtresfgshareholder rights can influence
stock returns, firm value, and operating perforneargtrength of shareholder rights can
be affected by the legal system of a countrg Porta et al., 2002and the governance
structure (such as the presence of RVS structut)rma firm (Crongvist and Nilsson,
2003. At times, traditional agency theory fails topkin apparently contradicting
results unless we integrate the view of sharehaidéts’. Third, most of the studies in
this area focus on the U.S. and the European fifingugh Canada has a well developed
capital market and a significant number of publictged firms adopt a dual-class share
structuré, Canadian studies on this issue are scarce. Atrbp@hareholder Association
for Research and Education (CanadaélARE 2004 states that approximately 20% of
S&P/TSX (Toronto Stock Exchange Index) firms hawene form of dual-class share
structure whereas less than 5% of S&P 500 firmsted in U.S.) adopt dual-class
structure. This makes Canada a natural choice Ha s$tudy. Fourth, despite the
geographical proximity of the Canadian and U.S ket there are important differences
between the two markets with respect to ownerstigctsire, regulatory environment,
and legal protection for minority shareholder rgythiat we believe are important in our
understanding of the impact of RVS structure om fualue and performance. We believe
that this aspect is often overlooked in the literatand deserves considerable attention.
In summary, our study will advance the literatunedmal-class firms (or restricted voting
share firms) by presenting empirical evidence omadan firms thus allowing us to
better understand the conflicting results ofteroregal in this area.

More specifically, we advance and test for two cetimg hypotheses to examine
the effects of RVS structure on firm value and perfance in the context of the
country’s legal system: (i) managerial expropriatibypothesis, and (ii) investor
protection and substitution hypothesis. Manageedgbropriation hypothesis takes the
traditional view of agency theory that weaker gowgrce structure (such as RVS
structure) affects firm value and performance negght Investor protection and
substitution hypothesis, on the other hand takesvibw that the presence of a strong
legal environment in country increases the cosexgropriation. Further, controlling
shareholders with disproportionate voting rights kikely to maintain a good reputation
in the market by not-expropriating shareholder tsgiCombining these effects, this
hypothesis predicts that RVS structure in a firtl mot affect its value and performance
negatively.

Accordingly, we focus on four specific questionsauar study:Does restricted
voting share (RVS hereafter) structure affects fuadue (proxied by Tobin’s Q)? Does
RVS structure affects firm operating performance®e® RVS structure lead to lower

2 For example, traditional agency theory predictt firms with weak governance structure are likiely
pay lower dividends. However, examining U.S. firdisaporn and Ning (2005gport opposite results. In
light of La Porta et al.’s (2000)substitution model’,Jiraporn and Ning (2005find that firms with
restricted shareholder rights (i.e. with weakeregaance) pay more dividends in order to maintaiodgo
reputation in the market.

% According to SHARE (2004), between 20 and 25 peroé companies listed on the TSX use some form
of restricted or subordinated voting.



stock returns to investors in the long-run? Is themy evidence of private benefit of
expropriation by studying the M&A activities undgen by our sample firms?

Our study focuses on Canadian firms which issestticted voting shares (RVS)
on Toronto Stock Exchange between 1996 and 2005edBan a ten-year panel data
sample, we find that RVS firms do not have lowemfivalue (Tobin’s Q), operating
performance (ROA) and long term stock performart@ntthe non RVS firms. We
further test the ‘channel’ of controlling sharehersl expropriation by using a
comprehensive sample of Canadian M&As. Consistetit the findings related to firm
value and performance, we do not find significaiffecences in abnormal returns
associated with M&As announced by RVS and non RU§uaing firms. Our findings
thus support the prediction of investor protecmil substitution hypothesis

These results are in contrast to result from U&seld studies. For example,
Gompers at al. (2006nd Congvist and Nilsson (2003gport a negative relationship
between RVS structure and firm value, whereas eswlts do not show any significant
relationship. We believe that our results are erficed by a) the unique set-up of
Canadian regulatory environment (e.g. compulsoratQail provisions) that prevent
expropriation of shareholder wealth; b) the largenership of shares by controlling
shareholders who may have no reason to consumateibenefits at the expense of its
potential impact on their own wealth (through depesl share price); and c) the
extensiveness of publicly listed dual-class firmkicki ensures that large Canadian
institutions and mutual funds have to invest aiporbf their portfolios in these firms.

Our study contributes to the literature in sevavals. We examine the role of
RVS structure on firm value in the context of a mioy's legal system and the
corresponding strength of shareholder rights. Thoearlier studies have examined the
role of shareholder rights in explaining managedatision making process such as
firm’s dividend policy LSV, 2000; Jiraporn and Ning, 20p&nd cash holding policy
(Harford, Mansi and Maxwell, 20Q6studies relating legal environment, RVS struetur
and firm value are scarteFurther, given the unique set-up of Canadian letgry
environment and the extensiveness of publiclydistaeal-class firms, we report different
results compared to U.S. studies while examiniegréhationship between RVS structure
and firm value and the evidence on management prption. By examining another
Anglo-Saxon country outside the U.S, the presergeparovides an out-of-sample
analysis of RVS structure in a market that hasrangt regulatory system in place to
protect shareholder rights. At the same time, h@awnewanadian public firms are
characterized by their smaller size compared tar tHeS. counterparts. Furthermore,
Canada and the US differ in several features giarate governance.

* Few studies (for exampl&ompers at al. (2006Fonqvist and Nilsson (20034ndLa Porta et al. (200})
have partially addressed this issue. Amoako-Adii &mith (2001) analyse changes in capitalizatiosh an
control of dual-class firms before and after IP@wever, this study does not examine the influerfce o
dual-class structure on firm value and performance.



From a data and methodology perspective, we hanstticted a detail panel data
sample for both the RVS and non RVS firms in the year period. This is one of the
fewer studies to employ panel data sample to exathis issue by considering both RVS
and non-RVS firms. Only Gompers et al. (2006) penfed panel data analysis with all
dual-class firms in the U.S. and Crongvist and $difs (2003) did similar analysis with
Swedish firms. Analysis on subsets of dual-clagadimight not reveal the whole picture
of agency costs and market reaction. Further, we lged various matching techniques
and econometrics methods to ensure the robusthéss @sults.

The rest of the paper is organised as follows.ti@e®@ discusses regulatory
environment for RVS firms in Canada. Section 3 usses the relevant literature and
develops the hypotheses. Section 4 introduces #ia dnd discusses the relevant
methodologies. Section 5 shows the empirical resaltd finally section 6 includes the
summary and concluding remarks.

2. Canadian Regulatory Environment for RVS structure

In Canada, there are no legal prohibitions thsiriet a firm from adopting a dual-
class share structure. Firms “are generally fregtriacture and package the terms of their
dual-class shares to meet investor demanAdaigoako-adu and Smith, 200However,
Ontario Securities Commission (OSC) requires tivats should make available same
information to the holders of subordinated shares superior voting shares and ensure
that subordinated shareholders have the right tenétshareholder meetings. Further,
majority of the minority shareholders need to apprany future reorganizations or
reclassifications of common shares into restrietetihg shares.

In August 1987, The Toronto Stock Exchange (TSX)pased ‘coat-tail’
provision on dual-class share firntst only for new listingsCoat-tail’ provision allows
minority shareholders with subordinated voting tigho receive same premium that
might be offered to the controlling shareholderthwsuperior voting rights in the event of
a public tender offer. By 2006, majority of the @dran RVS firms have adopted the
coat-tail provisionAllaire (2006)shows that out of 96 RVS firms listed on TSX, 883R
firms have such coat-tail provision in their charte

In Canada, a number of highly recognized firms dsal-class share structure.
They include Magna International Inc., Onex CoRngers Communications Inc., Shaw
Communications Inc., Bombardier Inc., Molson Inand Jean Coutu Group Inc.,
Alliance Atlantis Communications Inc., Quebecor .Jn€anadian Tire Corp., Four
Seasons Hotel Inc., Telus Corporation, to namena F®r most of these well regarded
firms, the main reason for adopting a dual-classesls to preserve family control while
gaining access to capital in public equity marlaid create wealth for both the family
and external shareholders. Therefore, expropriatoght not be the main motive of
controlling shareholders in these firms through treation of a dual-class share
structure. Further, as these firms need to raipgatan the market, they are likely to
maintain a good reputation. Thus, we may expect thevestor protection and



substitution hypothesis’ (explained in detail beJowill influence the relationship
between RVS structure and firm value.

3. Literature Review and Hypotheses

In this section we first examine the dynamics betwRVS structure, shareholder
rights, and firm value and present two general Hygges. Subsequently we review
extant literature and develop four specific hypetd® based on following issues: (i)
Influence of RVS structure on firm value and perfance; (ii) RVS structure and long-
term stock return performance, and (iii) RVS stuoetand evidence on expropriation.

3.1 RVS structure, Shareholder Rights and Firm Vale

Traditional agency theory predicts that firms witleaker governance structure
would encourage management’s opportunistic behawioich in turn would have a
negative effect on firm performance and valuatibhe presence of a dual-class share
structure may further limit the rights of sharetesklto influence management behaviour.
However, the degree to which management can um@ersaich behavior is also
influenced by the effectiveness of a country’s legyagtem, a firm’s internal governance
structure (such as presence of controlling shadepthe board structure). In this study
we take the view that a country’s legal system exignt of protection available to the
non-controlling shareholder rights can play a digant role in limiting opportunistic
behavior of controlling shareholders. In a countith strong legal environment, the cost
of expropriation could be high and controlling sHaslders’ activities will be governed
by the trade-off between value-enhancing activitoeshe firm and extraction of private
benefits.

We advance two competing hypotheses to explaieffieets of RVS structure on
firm value and performance in the context of a ¢ous legal (and regulatory) system:
(i) managerial expropriation hypothesis, and (nyvastor protection and substitution
hypothesis.Managerial expropriation hypothesiposits that RVS structure may be
motivated by controlling shareholder's or managéntentior to use firm resources
inefficiently and draw private benefitDimitrov and Jain, 2006 However, such
expropriation can be costhB(rkart et al., 1998and the costs will increase with the
strength of a country’s legal systerha( Porta et al., 2002 Therefore, controlling
shareholders need to consider the trade-off betwedune-enhancing activities and
extraction of private benefits. As the controllisjareholders hold disproportionately
higher voting rights compared to the cash flow owhip, effective costs of extracting
private benefits decrease notwithstanding the gtheaf the legal system. As cash flow
ownership requirement is low for controlling shaselers in a RVS firm, controlling
shareholders are subject to a minority fraction refgative corporate valuation

®> Amoako-Adu and Smith (200howed that in more than 80% Canadian RVS firargelst shareholder
is individual or family who will have a greater émtion to control the activities of the firm. Hene
assume that in RVS firms, managers are eithereglat controlling shareholder’s family or appointed
controlling shareholders.



consequences but get the full benefits of privaggrapriation Cronqvist and Nilson,
2003). Consequently, managerial expropriation hypothesi®dipts a negative
relationship between RVS structure and firm vahrmatilnvestor protection and
substitution hypothesi@motivated byLa Porta et al., 200@nd La Porta et al., 2002
predicts that in a country with strong legal systarmd superior protection to non-
controlling shareholders, controlling shareholdsii have less incentive to expropriate
firm’s wealth. Stronger legal system will make tbest of expropriation prohibitive.
Further, controlling shareholders with dispropardte voting rights are likely to
maintain a good reputation in the market by notregpating shareholder rights. In
future, this will allow them to raise external funaith more easd.a Porta et al. (2000)
argue that the need for establishing a good rapuatah the market is greatest for the
firms with weaker governance practices.

