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FBE 432 - Class Objectives and Problem Assignments
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Week 4, September 16 and 18, 2002 

Goals and Objectives
(1) Define and compare alternative methods for corporate takeovers and contrast acquisitions and mergers;

(2) Analyze and evaluate critically possible sources of revenue and cost synergies projected from corporate combinations;


(3) Estimate and evaluate the value implications for shareholders of merged  or targeted and acquiring firms in mergers and acquisitions under varying assumptions of purchase price premiums and extent of synergies;

(4) Describe and interpret the stock-market evidence on shareholder value creation due to corporate takeover and restructuring activities;

(5) Define and compare alternative approaches to corporate downsizing.

Suggested Review Reading for next Week

RWJ, Chapter 19

Case Questions for Next Week (John Case Company Case)
(1) Should Mr. Johnson and the other managers seriously consider buying the firm?  Why or why not?


(2) How much money does Mr. Johnson still have to raise from external sources?  What terms and conditions should he attempt to obtain on the external financing?  What should terms and conditions should he settle for?  Are the conditions on the present commitments satisfactory?

(3) If the management group should go through with the purchase, how and when should they try to cash in?

Notes:  Mr. Case’s bond is a junk bond with face value $6 million and market value $4 million, i.e., he gives the management team only $4 million in cash, not $6 million.  For question (1), we do not have enough data to attempt a DCF analysis but there is good information on comparables.  Finally, in considering the warrant package, keep in mind the following:  the number of warrants issued is arbitrary – what we care about is the value of the equity given to the venture capitalist when the firm is eventually taken public again.  You can make assumptions regarding this amount without explicitlly valuing the warrant package using option pricing methods since again we lack data on inputs such as volatility, etc.  Use a simple multiples approach to figuring firm value at the time of the eventual IPO.

Important Vocabulary List from This Week’s Class

CORPORATE RESTRUCTURING, EXPANSION, CONTRACTION

MERGER, ACQUISITION, TAKEOVERS

REVENUE SYNERGIES, COST SYNERGIES

ECONOMIES OF SCALE, ECONOMIES OF SCOPE

ABNORMAL RETURNS, CUMULATIVE ABNORMAL RETURNS

PREMIUM, WINNER’S CURSE, SEALED BID, SECOND-PRICE OR DUTCH AUCTION

SPIN-OFFS, SPLIT-OFFS, ASSET SALES, DIVESTITURES

Suggested Wall Street Journal (WSJ) or other Articles

September 9, 2002

“Nestle, Cadbury Discuss Terms Of Possible Joint Bid for Hershey” (Aa3) – Bid for food company asset (like Eskimo Pie) but with breakup of target exploiting possible synergies

“For An Analyst, A Rising Career – and Guilt” (C1) – Discussion of rebuilding of an investment bank after September 11, 2001, also provides examples of what boutique investment bankers do and what kinds of people are needed

“Jefferies Hires Large Team From Defunct Robertson” (C8) – Local investment bank acquires “team” from another firm illustrating investment banking hiring practices and business structure

September 10, 2002

“KKR Seeks to Buy Phone-Book Unit of Canada’a BCE” (A3) – Example of a leveraged buy-out we discuss in Case Case 

“Battle Behind Japanese merger Shows a Shift in Deal Making” (C5) – Role of U.S. investment bankers and mergers and acquisitions in world’s second largest market (and look at tables and charts on the same page for examples of syndicated loans and loan sales)

September 11, 2002

“Tyco Set to Name Finance Chief, A United Technologies Executive” (A6) – Describes career path of a CFO 

September 12, 2002

“Forum to Allow Disney Investors to Air Grievances” (A6) – Interesting development in role of institutional shareholders in corporate governance

“AT&T Canada Inc.: Telecommunications Firm Won’t Make Bond Payments” (A6) – Debt default and restructuring negotiations example of dangers of too much debt

“To Outsiders, Insider Choices Don’t Add Up” (C1) – Reporting of insider trading defines insiders and definition is not clear

September 13, 2002

“Change of Season: Desperate for a Hit, ABC Is Refocusing On Middle America” (A1) – Pitfalls of acquisitions based on inspecific synergies

“Former Tyco Executives Are Charged” (A3) – Alleged violation of management’s fiduciary responsibility leads to criminal prosecution

“J.P. Morgan, Thomas H. Lee to Buy Division of Vivendi Environment” (C7) – Another example of a leveraged-buyout (LBO) like John Case Case

