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Impact of Restricted Voting Share Structure on Firm Value 
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Abstract 
 
In this study, we examine the firm value, operating performance and stock performance 
of the Canadian firms which issued restricted voting shares (RVS) on the Toronto Stock 
Exchange between 1996 and 2005. We advance two competing hypotheses: (i) 
managerial expropriation hypothesis which predicts that RVS firms will show lower firm 
value and operating performance, and (ii) investor protection and substitution hypothesis 
which predicts no significant effect of RVS structure on firm value and performance. 
Based on a ten-year panel data sample, we find that RVS firms do not have lower firm 
value (Tobin’s Q), operating performance (ROA) and stock performance than the non 
RVS firms. We further test the ‘channel’ of controlling minority shareholders’ 
expropriation by using a comprehensive sample of Canadian M&A events. Consistent 
with the findings of firm value and performance, we do not find significant difference in 
abnormal returns in the M&As announced by RVS and non RVS acquiring firms. Our 
findings support the view that RVS firms in Canada do not deviate from the shareholder 
wealth maximization behaviour.  
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Impact of Restricted Voting Share Structure on Firm Value 
and Performance   

 
1. Introduction 
 
 The relationship between ownership structure, voting rights and firm performance 
especially within the context of firms with restricted voting share (RVS) has been a 
continued source of debate among practitioners and academicians alike. Some claim that 
such deviation from ‘one share one vote’ rule allows for an entrenchment of controlling 
minority shareholders (CMSs) from other external and internal governance mechanisms 
and gives them power to expropriate non-controlling shareholders and thus does not 
maximize shareholder wealth (e.g.  Grossman and Hart, 1988). On the other hand, 
proponents of dual-class share structure argue that such structure allows the controlling 
shareholders to manage and direct the firm with long-term value creation perspectives 
(SHARE, 2004); encourages the firms with high growth potential to invest and grow in 
the public market (Lehn, Netter and Poulsen, 1990); allows families and entrepreneurs to 
continue to control the firm and motivates them to make firm specific investment in their 
human capitals (Cronqvist and Nilsson, 2003; DeAngelo and DeAngelo, 1985; Bergstrom 
and Rydqvist, 1990); and may increase the premium in a takeover attempt as the 
controlling shareholders have an interest in extracting a higher value for the shares 
(Comment and Schwert, 1995). Moreover in most countries, publicly traded firms often 
have large controlling shareholders who frequently own substantially more control rights 
than cash flow rights (Cronqvist and Nisson, 2003) through dual-class share structure.  
 
 In order to resolve this debate, a number of empirical studies have directly 
examined the effect of dual-class share structure on firm value and investigated the 
mechanisms of expropriation with conflicting results. In this study, we focus on Canadian 
restricted voting share firms (i.e. firms with dual class share structure) and examine the 
effect of the deviation between voting rights and cash flow ownership on firm value and 
performance.  As can be seen below, we believe that the nature of the RVS firms in 
Canada and the Canadian regulatory regime allows to provide insights and substantially 
enrich our understanding on these issues that are unavailable to date.   
 
 Several reasons have motivated us to undertake this study. First, extant literature 
shows that the overall empirical results on these issues (dual-class structure1, 
expropriation, and firm value) are mixed. Differences in results in the earlier studies 
require more empirical investigations with newer samples and longitudinal data. For 
example, some studies show that deviation of ownership and control leads to lower firm 
value (i.e. Tobin’s Q) and poorer performance (e.g. Claessens, Djankov and Lang, 2000; 
Lins, 2003; Gompers, Isshii and Metrick, 2006). Others find that recapitalization of one 
class of common shares into dual-class shares is value enhancing initiative to the general 
shareholders (Dimitrov and Jain, 2006); and dual-class firms, generally, do not have 
lower firm value and performance than single-class firms (Zhang, 2006). Second, a 

                                                 
1 In this study we use the phrases ‘dual-class share’ structure and ‘restricted voting share’ structure 
interchangeably. 
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number of recent studies have shown that the strength of shareholder rights can influence 
stock returns, firm value, and operating performance. Strength of shareholder rights can 
be affected by the legal system of a country (La Porta et al., 2002) and the governance 
structure (such as the presence of RVS structure) within a firm (Cronqvist and Nilsson, 
2003).  At times, traditional agency theory fails to explain apparently contradicting 
results unless we integrate the view of shareholder rights2. Third, most of the studies in 
this area focus on the U.S. and the European firms. Though Canada has a well developed 
capital market and a significant number of publicly listed firms adopt a dual-class share 
structure3, Canadian studies on this issue are scarce. A report by Shareholder Association 
for Research and Education (Canada) (SHARE 2004) states that approximately 20% of 
S&P/TSX (Toronto Stock Exchange Index) firms have some form of dual-class share 
structure whereas less than 5% of S&P 500 firms (listed in U.S.) adopt dual-class 
structure. This makes Canada a natural choice for this study. Fourth, despite the 
geographical proximity of the Canadian and U.S. markets, there are important differences 
between the two markets with respect to ownership structure, regulatory environment, 
and legal protection for minority shareholder rights that we believe are important in our 
understanding of the impact of RVS structure on firm value and performance. We believe 
that this aspect is often overlooked in the literature and deserves considerable attention. 
In summary, our study will advance the literature on dual-class firms (or restricted voting 
share firms) by presenting empirical evidence on Canadian firms thus allowing us to 
better understand the conflicting results often reported in this area.  
 
 

More specifically, we advance and test for two competing hypotheses to examine 
the effects of RVS structure on firm value and performance in the context of the 
country’s legal system: (i) managerial expropriation hypothesis, and (ii) investor 
protection and substitution hypothesis. Managerial expropriation hypothesis takes the 
traditional view of agency theory that weaker governance structure (such as RVS 
structure) affects firm value and performance negatively. Investor protection and 
substitution hypothesis, on the other hand takes the view that the presence of a strong 
legal environment in country increases the cost of expropriation. Further, controlling 
shareholders with disproportionate voting rights are likely to maintain a good reputation 
in the market by not-expropriating shareholder rights. Combining these effects, this 
hypothesis predicts that RVS structure in a firm will not affect its value and performance 
negatively.   

 
Accordingly, we focus on four specific questions in our study: Does restricted 

voting share (RVS hereafter) structure affects firm value (proxied by Tobin’s Q)? Does 
RVS structure affects firm operating performance? Does RVS structure lead to lower 

                                                 
2 For example, traditional agency theory predicts that firms with weak governance structure are likely to 
pay lower dividends. However, examining U.S. firms, Jiraporn and Ning (2005) report opposite results. In 
light of La Porta et al.’s (2000) ‘substitution model’, Jiraporn and Ning (2005) find that firms with 
restricted shareholder rights (i.e. with weaker governance) pay more dividends in order to maintain good 
reputation in the market.   
3 According to SHARE (2004), between 20 and 25 percent of companies listed on the TSX use some form 
of restricted or subordinated voting. 
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stock returns to investors in the long-run? Is there any evidence of private benefit of 
expropriation by studying the M&A activities undertaken by our sample firms? 
 
 Our study focuses on Canadian firms which issued restricted voting shares (RVS) 
on Toronto Stock Exchange between 1996 and 2005. Based on a ten-year panel data 
sample, we find that RVS firms do not have lower firm value (Tobin’s Q), operating 
performance (ROA) and long term stock performance than the non RVS firms. We 
further test the ‘channel’ of controlling shareholders’ expropriation by using a 
comprehensive sample of Canadian M&As. Consistent with the findings related to firm 
value and performance, we do not find significant differences in abnormal returns 
associated with M&As announced by RVS and non RVS acquiring firms. Our findings 
thus support the prediction of investor protection and substitution hypothesis. 
 
 
 

These results are in contrast to result from U.S. based studies. For example, 
Gompers at al. (2006) and Conqvist and Nilsson (2003) report a negative relationship 
between RVS structure and firm value, whereas our results do not show any significant 
relationship. We believe that our results are influenced by a) the unique set-up of 
Canadian regulatory environment (e.g. compulsory Coat tail provisions) that prevent 
expropriation of shareholder wealth; b) the large ownership of shares by controlling 
shareholders who may have no reason to consume private benefits at the expense of its 
potential impact on their own wealth (through depressed share price);  and c) the 
extensiveness of publicly listed dual-class firms which ensures that large Canadian 
institutions and mutual funds have to invest a portion of their portfolios in these firms. 
 
