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	Chapter #1 – The Takeover Process


	M&A Issues
	· World M&A activity has increased
· Individual transactions are becoming larger

· Cross-border transactions are more frequent

· No firm is safe from possible takeover (thus results in management issues)

· In a tender offer, the law requires a 20-day waiting period after the first offer so that other bids can be made, and an additional 10 days after subsequent bids



	M&A Change Forces
	· Technological – rapid technological changes (computer, info systems, Internet)
· Globalization – freer trade

· Deregulation – major industries like energy, airlines, med services are deregulating
· Operational Efficiency – Economies of scale & scope, complementary activities
· Industry Organization – vertical/horizontal organization, just-in-time, direct model
· Individual Entrepreneurship – important CEOs influence M&A (Gates, Welch, etc.)
· Economic – rising stock prices, low interest rates, strong economic growth



	Merger v. Tender Offer
	· Merger – negotiated deals that meet certain technical and legal requirements
· Tender Offer – deals where the buyer makes an offer directly to shareholders



	Types of Mergers
	· Horizontal Mergers – firms that operate and compete in the same business
· Vertical Mergers – firms in different stages of production operation

· Conglomerate Mergers – firms in unrelated types of business activity

· Investment Company – reduce risk by diversification

· Financial Conglomerate – diversification, avoids “gamblers ruin” bankruptcy, strong financial control, changes management, performance measures

· Managerial Conglomerate – improve managerial performance in general areas

· Concentric Company – improve managerial performance in specific areas



	Legal Form of Mergers
	· Statutory Merger – governed by state statutory provisions, requires shareholder vote
· Short-Form Merger – no shareholder approval required

· 10-20% Ownership = effective control, 50% = certain control, 80% = consolidation



	Types of Tender Offers
	· Conditional/Unconditional – whether offer is contingent upon gaining 50% of shares
· Restricted/Unrestricted – whether the offer specifies the number and type of shares
· “Any or All” Offer – unconditional and unrestricted tender offer

· Two-tiered Offer – first tier of offer is to gain control (50%), the next tier is lower bid
· Three Piece Suitor – 1) toehold, 2) control, 3) freeze out minority interests


	M&A Risk Arbitrage
	· Seek short-term gains by purchasing merger stock at one price for resale at different price after the deal is done (long target, short bidder).
· Risk if deal is not completed

· Arbitrage funds reduce this risk by taking positions in multiple mergers



	Chapter #2 – Antitrust  


	Federal Securities Statutes
	· Securities Act of 1933 (SA) – sale of securities to public
· Securities Exchange Act of 1934 (SEA) – establishes the SEC
· Public Utility Holding Company Act of 1935 (PUHCA) – operation of utilities
· Trust Indenture Act of 1939 (TIA) – public issue of debt > $5M
· Investment Company Act of 1940 (ICA) – regulates companies trading securities
· Investment Advisors Act of 1940 (IAA) – regulates advisors, amended 1960
· Securities Investor Protection Act of 1970 (SIPA) – establishes SIPCO (Securities Investor Protection Corporation) to supervise bankruptcy liquidations


	Other Legislation
	· Securities Act Amendments of 1975 – allows for changing securities markets

· Private Securities Litigation Reform Act of 1995 (PSLRA) – restricts law suits

· Williams Act of 1968 – regulates tender offers
· Insider Trading Sanctions Act of 1934 – stipulates money payback and penalties

· Racketeer Influenced and Corrupt Organizations Act of 1970 (RICO) – insider trading falls under this act if 1) conspiracy and 2) repeated transactions – triple damages - allows asset seizure
· Sherman Act of 1890 – prevents monopolies and companies that dominate markets

· Clayton Act of 1914 – creates the Federal Trade Commission (FTC) to regulate firms

· Hart-Scott-Rodino Act of 1976 – requires government approval before merger 



	The Williams Act
	· Protects target company shareholders in a tender offer in three ways:
· Generating more information during the takeover process

· Requiring a waiting period before executing the tender offer

· Authorizing targets to sue bidders 

· Requires any person acquiring 5% of a stock to file Schedule 13D w/in 10 days

· Requires any group acquiring 5% of a stock to file Schedule 14D 



	Insider Trading
	· Rule 10b-5 – general prohibition against fraud or deceit
· Rule 14e-3 – prohibits trading on non-public information in tender offers

· Insider Trading Sanctions Act of 1934 – stipulates money payback and penalties

· Racketeer Influenced and Corrupt Organizations Act of 1970 (RICO) – insider trading falls under this act if 1) conspiracy and 2) repeated transactions – triple damages – allows asset seizure



	Anti-Trust Statutes
	· Sherman Act of 1890 – prevents monopolies and companies that dominate markets
· Clayton Act of 1914 – creates the Federal Trade Commission (FTC) to regulate firms

· Hart-Scott-Rodino Act of 1976 – requires government approval before merger 


	Broader Board M&A Responsibilities 
(Case 2.1)
	· Directors are obligated to get the best possible price for shareholders
· Bidding may cause an M&A target to be less attractive (costs)

· Four techniques to encourage M&A w/o breaching the fiduciary duty of directors.

