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Introduction

ESG
Relevance

M&A and ESG

Research
Objective

Addressing ESG issues is becoming a priority for regulatory bodies

Consequently, ESG criteria are becoming more deeply embedded in corporate strategy and in sector-
level regulation, making it essential to understand whether and how sustainability contributes to value
creation in corporate transactions

M&A provides a valuable context to examine the link between sustainability and financial
performance, as acquisitions are transformative corporate events where financial, strategic,
organizational, and stakeholder-related dimensions interact

» On one hand, mergers and acquisitions (M&A) activities can represent a valid and faster alternative
compared to the strategy of improving sustainable commitment internally

» On the other hand, recent literature emphasizes the role of sustainability as a potential driver of
financial value creation after deal completion

ESG-driven acquisitions may generate a “triple effect”: enhanced financial returns, improved risk
management, and stronger sustainability positioning

A comprehensive analysis about various indicators related to bidders’ and targets’ sustainable
performance is carried out to determine whether the combined effect of pre-deal sustainability
profiles of both acquiring and target firms affect long-term shareholder value creation after mergers
and acquisitions (M&A)



Literature Review

The existing literature provides contrasting evidence on the relationship between sustainability and M&A success

» High-ESG acquirers experience better short-term market reactions, superior long-term operating performance,
reduced deal uncertainty and lower bid premium as acquirers’ ESG engagement mitigates information asymmetry
and investors perceive these companies as less risky

Deng et al. (2013), Zhang et al. (2022), Tampakoudis et al. (2021), Caiazza et al. (2021)

» Acquiring high-ESG targets contributes to higher acquirers’ stock prices and lower capital costs as the target's
sustainability profile can be regarded as an intangible asset to be transferred to the acquirer and as a positive signal
to stakeholders that the company is actively dedicated to enhance sustainable practices and reduce risks

Friede (2015), Aktas et al. (2011), Teti et al. (2022), Gomes (2019)
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» Acquirers’ CSR engagement is negatively (or not) associated with post-merger value creation measured through
short-term announcement reactions as sustainability engagement could increase transaction costs, inflate premiums,
or divert resources from more productive uses

Brunner-Kirchmair & Wagner (2024), Wang et al. (2021)

» Acquisitions of CSR-overinvesting target are associated with negative announcement reactions and weaker post-
acquisition performance as excessive sustainability engagement may be perceived as a signal of inefficiency rather
than value-enhancing capability

Wang et al. (2021)

Null/Neg Relationship

» Some studies find no significant association between ESG performance and M&A success or market reaction
Meckl & Theuerkorn (2015); Walter et al. (2024); Yen & André (2019); Fatemi et al. (2018)

Limits Focus on one side of the deal Rely on short-term event studies Use aggregate ESG indicators



Theoretical Framework

The mixed and inconclusive empirical evidence reviewed in the previous slide suggests that the valuation consequences of

ESG in M&A transactions requires a multi-theoretical approach

Stakeholder theory Resource-based view
Freeman (1984) Barney (1991)

Long-term value creation depends on
satisfying a wide range of stakeholders
rather than focusing exclusively on
shareholder interests

ESG supports M&A value creation:

» strengthening relational capital and
reputational legitimacy

» reducing uncertainty and integration
frictions

» aligning organizational cultures,
improving stakeholder coordination

A firm is a bundle of tangible and
intangible resources that generate
competitive advantages when they are
valuable, rare, difficult to imitate, and
organizationally embedded

ESG supports M&A value creation:

» it is a strategic valuable capability
rooted in organizational routines
costly to replicate affecting target
selection and post-deal integration

» through a capability-transfer channel
with acquirers absorbing ESG know-
how from sustainable targets

Agency theory
Jensen & Meckling (1979)

Potential conflicts exist between
managers and shareholders and
managers may use ESG initiatives to
pursue personal reputational goals
reducing available resources and
destroying value for shareholders

ESG limits M&A value creation:

» it requires substantial organizational
and financial investment potentially
subtracting resources from other
strategic and valuable activities

» areduction in investment and
acquisition activity may signal risk
aversion and financial constraints

ESG is strategically relevant but understanding its financial value is not immediate



Hypotheses

The higher the bidder’s overall ESG score, the higher the market value of the final
(combined) entity

Hypothesis 1 1. A higher environmental (E) score of the bidder is associated with higher market value
2. A higher social (S) score of the bidder is associated with higher market value

3. A higher governance (G) score of the bidder is associated with higher market value

The higher the target firm’s overall ESG score, the higher the market value of the final
(combined) entity

Hypothesis 2 1. A higher environmental (E) score of the target is associated with higher market value
2. A higher social (S) score of the target is associated with higher market value

3. A higher governance (G) score of the target is associated with higher market value



Screening Strategy

Applied Criteria: Objective:

