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MERGER ACTIVITY CONTINUES TO REACH HIGHER LEVELS

After peaking in 1938 and then declining to a low in 1991, merger activity increased to
new highs from 1995 to 1997. These resurgent mergers and acquisitions (M&As) have
been called strategic mergers, a phrase that conveys that firms are using M&As as well
as internal new product and project programs to realign themselves to their changing
environments. Some powerful forces have been unleashed. Global competition has
intensified. Technological change has impacted telecommunications and a wide range
of media businesses. Deregulation has impacted the airlines, banking, telecommunica-
tions, and even the traditional public utility industries, Computers and the Internet are
changing the way busi are cond d.B enterprises find that they must
adjust to massive changes in their environments and in the nature of competition as
well as in their relations with suppliers, workers, consumers, and other stakeholders.
These forces are not likely to diminish int the years ahead. The M& A subject, therefore,
takes on even greater importance.

Dramatic events in mergers, takeovers, restructuring, and corporate control fill the
newspaper headlines almost daily. Mergers, takeovers, restructuring, and corporate con-
trol issues have become central public- and corperate-policy issucs, To some, M&As:
restructuring, and corporate control activities represent a new industrial force that will
tead the United States and other economies that practice these arts to new heights of
creativity and productivity. To others, these same activities are regarded as a blight on
our economy—a symptom of the larger malaise of greed and gambling that is rotting the
core of American society. M&As are increasingly used in China to attempt to improve
the performance of the state-owned enterprises. Regardless of which view is held,
M& As.restructuring, and corporate control represent major forces in the modern finan-
cial and economic environments. These are areas with potentiat for both good and harm.

Merger and aquisition activity has continued to stimulate a veritable deluge of
published materials. Compact summaries of these materials or synthesis articles cannot
cover the material adequately. This book seeks to provide a more complete treatment
of the leading topics related to mergers, takeovers, restructuring, and corporate control.
In the future, shifts in the levels of these activities may occur with fluctuations in the
economy and with changing regulatory environments, However. takeovers, restructur-
ing, and leveraged buyouts will continue to be major forces in the economy.
Additionally, to analyzc takeovers and restructuring, some key topics such as valuation,
cost of capital, and strategic financial planning—essential to the subject of financiat
economics—are involved. Therefore. important analytical concepts must be mastered.
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POINT OF VIEW

We try to be objective in our analysis of M&A activity. We see some positive benefits
from increased emphasis on financial strategy and restructuring, Undoubtedly, there
have been excesses as typically occur in waves in exploding markets. We have to sepa-
rate the good from the bad. We come not to praise, criticize, or condemn, but to increase
understanding, Our central aim is to provide a conceptual framework that will help the
reader put into perspective and increase his or her understanding of events that are
headtined almost daily in the financial and general press.

The main audience we have in mind is the academic user. Increasingly, M&A
courses deal with all or part of the subject matter of this book. For that reason, we have
included end-of-chapter questions to stimulate discussion and to focus the key subject
matter. We have also kept in mind two other audiences—the businessperson and the
general public, including legislators and other policy makers. We have tried to keep
the level of treatment accessible by avoiding excessive jargon. We have tried to develop
the technical materials from the ground level up so that both the academic reader
and the general reader will be able to master the material and, we hope, experience
intellectual growth in the process.

What we think will be of valuc to academics and for businesspeople is the ability to
answer natural and practical questions that arise. For the bidding firm, how much will my
carly investment in the target increase in value if T use cash versus stock as a method of
payment? For the target, what is a reasonable premium for me to expect from a bidder?
How much will my firm increase in value if 1 engage in a sell-off or divestiture? What will
be the effect on a firm’s share price on average if it engages in stock repurchase? What
will be the impact of my firm's share price if it makes a stock or debt issue? What will the
share price effect be if a proxy contest is started? What will be the effect of paying green-
mail? What value changes take place with going private, particularly through a leveraged
buyout? If my firm establishes two classes of stock, which one will have the greater
value—the one that pays more income or the one that has more voting power?

There is a rich body of empirical material that can provide a basis for answering
such questions. This book attempts to bring that empirical material together in a sys-
tematic way. At the same time it tries to lay bare the theory or principles and the logical
analysis that give meaning to the empirical findings. These and related materials will
provide the general reader with a basis for understanding and judgment about the con-
tinued flow of proposals to alter public policy toward M& As and corporate restructur-
ing that are introduced into every session of Congress,

CHANGES IN THE SECOND EDITION

‘We have reduced the Tength of the book while adding new material. In reorienting the
book, we have eliminated treatment of abstract theoretical models. We believe that
such material is more appropriate in books aimed mainly at doctoral students. We seek
to utilize the implications of these models developed fully in the first edition, but do not
attempt to repeat the extended discussions that are still available in the first edijtion.