 Our study contributes to the literature in several ways. We examine the role of 
RVS structure on firm value in the context of a country’s legal system and the 
corresponding strength of shareholder rights. Though earlier studies have examined the 
role of shareholder rights in explaining managerial decision making process such as 
firm’s dividend policy (LLSV, 2000; Jiraporn and Ning, 2006) and cash holding policy 
(Harford, Mansi and Maxwell, 2006), studies relating legal environment, RVS structure 
and firm value are scarce4. Further, given the unique set-up of Canadian regulatory 
environment and the extensiveness of publicly listed dual-class firms, we report different 
results compared to U.S. studies while examining the relationship between RVS structure 
and firm value and the evidence on management expropriation.  By examining another 
Anglo-Saxon country outside the U.S, the present paper provides an out-of-sample 
analysis of RVS structure in a market that has a strong regulatory system in place to 
protect shareholder rights. At the same time, however, Canadian public firms are 
characterized by their smaller size compared to their U.S. counterparts. Furthermore, 
Canada and the US differ in several features of corporate governance.  
 

                                                 
4 Few studies (for example, Gompers at al. (2006), Conqvist and Nilsson (2003), and La Porta et al. (2002)) 
have partially addressed this issue.  Amoako-Adu and Smith (2001) analyse changes in capitalization and 
control of dual-class firms before and after IPO. However, this study does not examine the influence of 
dual-class structure on firm value and performance. 
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 From a data and methodology perspective, we have constructed a detail panel data 
sample for both the RVS and non RVS firms in the ten year period. This is one of the 
fewer studies to employ panel data sample to examine this issue by considering both RVS 
and non-RVS firms. Only Gompers et al. (2006) performed panel data analysis with all 
dual-class firms in the U.S. and Cronqvist and Nilsson (2003) did similar analysis with 
Swedish firms. Analysis on subsets of dual-class firms might not reveal the whole picture 
of agency costs and market reaction. Further, we have used various matching techniques 
and econometrics methods to ensure the robustness of the results. 
 
 The rest of the paper is organised as follows. Section 2 discusses regulatory 
environment for RVS firms in Canada. Section 3 discusses the relevant literature and 
develops the hypotheses. Section 4 introduces the data and discusses the relevant 
methodologies. Section 5 shows the empirical results; and finally section 6 includes the 
summary and concluding remarks.  

 
 

2. Canadian Regulatory Environment for RVS structure  
 
 In Canada, there are no legal prohibitions that restrict a firm from adopting a dual-
class share structure. Firms “are generally free to structure and package the terms of their 
dual-class shares to meet investor demand” (Amaoako-adu and Smith, 2001). However, 
Ontario Securities Commission (OSC) requires that firms should make available same 
information to the holders of subordinated shares and superior voting shares and ensure 
that subordinated shareholders have the right to attend shareholder meetings. Further, 
majority of the minority shareholders need to approve any future reorganizations or 
reclassifications of common shares into restricted voting shares. 
 
 In August 1987, The Toronto Stock Exchange (TSX) imposed ‘coat-tail’ 
provision on dual-class share firms, but only for new listings. ‘Coat-tail’ provision allows 
minority shareholders with subordinated voting rights to receive same premium that 
might be offered to the controlling shareholders with superior voting rights in the event of 
a public tender offer. By 2006, majority of the Canadian RVS firms have adopted the 
coat-tail provision: Allaire (2006) shows that out of 96 RVS firms listed on TSX, 83 RVS 
firms have such coat-tail provision in their charter.  
 
 In Canada, a number of highly recognized firms use dual-class share structure. 
They include Magna International Inc., Onex Corp., Rogers Communications Inc., Shaw 
Communications Inc., Bombardier Inc., Molson Inc., and Jean Coutu Group Inc., 
Alliance Atlantis Communications Inc., Quebecor Inc., Canadian Tire Corp., Four 
Seasons Hotel Inc., Telus Corporation, to name a few. For most of these well regarded 
firms, the main reason for adopting a dual-class share is to preserve family control while 
gaining access to capital in public equity markets and create wealth for both the family 
and external shareholders. Therefore, expropriation might not be the main motive of 
controlling shareholders in these firms through the creation of a dual-class share 
structure. Further, as these firms need to raise capital in the market, they are likely to 
maintain a good reputation. Thus, we may expect that ‘investor protection and 



 6

substitution hypothesis’ (explained in detail below) will influence the relationship 
between RVS structure and firm value.  
 
 
3. Literature Review and Hypotheses  
  
 In this section we first examine the dynamics between RVS structure, shareholder 
rights, and firm value and present two general hypotheses. Subsequently we review 
extant literature and develop four specific hypotheses based on following issues: (i) 
Influence of RVS structure on firm value and performance; (ii) RVS structure and long-
term stock return performance, and (iii) RVS structure and evidence on expropriation. 
 
3.1 RVS structure, Shareholder Rights and Firm Value 
 
 Traditional agency theory predicts that firms with weaker governance structure 
would encourage management’s opportunistic behavior which in turn would have a 
negative effect on firm performance and valuation. The presence of a dual-class share 
structure may further limit the rights of shareholders to influence management behaviour. 
However, the degree to which management can undertake such behavior is also 
influenced by the effectiveness of a country’s legal system, a firm’s internal governance 
structure (such as presence of controlling shareholder, the board structure). In this study 
we take the view that a country’s legal system and extent of protection available to the 
non-controlling shareholder rights can play a significant role in limiting opportunistic 
behavior of controlling shareholders. In a country with strong legal environment, the cost 
of expropriation could be high and controlling shareholders’ activities will be governed 
by the trade-off between value-enhancing activities for the firm and extraction of private 
benefits. 
 
 We advance two competing hypotheses to explain the effects of RVS structure on 
firm value and performance in the context of a country’s legal (and regulatory) system: 
(i) managerial expropriation hypothesis, and (ii) investor protection and substitution 
hypothesis. Managerial expropriation hypothesis posits that RVS structure may be 
motivated by controlling shareholder’s or manager’s intention5 to use firm resources 
inefficiently and draw private benefits (Dimitrov and Jain, 2006). However, such 
expropriation can be costly (Burkart et al., 1998) and the costs will increase with the 
strength of a country’s legal system (La Porta et al., 2002). Therefore, controlling 
shareholders need to consider the trade-off between value-enhancing activities and 
extraction of private benefits. As the controlling shareholders hold disproportionately 
higher voting rights compared to the cash flow ownership, effective costs of extracting 
private benefits decrease notwithstanding the strength of the legal system. As cash flow 
ownership requirement is low for controlling shareholders in a RVS firm, controlling 
shareholders are subject to a minority fraction of negative corporate valuation 

                                                 
5 Amoako-Adu and Smith (2001) showed that in more than 80% Canadian RVS firms, largest shareholder 
is individual or family who will have a greater intention to control the activities of the firm. Here we 
assume that in RVS firms, managers are either related to controlling shareholder’s family or appointed by 
controlling shareholders.  
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consequences but get the full benefits of private expropriation (Cronqvist and Nilson, 
2003). Consequently, managerial expropriation hypothesis predicts a negative 
relationship between RVS structure and firm valuation. Investor protection and 
substitution hypothesis (motivated by La Porta et al., 2000 and La Porta et al., 2002) 
predicts that in a country with strong legal system and superior protection to non-
controlling shareholders, controlling shareholders will have less incentive to expropriate 
firm’s wealth. Stronger legal system will make the cost of expropriation prohibitive. 
Further, controlling shareholders with disproportionate voting rights are likely to 
maintain a good reputation in the market by not expropriating shareholder rights. In 
future, this will allow them to raise external funds with more ease. La Porta et al. (2000) 
argue that the need for establishing a good reputation in the market is greatest for the 
firms with weaker governance practices.  
 
3.2 Evidence on the Influence of RVS structure on firm value and performance 
 
 Many studies have reported on the cross-sectional comparison of firm value and 
performance between RVS and non-RVS firms. Chaessens et al. (2002) identify the 
incentive and entrenchment effects of large shareholders. In a sample of 1,301 publicly 
traded corporations in eight East Asian countries, they show that ownership concentration 
in itself increases firm value, but that separation of cash flow and control decreases firm 
value. Lins (2003) investigates firm performance and management ownership in more 
than 1,000 corporations in eighteen markets and finds that firm value is reduced 
whenever the ratio of voting rights to cash flow ownership increases. However, Lins 
(2003) observes no significant impact in developed markets. Gompers et al. (2006) 
analyze a sample of U.S. firms and show that relationship between firm value and 
managerial ownership concentration measured with cash flow is positive and concave 
whereas the relationship between firm value and managerial voting concentration is 
negative and convex. Cronqvist and Nilsson (2003) analyze the impact of controlling 
minority shareholders (CMS), who have control of a firm’s vote but own only a minority 
of cash flow rights, on firm value and firm performance in a sample of 309 publicly 
traded Swedish firms. They show that family CMSs are associated with the largest 
discount on firm value. Zhang (2006) compares Tobin’s Q and other performance 
measures of dual-class share firms with single-class share firms in U.S. using a single 
year (1995) data and finds that dual-class firms, in general, do not have a lower Tobin’s 
Q than single-class firms. Further, he finds that dual-class firms underperform their 
single-class peers on some performance measures, such as ROA, EBIT, and operating 
cash flow, but does not find any underperformance in terms of book equity ratio and price 
to earnings ratio. 
 
