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ARSTRACT

EFFECT OF MERGERS AMD ACGUISITIONMS
OR BTOCEHOLDE AMD THE QMY

Timothy J. Farksr, M.R.A.

The University of North Dakota Graduats Center, 1389
Faculty Advisor: Dr. Orville Goulst

The = winlume aof takeover activity has
astromnomical 1y zirmce  the frenzy of currmnt takeoy
activity uf: th  the 1274 raid on Tric. in
'“11~dw1phlu. el *hwr we have witnes or oWt of
the raider financing tool: the Jjunk bond. This high-
vield but incredibly risky bond  has helped finance some o f
the largest mergers and acguisitions in history. The risk
s not driven away 1nyv ors looking for substantial
EArNings. The demand these so called below-investment-—
grade bonds continues to grow.

Are  these bonds causing companies  to take on too much
deht  to finance thakesovers? Dows this  frenzy of takeove
activity do more harm than good to shareholde
the capital markets, and the sconomy as a whole

From the ressarch [ have done, [ have determined that
there ars no hard and fast rules to provide the answer o
these guestions. Thers is little concrets proof that
mergers and acquisitions are good or bad. Some mergers and
acquisitions will be beneficial, others will not. T find
the answer, you must evaluate the effects on a company by
ll'lﬂpuxll_;ft 1S,
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Eupanslony it is muckh more economical to o acquire these fivrms

rather than spend the money to gupand and build extra

capacity. Under the Security Exchanges Commisslon
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rules, ary acquisition of voting stock  of 5 % oor more must

be reported to the SEC. & freguently

Foldings of the takeover candidate is  through a

inorea
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fer, which iz aimed at stockholders of the b
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fivim. The acguiring firm offers to pay & premium over the

current market price for a gpeci fied pericd of time and for
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a  mamimuam  total of

price.®
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Whether orF not speci fic mergers are i viclation of the
antitrust laws iz a guestion af  fact and  law. Under the
Clayton  Act  of 1314, the Federal Trade Commission has

af Jushics

conaurrent jurisdiction wikh the
regarding enforcement  of, profibition  of, monopolistic
devices. Under the Federal Trade Commission Act of 1314,
the commission also has jurisdiction  over unfair methods of

competition.®

“+Ibid.

Wllic.
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GROLUND INFORMATION

It i= possible to combins twe companiss  and their

operations so that the resulting company is  better able tao

produce
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mociaty will benefit. Society wWill revard such a combina-
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tion by increasing The markst waluwe of fthe combined company

abowve that of the individual companies by an amount which

reflects the improved  abllity Lo profitably satisfy

. - 3. ¢
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= =R Y

= nesds. Thi=s valug iz the stand-alons valuoues of

= an b individual company plus the value-addsd from the

TMET Qa1 . The csiling price that should be paid for a

valus plus the full amount

. PR

the  combination of the ftwo companies.

than this 1 its shares-

valus creataed by

the mergsr.®

iy

Thuz, when one company is considering buying or ssllin
ancther, two things should be known. First, ths company

should  know the market wvalus of  the selling company and how

accurately this value =asures  1ts underlying  value.

B kN -
Cres [P

Becond, the company krow  if  combining

companiss will  result in oa favorable interaction with &

EThomas Hopkins Mergers, dcguisitions. and Divestitures
P aviont o)

(Homewood, Illinois: Dow Jones-Irwin, 1983), p. &

®
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profitable value-added.”
Im its most basic form, the market valus of a COMPanY

ig the price at which the company can be =old. A key

tion  is how accurately the company’s shares are valued

by the marketb. IT the zharssz  are undervalued, there is a

T

good  chence of buying the company at a2 bargain price. If
the shares are overvalued, the company could be sold at
bonus price. The price of & company’s shares will be
correct  at any  moment 1T the market for those shares has
thres attributess it krnows  all dinformaticon  about  the

COMPEny chts on that informetion; and it is accurate in

~an
-
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W
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its assessment of the true importance of  the information.
Unfortunately, 1t is very difficult to have timing accurate

ancugh to meet all of these regquirements at one time.®

Another in determining postmerger worth is the

value-added or  the value that the market places on the

improved  ability of the combined  company to profitably

produce the goods  and services that society demands. The
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value~added s=sguals the benefits less the ocos

lf'

from combining the two companies.®
The decision rule fto guide management in determining

wWwhether or not the company should buy ancther is to buy if

7Ibid.
®lbid., p. 4.