· No-shop Agreement – stops target from seeking bids or providing non-public info

· Break-up or Termination Fee – pay bidder a fee if deal doesn’t go thru

· Stock Lock-up – bidder can buy shares at set price if they loose bid and gain profit

· Crown Jewels Lock-up – offer to sell bidder another portion of the business 



	Smith vs. Van Gorkom
(Case 2.2)
	· Trans Union is sold to Pritzker, and the shareholders approve the merger in a vote

· Courts rule Van Gorkom (director of TU) breached fiduciary duty on two counts
· Failure to get all information on the proposed merger
· Failure to disclose all material information to stockholders

· Delaware law is amended to provide directors with more protection

· Once company is “in play”, directors have a duty to get best price for shareholders

· Directors should be equally fair to all bidders

· Decision should not be tainted by the self-interest of management or directors



	Revlon vs. Pantry Pride 
(Case 2.3)
	· Initial offer from Pantry Pride is $45, Forstmann Little bids $56, Revlon worth $70

· Revlon was “in play”, but the board favors Frostmann Little in bidding

· Courts rule that directors did not fulfill duties to shareholders in seeking highest bid


	Maxwell Commo  vs. Macmillan 
(Case 2.4)
	· Maxwell makes hostile bid to acquire Harcourt Brace Jovanovich, Inc. - unsuccessful
· Macmillan concerned about Maxwell– restructures to block hostile takeover

· Negotiates LBO by Kohlberg Kravis Roberts (KKR)

· Gives KKR preferential treatment (no-shop agreement, crown jewels lock-up)

· Courts rule that Macmillan board had not been neutral and had breached duties



	Paramount vs. Time (Case 2.5)
	· Time directors deny Paramount bid to buy the company
· Courts rule Time’s directors did not resolve to sell company - upheld Time’s decision



	Paramount vs. QVC Network 
(Case 2.6)
	· Paramount tries to avoid the ‘Revlon’ triggers in sale of Paramount of Viacom

· Avoid any implication of a change of control

· Provide Viacom with important lock-ups

· QVC makes a counter-bid anyways

· Courts rule Paramount directors breached fiduciary duties by not getting best price



	Sandoz-Gerber 

(Case 2.7)
	· Gerber Products acquired by Sandoz 
· No stock lock-ups because of the Paramount vs. QVC decision
· However, there was a $70M break-up fee (1.9% of deal value)

· As long as break-up fees are under 2.5% of deal’s value, courts will probably not rule preferential treatment



	Chapter #5 – Strategic Processes 



	Strategic Processes in M&A
	· Strategy defines central plans, policies, and culture of an organization over long-term

· Acquisition policies must be formulated w/in the framework of company strategy

· Horizon is long-term, but must take account of mid & short-term decisions
· Strategy is not static

· Strategy is either planned or opportunistic

· Ultimate responsibility is with the top executives



	Strategy Methodologies
	· Overall – know thyself and thy resources (Atherton)

· Special Assets

· Skills

· Capabilities
· Book Methodologies:
· SWOT (WOTS UP) – analysis of Strengths, Weaknesses, Opportunities, Threats
· Gap Analysis – analysis of goals vs. forecasts

· Top-Down v. Bottom-up Forecasts – company strategic forecast processes

· Computer Models – provide considerable detail and complexity

· Competitive Analysis – self explanatory – use Porter
· Synergy – the 2+2=5 effect
· Logical Instrumentalism – major changes broken down into many small changes
· Muddling Through – focus on major changes – use iterative process
· Comparative Histories – monitor rivals
· Delphi Technique – questionnaire process
· Discussion Group Technique – unstructured group discussions
· Adaptive Processes – problem is stated, then a checklist is used to facilitate analysis


	Analytic Frameworks
	· Use a matrix to analyze different strategic considerations (see pp. 114-115)


	Approaches to Strategy
	· Boston Consulting Group – 3 concepts: 

· Experience Curve – volume cost relationship
· Product Life Cycle – development. growth, maturity, decline