 Another group of studies indirectly examine the effect of dual-class shares on 
shareholder wealth. These studies investigate the market response to the creation of RVS 
structure. There are two ways to create the RV shares: IPO and Recapitalizations 
(Grossman and Hart, 1988; Ruback, 1988). Smart and Zutter (2003) find that dual-class 
IPOs experience less underpricing than single-class IPOs. They argue that dual-class IPO 
is a less costly way for private firms to become public without losing corporate control. 
However, Smart, Thirumalai and Zutter (2006) show that investors discount the shares of 
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dual-class IPOs relative to single-class IPOs. They report that compared to the single-
class peer firms, dual-class firms trade at lower prices relative to fundamental earnings in 
the five years after IPOs.  In the event of RVS recapitalization, Patch (1987) found a 
positive mean abnormal return to the initial announcement proposals to create restricted 
voting shares. Jarrell and Poulsen (1988) repeated Patch (1987)’s analysis on a larger 
U.S. sample but found significant negative abnormal returns upon the announcement of 
the recapitalization proposal. In Canada, Jog and Riding (1986) found no significant 
abnormal returns when thirty-three TSX listed firms introduced RVS between January 
1976 and December 1984. However, Maynes (1992) found significant negative abnormal 
returns upon the event in Canada and argued that the reorganization into dual-class 
structure reduces firm value. A recent paper by Dimitrov and Jain (2006) studies a 
sample of 178 firms that changed from a one-share one-vote into a dual-class common 
stock structure during 1979 to 1998 in U.S. They find that dual-class recapitalizations 
actually enhance shareholders’ value in both short term and long term (up to four years 
after the recapitalization).  
 
 In summary, we find that extant literature on dual-class share structure and firm 
value/ performance presents mixed results. This motivates us to investigate the issue with 
Canadian data. We take the view that a country’s legal system and extent of protection 
available to the non-controlling shareholder rights can play a significant role in limiting 
opportunistic behavior of controlling shareholders. As discussed earlier, in general, 
Canadian legal system is very strong though protection available to the non-controlling 
shareholders is not as strong as in U.S. Cost of expropriation in Canada will be very high. 
Further, controlling shareholders with disproportionate voting rights are likely to 
maintain a good reputation in the market by not expropriating non-controlling 
shareholder rights. Thus, we expect that In Canada, ‘ investor protection and substitution 
hypothesis’ will govern the relationship between RVS structure and firm value and 
performance. In other words, we do not expect any significant influence of a dual-class 
share structure on firm value and operating performance. 
 
 
 
3.3 RVS structure and long-term stock return performance 
 
 Gompers et al. (2006) examines the relationship between dual-class status and 
long-term stock return performance by analyzing U.S. sample and employing a four-
factor model. In an efficient market, we do not expect to see any long-term stock return 
underperformance or overperformance (Fama, 1998). As expected, they do not find any 
strong evidence of stock return underperformance by the dual-class firms. A number of 
recent studies (Gompers et al. 2003; Cremers and Nair, 2005) examine the relationship 
between other governance variables (other than dual-class structure) or governance 
metrics and long-term stock returns and report underperformance by firms with weaker 
governance practices. They argue that poor governance causes agency costs and these 
costs are underestimated by investors at the early stage. However, Core et al. (2006) do 
not find support for the hypothesis that weak governance causes poor stock returns. 
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Taking the view of market efficiency, we do not expect to 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 the specific causes of lower firm 
value and performance of the RVS firms, thus identify the ‘channel’ of expropriation. 
Cronqvist and Nilsson (2003) and Bebchuk et al. (2000) both attributed the lower firm 
value and performance to the higher agency costs associated with the RVS structure. 
Cronqvist and Nilsson (2003) argued that the decreased firm value in developing 
countries may be due to stealing; while for developed countries, it may stem from 
suboptimal investment decisions and controlling shareholders hanging on to control too 
long from the non-controlling shareholders’ perspective (i.e. they are much more likely to 
be taken over compared to other firms). Some studies provide direct evidence on agency 
costs in dual-class share firms that may impact the RVS firm value. Masulis et al. (2007) 
show that the firms with more disproportional voting rights to cash flow rights tend to 
undertake lower value acquisitions, have higher CEO compensation, carry lower valued 
cash positions, and spend less effective capital expenditures. There is also evidence that 
dual class share firms have lower levels of voluntary information disclosure to outside 
investors, which leads to the conjecture that managers use opaqueness in disclosures to 
conceal private rents (Tinaikar, 2006). Smart, Thirumalai and Zutter (2006) link the 
lower CEO turnover rate with the discounted share value of dual-class IPOs. They 
suggest that investors discount dual-class shares because the superior voting rights held 
by insiders makes it difficult for outsiders to replace incumbents. RVS structure is also 
under pressure from the institutional investors. Li, Ortiz-Molina and Zhao (2006) found 
institutional ownership in dual-class firms is significantly lower than in single-class 
firms. Besides, institutional selling is more pronounced in dual-class firms than in single 
class firms following poor stock price performance. These suggest that RVS structure 
discourage institutional investment and make institutions’ trading decisions more 
responsive to firm performance. King and Segal (2007) show that Canadian dual-class 
shares exhibit a permanent increase in valuation after they are cross-listed on the U.S. 
market. They argue that cross-listing of dual-class firms induces better monitoring of 
controlling shareholders and a reduced risk of expropriation of minority shareholders.  
 
 Consistent with our earlier discussions, we take the view that expropriation in 
RVS structure firms and their desire to extract private benefits depends on the country’s 
legal structure and the intention of controlling shareholders. We examine this issue by 
evaluating the market response to M&A activities carried out by RVS firms and non-
RVS firms.  
 
4. Data and Methodology 
 
4.1 Sample and Data Source 
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 Our sample includes all Canadian publicly listed firms from 1996 to 2005. There 
are about 10,366 firm-year observations collected from Stock Guide database6. We 
differentiate the RVS firms from the non-RVS firms based on the information collected 
from the “Restricted Share Table” published by TSX Monthly Review. Out of the 10,366 
firm-year observations, there are 1,454 RV firm-year observations and 8,912 non-RV 
firm-year observations. 
 
 In the second step of the sampling process, we exclude the firm-year observations 
which have revenues less than $100,000. Thus, the sample reduces to 8,495 observations 
with 1,310 RVS firm-year observations. We also exclude financial firms (such as banks, 
trusts, insurance firm, leasing and mortgage firms, investment firms) in which there are 
no RVS structures due to legal restrictions. This further reduces the sample to 7,728 
observations, out of which 1,141 are RV firm-year observations. We consider only the 
common restricted voting shares. Thus, this sample does not include the firms which only 
issue preferred shares and trust units. The firm specific financial information (such as 
firm size, leverage, ROA, Tobin’s Q and ownership information) is collected (calculated) 
from the Stock Guide database. Stock price and return data are collected from the 
CFMRC (Canadian Financial Market Research Center) database. Finally, the corporate 
M&A information is collected from SDC Platinum database.  
 

Insert Table 1 and Table 2 about Here 
 
 As shown in Table 1, the number of listed RV firms has decreased from 123 in 
1996 to 79 in 2005. We see that overall number of publicly listed company has decreased 
over time. Table 2 presents the industry concentration of restricted voting shares based on 
the Global Industry Classification Standard (GICS, 2002). As we can see, the top five 
sectors account for more than 70% of RVS firm sample. Reasons for RVS firm 
concentration in each industry vary. For example, in telecommunication, broadcasting 
and cable industries, dual-class share structure is adopted to protect takeover attempts. In 
these industries, government regulators provide limited licenses. Often, entry strategy in 
these industries involves acquisition of an existing license holder. Therefore, licensed 
firms have a greater incentive to protect themselves by issuing dual-class shares (Gray, 
2005). Other reasons include past restrictions enforced by government regulators on 
foreign investment to encourage local control of Canadian firms. While some of the 
restrictions have been lifted, the government still restricts foreign ownership in some 
industries, such as airlines, media and entertainment, broadcasting. Such restrictions 
encourage the use of dual-class share structure. Concentration of dual-class share 
structure in certain industries has implications for our research design. It is essential to 
control industry effect when we construct the matching sample to compare with the RVS 
firm sample. 
 
4.2 Research Methodology 

                                                 
6 Since stock guide database eliminates delisted firms from the main dataset, we have to collect the 
complete list of public firms (on Toronto Stock Exchange) from each year’s stock guide database CD.  This 
procedure would significantly eliminate the survival bias in the sample. 
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 To compare the firm characteristics, firm value and operating performance 
between the RVS and non RVS firms listed on TSX, we use multiple matching 
techniques to assure the robustness of the empirical results. First, we create a pair-wised 
matching firm sample for the RVS firms (i.e. one-to-one matching), which have the 
closest firm size (i.e. measured by revenue7 in each year) and have the same industry 
code (i.e. four-digit GISC code available in Stock Guide database). More specifically, 
using each year’s Stock Guide database, we sort the “revenue” within each industry for 
the current year and match the RVS firms with the non RVS firms in the industry with 
the closest revenue value. In certain industry (such as broadcasting, cable TV and 
entertainment), majority (or even all) of the firms have RVS structure. In this case, we 
repeatedly use the non RVS firms in the industry even though the size variable is not 
perfectly matched8.  Based on the pair-wised matching sample, we use paired-sample t 
test and non-parametric related sample Wilcoxon test to examine the difference between 
the RVS and non RVS firms.  
 