®Ibid., p. 11.



Me price  preEmlidm. The price

the wvalus-—addsd

freesml um the excess to be paid above the stand-alons value

e price

of  the  selling company. The wvalus—addsd le

a measurs of  how  much better aff  the buyving

sharsholders would be if the purchase is consummated.
An acquisition can result in one of fouwr situations for

the buyving sharsholders.  These are:

mprany imak

el windwin scenario in hlnh &
hargain-priced i1 iz able to develop
valt added; (o 5 ] rario whers the value-
i &M LT, Which  oan bDe
achisved through e pursuit of valus-added
or the pursuit of bargains; LEY & lose tario in
which the valus-—added is less than ths premium;
or £4) a loseflose scenaric in which the hnyar aric
the

o B
i W

shareholders have lost by the premlun

Bmall  companiss  have an  opporfunity  Tor outstanding

growbh by acguisitions. They are likely to have large gains

ERR . p)

small companies  byploally acquire  obher =small

.J,

hecause

Compani 8s are closesly held and are thersfore more

likely +o be bargains. They are not  as  constrainesd by

antitrust laws, and therefore can buy competitors o

=rerating

significant valus—-added. o s emall company

should  copsider  an aggressive  acguisition strats

arowth stratedy. On the obher hand, the majority of

acquisitions v large companies are detrimental to thelr

101hid., p. 33.

11lhid., p. 107.



When one Largs company another large

OO ST . it will most likely have to pay a high premium, but

will not  kave much  of a chance  to  generabte significant
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BENEFITE TO SHAREHOLDERS

The focus of Corporate America is changing rapidly.
This change has been brought on in part by increassed share-
Fxlder  activism. The mation’s G2 million stockholders are
waking up to the {fact that they have rights as ocwners of the
Coinpaniss  1n
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supporting  antitakeover legis

e

supplisd by the SEC shows  that takeovers benefit the stock-
ol der. A4t the =ame Lime, new entrenchment  desvices are

being introdused by managements the country ..

The concern bheilng grpressed 1= that mavrger and
acqguigition activity is bad. But a recent study by Michael
Jernsen in the Harvard Business Review showsd that  on the

nvestment fraom a

PN

AVET AQE, shareholders gain 20 X on their

taksover. The ocontrovers ie mobt el stirred by the

stockhol der, but by managements who have forgot

cten who they

14T B, Fickens, Jr., "Shareholders: The Forgott
Feople, "Jouwrnal of Business Strategy, & (Summer 198
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work  for oand  what their primary re Lity  dsm. Lo

ererutti v

if

as  a means of

are nob laooking

grhancing shareholder value. They only look at takeovers as

a threat to their salariss  and thelr ps

usually because they own  vary little their own

As & result, sxecubtives worvied about losing thelr

TN AL
Jobs have adopted some guesticonable practices.?®

Gresnmail iz an  example of a guestionable practice in
whiioh arn  investor takes & pozition in oA company and

MANAQGQEMEN i b TERUT Fias

threatens A

= shock at a premium—-to-market price. The problam

-t

i= that the offsr is not smads to o all other stockholders.

A1l managemsnt hmas to do v shop a potential greenmailer is

z=ay 1. Unfortunately many managemsnts  are  not strong
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srough o say no zo legislation is
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urifair to shareholders. It iz a
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totally wnacceptable

device that allows managesment  to keep  its  job  while

relisving itself of a perceived problem.*®

That is  how most ather srntrenchment deviocgs Work as

sell. The poiscn pill is another example of an entranchment

device which makss a firy
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7 omdch omore  espensive for an
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acquiring  company to purchase. To make itself less attrac—

tive .the targst firm adopts a provision to issus & new
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CHA&FTER IV

