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a b s t r a c t 

Prior research finds that firms hire directors for their acquisition experience, regardless of 

acquisition quality (whether their prior acquisitions earned positive or negative announce- 

ment returns). Using several short- and long-run measures, we examine the effects of di- 

rectors’ acquisition experience on the acquisition performance of firms hiring them. We 

find that board acquisition experience is positively related to subsequent acquisition per- 

formance, demonstrating that firms appropriately value experience. Beyond experience it- 

self, however, the quality of directors’ prior acquisitions is also important. Our results sug- 

gest that firms may be better served to select directors based upon both past acquisition 

experience and acquisition performance. 

© 2016 Published by Elsevier B.V. 

1. Introduction 

On December 16, 2009, the U.S. Securities and Exchange 

Commission (SEC) approved new rules requiring firms to 

disclose in their proxy statements the experience, qual- 

ifications, attributes, and skills of each director nominee 

that had led the board to conclude that he or she should 

serve as a director. Along with industry, executive, finance, 

and other types of expertise, firms often highlight the 

acquisition experience of directors. For example, Western 
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Digital Corp.’s 2010 proxy states, “[Mr. Kimsey] has ex- 

tensive experience negotiating, overseeing and integrating 

merger and acquisition transactions at both the executive 

and board level, which is experience highly valued by our 

Board of Directors.” GT Advanced Technologies Inc.’s 2013 

proxy states, “Ms. Petrovich brings a wealth of experience 

in mergers, acquisitions and the integration of acquired 

businesses in the automotive, off-highway and transporta- 

tion industries.” Although firms must now specify direc- 

tor experience in proxy statements, providing sharehold- 

ers with better information upon which to base their votes, 

there is scant evidence about the effects of director experi- 

ence on firm value. In this paper, we examine whether di- 

rector acquisition experience contributes to firm value by 

improving the quality of firms’ acquisitions. 

Harford and Schonlau (2013) provide evidence that ac- 

quisition experience is valued in the director marketplace. 

Specifically, they demonstrate that directors who partici- 

pate in acquisitions are significantly more likely to obtain 

higher numbers of board seats in subsequent years, regard- 

less of whether their past acquisitions generated positive 

or negative announcement returns. Additionally, they find 
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that firms hiring directors with acquisition experience are 

more likely themselves to make acquisitions in the near 

future, suggesting that firms hire such directors for their 

expertise. Because firms seem to recruit directors for their 

acquisition experience regardless of the quality of direc- 

tors’ prior acquisitions (i.e., whether they earned positive 

or negative announcement returns), Harford and Schon- 

lau contend that, in the case of acquisitions, experience is 

more important than ability. 

Although Harford and Schonlau demonstrate that firms 

recruit directors for their acquisition experience, they do 

not examine whether such experience actually affects ac- 

quisition outcomes. In this paper we seek to fill this void. 

Specifically, we address the following questions: Does prior 

director acquisition experience lead to better acquisition 

announcement returns for the firms that hire them? Are 

firms’ acquisition announcement returns affected by the 

performance of directors’ past acquisitions? 

Given Harford and Schonlau’s results, we may expect 

prior acquisition experience to result in better acquisition 

outcomes for firms with experienced directors on their 

boards, but Harford and Schonlau’s results provide no 

evidence to suggest a relation between the quality of di- 

rectors’ prior acquisitions and future acquisition outcomes. 

To examine these issues, we propose the following two 

hypotheses. The Experience Hypothesis conjectures that 

acquisition experience alone affects future acquisition 

outcomes: firms with higher levels of board acquisition 

experience will engage in better-performing acquisitions. 

The Performance Hypothesis conjectures that, beyond 

experience, ability affects future acquisition outcomes: 

firms in which directors’ prior acquisitions earned higher 

announcement returns will engage in better-performing 

acquisitions. 