 Second, given the abundance of non-RVS firms we have in the sample, we can 
match multiple non-RVS firms to a RVS firm to construct the controlling sample. Such 
procedure would reduce the model dependence problem and keep reasonable power of 
the statistical analysis.9 We term it as “cohort” sample and compare it with the RV firms 
in the multivariate analysis. More specifically, for each RVS firm, we collect several non 
RVS firms which have similar size (i.e. revenue) and same industry code (in this case, we 
use 2-digit GISC code so that there are enough number of non RVS firms to match with 
the 4-digit GISC code). Usually, we select one or two non-RVS firm which is (are) 
slightly larger and another one or two non-RVS firm which is (are) slightly smaller than 
the RVS firms within the sector. This method allows us to create a matching sample of 
non RVS firms which have comparable firm size with the RV sample (as it is well known 
that TSX market has a large number of very small firms which may lead to skewed 
results of the comparison). Given the panel data structure of the sample, we use OLS 
regression for the pooled sample, Fama-Macbeth regression by year and random effect 
model regression model.  
 
 Finally, although not shown in the paper, we also compare the population of non 
RVS firms (listed on TSX for the ten years) with the RVS firm population. The 
population excludes the financial firms and the firms with revenues less than $100,000. 
The comparison results confirm the findings in the previous tests. 
 
 In order to evaluate the long-term stock return performance, we track the stock 
returns of the Canadian RVS firms for the years between 1996 and 2005. We compare the 
risk-adjusted abnormal returns of the RVS portfolio with that of a non RVS portfolio 
                                                 
7 We also used market capitalizations to control firm size, and we found the results are qualitatively similar.  
8 This method allows us to make full use of the RVS firm sample in the study. Another approach is to 
delete the RVS firms in the industries where we cannot find enough matching firms. We used both 
approaches in our study. The results are not sensitive to the choice of either approach. 
9 This issue is described in Ho, Imai, King and Stuart (2007). They show that many empirical studies in 
social science research are subject to model dependent problems and without a proper matching process 
some empirical results may completely mislead the inference of a study.  
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which contains the non RVS firms that have similar firm size and industry classification 
to the RVS firms. Monthly stock returns are collected from the CFMRC database. The 
two portfolios’ returns are calculated on a monthly basis from January 1996 to December 
2005. Stock returns are both weighted equally or weighted by market cap in each month 
to calculate the portfolio returns. We applied Fama-French three-factor (Canadian 
version) to calculate the risk-adjusted abnormal returns of the two portfolios. The 
information is gathered from BARRA website (www.mscibarra.com) to construct the 
Canadian equivalents of Fama-French three factors. Finally, we deduct the non RVS 
portfolio’s risk-adjusted abnormal returns from that of the RVS portfolio return and use 
bootstrap method to test the statistical significance of the difference in the two portfolios’ 
abnormal returns.  
 
 In order to test how management or controlling shareholders expropriate in RVS 
firms, we evaluate the market reactions to M&A announcements by RVS firms and 
compare the results with that of non-RVS firms. We use the M&A transaction data from 
SDC Platinum database. We identify the acquiring firms which have the RVS structure 
and compare the sample with the non RVS acquiring firms. The sample period starts 
from 1993 to 2003. There are 1,389 completed M&A transactions which involves 
publicly listed Canadian firms in this period. Out of the 1,389 M&A transactions, 240 
acquisitions were made by RVS firms and 1,149 acquisitions are made by non-RVS 
firms. Using event study method, we calculate the abnormal returns of acquiring firm 
stocks upon the M&A announcements.  We compare the announcement returns between 
RVS and non RVS acquiring firms to investigate the management entrenchment effect in 
the RVS firms. 
 
5. Results and Discussions 
 
5.1 Firm characteristics, value and operating performance of RVS firms  
 
 For each firm in our sample, we collected (calculated) many relevant variables 
spanning size, capital structure, dividend payouts, ownership characteristics, Tobin’s Q 
and other performance variables for both RVS firms and matching firms. The specifics of 
the variables are definitions are shown in Appendix A.  
 
 
 
 According to our first matching method (i.e. pair-wised matching), we show the 
descriptive statistics and univariate test of the mean and median of the RVS firm and non 
RVS firm samples in Table 3. It is found that even after controlling for firm size, RVS 
firms are still significantly larger than non RVS firms (as it is impossible to do the 
“exact” matching in the sample).   
 

Insert Table 3 about Here 
 
 RVS structure allows controlling shareholders to have concentrated voting rights 
disproportional to their cash flow rights. Table 3 shows that the block shareholders in 
RVS firms have similar equity ownership to the block shareholders in the non RVS firms. 
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However, their voting rights are much higher. Not surprisingly, the deviation of voting 
rights to cash flow rights is significantly higher in the RVS firms than non RVS firms. 
The univariate analysis shows that RVS firms have better operating performance (i.e. 
ROA) than non RVS firms.  Although there is no significant difference in financial 
leverage, RVS firms’ operating performance is significantly less volatile than non RVS 
firms (measured by standard deviation of ROA). In terms of firm valuation, Tobin’s Q 
and book to market ratio are not significantly different between RVS and non-RVS firms. 
The dividend payout ratio also does not differ between the two groups either. On the 
other hand, PE ratio is significantly lower in the RVS firms. However, PE measure only 
applies to the firms which have positive earnings. Finally, we also find that RVS firms 
grow significantly slower than non RVS firms.  
 
 To systematically examine the firm value and operating performance of the RVS 
firms, we conduct multivariate analysis by controlling for some key variables that may 
impact the interested dependent variables. Following the models used by Kaplan and 
Zingles (1997), we calculate the industry adjusted Tobin’s Q using industry median Q as 
the benchmark. Firm size, operating performance, leverage ratio, block ownership are 
controlled so that we can examine the conditional explanatory power of the RVS 
structure on the firm value and performance. Similarly, we calculate the industry-adjusted 
ROA using the same benchmarking method. We focus on the measure of ROA after 
depreciation, which is suggested by Gompers et al. (2003) and Core et al. (2006) to use to 
measure operating performance in corporate governance studies. We control for firm 
size, financial leverage and book to market ratio, which are found to be significant factors 
impacting firm operating performance (Core et al. 2006).   
 
 To control for the “model dependent” problem that may lead to misleading 
inference and since we have an abundant controlling sample (i.e. non RVS firms) on 
TSX, we can use the “multiple-to-one” matching technique to construct a “cohort” 
sample. It is designed to reduce the model dependence problem and provide reasonable 
power of the statistical test.  
 
 Based on the models and samples described above, we conduct the multivariate 
analysis on the models below. The equations shown below are the full models. In order to 
test robustness of the estimation, we also run multiple subset regression models and 
present the results in the following tables. 
 
Industry-adjusted Tobin’s Q (Q_ADJ) = �  + � 1*RV_FLAG + � 2*LGREV + 
� 3*ROA_ADJ + � 4*MED_FLAG + � 5*DE + � 6*ROA_ADJ*RV_FLAG + � 7*OWN + 
� 8*OWN2 + �                                                                                                       (1) 
 
 
Industry-adjusted ROA (ROA_ADJ) = �  + � 1*RV_FLAG + � 2*LGREV + � 3*DE + 
� 4*BM + �                                                                                                            (2) 
 
 In addition, we use different techniques to estimate the multivariate models 
above. First, we run OLS regression on the pooled sample with heteroscedasticity 
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adjusted standard errors (White, 1980) to test the impact of RV structure on firm value 
and operating performance. Second, we split the sample by fiscal year and estimate the 
models in each year for the past ten years. Fama-Macbeth regression (Fama and Macbeth, 
1973) technique is used to pool the regression results and test the significance of the RVS 
structure. Finally, we take advantage of the panel data sample and run the random effect 
model, which corrects the heteroscedasticity of firm characteristics and deals with 
endogenous problem in the model.  
 

Insert Table 4 about Here 
 
 Table 4 shows the OLS regression results based on the pooled sample. Consistent 
with the univariate analysis in Table 3, Table 4 Panel A shows that the coefficient of 
RVS dummy variable is not statistically significant to explain the dependent variable, 
industry-adjusted Tobin’s Q. In other words, RVS firms do not have either lower or 
higher firm value compared to non RVS firms. The conclusion is robust in different 
subset models, which control firm size, media industry, operating performance, financial 
leverage, and insider ownership. We also control the interaction of RVS structure with 
the operating performance; the conclusion is consistent with other models. Table 4 Panel 
B shows the pooled sample OLS regression for the operating performance models. 
Contrary to the univariate analysis, we find RVS firms do not either outperform or 
underperform the non RVS firms after controlling firm size, financial leverage and book 
to market ratio.  
 