WHO REALLY BENEFITS FROM Ta&REEOVERST

Takeover attempts have beer led by small  ogroup of

iG
FsT]
i

raiders  who have threatensed the long-term existence of sven

the largest corporations in this  country. FMaking monsy 1s

obhviously one of the goals in taking over & company, and the
railders have made plenty of it over the vears, Adviorates of
takeover activity will conmtinually cite the benefits to the

shareholders  since they too can make  a guick and consid-

akeovers  are sffective

o
(%3

@ratl profit. Tha

i

methods of controlling sslfish or complacent management and

of bringing about necess

arbions? Do stockholders really bensefit

true are thess

from takeovers? Does the threat of a takeover really keep

managemsnt on its bos

Ore of the most common arguments presented in favor of
corporate takeovers iz that  the subssguent increases in

stoct attempt benefits all fthe

shareholders of  the {target company. Stock prices often

iin

actually increase substantially as a result of rvumor of a

L
i

takeover or an acttual takesover attempt; Pt this incresss 1S

11
H

often not linked to added economic value. The wultimate gosl

of  sttategic decisions made by managsrs of a company shouald

134811 Malekzadeh and Afsaneh Mahavandi, "Merger Maniaz  Who
- Uhn Lossae?! Jowrnal of Business Sriravegy 8 (Summer
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I+ allowsd to take owver & Company, the raldesrs arces
likely to sell the most productive assets of the firm to pay
off the takeover debt  and then auwction off  the remaining

A

o recover their  lnvest

asssts b tments. fAs a result, a
reputalbles company with many years of  productive service is
cut to pieces, its ma ired, and usually no other
shareholders  obther than  the raiders will benefit from the
takeover. Mamagements are caught in a dilemma. If they
attempt long-term planning and investment, the firm may
become an atiractive tabeover target. On the other hand, i
managemnsnts attempt  short-term  stock  wvalus maximizabion
tactics to protect the firm from takeover threats, they may

sopardize the long-term existence of the corporation. =

e
—_

Many swuggest 1at taksover threats will  help remind

T

'.u

managers for whom they work, the shareholders. Thus, the

use  of takeovers 1s advocated as a way of caontrolling the

v

scutives and  of making them

entrenchsed, zgl fish company

more &ffective. This argument is wrong. Thowgh soms =sl -

interested managers do exist in companies today, they are by

m

o mEans bthe majority. Furthermore, threatening managsr

with the loss of thelr Jobs doss not make  them more

effective, This lesds to anxiety and poor per formance

]

it

rather . than incressed effectiveness. Most experts agre

that the recent increase  in mergers has  led to & rising

==Ibid., p. 78.



Furnaver rate and declining productivity among oanags

Corporations grow  either throwgh  internal developmeEnt
of  new products or through  acquisition of existing firms.
Diversification through acguisitions can lead to a number of
possible benefits for both parties. A effective merger can
allow  beth firms to achieve a synergy that benefits their
shareholders, their customers, and society. Managers often
to  internal  development  of products,

prefer acguisitions
purchasing a company can quickly provide the firm with

HLE

the needesd resodrces, =9

=3 hid,

ZATxid., p. 7.
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fend off the group of raiders led Borg-
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While hostile takeovers can be a healthy method of
removing inefficisnt  managemsant, the game play=d by many
raiders with our cwrrent secwities laws also sxploits well-
FUn Iompant s, Adccording to studies by Columbia University
professor Louis Lowenstein, target firms have performed as

wall, arnd in By better than their pesrs befors

raiders enter the picture. Furthermore, target firms
performed worse after a successful  hostils taksover. The
raiders do not want to ovrun the corporations they take aver.

ing & stock

They play with the sscuritiss laws by incres

price at the esxpense of enmployees, reszearch and development,

[

bondholders, and the sconomy at large.’
1
A Torceful case can be presented that ralders l=ad to

ertrenched management rather than remnoving it. In defense,

some managers actually "soorch thelr own fields”. Even 17
the raiders do take control, they will have a firm so
swamped with debt  that no orne eslss would want  it. T
covrect  these abuses, the Benate Banking Committee approved

v that raiders ars

a mEasure that will improve disclosure =
uwnable to manipulate the market for corporate conbrol. Lhat