3.2 Evidence on the Influence of RVS structure onrin value and performance

Many studies have reported on the cross-secticoraparison of firm value and
performance between RVS and non-RVS firr@haessens et al. (2008)entify the
incentive and entrenchment effects of large shddens In a sample of 1,301 publicly
traded corporations in eight East Asian counttiesy show that ownership concentration
in itself increases firm value, but that separatbrcash flow and control decreases firm
value. Lins (2003)investigates firm performance and management cshmernn more
than 1,000 corporations in eighteen markets andsfithat firm value is reduced
whenever the ratio of voting rights to cash flownanship increases. Howeveirins
(2003) observes no significant impact in developed mark&smpers et al. (2006)
analyze a sample of U.S. firms and show that wmaahip between firm value and
managerial ownership concentration measured wisth ¢deow is positive and concave
whereas the relationship between firm value andageanal voting concentration is
negative and convexCrongvist and Nilsson (2003nalyze the impact of controlling
minority shareholders (CMS), who have control difia’s vote but own only a minority
of cash flow rights, on firm value and firm perfancte in a sample of 309 publicly
traded Swedish firms. They show that family CMSe associated with the largest
discount on firm valueZhang (2006)compares Tobin’'s Q and other performance
measures of dual-class share firms with singlesctsare firms in U.S. using a single
year (1995) data and finds that dual-class firmgyeneral, do not have a lower Tobin’s
Q than single-class firms. Further, he finds thagletlass firms underperform their
single-class peers on some performance measuras,asuROA, EBIT, and operating
cash flow, but does not find any underperformandeims of book equity ratio and price
to earnings ratio.

Another group of studies indirectlgxamine the effect of dual-class shares on
shareholder wealth. These studies investigate #r&ahresponse to the creation of RVS
structure. There are two ways to create the RV shares: IPO Redapitalizations
(Grossman and Hart, 1988; Ruback, 9&3nart and Zutter (2003ind that dual-class
IPOs experience less underpricing than single-dRSs. They argue that dual-class IPO
is a less costly way for private firms to becomélmuwithout losing corporate control.
However,Smart, Thirumalai and Zutter (2008how that investors discount the shares of



dual-class IPOs relative to single-class IPOs. Tiegport that compared to the single-
class peer firms, dual-class firms trade at loweregs relative to fundamental earnings in
the five years after IPOs. In the event of RVSap#@alization,Patch (1987)ound a
positive mean abnormal return to the initial anrmment proposals to create restricted
voting sharesJarrell and Poulsen (1988¢peatedPatch (1987% analysis on a larger
U.S. sample but found significant negative abnorrealrns upon the announcement of
the recapitalization proposal. In Canadag and Riding (1986kound no significant
abnormal returns when thirty-three TSX listed firmgroduced RVS between January
1976 and December 1984. Howeuvdiaynes (1992jound significant negative abnormal
returns upon the event in Canada and argued tlatrdbrganization into dual-class
structure reduces firm value. A recent paperbgnitrov and Jain (2006ktudies a
sample of 178 firms that changed from a one-shasevote into a dual-class common
stock structure during 1979 to 1998 in U.S. Thewd fthat dual-class recapitalizations
actually enhance shareholders’ value in both steorh and long term (up to four years
after the recapitalization).

In summary, we find that extant literature on dclaks share structure and firm
value/ performance presents mixed results. Thigvaiets us to investigate the issue with
Canadian data. We take the view that a countrygallsystem and extent of protection
available to the non-controlling shareholder rigbas play a significant role in limiting
opportunistic behavior of controlling shareholdefs discussed earlier, in general,
Canadian legal system is very strong though protecvailable to the non-controlling
shareholders is not as strong as in U.S. Costmgxiation in Canada will be very high.
Further, controlling shareholders with dispropardte voting rights are likely to
maintain a good reputation in the market by not regpating non-controlling
shareholder rights. Thus, we expect that In Canagstor protection and substitution
hypothesis will govern the relationship between RVS struetuand firm value and
performance. In other words, we do not expect agificant influence of a dual-class
share structure on firm value and operating peréore.

3.3 RVS structure and long-term stock return perfomance

Gompers et al. (20069xamines the relationship between dual-class stanal
long-term stock return performance by analyzing.s&mple and employing a four-
factor model. In an efficient market, we do not esfpto see any long-term stock return
underperformance or overperformanéarfia, 1998 As expected, they do not find any
strong evidence of stock return underperformancéhbydual-class firms. A number of
recent studiesGompers et al. 2003 remers and Nair, 20)®xamine the relationship
between other governance variables (other than-das$ structure) or governance
metrics and long-term stock returns and report rpetéormance by firms with weaker
governance practices. They argue that poor goveenaauses agency costs and these
costs are underestimated by investors at the statye. HoweverCore et al. (200630
not find support for the hypothesis that weak goamece causes poor stock returns.



Taking the view of market efficiency, we do not egpto find any long-term stock return
underperformance of Canadian RVS firms.

3.4 RVS structure and evidence of expropriation

Another group of studies attempt to find out tipeafic causes of lower firm
value and performance of the RVS firms, thus idgrtie ‘channel’ of expropriation.
Cronqvist and Nilsson (200&ndBebchuk et al. (2000poth attributed the lower firm
value and performance to the higher agency costsceged with the RVS structure.
Cronqvist and Nilsson (2003argued that the decreased firm value in developing
countries may be due to stealing; while for devetbgountries, it may stem from
suboptimal investment decisions and controllingrshalders hanging on to control too
long from the non-controlling shareholders’ perdpec(i.e. they are much more likely to
be taken over compared to other firms). Some stuglievide direct evidence on agency
costs in dual-class share firms that may impacRW8 firm value Masulis et al. (2007)
show that the firms with more disproportional vgtinghts to cash flow rights tend to
undertake lower value acquisitions, have higher @B@pensation, carry lower valued
cash positions, and spend less effective capita¢mditures. There is also evidence that
dual class share firms have lower levels of volyniaformation disclosure to outside
investors, which leads to the conjecture that marsagse opaqueness in disclosures to
conceal private rentsT{naikar, 200§. Smart, Thirumalai and Zutter (2008&ipk the
lower CEO turnover rate with the discounted shaatuer of dual-class IPOs. They
suggest that investors discount dual-class shaesulse the superior voting rights held
by insiders makes it difficult for outsiders to k&pe incumbents. RVS structure is also
under pressure from the institutional investanis.Ortiz-Molina and Zhao (2006found
institutional ownership in dual-class firms is gigrantly lower than in single-class
firms. Besides, institutional selling is more pranoed in dual-class firms than in single
class firms following poor stock price performandéese suggest that RVS structure
discourage institutional investment and make iastihs’ trading decisions more
responsive to firm performanc&ing and Segal (20078how that Canadian dual-class
shares exhibit a permanent increase in valuatiter #iey are cross-listed on the U.S.
market. They argue that cross-listing of dual-clAsss induces better monitoring of
controlling shareholders and a reduced risk of empation of minority shareholders.

Consistent with our earlier discussions, we tdke \tiew that expropriation in
RVS structure firms and their desire to extracvge benefits depends on the country’s
legal structure and the intention of controllingastholders. We examine this issue by
evaluating the market response to M&A activitiesrieal out by RVS firms and non-
RVS firms.

4. Data and Methodology

4.1 Sample and Data Source



Our sample includes all Canadian publicly listeth$ from 1996 to 2005. There
are about 10,366 firm-year observations collectennf Stock Guide databdsewe
differentiate the RVS firms from the non-RVS firrbased on the information collected
from the “Restricted Share Table” published by Ti@#nthly Review. Out of the 10,366
firm-year observations, there are 1,454 RV firmfyehservations and 8,912 non-RV
firm-year observations.

In the second step of the sampling process, wii@ad¢he firm-year observations
which have revenues less than $100,000. Thusati@ls reduces to 8,495 observations
with 1,310 RVS firm-year observations. We also adel financial firms (such as banks,
trusts, insurance firm, leasing and mortgage firmgestment firms) in which there are
no RVS structures due to legal restrictions. Thighier reduces the sample to 7,728
observations, out of which 1,141 are RV firm-yebservations. We consider only the
common restricted voting shares. Thus, this sanhpés not include the firms which only
issue preferred shares and trust units. The firetifp financial information (such as
firm size, leverage, ROA, Tobin’s Q and ownersimfprmation) is collected (calculated)
from the Stock Guide database. Stock price andrrretiata are collected from the
CFMRC (Canadian Financial Market Research Centardldhse. Finally, the corporate
M&A information is collected from SDC Platinum datse.

Insert Table 1and Table 2 about Here

As shown inTable 1 the number of listed RV firms has decreased fid8 in
1996 to 79 in 2005. We see that overall numbembliply listed company has decreased
over time.Table 2presents the industry concentration of restrietathg shares based on
the Global Industry Classification Standaf@ICS, 2002. As we can see, the top five
sectors account for more than 70% of RVS firm sanpteasons for RVS firm
concentration in each industry vary. For exampbetelecommunication, broadcasting
and cable industries, dual-class share structuadapted to protect takeover attempts. In
these industries, government regulators providé@duanlicenses. Often, entry strategy in
these industries involves acquisition of an exgtiitense holder. Therefore, licensed
firms have a greater incentive to protect themsebae issuing dual-class sharéardy,
2005. Other reasons include past restrictions enforggdyovernment regulators on
foreign investment to encourage local control oh&#han firms. While some of the
restrictions have been lifted, the government sébtricts foreign ownership in some
industries, such as airlines, media and entertamymaroadcasting. Such restrictions
encourage the use of dual-class share structurecebtration of dual-class share
structure in certain industries has implications dar research design. It is essential to
control industry effect when we construct the matglsample to compare with the RVS
firm sample.