 In addition to estimating the OLS regression on the pooled sample, we also test 
the relationship between RVS structure and firm value and performance by year. We 
adopt the Fama-Macbeth regression method (Fama and Macbeth, 1973) to show the 
dynamics of the changing relationship (if any) between the dependent variables  and the 
RVS dummy variable over the past ten-year period. More specifically, using the same 
cohort sample in Table 4, we split the firm-year observations by fiscal year. The OLS 
regression models are estimated based on the RVS firm observations and the matched 
non RVS firm observations in each fiscal year (Table 5). Standard errors are adjusted for 
heteroscedasticity to test the statistical significance. Following the Fama-Macbeth 
regression method, we average the regression coefficients and t-statistics across the ten 
years to make inference of the overall significance of the independent variables. The 
percentage of significant years is reported in the final column. 
 

Insert Table 5 about Here 
  
 Overall, Table 5 Panel A shows that there is no consistent relationship between 
RVS structure and firm value. Although in the latest year, RVS firms seems to have 
lower Tobin’s Q (even after controlling firm size, media industry and operating 
performance), the significance disappeared in the full model. Similarly, we find RVS 
firms have lower operating performance than non RVS firms in recent years (even after 
controlling firm size and financial leverage). However, the significance is not found in 
the full model. 
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 Finally, we re-estimate the models using the random effect model. This panel data 
technique enables us to tackle the problem of unobserved firm heterogeneity, which is 
commonly found in corporate governance studies. Many studies suggest that firm 
ownership and performance are determined by common but unobservable characteristics 
(e.g. Himmelberg, Hubbard and Palia, 1999; Coles, Lemmon and Meschke, 2005). The 
endogenous problem makes it difficult to estimate the true causal effect between firm 
ownership and performance. For example, traditional econometric methods assume the 
direction of the causal effect from RVS structure to firm performance; it might be 
possible the actual relationship is reverse; that is poorly performing firms tend to resist 
the mechanism of market control (such as takeover) by adopting a RVS structure.  
 
 More specifically, due to the endogeneity problem in the regression equation (1) 
and (2), the residuals from the regressions will consist of a traditional residual and an 
unobserved but firm-specific residual related to unobserved firm characteristics. In other 
words, the residual ei = ui + vit, where ui is the standard I.I.D. residual and vit is the firm 
specific residual. Many studies using traditional OLS regression on a single-year dataset 
ignore the firm specific residual, which causes biased regression estimation. More and 
more empirical studies recommend and use panel data technique to address the 
endogenous problem (for example, see Himmelberg, Hubbard and Palia, 1999; Anderson 
and Reeb, 2003; Cronqvist and Nilsoon, 2003; Villalonga and Amit, 2006). Usually, two 
types of panel data techniques are used in empirical research: fixed effect model (where 
the firm specific residual is modeled as constant over time) and random effect model 
(where the firm specific residual is modeled as a stochastic term). As in our study, many 
of the financial ratios and ownership data change overtime, 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 empirical results 
consistently show that RVS firms do not underperform or outperform the non-RVS firms 
in the Canadian market for the past ten years. The dummy variable of RVS structure is 
not significant in most of the regression models.  
 
 These results are consistent with the prediction of ‘ investor protection and 
substitution hypothesis’. This hypothesis predicts that in a country (such as Canada) with 
strong legal system and superior protection to non-controlling shareholders, controlling 
shareholders will have less incentive to expropriate firm’s wealth. Stronger legal system 
will make the cost of expropriation prohibitive. Further, controlling shareholders with 
disproportionate voting rights are likely to maintain a good reputation in the market by 
not expropriating shareholder rights. Consequently, controlling shareholders will take 
active interest in the operating performance of the firms. With good operating 
performance, investors have greater confidence in RVS firm and do not intend to 
discount the share price. Our results show that RVS firms do not underperform non-RVS 
firms in terms of firm value (Tobin’s Q) and operating performance (ROA). Two more 
factors might have influenced our results. First, most of the controlling shareholders in 
RVS firms are related to the founding family of the firms and controlling shareholders 
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themselves own significant shares in the firm. As controlling shareholders and managers 
hold concentrated ownership in the RVS firms, they also face the consequences of private 
benefits if it has negative consequence on firm value. With increased ownership level, 
cost of expropriation increases which, in turn, will restrict the opportunistic behavior of 
controlling shareholders. Second, in Canada, as RVS firms have become more pervasive 
(almost 20 percent of listed companies), it has become harder for an investor to create a 
portfolio without including companies with subordinated share mechanism (SHARE 
2004). This restricts investors from selling the shares in RVS firms (i.e. ‘vote with their 
feet’) and investing their money into non-RVS firms. Therefore, practically there is not 
much downward price pressure on Canadian RVS firms which 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 stock performance of Canadian RVS 
firms in the sampling period from 1996 to 2005. As we find in the univariate analysis, 
RVS firms have more volatile operating performance and much larger firm size than non 
RVS firms. Thus, adopting a methodology that can correctly measure risk-adjusted stock 
performance is important to the study. We use Fama-French (F-F) three factor regression 
to detect abnormal return in the investment of RVS firm portfolio. As the RVS firms have 
substantially different characteristics (such as firm size, industry) from the general firms 
in the Canadian market (i.e. firms in the S&P/TSX 300 index), we compare the risk-
adjusted abnormal returns from the RVS firm portfolio with that from a matching non 
RVS firm portfolio (matched by firm size and industry) from January 1996 to December 
2005. The RVS firm portfolio is rebalanced each month by adding newly listed RVS 
firms into the portfolio and removing the delisted RVS firms. The matching portfolio of 
non RVS firms is adjusted accordingly in each month. 
 
 More specifically, we estimate the following regression model by using the 
monthly returns of the hedging portfolio and the corresponding risk factors in the 
Canadian stock market for the sampling period. 
 

tptptftmppt HMLhSMBsRRbaR ++-+= )( ,,                                 (3) 
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where tR  is the RVS portfolio return in month t; tR'  is the non-RVS portfolio return, 

)( ,, tftm RR -  is the market factor, constructed by subtracting the T-bill return from the 

market return; SMB is the size factor, constructed by taking the return on a portfolio of 
small stocks minus the return on a portfolio of big stocks; HML is the book-to-market 
factor, formed by taking the return on a portfolio of value stocks (with high book-to-
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market ratios) and subtracting the return on a portfolio of growth stocks (with low book-
to-market ratios). We gather relevant information from ‘Barra’ website to construct 
Canadian equivalents of Fama-French factors. We test the statistical difference between 
ap  and a’p  to compare the long term stock performance between the RVS and the non 
RVS portfolios. Bootstrap method along with the Bias Corrected Confidence Intervals 
method (Efron, 1987) is carried out for the statistical testing. 
 

 
 We use weighted least square (WLS) regression to account for different number 
of RVS firms and corresponding non RVS firms in different months and to mitigate the 
potential heteroscedasticity problem (Franks et al., 1991; Andre et al., 2004). We follow 
the recommendation by Andre et al. (2004) to use square root of the number of firms 
included in each monthly portfolio as the weights in the regression. The RVS and non 
RVS portfolio returns are both equally weighted and market-capitalization weighted by 
each security in the portfolio. Both results are presented in the following tables in order to 
make sure that the inference is not dominated by some extreme cases in the sample. 

 
Insert Figure 1 about Here 

 
First, we present the buy-and-hold raw returns of the RVS, non RVS portfolio from 
January 1996 to December 2005 in Figure 1. Equally weighted as well as value weighted 
portfolio returns are contrasted with the buy-and-hold returns of the S&P/TSX 300 index. 
By investing $1 in the value weighted portfolio, investors wealth would have been $4.68 
from the RVS portfolio and $3.18 from the non RVS portfolio; both higher than investing 
in S&P/TSX 300 index ($2.83) in the end of the period. The equally weighted portfolio 
would have resulted in $3.32 from RVS portfolio and $3.82 from non RVS portfolio. The 
results suggest that it is the large RVS firms that drive the performance of the RVS 
portfolio.  