e e oy
b

are the chances that Congress will

securilties law? The first step taken by the Benate Eanking

2olbid., p. 59.
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CHAFTER VI

STUDY O EFFECT OF TAREOVERS ON SHAREHOLDEES

Contemporary literaturs downplays the fact  that the

target firm shareholders and their menagemsnt  can have the

conflicts  of as acquiring fivm shareholders

i
1]
=
it

and  theilr managemeant. In addition, acguiring firm share—

bl dey

Can loss Bven in a

it

proparly functioning marvket for

corporate contriol. Simply advocating & 2 fres market for

corporats control 1s not enough to protect the interests of

e
o

o
—-q

zsharehaol ders. = onger sst oof internal chec is reguired

to govern the responsibilit of  management. Crovporates

T

boards  that are movre responsive to the needs of the share—

holder are regqulred g counter the actions o f

m
m

Firmsz must devote part of theilr szourceEs bto increas

manageEmsnt privileges rather than faximize profit.
Therefore, they will not be operating sfficiently and leasd

Tt oa low stock wvalues in the securitiess market. Underval dsd

zhares invite takeover attempts because outsiders realize

Y

_’.

the oains  that can be made by expelling inefficient
entrenchad management. Feplacing theze managers with
grecutives that are more willing to maximize profits will

£

supposedly  improve  the value of the firms? shares in the

Y]

i

et ephen ?mgt and Furvay Weidenbaum, "Takeovers and
Stockholders Winmers a(d Losers, " Califorpia
Manaa@ment Eeview =905 8

wmmer 19870 I .
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returns per shars. I & surve

criteria, the results are nob very

Only one study shows evidence of positive dollar

gains  to shareholder of acguiring firms, while the other
Foouir show negative retilrns. Dome suggest that the tendenoy

for  the lack of positive retwrns  in acguiving fivm stoock is

ins to aogquiring fivms

~ 1

at  the tims they amnounce a takeover". Individual acgui

have wvery litile =ffect on the stock

Tionm annourns s
mar ket bhecauss they have already been discounted.®®

f ardles

f the limited ability of the market for

W

corporate control to monitor manager activity, sharsholders

zible mergery by wvobing as a group to

A alwavs re

o to

disapprove 1t. planations have been pr

gxplain why shareholders may approve actions  that  ars

o

detrimental o thelry interests. The most realistic is that

informakion  and  franssction  costs reguirsd o reject the

action may be too large to be worth pursuing. Mamagers may

alzo  have an advantage in & merger sitwation.  Even though

4
o
j)
ot
1

=tk prices  may have mooupon the  anmouncemsEnt of &

mErgET, | managers may  convinos shareholdsrs that they have

zpecial  information that  the market has not  taken into
accaunt . T the extent that shareholders trust management,

they will be more likely +to give the decision thes go
i &

@Bhid,
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A corporation’s  board of  divectors has a legal

intersst of  the share—

responsibility  to act in

bolders they represent. High transaction costs in the market

i

for corporate conbrol and  high information  costs to

shareholders limit the degres to  which the activities of

managemnsnt can b monitored. Therefore, the board of

-ty

the responsibility of doing so0.%7

directors must

®elbhid., p. 1EE.

B7Ihid.



CHAFRTER VIT

THE USE OF JUNE EOMDS TO FIMNSNMOE TAREOVERS

Thers appears to be no end to the wave

that has flooded in the LS. in the past

addition, according o the investment bank

Mostile raiders were @njoving a

compared  bo s 200 W orats In previous ysars

definitely added to the flood.

sUCCeE

.,
%]
1L
o
o
L
il
i
—‘l
HH
-
i
1_
.
=
i
i
i
[

12k of bthe  farg Buk

Wi thout b

[N

activity would have

avallable +to fimnance the takeovers. The monsy

e available bscasuss the investors  arve =till

by the railder

Despite  the negative label, investors

happy  owning  the below-investmesnt-grade bonds.

gunk  dissuss still offered a coupon of 12 0%,

yvield of 7.6 % oon long-term Treasury bonds.

by & strong stock mar
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In 1986,

Most investors

whoo  bought the  sarly junk  bonds have  sarned substantial

profits, enjoying highesr coupons than most investments plus

the rising capital producsed by Tal

ling intersst

rates.. Though a few junk bonds have lost heavily, sost have

.

