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Preface

Tender—The offer of money or performance in connection with a contract,
if unjustifiably refused, places the party who refused in default and gives
rise to an action for breach of contract. (Financial Services Handbook, Jones
Lang Wooton)

Every day and often several times a day, American corpo-
rations are merging with or acquiring companies in a breeding
frenzy that seems to have no end. Sometimes, their reasons are
obvious and sometimes they strain logic. But always, they con-
tain a dimension of drama, business people trying desperately
to expand their business in aggressive moves that in turn affect
many other people, their families, livelihoods and the
economies of their cities and towns.

The mosaic of implicit and explicit factors involved in
mergers is rich and varied indeed: size, industry, internal con-
ditions, external conditions, government scrutiny, stock market
values, the effect on stockholders, the effect on employees, the
effect on the local economies, the ability to digest the transac-
tion, the ultimate cost of the transaction and many other con-
siderations. All these form equations that differ in each case,
not unlike the protagonists themselves regardless of whether it
is a friendly or unfriendly deal.

In the buying binge, no major industry is omitted.
Defense. Telecommunications. Banking. Media Book publish-
ing. Pharmaceuticals. Health care. Railroads. Retailing.
Entertainment. Computers. Packaged goods. The goals are
expansion, boosting market share, achieving the benefits of
economy of scale, reducing costs, preparing for global expan-
sion. In this fourth wave of corporate mergers since 1920, one
of the surprising differences this time around is that few people
seem concerned that all the mergers and acquisitions—M&As—
might be creating excesses, anticompetitive forces and people
abuses. Government opposition is minimal. Academics are no
longer militant. Activists are quiescent. Unions only occasion-
ally clear their throats. So silence reigns amid the rumble of the
merger machine.

ix




X Preface

In fact, as television viewers and newspaper readers blithely
take in the latest “tender offer,” it's hard not to accept that it is all
woven now into our national fabric—buying is cheaper and faster
than building. It brings instant growth, and hopefully certain, even-
tual success. This concept has become so intrinsically American, so
logical, sensible and “decent” from a business and common-sense
standpoint that it is now a vital weapon in the American business
armament. Much has happened in the merger arena since my ear-
lier book on mergers, “Welcome to Our Conglomerate—You're
Fired!” (1971). The conglomerates which created new corporate for-
mations in the 1960s and 1970s were succeeded by leveraged buy-
outs in the1980s and deconglomerization in the 1980s and 1990s.
Now, it’s the strategic merger, quite possibly the most promising
concept in M&As that has appeared in decades.

Maybe it’s because there just have been too many mergers
and too many with blue-chip names or because everyone is
convinced that the American economy badly needs a shaking
out, a recycling, that most people see it as a way to compete
more effectively in the new global economy. No one would
argue with that. But there’s considerable legitimacy in the
names that dominate the recent M&A trend—AT&T, Bell
Atlantic, Lockheed, Martin Marietta, Tele-Communications,
McCaw Electronics, Time Warner, General Electric, CBS, NBC,
Eli Lilly, Merck & Company, for just a few. And legitimacy, let’s
face it squarely, leads to acceptance.

In terms of pure numbers, the peak year in M&As was 1989
when the value of such business consolidations totalled $457
billion, a lot of it due to the popularity of junk bonds. The value
of transactions fell sharply in the years from 1990 through 1992
but partly bounced back to $359 billion in 1993. In the first
eight months of 1994, M&As had a value of about $210 billion.
But the main difference is the immensely larger size of such
recent-year deals as the RJR Nabisco merger for $30 billion and
the Bell Atlantic Tele-Communications deal for $33 billion
which happened to abort. But size was—and is—no problem to
merger makers.

The aim of this book is two-fold. One objective is to show
how the “species mergers Americanus circa 1990s” evolved
from the conglomerate binge into one that has assumed equal
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rank with internal expansion in much of American business—
the merger or acquisition which adds related businesses to each
other to create a better, but somehow leaner whole. Among the
subjects covered: Why the current batch is different from past
versions. Why conglomerates mostly didn’t work and how they
are scurrying to divest what they once dearly craved. What real-
ly is a strategic merger? Is there intrinsically a philosophy of
mergers? How an actual, typical merger evolved and was suc-
cessfully concluded in a surprising way. Why are there so many
foreign deals? And, are hostile transactions really coming back?