4.2 Research Methodology

® Since stock guide database eliminates delistedsfifrom the main dataset, we have to collect the
complete list of public firms (on Toronto Stock Eemge) from each year’s stock guide database Gis T
procedure would significantly eliminate the survikas in the sample.
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To compare the firm characteristics, firm valued abperating performance
between the RVS and non RVS firms listed on TSX, wge multiple matching
techniques to assure the robustness of the empiesalts. First, we create a pair-wised
matching firm sample for the RVS firms (i.e. onestte matching), which have the
closest firm size (i.e. measured by revenimeeach year) and have the same industry
code (i.e. four-digit GISC code available in Stdekide database). More specifically,
using each year’s Stock Guide database, we sofrelrenue” within each industry for
the current year and match the RVS firms with tba RVS firms in the industry with
the closest revenue value. In certain industry {sas broadcasting, cable TV and
entertainment), majority (or even all) of the firsnave RVS structure. In this case, we
repeatedly use the non RVS firms in the industrgnethough the size variable is not
perfectly matchetl Based on the pair-wised matching sample, wepased-samplée
test and non-parametric related sample Wilcoxontteexamine the difference between
the RVS and non RVS firms.

Second, given the abundance of non-RVS firms we a the sample, we can
match multiple non-RVS firms to a RVS firm to canst the controlling sample. Such
procedure would reduce the model dependence proateimrkeep reasonable power of
the statistical analysfsWe term it as “cohort” sample and compare it it RV firms
in the multivariate analysis. More specificallyyr fs|ach RVS firm, we collect several non
RVS firms which have similar size (i.e. revenuefl aame industry code (in this case, we
use 2-digit GISC code so that there are enough puibnon RVS firms to match with
the 4-digit GISC code). Usually, we select one wo hon-RVS firm which is (are)
slightly larger and another one or two non-RVS finhich is (are) slightly smaller than
the RVS firms within the sector. This method allowssto create a matching sample of
non RVS firms which have comparable firm size viita RV sample (as it is well known
that TSX market has a large number of very smathdi which may lead to skewed
results of the comparison). Given the panel datacstre of the sample, we use OLS
regression for the pooled sample, Fama-Macbetresegm by year and random effect
model regression model.

Finally, although not shown in the paper, we asmpare the population of non
RVS firms (listed on TSX for the ten years) withetfiRVS firm population. The
population excludes the financial firms and thenfrwith revenues less than $100,000.
The comparison results confirm the findings inpihevious tests.

In order to evaluate the long-term stock returrfggeance, we track the stock
returns of the Canadian RVS firms for the yearsvbeth 1996 and 2005. We compare the
risk-adjusted abnormal returns of the RVS portfolith that of a non RVS portfolio

" We also used market capitalizations to controhfiiize, and we found the results are qualitatisetyilar.
8 This method allows us to make full use of the RW® sample in the study. Another approach is to
delete the RVS firms in the industries where wencaifind enough matching firms. We used both
approaches in our study. The results are not $emnsit the choice of either approach.

° This issue is described ko, Imai, King and Stuart (2007Jhey show that many empirical studies in
social science research are subject to model depépdoblems and without a proper matching process
some empirical results may completely mislead tifierence of a study.
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which contains the non RVS firms that have simiilan size and industry classification
to the RVS firms. Monthly stock returns are coléetfrom the CFMRC database. The
two portfolios’ returns are calculated on a montbdgis from January 1996 to December
2005. Stock returns are both weighted equally agkted by market cap in each month
to calculate the portfolio returns. We applied Fafmanch three-factor (Canadian
version) to calculate the risk-adjusted abnormalrrns of the two portfolios. The
information is gathered from BARRA website (www.nisera.com to construct the
Canadian equivalents of Fama-French three factimally, we deduct the non RVS
portfolio’s risk-adjusted abnormal returns fromttiod the RVS portfolio return and use
bootstrap method to test the statistical signifoeaof the difference in the two portfolios’
abnormal returns.

In order to test how management or controllingehalders expropriate in RVS
firms, we evaluate the market reactions to M&A ammmements by RVS firms and
compare the results with that of non-RVS firms. Wée the M&A transaction data from
SDC Platinum database. We identify the acquirimggi which have the RVS structure
and compare the sample with the non RVS acquinmgsf The sample period starts
from 1993 to 2003. There are 1,389 completed M&Ansactions which involves
publicly listed Canadian firms in this period. Qaftthe 1,389 M&A transactions, 240
acquisitions were made by RVS firms and 1,149 aitjoms are made by non-RVS
firms. Using event study method, we calculate theoamal returns of acquiring firm
stocks upon the M&A announcements. We comparatimeouncement returns between
RVS and non RVS acquiring firms to investigate tfenagement entrenchment effect in
the RVS firms.

5. Results and Discussions
5.1 Firm characteristics, value and operating perfanance of RVS firms

For each firm in our sample, we collected (calteda many relevant variables
spanning size, capital structure, dividend payauis)ership characteristics, Tobin’s Q
and other performance variables for both RVS fiamd matching firms. The specifics of
the variables are definitions are shown in Apperfdix

According to our first matching method (i.e. paiised matching), we show the
descriptive statistics and univariate test of teamand median of the RVS firm and non
RVS firm samples imrable 3 It is found that even after controlling for firgize, RVS
firms are still significantly larger than non RV8nis (as it is impossible to do the
“exact” matching in the sample).

Insert Table 3about Here
RVS structure allows controlling shareholders &wénconcentrated voting rights

disproportional to their cash flow right$able 3shows that the block shareholders in
RVS firms have similar equity ownership to the lidatareholders in the non RVS firms.
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However, their voting rights are much higher. Notpsisingly, the deviation of voting
rights to cash flow rights is significantly highier the RVS firms than non RVS firms.
The univariate analysis shows that RVS firms hagteb operating performance (i.e.
ROA) than non RVS firms. Although there is no dfigant difference in financial
leverage, RVS firms’ operating performance is digantly less volatile than non RVS
firms (measured by standard deviation of ROA).dmts of firm valuation, Tobin’s Q
and book to market ratio are not significantly eliéint between RVS and non-RVS firms.
The dividend payout ratio also does not differ kesw the two groups either. On the
other hand, PE ratio is significantly lower in tR¥S firms. However, PE measure only
applies to the firms which have positive earnirfgsally, we also find that RVS firms
grow significantly slower than non RVS firms.

To systematically examine the firm value and opegaperformance of the RVS
firms, we conduct multivariate analysis by coniral for some key variables that may
impact the interested dependent variables. Follgwire models used byaplan and
Zingles (1997)we calculate the industry adjusted Tobin’s Q gsidustry median Q as
the benchmark. Firm size, operating performancesrége ratio, block ownership are
controlled so that we can examine the conditiongblamatory power of the RVS
structure on the firm value and performance. Siryilave calculate the industry-adjusted
ROA using the same benchmarking method. We focushenmeasure of ROA after
depreciation, which is suggested ®gmpers et al. (200&ndCore et al. (2006{o use to
measure operating performance in corporate goveenatudies. We control for firm
size, financial leverage and book to market ratioich are found to be significant factors
impacting firm operating performancédre et al. 2006

To control for the “model dependent” problem thmaty lead to misleading
inference and since we have an abundant controfiargple (i.e. non RVS firms) on
TSX, we can use the “multiple-to-one” matching t@Egaoe to construct a “cohort”
sample. It is designed to reduce the model deperdproblem and provide reasonable
power of the statistical test.

Based on the models and samples described ab@vepmduct the multivariate
analysis on the models below. The equations shalewbare the full models. In order to
test robustness of the estimation, we also run iphelsubset regression models and
present the results in the following tables.

Industry-adjusted Tobin's Q (Q_ADJ) = + *RV_FLAG + »*LGREV +

#ROA_ADJ + j#MED_FLAG + *DE + ¢ROA_ADJ*RV_FLAG + *OWN +
gFOWN + 1)

Industry-adjusted ROA (ROA_ADJ) =+ 1*RV_FLAG + LGREV + 3*DE +
4BM + (2)

In addition, we use different techniques to estéemthe multivariate models
above. First, we run OLS regression on the pool@apte with heteroscedasticity
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adjusted standard errorg/fite, 198() to test the impact of RV structure on firm value
and operating performance. Second, we split thepkaby fiscal year and estimate the
models in each year for the past ten years. Fanebdla regressior-éma and Macbeth,
1973 technique is used to pool the regression reanliistest the significance of the RVS
structure. Finally, we take advantage of the paa#h sample and run the random effect
model, which corrects the heteroscedasticity ofnficharacteristics and deals with
endogenous problem in the model.

Insert Table 4 about Here

Table 4shows the OLS regression results based on thegacaimple. Consistent
with the univariate analysis iable 3, Table 4 Panel 8hows that the coefficient of
RVS dummy variable is not statistically significaiot explain the dependent variable,
industry-adjusted Tobin’s Q. In other words, RV8n$ do not have either lower or
higher firm value compared to non RVS firms. Thenadasion is robust in different
subset models, which control firm size, media indyperating performance, financial
leverage, and insider ownership. We also contrelitheraction of RVS structure with
the operating performance; the conclusion is ctsisvith other modelslable 4 Panel
B shows the pooled sample OLS regression for theatipg performance models.
Contrary to the univariate analysis, we find RV8n8 do not either outperform or
underperform the non RVS firms after controllingrfisize, financial leverage and book
to market ratio.

In addition to estimating the OLS regression oa plooled sample, we also test
the relationship between RVS structure and firmugaand performance by year. We
adopt the Fama-Macbeth regression metheaim@a and Macbeth, 1973 show the
dynamics of the changing relationship (if any) betw the dependent variables and the
RVS dummy variable over the past ten-year periodreéVspecifically, using the same
cohort sample inrable 4 we split the firm-year observations by fiscal yebhe OLS
regression models are estimated based on the RWSobservations and the matched
non RVS firm observations in each fiscal yeBalfle 5. Standard errors are adjusted for
heteroscedasticity to test the statistical sigaifte. Following the Fama-Macbeth
regression method, we average the regression cieeti$ and t-statistics across the ten
years to make inference of the overall significanteghe independent variables. The
percentage of significant years is reported infithe column.

Insert Table 5about Here

Overall, Table 5 Panel Ashows that there is no consistent relationshipvéen
RVS structure and firm value. Although in the latgear, RVS firms seems to have
lower Tobin’'s Q (even after controlling firm sizenedia industry and operating
performance), the significance disappeared in theniodel. Similarly, we find RVS
firms have lower operating performance than non R8s in recent years (even after
controlling firm size and financial leverage). Hoxge, the significance is not found in
the full model.
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Finally, we re-estimate the models using the rame@ffect model. This panel data
technique enables us to tackle the problem of wrebd firm heterogeneity, which is
commonly found in corporate governance studies. yMatudies suggest that firm
ownership and performance are determined by contabminobservable characteristics
(e.g.Himmelberg, Hubbard and Palia, 199oles, Lemmon and Meschke, 200%he
endogenous problem makes it difficult to estimdite true causal effect between firm
ownership and performance. For example, traditi@t@nometric methods assume the
direction of the causal effect from RVS structuce firm performance; it might be
possible the actual relationship is reverse; thgidorly performing firms tend to resist
the mechanism of market control (such as takedwegdopting a RVS structure.