£

£ 5 Movember 18E, p. W3
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Institutional investors ee junk bonds  as very muoh
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trends. Prodential carvied out & study that
returns  on high-vield bonds  are at their best during a
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than junk bonds is the growing willing-
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=f  inwvestment banks  to bet their  own capital on
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arranging  bridge financing and profiting from
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rd the loan interest.
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toof funds
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spread betwsen Tthe o

InvestmeEnt bankers ars doing  this  for at threes

First, to fight against Drexel Furnham®s domnlnance

W

=f takeover finance, by offering bidders up~front financing.
Do, it i= a way to persuads clients  to cdrop ald rela-

timnships with other banks and to hire a new bank as advisor

o e

o A deal. Third, the potential profits T

ments are gquite large.

Slhort  of counterproductive restructuring, the defenses

firms look  lncreasi

available for willner

@#Ihid.
“oIbid.
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begin tao look outside dmervica  to  apply thsir

Tested CEchnigues. This is praobably why Drexel Burnbham has

Meld a ssninar on junk bonds in Japan.

128, Drexel  pionsered  bthe uss  of junk
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bomds bo help fimnance  takeovers, particularly hostile ones

N

that commarcial banks and btraditional investment firms

oy

T . Hith Dr

tended to stay away providing advice

along  with  the {financing, the valders appeared bto be

invincible. Mows  dues b =z clase yvelationship with

Ivan Boessky and the charges

Drexsl

is & "blesding shark!" wi At 1o and

potentiall reduced dominance in the junk bond market. ™S

et
o

I{ Drexel’s role in the Jjunk bond markeh wers b b
redursd, the overall Junlk  bond  market woulo be reduced
i

the slack. In reality,

until compestitors mowved in Lo
Drexel’s dominance was slightly reduced for a short ftime and
compebtitors moved in very quickly so that there was a baresly
moticeable change in the total junk bond marbket. A =maller
Junk  bond market was ewpeschsd
Einds of credit for a shord time as well. In many cases

leveraged buyouts or stock ralds are only partly fimanced by
*=Ihbid.

ABFnrd Worthy, '"Wall Street’s Spreading Scandal,;” Fortung,
Decenber 1985, p. 27
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Junk brormds which supplement cbther  kinds of  debt.

Therefore, if the supply of junk bonds declined, bhankers
were likely to be more sbtingy with their own loans,
The broad resppraisal currently underway brings into

the role that arbitragers farbs) play in takeover

hattles. Homsst arbs ful fill & useful function by ironing

sut differences in the prices of stocks, options, futur

and intersst rates +to make  the markets  mores

= TREN YT L T, d 2 E T e e e e R - S S
P But arbs play a i i ferant ol i takeovers.

ffer iz mads, Tthey betb

- P - T Y S [, s T T e — e n s ,. SR TRRUURR I
o thi C O Ome . If they b Y the target company’ s shoky

it the

fhey will get stuck with A falls apart.

Meanwhile, they have added liguidity to the market by
grabling stockholders uncomfortable with the uncertainty to

frail out at a higher price.®®

m

Senator William Froxmirce, chairman of  the Senate
Banking Committes at the time, wanted to slow down the arbs.
He was considering a 2 proposal that  would redafine when a
shareholder becomss an actual shareholders with all rights
dus bt him. Ir the svent of a hostiles tender of fer, ol oy

4.

those  who  owned the  stock at 1s 20 days pricr to the

in
i
i
o

formal offer would be entitled to have theilr shares counted.

that Fostils

iti

Frozmire bDelie bids should reguire  the

e Thicd., [E.e 28,

“s=Thid,
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CHAFTER WITI

EFFECTE OM THE ECONOMY

min

Leigh Trevor, the president of Stakeholders of Amsrica,

reports  that between Marobh 1285 and Januwary 1988 there have

besn i<t

y hostile takeovers to attempt tTo gain contral of

ma jor U, 5. COmDani es. Theze taksovers involved 100 million

eaich, sometinss  a great desl more. Khat have the

1

takeovers accomplished? Basically, they have significantly

increzased the wea

1th of the hostile raiders. They hawve
definitely not created jobs. fs oA matter of Tact, at Jjust

