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ABSTRACT 

Prior researchers have found that an average of 12% of 

target firms' outstanding shares remain untendered following 

completion of both successful and unsuccessful tender 

offers. Yet these shareholders had available to them an 

average 55.6% bid premium over the price of their shares one 

month prior to the tender offer. Why do such shareholders 

refrain from tendering given the extensive gains available 

through tender offers? 

Theoretical developments and supporting empirical 

research in the finance and economics literature indicate 

that some target firm shareholders will attempt to refrain 

from tendering in order to free-ride on the acquirer's 

value-increasing efforts. The approach for the dissertation 

is to develop this line of research by examining, through 

multiple regression analysis, those factors which can help 

to predict the level of tendering by target shareholders. 

Variables measuring the extent of gains attainable through 

the takeover, the a priori probability of transaction 

success, target managements' actions in contesting the 

takeover, and the average level of target shareholders' tax 

brackets are all found to be significant predictors of 

differences between the percent of shares demanded by 

iv 



acquiring firms and the percent tendered by target firm 

shareholders. 

The benefits of the research include applying these 

results to understand the factors which lead to minority 

interest balances found on consolidated financial 

statements. The owners of the shares left untendered 

following tender offers are minority shareholders. If not 

"squeezed-out" through merger or other means, these 

shareholders' ownership interests will be presented as 

minority interest on the acquiring firms' consolidated 

financial statements following the tender offer. One 

finding of the study is that most of these minority 

interests are eliminated through merger, and other means, 

prior to issuance of the next year-end financial statements 
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CHAPTER I 

INTRODUCTION AND BACKGROUND 

Recent activity in corporate takeover transactions 

shows that many firms desire to acquire other entities. 

High bid premiums indicate that these acquirers often are 

willing to pay substantial premiums for this right to 

control. In a literature review, Jensen and Ruback [1983] 

summarized empirical research on the effects of this merger 

and tender offer activity on target and acquiring firms' 

stock prices. 

The evidence indicates that shareholders of target 
firms realize large positive abnormal returns in 
completed takeovers. The evidence on the rewards 
to bidding firms is mixed, but the weight of the 
evidence suggests zero returns are earned by 
successful bidding firms in mergers and that 
statistically significant but small positive 
abnormal returns are realized by bidders in 
successful tender offers [p. 22]. (Tender offers 
are frequently cash offers, and mergers are 
usually stock and other security exchange offers 
[p. 26].) 

Thus, mergers and tender offers provide target firm 

shareholders with the opportunity to receive significant 

gains. Yet the existence of minority interest balances on 

consolidated financial statements indicates that some target 

firm shareholders do not participate in these transactions. 



The existence of minority interest may result from 

various acquiring firm and target firm shareholder 

motivations and actions. For example, an acquirer may 

accept only shares tendered up to some limit which is below 

100% of the target firm's outstanding shares. 

Alternatively, the security holders who do not tender to 

corporate acquirers retain a minority interest holding in 

the target firm. These shareholders must have different 

objectives from those of the tendering shareholders since 

they have elected not to take advantage of the gains which 

are immediately available. The focus of this research is to 

investigate the reasons why some target firm shareholders 

elect not to tender to an acquiring firm. 

Effects of the Existence of Minority 
Interest Shareholders 

The existence of minority interest shareholders can 

have several effects on parent company management decisions 

and actions. The Financial Accounting Standards Board 

(FASB) highlights one effect of the existence of minority 

interest shareholders in its Statement of Financial 

Accounting Standards (SFAS) No. 94, Consolidation of All 

Majority-owned Subsidiaries [1987]. Historically, the FASB 

and financial statement preparers have considered the 

existence of "a relatively large minority interest" to be a 

reason for not consolidating a majority owned subsidiary 

[FASB, 1987, p. 2]. The basis for this is that a minority 



interest block can minimize the ability of the parent to 

exercise control over the subsidiary. However, the minority 

interest exception for not consolidating a subsidiary has 

been used relatively infrequently in recent practice. Other 

reasons for non-consolidation are now used more frequently, 

particularly nonhomogeneity of subsidiary operations with 

parent operations [FASB, 1987, p. 3]. In issuing SFAS No. 

94, the FASB has excluded both of these reasons from 

justifying non-consolidation of majority-owned subsidiaries. 

Nonetheless, in past decisions not to consolidate certain 

subsidiaries because of a "relatively large" minority 

interest, parent companies have acknowledged the reduction 

in control due to the minority interest. This 

acknowledgement raises questions about the extent of a 

minority interest shareholder block's ability influence the 

parent corporation and its management. 

The second effect of the existence of minority interest 

shareholders in consolidated entities is the litigation 

these shareholders often undertake. Dodd and Ruback [1977] 

refer to this effect in attempting to explain their 

empirical finding that minority shareholders receive tender 

offer gains even when an offering party already has majority 

control. 

Since the bidders already had control of the 
target firm, these abnormal returns cannot reflect 
synergy, monopoly or internal efficiency gains. 
. . . In effect, these 'clean-up' offers can be 
interpreted as out-of-court settlements, and the 
positive abnormal gains reflect the realization of 



the potential gains by minority stockholders and 
include the savings in litigation costs to the 
majority stockholders. [Dodd and Ruback, 1977, 
p. 371] 

The gains paid to minority shareholders indicate that parent 

firms expect minority shareholders to attempt to influence 

parent company actions through the court system. This 

litigation can be undertaken by minority shareholders 

holding any level of minority interest, large or small. 

The Power of Minority Share
holders through the Courts 

Jones [1980] summarizes two types of stockholder suits 

brought by minority interest shareholders: those involving 

alleged general mistreatment of a subsidiary through parent-

subsidiary transactions, and those involving alleged 

wrongdoing in mergers and tender offers designed to absorb 

the subsidiary into the parent corporation. 

Parent-subsidiary transactions. Daily business 

transactions between a parent company and a subsidiary with 

a minority interest may be scrutinized for fairness simply 

because of the presence of the minority interest 

shareholders. 

When the subsidiary is wholly owned by the parent 
firm, transactions between the two are effectively 
intrafirm transactions and no problem of fairness 
arises. However, when the subsidiary has . . . 
minority shareholders, the impact of such 
transactions on the minority holders becomes an 
issue. Since these minority holders are powerless 
to protect their interests through the corporate 
electoral machinery, they often resort to 



derivative or class action suits'". [Jones, 1980, 
p. 8] 

Jones's [1980] sample of 190 firms from 1975 Fortune 

lists contained 114 suits involving parent-subsidiary 

relations which occurred between 1971 and 1976. The suits 

claimed mistreatment of the subsidiary in many areas; common 

areas for complaint were in transfer pricing, revenue 

distribution, dividends (either insufficient or excessive), 

charges for management or staff services, and diversion of 

subsidiary opportunities [p. 8]. 

These complaints cast in bold relief the problems 
of minority shareholders and large multi-unit 
(especially multinational) firms. The goal of the 
parent firm is to optimize the profits of the 
entire organization. To do so it must allocate 
resources and opportunities among its subsidiaries 
to its greatest advantage. Virtually every 
exploited opportunity for one subsidiary is a lost 
opportunity for the others, in some sense. Given 
this situation it is not surprising that minority 
stockholders file a substantial number of suits 
making this (parent-subsidiary) type of claim. 
[Jones, 1980, pp. 8-9] 

Parent firms with more than one subsidiary having 

minority interest shareholders face even greater dilemmas. 

One set of suits included in the sample involved litigation 

Â derivative suit is a suit filed by a shareholder on 
behalf of the corporation and against some other party or 
parties, often the managers or directors of the firm itself. 
In these actions, stockholders are allegedly damaged 
indirectly through damage to the company; any recovery goes 
to the corporation. A shareholder class action suit claims 
damage to plaintiffs directly, usually through a drop in the 
value of their shares. The corporation itself and its 
officers and directors are usually named as defendants. In 
these suits, the firm will contribute to (rather than 
benefit from) any recovery [Jones, 1980, p. 5]. 



from both sets of minority shareholders to a proposed 

transfer of operations from one subsidiary to another. 

Litigation when a parent attempts to obtain the 

remaining minority interest. Problems with fairness issues 

in daily transactions may be avoided by eliminating the 

minority interest. Yet any attempt to buy out these 

shareholders can be met with opposition, too. Thirty-four 

suits in Jones's [1980] sample involved proposed mergers and 

tender offers to absorb the subsidiary into the parent. 

Holders who do not think that the offer is fair 
must: reluctantly accept the offer; remain 
shareholders in a private company without the 
protection of the federal securities laws and 
. . . without a ready market for their shares; in 
some cases invoke appraisal rights; or file a 
shareholder suit. . . . A substantial number of 
these disgruntled minority holders choose the 
fourth option. [Jones, 1980, p. 9] 

Much research published in the legal literature 

analyzes the effects of going private transactions (see, 

e.g., Borden [1974], Brudney and Chirelstein [1978], 

DeAngelo, DeAngelo, and Rice [1984], Easterbrook and Fischel 

[1982], Greene [1976], Lowenstein [1985], and Silver 

[1984]). The concern in going private transactions is the 

parent's potential breach of fiduciary duty because of self-

dealing. The majority ownership has the power to 

unilaterally set the terms of and accept the offer. 

Litigation in this area sets precedents which require 

evidence of fair dealing in the transaction, such as voting 

on the offer by only minority shareholders, in order to 



successfully defend against minority shareholder litigation 

[Silver, 1984]. 

Purpose of the Research 

Minority interest holdings in subsidiary firms have 

many effects on corporate and managerial actions. Companies 

which have, in the past, excluded from consolidation those 

subsidiaries with a large minority interest have indicated 

that these shareholders can reduce the effectiveness of a 

voting control ownership interest. In fact, shareholders 

holding any level of minority interest can increase their 

power by litigating against management actions which 

displease them, though of course these shareholders will 

have to incur out-of-pocket expenses to undertake 

litigation. 

The existence of minority interest shareholders 

therefore may cause difficulties for an acquiring firm after 

the acquisition. As well, being a minority interest 

shareholder involves risk that a loss in value will occur. 

Such alleged losses are the basis for the litigation 

frequently undertaken by these shareholders. Non-tendering 

shareholders take a risk even if the shares remain publicly 

traded. Bradley [1980] found that stock prices following 

successful tender offers are on average only 3 6% higher than 

the pre-offer price, compared to an average 49% bid premium. 

Thus, a non-tendering shareholder takes a risk that a tender 

offer will be "successful" (Bradley specifically defines 
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this for his empirical work) and that the shares retained 

will be less valuable than if they had been tendered. For 

unsuccessful offers, stock prices following the transaction 

generally are higher than the bid price. However, Bradley, 

Desai, and Kim [1983] found that 

the permanent positive revaluation of the 
unsuccessful target shares (documented by Dodd and 
Ruback [1977] and Bradley [1980]) is due primarily 
to the emergence of and/or the anticipation of 
another bid that would ultimately result in the 
transfer of control of the target resources, 
[p. 183] 

There are many research questions which may arise from 

these facts. For example, what, if any, are the effects of 

the existence of minority interest shareholders on the 

parent company and its management actions? But a basic 

underlying question is, why are these investors present? 

From what type of takeover transaction did this class of 

ownership interest arise? If it stems from a tender offer, 

then, given the immediate gains available from tendering and 

the risks involved in becoming a minority interest 

shareholder, why do some shareholders not tender their 

shares? The purpose of this research is to identify and 

assess the impact of transaction characteristics which 

associate with varying levels of minority interest. 

Transactions Most Likely to Leave 
Minority Interest Shareholders 

Various corporate restructuring activities may give 

rise to minority interest on consolidated financial 



statements. If an original owner sells less than a majority 

share in an initial public offering and then sells his 

majority ownership in a negotiated transaction, minority 

interest holdings in a subsidiary company will result. But 

the focus of this research is on those holdings which result 

from decision processes undertaken by target firm 

shareholders. 

Tender offers are one type of corporate restructuring 

transactions most likely to leave minority interest. 

Tender offers are offers to accept target shares directly 

from shareholders, generally in exchange for cash. Mergers 

involve a completely different process. The target firm 

Board of Directors puts the bidding firm's offer to a 

shareholders' vote. A favorable vote causes all outstanding 

shares to be transformed into the right to receive the 

merger offering items—generally stock, perhaps in 

combination with other securities or some cash. As Dodd 

[1980, p. 106] states 

In tender offers, the bidder invites target 
stockholders to tender their shares for a 
specified amount of cash or securities. The 
decision to accept or reject the offer is made by 
each individual stockholder and the success or 
failure of the offer depends upon the proportion 
of stockholders tendering their shares. In merger 
proposals, the target board of directors has the 
discretion to accept or reject the proposal and 
stockholders get the opportunity to decide the 
outcome of the proposal only if management puts it 
to a vote. 
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Determining the factor inputs to these target firm 

shareholder decisions is the focus of this study. Thus, the 

sample for the study will consist of only tender offers. 

There are many offers in which an acquirer receives 

less than the desired percentage ownership, be it 100% or 

some lesser amount. For example, Bradley et al. [1983] 

examined interfirm tender offers for the period October 1958 

through December 1980. The mean percentage of the target 

held by the bidder prior to the offer was 12.81%, the mean 

percentage of the target's outstanding shares sought by the 

bidder was 65.29%, and the mean percent of the target's 

outstanding shares purchased by the bidder was 58.80%. 

Conscious decisions on the part of both acquiring firm 

managements and tendering shareholders leave minority 

interests despite the problems each may subsequently face. 

One difference between the two forms of business 

combination is that mergers are more likely to be non

taxable transactions to the tendering shareholder [Carleton 

et al., 1983; Pratt et al., 1987]. To be considered a 

nontaxable transaction to the target firm shareholders, 

corporate reorganizations in general must meet four 

requirements: (1) the transaction must provide continuity 

of target shareholder ownership and continuity of the target 

business enterprise; (2) it must be conducted according to 

one of seven acceptable patterns; (3) it must undertaken for 

a valid business purpose; and (4) it must be conducted 
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according to a plan of reorganization that has been adopted 

by each of the firms which are party to the transaction 

[Pratt et al., 1987, p. 391]. 

Tender offers generally are, at least partially, cash-

based and thus generally are taxable to the target 

shareholder. The model presented in this dissertation 

proposal includes a surrogate measure for the tax effects to 

tendering shareholders. 

Benefits of the Research 

This dissertation research project is directly related 

to the FASB's ongoing project on the reporting entity. That 

project was added to the FASB's agenda in 1982 and is 

intended to address the many reporting issues which arise 

when attempting to define what should be included in 

consolidated financial statements [FASB, 1987, p. 11]. 

These reporting issues arise when we ask, what is the most 

relevant and representationally faithful presentation for 

related entities including entities which have subsidiaries 

in nonhomogeneous businesses (e.g., finance subsidiaries of 

primarily nonfinancial parent companies)? 

A major goal of the project is to develop a 
reporting entity concept for business enterprises 
. . . However, the Board has not yet reached 
agreement on some significant issues, including 
precisely how to determine if means other than 
majority ownership have resulted in control and 
what techniques of consolidation would best report 
the effects of noncontrolling (minority) interests 
that arise because subsidiaries are only partially 
owned. [FASB, 1987, p. 11] 
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The FASB's Project on 
the Reporting Entity 

The FASB's conclusions in SFAS No. 94 impact financial 

statement presentation of minority interest because these 

balances will arise more frequently in financial statements 

now that all majority-owned subsidiaries must be 

consolidated if there is no question of control. 

The Board's deliberations on the reporting entity 
concept have proceeded far enough to establish 
that consolidation of all majority-owned 
subsidiaries whose control is not in question is 
consistent with all of the reporting entity 
concepts that the Board is considering. [FASB, 
1987, p. 11] 

This study investigates the variables which help to 

predict the level of minority interest following tender 

offers which may result in minority interest on consolidated 

financial statements. It thus can assist the FASB's 

project. By identifying factors that lead to ownership of 

less than 100% of the target firm, the study can assist in 

the ongoing assessment of the changes brought by the 

issuance of Statement No. 94. It may assist in the Board's 

ongoing deliberations concerning the reporting entity, 

ownership control, and even the issues associated with a 

reporting entity's ownership of a minority interest in 

another firm. By considering the factors which predict a 

given level of minority interest, this study begins the 

analysis which can lead to consideration of the effects of 

minority interest ownership of a subsidiary firm in later 

research. 
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General Contribution to the 
Takeover Literature 

In addition, the research provides three general 

benefits in contributing to the literature in the areas of 

takeovers and financial statement analysis. First, the 

research can provide explanatory power for the financial 

statement balances related to minority interest 

shareholdings. Second, this research provides a basis for 

future study of the effects of minority interest 

shareholders on corporate agency relationships. Third, the 

research is concerned with financial interest in the success 

of tender offer transactions. 

Explanatory power for a financial statement balance. 

Those variables which help to predict the level of minority 

interest can be interpreted as the sources which give rise 

to the necessity of accounting for minority interest in 

consolidated financial statements. Understanding the 

factors which lead to minority interest holdings subsequent 

to a successful tender offer can assist financial statement 

users when analyzing consolidated financial statements 

containing such minority interest balances. Interpreting 

the meaning of a given level of minority interest requires 

understanding the source of the financial statement balance 

(i.e., the accounting procedures which provide for this 

balance), the decision factors relevant to the target 

shareholders in deciding not to tender their shares (i.e., 
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the information to be provided by this study), and the 

potential for future problems because of the existence of 

minority interest (i.e., the litigation often undertaken by 

these shareholders). The research results reported in this 

study provide an important link in the three components of 

knowledge which help financial statement users assess the 

impact of a given level of minority interest on the 

consolidated enterprise. 

A basis for future study. As noted above, the minority 

interest shareholders may be able to change parent 

corporation management decisions (e.g., whether or not to 

transfer subsidiary operations) simply because they own a 

large percentage of the subsidiary's shares or because they 

are willing to undertake litigation. This ability to 

influence management indicates that minority interest 

shareholders may represent an additional principal in the 

principal/agent relationships which are hypothesized to 

characterize publicly owned corporations [Jensen and 

Meckling, 1976]. Subsidiary boards of directors must 

respond to the desires of both parent corporations and 

minority interest shareholders. Prior to investigating the 

effects of this difference in ownership structure for 

consolidated firms with a minority interest holding, 

research efforts must consider the factors which lead to 

this particular ownership structure. 
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Tender offer success. Since the existence of minority 

interest can be considered as a position on a continuum 

between successful and unsuccessful takeovers, the research 

may help in predicting the success of these transactions. 

That is, as the size of minority interest increases, the 

transaction approaches failure. As will be shown through 

the literature review and theory development of this study, 

a line of research in finance and economics investigates the 

level of tendering by target firm shareholders. The benefit 

of this study is to extend this line of research to its 

impact on the analysis of consolidated financial statements. 



CHAPTER II 

PREVIOUS RESEARCH ON TENDER OFFERS 

Previous literature on takeovers provides evidence that 

contrasts exist in the consequences to target firm 

shareholders in tendering and in not tendering to an 

offeror. Target firm shareholders may take immediate gains 

by tendering to an offeror. Alternatively, reasons for not 

tendering are presented in the theoretical and empirical 

literature on tender offer acquisitions. These contrasting 

consequences are sufficient to expect optimizing behavior 

when target shareholders decide whether to tender their 

shares. That is, shareholders should weigh the benefits 

from immediate tendering against the costs of immediate 

tendering—real costs, such as individual tax liabilities, 

and opportunity costs of the benefits available from not 

tendering. 

Theoretical advancements in the finance and economics 

literature describe the benefit of not tendering to an 

offeror. If the transaction is successful, despite some 

shares not tendered, then the non-tendering shareholders may 

be able to take advantage of the gains provided by the 

acquirer's value increasing efforts. These "free-rider" 

gains can be obtained by target firm shareholders who do not 

16 



17 

tender if the acquirer does not pay out all expected future 

gains from the takeover through the bid premium. 

The literature review presented in this chapter first 

discusses the theories of gains that are available from the 

transaction. The next section discusses the theory which 

indicates that target shareholders may gain by not 

tendering—if they can free-ride on the acquirer's efforts. 

Following sections discuss various points that may change 

expectations derived from the free-rider theory. Management 

negotiations with a bidding firm or resistance to a tender 

offer may change these expectations. Also, the form of the 

offer may influence the level of tendering by target 

shareholders because it can increase the risks associated 

with attempting to free-ride. Finally, the effect of the 

target shareholders' tax brackets on the tendering decisions 

is considered. 

The Gains Available to Tendering Share
holders and the Theory of Takeovers 

Empirical analyses of stock market reactions to tender 

offers examine the impact on both target and bidding firm 

prices, from successful and unsuccessful offers, and from 

transactions involving different types of bidders. 

The Positive- and Zero-Impact Theories 

Dodd and Ruback [1977] examined various theories of 

takeovers using monthly abnormal returns (abnormal relative 

to expected returns based on the empirical market model). 
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The authors offered five hypotheses to predict various share 

price reactions to tender offers. Three theories predict 

some positive stock price reaction to takeover 

announcements: the monopolistic market power theory, the 

synergism hypothesis, and the internal efficiency 

hypothesis. As well, two theories predict no impact of the 

takeover announcement on firm values: the pure zero-impact 

hypothesis and the prior good performance theory. 

The monopoly theory posits that acquisitions which 

transfer control provide monopoly power to the combined 

entity and result in monopoly rents; it predicts a positive 

reaction to successful transactions and, due to the real 

costs incurred in administering the offer, losses for 

unsuccessful transactions. The theory provides no 

predictions on how the monopoly rents are split between 

acquirer and target firm shareholders. 

The synergy hypothesis also predicts positive stock 

price reactions to tender offers. This reaction is expected 

because the gains arise from combining two firms' real 

assets. Specifically, this theory predicts an increase in 

the combined market value of the two firms involved in a 

successful takeover. Dodd and Ruback [1977] also argue that 

the theory predicts losses from unsuccessful takeover 

attempts. Thus, they state, one cannot discriminate between 

the synergy and monopoly theories with empirical analyses of 

stock market reactions to tender offers. 
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The internal efficiency hypothesis states that target 

firms are acquired in order to remove inefficient use of 

target firm resources; "the bidding firm is assumed to be 

motivated by information on the inefficiency" [Dodd and 

Ruback, 1977, p. 354]. The inefficiency presumably stems 

from inefficient use of target firm resources by the current 

management. 

Whatever the origins of the inefficiency, the 
announcement of a takeover attempt is viewed as 
positive information for the target firm. The 
information released is that stockholder wealth 
will increase if the inefficiency is eliminated. 
Unless there are permanent barriers to the 
realization of these gains (in which case it is 
not an inefficiency) the market value of the 
target firms will increase irrespective of the 
outcome of the tender offer. [Dodd and Ruback, 
1977, p. 354] 

The pure zero-impact hypothesis "implies that there are 

no net gains from altering the operations of the target or 

bidding firms" [Dodd and Ruback, 1977, p. 354]. Since 

tender offers involve real costs, this theory predicts that 

unsuccessful offers will result in losses to the target and 

bidding firms. Additionally, the prior good performance 

theory predicts no reaction to the actual tender offer, but 

this prediction stems from the effect of the hypothesized 

above-normal returns during the time period that is used as 

a basis for comparing the announcement month return. 

Table 1 summarizes the hypothesized "effects of successful 

and unsuccessful tender offers on stockholder returns" [Dodd 

and Ruback, 1977, p. 356]. 
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Table 1: Effects of tender offers on stockholder returns 

Bidding firm Target Firm 

Hypothesis 

Monopolistic 
or Synergy 

Internal 
Efficiency 

Zero Impact 

Successful Unsuccess-
ful 

non-
negative 

positive 

zero 

negative 

negative 

negative 

Successful Unsuccess
ful 

non-
negative negative 

positive positive 

zero negative 

Source: Dodd and Ruback, 1977, p, 356. 

Dodd and Ruback [1977] examined abnormal returns to 172 

bidding and target firms for offers occurring between 1958 

and 1976 for time periods from five years before the offer 

to five years after. Their findings are of significance for 

this study. First, successful tender offers were followed 

by mergers within five years for 72% of the firms in the 

sample of 171 targets. Second, Table 2 presents their 

findings of significant abnormal returns to target and 

bidding firms during five time periods within the ten year 

range. 

From the results shown in Table 2 the authors rejected 

the zero-impact hypothesis. They argued that their evidence 

most strongly supports the internal efficiency hypothesis 

". . . and [is] inconsistent with the synergy or 
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Table 2: Abnormal returns to target and bidding firms 

Bidding firm Target Firm 

Months 
Around 
Announce
ment Successful Unsuccessful Successful Unsuccessful 

-60 to -13 
-12 to -1 

0 
+1 to +12 
+13 to +60 

0 
positive 
positive 

0 
0 

0 
positive 

0 
0 
0 

0 
positive 
positive 

0 
0 

0 
0 

positive 
0 
0 

Adapted from: Dodd and Ruback, 1977, p. 3 68. 

monopolistic hypotheses, since unsuccessful targets realize 

abnormal positive returns in the event month and normal 

returns thereafter" [Dodd and Ruback, 1977, p. 370]. 

However, this conclusion is not exclusively supported: "the 

positive market reaction in the event month for unsuccessful 

targets could be attributed to the expectations of future 

monopoly or synergistic gains from mergers" [Dodd and 

Ruback, 1977, p. 370]. Their data show that many of the 

targets of unsuccessful offers are merged within five years. 

"'Clean-up' tender offers." Dodd and Ruback's [1977] 

sample contained 19 "clean-up" tender offers, offers from 

firms already owning majority control in the target firm. 

The announcement month gains to these target firms of 17.41^ 

are inconsistent with the synergy, monopoly, and internal 

efficiency hypotheses. As noted above, the authors 

explained this result by referring to the frequent suits 
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brought by minority shareholders to many business 

transactions undertaken by the controlling firm. 

Relevance to this study. Dodd and Ruback [1977] 

present several theories of interfirm tender offers and 

stock market reactions to them. The authors argued that 

their results are most strongly in support of the internal 

efficiency hypothesis. Yet, their results indicate that 

perhaps no one theory can explain the reasoning behind and 

reactions to interfirm tender offers. For example, there 

are possible alternative explanations to the internal 

efficiency theory for their results. Also, the fact that 

"clean-up tender offers" exist shows that some transactions 

have distinctly individual motivations: some other motive 

besides internal efficiency (e.g., advance out-of-court 

settling) must be behind this type of offer. 

Different tender offers which may appear to be similar 

may arise from different motivations. While the ultimate 

purpose of this study is not to differentiate among or 

support the various theories of takeover transactions, the 

possible differences in motivations must be reflected 

because of the nature of this study. Alternatives can bring 

about similar positive reactions for many different reasons. 

In attempting to model for the decision factors relevant to 

target shareholders in deciding whether to tender to a 

bidding firm, as many motives for positive and negative 

reactions to tender offers as possible must be considered. 
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The model presented here includes variables designed to 

measure when each transaction reflects factors consistent 

with the positive impact theories Dodd and Ruback [1977] 

present as well as additional theories developed by Jensen 

[1986], Bradley [1980], and Bradley et al. [1983]. 