Time Horizon Deals announced between 01/01/2010 and 12/31/2022
% Deal Type Mergers and acquisitions involving the purchase of equity stakes
@ Deal Status Completed and disclosed value deals
éi% % Acquired Transactions involving the acquisition of equity stakes higher than (or equal to) 5%
(% Deal Value Deal value higher than (or equal to) $ 1 million
2
@@5 Listing Publicly traded acquirers and targets
@ Geography Deals with acquirers and targets headquartered in OECD countries (38)
{@23& Excluded deals with acquirers and targets operating in the financial, real-estate, public,
Sector . .
academic and educational sectors

Data Source: LSEG Datastream

Initial sample: 4.785 M&A transactions



Methodology

Event study

» To assess the impact of acquiring and target companies’ ESG commitment on value creation following an M&A
transaction, our analysis relies on a long-term event study methodology

» Event study is an econometric technique used to measure the effect of an economic event, such as a merger or earnings
announcement on value creation by examining the response of the stock price or market value of firms, through
abnormal returns (ARs)

» To reduce the potential bias related to long-term stock performance, we employ acquirers’ buy-and-hold abnormal
returns (BHARs) to measure the long-term performance of M&A transactions, computed as follows:

AR;; represents the abnormal return in month t, defined as the actual return minus

T
BHAR; = 1_[(1 +ARy) — 1 ’—> the normal (or expected) return of the company i in t, measured employing the

t=1 market model (Capital Asset Pricing Model or CAPM).

1. Returns analyzed: monthly returns

2. Estimation window: 60-month estimation window ending 21 trading days prior to the announcement date

3. Event window: 21 trading days after the announcement (to exclude short-term market reactions) and captures:
o 12 months of monthly returns thereafter (BHAR 1 year or BHAR 1y)
o 24 months of monthly returns thereafter (BHAR 2 year or BHAR 2y)



Methodology

Event study

» OLS regression is the primary estimation method used in M&A performance studies as it provides unbiased coefficient
estimates under the usual assumptions, allowing for straightforward interpretation of the impact of each explanatory
variable on the dependent variable (Deng et al., 2013; Teti et al., 2022)

» Accordingly, we perform a cross-sectional regression by estimating the following equation:

| v

BHAR; = Bo | P1ESGAcq;—1 + BLESGTar_4|+ BkZAcquirer Controlsy_; + Key Independent Variables
B Z Target Controls;;_1 + P Z Deal Controls; + & Dependent variables

Where:
i = index the identity of the deal
t = deal's announcement year

BHAR = acquirers’ Buy and Hold Abnormal Returns over an event window of 12 months (BHAR_1y) and 24 months
(BHAR_2y)

ESGAcq;., | ESGTar;_, = ESG performance at the end of year t-1 for both acquirer and target company involved in the deal i

AcquirerControls;_, / Target Controls;,_, = control variables at the end of year t-1 for both acquirer and target company
involved in the deal i



Variables

Dependent & Independent Variables

Variable Description Count Mean SD Min p50 Max

* | BHAR 1y BHAR over an event window of 12 months 3,936 -0.135 0.317 -0.727 -0.127 0.511
a BHAR_2y BHAR over an event window of 24 months 3,852 -0.213 0.435 -0.914 -0.233 0.750
ESGAcq Acquirer's ESG score at t-1 2,446 49.402 22.980 0.780 51.305 95.110
g EAcq Acquirer’s E score at t-1 2,443 45.095 30.574 0 48.870 98.090
§ SAcq Acquirer’'s S score at t-1 2,443 49.327 25.888 0.170 48.820 97.700
% GAcq Acquirer’s G score at t-1 2,446 53.117 23.669 0.260 55.200 99.430
g ESGTar Target’'s ESG score at t-1 759 38.361 20.177 0.630 34.240 92.470
§ ETar Target’s E score at t-1 759 27.836 27.993 0 18.920 98.200
g STar Target's S score at t-1 759 40.911 22.638 1.010 37.860 96.210
- GTar Target’s G score at t-1 759 43.313 22.710 0.570 43.330 95.160

» Long-term abnormal performance following M&A deals is on average negative, consistent with prior evidence of
acquiring companies' underperformance over extended horizons. However, high standard deviation suggests substantial
dispersion in post-deal outcomes across transactions

» Companies included in the sample tend to acquire targets with lower ESG performance

» Acquiring companies included in the sample exhibit weaker performance in the Environmental (E) pillar before the
deal compared to the Social (S) and Governance (G) pillars. This pattern is equally observed by analyzing the individual
E, S and G pillar scores for target companies