 
 

Insert Table 7 about Here 
 
 Table 7 shows the regression results of the Fama-French three factor model. Panel 
A1 shows the OLS regression based on the equally weighted RVS portfolio returns. The 
intercept of the model is not statistically significant, suggesting that RVS firm portfolio is 
not either outperforming or underperforming the market. A more practical experience to 
the investors is to measure the portfolio return by using market capitalization weighted 
returns of the securities in the portfolio. Panel A2 and A3 in Table 7 use the value 
weighted portfolio returns to measure the abnormal returns of the RVS portfolio. Panel 
A3 uses the WLS method to account for the heterogeneous number of stocks in the 
portfolio. We find that RVS firm portfolio is, on average, outperforming 0.4% each 
month. Compared to the non RVS firms in the sampling period (in Panel B1, B2, and 
B3), the abnormal returns are not different between the two portfolios (see statistical tests 
in Panel C1, C2 and C3). Therefore, we do not find any strong evidence of stock return 
underperformance for the RVS firms in the long-run; if anything, 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 controlling shareholders of RVS firms 
expropriate wealth by undertaking  non-wealth maximising M&A activities, we evaluate 
the market reactions to M&A announcements by RVS firms and compare the results with 
that of non-RVS firms. This line of inquiry is based on Masulis et al. (2007) who show 
that controlling shareholders in the U.S. dual-class share firms extract private benefits at 
the expenses of minority shareholders through corporate M&As. Based on a sample of 
420 M&As undertaken by the U.S. dual class share firms between 1995 and 2003, they 
find that as firm insiders’ control-cash flow rights divergence widens, acquiring 
companies experience lower and more negative announcement-period abnormal stock 
returns.  
 
 On the other hand, a related study using Canadian M&A data (Ben-Amar and 
Andre, 2006) suggests that there is no difference in the short-term abnormal returns in the 
M&A announcement period between RVS firms and non RVS firms. They suggest that 
separation of control and ownership is not viewed as a leading reason for undertaking 
value destroying mergers and acquisitions in Canada, where minority shareholder are 
well protected, and those families who control these firms are indeed more concerned 
about long-term firm value as they are concerned with the wealth transfer to the next 
generation. However, both studies have some limitations in their empirical approaches. 
Masulis et al. (2007) study the deviation of ownership and control within the dual-class 
share firms only; there is no controlling sample of single class share firms to compare. 
The major concern for Ben-Amar and Andre’s (2006) study is the endogeneity problem 
(Lasfer, 2006). Their sample includes 327 mergers and acquisitions announcements made 
by 232 Canadian listed firms over the period 1998 to 2002. The relatively short sampling 
period and small sample size is another concern that might limit the generalization of 
their findings (Lasfer, 2006).  
 
 The purpose of this section is to link the Canadian RVS firm value and 
performance to the management entrenchment effect (if any) in the event of M&As. We 
test the hypothesis by using all Canadian M&A deals that occurred between 1993 and 
2002 and involved TSX listed bidding companies. We obtain the dataset from SDC 
Thomson Financial Database. Our data meet the following criteria: (i) deals are 
completed, (ii) acquiring firm is not from financial industry, (iii) acquiring firms with 
multiple acquisitions during 1993-02 period are considered, (iv) deals with all sizes of 
transaction value are considered. Stock return data are collected from CFMRC database. 
Accounting information is collected from StockGuide database. Information related to 
ownership and voting rights are manually collected from firm’s annual report and 
management information circular. 
 
 We identify the acquiring firms which have the RVS structure and compare the 
sample with the non RVS acquiring firms. In the sampling period, there are 1,389 
completed M&A transactions announced by publicly listed Canadian firms. Out of the 
1,389 M&A transactions, 240 acquisitions are made by RVS 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 announcement period: 
 

                   )( mtjjjtjt RRAR ba +-=                                                (6) 

 
where, jtR  and mtR are the observed returns for security j and the market portfolio, 

respectively, in time period t relative to the event date of interest. The security specific 
parameters ja  and jb  are computed over an estimation period (day -31 to -120 before 

the announcement date). To reduce the impact of random estimation errors and other 
unrelated security specific effects, portfolios are formed in event time such that each 
daily portfolio abnormal return is an equally weighted average of individual security’s 
abnormal returns for that common date. 
 
 We cumulate the daily abnormal returns into several days and calculate the 
cumulative abnormal returns: CARj = �  ARjt. The dependent variable in the study is the 
cumulative abnormal returns (CAR) of the acquiring firms’ stocks in the two days before 
and after the M&A announcement date (i.e. -2 to +2 day).  
 
 Independent variables: To compare the M&A announcement returns of RVS 
firms with the non RVS firms, we include the dummy variable, RV_FLAG, in the model 
(RVS firms are coded as 1 and non RVS firms are coded as 0). The effect of the dummy 
variable will compare the difference of announcement abnormal returns in RVS and non 
RVS firms after controlling for other factors impacting the dependent variable. 
 
 To compare with the results in Masulis et al. (2007) study, we also measure the 
deviation of ownership and control by using a “Wedge” measure and a “Ratio” measure. 
The “Wedge” measure is defined as the difference between the percentage of a 
company’s voting rights controlled by insiders and the percentage of the company’s cash-
flow rights controlled by insiders.  The “Ratio” measure is to divide the percentage of 
insider voting rights by the percentage of insider cash-flow rights.  
 
 Controlling variables: Similar to Masulis et al. (2007), we control for acquiring 
firm characteristics as well as deal specific variables in the regression model. The 
acquiring firm characteristics include firm size (measured by total assets), price to book 
ratio (as a proxy for Tobin’s Q), operating performance (ROA) and financial leverage. 
Deal specific variables include the public status of the target firms. It has been pointed 
out that bidders acquire targets for a better price when they buy nonpublic firm vis-à-vis a 
public firm, resulting in a better return for acquiring firms’ shareholder (Fuller et al. 
2002; Shleifer and Vishny, 1986; Chang, 1998). We also control for the method of 
payment in the transaction. Myers and Majluf (1984) argue that a bidder firm will use 
stock as the medium of exchange if the board believes that its own shares are overvalued. 
Alternatively, if the firm were convinced with its current valuation, they would like to 
offer cash in order to send a positive signal to market (Fishman, 1989; Eckbo et al. 1990; 
Fuller et al., 2002). Also, if the bidder is uncertain about the target’s value, the bidder 
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may not want to offer cash, since the target will only accept a cash offer greater than its 
true value and the bidder will have overpaid (Fuller et al., 2002).  As the usage of stock 
indicates overvaluation of bidding firm and cash payment indicates certainty of target 
valuation, the choice of cash payment would lead to a higher announcement abnormal 
return. Finally, we control for industry relatedness of the target and acquiring firms. A 
merger is defined as non-conglomerate if an acquirer and its target are in the same 
industry. It is generally claimed that conglomerate mergers are less likely to succeed, 
because managers of acquiring firms are not familiar with the target industry or they 
waste free cash flow on bad acquisitions (Jensen, 1986; Agrawal et al. 1992). Also, 
shareholders do not prefer the bidding company managers to diversify their operations as 
shareholders can rebalance and diversify their portfolio by themselves by investing in 
different types of assets. Therefore, diversification through acquisition is likely to be 
viewed negatively in the market.  
 

Insert Table 8 about Here 
  
 Table 8 shows the descriptive statistics and univariate test between the RVS firms 
and non RVS firms. Not surprisingly, RVS acquiring firms have more diverged voting 
rights to cash flow rights compared to non RVS acquiring firms. We also see some 
contrasting firm characteristics between the two samples: RVS acquiring firms are larger, 
they have better operating performance, but lower market valuation; they also have 
higher financial leverage than non RVS acquiring firms. In terms of the relative size of 
the transaction (to the target firm size), the difference is marginal. The RVS acquiring 
firms tend to acquire more publicly listed target firms; however, they usually use cash 
rather than stock to make the payment. Table 8 also shows that RVS acquiring firms tend 
to acquire target firms in related industries. 
 
 More importantly, we calculate the announcement abnormal returns in three 
different time windows and make the comparison between the two samples of acquiring 
firms (see Table 8). We find that, on average, RVS acquiring shareholders gain 1.7% 
abnormal returns in the 2 days before and two days after the M&A announcement; while 
non RVS acquiring shareholders gain 1.6% abnormal returns. The announcement returns 
are not statistically different in any of the announcement windows. 
 
 Next, as we find that there are differences in characteristics between the RVS and 
non RVS firms, and there are known factors that impact the M&A announcement returns, 
we control the firm characteristics and deal specific factors in the multivariate analysis. 
We examine the conditional significance of the three independent variables (RV_FLAG, 
Wedge, and Ratio) introduced before to test the management expropriation hypothesis. 
The full model is presented below: 
 
CAR= �  + � 1*(RV_FLAG, Wedge, Ratio) + � 2*(Price to book) + � 3*(Leverage) + 
� 4*(Log total assets) + � 5*(ROA) + � 6*(Relative Size) + � 7*(Public Target*Stock 
Payment) + � 8*(Public Target*Cash Payment) + � 9*(Private Target*Stock Payment) + 
� 10*(Private Target*Cash Payment) + � 11*(Related)+  �                                             (7)                                       
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 Three separate OLS regression models are estimated for the three independent 
variables (RV_FLAG, Wedge, Ratio). Table 9 shows the regression coefficients and 
corresponding statistical significance in the regression models. Model 1 shows that the 
dummy variable of RVS firm is not significant, suggesting that the announcement 
abnormal returns are similar between the RVS and the non RVS firms. Model 2 and 3 
also show the insignificant wedge and ratio measures. We conclude that the deviation 
between voting rights and cash flow rights does not affect the market reactions to M&A 
announcements in Canada.  
 