These variables are designed to detect the 

circumstances under which gains will be available to the 

combining firms due to the benefits described by the various 

theories. For example, combining firms which are in the 

same industry is expected to produce greater synergistic 

gains than would combining two firms in unrelated 

businesses. As well, transactions involving targets showing 

poor prior performance can be expected to produce greater 

gains due to the replacement of inefficient management. The 

inclusion of the variables reflecting the various theories, 

in fact, represents a dual test of the takeover theories 

presented in the literature and the theory developed here to 

explain minority interest holdings. 

The Information and Synergy Theories 

Bradley [1980] presented an empirical study to examine 

an apparently paradoxical finding. He found that average 

appreciation of target shares through one month subsequent 

to offer execution is 3 6% relative to market value two 

months prior to the offer. Average bid premiums amounted to 

49% relative to the same base value. Apparently, tendering 

stockholders receive a 49% capital gain, nontendering 
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shareholders receive a gain of only 36%, and acquirers 

experience an unrealized capital loss of 13%. 

This paradoxical result can be explained if one 

considers that the bid premium paid includes the price of 

obtaining control of the target firm. Once control has been 

obtained, no shares remaining outstanding contain that 

premium component of value. The average reduction in market 

value of 13% evidences this control value component of the 

price paid for the target shares [Bradley, 1980, p. 346]. 

The overall increase in the market value of the 

acquiring and target firms over the time period from two 

months before the offer to two months after—$7.7 million 

for acquiring firms, despite an average offer premium of 

$7.7 million, and $31 million for target firms—provides 

evidence that combining the two firms creates value 

[Bradley, 1980, p. 346]. Bradley argued that acquiring 

firms will not earn consistently abnormal positive returns 

simply by acquiring other firms and waiting for an increase 

in the target shares' market value; the acquisition must 

create value in order for the bidding firm to experience 

gains. He argued that synergy will effect a value increase 

for both firms. 

Bradley's [1980] theory provides several implications 

for expected stock price reactions to tender offers. The 

first implication is that, if the premium is paid for 

control, then the acquirer must pay a premium relative to 
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the pre-offer price and relative to the post-execution price 

for a successful transaction since the acquirer takes 

control and the post-execution market value should be 

reduced for the portion of value attributed to the control 

rights. Second, the theory implies that acquirers cannot 

act as "raiders" by acquiring control and then "raiding" 

firm assets. The data support this argument: if "raiding" 

were to occur, the post-execution price would be lower than 

the pre-offer price, not 3 6% greater. Finally, Bradley 

argues, the theory provides an explanation for the existence 

of unsuccessful tender offers. The initial offer by the 

acquirer is hypothesized to release information about the 

possibilities for synergistic gains from combining with the 

target firm. Competing acquirers, including target firm 

management, may take advantage of the information provided 

to offer a higher-valued allocation of target firm assets. 

Target stockholders will reject those offers that 
become dominated by a higher bid or a higher-
valued production/investment plan proposed by the 
target managers. If this explanation . . . is 
correct, then on average, the value of a target 
share after the expiration of the offer will be 
greater than the rejected offer price. The data 
show that this is in fact the case. [Bradley, 
1980, p. 348] 

Thus, in contrast to Dodd and Ruback's [1977] argument, 

Bradley [1980] says that overall positive reactions to 

unsuccessful tender offers are consistent with the synergy 

theory. As well, Bradley presented the information theory— 
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that information about the target firm is released through 

the tender offer process. 

As a direct test of his theory, Bradley [1980] analyzed 

the value of shares traded during the period the tender 

offer is open in order to assess the consistency of the 

market value with his model as stated in its mathematical 

form. For successful tender offers, Bradley's model is: 

ps = F*T + (l-F)P^ > P" > P 

where, P̂  is the "price that would prevail after market 
participants became aware that the outstanding 
offer would succeed but before it was actually 
executed" [p. 360]; he measures this variable as 
the market value five days after initial tender 
offer announcement, the date on which the offeror 
must file with the SEC (Form 14D-1), 

F is the fraction of shares demanded by the 
offeror, 

T is the tender offer bid price, 

Pg is the value of shares remaining outstanding 
after the execution of the offer; he measures this 
variable as the market price forty days after 
offer announcement, approximately twenty days 
after offer expiration, 

Pg is the "expected per share value of the target 
resources employed in their next best allocation 
relative to the outstanding bid" (p. 355), and 

PQ is the pre-announcement price measured forty 
days before offer announcement. 

Bradley empirically examined the equality component of the 

model through regression analysis on the following empirical 

model: 

P| = BQ + Bi(F*T) + B2[(1-F)P^] 
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Bg = 0 and B, = 83 = 1 if Bradley's theory holds. He found 

the first two coefficients not significantly different from 

their theoretical values. However, B2 was significantly 

less than one with a point estimate of .76. These results 

may have occurred due to model misspecification, poor 

measurement, or because there is another explanatory 

variable needed to analyze the market value of shares traded 

while a tender offer is open. 

If his model is properly specified, then either his 

proxy is a poor measure or market participants 

systematically underestimate the value after expiration. 

Both of these possibilities seem unlikely because there is 

little variation in the price movements of the target shares 

remaining outstanding immediately following the offer 

expiration through the fortieth day after offer announcement 

(as noted above, the market value through this time period 

is 36% greater than the pre-offer level with a standard 

deviation of only .02). 

Model misspecification is another possible reason for 

his result. There may be another factor, correlated with 

the price of the stock forty trading days after the offer 

announcement, which exerts a negative influence on the price 

during trading while the tender offer is open. As Bradley 

[1980, p. 3 60] noted, the mathematics assume that all shares 

demanded are tendered. Since, empirically, this is not the 

case, measuring the expected number of shares to be 
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remaining outstanding after the offer as one minus the 

fraction demanded may be inaccurate. 

Aside from measurement problems or model misspecifica

tion, there is another possible explanation for Bradley's 

[1980] result. Bradley's theory emphasizes the value of 

control which is included in the bid price but is stripped 

from the untendered shares. We observe also that minority 

shareholders have some ability to influence parent and 

subsidiary company transactions subsequent to the takeover. 

In fact, these shareholders can increase their level of 

influence through the court system. Just as Bradley's 

theory emphasizes, the value of minority shareholders' 

influence on control of the target firm may not be present 

in the shares traded prior to offer execution but may be 

included in the trading price after offer expiration. This 

ability to control may be enhanced by increased ownership 

concentration which may occur via trades executed up to the 

expiration of the tender offer [Comment and Jarrell, 1987, 

p. 309]. Thus, the results simply may be supportive of the 

argument that minority shareholders can influence parent and 

subsidiary company transactions after consummation of the 

tender offer. 

Relevance to this study. Similar to Dodd and Ruback 

[1977], Bradley [1980] grouped the synergy and monopoly 

theories into one category. He stated that the gains which 

accrue to both target and acquiring firm shareholders, in 
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conjunction with the reduction in the value of the target 

shares immediately following the transaction, indicate that 

the shareholders benefit from the combination of the two 

firms. However, the source of these "synergistic gains" is 

undetermined: they could stem from increased monopoly 

power, economies of scale, or other sources. In direct 

contrast to Dodd and Ruback, Bradley argues against the 

inefficient management hypothesis. Support for this theory 

only exists if the efficiency increase stems from "internal 

transfer schemes" because the gains to the acquiring firms 

indicate that the benefits do not accrue solely to target 

firms. This study includes variables designed to measure 

expected gains from all positive impact theories, due to the 

diversity in conclusions between Dodd and Ruback and 

Bradley. 

Bradley's [1980] study also leaves some areas open for 

consideration when thinking of the existence of minority 

interest as a point on a continuum between successful and 

unsuccessful tender offers. First, Bradley's model assumes 

homogeneity among target firm shareholders. The mathematics 

assume that 

. . . either all target shares will be tendered or 
none at all. Empirically, this is not the case. 
Heterogeneous capital gains tax rates and/or 
heterogeneous expectations of the future value of 
the target shares would explain the absence of a 
unanimous response to a given tender offer, 
[p. 360] 
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The model presented herein includes a surrogate measure for 

tax implications (see Individual Investors' Tax Rates). 

Additionally, the model attempts to consider possible 

diversity in expectations of the gains available from the 

transaction through the potential for free-riding (see 

Possible Reasons for Not Tendering: Free Riding on Takeover 

Gains). 

Second, Bradley's [1980] model assumes that, at some 

point after the offer announcement but prior to expiration, 

target shareholders will be able to assess the success of 

the transaction with certainty. Empirically, significant 

stock price reactions to announcement of the outcome of the 

offer indicate significant resolution of uncertainty on the 

outcome announcement date [Baron, 1983, p. 331; Mikkelson 

and Ruback, 1985, p. 540]. The model here developed 

assesses factors bearing on shareholders' expectations of 

transaction success and the implications of those 

expectations on the level of minority interest following 

consummation of the transaction (see Two-Tiered Offers. 

Multiple Bidders, and the Probability of Transaction 

Failure). 

Empirical Testing of the Information 
and Synergy Theories 

Bradley et al. [1983] examined returns realized by 

shareholders of targets and offerors involved in 

unsuccessful tender offers. Previous research [Bradley, 
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1980 and Dodd and Ruback, 1977] has found apparently 

permanent, positive revaluation of unsuccessful target 

shares. Bradley et al. attempted to discriminate between 

the information and the synergy hypotheses. 

Bradley et al. [1983] included any theory which 

supports positive reactions to tender offer announcements as 

accruing from the change in control of target firm resources 

in the synergy theory. The information hypothesis specified 

by Bradley et al. takes two forms. 

The first argues that the dissemination of the new 
information prompts the market to revalue 
previously 'undervalued' target shares. . . . The 
second argues that the new information induces 
(allows) the current target management to 
implement a higher-valued operating strategy on 
its own. [Bradley et al., 1983, p. 184] 

Bradley et al. [1983] examined monthly abnormal returns 

to targets and daily abnormal returns to offerors of 

successful and unsuccessful tender offers. They found 

results consistent with the synergy hypothesis. The two 

groups of target firm shares experienced equivalent jumps in 

value in the announcement month but, in the sixty months 

following the offer, those subsequently taken over 

experienced further increases in value while the market 

value of those not subsequently taken over drifted down to 

the pre-offer level. For unsuccessful offerors, the total 

sample showed a positive reaction around the day of the 

offer and a gradual decline to a level significantly below 

the pre-offer level within 180 days. Breaking the 
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unsuccessful offeror sample into two groups expands upon 

this result. Those offerors who lost bids for target firms 

to rival firms experienced declines greater than that for 

the total sample. Offering firms of unsuccessful 

transactions which resulted in no change in control of 

target firm resources within 180 days experienced no 

abnormal returns within this time period: the average share 

value fluctuated around the pre-offer level. 

Relevance to this study. While Bradley et al. [1983] 

concluded that their results are supportive of the synergy 

hypothesis, the issue is not completely resolved, since the 

literature reflects contradictory results. The variables 

used in this study include the hypothesized effects of each 

of the theories presented in this literature review-

Stock Price Reactions to 
Large Block Purchases 

Mikkelson and Ruback [1985] examined share price 

reactions to open market transactions purchasing five 

percent or greater of the target firm's outstanding shares. 

These authors traced the effects of various events which may 

follow (within three years) such an initial investment: 

completed takeover, targeted repurchase of the shares 

(repurchase by the target the shares obtained by the firm or 

individual), third party takeover, and sale of the purchased 

shares. 
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Only 136 of the 473 transactions Mikkelson and Ruback 

[1985] examined relate to an outstanding takeover proposal. 

Mikkelson and Ruback estimated the total valuation effect of 

these transactions from the initial five percent or greater 

investment through the various possible outcomes. Using a 

different measurement approach than Bradley [1980], 

Mikkelson and Ruback measured the total valuation effect 

". . .by combining the two-day abnormal stock returns at 

the initial announcement of the 13D filing, at the outcome 

and at any intervening related events" [p. 552]. (SEC Form 

13D must be filed by a purchaser within ten days of 

establishing a five percent or greater position in any 

publicly traded firm.) Not surprisingly, then, their 

results differ from those reported by Bradley. 

The average total return of acquiring and target 
firms depends on whether a takeover is the outcome 
of the investment. On average, completed 
takeovers appear to be zero net present value 
investments for acquiring firms . . . In contrast, 
the average total return is positive and 
statistically significant for the acquiring firms 
for investments that end with a targeted 
repurchase, a sale of shares or a third party 
takeover. . . . Regardless of the investment 
outcome, including a targeted repurchase, [they] 
find that the investments typically increase 
stockholder wealth for the target firm [though the 
most benefit stems from a completed takeover by 
the filing firm or another acquirer]. [p. 552] 

Mikkelson and Ruback's [1985] results appear to 

contradict Bradley's [1980] theory since it appears that 

acquiring firms can earn abnormal returns simply by 

investing in target firms and waiting for an increase in the 
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shares' market value from another source. In contrast, the 

transactions which end in completed takeover by the firm 

initially filing the 13D appear not to provide gains to the 

acquiring firms. 

The Theory of Free Cash Flow 

The two theories of takeovers presented so far—the 

synergy and internal efficiency theories—argue that 

takeover gains stem only from value derived by combining two 

firms, regardless of what resources are used to finance the 

transaction. An alternative theory argues that transaction 

financing and the actual process of the takeover provide at 

least some of the gains experienced through takeovers. 

Jensen [1986] presented his theory of free cash flow to 

explain this motivation behind corporate restructuring 

transactions. 

Free cash flow is cash flow in excess of that 
required to fund all projects that have positive 
net present values when discounted at the relevant 
cost of capital. Such free cash flow must be paid 
out to shareholders if the firm is to be efficient 
and to maximize value for shareholders. [Jensen, 
1986, p. 15] 

Jensen [1986] argued that free cash flow will occur 

when a firm reaches a mature stage in which growth slows and 

there is a reduction in the number of positive net present 

value investment projects available to a firm. However, for 

many reasons management will not want to pay out cash to 

shareholders. These reasons stem from the agency framework 

of the theory of the corporation and include: 
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1. managers' desire to increase the size of the firm 

beyond an optimal level to support new positions 

needed to provide middle management promotions; 

2. managers' desire to retain assets within the firm 

in order to maintain power and status; 

3. managers' desire to avoid increased monitoring by 

the capital markets which occurs when firms enter 

the market to obtain new capital; and, 

4. managers' desire to avoid the possibility of 

needing external financing which is unavailable or 

available only at high cost. 

Jensen supported this theory by summarizing the results of 

studies which show the impact of corporate financing 

transactions on common stock prices and by demonstrating 

that most of the results are consistent with the theory. 

Free cash flow and cash tender offers. Jensen [1986] 

thus argued that shareholders desire direct cash payouts 

from certain firms. But managers desire to retain assets 

under their control. Rather than paying out cash to 

shareholders, which reduces the assets under their control, 

members of bidding firm management would prefer to pay out 

cash but receive additional assets to control. This 

objective can be achieved by instituting a tender offer to 

the shareholders of another firm. However, these cash 

payouts benefit the target firm's shareholders, not those of 

the acquiring firm. As prior empirical research has shown. 
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tender offers produce significant gains to target firm 

shareholders, but the effect on acquiring firms' share 

prices tends to be negligible. 

Jensen [1986] resolves this issue in two ways. First, 

in viewing the takeover activity on an industry-wide basis, 

he found that takeovers may help streamline operations in 

order to compete with, particularly, foreign firms [Jensen, 

1986, pp.6-7]. Second, he argued that acquiring firms tend 

to transfer most of the gains from the takeover to target 

firm shareholders [Jensen, 1986, p. 35]. 

These cash transactions are motivated by the need to 

remove assets from the acquiring firm's industry. Jensen 

[1986] substantiated this claim by analyzing industries 

experiencing the need for retrenchment. He noted that 

many areas of the U.S. economy have been 
experiencing slowing growth and, in some cases, 
even retrenchment—a phenomenon that has many 
causes, including substantially increased 
competition from foreign firms. This has 
increased takeover activity because takeovers play 
an important role in facilitating exit from an 
industry or activity. [Jensen, 1986, pp. 6-7] 

That is, cash transactions in the same industry will return 

some capital to investors in the target firm and thereby 

remove assets from the declining industry. Also, assuming 

synergistic effects, such combinations can reduce productive 

assets in the industry by streamlining the operations of 

both the acquiring and target firms. However, Jensen argued 

that such synergisms are not required to produce benefits in 

acquisitions: 
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Because the bidding firms are using funds that 
would otherwise have been spent on low- or 
negative-return projects, however, the opportunity 
cost of the funds is lower than their cost of 
capital. As a result, they will tend to overpay 
for the acquisition and thereby transfer most, if 
not all, of the gains to the target firm's 
shareholders. [Jensen, 1986, p. 35] 

Target firm shareholders gain by accepting the cash payout 

from the takeover and serve the economy by reallocating 

these resources to more productive industries containing 

firms with many unfunded positive net present value 

projects. 

Relevance to this study. The higher the level of free 

cash flow of the acquiring firm, the greater will be the 

benefits from obtaining a target firm, particularly for one 

with a low level of free cash flow. If Jensen's [1986] 

theory holds, this benefit will exist even if the two firms 

are in different industries and will increase if the two 

firms are in the same industry. As with the theories 

discussed above, the model presented in this study includes 

variables reflecting when firms form these beneficial 

combinations. The variables relevant to this theory measure 

the level of free cash flow of the acquiring and target 

firms and whether the two firms are in the same industry. 

The source of the financing for the transaction also is 

relevant to this study. The acquirer may have a high level 

of free cash flow and may presumably pay out that cash flow 

through a cash tender offer. But if the transaction is 

financed with bank debt, for example, then the benefit of 
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the cash payout is reduced. The empirical model includes a 

variable for the source of the financing for the 

transaction. 

Information Asymmetry 

Myers and Majluf [1984] specifically predict an optimal 

corporate restructuring with a slack-rich acquiring firm and 

a slack-poor target firm. Their prediction is based on 

assumptions different from Jensen's [1986]: they assume 

that managers have greater information about the target firm 

than do market participants and they assume that management 

acts in the best interests of current firm shareholders. 

Their argument is that 

if managers have inside information, then there 
must be some cases in which that information is so 
favorable that management, if it acts in the 
interests of old stockholders, will refuse to 
issue shares even if it means passing up a good 
investment opportunity. That is, the cost to old 
shareholders of issuing shares at a bargain price 
may outweigh the project's NPV [net present 
value]. [Myers and Majluf, 1984, p. 188] 

The information asymmetry theory predicts only that 

slack rich bidders will buy slack poor targets. The 

opposite will not hold. 

The external financing necessary would preclude a 
cash-poor firm from buying a cash-rich firm 
because the negative impact would be at least as 
great as that of direct financing. [Bruner, 1988, 
p. 201] 

Myers and Majluf [1984] only presented the theory 

development supporting this argument. Other researchers 
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[e.g., Bruner, 1988] have tested the hypotheses developed by 

Myers and Majluf. 

Empirical testing. Bruner [1988, p. 201] empirically 

tested Myers and Majluf's prediction that " . . . financial 

change motivates merger" [p. 201]. He examined 

. . . three empirical questions. First, . . . are 
bidders slack-rich and targets slack-poor as the 
information-based theory would suggest? Second, 
does the financial slack of bidders change 
significantly around merger? And third, are 
merger-synchronous changes in financial slack 
associated with gains from merger? [Bruner, 1988, 
p. 202] 

Financial slack is measured as the "net debt ratio": 

Net Debt Ratio = Net Debt , 
Common Equity + Preferred + Net Debt 

where net debt = short-term debt + long-term debt - (cash 
+ cash equivalents + marketable 
securities) [Bruner, 1988, p. 203]. 

(The lower the net debt ratio, the higher is financial 

slack.) Bruner [1988] reported results consistent with the 

prediction that slack-rich firms acquire slack-poor targets. 

Relative to a control sample of non-bidder firms, bidders 

have significantly more financial slack prior to a merger. 

Though his results show an increase in debt capacity at this 

time, this "apparent increase . . . is largely offset by a 

decrease in cash balances" [Bruner, 1988, p. 215]. "Within 

the first year of merger consummation, bidders' financial 

slack declines and leverage rises significantly when 

compared to a control sample . . . " [Bruner, 1988, p. 215]. 

During the second year after merger, the " . . . slack or 
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unused debt capacity is not replenished" [Bruner, 1988, 

p. 215]. As to target firms, Bruner found them relatively 

more levered than a control sample, and also the bidding 

firms, prior to merger. Finally, he finds that the total 

returns earned by target and acquiring firm shareholders in 

days immediately following the announcement vary 

significantly according to market expectations of future 

changes in target leverage following the merger (measured ex 

post as the actual change in leverage after the merger). 

Bruner's [1988] results are consistent with both Myers 

and Majluf's [1984] theory of asymmetric information and 

Jensen's [1986] theory of free cash flow. Palepu [1986] 

also examined a financial slack variable in a model designed 

to predict takeover targets. He used a growth-resource 

mismatch dummy variable to predict whether a firm will be a 

take-over target if it had a combination measuring either 

low or high free cash flow. However, when analyzing 

individual coefficients on the three components of his 

measure—growth, liquidity, and debt burden, his results 

indicate that growth and leverage ratios have significant 

negative relationships with the likelihood that the firm is 

a target firm. The coefficient of liquidity in the 

(logistic) regression was not significantly different from 

zero. 

Thus, Palepu's [1986] results contrast with the two 

theories described above and with Bruner's [1988] results. 
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They indicate that likely targets are low growth, high slack 

firms. If the transactions are consummated in a 

complementary fashion as both Jensen [1986] and Myers and 

Majluf [1984] hypothesize, then it appears that these 

results support the inefficient management hypothesis—that 

firms with inefficient managements are taken over by 

efficient acquiring firms (slack-poor acquirers). 

However, limitations to Palepu's [1986] work make it 

likely that the guidance from Jensen [1986] and from Myers 

and Majluf [1984], and the implications of the results from 

Bruner's [1988] work, are more appropriate for the theory 

developed in this research project. First, Palepu only 

examined characteristics of target firms in his analysis; he 

did not examine both parties to the transaction. Second, he 

did not distinguish between merger and tender offer targets 

(though part of his sample came from firms which were 

delisted from the stock exchanges which would more likely 

indicate mergers). Finally, his sample covered the time 

period from 1971 through 1979. Jensen [1986, p. 39] argues 

that there is a difference between the growth oriented 

mergers of the late 1960s and early 1970s and the takeovers 

of the late 1970s and 1980s. Jensen hypothesizes that the 

latter period's transactions stem from the need for industry 

retrenchment and increased efficiency. Thus, Palepu's 

results may be a mixture from several motivations for 

corporate restructurings because they are based on a 
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combination of two types of transactions depending on the 

time period from which they originated. 

Relevance to this study. To reflect the free cash flow 

and information asymmetry theories of corporate 

restructurings, variables are included in this analysis to 

measure the extent of the free cash flow of the target and 

acquiring firms. Both Bruner's [1988] and Palepu's [1986] 

measures are used. 

Possible Explanations for Not Tendering 

The theories and empirical results presented above show 

that takeovers appear to be wealth-increasing transactions 

at least for tendering and, to a lesser extent, nontendering 

target firm shareholders. Yet there are many arguments 

presented in the literature as possible reasons why target 

firm shareholders would not want to tender to an acquirer. 

The general argument for this study is that the more 

shareholders refrain from tendering, the greater will be the 

minority interest subsequent to the transaction—to the 

point where the transaction fails. 

Grossman and Hart [1980] argued that target firm 

shareholders desire to free-ride on the value increasing 

efforts of an acquirer. To do this, shareholders attempt to 

refrain from tendering shares. However, the attractiveness 

of free-riding may be offset by various techniques designed 

to reduce the benefits of and/or increase the risks of, 

attempting to free-ride. Finally, shareholders may face 
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heterogeneous tax implications from tender offer 

transactions that may create desire for some shareholders 

not to tender. 

Free-Riding on Takeover Gains 

Grossman and Hart [1980] argued that a shareholder's 

optimal reaction to a tender offer is not to tender. They 

argued that this decision is optimal because the shareholder 

may free-ride on the gains provided by the acquisition and 

new management. Presumably, the amount offered by the 

acquirer is below that value which the acquirer expects to 

obtain from acquisition of the target firm; otherwise,the 

ac(3uirer would not enter into the transaction. 

Two factors provide the necessary premises for target 

firm shareholders to attempt to free-ride as Grossman and 

Hart hypothesize. First, value-increasing gains must be 

available from the transaction being undertaken. Second, 

shareholders must assess that it is in their best interests 

to attempt to hold out from an acquiring firm. This attempt 

most likely is in their best interests when there is low 

probability that any one shareholder's decision will affect 

the outcome of the transaction and when target shareholders 

are aware of the increased value that will result from the 

combination of the two firms. 

Grossman and Hart [1980] supported their conclusion 

through mathematical analysis but they made some limiting 

assumptions in determining these results. First, they 
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assumed no probability distribution for shareholder 

expectations of the transaction; they assumed that 

successful transactions are expected to be so with 

certainty. Second, they assumed that the acquirer and the 

shareholders know both the maximum value that the firm can 

attain under current management and the incremental benefit 

that can be obtained from changing to management by the 

acquirer. The authors argue that these are reasonable 

assumptions because of the extensive disclosures required by 

the Securities and Exchange Commission [SEC] and other 

regulators. Finally, they assumed that the firm is owned by 

a large number of small shareholders, each of whom owns such 

a small percentage of the target firm that he will not 

consider the effect of his decision on the outcome of the 

offer [Grossman and Hart, 1980, pp. 44-45]. Additionally, 

though not stated in the form of a limiting assumption, the 

authors assumed that 

any profit a raider can make through the price 
appreciation of the shares he purchases can also 
be made by a shareholder who free rides and does 
not sell his shares to the raider. Thus, a raider 
faces the same sort of externality that any 
shareholder would face if he devoted resources to 
improving management. [Grossman and Hart, 1980, 
p. 590] 

Then, they argue, 

the proper management of a common property is a 
public good to all the owners of the property. 
. . . If one small shareholder devotes resources 
to improving management, then all shareholders 
benefit. This is the externality that the 
takeover mechanism attempts to 'internalize'. 
[Grossman and Hart, 1980, p. 59] 
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While it is reasonable to assume that good management 

is a public good from which all shareholders can benefit, it 

is not necessarily so that any shareholder faces the same 

benefit to be shared with other stockholders when devoting 

resources to improving management. The players in the 

market for corporate control are managers and, as in other 

endeavors, some are better than others [Jensen, 1986, 

p. 14]. While Bradley et al. [1983] find that the gains 

from takeovers can stem from synergism, some business 

combinations create more synergism than others. For 

example, Myers and Majluf [1984] and Jensen [1986] discuss 

the optimal combinations of slack-rich bidders and slack-

poor targets, which implies that some combinations are 

better than others. 

Relevance to this analysis. To the extent that there 

are free-rider gains to be had, a transaction is more likely 

to leave minority interest. Each of the theories presented 

in the previous section of this literature review provides 

hypotheses for the sources of the takeover gains. The first 

three of these theories—the theories of synergy, internal 

efficiency, and information asymmetry—predict types of 

gains on which target firm shareholders would like to free-

ride. For example, 

in the Myers-Majluf theory, the value created 
through a merger of complements arises from the 
additional positive-NPV investment taken by the 
merged firm that the slack-poor firm might pass 
up. [Bruner, 1988, p. 201] 
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Combinations motivated by this value enhancement should 

encounter at least some target shareholders who will desire 

to take part in this value increasing activity. The synergy 

and internal efficiency theories also hypothesize sources of 

gains which would make target shareholders desire to free-

ride. This result will hold if, as Grossman and Hart [1980] 

assume, the acquirer does not pay out all expected future 

gains to target firm shareholders. 