The book’s second objective is to raise some questions
about the effect of M&A'’s on people and whether rampant size
might not be a matter of concern. Hence, there are chapters on
the “circus-like” atmosphere of some mergers, as well as predic-
tions of job losses and forecasts about the outlook by eight of
the nation’s most thoughtful professionals close to the merger
scene. The point of this second objective: is bigger good and
even bigger better?

There are many stories and people here: a hundred or more
actual stories, case histories, ancedotes; Wall Street’s new, newer
and newest breeds; the big M&A players and the “little players”
who ply the more modest cities of America putting together the
small businesses that are the real marrow of American business.

As you read this book, I hope you will enjoy a nutritious
combination: a lot of information, an anecdotal feast, food for
thought and—a little suspense.




Prologue: The Ultimate Acquisition

As he waited tensely by the high-priority telephone in the Oval
Office, the young man who had carried 240 million Americans
on his back for the last year with a smiling, toothy ease was
extremely annoyed with himself.

He should have known or sensed, he told himself, what was
about to happen. Not that he really knew what it was, only that
undoubtedly it would be unpleasant, threatening, possibly dan-
gerous. “Shoot,” he kept repeating, “shoot.” Rueful but sympa-
thetic smiles appeared on the faces of the three men who sat fac-
ing him. They knew when he was really upset and he was.

The warnings, they responded, were clearly connected
now in retrospect but had not been individually linked before.

The first—was it really only two weeks ago?—had been a
most unusual blip in the purchase of Treasury notes and bonds
by a new investment company with offices in the American
Virgin Islands. Several hundred millions of dollars worth in the
original purchase had mushroomed in a few days to more than
$10 billion worth. Government and media curiosity had proved
fruitless. In the end, they had decided that the Caribbean finan-
cial company was merely a cover for some Mideast sheiks and
bankers to shore up a fund in the event the fading dollar would
finally show some ambition and strengthen.

The next sign, all so clear in retrospect, was a similar, large-
scale purchase of common stock in the bluest of blue chips—IBM,
AT&T, General Electric, General Motors, Wal-Mart Stores, Procter
& Gamble. But since the original buy was placed on one of the
year’s heaviest trading days on Wall Street, the purchase by a new
Swiss pension fund aroused little attention. Nor had it when the
same buyers continued to remain active for days afterward.

The third sign was a rare, one-day scooping up of consid-
erable available real estate through private transactions and
from the Resolution Trust Corporation auctioning of distress
properties enmeshed in the tangle of savings-and-loan compa-
nies. Since many of these transactions were by different,
obscure companies, they, too, like the others, slid under the
door without arousing more than a glimmer of scrutiny. After
all, didn't everyone want the real estate business to revive?

xiii
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The fourth, and what should have been the real tipoff that
something very odd and sinister was brewing, was a series of
advisories from principal U.S. allies that some of their primary
banks and insurance companies were being surveyed by a new
Luxembourg consulting group about whether they would con-
sider funding major purchases of certain American assets. These
included the Chrysler and Woolworth buildings in New York,
the Sears Tower in Chicago, the John Hancock Center in Boston
and such shopping centers as the Mall of America in
Bloomington, Minnesota, the King-of-Prussia Shopping Center
in Pennsylvania and the Ala Moana Mall in downtown
Honolulu. But since this had involved only inquiries but not
purchases, it had generated little concern at the White House so
that the matter was directed to the Secretary of Commerce. But
he was otherwise engaged in Tokyo where he was again vainly
twisting arms to open Japan to more reciprocal trade.

That had been the penultimate signal.

However, neither the President nor the core of his staff
failed to miss the ultimate signal that followed the initial four.

The message was direct, if cryptic. Received on a low-pri-
ority computer line into the White House communications net-
work, the message had produced increasing consternation as it
had proceeded up through the White House communications
hierarchy. It was addressed to “The President” and consisted of
a baffling but concise nine words.

“Treasuries. Equities. Properties. Advisories.

Expect call Friday, 5:30 p.m. EST.”

They waited expectantly, but no call came.

Finally, on Sunday, the overdue message of explanation
arrived not by telephone but by fax. Its quiet appearance, how-
ever, belied its import. In the Oak Office, the President and the
three men read it together, hardly believing what it said. The
sheer audacity of it caught in their throats so that for a few
moments each found it difficult to breathe. After they had all
read it once, the President read it again out loud:

Mr. President—

“This will serve notice that an international consortium
formed for the purpose of acquisition wishes to make a friend-
ly offer to acquire the United States of America. By anonymous
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transactions in the last two weeks, we have already acquired a
very substantial stake in the American infrastructure and
intend to add to it. Other than the United States government
and its citizens, we are the largest owner of American properties
although the share at present is still quite small. Make no mis-
take and do not scoff at our intentions. We are very, very seri-
ous. What we propose is a meeting to take place at any mutu-
ally agreeable site to discuss our plan with you and your admin-
istration in a productive manner so that the American citizens
receive full value for their constitutional rights. We suggest that
you make a public announcement of this and also of your deci-
sion. Once we see what that is, you will hear further from us.”