Insert Table 9 about Here 
 
 
 

As a further test for robustness and to deal with Lasfer (2006)’s  argument that 
since the two samples of acquiring firms have different firm size and different firm 
characteristics, running the regression model based on the overall sample may introduce 
the endogenous error and thus bias the estimation results, we follow the Heckman’s 
(1979) method to tackle this sample selection bias. The correction method requires a two-
step procedure: first, a probit regression is run on the a set of firm characteristics 
variables (i.e. firm size, leverage, ROA and price to book ratio) against the RVS dummy 
variable; a new variable, namely “inverse Mills ratio (IMR)” is constructed based on the 
probit regression coefficients; in the second step, we include IMR as an additional 
controlling variable in the regression model to reduce the sample selection bias. Besides, 
to be consistent with the other robustness test we have done in the previous two sections, 
we also include a dummy variable “post98” to examine the relationship in two sub-
periods (observations between 1992 and 1997 are coded as 0 and observations between 
1998 and 2002 are coded as 1). The later period also exactly overlaps the sampling period 
used in Ben-Amar and Andres (2006) study, thus allows us to directly compare our 
results with their findings. OLS regression results are presented in Table 10 below. The 
standard errors of the regression coefficients are adjusted by using the White’s method 
(1980) to make correction for the heteroscedasticity problem. We see similar results 
(dummy variable of RVS firm is not significant) and thus reach similar conclusions. 
 

Insert Table 10 about Here 
 
 
 Overall, our empirical study on the Canadian M&A sample does not support the 
view that controlling shareholders in RVS firms extract private benefits at the expense of 
non-controlling shareholders. This finding is consistent with the previous findings that 
RVS structure in Canadian firms does not affect firm value and operating performance 
negatively. In other words, our result supports the prediction of ‘investor protection and 
substitution hypothesis’.  
 
 
5.4. RVS structure and management expropriation: Dividend Payment and 
Managerial Ownership in RVS firms 
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In addition to the M&A example, we also collect the dividend payment 

information of RVS firms and compare it with non RVS firms. Dividend information 
provides another direct evidence to test management expropriation hypothesis as 
managers in RVS firms may entrench shareholders’ wealth by paying less or no dividend 
compared to non RVS firms. 
 

Table 3 already showed that RVS firms, on average, paid out 16.23% earnings in 
dividends, while non RVS firms only had 14.37% dividend payout ratio, although the 
difference is not statistically significant. We also compare the dividend payment towards 
the restricted voting share and the multiple voting share (or normal voting share) within 
the RVS firms. The data is collected for the latest year 2006. We find that out of a sample 
of ninety-six RVS firms listed on TSX, eighty-seven RVS firms paid the equivalent 
dividends to their two classes of shares. The other nine RVS firms have paid higher 
dividends to the RV shareholders than the other class of shareholders. Thus, the results 
strengthen the argument that management expropriation hypothesis is not supported in 
the Canadian RVS firms. 
 
 
 
6. Summary and Conclusions 
 
 In this study, we examine the firm value, operating performance and stock 
performance of the Canadian firms which issued restricted voting shares (RVS) on 
Toronto Stock Exchange between 1996 and 2005 and their M&A activities. We advance 
two competing hypotheses to explain the effects of RVS structure on firm value and 
performance in the context of a country’s legal system: (i) managerial expropriation 
hypothesis, and (ii) investor protection and substitution hypothesis. Managerial 
expropriation hypothesis takes the traditional view of agency theory that weaker 
governance structure (such as RVS structure) affects firm value and performance 
negatively. Investor protection and substitution hypothesis, on the other hand takes the 
view that presence of a strong legal environment in a country increases the cost of 
expropriation. Further, controlling shareholders with disproportionate voting rights are 
likely to maintain a good reputation in the market by not-expropriating shareholder 
rights. Combining these effects, this hypothesis predicts that RVS structure in a firm will 
not affects its value and performance negatively. 
 
 Based on a ten-year panel data sample, we find that RVS firms do not have lower 
firm value (Tobin’s Q) and operating performance (ROA) and long term stock 
performance than the non RVS firms. We further test the ‘channel’ of controlling 
minority shareholders’ expropriation by using a comprehensive sample of Canadian 
M&A events. Consistent with the findings of firm value and performance, we do not find 
significant difference in abnormal returns in the M&As announced by RVS and non RVS 
acquiring firms. Our findings support the prediction of investor protection and 
substitution hypothesis.  
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 By analyzing Canadian dual-class firms, we present some fresh evidence in this 
area where a majority of studies focus on the U.S. firms. By examining another Anglo-
Saxon country outside the U.S which is equally developed with different legal and 
ownership structure, the present paper provides an out-of-sample analysis of RVS 
structure and suggests unique conclusions to the existing literature.  
 

Our results differ from some of the U.S. studies. We believe one feature of the 
Canadian corporate ownership may be useful in explaining the contrasting results 
between Canadian and U.S. RVS firms: the coat tail provisions adopted by almost all 
RVS firms eliminate the wealth transfer possibilities in case of takeovers; since inside 
managerial ownership (or family ownership) which is much more concentrated in the 
Canadian RVS firms, insiders may not have strong incentive to undertake wealth 
minimising actions as their own wealth is tightly linked 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 capitalization 
DE: Current year’s debt to equity ratio 
DIV_PAY: Dividend payout ratio 
LNPE: Log transformed current year’s price to earnings ratio 
OWN: Current year’s block shareholders’ ownership 
VOT: Current year’s block shareholders’ voting rights 
VOT_OWN: Ratio of block shareholders’ voting rights to their ownership 
BM: Current year’s book to market ratio 
Q: Current year’s Tobin’s Q10 
Q_ADJ: Current year’s adjusted Tobin’s Q (Tobin’s Q minus the respective industry’s 
median Tobin’s Q) 
ROA_AD: Current year’s return on assets 11 
ROA_ADJ: Current year’s adjusted return on assets (ROA minus the respective 
industry’s median ROA) 
STD(ROA_AD): Standard deviation of ROA (using previous five years data) 
LNAG: Log transformed total assets growth rate (current year’s growth upon last year) 
RV_FLAG: Dummy variable (RVS firm = 1, non RVS firm = 0) 
MED_FLAG: Dummy variable (firms in the media industry = 1, otherwise = 0) 
 
  

                                                 
10 We follow the calculation of Tobin’s Q in Gompers et al. (2003). Tobin’s Q is calculated by using the 
market value of assets divided by the book value of assets (Stock Guide item 94), where the market value 
of assets is computed as book value of assets plus the market value of common stock (item 37 - “number of 
outstanding share” multiple item 137 - “year-end stock price”) less the sum of the book value of common 
stock (item 37 times item 123) and balance sheet deferred taxes (item 100). All book values for fiscal year t 
(from Stock Guide) are combined with the market value of common equity at the calendar end of year t. 
11 We measure operating performance based on operating ROA. According to Barber and Lyon (1996) and 
Gompers et al. (2003), operating return is a preferred measure of operating performance as it is not affected 
by leverage, extraordinary items, and other discretionary items. ROA also has more desirable distributional 
properties than the return on equity measure (e.g., total assets are strictly positive, but equity can be zero or 
negative).We calculate ROA as operating income after depreciation (item 61 “sales” minus item 62 
“COGS”, item 63 “SG&A” and item 64 “depreciation”) divided 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 firms listed on Toronto Stock Exchange from 1996 to 2005. 
The sample excludes the financial firms and the firms which have revenues less than $100,000. The firms 
issuing non-common shares are also excluded from the sample. Overall, there are 7,728 firm-year 
observations in the ten-year period, out of which 1,141 are RVS firm-year observations. On average, 15% 
of the firm population listed on Toronto Stock Exchange (TSX) has restricted share structure. 
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Table 2. RVS and Non RVS Firm Sample by Sector (GISC two-digit code) 
 
Table 2 shows the sector classification of the RVS and non RVS firms listed on TSX from 1996 to 2005. 
The table is sorted by descending value of RVS firm proportion in each sector.  We find that RVS structure 
is more popular in the consumer discretionary sector (particularly the media and broadcasting industry), 
consumer staple sector and the utilities sector. RV structure is least chosen by Material, IT and Energy 
firms. 
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Table 3. Univariate test of firm characteristics, performance and value by RVS and Non RVS Firms (one-by-one matching 
sample) 
 
In Table 3, we matched the RVS firms with the closest sized (i.e. revenue) non RVS firms in each industry (i.e. 4-digit GISC) for the ten years. Descriptive 
statistics are reported for each of the variables explained before. Sample size varies because of the missing data. Paired sample t test and related sample Wilcoxon 
rank-sum test are used to compare the mean and median of the sample variables.  
 