Jensen's [1986] theory of free cash flow, however, 

makes the opposite prediction. Since Jensen argues that 

shareholders desire cash payouts, firms combining to reduce 

free cash flow should encounter target shareholders who 

desire to tender shares. These transactions should produce 

systematically less minority interest than do combinations 

motivated by the gains hypothesized under the former three 

theories. 

Yet some of the variables for testing the theory of 

free cash flow and the information asymmetry theory are the 

same. While these theories predict a common type of 

corporate acquisition as optimal—the combination of slack-

rich bidders and slack-poor targets, the effect on minority 

interest holdings is opposite. Transactions consummated to 

resolve the problems stemming from information asymmetry 

might find systematically greater minority interest while 

transactions consummated to reduce free cash flow would find 

relatively lower minority interest. If the theory developed 
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here to predict varying levels of minority interest holds in 

empirical testing, then one of the theories supporting these 

predictor variables, the free cash flow theory and the 

information asymmetry theory, may be exclusively supported 

through the signs on the coefficients of the measurement 

variables. 

The limitations to the free-rider theory. The theory 

of free cash flow thus is inconsistent with Grossman and 

Hart's [1980] assumptions for their argument which concludes 

that a target shareholder's optimal decision is not to 

tender to a bidding firm. Other arguments also may change 

the expected level of target shareholder attempts to free-

ride. If Grossman and Hart's assumptions are violated 

within the tender offer transaction, then the transaction is 

less likely to leave minority interest holdings in the new 

subsidiary firm. 

First, a likely case is one in which there is some 

probability that the transaction will fail [Jensen and 

Ruback, 1983, pp. 31-33]. Shareholder concerns over this 

possibility would reduce efforts to free-ride. This result 

will occur because the nontendering shareholders face a risk 

of loss of value if the offer fails and no other offer 

succeeds the offer under consideration. Bradley et al., 

[1983, pp. 189-190] find that, for control-oriented offers, 

targets of unsuccessful tender offers retain share value 

increases only if subsequently taken over. 
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Second, if the theory of information asymmetry is 

correct, then transactions consummated in actual practice 

violate Grossman and Hart's [1980] second assumption, and 

the optimal decision for target shareholders may be to 

tender their shares. Grossman and Hart assumed that both 

the acquirer and the target firm shareholder know the 

maximum firm value that can be attained under current 

management and the potential value that can be attained by 

changing to new management. This assumption clearly 

contradicts the arguments of information asymmetry. But the 

assumption is in agreement with other takeover theories. 

For example, Bradley et al. [1983, p. 184] agree with the 

assumption—they argue that their results are consistent 

with a theory which does not require an acquirer to have an 

information advantage over other shareholders in tender 

offer transactions. 

Third, Grossman and Hart's [1980] final stated 

assumption, that the firm is owned by a large number of 

small shareholders, may often be violated with actual 

transactions. To the extent that target firm shareholders 

will consider the effect of their actions on the outcome of 

the transaction, and given that failure of the transaction 

poses a risk for the nontendering shareholders, the lower is 

the expected level of minority interest subsequent to the 

transaction. 
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Two-Tiered Tender Offers 

Grossman and Hart [1980] concluded from their analysis 

that the threat of takeover will not provide any control 

over firm management and agency costs because the 

possibility of free-riding, and the resulting transaction 

failure due to non-tendering, precludes this threat from 

curbing managerial ineffectiveness. They concluded that in 

order to allow an acquirer to obtain sufficient gains so 

that takeovers will occur, firm shareholders should allow 

acquirers to expropriate wealth from target firms. Bradley 

argued that his theory on the valuation of tender offers 

indicates that such "corporate raiding" is not possible. 

One mechanism which allows expropriation of shareholder 

wealth is to use front-end loading through two-tiered 

tender offers. 

A takeover is front-end loaded when the tender bid 
exceeds the value of any unpurchased shares. . . . 
Two-tier offers provide an effective vehicle for 
front-end loading because they combine a limited 
tender offer (for voting control only) with a 
subsequent (unilaterally approved) merger. 
[Comment and Jarrell, 1987, pp. 283-284] 

The effects of front-end loading are beneficial to 

acquirers but may harm target firm shareholders. These 

offers can " . . . counter shareholder opportunism by 

reducing the incentives of individual shareholders to hold 

out in an attempt to free-ride on the bidder's value-

increasing changes" [Comment and Jarrell, 1987, p. 290]. 

However, as noted above, this type of offer also allows 
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bidders to expropriate wealth from target shareholders. 

When an acquirer establishes a control position from the 

tender offer component of the transaction, the unilateral 

control then held can be used to expropriate wealth from the 

remaining shareholders. 

However, note that competition among bidders must be 

done by increasing the total value of the offer. 

Competition thus reduces bidders' ability to expropriate 

wealth. Two other factors may mitigate bidders' ability to 

expropriate shareholder wealth: ownership concentration of 

the target shares and, even without concentration, 

management representation of shareholders collective 

interests in a negotiated takeover [Comment and Jarrell, 

1987, pp. 290-291]. 

To investigate these controversial issues. Comment and 

Jarrell [1987] examined tender offers occurring between 1981 

and 1984 for systematic differences in shareholder returns, 

success rates, bid premiums, and percent of shares tendered 

according to type of offer: negotiated, unnegotiated, any-

or-all, two-tier, and partial. They reported several 

important results: 

1. Any-or-all offers are much more frequent than 
partial and two-tier offers . . . and the relative 
incidence of any-or-all offers grew [between 1981 
and 1984] . . . while the incidence of two-tier 
offers declined. 

2. The incidence of negotiated tender offers is . . . 
four-fifths of the total and increasing throughout 
the four-year period . . . 
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3. Two-tier offers are more frequently negotiated 
than any-or-all offers. 

4. The average premium for the 144 any-or-all offers 
(56.6%) . . . does not differ significantly from 
the average yield on the 39 two-tier offers 
(55.9%) . . ., whereas the 27 partial offers yield 
22.8%[p. 304]. (Bid premiums are measured 
relative to the closing price, or bid price for 
over-the-counter [OTC] firms, twenty days prior to 
the first public announcement of any offer for the 
target firm as determined by examining the Dow 
Jones News Retrieval Service or the Wall Street 
Journal company index [Comment and Jarrell, 1987, 
pp. 292-293].) 

5. Negotiation with target management increases the 
percent of shares tendered to the bidder. 

Comment and Jarrell [1987] drew important conclusions 

from these results. First, 

the bargaining power of target management that is 
apparent in these results reduces any tactical 
advantage bidders may have as a result of diffuse, 
atomistic ownership of the target firm's common 
stock. As an empirical rule, the agency of target 
management provides a means of ensuring 
cooperative tendering behavior by shareholders. 
[Comment and Jarrell, 1987, p. 3 04] 

On the other hand, management has little "ability to prevent 

an offer from being executed after an unnegotiated offer is 

initiated . . . " [Comment and Jarrell, 1987, p. 296]. 

Management negotiations apparently do represent shareholder 

interests when the need arises, but management is unable to 

preclude an offer desired by the shareholders. 

Second, "the average premiums paid provide no evidence 

that target shareholders are absolutely or relatively 

disadvantaged by the two-tier form of tender offer" [Comment 

and Jarrell, 1987, p. 304]. As noted above, competition 
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among bidders must be executed through the overall value of 

the offer. Competition in the market for corporate control 

will drive the overall value of any offer at least to the 

market value of the firm [Jensen and Ruback, 1983, p. 31]; 

it appears from Comment and Jarrell's results [1987, p. 3 04] 

that such competition drives the bid price to a level 

commensurate with that of an any-or-all offer. 

Third, 

since the holders of relatively more target shares 
resist tendering into two-tier and partial tender 
offers than any-or-all tender offers, these 
results are inconsistent with claims that 
shareholders are 'stampeded' into tendering into 
two-tier and partial offers because of the greater 
coerciveness of these forms. [Comment and 
Jarrell, 1988, p. 309] 

In fact, the authors noted that 

a surprisingly large fraction of equity holders 
forego the opportunity to participate in these 
tender offers. Without speculating about the 
underlying motivations, it is notable that there 
remains untendered an average of 12% of the 
outstanding shares even after the high-response 
any-or-all offers. The second surprising result 
is that the tendering response is actually less 
for the supposedly more coercive types of offers 
[the two-tiered offers]. [Comment and Jarrell, 
1987, p. 302] 

These findings present additional evidence that the 

premise of this paper is an issue needing to be 

investigated. As well, there may be an explanation for the 

increased tendering into the two-tiered offers over the any-

or-all offers. Comment and Jarrell [1987, p. 309] concluded 

that one may not assume a constant level of target firm 

ownership diffusion throughout the tender offer period. 
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They found that, on average, 36.4% of target shares are 

traded in the open market during this time; the average 

increases to 55.9% for two-tiered offers. If the increased 

trading results in increased ownership concentration, it may 

be a shareholder response used to combat the effects of the 

two-tiered offer. 

Relevance to this analysis. Many aspects of the 

theory and empirical results presented in Comment and 

Jarrell's [1987] paper have importance for the analysis in 

this study. The possibility for cooperation among target 

shareholders and the types of tender offers may impact the 

level of minority interest subsequent to the offer. This 

influence may stem from an ability to control free-riding, 

from negotiations between the offeror and target management, 

or from other factors. 

Ability to control free-riding. Only atomistic, non-

colluding shareholders can be disadvantaged by the 

prisoner's dilemma of a front-end loaded takeover [Comment 

and Jarrell, 1987, p. 304]. Since much public trading 

occurs during the time the offer is open, the effect of the 

two-tiered offer in reducing free-riding is lessened if that 

trading brings an increase in ownership concentration prior 

to offer expiration. Thus, a two-tiered offer is likely to 

result in a smaller minority interest than is an any-or-all 

offer; however, that effect probably would be reversed if 

the trading during the offer period resulted in 
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concentration of the ownership up to the date the offer 

terminates. 

This reversal of the effects of a two-tiered offer may 

explain the results found by Comment and Jarrell [1987]. 

That is, though Comment and Jarrell found greater resistance 

to tendering into two-tiered offers, this resistance may 

result from reduced coerciveness of the tactic due to 

increasing ownership concentration during the tender offer 

period. This expectation is reinforced by the fact that, 

while, on average, 3 6.4% of target firm shares are traded in 

the open market during the tender offer period, the 

percentage of shares traded during a two-tiered offer is 

55.9% [Comment and Jarrell, 1987, p. 303]. 

The effect of a two-tiered offer on the level of 

minority interest subsequent to the transaction is that 

there may be no minority interest remaining on any of the 

combined firms' subsequent consolidated financial 

statements. As defined by Comment and Jarrell [1987, 

pp. 283-284], two-tiered offers are designed to provide the 

offeror with a percentage holding sufficient to be able to 

unilaterally approve a subsequent merger of the two firms. 

This result is complicated by the possibility of an 

antitakeover corporate charter amendment which requires a 

supermajority to approve the subsequent merger. Acceptance 

of all shares tendered may or may not be conditional upon 
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receipt of a sufficient number of shares to reach the 

supermajority requirement. 

Comment and Jarrell [1987] refer to recent trends in 

corporate charter amendments which reflect shareholder 

concern over front-end loading. 

With this charter provision, front-end loading is 
possible only if it is negotiated with the target-
firm management, if a supermajority of shares are 
accepted in the tender offer, or if there is no 
subsequent merger. [p. 284] 

Thus, the level of minority interest subsequent to the 

tender offer may be affected in several ways by antitakeover 

amendments. Minority interest may be reduced when target 

management negotiates with a bidding firm; it may be 

eliminated completely due to merger if the supermajority is 

obtained; or there may be some other effect if, for some 

other reason, there is no subsequent merger. 

Negotiated offers. According to Comment and Jarrell's 

findings [1987, p. 288], a lower level of minority interest 

is expected if the tender offer is negotiated. These authors 

simply describe this finding as a result of management's 

influence over shareholder behavior. They theorized that 

since representation by a management team and 
board of directors is shareholders' apparent 
least-cost way of organizing the target firm's 
everyday decision making, it is their presumptive 
least-cost vehicle for cooperation in most 
takeover situations as well. [Comment and 
Jarrell, 1987, p. 288] 

They argued that, though agency problems are likely to be 

greater during attempts to acquire the target firm, control 
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over this problem can be achieved by aligning management 

interests with shareholders'. 

Management apparently cannot prevent execution of an 

unnegotiated offer [Comment and Jarrell, 1987, p. 296]. 

However, their support of an offer and negotiations with a 

bidding firm can help increase target shareholder tendering. 

"In exchange for influence over the terms of an offer, 

management can guarantee a minimum profit to a bidder 

through its ability to confer relative advantage on a 

favored bidder" [Comment and Jarrell, 1987, pp. 288-289]. 

Comment and Jarrell [1987, p. 302] examined this control 

aspect by classifying transactions as negotiated and 

unnegotiated. As noted above, their results showed 

consistently higher tendering for negotiated than for 

unnegotiated transactions. Thus, minority interest holdings 

should be lower following a tender offer negotiated with 

target firm management than following an unnegotiated 

transaction. 

Bid premiums. Though Comment and Jarrell [1987, 

p. 304] found no significant difference between average bid 

premiums for any-or-all and two-tiered offers, the analysis 

in this dissertation controls for possible differences in 

these premiums on a transaction by transaction basis. 
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Two-Tiered Offers. Multiple Bidders.and 
the Probability of Transaction Failure 

Jensen and Ruback [1983] presented an opposing view on 

the effects of two-tiered offers and of relaxing Grossman 

and Hart's [1980] assumptions. They addressed two of the 

assumptions limiting Grossman and Hart's analysis: the 

possibility of more than one bidding firm and target firm 

shareholders' assessment of the possibility that a tender 

offer may be unsuccessful. 

The possibility for more than one bidding firm leads to 

possible competition among bidders. Such competition will 

drive the price of the transaction at least to the current 

market of the target firm, ignoring all expectations of 

synergistic gains. This competition reduces bidders' 

ability to appropriate shareholder wealth. In addition, 

shareholders can contract with management to encourage 

members of management to act in shareholders' interests in 

response to tender offers. 

Corporate charter changes that increase the 
ability of target managers to control the outcome 
of a takeover bid can enable managers to extract a 
higher offer price from the bidder or to solicit 
higher offers from other bidders. [Jensen and 
Ruback, 1983, p. 31] 

Jensen and Ruback [1983] clearly disagree with Grossman and 

Hart [1980]. The former authors argued that the market for 

corporate control will function to limit management 

opportunistic behavior; the latter authors argued that the 

only way the market can achieve this control is if target 
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shareholders allow corporate raiding to occur. If Jensen 

and Ruback's argument holds, then the target firm 

shareholders' optimal decision may be to tender to an 

acquirer. 

Target shareholders will assess the probability of 

transaction failure when deciding whether to tender. If the 

transaction fails and no other offers follow, shareholders 

can lose the potential gains from acquisition [Bradley et 

al., 1983]. Thus, target shareholders should assess this 

opportunity cost of not tendering. 

Jensen and Ruback [1983, p. 31] argued that, after 

assessing this opportunity cost, the optimal, non-collusive 

response to a tender offer is to tender. Two-tiered offers 

provide a premium over current market value that is the 

weighted average of the two components of the offer. 

Assuming the offer will be successful, the market value of 

the remaining shares outstanding is expected to equal the 

value given for the second component of the offer, which is 

less than the weighted average offering price. If the offer 

is unsuccessful, then the market value is expected to be the 

weighted average tender offer price. But this weighted 

average is less than the value of the lost opportunity to 

have obtained the higher offering price for the first block 

of shares tendered. In either case, a target shareholder 

incurs an opportunity loss by not tendering. Thus, Jensen 

and Ruback concluded that, acting independently, the optimal 
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decision is for the target firm shareholders to tender. In 

favor of this argument, Jensen and Ruback's assumptions are 

consistent with results found by Bradley et al. [1983]: 

market values of shares outstanding following unsuccessful 

tender offers generally are higher than are values for 

shares outstanding following a successful transaction. 

Relevance to this analysis. Jensen and Ruback's [1983] 

analysis indicates that it is important to consider the 

extent of the gains allocated to target firm shareholders in 

examining variables relevant to the decision as to whether 

or not to tender. The extent of the gains being so 

allocated increases with the bid premium allowed to and the 

number of bids received by the target firm shareholders. As 

these two variables increase, lower minority interest 

balances subsequent to the transaction consummation can be 

expected. The bid premium may encompass both of these 

effects. Khanna [1986] argued that his theory provides 

economic reasoning for very high bid premiums with opening 

bids for the target firm—the bid premium offered is based 

on expected competition to acquire the target firm. Thus, 

the bid premium comprises both the extent of the gains 

allocated to the target shareholders and the overall 

competition for the target firm. 
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Managerial Resistance to Tender Offers 

Just as negotiations between target and acquiring firm 

managements may impact the level of shares tendered to an 

offeror [Comment and Jarrell, 1987], so may management 

resistance to an offer have some effect. Managers of target 

firms may face a conflict of interest between their duties 

to represent firm shareholders and their own personal 

desires regarding the effects of a successful takeover. 

While top-level managers hold options and shares in the 

firms they manage, having acquired these ownership positions 

through contracting designed to align their interests with 

those of the outside shareholders, they may obtain other 

benefits from these management positions not associated with 

the ownership of the firm. They therefore may resist 

attempted takeovers despite these provision designed to 

align management and shareholder interests. 

Walkling and Long [1984] investigated management 

resistance to tender offers and managers' self-serving 

behavior. They found that 

the most important and only significant variables 
associated with managerial resistance are the potential 
wealth change to target management and the percent of 
shares owned by the bidder. Managers with smaller 
personal wealth changes tend to oppose offers, while 
those with larger personal gains do not [p. 62]. 

Baron [1983] focused instead on management preferences 

for control. He classified resisted offers into one of 

three categories: those resisted because of inadequacy 

relative to the true value of the firm, those resisted in 
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hopes of obtaining a higher offer in the future, and those 

resisted because the management of the target firm has a 

preference for control. He argued though, that markets can 

learn of managements' preferences over time. Management 

resistance to one offer which is subsequently executed 

therefore may initially decrease shareholder tendering. 

Resisted offers which are preceded by one or more failed, 

resisted offers may obtain a relatively higher percentage of 

target shareholder tendering. 

Relevance to this analysis. Target firm shareholders 

appear to be influenced by management responses to takeover 

bids [Comment and Jarrell, 1987]. Researchers have not 

empirically investigated the influence of management 

resistance on the level of tendering by target firm 

shareholders. However, Walkling and Long [1984] found that 

management resistance is dependent on wealth changes derived 

from stock ownership plans. If managers' interests are 

aligned with shareholders', then minority interest should 

increase when management resists an offer. However, if 

management resists because of sheer desire to maintain 

control over the target firm, then increased tendering 

should result in lower minority interest following such 

resistance. Evidence of management resistance because of 

desire for control will exist only if management resists a 

current offer after having resisted a previous, failed 

offer. 
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Individual Investors' Tax Effects 

Throughout this literature review, target shareholders' 

tendering decisions have been hypothesized as responses to 

external forces such as the sources of the takeover gains 

and management responses to takeover bids. Internal, 

individual factors also will affect the shareholders' 

decisions. At a minimum, each shareholder should consider 

his own tax situation in deciding whether to accept a 

taxable cash payment for tendering his shares. 

Carleton et al. [1983] addressed this taxability issue 

in attempting to predict among nonacquired firms, firms 

acquired through cash offers [taxable transactions], and 

firms acquired through stock exchanges [nontaxable 

transactions]. They found that the target firms' dividend 

payout ratio is a significant predictor variable between the 

latter two types of transactions. They argued that this 

effect occurs because of the clientele of the target firms' 

shares: target firms with low payout ratios will tend to 

have investors in high tax brackets who do not desire 

current cash payouts, while target firms with high payout 

ratios will have investors in lower tax brackets who desire 

current income. 

Relevance to this Study 

Because of the tax effects to investors, the investors 

in low dividend payout firms are more likely not to tender 

shares in order not to recognize a taxable capital gain. In 
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predicting the level of minority interest subsequent to a 

tender offer, the target firm dividend payout ratio is 

hypothesized to have a negative relationship with the level 

of the minority interest subsequent to the tender offer. 

Summary 

While few of the studies of tender offers reference 

minority interest specifically, the issues and variables 

addressed in the takeover literature relate to the level of 

shares tendered to an offeror and hence to the level of 

minority interest following an offer. Several reasons for 

shareholders not to tender to an acquirer are identified in 

the literature. First, the opportunity to free-ride on the 

value increasing efforts of an acquirer is the major impetus 

for an investor not to tender his shares. Gains made 

available through synergism, from replacing an inefficient 

management, and from allowing a target firm to invest in 

projects previously passed up may provide this opportunity 

for free-riding. Second, an individual factor, the tax 

implications of a specific transaction to a particular 

fimi's shareholders, also may influence the decision on 

whether to tender. 

There are limitations to these influences and other 

factors which would tend to increase the level of tendering 

and, hence, decrease the level of minority interest 

following the offer. Coercive tactics such as the use of 

two-tiered tender offers limit shareholders' ability to 



64 

attempt to free-ride. This ability is reduced in the case 

of concentrated ownership or colluding shareholders. 

Undertaking negotiations with the bidding firm may increase 

the level of shares tendered. Resisting an offer initially 

may reduce the percent of shares tendered but, if that 

resistance is to a second or later offer following a 

previously resisted, failed offer, then the resistance may 

associate with increased tendering. As target firm 

managements' interests are aligned with those of the 

shareholder, there may be interaction with the above 

influences to further impact the level of minority interest 

following offer execution. Finally, if the two firms are in 

an industry facing retrenchment, shareholders may desire 

cash payouts to reduce assets held by the combined firms and 

thus may desire to tender to an acquiring firm, reducing the 

level of minority interest following the tender offer. 

Incorporation of these factors into formal hypotheses and a 

theoretical model is presented in the next chapter. 



CHAPTER III 

THEORETICAL DEVELOPMENT: A MODEL PREDICTING 

THE LEVEL OF MINORITY INTEREST 

FOLLOWING A TENDER OFFER 

The level of minority interest holdings shown on 

consolidated financial statements may arise from many 

circumstances, one of which involves the shortfall between 

the percent of shares demanded by a bidder and the percent 

of shares actually tendered. This shortfall averages about 

7% of target firms' outstanding shares according to results 

found by Bradley et al. [1983, p. 188] for those 

transactions meeting their criteria of successfulness. The 

average is 12% for both successful and unsuccessful offers, 

according to results found by Comment and Jarrell [1987, 

p. 300]. 

There are, of course, various other possible sources 

for minority interest balances. For example, a target firm 

may sell less than 50% in its initial public offering. If 

an original owner sells his majority ownership in a 

negotiated transaction, then a minority interest in a 

subsidiary will naturally develop. However, the minority 

interest showing on the subsequent financial statements 

would be only a residual result; it would not be the result 

65 
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of a decision process undertaken by the acquirer or by the 

target firm. 

Another component of these minority interest balances 

stems from the percent of target shares demanded by the 

bidding firm. When this percentage demanded is less than 

100 percent of the target firm shares outstanding, there 

will, of necessity, be minority interest holdings in the 

target firm subsequent to the takeover. Modelling for this 

component of minority interest holdings is a separate effort 

from the one undertaken in this study. Clearly, this 

component could be important to explain variation in the 

levels of the financial statement balance. However, the 

level of this minority interest is known to the acquiring 

firm at the outset of the acquisition process. In fact, all 

observations in the sample for this study were either two-

tiered or any-or-all offers. None of the offers would be 

expected to result in minority interest due to acquirer 

demand for less than 100% of the outstanding shares. 

In contrast, the difference between the percent of 

shares demanded and the percent tendered constitutes a 

component of minority interest which management can only 

estimate prior to transaction completion. Concern over the 

existence of a minority interest stems from the influence 

these shareholders may have through antagonistic relations— 

such as the many legal suits brought by these shareholders 

against the officers, directors, and parent companies. 
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Management may anticipate certain levels of minority 

interest and certain levels of future antagonistic 

relations. However, unanticipated levels of minority 

interest create unanticipated levels of minority interest 

power which may add to the expected antagonistic relations 

with the parent company. Thus, unanticipated levels of 

minority interest may create greater concern when analyzing 

consolidated financial statements. 

Finally, it is clear that a theory of tendering 

behavior has been developed in the finance and economics 

literature which has impact on the analysis of consolidated 

financial statements. Grossman and Hart [1980], Jensen and 

Ruback [1983], and Comment and Jarrell [1987] all discuss 

optimal levels of target shareholder tendering. Yet there 

has been no prior research done which investigates 

systematic variation in the level of tendering (or, more 

appropriately, in the percent of shares not tendered) 

according to the variables discussed in the literature. 

This dissertation, therefore, adds to the literature by 

extending the analysis to apply a multiple regression 

analysis for predicting the level of non-tendering found in 

takeover transactions. This dissertation research also 

links the prior literature to the effects on consolidated 

financial statements. 
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The Dependent Variables; Two Measures 
of Minority Interest 

One dependent variable is a measure of the 

unanticipated level of minority interest following a tender 

offer. This variable was measured as the difference between 

the percent of shares demanded by and the percent tendered 

to the bidding firm. The sample includes all transactions 

which obtained greater than 50% ownership in the target firm 

and, therefore, could have resulted in minority interest 

balances in consolidated financial statements. These data 

are available from SEC Form 14D-1 filed within five days of 

announcement of a formal tender offer for shares of publicly 

traded firms. The filings provide data on the dependent 

variable and several of the independent variables. 

Summaries of these filings (the filing summaries) were used 

for all 14D-1 filings from 1980 to 1985. 

To assess the direct relationship of the explanatory 

variables with the financial statement balance of interest, 

an attempt was made to examine variation in actual minority 

interest balances found on consolidated financial statements 

in a second analysis. The sample was developed by tracing 

all transactions included in the first sample to the 

consolidated financial statements for the year end. Thus, 

the second sample includes only those transactions which 

result in minority interest balances in consolidated 

financial statements. The two samples differ for various 

reasons. For example, two-tiered tender offers which are 



69 

followed by an immediate merger are included in the first 

sample, but are excluded from the second because the ensuing 

merger removes any minority interest from target finn 

ownership. No minority interest is left on consolidated 

financial statements subsequent to the merger. 

These two components of the study are necessary (1) to 

examine tendering shareholder behavior in general and (2) to 

link that behavior directly to its influence on consolidated 

financial statements of U.S. companies. The first analysis 

extends the research found in the finance and economics 

literature by performing a multivariate analysis on the 

variables hypothesized to associate with the level of 

minority interest subsequent to tender offer transactions. 