More specifically, due to the endogeneity probl@enthe regression equatio(i)
and (2), the residuals from the regressions witistst of a traditional residual and an
unobserved but firm-specific residual related tohserved firm characteristics. In other
words, the residual & u + Vi, where yis the standard 1.1.D. residual angdis the firm
specific residual. Many studies using tradition&alSOregression on a single-year dataset
ignore the firm specific residual, which causessédregression estimation. More and
more empirical studies recommend and use panel tithnique to address the
endogenous problem (for example, seemelberg, Hubbard and Palia, 19%hderson
and Reeb, 20Q03ronqvist and Nilsoon, 20Q¥illalonga and Amit, 200% Usually, two
types of panel data techniques are used in emprasaarch: fixed effect model (where
the firm specific residual is modeled as constardgrdime) and random effect model
(where the firm specific residual is modeled asoglsastic term). As in our study, many
of the financial ratios and ownership data changertone, we choose a random-effect
model to address the endogeneity issue.

Insert Table 6 about Here

Table 6 shows the results of random effect models. The irap results
consistently show that RVS firms do not underpenfar outperform the non-RVS firms
in the Canadian market for the past ten years.dimemy variable of RVS structure is
not significant in most of the regression models.

These results are consistent with the predictibn imvestor protection and
substitution hypothesisThis hypothesis predicts that in a country (sashCanada) with
strong legal system and superior protection to camtrolling shareholders, controlling
shareholders will have less incentive to expropriaim’s wealth. Stronger legal system
will make the cost of expropriation prohibitive. er, controlling shareholders with
disproportionate voting rights are likely to mainta good reputation in the market by
not expropriating shareholder rights. Consequerdbntrolling shareholders will take
active interest in the operating performance of firens. With good operating
performance, investors have greater confidence W5 Rirm and do not intend to
discount the share price. Our results show that Rv® do not underperform non-RVS
firms in terms of firm value (Tobin’s Q) and openat performance (ROA). Two more
factors might have influenced our resuf&st, most of the controlling shareholders in
RVS firms are related to the founding family of tfens and controlling shareholders
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themselves own significant shares in the firm. Astmlling shareholders and managers
hold concentrated ownership in the RVS firms, thksp face the consequences of private
benefits if it has negative consequence on firnu&aWith increased ownership level,
cost of expropriation increases which, in turn,l welstrict the opportunistic behavior of
controlling shareholdersSecondin Canada, as RVS firms have become more pemasiv
(almost 20 percent of listed companies), it hasoberharder for an investor to create a
portfolio without including companies with subordied share mechanisnSHARE
2004). This restricts investors from selling the shareRVS firms (i.e. ‘vote with their
feet’) and investing their money into non-RVS fitnierefore, practically there is not
much downward price pressure on Canadian RVS fimimish helps them in sustaining a
comparable Tobin’s Q.

5.2 Long-term stock return performance of RVS firms

In this section, we present the long-term stockKopmance of Canadian RVS
firms in the sampling period from 1996 to 2005. we find in the univariate analysis,
RVS firms have more volatile operating performaand much larger firm size than non
RVS firms. Thus, adopting a methodology that camemily measure risk-adjusted stock
performance is important to the study. We use FRmeach (F-F) three factor regression
to detect abnormal return in the investment of RS portfolio. As the RVS firms have
substantially different characteristics (such as fsize, industry) from the general firms
in the Canadian market (i.e. firms in the S&P/TSB03ndex), we compare the risk-
adjusted abnormal returns from the RVS firm portfalith that from a matching non
RVS firm portfolio (matched by firm size and indygtfrom January 1996 to December
2005. The RVS firm portfolio is rebalanced each thoby adding newly listed RVS
firms into the portfolio and removing the delisted¥'S firms. The matching portfolio of
non RVS firms is adjusted accordingly in each month

More specifically, we estimate the following reggmn model by using the
monthly returns of the hedging portfolio and theresponding risk factors in the
Canadian stock market for the sampling period.

R =a,+b,(R,, - Ri,)+s,SMRB +h HML, 3)
Ri=ap+b (R, - Ri,)+SpSMB +h ,HML, (4)
Da=a,-a, (5)

where R, is the RVS portfolio return in month R is the non-RVS portfolio return,
(R.. - R,) is the market factor, constructed by subtractimg T-bill return from the

market returnSMBis the size factor, constructed by taking therretan a portfolio of
small stocks minus the return on a portfolio of bigcks;HML is the book-to-market
factor, formed by taking the return on a portfoiibvalue stocks (with high book-to-
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market ratios) and subtracting the return on afplastof growth stocks (with low book-

to-market ratios). We gather relevant informatiooni ‘Barra’ website to construct
Canadian equivalents of Fama-French factors. Wethesstatistical difference between
a, anda’, to compare the long term stock performance betwiee RVS and the non
RVS portfolios. Bootstrap method along with the Bi@orrected Confidence Intervals
method(Efron, 1987)is carried out for the statistical testing.

We use weighted least square (WLS) regressiorcadoumt for different number
of RVS firms and corresponding non RVS firms infeliént months and to mitigate the
potential heteroscedasticity problefrgnks et al., 1991; Andre et al., 200wWe follow
the recommendation bfndre et al. (2004}o use square root of the number of firms
included in each monthly portfolio as the weighisthe regression. The RVS and non
RVS portfolio returns are both equally weighted anarket-capitalization weighted by
each security in the portfolio. Both results aresgnted in the following tables in order to
make sure that the inference is not dominated byesextreme cases in the sample.

Insert Figure 1 about Here

First, we present the buy-and-hold raw returndq1efRVS, non RVS portfolio from
January 1996 to December 2005 in Figure 1. Equedighted as well as value weighted
portfolio returns are contrasted with the buy-awttdhreturns of the S&P/TSX 300 index.
By investing $1 in the value weighted portfolioy@stors wealth would have been $4.68
from the RVS portfolio and $3.18 from the non RMStfolio; both higher than investing
in S&P/TSX 300 index ($2.83) in the end of the pdriThe equally weighted portfolio
would have resulted in $3.32 from RVS portfolio &8182 from non RVS portfolio. The
results suggest that it is the large RVS firms thrate the performance of the RVS
portfolio.

Insert Table 7 about Here

Table 7shows the regression results of the Fama-Frenmek tactor modePanel
Al shows the OLS regression based on the equallyhtezlgRVS portfolio returns. The
intercept of the model is not statistically sigcéfnt, suggesting that RVS firm portfolio is
not either outperforming or underperforming the kear A more practical experience to
the investors is to measure the portfolio returnubing market capitalization weighted
returns of the securities in the portfoliBanel A2and A3 in Table 7 use the value
weighted portfolio returns to measure the abnonmelrns of the RVS portfolid?anel
A3 uses the WLS method to account for the heterogen@omber of stocks in the
portfolio. We find that RVS firm portfolio is, onvarage, outperforming 0.4% each
month. Compared to the non RVS firms in the sangpperiod (in Panel B1, B2, and
B3), the abnormal returns are not different betwiberntwo portfolios (see statistical tests
in Panel C1, C2 and C3). Therefore, we do not &éingl strong evidence of stock return
underperformance for the RVS firms in the long-mimnything, they are higher than the
non-RVS firms.
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5.3 RVS structure and management expropriation: M&As by RVS firms

In order to test whether management or controlBhgreholders of RVS firms
expropriate wealth by undertaking non-wealth masing M&A activities, we evaluate
the market reactions to M&A announcements by RVi@diand compare the results with
that of non-RVS firms. This line of inquiry is basen Masulis et al. (2007yvho show
that controlling shareholders in the U.S. dual<lsisare firms extract private benefits at
the expenses of minority shareholders through catpdVi&As. Based on a sample of
420 M&As undertaken by the U.S. dual class shamsfibetween 1995 and 2003, they
find that as firm insiders’ control-cash flow rightdivergence widens, acquiring
companies experience lower and more negative ameowsnt-period abnormal stock
returns.

On the other hand, a related study using Canalli&A data (Ben-Amar and
Andre, 2009 suggests that there is no difference in the gsieoms abnormal returns in the
M&A announcement period between RVS firms and n&BRirms. They suggest that
separation of control and ownership is not viewedadeading reason for undertaking
value destroying mergers and acquisitions in Canadieere minority shareholder are
well protected, and those families who control ¢hésms are indeed more concerned
about long-term firm value as they are concernetth Wie wealth transfer to the next
generation. However, both studies have some limitatin their empirical approaches.
Masulis et al. (20073%tudy the deviation of ownership and control witthe dual-class
share firms only; there is no controlling samplesofgle class share firms to compare.
The major concern foBen-Amar and Andre’s (200&tudy is the endogeneity problem
(Lasfer, 2005 Their sample includes 327 mergers and acquisittmnouncements made
by 232 Canadian listed firms over the period 1998002. The relatively short sampling
period and small sample size is another concerhninght limit the generalization of
their findings (asfer, 200%.

The purpose of this section is to link the CanadRVS firm value and
performance to the management entrenchment effeany() in the event of M&As. We
test the hypothesis by using all Canadian M&A dehdt occurred between 1993 and
2002 and involved TSX listed bidding companies. Blgain the dataset from SDC
Thomson Financial Database. Our data meet thewwllp criteria: (i) deals are
completed, (i) acquiring firm is not from finantimdustry, (iii) acquiring firms with
multiple acquisitions during 1993-02 period are sidared, (iv) deals with all sizes of
transaction value are considered. Stock return a&aollected from CFMRC database.
Accounting information is collected from StockGuidatabase. Information related to
ownership and voting rights are manually collectesin firm’s annual report and
management information circular.

We identify the acquiring firms which have the R¥8ucture and compare the
sample with the non RVS acquiring firms. In the pangy period, there are 1,389
completed M&A transactions announced by publicstdd Canadian firms. Out of the
1,389 M&A transactions, 240 acquisitions are mag®WS firms and 1,149 acquisitions
are made by non RVS firms.
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Dependent variable:We follow the market model method to estimate the
abnormal returns for each firm in the M&A announestnperiod:

AR, =R, - (@i +bR,) (6)

where, R, and R are the observed returns for secuiitgnd the market portfolio,
respectively, in time periotirelative to the event date of interest. The ségwpecific
parametersz; and b; are computed over an estimation period (day -31L20 before

the announcement date). To reduce the impact aforanestimation errors and other
unrelated security specific effects, portfolios &emed in event time such that each
daily portfolio abnormal return is an equally weiggh average of individual security’s
abnormal returns for that common date.

We cumulate the daily abnormal returns into sdvdeys and calculate the
cumulative abnormal return€AR =  AR;j. The dependent variable in the study is the
cumulative abnormal returns (CAR) of the acquiriimgns’ stocks in the two days before
and after the M&A announcement date (i.e. -2 taag).