* BHARSs are winsorized at the 5th and 95th percentile



Variables

Control Variables

Variable Description Count Mean SD Min p50 Max
SizeAcq Nat Log of acquirer’s total assets at t-1 4,674 14.124 2.435 9.772 14.224 18.158

b | ROAAcq Acquirer’'s ROA at t-1 4,670 0.006 0.112 -0.324 0.031 0.157
:g LevAcq Acquirer’s Equity / Debt at t-1 4,640 0.648 0.734 0 0.404 2.665
E SizeTar Nat Log of target’s total assets at t-1 4,466 12.088 1.915 8.774 11.950 15.743
ic ROATar Target's ROA at t-1 4,465 -0.078 0.209 -0.693 0.003 0.134
LevTar Target’s Equity / Debt at t-1 4,373 0.628 0.884 0 0.267 3.273
Value Nat log of deal value 4,750 4.465 2.441 -4.368 4.210 11.890

Year Year of the deal announcement 4,785 2,015.570 3.747 2,010 2,015 2,022

Eé CS 1 if same-sector deal, O if cross-sector 4,785 0.308 0.462 0 0 1.000

;,"- CB 1 if same-country deal, 0 if cross-border 4,785 0.214 0.410 0 0 1.000

E Attitude 1 if friendly deal, O otherwise 4,785 0.915 0.279 0 1.000 1.000
StockPayment  Percentage of stock used for financing the deal 4,785 32.219 44.782 0 0 100.000
StockAcquired Stake acquired within the transaction 4,785 61.800 38.831 5.000 72.098 100.000

» Acquirers are generally larger and more profitable than their target counterparts, as shown by the comparison of the
average size and ROA

» Our sample is mainly composed of friendly deals and involves the acquisition of majority stakes
» Deals included in the sample are financed mainly through cash

* All firm-specific accounting variables are winsorized at the 5th and 95th percentile



Results

BHAR 1 year
(1) BHAR_1y (2) BHAR_ 1y (3) BHAR_1y (4) BHAR_1y

ESGAcq 0.001*
ESGTar 0.000
EAcq 0.001
Etar 0.000
SAcq 0.001
STar 0.001
GAcq 0.001*
GTar -0.000
SizeAcq -0.007 -0.001 -0.003 0.002
ROAAcq -0.165 -0.132 -0.141 -0.146
LevAcq -0.021 -0.025 -0.023 -0.023
SizeTar -0.014 -0.019 -0.018 -0.014
ROATar 0.157 0.146 0.163 0.149
LevTar 0.005 0.007 0.006 0.005
Value 0.002 0.003 0.000 0.002
Cs -0.055* -0.058* -0.054* -0.057*
CB 0.003 0.005 0.000 0.010
Attitude -0.029 -0.025 -0.022 -0.033
StockPayment -0.001 -0.001 -0.001 -0.001
StockAcquired -0.000 -0.000 -0.000 -0.000
_cons 0.080 0.099 0.062 -0.022
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Obs. 567 567 567 567
R72 adj. 0.015 0.011 0.016 0.012
Prob > F 0.014 0.031 0.018 0.020

*, ** and *** indicate significance at the 10%, 5% and 1% levels



Results

BHAR 2 years

(1) BHAR_2y (2) BHAR_2y (3) BHAR_2y (4) BHAR_2y
ESGACcq 0.002
ESGTar -0.000
EAcq 0.001
Etar -0.000
SAcq 0.001
STar -0.000
GAcq 0.001
GTar 0.000
SizeAcq -0.004 -0.002 -0.004 0.007
ROAAcq -0.739** -0.719** -0.733** -0.705**
LevAcq -0.074** -0.076*** -0.074** -0.076***
SizeTar -0.015 -0.018 -0.014 -0.021
ROATar 0.152 0.140 0.160 0.138
LevTar 0.016 0.017 0.015 0.016
Value 0.014 0.015 0.013 0.015
Cs -0.050 -0.052 -0.050 -0.052
CB -0.009 -0.009 -0.010 -0.005
Attitude -0.019 -0.016 -0.018 -0.017
StockPayment -0.000 -0.000 -0.000 -0.000
StockAcquired -0.000 -0.000 -0.000 -0.000
_cons -0.145 -0.121 -0.161 -0.226
Year FE Yes Yes Yes Yes
Industry FE Yes Yes Yes Yes
Obs. 551 551 551 551
R”2 ad;. 0.031 0.029 0.031 0.028
Prob > F 0.000 0.000 0.000 0.000

*, ** and *** indicate significance at the 10%, 5% and 1% levels



Conclusions

Results Discussion

» Ourregression analyses provide no empirical support for hypotheses H1 and H2 as we find no significant evidence that
ESG ratings of either party involved into a merger yield higher long-term abnormal returns in our sample of deals

» Our results contribute to the ongoing and inconclusive debate on the value implications of ESG by showing that pre-deal
ESG performance is not systematically associated with post-merger value creation

Possible Explanations

1. Offsetting mechanisms may be at play = arguments from both stakeholder theory/RBV and agency theory hold logical
validity, suggesting that both theoretical relations exist and they can balance each other