SEVER COoOmpanies imcluding Fhillips FEtrolsum Dompany,

i

Chevron-GEul f Corporation, Unisys; Goodyear Tire & Eubber,
Union Carbide Coorporation, and  Amsrican Hospital Supply
mearly 80,000 jobs were lost in Just 20 months. in

addition, sgveral  small  towns which  housed  factories or

b

plants owned by

hese firms were devastated by the layoffs

1

and in some cases plant closings.=?1

i

Jiob loes 1

4

orie detrimental affect of takeovers. The

devastating effect on communitiss is  ancther, and the la

of  resgarch  and development funds is yet  another harmful

effect. Owens—Corning, Goodyear,  and obthesr companiss have

cut back thelr vesearch and development facilities. Oriee of

AmErica’s most significant hallmsrks in  the world  of

b N

=1
i
S
=
e

B. Schwemm, "The Corporate Eil
Management Feview, 77 (January 1388): :

ing Fields,"
S
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business has been suwooessful  innovation. Innovation today
requires  substantial long-fterm investment in rvesearch and
devel opment . But according to REobert F.o Luciano, chairman
and CEQ of Schering-Flough Corporation,
The «current takeover atmosphers encourages corpor -
ations  to think defensively, to minimize B &% D
pxpenditures  that asren’™t  immediatsly profitable,

and  to masimize profits today becawses tomorvrow may
nevar comne. =

Alsoy  pension funds are substantially depleted to reducs

the debt accumula

to make a raid, and pension funds are

the chance of a taksover. IT

raiders decide to remove rebivree health plans because of btheir
1-

expense, how Wwill society handle the costs for those retirvring

in the future?sSs

1

ok
o
)

o

The Ivan Bossky case  showsd ty, rather than being

g

fresd, the market is being rigged by thosse trying to make a

fast buck. The worganization, Stakeholders of dAmerica,

desires several changss in federal  law governing taksovers.

First of all, at least &0 business days should be required

i}

between the introduction and  oconclusiaon af a hostile
takesover. The preszent 20-business-—day pericod is  much too

te the relevant eoonomic
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i
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-
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z=hart for
information  and ] & in o the action if 0 they want to.
Second, disclosurs should be reguired to bes made stating the

=2 Ihid., p.

i
i
]

=3I hid.
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value when the company takes

tructuring 13 a

Aorcording to ocritics, =0 far the ¢

i
i

"zero-sum  game' in which someone gains only when someons 2]

may have a point.

O an economy —wWide

Accoroding to Michasl  Drury of A Gary Bhilling % Co.,  an

ret worth o of

ltimg firm in Mew York, cthe v

ECDMDML T TS

; [ ]

the W5, sconomy fell 0.8 ¥ in 1985, This is mainly due to

b B e
L e

stock ite real valus, bout this did notb

tooa gain for the sconomy A whole. In addition, according

to Edward %. Hyman, Jr. of Cyvus J. Lawrsnce Inc., takeovers

led fto o a 0.5 4 to 1 4 decreasse in GNP in 1985 dus Lo the

reductions in company size and the loss of jobs., €

Looking  at ssveral companies and  how they are currvently

N

runming shows restructuring can lead to cromi oo dmprovement

desplte the ocost bo socieby. Jobin D, Faulus, For gan

Stanley’s chief economist, obzerved that industrigs  and

@5 with a higher—than—average amount  of restructuring

e

had sesn a significant jump in productivity.™7

'I_‘,‘ [t

& rapidly changing world has  reguired U.S. Pusire

Novman Jonas, snd Faren Fennar, "Do ALl
or Hur the U5, Economy™', Business Weeslk,

p. 8G.

“elhid., p. 87.

