
Definitions 

Poison Pills 

There are five major versions of poison pills: Preferred Stock Plans, Flip-over right plans, 

ownership flip-in plans, back-end plans and voting plans (Dowen, Johnson, & Jensen, 1994). 

The following chapters will elaborate on these five types in detail. 

Preferred Stock Plans 

Preferred Stock plans are the earliest variations of poison pills, often referred as “original 

plans”. The basic principle is to dilute the amount of shares available for a possible purchaser. 

The firm issues the convertible preferred stocks in the form of a dividend to the current 

shareholders. In case of a takeover attempt that exceeds a certain threshold of the company´s 

common stock, these preferred stock owners receive two special rights (Nuijs, 2011). Firstly, 

the preferred stockholder can redeem their shares at the highest price that they paid for the 

common stock at any time. It can be claimed that a tender offer will rationally not be accepted 

by the shareholders as they are guaranteed to receive the highest quote paid by the buyer. 

Secondly, if the merger takes place, the preferred stocks can be converted into voting 

securities. Therefore, the possible acquirer loses voting power which makes the transaction 

less interesting (Alija, Ochoche, & Zhou, 2010). 

Flip-over right plans 

Flip-over right plans are the most common configuration of poison pills. In form of a 

dividend, shareholders obtain the right to buy shares of the company which are priced highly 

above the market quote. This right will mostly not be exercised due to the fact that the 

shareholders can directly buy shares to favourable conditions at the market. The pill will be 

triggered in case an outstanding party exceeds a pre-defined share of ownership (for instance 

20%). In essence, the shareholder rights now “flip-over” and allow shareholder to buy shares 



of the merged entity at a significant discount (Sunder, 2014). Under these circumstances, the 

offer will most likely be taken on the spot, as it is a profitable deal for the shareholders. It 

should not be forgotten that flip-over right plans do not entirely prevent takeovers. However, 

they do increase the costs for a hostile takeover significantly. As a result, the possible 

acquisition might not be profitable and interesting for the collector any more. Flip-over pills 

intend to transfer wealth from the shareholders of the acquiring company to the shareholders 

of the target company (Shah, 1996). 

Ownership Flip-in plan 

While the flip-over pill unleashes poison after the deal is complete and a merger definitely 

takes place, ownership flip-in plans trigger before a possible takeover occurs. Again, if the 

threshold of a certain level of ownership is exceeded, the existing shareholders get the right to 

buy additional shares at a discount. These rights increase the amount of shares of the target 

company in the market, so the takeover is going to be more expensive for the acquirer. It can 

also be claimed that the percentage of shareholding of the hostile acquirer is diluted by the 

fresh issue of shares (Sunder, 2014). 

Back-end plans 

Back-end rights plans contain redeemable right dividends for shareholders. The dividend gets 

triggered if the bidder exceeds a certain threshold. The rights allow the shareholders to 

exchange the shares for a back-end price with a value above the current market price (Nuijs, 

2011). However, these rights are exclusively valid for current shareholders and not for the 

potential acquirer. Consequently, once the back-end plan is in place, the acquirers will most 

likely be discouraged to complete the acquisition. It is known that a bid below the back-end 

price will not be successful as the shareholders have the incentive to hold out for the higher 

back end price (Ryngaert, 1988). 



Voting plans 

Voting plans issue preferred stocks that offer superior voting rights to existing shareholders of 

a firm. If a hostile acquirer buys a certain threshold of common stocks, he still would not have 

control over his offer, as the preferred stock overweight the voting privileges in this matter. 

Voting plans construct an environment that is supposed to be less attractive to possible 

acquirers. As a result, they are defined as an effective takeover deterrent (Alija et al., 2010). 
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Year Sample Size Percentage of sample

1997 391 8.73%

1998 516 11.52%

1999 489 10.92%

2000 343 7.66%

2001 358 7.99%

2002 316 7.06%

2003 225 5.02%

2004 145 3.24%

2005 149 3.33%

2006 184 4.11%

2007 165 3.68%

2008 227 5.07%

2009 231 5.16%

2010 169 3.77%

2011 172 3.84%

2012 141 3.15%

2013 111 2.48%

2014 71 1.59%

2015 76 1.70%

Total 4479 100%

Poison Pill Adoptions per Year

Table 1: Poison Pill Adoptions per Year 

Sub-period Sample Size Percentage of sample

1997 - 1999 1396 31.17%

2000 - 2004 1387 30.97%

2005 - 2009 956 21.34%

2010 - 2015 740 16.52%

Total 4479 100%

Poison Pill Adoptions per Sub-period

Table 2: Poison Pill Adoptions per Sub-period 



 

 

 

 

 

 

 

 

 

 

 

 

 

  

Description Sample Size

Total of Events analyzed 4479

Events dropped due to 

unavailability of CUSIP
232

Events dropped as Date outside 

the period of Data available
598

Too few estimation period days 

with data
17

Too many estimation period 

days with missing data
7

Total of Events dropped 854

Total of Events usable 3625

Usage of Poison Pill Adoption Dates

Table 3: Usage of Poison Pill Adoption Dates 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Trigger Sample Size Percentage of sample