2. Cross-country and cross-industry heterogeneity > ESG-related value creation depends on institutional,
geographical and sectoral context. In our international and cross-sectoral sample average effects may be diluted by
substantial institutional and sectoral heterogeneity

3. ESG alone can be unable to explain M&A value creation = it is proven that ESG is systematically considered in M&A
transactions. However, ESG might not be a first-order driver of shareholder value in M&A transactions relative to other
traditional financial and strategic factors

4. ESG performance measurement = ESG aggregated scores conflate heterogeneous practices and policies that vary in
materiality and can be imperfect proxy for the specific capabilities / ESG-related actions that drive post-merger
integration, synergy realization and value creation



Conclusions

Key Implications

Implications
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It is necessary to promote more standardized, comparable, and materially-driven ESG disclosure to improve
ESG impact understanding and measurement

Distinguish between ESG disclosure compliance and ESG integration in order to incentivize companies to
effectively manage sustainability-related risks and opportunities

ESG strength at deal announcement is not sufficient to guarantee post-merger value creation; ESG
considerations should be embedded along the entire M&A process with integration quality and organizational
execution remaining central for the deal success

To turn ESG into value creation, managers should translate sustainability considerations into concrete financial
drivers (e.g. lower cost of capital, supply chain resilience) rather than relying on ESG scores alone

ESG rating should be employed as starting point, not as standalone predictors of M&A success, and
complement them with analysis of materiality, strategic fit, and deal-specific risks

Limitations and Future Research

» The use of an international and multi-industry sample enhances external validity but may underscore ESG heterogeneity.
Country-specific or industry-focused analyses could better isolate institutional and regulatory mechanisms

» Replicating the analysis using alternative ESG data sources and other measures of M&A success would strengthen
the robustness of the findings

» Limited availability of sustainability data for firms involved in M&A



Thank you for
your attention




Appendix |: Dataset Composition (1/2)

. Total Deal Average Deal . .
0, 4 0, - 0
Deal Year Proportion (%) Value ($m) Value ($m) # Cross-border| Proportion (%) | # Cross-sector | Proportion (%)

2010 492 10% 289.577 589 392 80% 316 64%
2011 401 8% 346.298 864 304 76% 268 67%
2012 430 9% 258.498 601 360 84% 280 65%
2013 336 7% 187.529 558 256 76% 239 1%
2014 357 7% 635.249 1.779 297 83% 261 73%
2015 409 9% 1.004.063 2.455 327 80% 285 70%
2016 355 7% 663.566 1.869 267 75% 256 72%
2017 348 7% 415.726 1.195 261 75% 243 70%
2018 424 9% 644.695 1.521 344 81% 267 63%
2019 307 6% 668.300 2177 221 72% 208 68%
2020 284 6% 536.553 1.889 215 76% 223 79%
2021 353 7% 441.155 1.250 280 79% 252 71%
2022 289 6% 318.010 1.100 237 82% 211 73%
Total 4.785 100% 6.409.219 1.339 3.761 79% 3.309 69%

600 1.200.000

500 1.000.000

400 800.000

300 600.000

49%
200 400.000
100 200.000 14%
0 - 7% \
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# Deals —@—Total Deal Value ($m) #0-25% =25-50% =50-75% =75-100%



Appendix |: Dataset Composition (2/2)

2.000 5.000.000
1.500 4.000.000
3.000.000
1.000
2.000.000
500 1.000.000
0 - 0
North America South America Asia Western Europe  Eastern Europe Oceania
# Same Country # Cross-border ~ —@—Total Deal Value ($m)
By Acquiror Sector
1.200 1.750.000
1.000 1.500.000
800 1.250.000
1.000.000
600
750.000
400 S ' 500.000
200 250.000
0 0
Basic Materials Cyclicals Non-Cyclicals Energy Healthcare Industrials Technology Utilities
# Same Sector # Cross-sector ~ —@—Total Deal Value ($m)



Appendix |I: Robustness Test

Difference between ESG of acquiror and target

(1) BHAR_1y (1) BHAR_2y

DIffESG 0.001 0.001
SizeAcq 0.002 0.001
ROAAcq -0.139 -0.720**
LevAcq -0.025 -0.076***
SizeTar -0.011 -0.012
ROATar 0.157 0.152
LevTar 0.005 0.016
Value 0.001 0.013
Cs -0.057* -0.052
CB 0.011 -0.003
Attitude -0.034 -0.023
StockPayment -0.001 -0.000
StockAcquired -0.000 -0.000
_cons -0.022 -0.220
Year FE Yes Yes
Industry FE Yes Yes
Obs. 567 551
RA2 adj. 0.012 0.031
Prob > F 0.023 0.000

*, ** and *** indicate significance at the 10%, 5% and 1% levels
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