Using a broad sample of firms conducting acquisitions 

from 1998 to 2014, we examine the relation between the 

bidder’s board acquisition experience and its acquisition 

outcomes. We use two measures of board acquisition expe- 

rience: (i) the total number of acquisitions in which inde- 

pendent directors were involved outside the principal firm 

during the prior ten years, and (ii) the percentage of in- 

dependent directors that have had acquisition experience 

outside the principal firm during the prior ten years. We 

find that acquisition experience among independent direc- 

tors of acquirers is common: 80% of acquirers have at least 

one independent director with acquisition experience. For 

acquirers with experienced boards, on average 36% of in- 

dependent directors have acquisition experience, and inde- 

pendent directors, on average, have participated in almost 

seven acquisitions with other firms. 

Consistent with the Experience Hypothesis, we find that 

board acquisition experience is valuable for bidders: firms 

with higher levels of board acquisition experience earn sig- 

nificantly higher acquisition announcement returns. This 

effect is statistically and economically significant: increas- 

ing board acquisition experience by one standard deviation 

raises the three-day average cumulative announcement re- 

turn (CAR) by 0.53%. By comparison, the sample average 

CAR is 0.49%. 

Next, we test the Performance Hypothesis by investi- 

gating the extent to which past acquisition performance, 

rather than just acquisition experience, affects the value 

of future acquisitions. We measure the quality of the 

board’s prior acquisitions by summing announcement 

returns for all prior acquisitions in which directors have 

participated outside the principal firm. Summing across 

all past acquisitions, we find that only 54% of acquiring 

firms’ boards have earned net positive returns on their 

past acquisitions; 46% of boards’ prior acquisitions were, 

in sum, value-decreasing for shareholders. This provides 

further evidence that, consistent with Harford and Schon- 

lau (2013) , firms hire directors based on past acquisition 

experience but not past acquisition performance. 

It is possible that directors learn equally from good and 

bad acquisition outcomes. If so, it would be rational for 

firms to disregard past acquisition performance in favor of 

experience when searching for directors. However, we do 

not find that this is the case. In fact, the quality of di- 

rectors’ past acquisitions does affect future acquisition per- 

formance. Consistent with the Performance Hypothesis, we 

find that the quality of the board’s past acquisitions—not 

just the acquisition experience itself—impacts announce- 

ment returns. Announcement returns are higher for firms 

with boards that earned higher CARs in past acquisitions: 

after controlling for the level of experience, a one stan- 

dard deviation increase in directors’ prior CARs leads to 

an additional 0.44% increase in the average announce- 

ment return. Moreover, when we decompose our experi- 

ence measures by accounting separately for prior acqui- 

sitions with positive and negative CARs, we find that our 

earlier result showing that higher board acquisition expe- 

rience leads to higher announcement returns is driven en- 

tirely by directors who have previously participated in net 

value-enhancing acquisitions: a one standard deviation in- 

crease in such experience increases the average announce- 

ment return by 0.67%, which is sizeable relative to the 

sample mean of 0.49%. 

Given the substantial effect that the quality of board 

acquisition experience has on the value of future acqui- 

sitions, it is puzzling why firms seek out directors with 

acquisition experience regardless of the quality of direc- 

tors’ past acquisitions. Certainly, it is possible that direc- 

tors with poor-performing acquisitions are brought onto 

the board for reasons other than acquisition experience. 

Nonetheless, our results demonstrate that if firms seek di- 

rectors with acquisition experience to enhance acquisition 

quality, they may be better served not only to select di- 

rectors based upon acquisition experience but also based 

upon the performance of directors’ past acquisitions. 

Although our findings show that director acquisition ex- 

perience, particularly when value-enhancing, leads to im- 

proved announcement returns for firms on whose boards 

they serve, a potential concern for this interpretation of 

our results is the endogenous nature of board composition 

( Hermalin and Weisbach, 1998, 2003; Adams, Hermalin, 

and Weisbach, 2010 ). For example, if experienced directors 

join better-quality firms, our results could be biased by 

omitted firm characteristics. We employ an instrumental 

variables approach to mitigate the concern that endo- 

geneity is driving our results and confirm that board 

acquisition experience continues to have a significant and 

positive effect on firms’ acquisition announcement returns. 
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