B7Myron Magnet, "REesstructuring REsally Horks, " Fortuns,

2 March 1287, p. 28.
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change with it. ot World War I success led the U.S. into
a  slumber caused by huge, zluggish, complacent corporvations
L.
L.

while the Japansse marchad on by. Festructuring is reducing

the enterprise-ztifling buresaucracy, policies, and adminis—

trative oo that led to this problem. ™2

Ovarly large companiess caused two major problems, o e

fimancial  and ome competitive. Dn the {inancial =ide,

zubsidiariss performing below the level of the rest of a

J

COOMPANY WErEe FEdusing o, at best, not adding anything to the

value of the company’s stock.

i

WIOT S, soms arquisitions

1

with strong sarnings ended  wup reducing the wvalue of the

company  While still providing per-shar

i
i
...U
_'l
]
-
-t
Bt

oWt

This happsned because ocorporations were paying  btoo much for

il

acguisitions  dus to bidding wars, inducsd by profit-hungry

investment banks. Ir dition, the rvapidly rvising o

capital of ths ties made companies sarn less on their

o
-t

acquisitionsg than what the capital fied up in them cost. A
a result, maragers  watoched their acguisitions reduce the
overall valus of the company.®®

The competitive problem is the more pressing of the two,
threatening the long-term economic prosperity of the nation.

oday foreign competitors are making cheir presence known i
Today f ] et g king o Lt known in

a hig way creating gluts in market after market. The U.5.
=BIhid., p. 3.

SPEIhide, p. 40.



share of the world®s ftotal output dropped from 9
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=1t state of affairs is 1llustrated

Lo 25 W in 1980. The pre
iy the statemsnt:

Thiomes muchi~1 auded Corporate cultures, those
communities Flouwrishing e ke
iz millts benefics alas
they are dysfunctional. 1 Cing bl
mstard in international their
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-t

accompanying conviction of moral rig is nok
=Pl them in the S A 1= 1)

Covporate railders lik

Jamss HBoldsmith bsgan t that would provide a

solublor. Take as an

Semventies and sarly Eightiss. They had more

knew  what to do o with. Father than returning  the cash to

i

Haregholders  to relinvest, managements procesded to sguander

it on o wnproductive ascguisitions and wells =so  sxpensive o

drill that they could not make & profit from them. S

Fickens went after Gul{i and forced managemsnt to restruc-
ture. Chevron ended wup with Gulf, and FPickens accomplished

what he set out to dio Gulf  shareholders sarned 13,3

- e

billion, arnd the high cost  of the deal prevented Chewveon

from drilling unproductive wells.,®?

Unmzal  and Fhillips FPetroleum later fought Fickens off,
but again weres Torced to restructure like Pickens wanted

them Lo $8.7 billion was paid to  sharsholders, and the

LIRS
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SoThid,
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ware unable to furbher dus to the hugs

accumnulated to fight off Fickens. Other oil companies

ructured  on their  own before Flckens could coms after

e

them, =

By takeovers work  on bthe principle  that wyou can

buy a company in the stock macket  for

- “Losing busins

1ling of f the separatse busine

I
i
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which lowar  the wvalus of & company®s  stock, can  be

profitable for anyone willing  to restors them Lo the state

them

they were in before the acguiring  conglomsrate

Siv  James Goldsmith is most well-known recently for his

s

RInE-A R g = takeover attempt of Goodyvear. However, |

in taking over and bresking apart two overly la
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forest products companies, Diamond International in 1382 and

Creown Zellerbach in 1285, 8

e its  traditional match  business dropped off during

the Sixtiss, Diamond Internaticnal’s management began o

~

acguire smaller companiss at an alarming rate for the next

Geldesmith  began buying the company’s stock In

1978, after angrily wabtching ancther useless acqguilsition

5 by

ano #4000 million in wunprodactive capital improvemnsnts go

== Tyicl.
&3 hid., p. 1.

e Ibid.,



dowrn bhe drain,  he had encugh  and by 1282 had acguivsd the

iid

company. Then, he began taking it apart.®”

