
Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page v�

� �

�

Contents

Preface xi

PART I: BACKGROUND

Chapter 1: Introduction 3

Recent M&A Trends 3

Terminology 11

Valuing a Transaction 13

Types of Mergers 13

Merger Consideration 14

Merger Professionals 15

Merger Arbitrage 18

Leveraged Buyouts and the Private Equity Market 19

Corporate Restructuring 20
Merger Negotiations 21

Deal Structure: Asset versus Entity Deals 24
Merger Agreement 28

Merger Approval Procedures 29

Deal Closing 31

Short-Form Merger 31

Freezeouts and the Treatment of Minority Shareholders 32

Appraisal Arbitrage 33
Reverse Mergers 34

Chapter 2: History of Mergers 41

Merger Waves 41
First Wave, 1897–1904 43

Second Wave, 1916–1929 48

The 1940s 49

Third Wave, 1965–1969 49

Trendsetting Mergers of the 1970s 54

v

CO
PYRIG

HTED
 M

ATERIA
L

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page vi�

� �

�

vi ◾ Contents

Fourth Wave, 1984–1989 59

Fifth Wave, 1992–2001 64

Sixth Wave, 2004–2007 68

Chapter 3: Legal Framework 71

Laws Governing Mergers, Acquisitions, and Tender Offers 72

Other U.S. Takeover Rules 85

Takeovers and International Securities Laws 86

U.S. State Corporation Laws and Legal Principles 96

State Antitakeover Laws 99

Regulation of Insider Trading 108
Antitrust Laws 110

Measuring Concentration and Defining Market Share 117

Example of the HH Index 118

European Competition Policy 121

Research Note: Event Studies Methodology 124

M&A Research: Event Studies 124

Chapter 4: Merger Strategy 127

Growth 127

Synergy 136

Operating Synergy 138

Diversification 146

Focus Hypothesis 151

Possible Explanation for the Diversification Discount 152

Do Diversified or Focused Firms Do Better Acquisitions? 156

Other Economic Motives 157

Hubris Hypothesis of Takeovers 168

Do Managerial Agendas Drive M&A? 171

Other Motives 176

PART II: HOSTILE TAKEOVERS

Chapter 5: Antitakeover Measures 183

Management Entrenchment Hypothesis versus Stockholder
Interests Hypothesis 184

Rights of Targets’ Boards to Resist: United States Compared to the
Rest of the World 185

