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An attempt has been made in this study to assess the impact of different modes of payment
employed in cross border acquisitions, viz. cash, earnout and stock on the risk profile of the
acquiring companiesin India. The purpose isto discern which of the stated modes of payment
enables an acquiring company in better hedging the risk of adverse selection that arises due to
the information asymmetry on the part of the acquiring company regarding the true value of
assets of the target company. It has been found that of the three modes of payment, earnouts
provide best hedge to the acquiring companies for minimizing the risk of adverse selection in
cross border acquisitions. The reason being earnouts enable an acquiring company resolve the
problem of over-valuation and that of non-performance by making part payment contingent on
the ex post performance of the target company as well as by retaining target company’s

managers respectively. The paper recommends earnouts as a valuable strategy for the
acquiring companies from India as well as other emerging markets for their future global

acquisitions as these companies usually end up overpaying the target companies due to lack of
expertise in cross border acquisitions. The paper has tried to fill the void in the existing

literature by explicitly analyzing the impact of the different modes of payment on the risk
profile of acquiring companiesin the post acquisition period.
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