CHAPTER 17

INTERNATIONAL TAKEOVERS AND RESTRUCTURING
1. Background on international  M&A's:

A. U.S. acquisitions of foreign businesses

(1) By numbers

(a) 1970's … average of 7.1% of total M&A activity

(b) 1980's …       "          6.1%         "       "           "

(c) 1990's …       "          13.9%         "       "           "

(2) By values

(a) 1970's … average of 3.6% of total M&A activity

(b) 1980's …       "          4.3%         "       "           "

(c) 1990's …       "          11.4%         "       "           "

B. Foreign acquisitions of U.S. companies

(1) By numbers

(a) 1970's … average of 6.9% of total M&A activity

(b) 1980's …       "          8.8%         "       "           "

(c) 1990's …       "          8.3%         "       "           "

(2) By values

(a) 1970's … average of 14.3% of total M&A activity

(b) 1980's …       "          15.4%         "       "           "

(c) 1990's …       "          15.2%         "       "           "

   (1990 = 30.6%)

C. Approximately 80% of all foreign direct investments in U.S. is by acquisition.

D. 20 of 100 largest mergers in history involving U.S. firms are represented by foreign transactions that took place since 1984.

2. The theory of the Multinational Enterprise (MNE) - a firm with operations in foreign contries.

A. Theory of the firm - determinants of the use of external markets versus managerial coordination within the firm - internal managerial coordination preferred when costs are lower or net revenue productivity higher. 

B. Multinational level theory - use export/import, licensing, joint ventures, etc., rather than having plants in foreign countries. 

C. Intangible assets - most important source of net revenue advantage in horizontal MNEs.

(1) Examples of intangible assets.

(2) Technological or managerial knowledge 

(3) More horizontal MNEs where intangible assets are important

(4) Use of intangible assets in foreign subsidiary view as making use of some excess capacity in such assets (top mgmt).

D. Other factors 
- cash flows

- going concern value 

E. Vertical MNEs

F. MAE's for portfolio deiversification.

G. Special factors
- tariffs

- repatriation of funds difficult

- exchange rates

3. Reasons for International M&A's

A. Growth considerations
· to achieve long-run goals

· domestic market is saturated

· market extensions to protect local market

·  realization marketplace is global



2. Technology
· to exploit foreign technology

· to acquire needed technology 



3. External advantages of differentiated products



4. Government Policy
· to circumvent tariffs, quotas

· to reduce dependence on exports



5. Exchange Rates
· impact on relative costs of foreign vs. domestic acquisitions

· impact on the value of repatriated profits



6. Political and Economic Stability

· to invest in a safe predictable environment



7. Differential labor costs, productivity of labor



8. To follow clients who may have relocated overseas



9. Diversification 
· by product line

· geographically

· to reduce systematic risk



10. Resource-poor domestic economy
· to obtain assured source of supply



4. Premiums paid

A. Foreign bidders give higher premiums

5. Even Returns - positive returns and negative returns for bidders and targets.

6. International Joint Ventures

A. Advantages

B. Disadvantages

C. Successful joint ventures

7. Cost of Equity for a MNE

A. Cost of Equity as per CAPM

B. Adjustment of U.S. risk-free rate for country risk (why)

C. Adjustment to the U.S. equity premium

D. Adjustment to the beta factor for foreign company

8. Cost of Debt

A. Cost of Debt in international setting

B. Interest rate parity theorem and cost of foreign debt