Independent variablesTo compare the M&A announcement returns of RVS
firms with the non RVS firms, we include the dummariable, RV_FLAG, in the model
(RVS firms are coded as 1 and non RVS firms areedas 0). The effect of the dummy
variable will compare the difference of announcetramormal returns in RVS and non
RVS firms after controlling for other factors imjpiag) the dependent variable.

To compare with the results Masulis et al. (20073%tudy, we also measure the
deviation of ownership and control by using a “Wetmeasure and a “Ratio” measure.
The “Wedge” measure is defined as the differencevden the percentage of a
company’s voting rights controlled by insiders @he percentage of the company’s cash-
flow rights controlled by insiders. The “Ratio” amure is to divide the percentage of
insider voting rights by the percentage of insicksh-flow rights.

Controlling variables: Similar to Masulis et al. (2007)we control for acquiring
firm characteristics as well as deal specific uaga in the regression model. The
acquiring firm characteristics include firm sizegasured by total assets), price to book
ratio (as a proxy for Tobin’s Q), operating perfame (ROA) and financial leverage.
Deal specific variables include the public statfishe target firms. It has been pointed
out that bidders acquire targets for a better psiben they buy nonpublic firm vis-a-vis a
public firm, resulting in a better return for acgng firms’ shareholderHuller et al.
2002 Shleifer and Vishny, 1986Chang, 1998 We also control for the method of
payment in the transactioMyers and Majluf (1984argue that a bidder firm will use
stock as the medium of exchange if the board bedi¢kat its own shares are overvalued.
Alternatively, if the firm were convinced with iturrent valuation, they would like to
offer cash in order to send a positive signal tokea(Fishman, 1989Eckbo et al. 1990
Fuller et al., 200R Also, if the bidder is uncertain about the taig@alue, the bidder
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may not want to offer cash, since the target willycaccept a cash offer greater than its
true value and the bidder will have overpdidil(er et al., 200R As the usage of stock
indicates overvaluation of bidding firm and caslyrmant indicates certainty of target
valuation, the choice of cash payment would lead fuigher announcement abnormal
return. Finally, we control for industry relatedeasf the target and acquiring firms. A
merger is defined as non-conglomerate if an acgure its target are in the same
industry. It is generally claimed that conglomeratergers are less likely to succeed,
because managers of acquiring firms are not familiégh the target industry or they
waste free cash flow on bad acquisitiodsnsen, 1986Agrawal et al. 199R Also,
shareholders do not prefer the bidding company gensao diversify their operations as
shareholders can rebalance and diversify theirf@artby themselves by investing in
different types of assets. Therefore, diversifmatihrough acquisition is likely to be
viewed negatively in the market.

Insert Table 8 about Here

Table 8shows the descriptive statistics and univariateliesveen the RVS firms
and non RVS firms. Not surprisingly, RVS acquirifigns have more diverged voting
rights to cash flow rights compared to non RVS aoogg firms. We also see some
contrasting firm characteristics between the twoas: RVS acquiring firms are larger,
they have better operating performance, but lowarket valuation; they also have
higher financial leverage than non RVS acquirimgn. In terms of the relative size of
the transaction (to the target firm size), theed#hce is marginal. The RVS acquiring
firms tend to acquire more publicly listed targeink; however, they usually use cash
rather than stock to make the paymé@iable 8also shows that RVS acquiring firms tend
to acquire target firms in related industries.

More importantly, we calculate the announcementoaial returns in three
different time windows and make the comparison ketwthe two samples of acquiring
firms (seeTable §. We find that, on average, RVS acquiring shamd gain 1.7%
abnormal returns in the 2 days before and two d#tgs the M&A announcement; while
non RVS acquiring shareholders gain 1.6% abnoretatms. The announcement returns
are not statistically different in any of the annoament windows.

Next, as we find that there are differences inmatiristics between the RVS and
non RVS firms, and there are known factors thataichphe M&A announcement returns,
we control the firm characteristics and deal sped#ctors in the multivariate analysis.
We examine the conditional significance of the ¢hirdependent variables (RV_FLAG,
Wedge, and Ratio) introduced before to test theagament expropriation hypothesis.
The full model is presented below:

CAR= + *(RV_FLAG, Wedge, Ratio) +,*(Price to book) + s*(Leverage) +

s*(Log total assets) + s*(ROA) + ¢*(Relative Size) + 7*(Public Target*Stock
Payment) + g*(Public Target*Cash Payment} ¢*(Private Target*Stock Payment) +
10°(Private Target*Cash Payment) i,*(Related)+ (7)
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Three separate OLS regression models are estinhatetie three independent
variables (RV_FLAG, Wedge, RatioY.able 9shows the regression coefficients and
corresponding statistical significance in the regien modelsModel 1 shows that the
dummy variable of RVS firm is not significant, s@gting that the announcement
abnormal returns are similar between the RVS amdntin RVS firmsModel 2 and3
also show the insignificant wedge and ratio measw¥e conclude that the deviation
between voting rights and cash flow rights doesatfact the market reactions to M&A
announcements in Canada.

Insert Table 9 about Here

As a further test for robustness and to deal wihkfer (2006)’s argument that
since the two samples of acquiring firms have dafe firm size and different firm
characteristics, running the regression model basetihe overall sample may introduce
the endogenous error and thus bias the estimaéisults, we follow theHeckman’s
(1979)method to tackle this sample selection bias. Teection method requires a two-
step procedure: first, a probit regression is rumtlee a set of firm characteristics
variables (i.e. firm size, leverage, ROA and ptcdook ratio) against the RVS dummy
variable; a new variable, namely “inverse MillsiotaiMR)” is constructed based on the
probit regression coefficients; in the second step, include IMR as an additional
controlling variable in the regression model tousslthe sample selection bias. Besides,
to be consistent with the other robustness tedtave done in the previous two sections,
we also include a dummy variable “post98” to examthe relationship in two sub-
periods (observations between 1992 and 1997 aredcasl 0 and observations between
1998 and 2002 are coded as 1). The later periadeaisctly overlaps the sampling period
used inBen-Amar and Andres (2006) stydthus allows us to directly compare our
results with their findings. OLS regression resalte presented imable 10below. The
standard errors of the regression coefficientsaaljasted by using thé/hite’s method
(1980) to make correction for the heteroscedasticity |@mmb We see similar results
(dummy variable of RVS firm is not significant) atidis reach similar conclusions.

Insert Table 10about Here

Overall, our empirical study on the Canadian M&#nple does not support the
view that controlling shareholders in RVS firmsrext private benefits at the expense of
non-controlling shareholders. This finding is cabesnt with the previous findings that
RVS structure in Canadian firms does not affechfiralue and operating performance
negatively. In other words, our result supportsghediction of investor protection and
substitution hypothesis

5.4. RVS structure and management expropriation: Dividem Payment and
Managerial Ownership in RVS firms
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In addition to the M&A example, we also collect thhvidend payment
information of RVS firms and compare it with non B\Mirms. Dividend information
provides another direct evidence to test managenegptopriation hypothesis as
managers in RVS firms may entrench shareholderaltivdy paying less or no dividend
compared to non RVS firms.

Table 3 already showed that RVS firms, on averpg&l out 16.23% earnings in
dividends, while non RVS firms only had 14.37% demd payout ratio, although the
difference is not statistically significant. We @lsompare the dividend payment towards
the restricted voting share and the multiple voshgre (or normal voting share) within
the RVS firms. The data is collected for the lajestr 2006. We find that out of a sample
of ninety-six RVS firms listed on TSX, eighty-sev&®VS firms paid the equivalent
dividends to their two classes of shares. The otliee RVS firms have paid higher
dividends to the RV shareholders than the othessctd shareholders. Thus, the results
strengthen the argument that management expraprifitypothesis is not supported in
the Canadian RVS firms.

6. Summary and Conclusions

In this study, we examine the firm value, opemtiperformance and stock
performance of the Canadian firms which issuedriotstl voting shares (RVS) on
Toronto Stock Exchange between 1996 and 2005 andM®&A activities. We advance
two competing hypotheses to explain the effectRUfS structure on firm value and
performance in the context of a country’s legaltetys (i) managerial expropriation
hypothesis, and (ii) investor protection and substin hypothesis. Managerial
expropriation hypothesidakes the traditional view of agency theory thakawer
governance structure (such as RVS structure) afféicin value and performance
negatively.Investor protection and substitution hypothesis the other hand takes the
view that presence of a strong legal environmengt inountry increases the cost of
expropriation. Further, controlling shareholderghwdisproportionate voting rights are
likely to maintain a good reputation in the markst not-expropriating shareholder
rights. Combining these effects, this hypothesesijmts that RVS structure in a firm will
not affects its value and performance negatively.

Based on a ten-year panel data sample, we findR¥1& firms do not have lower
firm value (Tobin’s Q) and operating performanceO@& and long term stock
performance than the non RVS firms. We further té& ‘channel’ of controlling
minority shareholders’ expropriation by using a goehensive sample of Canadian
M&A events. Consistent with the findings of firmlua and performance, we do not find
significant difference in abnormal returns in th&As announced by RVS and non RVS
acquiring firms. Our findings support the prediatiof investor protection and
substitution hypothesis
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By analyzing Canadian dual-class firms, we presente fresh evidence in this
area where a majority of studies focus on the fit®s. By examining another Anglo-
Saxon country outside the U.S which is equally ¢tped with different legal and
ownership structure, the present paper providesowatrof-sample analysis of RVS
structure and suggests unique conclusions to tistirexliterature.