The second effort provides a means to compare and contrast 

this general behavior with its direct effects on 

consolidated financial statements. The research hypothesis 

is that there will be no difference between the results of 

the two analyses. The transaction characteristics which 

help to predict the level of non-tendering should provide 

the same explanatory power for the minority interest 

financial statement balances following the transaction as 

for the general level of non-tendering in the first 

analysis. However, as presented in the research results, 

most all of the minority interest balances were eliminated 

through subsequent merger of the target firm into the 

acquirer. 
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The Availability of Gains 
Subject to Free-Riding 

The desire for shareholders to free-ride on the value 

increasing efforts of an acquirer may not be a directly 

observable variable. But the existence of two factors will 

provide the necessary facility for target firm shareholders 

to attempt to free-ride as Grossman and Hart [1980] and 

Comment and Jarrell [1987] hypothesize. First, value-

increasing gains must be available from the transaction 

being undertaken. Second, shareholders must assess that it 

is in their best interests to attempt to hold out from an 

acquiring firm. This attempt most likely is in their best 

interests when there is low probability that any one 

shareholder's decision will affect the outcome of the 

transaction and when target shareholders are aware of the 

increased value that will result from the combination of the 

two firms. 

The Synergy. Internal Efficiency.and 
Information Asymmetry Hypotheses 

The four takeover theories presented in the literature 

review of this dissertation are the synergy theory, the 

inefficient management theory, the information asymmetry 

theory, and the theory of free cash flow. Transactions 

evidencing characteristics consistent with the first three 

theories are expected to provide gains on which shareholders 

would desire to free-ride. The opportunity for free-riding 

exists because the bidding firm presumably will not pay out 
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all expected future gains to target firm shareholders; 

otherwise, the bidder would not enter into the transaction 

[Grossman and Hart, 1980]. 

These theories of takeovers certainly do not cover all 

possible motivations behind takeovers. However, these four 

theories are the ones emphasized in the literature on tender 

offers and variables similar to those included in this study 

have been used in attempting to predict firms likely to be 

targets of takeovers [Palepu, 1985]. In addition, some 

transactions may not exhibit characteristics consistent with 

any of these theories. Those transactions may be less 

likely to leave any minority interest because the bid 

premium may provide returns above the present value of the 

expected future cash flows from the combination. This 

situation could occur if the motive for the transaction 

stems from the acquiring firm management's preference for 

control. 

One argument against Grossman and Hart's [1985] 

hypothesis stems from this possible preference for control. 

Control value may be present in target firm shares during 

open market trading prior to tender offer expiration 

[Bradley, 1980]. Bidding firm management may place an added 

value on target firm shares due to its preference for 

control, just as target firm management may resist takeover 

for the same reason [Baron, 1983]. This possibility is 

measured through the inclusion of the bid premium in the 
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predictive model (see Two-Tiered Offers. Multiple Bidders, 

and the Probability of Transaction Failure). 

Controlling for this potentially confounding effect 

allows testing of the hypothesis that the benefits of 

synergistic transactions, transactions replacing inefficient 

managements, and transactions designed to eliminate the 

problems associated with information asymmetry should 

exhibit a greater tendency for target shareholders to free-

ride. The fourth theory, Jensen's free cash flow theory, 

specifies the opposite prediction: transactions consummated 

to reduce free cash flow should exhibit a lesser tendency 

for target shareholders to free-ride. Thus, it is desirable 

at least to include variables attempting to measure 

characteristics consistent with these four theories in 

attempting to predict the level of minority interest 

subsequent to the transaction. 

The benefits of synergy from combining two firms 

provides future gains—be they from streamlining operations, 

obtaining monopoly power, or other sources—on which 

shareholders would like to free-ride. These benefits 

presumably exist only when the combination of the two firms 

results in a non-conglomerate consolidated entity. 

Benefits obtained from replacing an inefficient 

management also constitute gains on which target firm 

shareholders may wish to free-ride. Obtaining such benefits 

may not even require that the firms be in the same industry. 



73 

though the gains conceivably will be greater when they are 

because synergism then may be an added benefit from the 

transaction. Evidence consistent with the inefficient 

management hypothesis includes transactions consummated with 

a target firm which has had prior poor performance in the 

market value of its shares. 

The benefits obtained from combining two firms because 

of the effect of the information asymmetry problem provide 

the most clear case wherein target shareholders would want 

to free-ride. The takeover of the target firm may allow the 

combined firm to invest in positive net present value 

projects previously passed up by the target firm [Myers and 

Majluf, 1984]. As Bruner [1988] measures it, if a 

combination involves a slack-rich bidder and a slack-poor 

target, then the transaction exhibits characteristics 

consistent with the information asymmetry hypothesis. The 

two firms need not be in the same industry, but, again, one 

may expect greater gains when they are in the same industry. 

The resources made available through an acquiring firm in 

the same industry may include not only project financing but 

also economic resources from which the consolidated entity 

may take advantage of economies of scale. 

The availability of free-rider gains from the 

transaction generally is expected to increase the level of 

minority interest following a takeover. Five detailed 

hypotheses supporting this expectation may be stated. 
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HQI: There will be no association or a negative 

association between the level of minority 

interest subsequent to the takeover and the 

synergism in the transaction. 

HQ2: There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

prior level of efficiency in use of the 

target firm's resources. 

HQJ: There will be no association or a negative 

association between the level of minority 

interest following the takeover and the 

elimination of the effects of information 

asymmetry. 

HQ^: There will be no association or a positive 

association between the level of minority 

interest following the takeover and an 

interaction of synergism and prior efficiency 

in use of target resources. 

HQJ: There will be no association or a negative 

association between the level of minority 

interest following the takeover and an 

interaction between synergism and elimination 

of the effects of information asymmetry. 

These hypotheses are intended to investigate the extent 

to which gains exist on which target firm shareholders would 
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like to free-ride. Additionally, interaction effects 

between synergism and the other potential gains from the 

transaction can increase the overall benefit of the 

transaction. Each of these increases is hypothesized to 

decrease the level of shares tendered and increase the 

resulting level of minority interest subsequent to the 

tender offer. Alternatively, the next section discusses 

those transactions consummated to achieve the benefits in 

the use of free cash flow and the resulting lower level of 

minority interest subsequent to the transaction. 

The Theory of Free Cash Flow and 
Minority Interest Holdings 

The theory of free cash flow hypothesizes an optimal 

combination of a high-free cash flow acquiring firm and 

targets . . . of two kinds: firms with poor 
management that have done poorly before the 
merger, and firms that have done exceptionally 
well and have large free cash flow that they 
refuse to pay out to shareholders. [Jensen, 198 6, 
p. 38] 

The benefits stem from the bidding firm's use of cash to 

consummate the transaction. Thus, shareholders would not be 

expected to attempt to free-ride on the acquiring firm's 

value increasing efforts, rather they will desire to tender 

shares to receive the cash payouts. The theory predicts 

that there will be systematically less minority interest 

subsequent to a transaction evidencing characteristics such 

as Jensen describes. In addition, working capital must be 

used to finance the transaction; otherwise, the transaction 
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will not provide the benefits Jensen describes. The 

hypothesis states 

HQ^: There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

existence of transactions which reduce free 

cash flow. 

As described in the literature review, this benefit will be 

greater whenever the two firms are in the same industry 

because the transaction then removes assets from an industry 

possibly facing slowing economic growth. 

HQ^: There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

interaction between transactions which reduce 

free cash flow and synergy. 

Hypotheses relating to all four takeover theories 

discussed in the literature review have now been presented. 

While the first three theories—synergy, internal 

efficiency, and information asymmetry—combine with the 

free-rider theory to produce hypotheses anticipating 

increased levels of minority interest, the free cash flow 

theory provides the opposite hypothesis. Transactions which 

are consummated to reduce free cash flow should leave 

systematically less minority interest subsequent to the 

transaction. Yet synergism can interact with the benefits 



77 

hypothesized by all four theories to increase the benefits 

of the transaction and enhance the effect on the subsequent 

level of minority interest in the direction hypothesized for 

each of the takeover theories. However, for the theories 

resulting in target shareholder attempts to free-ride, 

concern over possible transaction failure may reduce these 

efforts to free-ride. 

Effects of the Possibility 
of Transaction Failure 

Markets apparently cannot distinguish between 

successful and unsuccessful transactions prior to the 

outcome of the offer [Baron, 1983, p. 331]. Mikkelson and 

Ruback [1985, p. 540] found significant, positive average 

two-day prediction errors for target firms upon announcement 

of a completed takeover. It appears that the announcement 

resolves considerable uncertainty existent in the 

marketplace. Yet Grossman and Hart [1980], in showing that 

an investor's optimal decision is not to tender to a bidding 

firm, assumed that investors expect successful transactions 

to be so with certainty. They also assumed that the 

ownership of the target firm is diffuse so that no one 

individual will consider the effect of his tendering 

decision on the outcome of the transaction. 

As target firm ownership concentration increases, the 

likelihood that one shareholder's tendering decision will 

impact the outcome of the offer increases. However, just as 
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Grossman and Hart [1980] argued that diffuse ownership is a 

necessary condition for successful attempts to free-ride, so 

have Comment and Jarrell [1987] argued that ownership 

concentration (or some other means for considering 

shareholders' collective interests) is an effective vehicle 

for combating techniques designed to control free-riding. 

In addition, the ownership concentration of the target firm 

may increase through open market trading during the minimum 

of twenty days over which the tender offer must be open. 

Heterogeneous expectations of the value of shares to be 

left outstanding after offer expiration may explain the lack 

of unanimous responses to tender offers [Bradley, 1980]. 

Tendering shareholders make their decisions on all 

information available to the time of tendering. Those 

tendering later have additional information about the 

probable success of the transaction and the possible effect 

of ownership concentration on that outcome. Thus, ownership 

concentration prior to offer commencement is the variable of 

interest when considering whether violations of Grossman and 

Hart's [1980] assumptions affect the optimal tendering 

decision. Increased ownership concentration prior to tender 

offer commencement is expected to associate negatively with 

the level of minority interest subsequent to the takeover to 

produce lower minority interest when shareholders consider 

that their actions may cause the transaction to fail. 
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Ownership concentration accumulated during the tender 

offer process can be considered to be the response to 

techniques designed to limit free-riding. That is, though 

Comment and Jarrell [1987] found lower levels of tendering 

into two-tiered than into any-or-all offers, they also found 

that more shares are traded on the open market for shares of 

targets of two-tiered offers than for shares of targets of 

any-or-all offers. The response to the coercive two-tiered 

offer may be to accumulate ownership concentration during 

the tender offer period in order to accumulated power 

against a coercive bidder. This ownership concentration 

achieved during the tender offer period is expected to 

associate positively with the level of minority interest 

subsequent to the transaction. 

Jensen and Ruback [1983] argued that all firm 

shareholders will be made better off if nobody tenders until 

all receive a greater share of the takeover gains. Auction 

theory indicates that the highest bid will be based on the 

second highest valuation of firm value [Baron, 1983, 

p. 334]. Thus there will always be "room" for free-riding 

by target firm shareholders. Yet an auction process does 

not occur for all takeover transactions. The higher the bid 

premium is, the more likely it is that the bidding firm will 

pay out most of the gains from the acquisition. The greater 

the number of bids, the more the target shareholders already 

have held out in order to receive those further gains. 
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Thus, the lower the minority interest should be following a 

transaction with a relatively high bid premium and high 

number of bids. 

It is difficult to measure accurately the number of 

bids received by a target firm. For example, bids may be 

presented to target management but never undertaken nor 

publicly announced. Nonetheless, these unannounced bids 

contribute to the competition for the target firm. Khanna 

[1986] argued that bid premiums, even first bids for a 

target firm, are based on expected competition for the 

target firm. Higher bid premiums preclude some bids from 

being made. Thus, the bid premium captures both the extent 

of the takeover gains allocated to the target firm 

shareholders and the number of offers passed up by these 

shareholders. 

Three hypotheses can thus be stated. 

H „: There will be no association or a positive 
08 

association between the level of minority 

interest subsequent to the takeover and the 

level of ownership concentration of the 

target firm prior to tender offer 

announcement. 

H . There will be no association or a negative 

association between the level of minority 

interest subsequent to the takeover and the 
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level of ownership concentration achieved 

during the time the tender offer is open. 

0̂10* There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

bid premium offered to target shareholders. 

High ownership concentration prior to the offer and a 

low level of likelihood of alternative bidders (evidenced by 

a high bid premium) are expected to increase tendering and 

reduce the level of minority interest because of shareholder 

fears that the transaction will fail. Increasing ownership 

concentration achieved during the tender offer period, 

however, is expected to associate positively with the level 

of minority interest because that concentration can be a 

response to a bidder's coercive tactics. Finally, the level 

of the bid premium indicates the extent of the takeover 

gains paid out to shareholders and, as this level increases, 

minority interest is expected to decrease. 

Target Firm Size 

In addition to assuming that shareholders will not 

consider the effect of their decisions on the outcome of the 

offer, Grossman and Hart [1980] assumed that the bidding 

firm and the target firm shareholders know both the maximum 

firm value that can be obtained under current management and 

the maximum obtainable by combining with the bidding firm. 

This assumption directly contradicts Myers and Majluf's 
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[1984] information asymmetry theory which posits an ever-

present superiority of management's knowledge over 

shareholders'. Myers and Majluf theorized that acquisition 

announcements release information about the target's 

unfunded net present value projects. 

There may exist variation in the amount of information 

about firms available in the market which depends on firm 

size. A firm's 

cost function is specified by the firm's 
technology and structure. It is reasonable to 
assume that small firms have higher marginal 
information costs than those of large firms. The 
reasons are many; large firms tend to have a 
public relations department to produce information 
for investors. Financial analysts tend to monitor 
large firms' performance and report their analyses 
to the investing public. This is because they are 
more likely to generate trades with widely held 
firms than with those with few shares outstanding. 
Also, since investors cannot hold more than a 
specified percentage of the shares outstanding 
without notifying the SEC, investors' capital 
commitment to a small firm would be limited, 
imposing an additional cost-to-information 
production. [Ho and Michaely, 1988, p. 63] 

Minority interest holdings may vary with target firm 

size. The smaller the target firm is, the more likely it is 

that the firm shareholders cannot assess with accuracy the 

optimal value of that firm. This may affect the level of 

shares not tendered in either direction. Some shareholders 

of smaller firms may underestimate the gains available due 

to the combination. 

Clearly, Myers and Majluf's [1984] theory of ever-

present information asymmetries may be measured through 
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target firm size. The less information available in the 

market, the greater will be the asymmetry of information 

holdings between management and shareholders. In testing 

this theory, Bruner [1987, p. 214] found that "large mergers 

are associated with large returns to [bidding firm] 

shareholders." He also regressed returns to a value-

weighted portfolio of bidding and target firm shares on 

three variables: the "change in financial slack for the 

target entity in the merger," the net debt ratio (see the 

definition of this variable in Chapter 2) of the bidder in 

years one through five after the merger, and an interaction 

effect between size and change in slack. He found size to 

be the only significant predictor variable. 

Bruner [1987, p. 211] included the interaction effect 

because the association between size and returns can be 

assumed "if larger targets have a greater volume of 

profitable but unfunded investment opportunities." However, 

change in net debt is contingent on the size of 
the merger . . . which suggests an interaction 
effect between size and change in net debt ratio, 
but the correlation coefficient between these two 
variables is only .07. [Bruner, 1987, p. 211] 

With such a low correlation between net debt and size, it is 

hard to substantiate the claim that larger firms have 

greater unfunded positive net present value projects and 

thus, as Bruner and Myers and Majluf [1984] would like to 

argue, that this fact is the driving force behind the 
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association between size and stock price gains upon 

acquisition announcement. 

Hypothesizing about the effect of size on minority 

interest thus is difficult. Even after controlling for bid 

premium, a significant effect of size on the level of 

minority interest may exist. The possibilities for the 

impact of size on Grossman and Hart's [1980] and Myers and 

Majluf's [1984] theories are threefold: 

1. as target size increases, there may be greater 

unfunded net present value projects; 

2. as target size increases, there may be lower 

information asymmetries and hence greater 

consistency with Grossman and Hart's assumptions; 

and, 

3. as target size relative to the bidder decreases, 

the bidding firm may have greater ability to fund 

all available positive net present value projects. 

As the number of unfunded positive net present value 

projects increases, the greater will be the desire to free-

ride and hence the greater will be the minority interest 

balances. Consistent with this expectation, as the level of 

information asymmetries decreases (as firm size increases), 

the greater is the consistency with Grossman and Hart's 

[1980] assumptions, thus, again, the larger will be the 

minority interest balances following the transaction. 

However, the greater is the bidding firm's ability to fund 
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these projects (the smaller is the target firm size relative 

to the bidding firm), the greater will be the benefits of 

combination, and the greater will be the desire to free-

ride. 

Hypotheses eleven and twelve are: 

^o^^^ There will be no association or a negative 

association between the level of minority 

interest subsequent to the takeover and 

target firm size. 

HQ^2' There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and 

target size relative to the bidder. 

The alternatives to these hypotheses predict a positive 

relationship for target firm size and a negative 

relationship for target size relative to the bidding firm. 

Two-Tiered Tender Offers 

Comment and Jarrell [1987] described the two-tiered 

tender offer as a technique to limit shareholders' ability 

to free-ride on the acquiring firm's value-increasing 

efforts. This type of offer may take one of several forms. 

First, the bidding firm simply may make one level of tender 

offer for the first control-related block of shares and 

another, less valuable one for the remaining block. This 

second component more likely is comprised of offering items 

for a merger of the two firms once the bidder acquires 
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control. As well, acceptance of any shares may be 

contingent upon the bidder receiving a specified percent of 

the target's outstanding shares through the tender process. 

All of these types of offers are relevant in examining 

shareholders' tendering behavior. In fully examining the 

issues faced by target firm shareholders, these types of 

transactions are included in the analysis predicting the 

difference between shares demanded by the acquiring firm and 

shares actually tendered. However, several forms of tender 

offer will leave no minority interest on consolidated 

financial statements. If the tender offer is followed by a 

merger, no minority interest will remain. Thus, there were 

no two-tiered offers which left any level of minority 

interest in the subsequent consolidated financial 

statements. 

Though Comment and Jarrell's [1987] findings oppose 

this expectation, two-tiered tender offers generally are 

expected to leave a lower minority interest balance because 

of the coerciveness of this tactic in precluding the 

possibility of free-riding. This effect should increase as 

the spread between the front- and back-end values of the 

offer increases. Offsetting this expectation is the 

possibility that increases in ownership concentration during 

the period the tender offer is open reduced the coerciveness 

of this tactic. Two hypotheses stem from these 

expectations: 
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0̂13* There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

spread of a two-tiered tender offer. 

HQ^^: There will be no association or a negative 

association between the level of minority 

interest subsequent to the takeover and an 

interaction effect, between the spread of a 

two-tiered tender offer (measured in reverse, 

back-end value minus front-end value) and the 

ownership concentration achieved during the 

tender offer period. 

The coerciveness of the offer for the target shares is 

expected to associate negatively with the level of minority 

interest subsequent to the offer. However, increased 

ownership concentration which offsets this tactic is 

expected to increase the level of minority interest 

subsequent to the transaction. 

Aligning Management and 
Shareholder Interests 

Stock purchase and option plans are corporate 

compensation plans designed to align management interests 

with those of shareholders'. Management of firms holding 

such firm ownership may be acting more in shareholders' 

interests when they negotiate with a bidding firm, or when 

they resist a tender offer, than are managements who hold 



88 

no, or a low level of, ownership interest in the target 

firm. 

Negotiated Transactions 

Representation by management apparently is target firm 

shareholders' least cost way of obtaining representation of 

their collective interests [Comment and Jarrell, 1987, 

pp. 290-291]. Transactions negotiated with target firm 

managements are expected to result in increased tendering 

and hence lower minority interest balances. This 

relationship is expected to increase as such target 

managements' firm ownership increases. No direct 

relationship is expected between management ownership and 

minority interest balances. Only through managements' 

ability to represent shareholder interests should the level 

of management ownership have an effect on shareholders' 

tendering behavior. 

Management Resistance to Tender Offers 

Baron [1983] classified resisted tender offers into 

three categories: those resisted due to inadequacy, those 

resisted in hopes of a better offer, and those resisted due 

to management preferences for control. Shareholders cannot 

know of management preferences upon resistance to the first 

tender offer, but can learn of that preference if management 

persists in resisting tender offer bids. Walkling and Long 

[1984] found that management resistance to tender offers 
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depends significantly upon managements' own wealth effects. 

A significant portion of those wealth effects stem from 

ownership of target shares and options on those shares. 

Opposite to the effects of management negotiations with 

bidding firms, management resistance generally is expected 

to decrease tendering and increase the level of minority 

interest. That effect will be enhanced as the firm 

ownership held by management increases. The effect will be 

reversed, however, if the resisted offer follows upon a 

previously resisted, failed offer, as target shareholders 

learn of management preferences for control. 

Five hypotheses stem from the above analysis: 

HQ^J: There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

presence of management negotiations with 

bidding firms. 

H„,̂ : There will be no association or a positive 
016 

association between the level of minority 

interest subsequent to the takeover and an 

interaction of management negotiations with 

bidding firms and the level of management 

ownership of the target firm. 

H • There will be no association or a negative 
017* 

association between the level of minority 
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interest subsequent to the takeover and 

management resistance to a bidding firm. 

There will be no association or a negative 

association between the level of minority 

interest subsequent to the takeover and an 

interaction between management resistance to 

a bidding firm and the level of management 

ownership of the target firm. 

HQ^^: There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

efforts of managers to resist change in 

control. 

Generally, target firm management is hypothesized to 

represent shareholder interests in cooperating with and in 

resisting bidding firms. As management's personal wealth 

benefits are aligned with shareholders' through stock 

ownership plans, management's efforts to represent 

shareholders' best interests are expected to increase. 

Individual Investors' Tax Effects 

Tender offers generally will result in taxable gains to 

tendering shareholders. To the extent that target 

shareholders do not desire such increases to taxable income, 

there will be lower tendering to a bidding firm. The 

dividend pay-out ratio has been used as a surrogate measure 

for the average tax bracket of firm shareholders [Carleton 
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et al., 1984], Investors in low dividend pay-out target 

firms are hypothesized to be high tax bracket individuals 

while investors in high dividend pay-out firms are 

hypothesized to have low tax brackets (the "clientele 

effect"). If this theory of a "clientele effect" holds, 

then the following hypothesis is relevant to an analysis of 

the level of minority interest shareholders subsequent to a 

(taxable) tender offer: 

HQ2O« There will be no association or a positive 

association between the level of minority 

interest subsequent to the takeover and the 

target firm's dividend payout ratio. 

This hypothesis clearly relies on a dual test of the 

clientele effect and the theory developed here for 

predicting the level of minority interest subsequent to the 

transaction. 

Summary 

To summarize the hypotheses developed from this theory 

of minority interest shareholders, all hypotheses are shown 

in Figure 1. A model developed from these hypotheses 

predicts the level of the difference between the percent of 

shares desired by a bidding firm and the percent of shares 

tendered by target firm shareholders (the level of minority 

interest subsequent to the transaction). The model as well 

predicts the level of minority interest which will appear on 

consolidated financial statements in the year of obtaining 
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HQ^. There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and the 
synergism in the transaction. 

HQ2: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
prior level of efficiency in use of the 
target firm's resources. 

HQJ: There will be no association or a negative 
association between the level of minority 
interest following the takeover and the 
elimination of the effects of information 
asymmetry. 

HQ^: There will be no association or a positive 
association between the level of minority 
interest following the takeover and an 
interaction of synergism and prior efficiency 
in use of target resources. 

HQJ: There will be no association or a negative 
association between the level of minority 
interest following the takeover and an 
interaction between synergism and elimination 
of the effects of information asymmetry. 

H^: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
existence of transactions which reduce free 
cash flow. 

^07' 
There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
interaction between transactions which reduce 
free cash flow and synergy. 

There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
level of ownership concentration of the 
target firm prior to tender offer 
announcement. 

Figure 1: Hypotheses for the empirical study 

"os* 
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0̂9- There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and the 
level of ownership concentration achieved 
during the time the tender offer is open. 

HQ^O* There will be no association or a positive 
association between the level of minority 
interest subsequent to the transaction and 
the bid premium offered to target 
shareholders. 

HQ^^: There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and 
target firm size. 

HQ^2* There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and 
target size relative to the bidder. 

HQ^^: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
spread of a two-tiered tender offer. 

HQ^^: There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and an 
interaction effect, between the spread of a 
two-tiered tender offer (measured in reverse, 
back-end value minus front-end value) and the 
ownership concentration achieved during the 
tender offer period. 

HQ^J: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
presence of management negotiations with 
bidding firms. 

Figure 1: continued 
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0̂16* There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and an 
interaction of management negotiations with 
bidding firms and the level of management 
ownership of the target firm. 

HQ^^: There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and 
management resistance to a bidding firm. 

HQ^Q: There will be no association or a negative 
association between the level of minority 
interest subsequent to the takeover and an 
interaction between management resistance to 
a bidding firm and the level of management 
ownership of the target firm. 

HQ^^: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
efforts of managers to resist change in 
control. 

HQ2Q: There will be no association or a positive 
association between the level of minority 
interest subsequent to the takeover and the 
target firm's dividend payout ratio. 

Figure 1: continued 
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control of the target firm for those firms which do not 

effect a subsequent merger. The theoretical model is shown 

Figure 2. 

The next chapter presents the research methodology for 

examining the hypotheses and model developed herein. 

Empirical measurements of the theoretical variables will be 

developed into the research model in Chapter 4. 
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Constructs Affecting the Hypothesized 

Level of Minority Interest Sign of Effect 

Availability of Free-Rider Gains + 

Investors' Desire to Receive Cash Payout 

Probability of Transaction Failure 

Level of Information Asymmetries 

Bidders' Coercive Tactics 
Management Representation of Shareholders' 

Collective Interests: 
Negotiations 
Resistance + 

Target Firm Shareholders' Tax Brackets + 

Figure 2: The theoretical model 



CHAPTER IV 

RESEARCH METHODOLOGY 

The research hypotheses reprised on pages 93 to 95 are 

based on surrogate measures designed to test the theoretical 

constructs which are expected to affect the level of non-

tendering by target firm shareholders. The empirical 

measures used to test these hypotheses and the sign of their 

hypothesized effect on minority interest holdings are 

presented in Figure 3. 