 
 
*** 1% significance   **5% significance   *10% significance 
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Table 4. Pooled Sample OLS regression on performance value and performance  
 
Table 4 presents the results of OLS regression based on pooled sample of RVS firms and non RVS firms 
matched by firm size and industry (using the quasi-random sampling technique described before). 
Panel A examines the impact of RV firm structure on firm value (i.e. Industry adjusted Tobin’s Q) and 
Panel B shows the results of RVS structure on firm operating performance (i.e. industry adjusted ROA). 
Statistical significances of the regression coefficients are calculated based on the heteroscedasticity 
adjusted standard errors (White, 1980). The OLS regression coefficients, adjusted R squares, sample size 
and F test statistics are presented in the table. Significant regression coefficients are also denoted by 
different number of stars. 
After controlling firm size, media industry, ROA, block ownership and leverage, there is no evidence that 
RV structure has significant impact on firm value (Tobin’s Q).  
Similarly, Panel B shows that after controlling firm size, leverage and book to market ratio, there is no 
evidence that RV firm structure is associated with higher or lower operating performance.  
 
Panel A. 

 
 
Panel B. 

 
 
*** 1% significance   **5% significance   *10% significance 
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Table 5. Fama-Macbeth Regression on Firm Value and Performance 
 
Panel A shows the OLS regression model (by year) to test the impact of RV firm structure on firm value 
(i.e. Industry adjusted Tobin’s Q) based on the “Cohort” sample. 
In each year, the four OLS regression models of Tobin’s Q are estimated with standard errors adjusted by 
White’s method (1980) on the RV sample and the cohort matching sample. Regression coefficients and t 
statistics in each year are then used to calculate the average estimate and statistical significance (the last 
second column). Number of significant coefficients over the 10 years are also counted and presented in 
percentage values in the last column. 
By controlling firm size, ROA, block ownership and leverage, we found little evidence that RV firms have 
higher value than non RV firms. Although the coefficients of RV flag are mostly positive (suggesting that 
RV firms outperform non RV firms), the coefficients are not statistically significant. The Fama-Macbeth 
regression coefficients are not significant either. 

 
*** 1% significance   **5% significance   *10% significance 
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Panel B shows the OLS regression model (by year) to test the impact of RV firm structure on operating 
performance (i.e. Industry adjusted ROA) based on the “Cohort” sample. 
In each year, the four OLS regression models of ROA are estimated with standard errors adjusted by 
White’s method (1980) on the RV sample and the cohort matching sample. Regression coefficients and t 
statistics in each year are then used to calculate the average estimate and statistical significance (the last 
second column). Number of significant coefficients over the 10 years are also counted and presented in 
percentage values in the last column. 
By controlling firm size, leverage and book to market ratio, we found little evidence that RV firms have 
higher operating performance than non RV firms. Although the coefficients of RV flag are mostly positive 
(suggesting RV firms outperform non RV firms), the coefficients are not statistically significant. The 
Fama-Macbeth regression coefficients are not significant either. 
 

 
*** 1% significance   **5% significance   *10% significance 
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Table 6. Random Effect Model of RVS Firm Value and Performance 
 
Panel A shows the random effect model to test the impact of RVS firm structure on firm value (i.e. 
industry adjusted Tobin’s Q) based on the cohort sample. The results are qualitatively similar to the OLS 
regression model. After controlling by firm size (i.e. log transformed firm revenue, LGREV), ROA, block 
ownership (OWN and OWN^2), financial leverage (DE) and media industry dummy variable 
(MED_FLAG), there is no evidence that RVS structure has significant relationship with Tobin’s Q. 
However, there is some weak evidence that the interaction of RVS structure and ROA has positive impact 
on firm value (this interaction term can be explained as “in RVS firms, the association between ROA and 
Tobin’s Q is more positive than that in the non RVS firms” or “in good performing firms, RVS structure 
has positive impact on Tobin’s Q”. All these findings reject the hypothesis that RVS structure has negative 
impact on firm value. 
 

 
 

Panel B shows the random effect model to test the impact of RVS firm structure on firm operating 
performance (i.e. industry adjusted ROA) based on the cohort sample. We found that after controlling firm 
size (i.e. log transformed revenue, LGREV), book to market ratio (BM) and financial leverage (DE), there 
is no evidence that RVS firm structure is associated with firm operating performance (although the 
regression coefficient of the RVS dummy variable is marginally significant in model 1). 

 

 
*** 1% significance   **5% significance   *10% significance 



 37

 
Table 7. Fama-French Three-factor Model on the Evaluation of RVS vs. Non RVS Portfolio Performance from 1996 to 2005 
 
Table 7 presents the abnormal returns adjusted by the Fama-French three risk factors by investing in the RVS firm portfolio and the non RVS firms for the past 
ten years. 
Panel A1 and B1 calculates the excess portfolio returns based on equal weights; Panel A2 and B2 calculates the excess portfolio returns based on market cap 
weights; and Panel A3 and B3 uses weighted least square (WLS) regression based on the number of matched RVS-non and RVS firms in each month as the 
weights in the regression model. Panel C compares the risk-adjusted abnormal returns for the three models in Panel A (RVS portfolio) and Panel B (non RVS 
portfolio) respectively. Nonparametric bootstrap is performed and the Bias corrected confidence intervals are reported in Panel C. As all the confidence intervals 
include the cut point zero, it suggests that the abnormal returns generated from the RVS and the non RVS portfolios are not statistically different. In other words, 
RVS firms have similar long term stock performance to the non RVS firms (matched by firm size and industry) in the period from 1996 to 2005.  
 

 
 
*** 1% significance   **5% significance   *10% significance 
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Table 8. Univariate Tests of the Differences between RVS Acquiring Firms and Non 
RVS Acquiring Firms 
 
Table 8 shows the characteristics and deal specific variables in 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 firm size, higher leverage and valuation parameter. Insiders in 
RVS acquiring firms have larger ownership and voting right. Not surprisingly, the deviation of voting 
rights to cash flow rights is significant higher in the RVS acquiring firms. 
There is no difference in the announcement returns of the RVS and non RVS acquiring firm stocks. 
It also shows that RVS firms tend to acquire more public target firms and use more cash payments in M&A 
transactions than non RVS firms. Besides, RVS firms prefer acquiring the target firms outside the industry. 
 

 
*** 1% significance   **5% significance   *10% significance 
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Table 9. Multivariate analysis of M&A announcement effect on the RV acquiring 
firms and non RV acquiring firms 
 
Table 9 shows the OLS regression of M&A announcement effect by RVS and non RVS acquiring firms in 
Canada between 1993 and 2003. The three models use different independent variables (RV_FLAG, Wedge, 
and Ratio) to test the impact of RVS structure on the announcement returns. By controlling the acquiring 
firm characteristics and specific deal variables, Model 1 shows there is no significant difference in the 
announcement returns on the RVS acquiring firms and non RVS acquiring firms. Model 2 and Model 3 
confirmed that the deviation of insider voting rights and cash flow rights do not have impact on the M&A 
announcement returns.12 

 
*** 1% significance   **5% significance   *10% significance 

 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
12 Please note that the structure of our sample is different from Masulis et al. (2007) sample as we also 
include the non RVS firms in the regression analysis. In their case, they only examine the impact of 
deviation of voting rights and cash flow rights within the dual class share firm sample. 
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Table 10. Multivariate analysis of M&A announcement effect on the RVS acquiring 
firms and non RVS acquiring firms 
 
Table 10 shows the OLS regression of M&A announcement effect by RVS and non RVS acquiring firms in 
Canada between 1993 and 2003. We use the Heckman (1979) method to correct the sample selection 
problem. The inverse Mills ratio (IMR) is included in the model as an additional controlling variable. To 
avoid the multicollinearity problem, we exclude the firm characteristic variables that were used to construct 
the IMR variable. The regression model also contains a new variable “post98” to divide the ten-year 
sampling period into two sub-periods, before 1998 and after 1998. This allows us to examine whether the 
findings are robust to the changes in the historical time period. The table reports the regression coefficients 
and corresponding statistical significance for each of the three models. White (1980) method is used to 
calculate the heteroscedasticity consistent standard error of the estimates.  

 
*** 1% significance   **5% significance   *10% significance 
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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 investing $1 in the RVS, non RVS portfolio and the 
S&P/TSX 300 index starting from January 1996 to December 2005. Both equally weighted and 
value weighted portfolio returns are plot in the figure. Stocks in the non RVS portfolio are 
selected in the same industry and closest firm size to the RV stocks. We find that both RVS and 
non RVS portfolio outperform the TSX index in the sample period. However, the long term 
performance of RVS and non RVS portfolio is not significantly different. Particularly, we find the 
RVS portfolio outperformed non RVS portfolio on the value weighted basis but underperformed 
on the equally weighted basis. The evidence suggests that it is the large RV firms that drive the 
performance of the RVS portfolio. 
 

 
 
 
 
 
 
 
 
 