Our results differ from some of the U.S. studiese ¥élieve one feature of the
Canadian corporate ownership may be useful in @xpta the contrasting results
between Canadian and U.S. RVS firms: the coatptaiVisions adopted by almost all
RVS firms eliminate the wealth transfer possitektiin case of takeovers; since inside
managerial ownership (or family ownership) whichmsich more concentrated in the
Canadian RVS firms, insiders may not have strongentive to undertake wealth
minimising actions as their own wealth is tighiilykled to the firm.
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Appendix A-
Specifics and definitions of variables

LGREV: Log transformed current year’s revenue

LGASST: Log transformed current year’s total assets

LGMV: Log transformed current year’'s market captation

DE: Current year’s debt to equity ratio

DIV_PAY: Dividend payout ratio

LNPE: Log transformed current year’s price to eagsiratio

OWN: Current year’s block shareholders’ ownership

VOT: Current year’s block shareholders’ voting tgh

VOT_OWN: Ratio of block shareholders’ voting righstheir ownership

BM: Current year’s book to market ratio

Q: Current year's Tobin’s

Q_ADJ: Current year's adjusted Tobin’s Q (Tobin’srihus the respective industry’s
median Tobin’s Q)

ROA_AD: Current year’s return on asséts

ROA_ADJ: Current year’s adjusted return on as$e@A minus the respective
industry’s median ROA)

STD(ROA_AD): Standard deviation of ROA (using pras five years data)

LNAG: Log transformed total assets growth rate r@nitr year’'s growth upon last year)
RV_FLAG: Dummy variable (RVS firm = 1, non RVS firm0)

MED_FLAG: Dummy variable (firms in the media indyst 1, otherwise = 0)

19 we follow the calculation of Tobin’s Q iBompers et al. (2003 obin’s Q is calculated by using the
market value of assets divided by the book valuasskts (Stock Guide item 94), where the marketeval
of assets is computed as book value of assetsh@umarket value of common stock (item 37 - “numiifer
outstanding share” multiple item 137 - “year-endcktprice”) less the sum of the book value of commo
stock (item 37 times item 123) and balance sheferel taxes (item 100). All book values for fisgahr t
(from Stock Guide) are combined with the marketieadf common equity at the calendar end of year t.
' We measure operating performance based on opgR@A. According tdBarber and Lyon (1996nd
Gompers et al. (2003dperating return is a preferred measure of operaerformance as it is not affected
by leverage, extraordinary items, and other digmmaty items. ROA also has more desirable distitimai
properties than the return on equity measure (@il assets are strictly positive, but equity barzero or
negative).We calculate ROA as operating incomer adepreciation (item 61 “sales” minus item 62
“COGS”, item 63 “SG&A” and item 64 “depreciationtivided by year-end total assets (item 94 in Stock
Guide).
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Table 1. RV and Non RV Firm Sample by Year

Table 1 shows the number of RV and non RV firmgtison Toronto Stock Exchange from 1996 to 2005.
The sample excludes the financial firms and thmdimhich have revenues less than $100,000. Thes firm
issuing non-common shares are also excluded froenstimple. Overall, there are 7,728 firm-year
observations in the ten-year period, out of whichdl are RVS firm-year observations. On averagé 15
of the firm population listed on Toronto Stock Eaclge (TSX) has restricted share structure.

Fiscal Year Mon RVS Firms % RVS Firms % Total
1996 778 Be% 123 14% 901
1997 781 87% 121 13% 902
1998 781 B7% 118 13% 8299
1999 Je0  85% 132 15% 892
2000 714 853% 125 15% 8239
2001 673 84% 126 16% 799
2002 570 B83% 113 17% 6E3
2003 515 83% e 17% 623
2004 500 B34% 96 16% 596
2005 515 87% 79 13% 594

Grand Total 6,587 85% 1,141 15% 71,728
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Table 2. RVS and Non RVS Firm Sample by Sector (GIS two-digit code)

Table 2 shows the sector classification of the RWfl non RVS firms listed on TSX from 1996 to 2005.
The table is sorted by descending value of RVS firoportion in each sector. We find that RVS stite

is more popular in the consumer discretionary se(garticularly the media and broadcasting indystry
consumer staple sector and the utilities sector.sR\Mcture is least chosen by Material, IT and Byer

firms.

GISC Sectors Mon RVS Firms % RVS Firms %o Total
Consumer Discretionary 644 62% 394 38% 1,038
Consumer Staple 413 T4% 144 26% 557
Utilities 95 7% 28 23% 123
Industrials 1,104 84% 203 16% 1,307
Telecomm. Services 81 a88% 11 12% 92
Health Care 209 89% 63 11% 372
Material 1,384  90% 146 10% 1,530
Information Technology 1,111 92% 99 2% 1,210
Energy 1,246  96% 53 4% 1,299
Grand Total 6,587 85% 1,141 15% 71,728
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Table 3. Univariate test of firm characteristics, grformance and value by RVS and Non RVS Firms (onby-one matching
sample)

In Table 3, we matched the RVS firms with the ckds@zed (i.e. revenue) non RVS firms in each ibgu@.e. 4-digit GISC) for the ten years. Desadnipt
statistics are reported for each of the variabkpdadned before. Sample size varies because ahtbging data. Paired sample t test and related Isaiviiicoxon
rank-sum test are used to compare the mean anémeflihe sample variables.

Mon RVS Firms (0) RVS Firms (1) Paired samplet  Wilcoxon rank-
Percentiles Percentiles test sum test
Std. Std. Mean . .
N Mean 25 50 75 Deviation N Mean 25 50 75 Deviation Difference Sig- Zstats.  Sig.
LGREV 1129 12.355 11.095 12.411 13.597 1.917 1129 12.834 11.638 12.850 14.121 1.933 -0.479 *=*== -11.172 ===
LGASST 1129 12.513 11.088 12.496 13.626 1.918 1129 13.101 11.843 12.985 14,352 1.766 -0.588 **= -10.962 ***
LGMV 1109 12.026 10.521 11.839 13.418 2.063 1109 12.536 11.217 12.554 13.920 1.838 -0.511 **=* S7TTT FEE
DE 869 1.367 0.340 0.670 1.250 3.653 869 1.713 0.260 0.685 1.340 5.672 -0.346 -0.316
DIV_PAY 1129 14.37 0.000 0.000 8.370 44,57 1129 16.23 0.000 0.000 19.60 41.50 -1.860 -1.018
LNPE 620 2.861 2.356 2.802 3.250 0.854 620 2.720 2.271 2.657 3.123 0.911 0.158 **=* -4.104 ***
OWM 1073 38.043 13.700 37.700 62.100 26.529 1073 36.783 19.300 33.500 52.800 22.316 1.260 -1.176
VOT 1030 37.830 13.200 38.000 61.800 26.424 1030 88.373 56.625 72.130 87.600 23.909 -30.745 **=* -22.423 *=*=*
VOT_OWN 1069 0.992 1.000 1.000 1.000 0.156 1069 3.071 1.291 1.774 2.997 5.909 -2.079 *=*= -26.401 ***
BM 1007 0.891 0.409 0.654 1.042 1.078 1007 0.871 0.398 0.645 1.042 0.892 0.020 -0.480
Q 1129 1.483 0.938 1.156 1.589 1.165 1129 1.464 0.941 1.127 1.575 1.382 0.015 -0.289
a_ADJ) 1102 0.250 -0.186 0.000 0.297 1.038 1102 0.231 -0.206 0.000 0.313 1.309 0.018 -0.164
ROA_AD 1129 0.057 0.029 0.072 0.110 0.171 1129 0.068 0.036 0.077 0.114 0.101 -0.011 ** -2.663 ***
ROA_ADJ 1102 -0.056 -0.090 -0.040 -0.009 0.168 1102 -0.044 -0.073 -0.038 -0.001 0.0938 -0.012 ** -2.554 **
STD{ROA_AD) 868 0.058 0.018 0.035 0.066 0.088 868 0.043 0.015 0.027 0.051 0.052 0.013 **= -5.048 **=*
LNAG 1041 2.324 2.302 2.312 2.331 0.045 1041 2.319 2.302 2.311 2.327 0.036 0.005 *** -2.293 **

*** 104 significance **5% significance *10% sidfitance
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Table 4. Pooled Sample OLS regression on performaawalue and performance

Table 4 presents the results of OLS regression based olegsample of RVS firms and non RVS firms
matched by firm size and industry (using the quasdom sampling technique described before).

Panel A examines the impact of RV firm structure on firalue (i.e. Industry adjusted Tobin's Q) and
Panel B shows the results of RVS structure on firm opataterformance (i.e. industry adjusted ROA).
Statistical significances of the regression cogffits are calculated based on the heteroscedgsticit
adjusted standard errorg/fite, 198). The OLS regression coefficients, adjusted R mEgjasample size
and F test statistics are presented in the tabimifi8ant regression coefficients are also denadbgd
different number of stars.

After controlling firm size, media industry, ROAldok ownership and leverage, there is no evidehae t
RV structure has significant impact on firm vald®Bin’'s Q).

Similarly, Panel B shows that after controllingniirsize, leverage and book to market ratio, thenmeois
evidence that RV firm structure is associated Witfher or lower operating performance.

Panel A.

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Dependent variable: Industry-adjusted Tobin's Q

{Intercept) 1.680 *== 1.681 *=* 1.626 *==* 1.240 *** 1.227 **= 1.328 *==
RV_FLAG 0.019 0.021 0.017 0.015 0.065 0.082
LGREV 0,115 **=* -0.115 *** -0.111 **=* -0.082 **=* -0.081 *** -0.086 *=*
MED_FLAG -0.017

ROA_ADI -0.246 0.881 0.642 0.640

DE -0.006 * -0.005 -0.004
RV_FLAG*ROA_ADJ 1.232 1.290
OWN -1.5E-04
OWN"2 -2.0E-05
Adj. R Square 0.027 0.027 0.028 0.020 0.021 0.023

N 3452 3452 3452 2987 2987 2933

F test 49,790 *==* 33,200 *** 33.770 === 15.860 *** 14,010 *** 10,720 ===

Panel B.
Model 1 Maodel 2 Maodel 3

Dependent variable: Industry-adjusted ROA

(Intercept) -0.219 === -0.191 **== -0.175 **=*
RV _FLAG -0.007 -0.004 0.001
LGREV 0.014 *** 0.012 *** 0.012 ***
DE -0.002 **=* -0.003 **
BM -0.013 **=*
Adj. R Square 0.051 0.050 0.069

N 3452 2987 2932

F test 93.27 *** 53.93 === 55.7 ===

*** 10 significance **5% significance *10% sidfitance
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Table 5. Fama-Macbeth Regression on Firm Value anBerformance

Panel A shows the OLS regression model (by year) to testirhpact of RV firm structure on firm value
(i.e. Industry adjusted Tobin’s Q) based on ther@®&' sample.
In each year, the four OLS regression models ofiTslf) are estimated with standard errors adjubted
White’s method (1980pn the RV sample and the cohort matching sampdgréssion coefficients and t
statistics in each year are then used to calctiteteaverage estimate and statistical significatice last
second column). Number of significant coefficieniger the 10 years are also counted and presented in

percentage values in the last column.

By controlling firm size, ROA, block ownership alelerage, we found little evidence that RV firmséda
higher value than non RV firms. Although the caménts of RV flag are mostly positive (suggestihgtt
RV firms outperform non RV firms), the coefficierdise not statistically significant. The Fama-Matbet
regression coefficients are not significant either.