Routine measure 3064 68.41%

Friendly deal 808 18.04%

Friendly stakeholder 161 3.59%

Initial public offering 93 2.08%

Unsolicited proposal 53 1.18%

Restructuring 50 1.12%

Stock split 36 0.80%

Shareholder proposal 25 0.56%

Sudden stake accumulation 24 0.54%

Hostile tender offer 22 0.49%

Significant shareholder 21 0.47%

Litigation 18 0.40%

Public offering 16 0.36%

Proxy fight 11 0.25%

Major stake sale 5 0.11%

Large legal settlement 4 0.09%

Rumors pending 4 0.09%

Contemplated sale 3 0.07%

Increased trading activity 3 0.07%

Merger talks suspended 1 0.02%

Neutral tender offer pending 1 0.02%

no reason  stated 56 1.25%

Total 4479 100%

Poison Pill Adoption trigger

Table 4: Poison Pill Adoption trigger 



 

  

Table 5: Fama-French-Momentum Model Abnormal Returns, Equally Weighted Index 



 

 

  

Table 6: 2010-2015 - Market Model Abnormal Returns, S&P 500 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Description Sample Size

Total of Events analyzed 740

Events dropped due to unavailability 

of CUSIP
71

Events dropped as Date outside the 

period of Data available
95

Too few estimation period days with 

data
4

Too many estimation period days 

with missing data
-

Total of Events dropped 170

Total of Events usable 570

Usage of Poison Pill Adoption Dates 2010 - 2015

Table 7: Usage of Poison Pill Adoption Dates 2010 - 2015 

Description Sample Size

Total of Events analyzed 955

Events dropped due to 

unavailability of CUSIP
62

Events dropped as Date 

outside the period of Data 

available

128

Too few estimation period 

days with data
6

Too many estimation 

period days with missing 

data

4

Total of Events dropped 200

Total of Events usable 755

Usage of Poison Pill Adoption Dates 2005 - 2009

Table 8: Usage of Poison Pill Adoption Dates 2005 - 2009 



 

  

Table 9: 2005-2009 Market Model Abnormal Returns, S&P 500 



 

  

Table 10: 2000 - 2004 Market Model Abnormal Returns, S&P 500 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Description Sample Size

Total of Events analyzed 1387

Events dropped due to unavailability of 

CUSIP
49

Events dropped as Date outside the 

period of Data available
225

Too few estimation period days with 

data
6

Too many estimation period days with 

missing data
3

Total of Events dropped 283

Total of Events usable 1104

Usage of Poison Pill Adoption Dates 2000 - 2004

Table 11: Usage of Poison Pill Adoption Dates 2000 - 2004 

Description Sample Size

Total of Events analyzed 1395

Events dropped due to unavailability 

of CUSIP
51

Events dropped as Date outside the 

period of Data available
149

Too few estimation period days with 

data
1

Too many estimation period days with 

missing data
1

Total of Events dropped 202

Total of Events usable 1193

Usage of Poison Pill Adoption Dates 1997 - 1999

Table 12: Usage of Poison Pill Adoption Dates 1997 - 1999 



 

  

  

Table 13: 1997 - 1999 Market Model Abnormal Returns, S&P 500 



  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Description Sample Size

Total of Events analyzed 3064

Events dropped due to unavailability 

of CUSIP
182

Events dropped as Date outside the 

period of Data available
309

Too few estimation period days with 

data
13

Too many estimation period days with 

missing data
5

Total of Events dropped 509

Total of Events usable 2555

Usage of Routine Poison Pill Adoptions

Table 14: Usage of Routine Poison Pill Adoptions 

Description Sample Size

Total of Events analyzed 1359

Events dropped due to unavailability 

of CUSIP
45

Events dropped as Date outside the 

period of Data available
287

Too few estimation period days with 

data
4

Too many estimation period days with 

missing data
3

Total of Events dropped 339

Total of Events usable 1020

Usage of non-routine Poison Pill Adoptions

Table 15: Usage of non-routine Poison Pill Adoptions 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Description Sample Size

Total of Events analyzed 2097

Events dropped due to unavailability 

of CUSIP
54

Events dropped as Date outside the 

period of Data available
272

Too few estimation period days with 

data
-

Too many estimation period days with 

missing data
3

Total of Events dropped 329

Total of Events usable 1768

Sample of firms acquired after pill adoption

Table 16: Sample of firms acquired after pill adoption 

Description Sample Size

Total of Events analyzed 2055

Events dropped due to unavailability 

of CUSIP
137

Events dropped as Date outside the 

period of Data available
265

Too few estimation period days with 

data
16

Too many estimation period days with 

missing data
4

Total of Events dropped 422

Total of Events usable 1633

Sample of firms not acquired after posion pill adoption

Table 17: sample of firms not acquired after poison pill adoption 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Table 18: Acquired firms Market Model Abnormal Returns, S&P 500 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

  

Table 19: Not acquired firms Market Model Abnormal Returns, S&P 500 



 

 

 

 

 

 

 

 

 

 

  

  

Description Sample Size

Total of Events analyzed 4475

Events dropped due to unavailability 

of CUSIP
230

Events dropped as Date outside the 

period of Data available
2892

Too few estimation period days with 

data
12

Too many estimation period days with 

missing data
5

Total of Events dropped 3139

Total of Events usable 1336

Sample of poison pill expiration

Table 20: Sample of poison pill expiration 



 

 

 

 

  

Table 21: Pill Adoption by Banks, Market Model Abnormal Returns, S&P 500 



 

Table 22: Pill Adoption of Software firms, Market Model Abnormal Returns, S&P 500 