We have updated the text with new empirical data and literature. In some cases,
we have summarized groups of articles into their main findings. In other cases, where
individual articles develop their own distinct new findings, we discuss them individually.
We have been striving to tighten the conceptual framework that provides perspective
on groups of articles in individual subject areas.
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We have streamlined the valuation material, orienting it more fully to M&A
decisions and case studies, by introducing many more cases in the text and as end-of-
chapter exercises. We plan to continue to do more along these lines in the Study Guide
to Takeovers, Restructuring, and Corporate Governance and in future editions.

In this second edition, at least 70% of the material is new or rewritten. We have
class-tested the manuscript with gratifying resuits. Students have requested permission
to make copies for friends who are doing corporate internships before taking their
M&A course. Students and practitioners have told us that reading the materials has
improved the breadth and maturity of their understanding of the M& A field.

This book applies materials from business finance and financial economics, busi-
ness economics, strategy, ing, and law. It d the application of a wide
range of concepts from diverse fields. A framework for performing M& A analysis is
provided. Many applications are developed through case studies and examples. The
book helps develop the intellectual maturity for sound judgments on M&A analysis
and decisions.

SUPPLEMENTARY MATERIALS

APPRECIATION

An important companion piece to this text is the related Study Guide to Takeovers,
Restructuring, and Corporate Governance. Our Study Guide contains outlines that pro-
vide an overview of the subject matter of each chapter and illustrative problems and
solutions that seek to help the student understand how to apply the main ideas con-
tained in the book itself. The main goat of the Study Guide is to help students develop a
conceptual framework for analyzing the subject matter of the M&A field.

A comprehensive Instructor's Manual contains six parts: suggestions for teaching the
Mé&A course; solutions to end-of-chapter questions, problems, and cases; 10 true-false
questions per chapter; illustrative examinations; and a sample chapter of our PowerPoint
Presentation Graphics, which shows a chapter outline and includes transparency masters.

We also supply a disk in which we have formulated key analytical models con-
tained in our book. These computer models enable the user of the book to study a wide
range of alternative concepts, assumptions, or company characteristics.

‘We are grateful to the following people for their helpful comments on the first edition:
Nickolaos Travlos, Boston College: Michael J. Sullivan, Florida State University;
Kenneth W. Wiles, University of Texas at Austin; George J. Papaioannou, Hofstra
University; Douglas V. Austin, University of Toledo; Maclyn L. Clouse, University of
Denver; Matthew Spiegel and Michael Salinger, Columbia University; Nikhil P. Varaiya,
Southern Methodist University; Robert F. Bruner, University of Virginia; and Ralph A.
‘Walkling, Ohio State University.

For help on the second edition, we thank: Michael F. Toyne, La Salle University;
Kent Hickman, Gonzaga University; and Yun W. Park, Saint Mary’s University.

We extend our appreciation also to the many scholars whose writings have
enriched the literature on M&As and corporate control. They are listed in the Author
Index, and those with multiple citations deserve our special gratitude. We were also
helped by scholars whose writings and discussions have stimulated our thinking: Armen
Alchian, Edward Altman, Antonio Bernardo, Michael Brennan, Bhagwan Chowdhry,
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Bradford Cornell, Harry DeAngelo, Jack Farrell, David Hirshleifer, Patricia Hughes,
John Matsusaka, Jeff Pontiff, Richard Roll, Eduardo Schwartz, James Seward, and Ivo
‘Welch. Particular thanks to Matthias Kahl for his corrections and many penetrating
comments.

We received assistance from associates in our M& A Research Program at The
Anderson Schootf at UCLA. They include Susan Chiu, Scott Ho, Jonathan Howe, Piotr
Jawien, Scott Miller, Mike Riela, Carlos Sagasta, Gaurav Trehan, and David Wessels.
Marityn McElroy helped on so many aspects of the development of the book that she
was virtually a coauthor. Allen Latta deserves special mention for his contributions.

‘We appreciate the complete cooperation of the people at Prentice Hall, particu-
larly Paul Donnelly, Senior Editor of Finance. and his associates. MaryBeth Sanok,
Gladys Soto, David Salierno, and Mollie Pfeiffer,

This subject is so dynamic and the flow of articles and other materials is so volu-
minous that there will be need for future updating. We invite reactions, comments, and
suggestions from our readers.

J. Fred Weston
Kwang S. Chung
Juan A. Siu

The Anderson School at UCLA

Los Angeles, CA 90095-148]

(310) 825-2200
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