Average % Significant
2005 2004 2003 2002 2001 2000 1999 1998 1997 1996 Estimate Years

Industry-adjusted Tobin's Q: Model 1
(Intercept) 1.575 * 3.656 ** 0.845 * 0.855 *** 1.793 * 2,991 ** 1.465 *= 0.857 ** 0.729 ** 2,187 ** 1.695 ** 90%
RV_FLAG -0.222 *== -0.010 -0.076 0.079 0.015 0.151 -0.200 0.155 -0.010 0.226 0.011 10%
LGREV -0.102 -0.261 ** -0.049 -0.061 *** -0.125 -0.221 ** -0.082 * -0.054 ** -0.038 -0.163 * -0.116 * 60%
Industry-adjusted Tobin's Q: Model 2
(Intercept) 1.601 * 3.666 ** 0.844 * 0.852 **=* 1.785 3.014 ** 1.458 *= 0.885 **=* 0.740 ** 2,242 *=* 1.709 ** 90%
RV_FLAG -0.298 *=* -0.078 -0.083 0.086 0.010 0.169 -0.213 0.171 -0.004 0.253 0.001 10%
LGREV -0.104 -0.262 *=* -0.049 -0.060 ***  -0.125 -0.222 == -0.082 * -0.055 *=* -0.039 -0.167 * -0.117 * 60%
MED_FLAG 0.668 0.557 0.097 -0.089 0.052 -0.194 0.142 -0.195 * -0.062 -0.277 0.070 10%
Industry-adjusted Tobin's Q: Model 3
(Intercept) 1474 ** 3.469 ** 0.819 * 0.906 *** 1.149 ** 1.967 ** 1.402 *= 1.382 **= 1,174 *** 2,510 ** 1.625 *** 100%
RV_FLAG -0.244 *== -0.031 -0.078 0.079 0.041 0.150 -0.200 0.156 -0.006 0.264 0.013 10%
LGREV -0.095 * -0.248 *=* -0.048 -0.064 ***  -0.085 * -0.152 *=* -0.078 * -0.087 === -0.064 *=* -0.184 *== -0.110 *== 90%
ROA_ADI] -0.641 -0.725 -0.106 0.221 -2.746 -3.634 -0.207 2,624 **= 3.139 ** 2,398 ** 0.032 30%
Industry-adjusted Tobin's Q: Model 4
(Intercept) 0.361 1.876 * 0.940 0.589 ** 0.118 1.634 1.161 ** 1,139 **= 1.202 **=* 2,765 * 1.179 * 60%
RV_FLAG -0.160 -0.029 -0.035 0.055 0.014 0.131 -0.216 * 0.096 0.007 0.188 0.005 10%
LGREV -0.021 -0.126 -0.063 -0.038 * -0.002 -0.121 -0.058 -0.066 ** -0.065 ** -0.202 * -0.076 40%
ROA_ADI] -1.482 0.355 -0.362 1.404 *** 0.035 -0.785 0.192 3.900 **=* 4,423 === 2,293 * 1.017 40%
DE -0.012 -0.008 -0.013 0.004 0.002 -0.017 -0.022 -0.021 -0.002 -0.004 -0.009 0%
Industry-adjusted Tobin's Q: Model 5
(Intercept) 0.327 1772 * 0.917 0.604 ** 0.140 1.668 1.114 *=* 1,160 **=* 1,253 **=* 2,768 * 1172 * 60%
RV_FLAG -0.043 0.153 0.008 0.023 0.084 0.267 ** -0.108 0.047 -0.085 -0.008 0.034 10%
LGREV -0.019 -0.121 -0.062 -0.038 *== -0.005 -0.129 -0.056 -0.066 ** -0.067 *=* -0.199 * -0.076 40%
ROA_ADI] -1.725 -0.115 -0.541 1.583 ***  -0.262 -1.720 -0.253 4,371 === 4.919 *==* 3.286 ** 0.954 40%
DE -0.010 0.002 -0.012 0.004 0.002 0.001 -0.018 -0.022 -0.002 -0.009 -0.006 0%
RV_FLAG:ROA_ADJ 3.026 3.916 * 0.883 -0.602 2,021 *** 4,068 3.777 ** -1.359 -2.168 -4.556 0.901 30%
Industry-adjusted Tobin's Q: Model 6
(Intercept) 0.604 2,176 * 1.173 0.758 ** 0.185 1.775 1.313 * 1175 ** 1.238 ** 2,662 * 1.306 * 60%
RV_FLAG -0.016 0.185 0.061 0.087 0.091 0.280 ** -0.059 0.056 -0.074 -0.050 0.056 10%
LGREV -0.029 -0.143 -0.072 -0.045 *=* -0.008 -0.134 -0.061 -0.067 *=* -0.068 *=* -0.196 * -0.082 40%
ROA_ADJ -1.638 -0.086 -0.566 1.307 ***  -0.205 -1.711 -0.218 4,410 *** 4,920 *=* 3.380 ** 0.959 40%
DE -0.033 0.000 -0.010 0.004 0.002 -0.002 -0.013 -0.024 -0.002 -0.009 -0.009 0%
OWN -0.005 -0.002 -0.011 -0.006 0.001 -0.003 -0.003 0.001 0.002 0.013 -0.001 0%
1{OWN~2) 2.4E-05 -2.8E-05 1.1E-04 5.7E-05 -1.4E-05 3.9E-05 -2.BE-05 -9.0E-06 -5.4E-06 -2.0E-04 * -5.3E-06 10%
RV_FLAG:ROA_ADJ 2.650 3.628 * 1.091 -0.341 2,045 ** 4,199 4.012 *=**  -1,327 -1.763 -4.528 0.967 30%

*** 10 significance

**50% significance *10% sidgficance
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Panel Bshows the OLS regression model (by year) to tesirtipact of RV firm structure on operating
performance (i.e. Industry adjusted ROA) basecherif€ohort” sample.

In each year, the four OLS regression models of RBestimated with standard errors adjusted by
White’s method (19809n the RV sample and the cohort matching sammgréssion coefficients and t
statistics in each year are then used to calcthataverage estimate and statistical significatfeelast
second column). Number of significant coefficieot®r the 10 years are also counted and presented in
percentage values in the last column.

By controlling firm size, leverage and book to n&trkatio, we found little evidence that RV firmsvea
higher operating performance than non RV firmsh@itgh the coefficients of RV flag are mostly positi
(suggesting RV firms outperform non RV firms), dwefficients are not statistically significant. The
Fama-Macbeth regression coefficients are not sagif either.

%
Average Significant
2005 2004 2003 2002 2001 2000 1999 1998 1997 1996 Estimate Years

Industry-adjusted ROA: Model 1
(Intercept) -0.157 -0.258 ***  -0.244 *** 0,229 ***  -(.234 *** 0,282 *F*  -0.308 ***  -0.200 ***  -0.142 ==* (0,134 **=* -0.219 **= 90%
RV_FLAG -0.035 ** -0.028 ** -0.022 * -0.003 0.010 0.000 0.004 -0.001 -0.001 -0.016 -0.009 30%
LGREV 0.011 0.018 === 0.016 *** 0.014 **=* 0.015 *=* 0.019 *** 0.021 **= 0.013 === 0.008 **= 0.008 **=* 0.014 **=* 90%
Industry-adjusted ROA: Model 2
(Intercept) -0.219 -0.251 ***  -0.202 ***  -0,237 ***  -0.146 *** -0.169 *** -0.285 *** -0,159 ***  -0.165 *** -0.149 **=* -0.198 *** 90%
RV_FLAG -0.027 * -0.023 * -0.021 * 0.007 0.010 0.004 0.011 0.004 -0.002 -0.009 -0.005 30%
LGREV 0.015 0.017 === 0.013 *** 0.014 **= 0.008 *=* 0.011 **= 0.020 **= 0.010 *=* 0.010 **= 0.009 **= 0.013 **= 90%
DE -0.001 -0.004 ** -0.003 *** -0.002 *** 0.000 -0.008 *** -0.006 ** -0.005 ** -0.003 * -0.001 ** -0.003 ** 80%
Industry-adjusted ROA: Model 3
(Intercept) -0.187 -0.224 *** 0,137 ***  -0.208 *** -0.12p6 ** -0.127 *=**  -0.276 *** -0,160 *** -0.135 *** -0.116 *** -0.170 *** 90%
RV_FLAG -0.011 -0.015 -0.011 0.008 0.009 0.009 0.012 0.005 0.000 0.001 0.001 0%
LGREV 0.015 0.016 **= 0.011 *** 0.014 **= 0.008 * 0.009 **= 0.021 === 0.010 *=* 0.009 **= 0.009 **= 0.012 **= 90%
DE -0.014 ***  -0,004 ***  -0.003 *** -0.003 *** -0.001 -0.007 ***  -0,012 ** -0.005 ** -0.006 *** -0.004 * -0.006 *** 90%
BM -0.042 * -0.030 * -0.047 ***  -0.025 *** -0.011 ** -0.013 *** -0,015 ** -0.004 -0.026 *** -0,043 **=* -0.026 *** 90%

*** 10 significance **5% significance *10% sidfitance
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Table 6. Random Effect Model of RVS Firm Value andPerformance

Panel A shows the random effect model to test the impacRWE firm structure on firm value (i.e.
industry adjusted Tobin's Q) based on the coharipda. The results are qualitatively similar to tBeS
regression model. After controlling by firm sizee(ilog transformed firm revenue, LGREV), ROA, toc
ownership (OWN and OWN"2), financial leverage (DBpd media industry dummy variable
(MED_FLAG), there is no evidence that RVS structinas significant relationship with Tobin's Q.
However, there is some weak evidence that thedotien of RVS structure and ROA has positive impact
on firm value (this interaction term can be expdgiras “in RVS firms, the association between RO4 an
Tobin’s Q is more positive than that in the non R&s” or “in good performing firms, RVS structure
has positive impact on Tobin’s Q”. All these findsreject the hypothesis that RVS structure haatheg

impact on firm value.

Model 1 Model 2 Model 3 Madel 4 Model 3 Model &
Dependent variable: Industry-adjusted Tobin's O
(Intercept) 1.983 *==*= 1.985 *=*= 1.955 *=** 1.685 === 1.670 **= 1.739 #===
RW_FLAG 0.017 0.018 0.015 0.037 0.084 0.092
LGREW -0.143 **# -0.143 #=*# -0.141 *** -0.121 *** -0.120 *** -0.124 ***
MED_FLAG -0.019
ROA_AD) -0.101 0.599 *** 0.394 * 0.391
DE -0.005 -0.004 -0.004
RV _FLAG*ROA_ADI 0.980 ** 0.978 *
OWN 0.001
OWnNA”2 -3.6E-05
[\l 3454 3454 3454 2989 2989 2935
LogLiklihood -5744.28 -5745.29 -5744.83 -4557.15 -4555 -4507.67

Panel B showsthe random effect model to test the impact of RW# fstructure on firm operating
performance (i.e. industry adjusted ROA) basedhencbhort sample. We found that after controllimonf
size (i.e. log transformed revenue, LGREV), bookniarket ratio (BM) and financial leverage (DE),réhe
is no evidence that RVS firm structure is assodiamth firm operating performance (although the
regression coefficient of the RVS dummy variablenarginally significant in model 1).

Model 1 Model 2 Model 3
Dependent variable: Industry-adjusted ROA
{Intercept) -0.295 *** -0.273 *** -0.259 **=*
RV_FLAG -0.015 * -0.010 -0.006
LGREW 0.020 *** 0.019 *** 0.018 ***
DE -0.001 **=* -0.001 **=*
BEM -0.013 **=*
M 3454 2989 2934
Logliklihood 2941.423 2914.009 2972.92

*** 106 significance **5% significance

*10% sigficance
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Table 7. Fama-French Three-factor Model on the Evalation of RVS vs. Non RVS Portfolio Performance fran 1996 to 2005

Table 7 presents the abnormal returns adjustetiéb¥rama-French three risk factors by investindi@RVS firm portfolio and the non RVS firms for thast

ten years.

