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My research is the first investigation into the effect of VC investments on transaction terms and
economic outcomes of M&As. It reveals the value creation of VC syndication and explains how VC
firms® investment strategies in target firms affect the wealth of acquirer shareholders.

My research ﬁroposal focuses on the relationship between venture capital
(VC) investors in target firms and the economic outcomes of mergers acquisitions. 1 show that
venture capital (VC)-backed targets prefer stock as the method of payment in mergers and
acquisitions, and the ratio of stock is larger when the targets are financed by a syndicate of VCs.
Overall, my research reveals the investors® strategies to hold shares of the acquirers that meet
their investment preferences.
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This research provides an investigation on the decision of Venture Capital(VC) firms
to choose stock or cash proceeds, when they exit their investments through mergers
and acquisitions or trade sales. VCs are investment management firms investing their
raised funds in selected portfolio companies and often aim to exit through IPO or
merger and acquisition (M&A). When M&A is the exit channel, VCs face the decision of
receiving cash or holding stock of acquirers. If VC funds under the management of VC
firms mature, they can choose cash as the method of payment and return the cash
proceeds to VC partners who contribute capital to the VC funds. VCs may also liquidate
their assets to decrease the cost of capital or increase the internal rate of returns.
However, VCs can hold the the shares of acquirers to gain long-term benefits if the
share value of the acquirers increases in the future. The project’ s main objective
is to understand the decision to choose the method of payment by VCs in M&A exits and
how it affects the benefits of target shareholders, acquirer shareholders, and other
stakeholders.

In this research project, 1 aim to answer the following research questions: Do VCs
prefer cash or stock when they exit through mergers and acquisitions? How do investors’
investment preferences affect the decision to hold the acquirers’ stock? Which types
of VCs that prefer stock as the method of payment? How does the method of payment
affect the acquirer’ s performance in the short-term and the long-term? In addition,
I explore the relationship between the syndication of VC investments in VC-backed
targets and the outcomes of M&A exits. Finally, 1 examine whether VC firms allocate
capital through the social network channel and how the network-driven allocation
affects investment outcomes.

I use both multivariate regressions and Tobit regressions to analyze the relationship
between VC investments and methods of payment in M&As. 1 use advanced research methods,
such as difference-in-difference analysis (DID), IV-2SLS, and propensity score
matching to identify the causal relationship. Using well-established VC and M&A
databases, 1 compute the ratio of stock payment in each M&A transaction and create a
dummy variable indicating whether a transaction paid with stock. 1 also identify
whether the target is backed by at least one VC firm. I follow the existing literature
on M&As to control for known acquirer characteristics that determine methods of payment,
such as the acquirer’ s asset size, Tobin’ s Q, liquidity, the ratio of debts, the
return on total assets, and investment. I will further control for deal characteristics
that have been identified as determinants of methods of payment, including the business
relatedness between the target and the acquirer, transaction size, the similar sate
of location between the target and the acquirer, and stock price run-up. 1 also include
industry and year fixed effects in all regressions.

I have published three research papers in internationally peer-reviewed journals. In
the First paper “ Does venture capital syndication affect mergers and acquisitions” ,
I find evidence that takeover targets that receive financing from VC firms have higher
premiums and spend more time to complete the acquisitions. The acquirers of syndicate-
backed targets have lower announcement returns but better long-term performance,
suggesting that acquisitions of syndicate-backed targets create wealth for the
acquirers’ shareholders. | show that acquirers of syndicate-backed targets have
better corporate governance during the post-acquisition period, and the syndicate-
backed targets prefer stock as the method of payment. These are potential mechanisms
for value creation in syndicate-backed acquisitions. Collectively, the findings



indicate that VC syndication creates value for both entrepreneurial firms and their
acquirers in the long-term.

In the second project “ Venture capital and method of payment in mergers and
acquisitions” , I show that VC firms prefer stock of acquirers as the method of payment
in VC-backed acquisitions. They select acquirers that meet their investment
preferences. Particularly, they hold stock of acquirers that are small, young, risky
or invest intensively. | find that VC-backing positively contributes to the acquirers’
wealth in the short term and the long term. Overall, the findings are consistent with
the investment preference hypothesis that VCs may prefer acquirers’ shares and benefit
from future increases in the shares’ value.

In the third project “ Navigating investment decisions with social connectedness:
Implications for venture capital” , 1 show that social connectedness is one of the
channels through which VC firms allocate their capital, i.e., they invest more in
targets that are socially connected to them, i.e., the targets that have a high level
of social proximity. Specially, | use Facebook data in this project to measure social
connectedness between the locations of VC firms (investors) and portfolio companies
(investees), and examine the impact of social connectedness on the amount of capital
the VC firms allocate to the portfolio companies. While 1 document a positive impact
on the proportion of allocated capital, I show that such investments are not efficient
and suggest investors to use different methods to navigate investments.

In addition to three published papers, I have one manuscript that is currently under
revision at an international journal. It is a Kakenhi-funded project with a publication
anticipated in six to twelves months.

This research will also form the foundation for future research investigations as a
part of ongoing work to identify the value creation strategies of venture capital
investors.
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