Transactions Included in the Analysis 

SEC filings on form 14D-1 are made within five days of 

a public announcement of a tender offer for shares of a 

publicly traded company. Data extracted from 14D-1 filings 

were obtained for all tender offer filings occurring in the 

years 1980 through 1985. This sample provides coverage of a 

time period particularly relevant for purposes of this 

analysis. First, the sample used by Comment and Jarrell 

[1987, p. 284] included 210 cash tender offers executed 

between 1981 and 1984; the sample for this dissertation thus 

expands upon theirs. Second, Comment and Jarrell [1987, 

p. 284] noted that the time period for their sample included 

97 
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Theoretical Construct 

Free-Rider Gains Available 
from 

Synergy (HA 1) 
Internal Efficiency 

(HA 2) 
(HA 4) 

Empirical Measurements 

Sign 
of 
Effect 

Firms with same SIC Code 
Prior performance of target 
stock 
Interaction: synergy and 
internal efficiency 

Information Asymmetry Slack-rich bidder/slack-poor 
(HA 3) 
(HA 5) 

Desire to Receive Cash 
Payout (HA 6) 

(HA 7) 

target 
Interaction: synergy and 
information asymmetry 

Acquirer: low growth-high 
liquidity-low debt, 

and 
Target: high growth-high 
liquidity-low debt, or 
low growth-low or high 
liquidity-low or high debt, 
and 
Source of Transaction 
Financing is working capital 

Interaction: Synergy and use 
of free cash flow 

Probability of Transaction 
Failure (HA 8) 

(HA 9) 

(HA 10) 

Level of Information 
Asymmetries (HA 11) 

(HA 12) 

Bidder's Coercive Tactics 
(HA 13) 
(HA 14) 

Ownership concentration prior 
to the tender offer 
Ownership concentration 
achieved during the tender 
offer period + 
Bid premium 

Target size + 
Target size relative to the 
bidder 

Spread of Two-Tiered Offer 
Interaction: spread 
(reversed) and concentration + 
achieved during open period 
of the tender offer 

Figure 3: The empirical measurements 
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Theoretical Construct Empirical Measurements 

Sign 
of 
Effect 

Aligning Management 
Interests with 
Shareholders' (HA 15) 

(HA 16) 

(HA 17) 
(HA 18) 

(HA 19) 

Individual Investors' Tax 
Effects 

(HA 20) 

Figure 3: continued 

Negotiated transactions 
Management ownership 
interaction with negotiated 
transactions 

Management resistance 
Management ownership 
interaction with resistance 

Prior management resistance 

Target firm dividend payout 
ratio 

+ 

+ 

the time in which the two-tier form of tender offer became 

prevalent. However, the use of this form of offer has 

declined over the time under study. Comment and Jarrell's 

study included 3 9 two-tiered tender offers out of 210 cash 

offers. 

SEC filings made for tender offers from which the 

acquirer obtained greater than 50% ownership of the target 

firm were included in the first analysis of general 

tendering behavior by target shareholders. All transactions 

which resulted in minority interest balances on consolidated 

financial statements of U.S. companies (which generally 

occurs if the ownership of the target shares is greater than 

50% but less than 100%) were analyzed in a second step of 

the research project. The following sections of this 
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chapter discuss the details of the empirical measurements 

used to perform the analysis and summarized in Figure 3. 

Empirical Measurements of the 
Theoretical Constructs 

The surrogate measures used to identify transactions 

exhibiting characteristics consistent with the synergy, 

internal efficiency, and information asymmetry hypotheses 

were taken from approaches used in prior research on 

takeovers. 

Free-Rider Gains Available 
from the Transaction 

The synergy and internal efficiency hypotheses. In 

attempting to predict likely takeover targets, Palepu [1985] 

used measures of target firm internal efficiency and 

industry commonality among firms. He measured industry 

commonality through four-digit Standard Industrial 

Classification (SIC) codes and a dummy variable. This 

measurement was used in this study as a surrogate measure 

for synergism: a dummy variable was set to one whenever the 

bidding and target firms had a common SIC code as assigned 

to the firms on the COMPUSTAT tapes. 

Palepu's [1985] measure of efficiency in the use of 

target firm resources also was adopted in this study. 

The excess return on a firm's stock, averaged over 
an extended period of time is used as a proxy for 
management efficiency. . . . The excess stock 
return on a firm is calculated using a market 
model and daily stock return data and is averaged 
over a period of four years. [p. 16] 
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Specifically, the excess return on a firm's stock was 

determined relative to the expected return from the two-

parameter market model. The data for this development was 

taken from the daily stock file of the Center for Research 

in Security Prices (CRSP) tapes. As did Palepu, 

the parameters of the market model [were] computed 
for each firm using one year's data, those of the 
fifth year prior to the observation year. The 
excess returns [were] computed over a period of 
four years prior to the observation year. [1985, 
p. 32] 

The information asymmetry hypothesis. The net debt 

ratio (NDR) measurement used by Bruner [1988] in his 

empirical study of Myers and Majluf's [1984] theory was used 

to identify transactions exhibiting characteristics 

consistent with the information asymmetry hypothesis. As 

noted above, the NDR is measured as 

Net Debt Ratio = Net Debt , 
Common Equity + Preferred + Net Debt 

where net debt = short-term debt + long-term debt -
(cash + cash equivalents + marketable 
securities) [Bruner, 1977, p. 203]. 

Combining a bidding firm with a high NDR and a target firm 

with a low NDR is consistent with Myers and Majluf's 

hypothesis. 

The variable of interest is the expectation held in the 

market of the reduction in the two entities' NDRs subsequent 

to the transaction. The change in the NDR was measured as: 
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Bidding firm NDR prior to announcement X BTA 
CTA 

+ Target NDR prior to announcement X TTA 
CTA 

- NDR of consolidated entity one year after 
transaction consummation, 

where NDR = net debt ratio as defined above, 
BTA = bidding firm's total assets, 
TTA = target firm's total assets, and 
CTA = combined total assets of the two firms. 

This approach takes advantage of Bruner's [1987, p. 13] 

measurement and his assumption that the ex post measurement 

of the NDR of the consolidated entity is an accurate measure 

of market expectations at the time of the tender offer. The 

measure as well assumes that no further takeovers affect the 

consolidated financial statements subsequent to the 

transaction. There are a few instances in which the 

acquirer also took over another entity during the same 

fiscal period. For example. Sears acquired both Coldwell 

Banker and Dean Witter Reynolds in the same accounting 

period. However, separating the effects of these 

transactions is impossible. Use of the NDR measurement 

under these circumstances still seems reasonable. One 

reason is that acquirers often undertake overall acquisition 

programs with specific financial and expansion goals in mind 

[Schipper and Thompson, 1983]. Under such a program, 

acquirers often look at multiple acquisitions holistically 

and the NDR measurement used in this study takes this 

approach also. 
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Interaction effects are as well noted in the summary of 

the empirical variables shown in Figure 3. These effects 

were measured as a simple multiplication of the synergy 

dummy variable with the internal efficiency and information 

asymmetry theory variable measurements. 

Investor's Desire for Cash Payout 

Jensen [1986, p. 41] cited Palepu's [1985] growth-

resource mismatch measurement as an appropriate one for 

measuring consistency with the theory of free cash flow. 

Palepu measures growth as the 

annual rate of change in the firm's net sales 
. . . averaged over the three fiscal years prior 
to the observation year. . . . Liquidity is 
defined as the ratio of the net liquid assets of a 
firm to its total assets. The net liquid assets 
are defined as the cash plus the marketable 
securities less the current liabilities. . . . The 
liquidity ratio is computed for the three fiscal 
years prior to the observation year, and the 
average is used. . . . Leverage is defined as the 
ratio of the long-term debt of a firm to its 
equity. The equity is defined as the sum of the 
preferred and common equity. . . . The debt/equity 
ratio is computed for the three fiscal years prior 
to the observation and the average is used. . . . 
[p. 33] 

Acquiring firms should show low growth, high liquidity, 

and low leverage relative to industry averages. (Palepu 

measured relative to the average for all COMPUSTAT firms). 

Target firms may be one of two types: 

firms with poor management that have done poorly 
before the merger, and firms that have done 
exceptionally well and have large free cash flow 
that they refuse to pay out to shareholders. 
[Jensen, 1986, p. 38] 
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Four combinations of these growth and resource measures are 

consistent with Jensen's theory. Target firms with high 

growth, high liquidity and low or high debt are categorized 

as having done exceptionally well and having large free cash 

flow that they refuse to pay out. Targets with low growth, 

low liquidity, and low or high debt are categorized as firms 

with poor management that have done poorly before the 

takeover. In addition, the acquirer must use working 

capital to finance the transaction for the transaction to be 

consistent with Jensen's theory. Codings for the source of 

financing for the transaction are available from the 14D-1 

filings. A dummy variable was set to one for all 

combinations consistent with the theory. 

Interaction with synergism measurement. Additional 

takeover gains should arise when there is an interaction 

between synergism and the use of free cash flow. This 

effect should occur because of increased benefits of 

improving two potentially wasteful firms which are in the 

same industry. The removal of assets from the industry 

should allow shareholders to reallocate these resources to 

more productive industries. Thus, a further reduction of 

the level of minority interest holdings due to an 

interaction between the benefits of the use of free cash 

flow and synergism is expected (per hypothesis 7). 
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Probability of Transaction Failure 

Ownership concentration prior to the tender offer was 

measured as the average number of target shares held by each 

shareholder (i.e., the total number of shares outstanding 

divided by the number of common shareholders). The number 

of target shareholders was collected from Moody's Investor 

Manuals and the Compustat tapes. The number of shares of 

target common stock outstanding prior to the tender offer 

was obtained from the filing summaries. The observations 

were made as of the closest date possible prior to an 

initial announcement of the tender offer. 

Ownership concentration achieved during the tender 

offer period. Ownership concentration most likely changes 

during the minimum of twenty days that the tender offer is 

required to be open [Comment and Jarrell, 1987, p. 309]. A 

surrogate measure of this phenomenon is used; it is the 

average percent of target shares traded per day in the 

tender offer period. This measurement is used since the 

accumulation of large blocks of the targets' shares will 

generate increased volume of activity in the target stock. 

The measurement was made by obtaining the number of 

target shares traded each day in the tender offer period 

from the NYSE and AMEX Daily Stock Records. The total 

number of target shares outstanding prior to the tender 

offer was available from the 14D-1 filing summaries, as 

noted above. Finally, the beginning and ending dates of--
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and thus also the total number of trading days within—the 

tender offer period were obtained from Wall Street Journal 

announcements and the 14D-1 filing summaries. 

Bid premiums. The bid premium offered relative to 

target firm market value two weeks prior to the tender offer 

is controlled for in the empirical analysis. This variable 

simply is measured as the bid price divided by the target 

share price ten trading days prior to the offer date, minus 

one. 

The Level of Information Asymmetries 

The size of each of the firms that are parties to the 

transaction was measured from total assets (in thousands of 

dollars). The relative size of the target firm to the 

bidding firm was measured as 

Total Assets of the Target Firm 
Total Assets of the Bidding Firm 

Total assets is used as the basis for measurement rather 

than firm market value in order to minimize possible 

collinearity with other measurement variables such as the 

target firm's prior stock performance. 

Bidding Firm's Coercive Tactics 

The spread between the front- and back-end values of 

two-tiered tender offers indicates the level of penalty 

expected by investors from attempting to free-ride on the 

acquiring firm's value-increasing efforts. Analysts' 

estimates of the market value of the back-end component of 
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two-tiered offers were obtained from Wall Street Journal 

articles. The interaction of this spread with the 

concentration of target shares obtained during the open 

period for the tender offer should represent any target 

shareholders' ability to offset the effects of the 

coerciveness of a two-tiered offer. In order to obtain 

consistency in the direction of effects, the spread 

measurement was measured as the offer's back-end value minus 

its front-end value. 

Aligning Management and Shareholder Interests 

Comment and Jarrell [1987] examined the details 

contained in offering statements in order to assess the 

contracts made between target and bidding firm managements. 

The detail of the filings made on Form 14D-1 were not 

available for this study. However, the summary data that is 

available classifies target and bidding firm relationships 

as contested or uncontested. Additional information is as 

well provided on the transaction from Wall Street Journal 

articles; this additional information indicates agreements 

reached between the two parties and actions taken in 

contested offers. 

A dummy variable was set to one for transactions 

classified as contested to indicate management resistance to 

the offer. A second dummy variable was set to one whenever 

public announcements indicated negotiations between the two 

firms. In proposing this research project, a third dummy 
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variable was anticipated for transactions resisted by target 

managements who had as well resisted prior tender offers. 

(No such observations were found, however.) The information 

on these variables was taken from the 14D-1 filing summaries 

and from the Wall Street Journal and other news sources. 

The research proposal had called for examining the 

interactions of these variables with management ownership of 

the firm as measured by multiplying the dummy variables' 

values with the level of management ownership. The level of 

management ownership of the target firm was obtained from 

various sources, including Disclosure, Inc.'s Compact Disc 

System and Value-Line publications. 

However, all of the outcomes expected at the proposal 

stage of the research did not materialize. Only two 

variables were used in the final regression analysis. One 

dummy variable was set to one if the takeover was contested 

by target firm management at any point in the bidding 

process. The other variable used was the management 

ownership percentage, as discussed above. 

Individual Investors' Tax Effects 

The surrogate measure for the tax bracket of the target 

firm shareholders, the target firm's dividend payout ratio, 

was obtained from the COMPUSTAT tapes and by direct 

observation from the target firm's financial statements. 



CHAPTER V 

RESULTS OF THE DATA ANALYSIS 

Regression analysis is the primary statistical tool 

which was used for performing the data analysis. The major 

stages of the data analysis procedures were (1) the 

collection of the raw data, (2) the statistical analysis of 

the final data set, and (3) the evaluation and interpreta

tion of the statistical results. 

Data Collection and Resultant 
Data Set for Analysis 

Collection of the raw data was made from many sources. 

Financial statement data were obtained from Standard and 

Poor's Compustat tapes and, due to missing data points on 

the tapes, from microfiche copies of actual financial 

statements. Stock price data (used in calculating the 

surrogate measurement for the internal efficiency in use of 

the target firm's resources) were obtained from the CRSP 

tapes. Observations on certain of the variables (e.g., the 

dependent variable) were obtained from summaries of SEC 14D-

1 filings made within five days of the tender offer (the 

"filing summaries"). And observations on other variables 

(e.g., the measurement of the coerciveness of two-tiered 

offers) were obtained by reading the Wall Street Journal 
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Index (WSJI) and the related WSJ articles (e.g., for 

analysts' estimates of values of the front-end and back-end 

portions of two-tiered offers). 

The resulting data set includes sixty tender offers 

made by U.S. corporations to acquire other U.S. 

corporations. The sample size was limited mainly due to the 

need to find both the target and acquiring firms on the 

Compustat tapes—this limitation was required in order to 

measure the synergy, free cash flow, and net debt ratio 

(information asymmetry) variables. Figure 4 presents the 

number of data points eliminated from the total possible 

sample per the available filing summaries. 

The research plan originally anticipated using 

summaries of 14D-1 filings made through the end of 1986. 

However, the 1986 filing summaries were not available for 

addition to the data base until the data collection 

14D-1 Filing Summaries of 
Successful Takeovers, 1980-1985 650 

Tender Offers for which the Target Firms Trade 
on Exchanges other than the NYSE or AMEX (354) 

Tender Offers for which the Target or Acquiring 

Firms are not on the CRSP or Compustat Tapes (181) 

Observations with Various Missing Data Points (55) 

Final Data Set Observations ^0 

Figure 4: Sample data points 
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procedures were well underway. Accordingly, the final data 

set includes observations only through the end of 1985. 

The composition of the final data set includes eleven 

observations from 1981, six observations from 1982, ten 

observations from 1983, eighteen observations from 1984, and 

fifteen observations from 1985. No observations from 198 0 

are included in the final data set simply because of the 

reasons cited above for loss of observations in the entire 

data collection process. Most notably, the quality of the 

filing summaries improve in later years: very frequently, 

the source of the funding for the transaction was indicated 

as a missing data point on the filing summaries, 

particularly in the earlier years. The filing summaries are 

the only source for this data point which is required to 

measure the free cash flow theory variable. This omission 

is a common reason for the loss of the 1980 observations. 

The number of observations in each year of the period 

under study shows an upward trend. This trend is based on 

two factors. First, there simply were many more 14D-1 

filings made in the later years than earlier. Second, there 

was a trend toward a greater number of acquisitions 

involving larger-sized target firms as the decade of the 

1980s wore on (see, e.g., Jarrell et al., 1988, p. 50). 

Since the data collection procedures required that both the 

target and acquiring firms be on the CRSP and Compustat 

tapes, there probably is a bias toward including 
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transactions which involve relatively larger target firms 

than the average target based on the entire population of 

takeovers which occurred during the years under study. 

Observations included in the sample thus are more likely to 

come from years in which takeovers are more likely to 

involve larger target firms. Biasing the sample toward 

observations which involve relatively larger target firms is 

the only systematic bias which is expected to result from 

these difficulties with the data collection efforts. 

Descriptive Sample Statistics 

In order to compare the analysis in this study to the 

results obtained from previous research, it is first 

necessary to ascertain the similarities and differences in 

the data sets used by various researchers. In particular, 

the research undertaken in this study continues the research 

reported by Comment and Jarrell [1987] in their paper, "Two-

tier and Negotiated Tender Offers: The Imprisonment of the 

Free-Riding Shareholder." For that paper, the authors 

examined univariate statistics regarding, among other 

things, the level of tendering response by target 

shareholders to offers classified by form of the offer (two-

tiered, partial, or any-or-all) and by negotiation status 

(whether or not the target firm management negotiated with 

the acquirer). The selection of variables examined in this 

regression analysis was based in large part on the analysis 

done by Comment and Jarrell. Therefore, the univariate 
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statistics examined by those authors also will be examined 

in this study to compare the results to those obtained by 

the former authors. 

In fact, for the 1981-1984 observation years, the data 

set used in this study is a subset of the data set used by 

Comment and Jarrell [1987]. For this subset, the dummy 

variable set to one when the observation is a two-tiered 

offer is exactly the same as Comment and Jarrell indicate in 

their data set (which they include as an appendix to their 

article). However, Comment and Jarrell based their analysis 

on all offers during 1981-1984 regardless of the outcome of 

the takeover effort, successful or unsuccessful. But the 

analysis in this study is based only on tender offers which 

result in majority ownership by the acquirer. This approach 

is used in order to focus on minority interest as a point on 

a continuum between success and failure rather than on 

differentiating between success and failure. Accordingly, 

all but four of the observations for this study from 1981-

1984 are also observations in Comment and Jarrell's data 

set. (It is unclear why the four observations are not also 

included in Comment and Jarrell's data set.) In addition, 

this research effort extends the data set to include 1985 

observations. In this way, and through the additional 

statistical procedures and changes in certain variable 

measurements, the research effort undertaken in this study 

extends the prior research performed by Comment and Jarrell. 
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Descriptive Statistics: 
The Dependent Variable 

Table 3 contains the mean, median, maximum value, 

minimum value, and the standard deviation about the mean for 

variables related to the measurement of the dependent 

variable. Minority interest is the dependent variable of 

interest in this study. It is defined as the percent of 

target shares demanded by the acquiring firm less the 

percent actually tendered by the target firm shareholders. 

The percent demanded by the acquirer is defined as the 

percent desired through the tender offer as indicated on the 

14D-1 filings (and, consequently, on the filing summaries 

used to obtain the data for this study) minus the percent 

held by the acquirer prior to tender offer commencement. 

The percent tendered measurement is defined as the percent 

held by the acquirer at offer expiration minus the percent 

held by the acquirer prior to offer commencement. As 

indicated by the .057578 standard deviation for minority 

interest relative to a mean of .03797, shown in Table 3, 

there is a wide amount of variation in minority interest. 

This variation appears to be most strongly induced by the 

variation in the percent of target shares held by the 

acquirer prior to the tender offer—.255064 relative to a 

mean of .25503 6, though all variable measurements in Table 3 

show strong variability. 
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The first item noticeable in the table is that the 

minimum value for the dependent variable, minority interest, 

is -.09876. While minority interest balances on 

consolidated financial statements are bounded on the lower 

level by zero, the measurement described here can result in 

an acquirer accepting a greater number of shares than had 

been indicated as desired in a 14D-1 filing. Acquiring 

firms often limit the number of shares they will accept from 

tendering shareholders (such as in a two-tiered offer). 

Often the acquirer returns any excess number of shares 

tendered to all shareholders on a pro-rata basis. Sometimes 

the acquirer decides to accept the excess number of shares 

tendered. This acceptance results in the negative number 

shown for the "minority interest" measurement. As described 

on page 165, an alternative approach (Tobit analysis) was 

undertaken in which the dependent variable was bounded on 

the lower level at zero. 

The maximum percent of target shares demanded by the 

acquiring firm of 100% shows that some observations begin 

with zero shares held by the acquirer before the tender 

offer. The maximum percent of target shares tendered of 

100% shows that at least one of such offers then resulted in 

100% tendering by target shareholders. The minimum amounts 

for these variables relate to the same transaction. For the 

transaction in which the acquirer desired the minimum 

percent of target shares (15.937%), all shares held by the 
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target shareholders were tendered—no minority shares 

remained outstanding following offer expiration. 

The maximum percent of target shares held by an 

acquirer prior to the tender offer is 84.0632% (which equals 

100% minus the minimum 15.937% demanded discussed above). 

This statistic indicates that at least one acquirer held a 

controlling interest in its target prior to tender offer 

commencement. In fact, there are twelve observations in the 

sample for which the acquirer held a majority ownership 

position prior to the tender offer. Separate analysis of 

the data set for influence of these transactions is 

discussed on page 170. 

The research plan for this project called for including 

only observations which can result in minority interest on 

consolidated financial statements. Greater than 50% 

ownership of the target firm is required to accomplish this 

result. Yet the minimum percentage held at the end of the 

tender offer is shown as approximately 45%. This 

observation is Sears' acquisition of Dean Witter Reynolds. 

This is a two-tiered offer and the transaction was 

undertaken to leave sufficient shares to be able to 

institute a tax-free merger following the transaction. 

Thus, any tendering difference could have resulted in 

minority interest following the tender offer. In fact. Dean 

Witter and Coldwell Banker (also included in this sample) 

both are consolidated on Sears' financial statements but no 
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minority interest remained outstanding following these 

takeovers. 

Comparison with Comment 
and Jarrell ri987] 

To examine the coerciveness of various types of tender 

offers in inducing desired shareholder tendering behavior. 

Comment and Jarrell [1987] analyzed their data according to 

type of offer—two-tiered, any-or-all, and partial. Partial 

offers are those that are intended to obtain only a level of 

ownership specified by the acquiring firm and for which no 

subsequent merger was planned. Often these types of offers 

will result in less than a controlling interest (Comment and 

Jarrell found an average of the bidder's final holdings for 

partial offers of 37.7%). Due to the selection criteria 

used for this study, no partial offers comparable to those 

included in Comment and Jarrell's study are included in the 

sample used here. 

Two-tiered offers are classified for this study in 

exactly the same way as for Comment and Jarrell's [1987] 

study: those offers are ones for which the acquiring firm 

set a limit on the number of shares which would be accepted 

from tendering shareholders and at the same time planned to 

acquire the remaining outstanding shares in a subsequent 

merger. All other offers are classified as any-or-all since 

the acquirers desired to obtain all shares not held prior to 

tender offer commencement. 
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Table 4 contains a comparison of statistics examined by 

Comment and Jarrell [1987] to those calculated from the data 

set used for this study. The comparison in Table 4 is based 

on only the types of offers common to both studies. 

However, one difference still remains: Comment and 

Jarrell's sample includes all offers regardless of outcome; 

the sample used in this study contains only successful 

takeovers. 

One point of definition regarding the data included in 

this table is that differences between the percent of shares 

tendered by shareholders and the percent of shares purchased 

by the acquirer generally are not determinable from the data 

source used for this study. As previously defined, the 

percent of shares tendered is determined as the difference 

between the percent of shares held by the acquirer at the 

offer expiration date and the percent held prior to offer 

commencement. Only if the acquirer accepts the excess 

shares tendered is it evident that the shares tendered 

exceeded the shares desired. Thus, included in the table 

are the same amounts for the percent of shares tendered and 

the percent of shares purchased for two-tiered offers as 

well as any-or-all. 

The two samples contain comparable percentages of two-

tiered versus any-or-all offers; having 14 two-tiered 

offers out of a sample size of 60, 23.3%, is comparable to 

the 21.3% two-tiered offers in Comment and Jarrell's [1987] 
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sample. The shares held by the bidder prior to the tender 

offer, the percent of shares tendered and purchased, and the 

bidder's final holdings are all quite consistent between the 

two samples. In each of these cases, the percentages were 

higher for the any-or-all offers than for the two-tiered 

offers in both samples. It appears that these amounts, 

which define the dependent variable minority interest, do 

not differ greatly between the two samples. 

But one interesting point arises between two 

interpretations of the data. Comment and Jarrell [1987] 

note that a 

surprising result is that the tendering response 
is actually less for the supposedly more coercive 
forms of offers. In particular, the response is 
greater for any-or-all offers and less for two-
tier and partial offers. [p. 302] 

While that is also the case for this sample, it is notable 

that the two-tiered form of offer i^ successful in achieving 

the goal of reducing minority interest. The level of 

minority interest following the tender offer is only 1.1% 

for two-tiered offers but increases to 4.6% following any-

or-all offers—resulting in the overall mean of 3.8%. 

Descriptive Statistics: 
The Predictor Variables 

Figure 5 presents a summary of the theoretical 

framework for the regressor variables and the acronyms used 

for them during statistical analysis. Discussion of these 

variables is segregated into the discrete (all dummy 
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Empirical Measurements 

Free-Rider Theory Variables: 

Hypothesized 
Sign of 
Effect 

Firms with same SIC code + 
Prior performance of 

target stock 
Interaction: synergy 

and internal efficiency 
Slack-rich bidder/slack-

poor target + 
Interaction: synergy and in

formation asymmetry + 

Acronym 

SYNERGY 

PRIABRET 

INTSYNIE 

NDRCHANG 

INTSYNAI 

Investor's Desire to Receive Cash Payout 

Acquirer: low growth-high 
liquidity-low debt, and 

Target: high growth-high _ 
liquidity-low debt, or 
low growth-low or high 
liquidity-low or high debt 

and Source of Transaction Fin
ancing is working capital 

Interaction: Synergy and use 
free cash flow 

Probability of Transaction Failure: 

Ownership concentration prior 
to the tender offer 

Ownership concentration 
achieved during tender 
offer open period + 

Bid premium 

Information Asymmetry Theory: 

Target Size + 
Target Size Relative to 

bidder 

FCFDUMMY 

INTSYNFC 

PROWNRCN 

OWNRCNTO 
BIDPREM 

TRGASSET 

RELSIZE 

Figure 5: The empirical measurements and acronyms 
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Hypothesized 
Sign of 

Empirical Measurements Effect Acronym 

Bidder's Coercive Tactics; 

Spread of Two-Tiered Offer - FRNT_BCK 
Interaction: spread (reversed) 

and concentration achieved 
during open period of 
tender offer + COERCIVE 

Management Representation of Shareholder Interests: 

Negotiated Transactions - n/a 
Management Ownership interac

tion with negotiated 
transactions - INTERNEG 

Management Resistance + CONTESTD 
Management Ownership interac

tion with resistance + INTERRES 
Prior management resistance - n/a 

Target Shareholders' Individual Tax Brackets: 

Target Firm Dividend Payout 
Ratio - TRGDIVPO 

Figure 5: continued 

variables and related interaction terms) and the continuous 

variables. 

The discrete variables. This category of regressor 

variables not only includes several dummy variables, but, by 

happenstance, all interaction terms involve dummy variables 

also. 

Synergy and related dummy variables. The synergy 

variable measurement is constructed as a dummy variable set 

to one whenever the target and acquiring firms operate in 

the same industries identified by the four-digit SIC codes 
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associated with the companies on the Compustat tapes. This 

variable is then used to help measure three interaction 

terms: (1) INTSYNIE, the interaction of the synergy and 

internal efficiency measurements; (2) INTSYNAI, the 

interaction of the synergy and the information asymmetry 

theory variable; and, (3) INTSYNFC, the interaction of the 

synergy and the free cash flow theory variable (both 

dummies). 