· Portfolio Balance – combine ‘stars’ w/‘cash cows’, eliminate ‘dogs’
· Porter Approaches – 
· 5 Forces – determines what industries to be in

· Matrices – determines company strategy

· Value Chain Analysis – optimizes strategy
· Adaptive Processes – a process or way of thinking about competitor actions 



	Strategy & Structure
	· Company structure influences strategy
· Several different company structures:

· Unitary Form (U-Form) – functional divisions – highly centralized
· Holding Company (H-Form) – business operate independently – decentralized
· Multidivisional Organization (M Form) – combines aspects of  U & H – uses product divisions with corporate level functional groups
· Matrix Form – individuals report to two bosses – functional and divisional
· Virtual Integration – links of the value chain are intranet or just-in-time


	Merc – Medco 

(Case 5.1)
	· Merc is drug company, Medco is prescription benefits management company (PBM)
· Medco gives Merc strategic access to Medco databases and customers



	IBM – Lotus

(Case 5.2)
	· IBM is mainframe company, Lotus is software company (Lotus Notes)
· IBM acquires lotus in hostile bid

· Lotus allows IBM greater access to network software



	Chapter #6 – Theories Explaining Merger Activity


	Differential Efficiency Theory
	· More efficient firms acquire less efficient firms
· Most likely in horizontal M&A (related industries)



	Inefficient Management Theory
	· Target management is inept – any manager is better
· Explains unrelated M&A



	Operating Synergy
	· Achieve economies of scale or scope from M&A


	Financial Synergy
	· Complementarities in matching investment opportunities and cash flow


	Diversification
	· Spread into many businesses to reduce risks and develop human resources
· Shareholders, however, can diversify to different businesses themselves



	Strategic Alignment to Changing Environment
	· Mergers take place in response to environmental changes
· Allows firm to adapt more quickly and with less risk than internal development



	Undervaluation Theory
	· Mergers occur  target is undervalued in the market
· q-ratio – firms can acquire assets more cheaply thru M&A if target undervalued 


	Information Theory
	· Target share value increases after tender offer regardless of whether successful
· Tender offer conveys info to market that the target is undervalued



	Winners Curse
	· Overvaluation of targets by bidders caused by “hubris”, or overconfidence of bidder


	Agency Theory / Managerialism
	· Agency Problems - conflicts of interests between managers/shareholders 

· Takeovers are the discipline of last result to address agency concerns

· Managerialism – self-serving managers make ill-conceived M&A to gain empire & $



	Jensen FCF Hypothesis
	· Takeovers occur because of conflicts between mgmt and shareholders over FCF


	Redistribution
	· Gains to shareholders in M&A come at expense of bondholders, gov’t & employees


	Tax Effects
	· Net operating loss and investment tax credits can motivate M&As


	Market Power Theory
	· M&A gains result from monopoly power and collusion

	Chapter #9 – Alternative Approaches to Valuation 



	Comparable Company or Transaction Approach
	· Uses multiples to value company
· Market/Sales

· Market/Book

· Market/Net Income

· Price/Earnings


	Spreadsheet Approach
	· Discounted Cash Flow (DCF)
· Allows sensitivity analysis

· Precision is not possible or required



	Chapter #10 – Increasing Value



	Framework for Analyzing Mergers
	· 1: Understand Industry
· 2: Understand Benefits and Synergies

· 3: Application of DCF

· 4: Take into account regulatory factors

· 5: Take into account reactions by competitors and industry dynamics



	Internal Growth
	· r > k and ΔS

· Value Drivers

· Sales growth rate

· Operating margins

· Tax rate

· Cost of Capital



	External Growth
	· V > P
· V= Equity + Net Debt



	Newell Case
	· Newell is a failure at generating internal growth
· Acquire Levelor

· If  sales channels grow, then Newell grows

· Acquire Sanford



	Chapter #13 – Financial Structuring



	Leveraged Recapitalizations
	· Debt is used to pay dividend, buy back stock, or both

· Better if long-run plan to improve firm vs. defensive measure against M&A



	Dual Class Stock Recapitalizations (DCRs)
	· Firms create a second class of common stock with limited voting rights and preferred claim to cash flows

· Managers use DCR to solidify control of companies



	Exchange Offer
	· Allow securities to be exchanged for different class of securities (debt – stock, etc.)



	Takeover
	· Financial distress is the driving force

· Acquisitions are more likely to be successful if firm financially distressed vs. poor operating performance

· Liquidate the firm if it is worth more dead than alive

	Corporate Strategy vs. Competitive Strategy
	· Corporate Strategy – industries that a company invests and competes in

· Competitive Strategy – how to create value with an investment

	Formulas
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