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page vii�

� �

�

Contents ◾ vii

Preventative Antitakeover Measures 186

Poison Pills 187

Corporate Charter Amendments 199

Changing the State of Incorporation 210

Active Antitakeover Defenses 211

Information Content of Takeover Resistance 234

Chapter 6: Takeover Tactics 237

Preliminary Takeover Steps 238

Tender Offers 245

Advantages of Tender Offers over Open Market Purchases 260

Proxy Fights 267

Chapter 7: Hedge Funds as Activist Investors 279

Macroeconomic Foundations of the Growth of Activist Funds 281

Leading Activist Hedge Funds and Institutional Investors 282

Hedge Funds as Acquirers 288

Hedge Fund Activism and Firm Performance 292

Buyout Premiums: Activist Hedge Funds versus Private Equity Firms 294

PART III: GOING-PRIVATE TRANSACTIONS AND LEVERAGED

BUYOUTS

Chapter 8: Leveraged Buyouts 305

Terminology 305

Historical Trends in LBOs 306
Management Buyouts 314

Conflicts of Interest in Management Buyouts 318

U.S. Courts’ Position on Leveraged Buyout Conflicts 319

Financing for Leveraged Buyouts 328

Returns to Stockholders from LBOs 336

Returns to Stockholders from Divisional Buyouts 337

Empirical Research on Wealth Transfer Effects 342

Protection for Creditors 343

Intra-Industry Effects of Buyouts 344

Chapter 9: The Private Equity Market 345

History of the Private Equity and LBO Business 345

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page viii�

� �

�

viii ◾ Contents

Private Equity Market 346

Computing Private Equity Internal Rates of Return 360

Characteristics of Private Equity Returns 361

Replicating Private Equity Investing 365

Board Interlocks and Likelihood of Targets to Receive Private Equity
Bids 366

Secondary Market for Private Equity Investments 366

Chapter 10: High-Yield Financing and the Leveraged
Loan Market 369

History of the Junk Bond Market 369

Leveraged Loan Market 380

Stapled Financing 383

PART IV: CORPORATE RESTRUCTURING

Chapter 11: Corporate Restructuring 389

Divestitures 392

Divestiture and Spinoff Process 403

Managerial Ownership and Sell-Off Gains 408

Activists and Sell-Offs 408

Shareholder Wealth Effects of Spinoffs: U.S. versus Europe 417

Equity Carve-Outs 424

Voluntary Liquidations or Bust-Ups 430

Tracking Stocks 431

Master Limited Partnerships and Sell-Offs 433

Chapter 12: Restructuring in Bankruptcy 437

Types of Business Failure 438

Causes of Business Failure 439

Bankruptcy Trends 444

U.S. Bankruptcy Laws 448

Reorganization versus Liquidation 449
Reorganization Process 450

Benefits of the Chapter 11 Process for the Debtor 457

Prepackaged Bankruptcy 461

Workouts 465

Corporate Control and Default 470

Liquidation 471

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page ix�

� �

�

Contents ◾ ix

Investing in the Securities of Distressed Companies 472

Chapter 13: Corporate Governance 477

Structure of Corporations and Their Governance 477

CEO Severance Payments 494

Managerial Compensation, Mergers, and Takeovers 494

CEO Compensation and Power 495

Golden Parachutes 499

Compensation Characteristics of Boards That Are More Likely to
Keep Agency Costs in Check 501

Role of the Board of Directors 502

Antitakeover Measures and Board Characteristics 512

Disciplinary Takeovers, Company Performance, CEOs, and Boards 515

Merger Strategy and Corporate Governance 516

CEO Compensation and M&A Programs 516

Do Boards Reward CEOs for Initiating Acquisitions and Mergers? 516

CEO Compensation and Diversification Strategies 517

Agency Costs and Diversification Strategies 518

Interests of Directors and M&As 519

Managerial Compensation and Firm Size 520

Corporate Control Decisions and Their Shareholder Wealth Effects 521

Does Better Corporate Governance Increase Firm Value? 522

Corporate Governance and Competition 523

Executive Compensation and Postacquisition Performance 524

Mergers of Equals and Corporate Governance 525

Chapter 14: Joint Ventures and Strategic Alliances 535

Contractual Agreements 535

Comparing Strategic Alliances and Joint Ventures with Mergers
and Acquisitions 536

Joint Ventures 536

Strategic Alliances 542

Chapter 15: Valuation 551

Valuation Methods: Science or Art? 553

Managing Value as an Antitakeover Defense 553

Benchmarks of Value 554

How the Market Determines Discount Rates 566

Valuation of the Target’s Equity 579

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Trim Size: 7in x 10in Gaughan ftoc.tex V1 - 11/07/2017 6:58am Page x�

� �

�

x ◾ Contents

Marketability of the Stock 579

Takeovers and Control Premiums 583

Valuation of Stock-for-Stock Exchanges 588

Shareholder Wealth Effects and Methods of Payment 589

Exchange Ratio 595

Fixed Number of Shares versus Fixed Value 602

Merger Negotiations and Stock Offers: Halliburton versus Baker
Hughes 603

International Takeovers and Stock-for-Stock Transactions 603

Desirable Financial Characteristics of Targets 604

Chapter 16: Tax Issues in M&A 613

Financial Accounting for M&As 614

Taxable versus Tax-Free Transactions 614

Tax Consequences of a Stock-for-Stock Exchange 617

Asset Basis Step-Up 618

Changes in the Tax Laws 619

Role of Taxes in the Merger Decision 620

Role of Taxes in the Choice of Sell-Off Method 622

Organizational Form and M&A Premiums 622

Capital Structure and Propensity to Engage in Acquisitions 623

Taxes as a Source of Value in Management Buyouts 624

Miscellaneous Tax Issues 625

Glossary 631

Index 643 htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles false
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 0
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth 8
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /FlateEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth 8
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /FlateEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck true
  /PDFX3Check false
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError false
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <>
    /CHT <>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF che devono essere conformi o verificati in base a PDF/X-1a:2001, uno standard ISO per lo scambio di contenuto grafico. Per ulteriori informazioni sulla creazione di documenti PDF compatibili con PDF/X-1a, consultare la Guida dell'utente di Acrobat. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 4.0 e versioni successive.)
    /JPN <>
    /KOR <>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die moeten worden gecontroleerd of moeten voldoen aan PDF/X-1a:2001, een ISO-standaard voor het uitwisselen van grafische gegevens. Raadpleeg de gebruikershandleiding van Acrobat voor meer informatie over het maken van PDF-documenten die compatibel zijn met PDF/X-1a. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 4.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents that are to be checked or must conform to PDF/X-1a:2001, an ISO standard for graphic content exchange.  For more information on creating PDF/X-1a compliant PDF documents, please refer to the Acrobat User Guide.  Created PDF documents can be opened with Acrobat and Adobe Reader 4.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /HighResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [504.000 720.000]
>> setpagedevice