Panel Al and B1 calculates the excess portfoliormstbased on equal weights; Panel A2 and B2 ed&sithe excess portfolio returns based on masget c
weights; and Panel A3 and B3 uses weighted leasireq( WLS) regression based on the number of matBhés-non and RVS firms in each month as the
weights in the regression model. Panel C comp&esisk-adjusted abnormal returns for the threeefsouh Panel A (RVS portfolio) and Panel B (non RVS
portfolio) respectively. Nonparametric bootstrapéformed and the Bias corrected confidence iaterare reported in Panel C. As all the confideéntervals
include the cut point zero, it suggests that theoatnal returns generated from the RVS and the né& portfolios are not statistically different. lther words,

RVS firms have similar long term stock performataéhe non RVS firms (matched by firm size and stdy) in the period from 1996 to 2005.

Panel A. RVS Portfolio Investment Performance

Panel B. Non RVS Portfolio Investment Performance

Panel C. Test of Equal Abnormal Returns

Adjusted R Adjusted  Condifence Interval of

Intercept SMB HML RM-RF Square Intercept SMB HML RM-RF RSquare  Testing Equal Intercept  Conclusion
Panel Al. Equally weighted RVS portfolio returns (1996 -2005) Panel B1. Equally weighted RVS portfolio returns (1996 -2005)
Coefficient 0.000 0.436 0.213 0.777 0.777 Coefficient 0.001 0.781 0.106 0.867 0.509 (-0.0048, 0.0025) Mot Significant
t-statistics 0.086 7.666 *** 4,531 *** 18,242 === t-statistics 0.685 10.778 *== 1.966 * 18,178 *==
Panel A2. Value weighted RVS portfolio returns (1996 -2005) Panel B2. Value weighted RVS portfolio returns (1996 -2005)
Coefficient 0.004 0.050 -0.108 0.861 0.791 Coefficient 0.004 -0.355 -0.468 0.863 0.699 (-0.0065, 0.0074) Not Significant
t-statistics 2.040 ** 0.624 -1.806 * 16.266 === t-statistics 1.072 -2.786 === -4,937 === 10.290 *==

Panel A3. Value weighted RVS portfolio returns using WLS (1996 -2005)

Coefficient
t-statistics

0.004
2.088 **

0.049
0.614

-0.113
-1.898 *

0.859
16.290 ===

0.793

Panel B3. vValue weighted RVS portfolio returns using WLS (1996 -2005)

0.004
1.095

Coefficient
t-statistics

-0.363
-2.819 ===

-0.473
-4,971 **=

0.864
10,174 *==

0.700

(-0.0063, 0.0077 )

Mot Significant

*** 104 significance **5% significance *10% sidfitance
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Table 8.Univariate Tests of the Differences between RVS Acgring Firms and Non
RVS Acquiring Firms

Table 8 shows the characteristics and deal specific vigalm the M&A transactions by RVS and non
RVS acquiring firms in Canada between 1993 and 2003

We find the RVS acquiring firms have larger firmesi higher leverage and valuation parameter. Inside
RVS acquiring firms have larger ownership and vgtiight. Not surprisingly, the deviation of voting
rights to cash flow rights is significant highertire RVS acquiring firms.

There is no difference in the announcement retafise RVS and non RVS acquiring firm stocks.

It also shows that RVS firms tend to acquire maublig target firms and use more cash payments ilM&
transactions than non RVS firms. Besides, RVS fipmeser acquiring the target firms outside the stdy

MNon RV Acquiring Firms RV Acquiring Firms
Percentiles Percentiles Independent  Wilcoxon
std. Std. sample t test rank-sum test
N Mean 25 Median 75 Deviation N Mean 25 Median 75 Deviation

Firm ownership structure
Insider's cash flow rights 579 16.299 0.900 8.700  25.800 15.148 119 22.093 4.400 17.400 31.500 22.282 R
Insider's voting rights 579 16.433 0.900 8.700 26.100 15.359 119 50.483 8.400 56.000 79.300 37.482 * FEE
Wedge (voting rights - cash flow rights) 577 0.137 0.000 0.000 0.000 2.080 114 29.847 0.150 31.200 47.875 25.030 FEE R
Ratio (voting rights / cash flow rights) 562 0.027 0.000 0.000 0.000 0.393 109 93.594 0.289 1.081 2.973 2.4829 R b
Acquirer's announcement return
Car (-1, +1) 894 0.013 -0.027 0.003 0.042 0.077 172 0.017 -0.017 0.008 0.041 0.062
Car (-2, +2) 594 0.016 -0.032 0.009 0.056 0.094 172 0.017 -0.018 0.010 0.055 0.070
Car (-5, +5) 8594 0.012 -0.048 0.008 0.074 0.137 172 0.017 -0.031 0.014 0.056 0.080
Acquiring firm charateristics
Log of total assets 844 12.102 10.555 11.773  13.537 2.165 172 13.251 12.233 13.244 14.202 1.463 FEE FEE
ROA 843 -1.699 -1.160 3.260 6.660 25.826 172 2.604 1.403 3.735 6.673 10.872 FEE
Price to book 807 2.836 1.320 1.930 2.910 4,121 167 2.244 1.210 1.730 2.540 2.300 = *
Leverage 843 1.089 0.388 0.852 1.468 3.893 172 1.614 0.687 1.175 1.916 4,011 * FEE
Deal specific variables
Relative Size 818 0.970 0.024 0.081 0.280 14.870 170 0.312 0.017 0.059 0.231 1.618 *

Dummary variables Yes % No % Yes % No %
Public status 1149 0.290 333 29% 816 71% 240 0.358 86 36% 154 64% * *=
Private status 11439 0.360 420 37% 729 63% 240 0.317 70 32% 14 68%
Cash payment 1149 0.573 658 57% 491 43% 240 0.708 170 71% 70 29% R b
Stock payment 1149 0.158 181 16% 968 84% 240 0.033 8 3% 232 97% FEE FEE
Related (4-digit SIC) 1148 0.427 430 43% 658 57% 240 0.283 68 28% 172 72% o wEE

*** 104 significance **5% significance *10% sigfitance
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Table 9. Multivariate analysis of M&A announcement effecton the RV acquiring
firms and non RV acquiring firms

Table9 shows the OLS regression of M&A announcement etbgcRVS and non RVS acquiring firms in
Canada between 1993 and 2003. The three modetiifiesent independent variables (RV_FLAG, Wedge,
and Ratio) to test the impact of RVS structure los dnnouncement returns. By controlling the acagiri
firm characteristics and specific deal variablegdel 1 shows there is no significant differencethia
announcement returns on the RVS acquiring firms o RVS acquiring firms. Model 2 and Model 3
confirmed that the deviation of insider voting tigland cash flow rights do not have impact on ti&AM
announcement returi§.

Dependent Variable: CAR(-2, +2) Model 1 Model 2 Model 3
Intercept 0.077 **=* 0.082 ** 0.078 *=*
RV_flag 0.002

Wedge 6.55E-05

Ratio -3.23E-06
Price to book -0.002 ** -0.001 -0.001
Leverage 0.004 *** 0.007 ** 0.006 *
Log of total assets -0.004 ** -0.005 ** -0.005 *
ROA -2.80E-04 -2.26E-04 -3.19E-04
Relative Size 0.010 **=* 0.011 **=* 0.004
Public target * Stock payment -0.050 **=* -0.054 *** -0.048 **=
Public target * Cash payment -0.006 -0.005 -0.007
Private target * Stock payment 0.025 0.026 0.026
Private target * Cash payment 0.009 0.002 0.003
Related (4-digit SIC) -0.010 -0.001 3.12E-04
Adj. R square 0.047 0.043 0.024

N 757 543 529

F statistics 4,320 *== 3.180 === 2.176 ==

*** 104 significance **5% significance *10% sigfitance

12 please note that the structure of our sample ferdifit fromMasulis et al. (2007sample as we also
include the non RVS firms in the regression analyfm their case, they only examine the impact of
deviation of voting rights and cash flow rights it the dual class share firm sample.
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Table 10.Multivariate analysis of M&A announcement effect o the RVS acquiring
firms and non RVS acquiring firms

Table10 shows the OLS regression of M&A announcement efigdRVS and non RVS acquiring firms in
Canada between 1993 and 2003. We useHthekman (1979)method to correct the sample selection
problem. The inverse Mills ratio (IMR) is includéa the model as an additional controlling variatile.
avoid the multicollinearity problem, we exclude fiven characteristic variables that were used tostact
the IMR variable. The regression model also costainnew variable “post98” to divide the ten-year
sampling period into two sub-periods, before 1988 after 1998. This allows us to examine whether th
findings are robust to the changes in the histbtioge period. The table reports the regressiorffients
and corresponding statistical significance for eatlthe three modeld/Vhite (1980)method is used to
calculate the heteroscedasticity consistent stanel@or of the estimates.

Dependent Variable: CAR(-2, +2) Model 1 Model 2 Model 3
Intercept 0.006 -0.002 0.001
RW_FLAG 0.003

Wedge 1.7E-04

Ratio -0.001
IMR 0.008 0.019 0.019
Relative Size 0.012 0.012 0.005
Public target * Stock payment -0.050 ** -0.055 *=* -0.050 *
Public target * Cash payment -0.006 -0.004 -0.006
Private target * Stock payment 0.030 0.030 0.029
Private target * Cash payment 0.007 1.3E-04 2.4E-04
Related (4-digit SIC) -0.008 -0.001 2.6E-04
Post93 0.002 -0.010 -0.011
Adj. R square 0.030 0.032 0.013
M 745 530 516
F statistics 3.56 *** 2,936 *** 1.776

*** 106 significance **5% significance *10% sigficance
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Figures

Figure 1. Buy-and-hold returns of investing in RVS,non RVS and S&P/TSX index
from 1996 to 2005

Figure 1 shows the buy-and-hold returns by invgs#ih in the RVS, non RVS portfolio and the
S&P/TSX 300 index starting from January 1996 to é&eber 2005. Both equally weighted and
value weighted portfolio returns are plot in thgufie. Stocks in the non RVS portfolio are
selected in the same industry and closest firmtsizbe RV stocks. We find that both RVS and
non RVS portfolio outperform the TSX index in thengple period. However, the long term
performance of RVS and non RVS portfolio is nongfigantly different. Particularly, we find the
RVS portfolio outperformed non RVS portfolio on thalue weighted basis but underperformed
on the equally weighted basis. The evidence sugdhat it is the large RV firms that drive the
performance of the RVS portfolio.
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