It was unsigned.

Everything at the White House went into high gear. The
top-level meeting was transferred from the Oval Office to a con-
ference room with a long table where the President sat at its
head, puffing thoughtfully on his cigar and finally more at ease
than he had been since the earlier message had arrived hours
and hours ago. “A wild, crazy-all threat to take over the whole
ball game,” he told the 20-some faces. “Who would have
thought it? An’ what the blank kind of ‘international consor-
tium’? Where do they get the guts to do it? There's no prece-
dent for it in history!”

The Commerce Secretary and the Treasury Secretary both
spoke at once.

“Mr. President, business consolidations are running ram-
pant everywhere and it’s a virus that can strike anywhere,”
pontificated the Commerce Secretary. “Who can place para-
meters of size and degree on it? There’s no such thing as just a
mega-merger anymore—but mega, mega, mega!”

“Mr. President, this event is a function of our weak dol-
lar,” the Treasury Secretary began. “Wild they may be but these
people have captured the verybest timing to make a stab at us.
Our dollar is the weakest it’s been in two years. Sit, we are sim-
ply a great bargain!”

“Bargain my foot!” snapped the Secretary of State, who was
uncharacteristically undiplomatic. “Let’s tell these countries or
radicals to take a flying leap! What are they talking about? You
can’t acquire a country, can you?”
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“You can by military force,” said the Secretary of Defense.

“The other big countries look at us as a fading giant,” said
the Treasury Secretary, the Cabinet’s pragmatist, “and the little
countries are snapping at our heels. This idea of buying the
U.S.—absolutely ridiculous at the very least—is a natural devel-
opment considering our loss of international stature. I say—"

A metallic voice pierced through his meditation. It was the
President’s communications director, a former Texas newsman
who had been with him since the President had been a lowly
state legislator. “Mr. President, if we keep a lid on all this,” the
P.R. man said in his rasping voice (the President in 20 years had
never really gotten used to it) “how will this international con-
sortium know what our reaction is?”

The common-sense question abruptly cleared the
President’s mind and caused everyone slumping around the
table to straighten up. No one had any suggestions. Finally, the
President said, “Maybe the best approach is to ignore them.
That should either smoke them out or make them go away
Right?” Everyone slowly nodded.

During the next few days, the President took action aimed
at shoring up the “American defense.” And he put some con-
siderable heat under other investigative efforts to determine
who or what group had generated the message and various pur-
chases. But, again, nothing. When the following Sunday
arrived without any developments, he told his closest associ-
ates, “Whoever it is either is playing a game of nerves or has
gone back into his booby hatch to play basketball with his
head. Personally, I favor the second.”

But he was wrong. That night, top executives of the New
York Times, the Washington Post and the Wall Street Journal
call him to inform him of a full-page “tombstone” advertise-
ment appearing in the next morning’s pages. Amazingly, they
told him—and later read him—the announcement to “The
Great American Public” that each American family would be
offered $1 million to sign a release of its ownership rights in
The nation’s assets. In addition, the still unidentified consor-
tium was making a direct offer to the United States government
of $50 trillion in “the hardest of currencies and most reliable
notes” to surrender its ownership and holdings. The ads assured
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the public that any transaction of the kind would be entirely
legal. More details would be forthcoming in a week, the ads
said, during which time Americans could discuss the matter
with their families, their legislators, attorneys and spiritual
advisors. The ads also noted that the $1 million payment per
American family, most of whom had never earned more than
$20,000 a year, was lavish indeed and could even be made tax-
free if the government would cooperate.

Bitterly swallowing his disappointment that the initiative
had been stolen from him, the President went on national tele-
vision and radio at 10 that night.

“My fellow Americans,” he said, finding his vision misty
but trying to keep the raw emotion out of his voice, “you and I
" have received an unusual offer to sell what we own as a natur-
al birthright. It is what is known as a ‘tender’ offer. But in this
case, my friends, it is a ‘not so tender’ offer because if enough
of you accept it, you will lose everything...”
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