Dummy variables for "Management Representation of 

Shareholder Interests." The theoretical grouping 

"Management Representation of Shareholder Interests" 

involves the use of several dummy variable measurements. 

The measurement was intended to have three possible outcomes 

for target firm managements' responses to a takeover offer: 

negotiate with an acquirer to obtain an offer of which both 

approve, resist the takeover and contest the offer, or 

respond neutrally to the offer. However, the final result 

from the data collection effort found only two possibilities 

for management reactions—either negotiate or resist. In 

addition, all but one target management team negotiated with 

the acquirers and agreed to the final offer put to the 

shareholders. Only one management team continued to resist 

the final offer made to shareholders. 

Alternatively, twelve of the target management teams 

contested their acquirer's offer at at least one point 

during the bidding process. Baron [1983] classified 
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resisted offers into one of three categories: those 

resisted because of inadequacy relative to the true value of 

the firm, those resisted in hopes of obtaining a higher 

offer in the future, and those resisted because the 

management of the target firm has a preference for control. 

Empirically, it apparently holds that management's 

resistance very likely falls into one of the first two 

categories. Thus, the variable of interest for this study 

is whether target management has contested the offer in 

order to elicit the best possible offer for its 

shareholders. The regression analysis finally interpreted 

in this study includes only one variable in this category, 

CONTESTD. Given that management's behavior is examined in 

this alternate fashion, the management ownership percent 

also is included as a separate variable in the analysis. As 

management's ownership position increases, so increases the 

alignment of management's interests with those of the 

tendering shareholders. 

The continuous predictor variables. Table 5 presents 

descriptive statistics for the continuous variables in the 

full regression model used in the data analysis (except 

interaction terms). 

PRIABRET. This acronym stands for "prior abnormal 

return." Abnormal stock returns are measured through 

average daily excess returns over four years to capture the 

market's assessment of efficiency in the use of target firm 
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resources. The average of these measures across all firms 

in the sample is -0.00033, or negative 0.033%. This amount 

is insignificantly different from 0 at all conventional 

levels with a p-value of .1013. There is wide variation in 

this empirical measurement as indicated by the standard 

deviation of 4.65 times the absolute value of the mean. 

NDRCHANG. This acronym stands for "net-debt-ratio 

change" (see definition below). This measurement was 

designed to detect changes in a measure of the debt position 

of the target and acquiring firms—as individual entities 

prior to the takeover and as a combined entity afterward. 

The mean for this variable of approximately -0.008 also is 

insignificantly different from 0 at all conventional levels, 

having a t-statistic of -0.4296 and an associated p-value of 

.669. But the distribution of the observations about the 

mean is skewed to the right, with 50% of the observations 

falling between -0.2703 and -0-0204 and a maximum 

observation of 0.676558. 

The negative values indicate that most of the 

observations involve an increase in the net debt ratio for 

the combined entity following the takeover relative to the 

ratio prior to the takeover. As previously defined, the 

change in the NDR was measured as: 

Bidding firm NDR prior to announcement X BTA 
CTA 

+ Target NDR prior to announcement X TTA 
CTA 

- NDR of consolidated entity one year after 
transaction consummation. 
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where NDR = net debt ratio as defined above, 
BTA = bidding firm's total assets, 
TTA = target firm's total assets, and 
CTA = combined total assets of the two firms. 

Increases in the net debt ratio measure decreases in 

financial slack. Thus, this finding is consistent with the 

information asymmetry theory (developed on page 38) which 

argues that takeovers provide a means to used financial 

slack and fund a target's unfunded positive net present 

value projects. 

PROWNRCN. This acronym stands for "prior ownership 

concentration." It is measured as the average number of 

shares held by one shareholder prior to the tender offer 

(the total number of shares outstanding divided by the 

number of common shareholders). As the number increases, so 

increases the concentration of target firm ownership prior 

to the offer. 

OWNRCNTO. This acronym indicates "ownership 

concentration achieved during the tender offer period." The 

variable was measured as the average number of target shares 

traded per day in the tender offer period relative to the 

total target shares outstanding prior to the tender offer 

commencement. The measurement thus examines the volume of 

trading experienced in the target stock during the time the 

tender offer is open. Using this measurement involves 

assuming that the buyers involved in the trading activity 

during this time period may be responding to a bidder's 
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coercive tactics by amassing ownership interest in the 

target firm prior to offer expiration. 

BIDPREM. This acronym refers to the bid premium and 

is measured as the cash offer per share relative to the 

market value of the target share two weeks prior to the 

tender offer. The mean of 45.9% is consistent with previous 

findings in research on cash tender offers but the standard 

deviation of 0.93934 is higher than others have found. 

Bradley [1980, p. 3 64] found an average bid premium of 49% 

with only a 0.04 standard deviation. Comment and Jarrell 

[1987] found a bid premium relative to the target share 

value twenty trading days (four weeks) prior to the offer of 

52.1% with a standard deviation of 31.5%. Comparison of the 

data set used for this study to Comment and Jarrell's data 

finds that the observation with the highest bid premium in 

this study is one of the four observations which was 

excluded from Comment and Jarrell's sample. Removing this 

observation and recalculating the descriptive statistics 

produces a mean bid premium of 35.74% with a standard 

deviation of 51.08%. Remaining lack of consistency between 

two samples may be explained by the difference in the base 

period chosen to calculate the bid premium, or by the 

inclusion of failed transactions in Comment and Jarrell's 

sample, or both. 

TRGASSET. TRGSIZE. and RELSIZE. These acronyms stand 

for "total target assets," an absolute measure of target 
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size, "target size," the natural logarithm of the total 

target assets, and "relative size," the target size in total 

assets relative to the acquirer's total assets. The total 

assets are measured in millions, thus the mean size for the 

sample is just shy of $1.1 billion. But the distribution of 

this variable is skewed, heavily influenced by a maximum 

size of almost $21 billion (this for Gulf Corp.—its 

acquisition by Chevron). The median value for this variable 

is only $229 million, with a minimum of $10.6 million. 

The relative size measure shows a mean of .43 

indicating that, on average, the targets in the sample are 

just shy of half the size of the acquiring firm. Again, the 

distribution of this variable is skewed, heavily influenced 

by a few transactions with large targets relative to the 

size of the acquirer. The maximum for this variable is 

3.634: this is the measurement for the Clevepak Corp 

acquisition of Interpace Corp. The variable measurement for 

Gulf/Chevron is .88. 

FRNT-BCK. This variable measures the "front-end value 

minus the back-end value" of two-tiered offers. Only four 

of the fourteen two-tiered offers had a value for this 

variable, ranging from .75 to $34.50, as shown in Table 6. 

Using a two-tiered form of offer but making no difference 

between the expected values of the front-end and back-end 

portions of the offer mitigates the coerciveness of these 
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Table 6: Observations with different values in two-tiered 
offers 

Target Acquiring Offer 
Firm Firm Date FRNT_BCK 

Fisher Sclent. Allied Corp. 7/31/81 $25.7125 
Breeze Corps. Transtechnology Corp. 6/2/82 6.00 
Data Terminal National Semiconductor 1/20/83 .75 
Enstar Corp. Allied Corp. 5/24/84 34.50 

offers. The effects of this mitigation on the theoretical 

properties of two-tiered offers is discussed along with the 

results of the regression analysis on page 160. 

MGMTOWN. The percent of the target shares owned by its 

management and insiders, MGMTOWN, averages almost 2 0%, with 

a lower median of 13.68%. The distribution of this variable 

again is slightly skewed through the impact of a few large 

observations with a maximum of 62% (Gaylords National 

Corp.). 

TRGDIVPO. The mean target dividend payout ratio, 

TRGDIVPO, of 47% again stems from a somewhat skewed 

distribution producing a median of almost 31%. The maximum 

of 421% indicates that some targets experiencing low 

earnings maintain relatively high dividends. The minimum 

observation of about -78% indicates targets maintaining 

dividends even while experiencing losses. 

Statistical Analysis of the Final Data Set: 
Results of the Regression Analysis 

Regression analysis was used to analyze the association 

between the dependent variable measuring minority interest, 
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DIFFER, and the regressor variables described in Figure 5: 

The Empirical Measurements and their Acronyms. 

Ordinary least squares (OLS) regression with the data 

produces interpretable results and some information useful 

for further progress in the data analysis. However, as 

often occurs, additional scrutiny uncovers several 

inconsistencies with the assumptions of regression analysis. 

Of the four regression assumptions—linearity, independence 

of the error terms, constant variance, and normality of the 

errors—the most troubling difficulty involves the 

assumption of constant variance. Weighted regression 

analysis is then applied. Using the weighted regression at 

least reduces the severity of the departures from the 

regression assumptions. 

However, caution must be used in interpreting the 

results because of these departures from the assumptions of 

least squares regression. The observations on the dependent 

variable do not fit very well to any statistical model, at 

least to the knowledge of this author. Observations on the 

dependent variable include two negative values, nineteen 

zero values, and a smooth distribution for thirty-nine 

observations above zero. Least squares regression will 

never predict zero with such frequency. This distribution 

of the dependent variable (and, possibly, other sources) 

produces nonconstant variance in the residuals. 
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The approach for interpretation of the data thus is to 

use the statistical results as a guide to the interpretation 

of the economic events as they compare to the detailed 

theory presented herein. To help with this guidance, two 

additional data analysis procedures were undertaken, Tobit 

analysis and logistic regression. Tobit analysis can be 

used to analyze data sets in which the dependent variable is 

bounded on one end. Considering both negative observations 

and zero observations to produce zero minority interest 

allows application of this model. Finally, logistic 

regression analysis was run to predict a dichotomous 

dependent variable set to one whenever minority interest was 

present following the tender offer. Consistencies among the 

results following each of these data analysis procedures are 

examined, particularly in light of the concern over the 

violation of the least squares regression assumptions. The 

final results found are entirely interpretable within the 

framework of the theory, though all coefficients are not 

exactly as hypothesized. 

Initial OLS Regression Results 

The results of the initial OLS regression (presented in 

the appendix. Table 11) demonstrate several points of 

interest. First, the F-statistic and the associated 

probability level give preliminary indication that the model 

provides good explanatory power. With a probability value 

of less than 10%, at least one of the predictor variables is 
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significantly associated with the dependent variable. An R̂  

of .36 represents explanation of 36% of the total sum of the 

squared deviations from the mean of the dependent variable. 

However, several problem areas in the data analysis 

also are uncovered. There are two differences between the 

model anticipated in Figure 5 and the one finally analyzed 

in this dissertation research project; the INTSYNFC and the 

COERCIVE variables are excluded from the regression. Also, 

diagnostic tests reveal the existence of outlying and 

apparently influential observations. 

Changes to the model. The INTSYNFC variable was found 

to be a linear transformation of another variable. One 

attempt to resolve this problem was to use a free-cash-flow 

theory variable without considering the source of the 

transaction funding. (Palepu [1985] took this approach in 

using a growth-resource mismatch dummy variable which did 

not consider the source of funding for the transaction; 

Robinson and Shane [1990, p. 32] also ignored the source of 

transaction funding in analyzing the relationship between 

bid premiums and variables related to Jensen's theory of 

free cash flow.) This approach changed the matrix columns 

sufficiently to remove the dependency among the columns. No 

significant changes to the results occurred—both the 

FCFDUMMY and INTSYNFC variables based on these changes were 

insignificant to the regression. As discussed further in 

the theoretical analysis of the results of the final 
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regression model, the general finding is that the 

interaction terms between the synergy measurement and prior 

abnormal returns, net-debt-ratio change, and the free-cash

flow dummy variable (collectively, the "takeover theory 

variables") are not measuring the interactions as 

hypothesized. Therefore, the INTSYNFC variable simply was 

dropped from further analysis. 

COERCIVE measured an interaction between the variables 

OWNRCNTO and FRNT_BCK. This variable was included in the 

model according to hypothesis 14 regarding the interaction 

effect between the spread of a two-tiered offer and the 

ownership concentration achieved during the tender offer. 

However, as discussed more fully under the final 

interpretation of the regression results, the coefficient on 

the variable OWNRCNTO is signed opposite to the hypothesized 

direction, and is significant. In addition, this variable 

was thought to be needed as a control variable due to the 

results of prior research (see page 86). The negative sign 

on the OWNRCNTO variable is interpretable within the 

framework of the model, but the interaction term becomes 

illogical under this result. In the initial regression run, 

the coefficient on COERCIVE was insignificant. Therefore, 

the variable was dropped from further analysis. 

An F-test for significance of the takeover theory 

variables. Another aspect of the results obtained from this 

initial analysis is that the takeover theory variables are 
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all insignificant while a greater number of the variables 

based on the remaining hypotheses 8 through 20 are 

significant. Possible explanations for this result include 

multicollinearity among the predictor variables. While the 

overall model is significant with an F-value of 1.656 

(corresponding to a probability of .0973 of having this 

level of test statistic or a higher one simply due to 

chance), the individual significance of the predictor 

variables may be clouded due to multicollinearity. 

An F-test of a full versus a reduced model for this 

group of predictor variables tests for any predictive 

ability among the variables in question. Considering the 

following definitions, 

s = the number of variables in question (here, s=6 
for SYNERGY, PRIABRET, INTSYNIE, NDRCHANG, 
INTSYNAI, and FCFDUMMY), 

k = the number of variables in the full model 
(15), 

n = the number of observations in the sample (60), 
and 

p = the number of parameters estimated for the 
full model (= k + 1), 

the following calculation of F-partial will test the 

following hypothesis: 

HQ: the reduced model is adequate to describe the 
variation in the dependent variable, against 

H ; at least one of the six tested betas is 
A 

needed. 
...The test of the joint significance of the 
subset X is achieved by the following steps: 
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1. Regress y on the variables X̂ , which are not 
in the subset, and measure the residual sum 
of squares ê 'ê .. 

2. Carry out the complete regression and measure 
the residual sum of squares e'e. The 
difference ê 'ê  - e'e measures the reduction 
in the residual sum of squares due to adding 
Xg to the regression. 

3. The mean square (ê 'ê  - e'e)/s, associated 
with the subset, is then contrasted with the 
overall mean square e'e/(n-k). If the 
resultant F value exceeds a preselected 
critical value, the hypothesis that the 
variables in X̂  have zero effect on Y is 
rejected. [Johnston, 1984, p. 188] 

The results of these separate regression efforts are 

presented in the appendix. Tables 11 and 12. The sum of 

squares for error in the reduced model is .13999724 and for 

the full model it is .12501938. The F-statistic is 

calculated as: 

(.12999724 - .12501938) 
F = 6 = .878567 

.00284135 

With an F-statistic this low we fail to reject the null 

hypothesis that the reduced model is sufficient at any 

reasonable level of significance. However, the conclusion 

reached on the basis of this test will be re-examined once a 

final regression model is developed. 

Diagnostic Tests of the 
Initial Regression Results 

Diagnostic tests reveal the presence of outlying and 

potentially influencing observations. Three commonly used 

measures to detect outlying and influential observations are 
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the h-statistic, the studentized residual, and Cook's 

Distance measure [Bowerman et al., 1986, pp. 563-569]. The 

h-statistic, h.., where i indicates the observation, thus 

specifying the location on the diagonal of the hat matrix, 

indicates the extent to which given observations are 

outlying with respect to their x values. The studentized 

residual indicates the extent to which a given observation 

is outlying with respect to its y value. Cook's Distance 

measure "pulls together" these two aspects of the existence 

of outlying and influential observations. This statistic is 

a distance measure indicating the extent of the change in 

the vector of betas from the one calculated using all 

observations to the one calculated after deleting the î ^ 

observation. 

Table 7 presents a listing of the observations with the 

highest values for these influence diagnostics. The 

observations on Aegis Corp and Stokely Van Camp, Inc. have 

high values for the Studentized Residual measure; they have 

high levels of minority interest and are outlying with 

respect to the y values. Two influential observations, 

Stauffer and McGraw-Edison, are outlying with respect to the 

bid premiums paid for these companies. They show high 

leverage and Cook's D statistics. Gulf Corp. also has a 

high leverage statistic and a high Cook's D; the observation 

is outlying with respect to the size (TRGASSET) variable. 
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Having outlying and influential observations may be a 

specific case of the more general problem of nonconstant 

variance in the regression. Before attempting to address 

these observations' influence individually, then, an attempt 

should be made to consider the problem of nonconstant 

variance. 

Table 7; Outlying and influential observations 

Observation 

Aegis Corp. 
Stokely 
Stauffer 
McGraw-Edison 
Gulf Corp. 

(Leverage) 

0.0616 
0.0463 
0.7700 
0.3445 
0.7844 

Studentized 
Residual 

2 . 7 5 8 3 
3 . 4 2 0 7 
2 . 8 0 5 4 

• 2 . 6 8 5 5 
1 . 5 7 2 4 

Cook's D 
Statistic 

0.05 
0.057 
2.635 
0.379 
0.899 

Weighted regression and nonconstant variance. One test 

for this problem simply is to calculate a Spearman 

correlation coefficient between the absolute value of the 

regression residuals and the values predicted from the OLS 

regression model. For the model at hand, this test results 

in a coefficient of .44012 with a probability of only .0004 

of finding this or a greater coefficient under the null 

hypothesis of no correlation. Plotting the residuals 

against the predicted values also shows this relationship; 

this plot is shown in the appendix. Figure 6. The plot 

demonstrates the "fanning out" that is typical in cases of 

nonconstant variance; the plot will produce a rectangular 

shape in the constant variance case 



140 

Transforming the model based on the hypothesis that the 

change in the variance of the residuals is dependent upon 

the level of the dependent variable predicted from the OLS 

regression reduced the difficulty with the residuals. The 

approach used assumed that the nonconstant variance is 

proportional to the absolute value of the expected value of 

y given the vector of x's. 

The results of the weighted regression are presented in 

Table 13 of the appendix. The weighting of the variables 

was accomplished by first running an OLS regression and 

outputting the predicted value for each observation to an 

output data set. A function of the absolute value of the 

predicted value was then used to weight the observed 

variables. That is, the weight for the second regression 

equals the square root of the absolute value of the 

predicted value from the OLS regression. 

The variables for the weighted regression were renamed 

in order to separately identify them from the OLS 

regression. Table 8 presents the correspondence between the 

OLS regression variable names and the names used in the 

weighted regression. 

Figure 7 in the appendix shows the new plot of 

residuals against predicted values after the transformation. 

An improved shape at least comes closer in appearance to a 

rectangle. The Spearman correlation coefficient based on 

the residuals and the predicted values from the weighted 
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Table 8; Correspondence between OLS and weighted regression 
variable names and hypothesized sign of effect 

Weighted Hypothesized 
OLS Regression Regression Sign of Effect 

Intercept term WGTINT 
SYNERGY WGTSYN + 
PRIABRET WGTPRIAB 
INTSYNIE WGTINTRl 
NDRCHANG WGTNDR + 
INTSYNAI WGTINTR2 + 
FCFDUMMY WGTFCFDM 
PROWNRCN WGTPROWN 
OWNRCNTO WGTVOLUM + 
BIDPREM WGTBIDPR 
TRGASSET WGTTRGSZ + 
RELSIZE WGTRELSZ 
FRNT_BCK WGTFRBCK 
CONTESTD WGTCNTST + 
MGMTOWN WGTMNGMT ? 
TRGDIVPO WGTDIVPO 

regression is only .01834, with a probability value of .8894 

of finding a coefficient at this level or higher under the 

null hypothesis of no correlation. 

The weighted regression also reduces the problems with 

the outlying and influential observations. Table 14 in the 

appendix presents the studentized residuals, graphical 

analysis of these residuals, and Cook's D statistic for all 

observations in the data set based on the weighted 

regression analysis. The highest Cook's D statistic is now 

.341, that for the El Paso Corp. observation. As Table 9 

shows, the influence diagnostics are significantly reduced 

for each of the most outlying and influential observations 

from the OLS regression (shown in Table 7). 
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Table 9; Outlying and influential observations after 
weighting the regression 

Observation 

Aegis Corp. 
Stokely-Van Camp 
Stauffer 
McGraw-Edison 
Gulf Corp. 

Studentized 
Residual 

2.4435 
2.9893 
0.8801 

-1.7999 
1.4896 

Cook's D 
Statistic 

.026 

.030 

.110 

.085 

.173 

Reconsidering the Significance of 
the Takeover Theory Variables 

Two of the observations with relatively high values for 

the Cook's D statistic are the observations on Gulf Corp. 

and Stauffer Chemical Company. Gulf Corp. is the largest 

target firm in the sample; shareholders of Stauffer Chemical 

Company obtained the largest bid premium of all 

observations. These two variables also had the highest test 

statistics for skewness, as shown in Table 5. Observations 

on target size ranged widely from 10.649 to 20,964; though 

showing a skewness test statistic just as high, the range of 

bid premiums was very narrow, between -.4089 and 6.4667. 

Taking logs can reduce the skewness of the distributions of 

these variables. Though likely to reduce the effects of the 

skewness in the bid premiums as well as in the size 

variable, the small range on the former variable makes this 

technique inappropriate for use with the bid premiums. 

Thus, the regression model was re-examined after taking 

the log of the size variable. The regression results after 

taking the log of the size variable are presented in 
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Table 15 in the appendix. The full model, including the 

takeover theory variables, is presented. P-values on the t-

statistics at levels close to .10 indicate that the takeover 

theory variables may after all be significant to the 

regression model. An F-statistic for the full versus the 

reduced model is 1.4154, calculated as: 

Sum of scjuares for error, reduced model 4.053801 
Sum of squares for error, full model 3.397747 
Difference attributable to 6 variables 0.656054 
Divisor: 6 variables added to the model 6 
Result 0.109342 
Mean squared error, full model .07722153 
F-statistic 1.41595658 

This test statistic is compared to an F-distribution with 

s=6 numerator degrees of freedom and n-p = 44 denominator 

degrees of freedom. The test statistic would be considered 

significant at only a .2301 probability value. 

Yet several other factors indicate that the results to 

be interpreted should include the takeover theory variables. 

One of these factors is the fact that the results of the F-

test come close to significance even though the test 

includes two clearly insignificant variables, WGTSYN and 

WGTFCFDM. Another reason for using the full model stems 

from the use of several analysis procedures: results from 

the least squares regression, Tobit analysis, and logistic 

regression all will be examined in analyzing the data set. 

Comparison of the results across all three of these 

procedures will be undertaken to interpret the inferences 

based on the data analysis, particularly because of the 
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difficulties with the data set in meeting the assumptions of 

available statistical models. Use of the full model in all 

three data analyses will allow complete comparison of the 

results. 

One final reason for using the full model in the 

interpretation of the results is that such an approach 

involves little change to the interpretation understood by 

examining the reduced model shown in Table 13 in the 

appendix. That is, including all of the variables in the 

model merely adds to the interpretation which already would 

be made with the reduced model. Given that the takeover 

theory variables then may be compared to the results from 

the logistic regression and Tobit analysis, it appears that 

the research effort will be enhanced by the use of the full 

model. This enhancement will be obtained without any 

deleterious effects on the interpretations which otherwise 

would have been made. To conclude, the full model will be 

used for interpreting the results of the data analysis. 

Figures 8 through 2 3 in the appendix show the partial 

regression residual plots based on the full model. 

Other Diagnostic Procedures and 
the Weighted Regression Analysis 

Other diagnostic procedures were undertaken to re

examine the constant-variance assumption, to consider the 

linearity assumption, and to test the normality of the 

errors. 
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Re-examining the constant-variance assumption. 

Unfortunately, the alteration to use the full regression 

model re-emphasizes the non-constant variance problem. 

Figure 24 in the appendix emphasizes the fanning evident in 

the plot: this emphasis is exaggerated in order to retain 

the two leftmost (negative) observations on the plot. 

Despite the appearance of the plot, the absolute values of 

the residuals from the weighted regression and the predicted 

values correlate at only .052, with a probability of .7003 

of achieving this or a higher level under the null 

hypothesis of no correlation. 

The plot shown in Figure 24 highlights the two 

observations with negative values. The influence of these 

negative observations injects the one difference in the 

results which occurs because of using the full model versus 

the reduced model: removing the negative observations and 

re-running the full model leaves the takeover theory 

variables insignificant. The effect of removing the 

negative observations on the reduced model is only to reduce 

the significance of the CONTESTD variable. 

Yet only one of these negative observations shows up in 

an analysis of the influence diagnostics for the full 

regression model. Table 10 shows the three observations 

influential to the results. 
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Table 10; Weighted regression, full model: influence 
diagnostics 

Cook's D 
Observation DIFFER Statistic 

El Paso Co. -0.08415 2.753 
Bangor Punta 0.0 0.894 
Miller Wohl 0.0 5.023 

While these Cook's D statistics are very high, 

comparison of the results from all sixty observations 

(Table 15 in the appendix) to those obtained after deleting 

these three observations (Table 16 in the appendix) 

produces little change in the final interpretation of the 

results. To reiterate, the interpretation of the results 

will be based on the full model under the weighted 

regression analysis. 

Linearity of the relationships. The partial regression 

residual plots in the appendix are based on the full model 

under the weighted regression analysis. Examination of the 

plots gives no strong indication of nonlinearity in the 

relationships between the predictor variables and the 

(weighted) level of minority interest following the tender 

offers. 

Normality of the errors. A plot of scores along a 

normal distribution against regression residuals should 

produce a straight line if the residuals conform to the 

normality assumption. Figure 25 in the appendix shows such 

a plot. While it is not a straight line produced on the 
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plot, the results indicate no problems with the severity of 

the non-constant variance difficulty discussed above. 

Interpretation of the Results 

Table 15 in the appendix presents the final regression 

results to be used for interpretation—those from the 

weighted regression including all predictor variables. The 

model is significant, with an F-statistic of 4.558 

associated with a probability of .0001 or less of finding 

this or a higher value under the null hypothesis of no 

explanatory power. Of the predictor variables, only four 

are highly significant, but nine reach a probability level 

of .1544 or above. 

In order to calculate the weighted regression, the 

variable WGTINT is constructed as one divided by the weight. 

Thus, the SAS system default intercept is overridden. The 

R-Square calculated by the system is no longer meaningful, 

but we may reconstruct a similar measure. A Test statement 

in the SAS program is designed to prepare an F-test to test 

the significance of a group of variables in a model. This 

feature provides the separate numerator and denominator for 

the test. By requesting a test for all variables in the 

model, the numerator and denominator of the ratio can be 

obtained which may be used to reconstruct the percent of 

variability explained by the model. 

The numerator produced by the Test statement option in 

SAS to the fraction is 0.370048 with 15 model degrees of 
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freedom. Multiplying produces the implied amount of 

explained variation of 5.55072. The denominator of the 

fraction needed is the total variation to be explained. One 

component of this total is the explained variation just 

calculated; the second component is the sum of squares for 

error (taken from the SAS output) of 3.39774748. Summing 

produces a total variation figure of 8.94846748. These 

amounts indicate a measure comparable to an R-square of .62. 

While the results show a highly significant model with 

a majority of the variables being individually significant, 

there are some variations from the theoretical model: some 

coefficients have signs opposite to that expected based on 

the theory. However, all results are interpretable within 

the framework developed by the theory. 

The Availability of Gains 
Subject to Free-Riding 

The existence of two factors provides the necessary 

facility for target firm shareholders to attempt to free-

ride on an acquirer's value-increasing efforts as Grossman 

and Hart [1980] and Comment and Jarrell [1987] hypothesize. 