United States Flaying Card  Co.g by Diamond as &

cash  cow for a dozen yea was sold  to itse manasgement in

T

1=as. The company iny production 1ine

and acguire competitors. By the company wazs making a

EF00, 000 prafit. Due  +to a changed managemsnt salary

s=tructure, previously unthinkabls urcier Diamond?® =

HA

bursaucratic  structurs, Heesking O

40 % and profits almost 20 %

i1}
in
m
-
m
n

a leveraged buyout (LEOY in 1398%.€€
Sfter acquiring Crown  Zellerbach, Goldsmith  spun off

its core paper operations to James River Corp. Jan fRivers

Had previously bought most  of Diamond International’s paper

from Goldsmith as  well as the paper division sold

by American Can during its restructuring. James RFiver has

more  than doubled the cperating incoms of all three of

operations. 7

Due  to global overcapacity of some of  the products it
of fered,  Monsanto began restructuring. It =old its unprof-
itable commodity petrochemical businesses in 1980, reducing
it from 25 0¥ of its assets to 4 4 today. Instead, 1t

€SThid., p. 42
“&Thid.

e7Thid., p. 3.
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lang-~term prospects in our history.,”®

Walt Diszney Co. has been attacksd twice, ard also

S TEYT

ed a more profitable and agaressive company. Umiroyal

in]

went private and then liguidated after a

-
H
-
[n i
o

I abin

in  19ES. Former chairman Joseph . Flamnmery stated that

Wi ll get much bhetter btreatmesEnt and

most af thelr busine

tharn  when they were under

7oTudith H. Dobrzynski, - . Hing, Gregory L. Miles,
James F. Norman, and Zachary Schiller, "More Than Ever,
It’z Managemsnt for the Short Term, " Business Week, 24
pa. 93

Movember

7ilbid.
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CONCLUSTONS AND RECOMMENDATIOb

Mergers arl acqQuisitions ar e Ertyemnsly coompr e
i v F

N

fimancial transactions. They are more complex  than mos

Ly

arg Wwilling to sdmit. M grealt s

ST mor e goes Lot

determining the value of s=such transsctions than  what a

el utnl o stakehol der, bl ary mther layman can wunder -

The majority of the sources studied wers against

takeovers because of Their ne

the capital markets, the soonomy, and society

Lo whether the

o
[

Unfortunataly, it ol o lear

e oda

irng from  an informed, persanal o emotional

SZtudies have shown that mergers do naot

to hiogher returns. Eut as illustrvated in the achions of T.
Boone Ficksns Jr. arnd Sir James Goldsmith, takeovers are nob
carrisd  ouk to earn higher  retuwrns. These

e definitely out to make money, but they

v

HY

]

£

alsn  the lsaders of the restructuring of Corporats dmerica.

Trug, takeovers can cause people to lose their jobs, plante

T

to close, and managers to work only toward short-term gailn:

- b

Lo defend their jobs. Im  addition, the esxorbitant debt

required to  fight off railders can devastate a previously

Hi

profitable  firm. However, restructuring through takeover

can  alzo bhreathe new life into & company  and possibly its
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maragement . of takesovers is nobt necessarily the res
for  managers to think in the short term. Creed and the

desire for big money earned in the shortest possible tims are

other reasons for managers sacting in this way.

It is apparent that restructuring is & change

to ensure that American companies can ksep  up with foreign

competitors. This iz a wvery real threat Lo our g oin

the world soonomy. Our  busine must pars  down o move

Faiders

gquickly  encugh to stay in step with the Japans

Goldzmith have shown

like T. Fosne Fickens Jr. and Sirv Jam

Continued  rvestructuwring 1y ouy lar

the most effective methods of

Im}

appears  to be the ons

improving Corporate America’s @oanomic per Tormance.

Congress as bsen pressured  fo increase  fedesral

i
=
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W
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-
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legislatiaon controlling takesover  activity. Cha
disclosure reguirements, grace periods, and the definition
af  full-fledged stock  ownership will not  stop the raiders.

They may slow the raiders down or cause them to change theilr

is morney  bo be  made and

tactics. But  as long as thers

re will not stop dealing.

o

restructuring  to be done the raild

in]
ey

Increased legislation is ot the answer. Leawve conbtrol

corporaticons to the states where 1t belongs.

A long as the demand for Junk bonds is high,

-t
PR
-
o
it

[
m
o
i
m

will conrtinue to attempt mergers and  acguisitions be
tlhe money is available to finance the deals. The king of

7

junk  bonds, Drexel Burmham, was  damaged by the Boeshky
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