First, value-increasing gains must be available from the 

transaction being undertaken. Second, shareholders must 

assess that it is in their best interests to attempt to hold 

out from an acquiring firm. 

Palepu [1985] analyzed an acquisition-likelihood model. 

The predictor variables used in the model were designed to 
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empirically measure the theoretical benefits of business 

combinations. Palepu found these measures to be significant 

predictor variables in assessing the likelihood that a given 

company would become a target firm. Despite Palepu's 

conclusion that one cannot predict target firms well in 

advance of a takeover, differentiation between target and 

non-target firms is significantly associated with empirical 

measures of the theoretical benefits of these transactions. 

Palepu's measures for the internal efficiency and free 

cash flow theories, and one similar to his for the synergy 

theory, were used in this study to measure these theoretical 

properties of takeovers. In addition, surrogate measures 

for the information asymmetry theory were adapted from 

Bruner [1988]. These measures were included in the analysis 

to identify takeovers from which gains should occur. These 

takeovers should be the ones on which shareholders would 

like to free-ride. 

WGTSYN. The synergy measurement (WGTSYN) was set to 

one whenever both the target and acquiring firms had the 

same four-digit SIC code as indicated on the Compustat 

tapes. The coefficient for this predictor variable is not 

indicated as significant to the regression. This result 

simply may stem from the difficulty which exists in trying 

to measure synergistic effects. Synergy can result when two 

firms are in the same industry and, for example, economies 

of scale are achieved through a business combination. 
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However, another example of a source of such synergistic 

gains is the achievement of economies in shipment distribu

tion systems. Information about such synergistic gains 

cannot be captured through an industry dummy variable, and 

in fact, may be very difficult to capture at all. 

Systematic shareholder reactions to the synergistic 

transactions may not be captured, then, by the observations 

made in the data collection for this study, even if the 

hypothesized relationship holds in practice. 

WGTPRIAB. This variable (the prior abnormal returns on 

the target firm's stock, weighted) shows a negative 

relationship to the level of minority interest following the 

tender offer, with a t-statistic having a p-value of 0.1294. 

This result is consistent with hypothesis two- As stated in 

the support for the development of hypothesis two, prior 

efficiency in the use of the target firm resources can be 

measured through prior abnormal returns on target firm 

stock. (The definition of abnormal is relative to the norm 

expected based on the market model). Increases in the 

efficiency of the use of the target firms's are measured as 

increases in the prior abnormal returns. Negative 

observations on this variable indicated decreases in the 

prior efficiency of the use of target firm resources. Such 

inefficiencies are the basis for achieving gains from the 

takeover as the efficiency can be increased. On such gains, 

shareholders would like to free-ride and will refrain from 
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tendering, thus increasing the level of minority interest 

following the tender offer. The negative association found 

in the beta coefficient is consistent with hypothesis two. 

WGTINTRl. Hypothesis three presents an additional 

argument that there should be an interaction effect between 

the prior efficiency in the use of target firm resources and 

the synergy in the takeover transaction. This interaction 

effect is measured by WGTINTRl (interaction effect 1, 

weighted). Given the limitation in the synergy measurement 

and the lack of support for hypothesis one, it is not 

surprising that hypothesis three also is not supported by 

the data. Considering only the industry effects likely 

measured by the SIC codes, this result indicates that there 

is no incremental systematic association between the prior 

abnormal returns and the dependent variable when the two 

firms are in the same industry over the effect which is 

measured by observing the former variable alone. 

WGTNDR and WGTINTR2. Hypothesis three states that 

there should be a positive association between the level of 

minority interest following a tender offer and the 

elimination of the effects of information asymmetry. 

Eliminating the effects of information asymmetry will result 

when a slack-rich firm acquires a slack-poor firm and 

financial slack is used to fund the target's available 

positive net present value projects. 
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The net debt ratio is a measure of financial slack; the 

lower is the net debt ratio, the higher is financial slack. 

Thus, decreases in the net debt ratio of the combined entity 

relative to the separate entities prior to the takeover 

represent increases in financial slack; increases in that 

ratio represent decreases in financial slack. Decreasing 

financial slack is one predominant prediction emanating from 

the theory of information asymmetry—decreasing financial 

slack represents the elimination of the effects of 

information asymmetry. 

Thus, the positive association between the dependent 

variable and the elimination of the effects of information 

asymmetry is represented by a relationship between the 

dependent variable and the change in the net debt ratio 

(NDR). The change in the NDR is measured as combined NDR 

before the takeover minus consolidated NDR after the 

takeover. Decreasing the NDR after the takeover indicates 

an increase in financial slack. The results in the 

regression analysis are based on the change in the net debt 

ratio. As the net debt ratio following the takeover 

decreases (financial slack increases), the measurement of 

the change in the net debt ratio increases. 

The results obtained from the regression analysis thus 

are opposite to expectations. There is found to be a 

positive relationship between NDRCHANG and the level of 

minority interest following the tender offer. Yet increases 
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in financial slack are not the basis for obtaining the gains 

on which shareholders would like to free-ride—at least, not 

under the Myers-Majluf [1984] theory. 

However, the result on the interaction between WGTNDR 

and WGTSYN (WGTINTR2) is in the hypothesized direction and 

the association is as strong as is the coefficient on WGTNDR 

itself. (In fact, the strength of the relationship 

increases to a p-value of less than .05 after broadening the 

definition of industry commonality to a two-digit SIC code.) 

Empirical research using the information asymmetry 

theory [Bruner, 1988] indicates that this approach to 

takeover focuses on the ex ante motive for merger. This 

motive is to plan for a business combination which will 

allow for investment in a target's unfunded positive net 

present value projects. Bruner writes [p. 201J, "the value 

created does not depend on who buys whom, but rather on the 

cost of alternative ways of financing the target's 

investment." The shareholder reaction to the tender offer 

contradicts this argument: the value created in the 

takeover may well depend on who buys whom. Managerial ranks 

are often changed significantly following a takeover. If 

the motivation for the merger is to invest in the target's 

unfunded positive net present value projects, then 

management expertise is needed to administer those projects. 

One cost of the takeover method for investing in those 

unfunded projects may be the loss of management expertise. 
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Contrary to Bruner's statement, even value created from 

takeovers undertaken for the reasons cited in the Myers-

Ma jluf theory may depend on "who buys whom." Target 

shareholder tendering responses to such offers seem to 

indicate this dependence. When the target and acquiring 

firms are in the same industry, the theory supporting 

hypothesis four is upheld. However, without the benefit of 

industry commonality in the offer, shareholders react to the 

offer just as strongly in the opposite direction. 

The Free-Cash-Flow Theory of Takeovers 

WGTFCFDM is the acronym representing a (weighted) dummy 

variable set to one whenever the transaction meets the 

characteristics specified by Jensen [1986, p. 38]. The 

relationship is negative, as hypothesized, but the variable 

is insignificant to the regression. However, the findings 

in the logistic regression (see page 168) present greater 

significance of this dummy variable to the prediction of 

just the existence of minority interest following a tender 

offer. 

Ownership Concentration Issues 

As expected, increased ownership concentration prior to 

tender offer commencement (as the average number of shares 

held by each common shareholder increases, measured by 

PROWNRCN) associates negatively with the level of minority 

interest subsequent to the takeover. However, that is the 
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relationship also found with the variable designed to detect 

ownership concentration achieved during the tender offer 

period (OWNRCNTO)—a result opposite to expectations. 

As noted above, the measurement used for this variable 

was the average volume of shares traded per day as a percent 

of the total shares outstanding prior to the offer. This 

measurement of volume of trading in the target stock during 

the period of the tender offer was made to address the 

issues cited by Comment and Jarrell [1987] regarding 

techniques designed to combat target firm shareholders' 

free-riding. Only atomistic, non-colluding shareholders can 

be disadvantaged by the prisoner's dilemma of a front-end 

loaded takeover. Since much public trading occurs during 

the time an offer is open, the effect of the two-tiered 

offer in reducing free-riding is lessened if that trading 

brings an increase ownership concentration prior to offer 

expiration. 

However, just the opposite appears to be happening: 

greater trading activity in the stock market tends to 

associate with higher tendering and lower levels of minority 

interest, just as does prior ownership concentration. 

Ownership interests amassed during the tender offer period 

simply may be handled just as are ownership interest 

concentrations held prior to the tender offer. 

This variable was originally proposed as a measure of 

response to a bidder's coercive tactics. Yet the results of 
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the study negate the premise on which this variable was 

thought to be needed. Comment and Jarrell [1987] 

surprisingly had found lower average tendering into two-

tiered offers as opposed to any-or-all offers. Measuring 

and controlling for the potential for amassing ownership 

concentration during the tender offer period was thought to 

be needed to uncover the expected positive relationship 

between the two-tiered form of offer and the level of 

tendering to the acquirer. But such control was 

unnecessary: the analysis of the descriptive statistics on 

page 120 shows that the two-tiered form of offer 

accomplishes the goal of reducing minority interest. The 

average level of minority interest following a two-tiered 

form of tender offer is only 1.1% while the level following 

an any-or-all offer is 4.6%. 

Yet these results show a significant negative 

relationship between the volume of activity during the 

tender offer period and the level of minority interest 

following a tender offer. Rather than proxying for the 

amount of ownership concentration amassed during a given 

time period, Ziebart [1990, p. 480] theorizes that this 

variable is a measure of lack of consensus among traders 

regarding information releases (particularly, earnings 

releases in his case). As diversity among traders' opinions 

about a given information release increases, so increases 

the trading activity in the stock. Buyers of the stock then 
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must decide what action to take. This result may relate to 

a bias from including only successful takeovers. In this 

sample of successful takeovers, those buyers apparently 

decide that ultimate tendering is the best response. 

Unsuccessful transactions may result when these shareholders 

do not tender, as Grossman and Hart [1980] hypothesize. 

Bid Premium 

The bid premium shows a significant, positive 

relationship with the level of minority interest following 

the tender offer. This variable was included in the 

analysis as an indication of the probable success of the 

transaction at the outset of the offer. This positive 

relationship indicates that, as the level of the bid premium 

increases, so the likelihood of transaction success 

increases. As that probability of transaction success 

increases, the likelihood that there will be gains on which 

shareholders may free-ride increases. As shareholders 

attempt to free-ride, so the level of minority interest 

following the tender offer increases. 

An alternative interpretation, also consistent with the 

general theory, is that the bid premium is a surrogate 

measure for the extent of the gains available on which the 

shareholders would like to free-ride. Measures of the 

theoretical properties which might generate takeover gains 

do not help predict the level of minority interest, but a 

signalling measure may accomplish this. As the bid premium 
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increases, it is just as likely that the increase stems from 

a depressed stock price prior to the offer, a decrease to 

the denominator of the fraction used to measure the bid 

premium, as it is from an increased level of offer itself 

(the fraction's numerator). The lower is that denominator, 

the more room for generating gains from the takeover. Thus, 

there may be even greater gains which the acquirer is 

capturing and not paying out to target shareholders. In 

that case, the greater will be shareholders' attempts to 

free-ride, and the higher will be the level of minority 

interest following the tender offer. 

Target Size and Size Relative 
to the Acguiring Firm 

The measurement of target size (variable name, 

WGTTRGSZ) was made as the natural log of the total target 

assets; relative size (variable name, WGTRELSZ) was measured 

as the total target assets divided by total acquirer assets. 

These variables were included in the analysis as controls 

for potential confounding effects across several of the 

theories presented in this research project. 

Hypothesis eleven states that minority interest was 

expected to increase as target size increased. This 

increase was expected to occur (1) as shareholders attempted 

to free-ride on the funding of a presumed greater number of 

unfunded positive net present value projects available to 

larger target firms (a corollary to the information 
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asymmetry theory); and, (2) as the level of information of 

information about the target firm in the market increased 

along with target firm size, generating greater consistency 

with Grossman and Hart's [1980] assumptions, and thus 

increased consistency with the result expected by those 

authors from any takeover attempt. 

Hypothesis 12 states that increases in relative size 

were expected to associate with decreases in minority 

interest following tender offers. This hypothesis assumes 

that there is a reduction in the acquirer's ability to fund 

the target's positive net present value projects as the size 

of the target relative to the acquirer increases. Since 

funding these target projects is the source of the takeover 

gains under the information asymmetry theory, then 

shareholders would reduce their attempts to free-ride if 

those gains will not be available from the takeover. 

Neither of these theoretical arguments has been upheld 

by the data analysis procedures. Under all three analyses 

(weighted least-squares regression, Tobit analysis, and 

logistic regression), the coefficients on both WGTTRGSZ and 

WGTRELSZ are negative, but the highest p-value of all six 

being considered is that obtained for WGTTRGSZ in the 

weighted least squares regression (.1544). The other 

procedures uncover much poorer results on these variables. 

In summary, since the theoretical arguments discussed as 

support for including the size measurements are captured 
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already in other variable measurements, these variables are 

not significant contributors to the regression. 

Alternatively, as shown in the appendix in Table 17, 

the correlation matrix among all variables in the model, the 

target size measurement is strongly associated with several 

other variables. The strongest relationship is with bid 

premium, with a correlation of 0.27248 and a significance 

level for the t-test of 0.0352. Collinearity with other 

variables, thus, may be a factor contributing to the 

insignificance of the results on the target size 

measurement. 

A Bidder's Coercive Tactics: 
FRNT-BCK and COERCIVE 

Hypotheses 13 and 14 are not supported by the data. 

Though 12 of the 60 transactions in this analysis were 

structured as two-tiered offers, only four involved a plan 

to acquire the subsequent shares for an expected value of 

any lesser amount than the cash offered to early-tendering 

shareholders. While there is the potential for variance to 

occur in the value of the shares received in exchange for 

tendered shares, for most of the two-tiered offers, 

shareholders who refrained from tendering could expect to 

receive the same value for their shares as long as the 

transaction was successful. Under these circumstances, it 

would not be surprising for two-tiered offers to lose the 

coerciveness expected of this form of tender offer. The 
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coerciveness of this form of offer is most likely influenced 

by legal limitations placed on the takeover process. 

Shareholders have appraisal rights and can fight takeovers 

with very low expected valued for the back-end portion of 

the offer. 

Negotiated and Contested Offers 

Under hypotheses 15 through 19, management resistance 

to a tender offer was hypothesized to associate positively 

with the subsequent level of minority interest. 

Negotiations between an offeror and the target firm 

management was expected to associated negatively with 

minority interest. These hypotheses were based on two 

theories. 

First, as Comment and Jarrell [1987, pp. 290-291] 

argue, representation by management apparently is target 

firm shareholders' least cost means of obtaining 

representation of collective interests. Thus, particularly 

as the level of management ownership of the firm increases, 

shareholder tendering behavior is expected to mirror the 

behavior established by management's reaction to the offer. 

Second, this expectation is reinforced by Baron's [1983] 

theory of three reasons for resisting an offer: due to 

inadequacy, in hopes of a better offer, and due to 

management's preferences for control. 

The findings in this study indicate that these 

arguments do not serve to predict shareholder tendering 
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behavior because the negotiation and contesting processes 

which develop in the takeover arena are not static. Initial 

tender offers may be contested by target firm management, 

but then a bidding process will follow. In this process, 

shareholders can make some assessment of the likelihood of 

whether target firm management is acting in their interests 

in contesting the offer and can assess the reasons for 

management's actions. 

In this sample, only one observation occurred in which 

tendering shareholders were responding to an offer to which 

target firm management continued to resist. All other 

offers which were initially resisted by target management 

were subsequently increased so that the target managements 

finally agreed to recommend the offers to their 

shareholders. For their sample which included both failed 

and successful offers, Comment and Jarrell [1987, p. 3 08] 

found that 

the proportion of executed offers that are 
negotiated increases steadily from 73% of the 
total in 1981 to 92% in 1984. Formal contracting 
between raider and manager appears to be the 
empirical rule rather than the exception whereas 
front-end loaded two-tier and partial appear to be 
the exception rather than the rule. 

Not surprisingly, then, the regression analysis finally 

interpreted in this study includes only one variable in this 

category, WGTCNTST. This variable indicates observations 

for which target management contested the offer at some 

point in the takeover process. In addition, given that 
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management's behavior is examined in this alternate fashion, 

the management ownership percent (WGTMNGMT) also is included 

as a separate variable in the analysis. As management's 

ownership position increases, so the alignment of 

management's interests with those of the tendering 

shareholders increases. 

The sign on the coefficient for WGTCNTST is negative, 

indicating higher levels of tendering in to these offers, 

and lower subsequent levels of minority interest, relative 

to those that are not contested. The result is consistent 

with the argument that shareholders perceive management to 

have contested the transaction in order to obtain a greater 

share of the takeover gains through the bid premium. The 

coefficient on WGTMNGMT is insignificant to the least 

squares regression. 

Target Dividend Payout Ratio 

Hypothesis 20 clearly has been supported through the 

regression analysis, with a significant negative 

relationship between the target dividend payout ratio and 

the level of minority interest following the tender offer. 

Summary of the Least Sguares 
Regression Results 

The general result from this research effort is that 

only hypotheses 8 and 20 (regarding ownership concentration 

prior to the tender offer and the target dividend payout 

ratio, respectively) have been strongly supported by the 
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data. Hypothesis 2 (regarding prior abnormal returns on 

target firm stock) has been supported somewhat less strongly 

than these others, but still in the original form of the 

hypothesis. Despite these results, all of the statistical 

results for the entire model are interpretable within the 

framework of the theory. In addition, all results are 

consistent under these alternative interpretations. 

Alternative Data Analysis Procedures 

In addition to the weighted least squares regression 

analysis just presented, several additional analytical 

procedures were performed. Tobit analysis, a regression 

approach designed to handle problems in which the dependent 

variable is bounded on one side (such as at zero for 

minority interest balances), was performed. Logistic 

regression also was used to analyze the effectiveness of the 

independent variables in predicting a dichotomous dependent 

variable, set to one whenever any minority interest is left 

after the tender offer, and zero otherwise. Finally, an 

additional least squares regression was performed separately 

for the observations in which the offeror held a majority 

ownership interest in the target firm prior to the tender 

offer. 

An additional data gathering procedure also was 

performed. Direct examination of consolidated financial 

statement balances was performed to identify those 

transactions which actually resulted in minority interest on 
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consolidated financial statements. This step was necessary 

because acquiring firm actions subsequent to the tender 

offer may prevent minority interest from showing on any 

subsequent financial statements. For example, the acquiring 

firm may merge the target firm, leaving no target firm 

shares outside to acquiring firm. Alternatively, during the 

time period under study, some acquirers may have chosen not 

to consolidate subsidiaries even while holding a majority 

ownership interest, thus preventing any minority ownership 

interest from being presented. 

Tobit Analysis 

To perform this type of data analysis, the measurement 

of minority interest ("DIFFER") was changed to reflect the 

lower limit of zero which exists for actual financial 

statement minority interest balances immediately following a 

takeover ("TOBITDIF"). All negative observations (cases in 

which the acquirer demanded less than 100% of the target's 

shares, then received and purchased more than the percent 

demanded) were set to zero. The regression was run based on 

the Tobit model. The approach is first to calculate 

predictions of the dependent variable. If the prediction is 

lower than the limit established (in this case, zero), the 

model sets the prediction to the lower limit. 

Table 18 in the appendix presents the results of the 

Tobit analysis. Note that the Tobit model includes the 

variable FCFNOSC instead of the variable FCFDUMMY. Using 
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FCFDUMMY led to a warning on the SAS printout that the 

matrix of second derivatives was not positive definite; the 

parameter estimate for the FCFDUMMY variable was set to 

zero. Using the variable FCFNOSC in its place removed this 

warning. FCFNOSC represents Jensen's [1986] theory of free 

cash flow without considering the source of transaction 

funding. (Palepu [1985] took this approach in using a 

growth-resource mismatch dummy variable which did not 

consider the source of funding for the transaction; Robinson 

and Shane [1990, p. 32] also ignored the source of 

transaction funding in analyzing the relationship between 

bid premiums and variables related to Jensen's theory of 

free cash flow.) 

The results are similar to those produced by the 

weighted least squares regression. All but two of the 

coefficients are in the same direction as the least squares 

estimates. The sign on the coefficient for NDRCHANG is 

negative based on the Tobit analysis. This result is 

consistent with hypothesis three, but the coefficient was 

positive in the least squares regression results. Both 

NDRCHANG and the interaction term INTSYNAI are indicated as 

insignificant to the Tobit analysis, but they are 

significant to the logistic regression (see below). 

The coefficient on the variable MGMTOWN (management 

ownership of target firm stock) also changes sign to show a 

negative relationship with the dependent variable, with a p-
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value of .1212. (This variable was indicated as 

insignificant in the least squares regression.) The 

negative coefficient indicates that the higher is the 

management ownership percentage, the lower will be the 

minority interest following the tender offer. 

This result is consistent with the theory of aligning 

management and shareholder interests. As discussed under 

the analysis of the CONTESTD variable, all but one of the 

observations in this sample resulted in approval of the 

final offer by target firm management. Given those 

parameters, the probability that minority interest will 

exist following the tender offer should be inversely related 

to the level of management ownership of the company. This 

result will occur as shareholders follow the leadership of 

target management who hold the same interests as outside 

shareholders due to the stock ownership held by management. 

The relationship also will follow from target 

management's tendering action upon approval of the offer 

without any need for following by outside shareholders. The 

greater is the portion of the target's shares held by 

management, the greater will be the tendering, and the lower 

will be minority interest following the tender offer. 

While it was insignificant to the least squares 

regression, the variable INTSYNIE (interaction between 

SYNERGY and PRIABRET) is significant to the Tobit analysis. 

In addition, while the coefficient on PRIABRET is consistent 
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with hypothesis two, the coefficient on INTSYNIE is opposite 

to expectations. The first result indicates that business 

combinations in which there has been prior inefficient use 

of the target firm's resources will culminate in shareholder 

attempts to free-ride and increases in the level of minority 

interest following the tender offer. The second result 

indicates that business combinations involving two firms in 

the same industry, and involving target firms for which 

there has been efficient use of assets in prior time 

periods, culminate in shareholder attempts to free-ride and 

increases in the level of minority interest following the 

tender offer. 

In contrast to the significance of these results, many 

of the variables are insignificant to the Tobit analysis. 

This result may stem from the effects of outlying and 

influential variables as discussed in relation to the least 

squares regression. The results of the Tobit analysis may 

be even more affected by heteroscedasticity of the residuals 

than are those of least-squares regression [Maddala, 1988, 

p. 178]. 

Logistic Regression Analysis 

The results of the logistic regression are presented in 

Table 19 in the appendix. Many of the results in the 

logistic regression are similar to the results obtained from 

the least squares regression. Several major differences are 

noticeable, however. First, CONTESTD is no longer 
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significant to the regression, though the coefficient is 

still negative as expected from the theory. Second, MGMTOWN 

shows a much stronger relationship to the dichotomous 

dependent variable than to the continuous measurement 

DIFFER; MGMTOWN's significance to the logistic regression is 

consistent with its significance to the Tobit analysis. 

Third, NDRCHANG exhibits the most striking contrast to the 

results from the weighted least squares regression: the 

negative coefficient for NDRCHANG, while in line with the 

theoretical development and hypothesis 3, contrasts with a 

positive coefficient found through the weighted least 

squares regression. Both NDRCHANG and the interaction with 

SYNERGY (INTSYNAI) are in the direction originally 

hypothesized and significant to the logistic regression. 

Finally, the variable FCFNOSC was introduced through 

the discussion of the Tobit analysis. This variable is 

significant to the logistic regression with a negative 

coefficient, in support of hypothesis six. The dummy 

variable indicated transactions in which the shareholders 

would like to receive cash payouts. Tendering to receive 

those payouts reduces the likelihood of minority interest 

following the tender offer—as the negative coefficient 

indicates. 
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Tender Offers by Firms Already 
Holding Majority Ownership 

Twelve of the 60 observations included in this sample 

involved tender offers by firms already holding a majority 

ownership interest in the target firm. To analyze the 

impact of these observations on the results of the study, 

the overall sample was split into two groups. Table 2 0 in 

the appendix presents the results of the regression for the 

sample containing only those 48 observations for which the 

offeror held less than a majority ownership interest prior 

to the tender offer. The results of this regression are 

much the same as the results from the full regression 

analysis except that WGTTRGSZ is significant to the model, 

with a negative coefficient. 

A regression analysis using the observations of firms 

which held a majority ownership interest prior to the tender 

offer also was considered. With only twelve observations, 

coefficients could not be estimated from this sample because 

the model is not full rank. 

The results indicate certainly that the model obtained 

from the entire sample is applicable when considering only 

the transactions for which the acquiring firm held less than 

a majority ownership interest prior to commencement of the 

tender offer. There is insufficient sample size, however, 

to assess this question regarding transactions involving 

acquirers who hold a majority prior to commencement of the 

tender offer. However, given the consistency between the 
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full regression results and the results after deleting the 

observations for which the offeror held a prior majority 

ownership interest, there is no indication of inconsistency 

of the model with this latter type of offer. 

Minority Interest Balances on 
Consolidated Financial Statements 

The analyses presented so far have focussed on 

predicting minority interest in advance of the offer 

outcome. That result depends most significantly on the 

level of tendering by target firm shareholders relative to 

the percent demanded by the acquiring firm. Yet, if the 

tendering responses are high enough, the acquirer may 

institute a merger shortly after the tender offer, 

eliminating all remaining minority interest in the 

subsidiary (target) firm. Other actions also may result in 

no minority interest, such as when the acquiring firm leaves 

the newly owned subsidiary unconsolidated (a possibility, at 

least, during the time period under study). 

Accordingly, the coefficients on the regressors should 

be further analyzed for differences in impact between those 

acquisitions which result in minority interest on 

consolidated financial statements and those which do not. 

An additional procedure therefore was undertaken to examine 

all observations for which the results of the tender offer 

left some minority interest outstanding, as measured by the 

dependent variable DIFFER. The Compustat tape balances for 
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minority interest on the acquiring firm's financial 

statements at the fiscal year-end immediately following the 

takeover were obtained. All observations for which there 

was such a balance on the Compustat tapes were then traced 

into the acquirer's consolidated financial statements. 

Twenty-five observations were traced in this manner. Of 

these twenty-five observations, only two—City Investing 

Company's acquisition of GDV, Inc. and Chesebrough-Ponds's 

acquisition of Stauffer Chemical Company—left minority 

interest balances from the takeover transactions under study 

in this project. All of the other minority interest 

balances shown on the Compustat tape stemmed from other 

subsidiaries of prior takeover transactions. In fact, even 

in these two cases it is not specifically disclosed in the 

financial statements whether the minority interest balances 

relate to the takeovers of the current period. However, it 

appears from the percent of shares remaining outstanding and 

the footnote disclosure of the acquisitions that these 

transactions in fact resulted in minority interest on the 

consolidated financial statements. 

In the City Investing Co. case, the company had held 

majority ownership of GDV, Inc. prior to the tender offer 

and had a minority interest balance on its consolidated 

financial statements. City Investing significantly reduced 

the minority interest account balance on the balance sheet 

subsequent to the tender offer. The financial statement 
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disclosures, however, do not specifically state that this is 

the case. 

Following its acquisition of Stauffer Chemical Co., 

Chesebrough-Pond's consolidated statement of financial 

position shows a minority interest balance. Again, 

disclosures are not clear, but the minority interest in net 

income (loss) shows a loss figure and the footnote 

disclosures indicate the Stauffer experienced a loss after 

consolidation adjustments. 

Most often, the source of minority interest balances on 

the consolidated financial statements is not described. 

Only one footnote disclosure was found which was directly 

related to the minority interest balance. This disclosure 

was made by Triangle Industries regarding its acquisition of 

National Can Corporation. As of the financial statement 

date, there existed potential minority interest due to 

outstanding redeemable preferred shares with detachable 

warrants to purchase 19% of National Can's outstanding 

common stock. This contingency was reflected as minority 

interest in the consolidated balance sheet, but the company 

subsequently repurchased all of these warrants. The 

management of Triangle Industries indicated the importance 

it placed on disclosing the minority interest in National 

Can by providing detailed disclosure of the contingent 

minority interest through stock warrants. By repurchasing 

all of these warrants, the management of Triangle Industries 
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indicated the extent of corporate managements' desires to 

avoid having any minority interest left after a takeover. 

This avoidance of minority interest shareholders is 

evident among all of the other companies as well. Of the 

twenty-five companies potentially leaving minority interest, 

twenty-one eliminated the minority interest following the 

tender offer through merger for various considerations. 

These mergers generally occurred several months after the 

tender offer completion (though not all footnote disclosures 

indicated the specific date of shareholder approval of a 

merger). The minority interest in the net income of the 

subsidiary during that time span was often grouped with 

Other Income and Expenses, resulting in no income statement 

line item for minority interest. In addition, two other 

companies eliminated their minority interest financial 

statement balances by other means. Witco Enterprises did 

not consolidate its newly-acquired subsidiary, Richardson 

Company, and so showed no minority interest balances. 

Damson Oil liquidated Juniper Petroleum and distributed 

owners' proportionate shares of assets to them. 

Managements actions pursuant to these mergers were 

consistent with the description of two-tiered offers 

previously made (see page 160). None of these mergers 

exhibited any difference between the final merger offering 

and the compensation paid to respondents to the tender 

offer. Cash payments made were the same as had the 
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Shareholders tendered their shares. Even payments which 

combined cash and other securities fit this description. 

Following its $24 per share tender offer for control of El 

Paso Co., Burlington-Northern acquired the minority interest 

for $12 cash plus one-quarter of one share of adjustable 

rate, no par preferred stock designed to have a market value 

of $48 per share (per management's description in the 

footnote disclosure). 

Summary. With only two transactions leaving minority 

interest on consolidated financial statements, there is no 

way to relate the regressor variables used in the full 

regression model to the final minority interest financial 

statement balance. However, the relationship between the 

predictor variables and the minority interest following the 

tender offer provides an important link in the steps 

undertaken to eliminate the minority interest. One step in 

that process is to hold a shareholder vote. Shareholders 

voting on the subsequent merger include the acquiring firm, 

which holds the majority interest, and the minority interest 

shareholders remaining following the tender offer. Such 

votes can come under court scrutiny if the minority 

shareholders litigate against a "squeeze-out" merger (see, 

e.g., Jones [1980], Brudney and Chirelstein [1978], and 

DeAngelo, DeAngelo, and Rice [1984]). Given the predictive 

value found for the regressor variables in the current 

model, there may be relationships between these variables 



and the form of payment offered to these minority 

shareholders in subsequent mergers. 
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CHAPTER VI 

CONCLUSIONS FROM THE RESEARCH 

This chapter presents 1) a summary and discussion of 

the implications of the research findings, 2) a discussion 

of the limitations of the study, and 3) some suggestions for 

future research. 

Summary of the Research Findings 

The data collected for this dissertation research 

project were subjected to three separate analysis 

procedures: weighted least squares regression, Tobit 

analysis, and logistic regression. The general result from 

this research effort is that only hypotheses 2 and 2 0 

(regarding prior efficiency in the use of target firm 

resources and the target dividend payout ratio, 

respectively) have been strongly supported across all three 

data analysis procedures. However, despite these results, 

all of the statistical results for the entire model are 

interpretable within the framework of the theory. In 

addition, all results are consistent under these alternative 

interpretations. 

177 
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The Takeover Theory Variables 

This group of variables includes the free-rider theory 

variables (SYNERGY [WGTSYN], PRIABRET [WGTPRIAB], INTSYNIE 

[WGTINTRl], NDRCHANG [WGTNDR], INTSYNAI [WGTINTR2]) and the 

free cash flow theory dummy variables (FCFDUMMY [WGTFCFDM] 

AND FCFNOSC [WGTFCFNO]). 

SYNERGY was found to be insignificant across all three 

regression analysis procedures. Hypothesis one, thus, was 

not supported at all through the data analysis. 

PRIABRET was found to be strongly associated with the 

dependent variable in all three data analysis procedures. 

The sign on the coefficient was as hypothesized. Hypothesis 

two is, thus, the most strongly supported of all of the 

hypotheses regarding takeover theory variables (one through 

seven). 

The interaction term stemming from hypothesis four was 

strongly associated with the dependent variable in both the 

Tobit model and the logistic regression. However, the sign 

is positive—opposite to expectations. This result has been 

interpreted to indicate shareholder desire to free-ride when 

the target firm has previously been managed efficiently and 

the two firms are in the same industry. In fact, this 

measurement may capture the synergistic influences on the 

model which were intended to be measured through industry 

commonality (SYNERGY) alone. 
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Empirical measurements supporting hypothesis three were 

made through the net-debt-ratio change (NDRCHANG or, 

weighted, WGTNDR) and through interaction between NDRCHANG 

and SYNERGY (INTSYNAI or, weighted, WGTINTR2). These 

variables show a strong relationship to the dependent 

variable in the least squares regression, though the sign on 

the coefficient for WGTNDR is opposite to expectations. 

This result could arise because of potential mismanagement 

of target resources following takeover by an acquirer in 

another industry. The sign on the coefficient is as 

expected when the two firms are in the same industry—the 

situation represented by the variable INTSYNAI or WGTINTR2. 

However, these results for NDRCHANG differ among the 

least squares regression, the Tobit analysis, and the 

logistic regression. These variables are insignificant to 

the Tobit analysis, but both variables are significant to 

the logistic regression. Both of the variables' 

coefficients show a negative sign in this latter data 

analysis procedure, which is consistent with the hypotheses 

as originally stated. Apparently, the strength of the NDR 

change in inducing lesser likelihood of any minority 

interest is greater than its strength in generating 

increases in the level of minority interest through the 

weighted least squares regression. The results of the Tobit 

analysis seem to fall between these two extremes, with 

insignificance the result. 
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The free cash flow theory of takeovers is the last to 

be considered through this group of variables. Slightly 

different versions of this variable had to be used in the 

Tobit and logistic regression (FCFNOSC) than in the least 

squares regression (FCFDUMMY or, weighted, WGTFCFDM). 

(FCFNOSC indicates that no consideration was given to the 

source of funding for the transaction in assessing the 

consistency of each observation with the characteristics 

identified by Jensen [1986] in his development of the free 

cash flow theory of takeovers.) The variable is significant 

to the logistic regression and its sign is consistent with 

hypothesis six. The variable is insignificant to the least 

squares and Tobit analyses. 

Hypothesis seven, regarding interaction between SYNERGY 

and Jensen's theory of free cash flow, could not be tested. 

Including the variable measurement for this hypothesis 

(INTSYNFC) induced such multicollinearity that the matrix of 

observations was not full rank. In fact, this also was the 

reason for the switch from FCFDUMMY to FCFNOSC when changing 

from least squares to the other types of regression 

analysis. 

Probability of Transaction Failure 

Variables measuring ownership concentration of the 

target firm prior to the tender offer (PROWNRCN or, 

weighted, WGTPROWN), trading activity in the target stock 

during the period of the tender offer (OWNRCNTO or. 
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weighted, WGTVOLUM), and the bid premium (BIDPREM or, 

weighted, WGTBIDPR) all were designed to measure issues 

related to the probability of transaction success observed 

by shareholders at the outset of the offer. The prior 

ownership concentration is significant to the least s(3uares 

regression with a negative coefficient; the greater the 

ownership concentration prior to tender offer commencement, 

the more likely is it that any one shareholders' actions 

will affect the outcome of the offer. In that case, the 

shareholder will be less likely to attempt to free-ride due 

to fears of transaction failure, producing the negative 

relationship with the level of minority interest following 

the tender offer. This result is consistent with the 

hypothesis for the relationship. However, the prior 

ownership concentration is not significant to either the 

logistic regression or the Tobit analysis. 

The variables OWNRCNTO (or, weighted, WGTVOLUM) and 

BIDPREM (or, weighted, WGTBIDPR) are significant predictor 

variables across all three analysis procedures. However, 

the signs of the coefficients are opposite to those expected 

from the theory. WGTVOLUM was intended originally to 

measure accumulation of blocks of shares which presumably 

would be withheld from the tendering process. Instead it 

was found that increased trading of the target stock during 

the tender offer period associated with increased tendering 

to the acquiring firm and a reduction in the level of 
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minority interest following the tender offer. WGTBIDPR was 

intended to measure the extent of the gains allocated to 

target firms shareholders and was expected to associate 

negatively with the level of minority interest following the 

tender offer. Instead, a positive relationship was found, 

and it appears that the variable may provide a surrogate 

measurement for the gains not being allocated to target 

shareholders but which can be expected from free-riding on 

the accjuirer's efforts. In any event, a high bid premium 

would give an advance indication of high likelihood for 

transaction success. Shareholders desiring to free-ride may 

attempt to do so with less concern that such actions might 

cause the takeover to fail. 

Level of Information Asymmetries 

The coefficients on the variables WGTTRGSZ and 

WGTRELSZ, and their counterparts in the Tobit and logistic 

regression, TRGSIZE and RELSIZE, are insignificant to the 

overall regression analysis. The size variables are 

additional surrogate measures for the information asymmetry 

theory. The insignificance of these variables is 

interpreted as due to the capture of this takeover theory's 

effects through the NDRCHANG measurement. 

Bidder's Coercive Tactics 

Measuring the coerciveness of the difference between 

the front-end and back-end values of two-tiered offers. 
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FRNT_BCK (WGTFRBCK), was found to be an insignificant 

predictor variable. The results contrast with the theory 

regarding two-tiered offers because the coerciveness of most 

of these offers is eliminated by equating the expected 

values of the front-end and back-end portions of the offer. 

Only four observations in the sample for the study involved 

any difference between these two components of two-tiered 

offers. 

Aligning Management Interests 
with Shareholders' 

Observations on the percent of target shares held by 

target firm insiders prior to the tender offer (MGMTOWN or, 

weighted, WGTMNGMT) were included to measure the extent of 

the alignment of management's interests with those of its 

shareholders. This variable was insignificant in predicting 

tendering behavior by those shareholders in the least 

squares regression but attained p-values of 0.1212 and 

0.1835 in the Tobit and logistic regressions, respectively. 

The negative sign on the coefficient is consistent with the 

argument that, within this sample in which all but one 

management team concurred with the final offer put to 

shareholders, target shareholders will follow management 

leadership if that management holds ownership interests 

also. 

Whether or not the target firm management contested the 

takeover (CONTESTD or, weighted, WGTCNTST) also is a 
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significant predictor variable to the least squares 

regression, though not to the Tobit or logistic regression. 

Rather than mirroring the management's actions, in these 

cases in which target management contested the offer at some 

point in the acquisition process, target shareholders 

increased tendering and reduced the subsequent level of 

minority interest. This increased tendering response seems 

related to the fact that management actions in all but one 

of these contested takeovers resulted in an increased bid 

and final agreement between the two management teams. 

Individual Investors' Tax Effects 

The target dividend payout ratio is a surrogate measure 

of the target shareholders' tax brackets (based on the 

theory of the clientele effect in stock ownership). As the 

target dividend payout ratio increases, the level of the 

average shareholder's tax bracket likely decreases. Lower 

tax bracket individuals are more likely to desire greater 

cash payouts than are high tax bracket individuals. This 

tendency will increase tendering and decrease the level of 

minority interest following the tender offer. The result is 

observed under the least squares and logistic regression at 

significant p-values, but not so with the Tobit analysis. 

Summary 

Overall, the theory as developed in this dissertation 

was not supported in that the empirical tests failed to 
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reject the null hypotheses in all but two cases. However, 

the research supports a strong base for future analysis. By 

taking these results as a step further in developing the 

theory, one can explain these results thoroughly and with 

complete internal consistency to the theory. 

Limitations to the Analysis 

As with any study using economic data, there are 

limitations to the analysis. First are limitations which 

stem from the unusual distribution of the dependent variable 

which result in problems with the assumptions of regression 

analysis. Second are limitations which stem from the use of 

surrogate measures for the theoretical variables. 

Particular to this study are limitations on the generaliza-

bility of the result to all minority interest balances. 

Distribution of the Dependent Variable 

As noted in the discussion of the results of the data 

analysis procedures, observations on the dependent variable 

include two negative values, nineteen zero values, and 

thirty-nine observations above zero. Such a distribution 

does not fit the assumptions of the model for least squares 

regression analysis nor any common statistical model. The 

approach used in the dissertation was to examine the results 

of three data analysis procedures—weighted least squares 

regression, Tobit analysis, and logistic regression—and to 

consider support which comes from finding consistencies in 
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the results across all three data analysis procedures. But 

the validity of the conclusions drawn must always be called 

into question whenever the assumptions of statistical 

analysis procedures are so strongly violated. 

Surrogate Measures 

This study used many surrogate measurements to examine 

theoretical variables which are not directly observable. 

Target firm shareholders' desire to free-ride is presumed as 

long as there exists two factors which should provide the 

impetus for these desires: the availability of gains on 

which shareholders would like to free-ride and the 

assumption that acquirers will not pay out all takeover 

gains through the bid premium. It is impossible to make a 

direct observation of shareholders' desire to free-ride for 

inclusion in the analysis. 

Other surrogate measures also suffer from problems due 

to loss of information. For example, the average number of 

common shares held by each shareholder is used as the 

measure of ownership concentration prior to the tender 

offer. Other possible measures include the percent of 

shares held by ownership of 5% or more of the common shares 

outstanding, another publicly available piece of 

information. The latter measure would miss ownership 

concentration held by shareholders owning just under 5% of 

the target shares—which is an approach taken by many 

investors to avoid SEC reporting requirements on Form 13D. 
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Such ownership concentration will be reflected in the former 

measure chosen for use in this study. 

Generalizabilitv of the Results 

The results obtained from the analysis were based on 

data measurements made for firms traded on the New York and 

American Stock Exchanges. The sample, therefore, includes 

an average target firm size larger than an average which 

might be obtained were we to analyze all tender offers 

occurring during the time period under study. 

In addition, the results of the study cannot explain 

variation in all minority interest balances shown on 

consolidated financial statements. The analysis is limited 

to that portion of minority interest balances which stems 

from the difference between shares demanded by acquirers and 

shares tendered by target firm shareholders in tender 

offers. Another component of minority interest balances 

could stem from acquirers' demand for less than 100% of a 

target firm though no such offers were found from this data 

collection effort. Also, some minority interest balances 

stem from other types of corporate restructuring activities. 

Therefore, the results of the study could not explain 

variation in all of any one consolidated entity's minority 

interest balance nor can they explain variation in minority 

interest for all firms. 

Generalizability of the results and theoretical 

interpretations also are limited because of the lack of 
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support for the theory originally developed in the research 

plan. While the results of the research are interpretable 

within the framework of the theory, the interpretation in 

this manner amounts to theoretical development based on the 

sample. These interpretations, thus, could be sample 

specific. Support for the new theory can be obtained by 

repeating the study on a sample from a later time period. 

Suggestions for Future Research 

The first suggestion for future research is to repeat 

the research procedures on a different sample in order to 

support the theory's generalizability. Other research ideas 

stem from many areas of the dissertation. Particularly, the 

results which were obtained regarding minority interest on 

consolidated financial statements warrant further 

investigation. 

Only two of the observations in this study led to 

minority interest balances on consolidated financial 

statements; acquiring firms in the majority of the 

obseirvations eliminated the minority interest shareholders 

through subsequent merger. Given the predictive value found 

for the regressor variables in the current model, it is 

clear that these factors are predictive of the level of 

minority ownership participating in any merger vote 

following the tender offer. There may be relationships 

between the significant predictor variables identified in 

this study and the form of payment offered to these minority 
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shareholders in subsequent mergers. Research investigating 

these relationships would seem appropriate. 

Second, the composition of the minority interest 

balances currently found on consolidated financial 

statements is still in question. Many financial statements 

with minority interest balances are listed on the Compustat 

tapes, and logical deduction at the outset of this research 

project led to the conclusion that many of these balances 

would likely have resulted from tender offer acquisitions. 

However, consolidated balance sheets often disclose 

"Preferred Stock of Subsidiary Corporations" and such 

balances are included in Minority Interest on the Compustat 

tapes. If these minority interest balances represent only 

preferred stock ownership, then separate classification of 

these balances, more like creditors than owners, may be 

appropriate. 

Current disclosure requirements do not include any need 

to separately identify the source of minority interest on 

consolidated financial statements. Given these conditions, 

tracing the components of minority interest balances on 

consolidated financial statements will be difficult, at 

best. Yet such research is needed to assess the 

reasonableness of current disclosure requirements for the 

minority ownership interest in subsidiary companies. 
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Table 11; Results of the initial data analysis 

DEP VARIABLE: DIFFER 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
C TOTAL 

ROOT 
DEP 1 
C.V. 

DF 

15 
44 
59 

MSE 
MEAN 

SUM OF 
SQUARES 

0.07059161 
0.12501938 
0.19561099 

0.05330431 
0.0379731 
140.3739 

MEAN 
SQUARE 

0.004706107 
0.00284135 

R-SQUARE 
ADJ R-SQ 

F VALUE 

1.656 

0.3609 
0.1430 

PROB>F 

0.0973 

PARAMETER ESTIMATES 

VARIABLE 

INTERCEP 
SYNERGY 
PRIABRET 
INTSYNIE 
NDRCHANG 
INTSYNAI 
FCFDUMMY 
PROWNRCN 
OWNRCNTO 
BIDPREM 
TRGASSET 
RELSIZE 
FRNT BCK 
CONTESTD 
MGMTOWN 
TRGDIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.06984513 
-0.0118269 

-8.9823 
20.06286818 
0.04137081 
-0.0655132 
-0.0596016 

-.0000068136 
-161.464 

0.03178215 
.00000438194 
-0.00772169 

0.0007605555 
-0.0273988 

-0.000397146 
-0.013427 

STANDARD 
ERROR 

0.02015529 
0.01907555 
6.56489408 

13.47953799 
0.078055 

0.11225764 
0.05631868 

.00000396338 
113.98842355 

0.01140736 
.00000258007 

0.01263679 
0.001413221 

0.0198804 
0.0005312016 

0.01295923 

T FOR HO: 
PARAMETER=0 

3.465 
-0.620 
-1.368 
1.488 
0.530 

-0.584 
-1.058 
-1.719 
-1.416 
2.786 
1.698 

-0.611 
0.538 

-1.378 
-0.748 
-1.036 

PROB > |T| 

0.0012 
0.5385 
0.1782 
0.1438 
0.5988 
0.5625 
0.2957 
0.0926 
0.1637 
0.0078 
0.0965 
0.5443 
0.5932 
0.1751 
0.4587 
0.3058 
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Table 12: Results of the reduced-model, OLS regression 

DEP VARIABLE: DIFFER 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
C TOTAL 

ROOT 
DEP : 
C.V. 

DF 

9 
50 
59 

MSE 
MEAN 

SUM OF 
SQUARES 

0.05561374 
0.13999724 
0.19561099 

0.05291451 
0.0379731 
139.3473 

MEAN 
SQUARE 

0.006179305 
0.002799945 

R-SQUARE 
ADJ R-SQ 

F VALUE 

2.207 

0.2843 
0.1555 

PROB>F 

0.0370 

PARAMETER ESTIMATES 

VARIABLE 

INTERCEP 
PROWNRCN 
OWNRCNTO 
BIDPREM 
TRGASSET 
RELSIZE 
FRNT BCK 
CONTESTD 
MGMTOWN 
TRGQIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.07232034 
-0.000005073 

-189.526 
0.0313086 

.00000345164 
-0.0123783 
0.001454572 
-0.0332916 

-0,000434192 
-0.0157899 

STANDARD 
ERROR 

0.01828574 
.00000355976 
104.81880414 
0.009998647 
.00000231492 
0.01170874 

0.001346921 
0.01895675 

0.0004589613 
0.01170872 

T FOR HO: 
PARAMETER=0 

3.955 
-1.425 
-1.808 
3.131 
1.491 

-1.057 
1.080 

-1.756 
-0.946 
-1.349 

PROB > |T| 

0.0002 
0.1603 
0.0766 
0.0029 
0.1422 
0.2955 
0.2854 
0.0852 
0.3487 
0.1836 
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Figure 6: Plot of residuals against predicted value for 
initial OLS regression 
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Table 13; Results of the weighted regression analysis 
(excluding the takeover theory variables) 

DEP VARIABLE: WGTDIFF 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
U TOTAL 

ROOT 
DEP 

DF 

10 
50 
60 

MSE 
MEAN 

SUM OF 
SQUARES 

2.86606465 
3.24510606 
6.11117070 

0.2547589 
0.1777159 

MEAN 
SQUARE 

0.28660646 
0.06490212 

R-SQUARE 
ADJ R-SQ 

F VALUE 

4.416 

0.4690 
0.3628 

PROB>F 

0.0002 

C . V . 1 4 3 . 3 5 1 8 
NOTE: NO INTERCEPT TERM I S USED. R-SQUARE I S REDEFINED. 

PARAMETER ESTIMATES 

VARIABLE 

WGTINT 
WGTPROWN 
WGTVOLUM 
WGTBIDPR 
WGTTRGSZ 
WGTRELSZ 
WGTFRBCK 
WGTCNTST 
WGTMNGMT 
WGTDIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.07743143 
-.0000050754 

-222.782 
0.04321249 

4.52211E-07 
-0.0121857 

0.001396478 
-0.0373173 

-0.000304812 
-0.0278302 

STANDARD 
ERROR 

0.01697809 
.00000184514 
66.83832140 
0.01283464 

.00000286216 
0.004218155 
0.001341681 

0.0120546 
0.0003599026 
0.008086183 

T FOR HO: 
PARAMETER=0 

4.561 
-2.751 
-3.333 
3.367 
0.158 

-2.889 
1.041 

-3.096 
-0.847 
-3.442 

PROB > |T| 

0.0001 
0.0083 
0.0016 
0.0015 
0.8751 
0.0057 
0.3030 
0.0032 
0.4011 
0.0012 
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Figure 7: Plot of residuals against predicted value for 
weighted regression 
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Table 14: Cook's D Statistics based on the weighted 
regression analysis 

COOK'S 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

ID 

Hobart C 
Wallace 
Fisher S 
Lightoli 
Ludlow C 
Gray Dru 
Sperry H 
GDV Inc 
Coldwell 
Dean Wit 
Richards 
Lane Bry 
Breeze C 
TORIN CO 
GIDDINGS 
JUNIPER 
JAMES, F 
El Paso 
Itek Cor 
Data Ter 
Frank's 
Belco Pe 
SSP Indu 
Interpac 
Stokely 
Northwes 
Bangor P 
Core Lab 
Getty Oi 
Schrader 
Tymshare 
Gulf Cor 
Vulcan, 
Aegis Co 
Milton B 
Superior 
Clausing 
Enstar C 
Miller W 
Jewel Co 
Petrolan 
Jonathon 
REDM Ind 
Valmac I 
Prentice 
Unidynam 
Stauffer 
Hoover U 
National 
McGraw E 
Spectro 
MITE Cor 
Murphy, 
Gaylords 
Braun En 
Searle, 
LOWENSTE 
SOUTHLAN 
ARO CORP 
WALBAR I 

STUDENT 
RESIDUAL 

0.7964 1 
-1.0005 1 
-1.0704 1 
-.649269 1 

2.1490 1 
-.506428 1 

0.1735 1 
-.861334 1 
-.827538 1 
-.069406 1 

1.0906 1 
-.938683 1 

0.6066 1 
-.966846 1 

1.5901 1 
0.7514 1 

-0.40885 1 
-2.732 1 

-1.0697 1 
0.5385 1 

-.089647 1 
0.7774 1 
0.5850 1 
0.1151 1 
2.9893 1 

-.562103 1 
0.4697 1 

-.419611 
0.9861 
0.3237 

-0.76459 
1.4896 
0.3790 
2.4435 

-.293671 
-1.0907 
0.5189 
0.8088 

-.230735 
-.410581 

0.3381 
-1.6495 
0.9217 

-.944817 
-.300014 
-.444836 

0.8801 
-.365063 

0.7767 
-1.7999 

-.538163 
-.012802 
-.845563 

0.5480 
-.314827 
-.360401 
-.189078 
-.110227 
.0257542 
0.5243 

2 - 1 0 

** 

** 1 
* 

* \ 

* 
* 

* 

* 

***** 
** 

* 

* 

1 ** 

1 *** 

1 * 

1 *** 
1 ^ 

• ^ 

1 w 

1 2 

* 1 

**•* 1 

** 

* 

*** 1 
* 1 

* 1 
* 

* 1 
***** 

* 1 

** 1 

**** 1 

1 ^ 1 
X 1 

1 ̂  1 

1 ̂  1 

1 A 1 

1 ^ t 
1 1 

1 * 1 

1 M 1 
1 IC 1 

0. 
0, 
0 
0 
0 

0, 
0, 
0 
0 

, 0 1 1 
,005 
,104 
. 0 5 1 
,049 

0 . 0 0 3 
0 . 0 0 0 
0 . 0 0 4 
0 . 0 0 3 
0 . 0 0 0 
0 . 0 0 8 
0 . 0 0 3 
0 . 0 3 0 
0 . 0 0 3 
0 . 1 1 6 
0 . 0 0 6 
0 . 0 0 1 
0 . 3 4 1 
0 . 0 0 5 
0 . 0 0 1 
0 . 0 0 0 
0 . 0 0 4 
0 . 0 0 2 

,016 
. 0 3 0 
. 0 0 2 
. 0 1 9 

0 . 0 0 1 
0 . 0 7 8 
0 . 0 0 1 
0 . 0 0 2 
0 . 1 7 3 
0 . 0 0 1 
0 . 0 2 6 
0 . 0 0 1 
0 . 0 1 0 
0 . 0 0 1 
0 . 0 6 8 
0 . 0 0 1 
0 . 0 0 2 
0 . 0 0 2 
0 . 0 2 7 
0 . 0 0 8 
0 . 0 0 4 
0 . 0 0 5 
0 . 0 0 4 
0 . 1 1 0 
0 . 0 0 2 
0 . 0 0 3 
0 . 0 8 5 
0 . 0 0 1 
0 . 0 0 0 
0 . 0 0 3 
0 . 0 0 5 
0 . 0 0 1 
0 . 0 0 0 
0 . 0 0 0 
0 . 0 0 0 
0 . 0 0 0 
0 . 1 6 8 
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Table 15: Weighted regression after taking the log of 
the size variable; full model 

DEP VARIABLE: WGTDIFF 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
U TOTAL 

ROOT 
DEP 

DF 

16 
44 
60 

MSE 
MEAN 

SUM OF 
SQUARES 

5.63163305 
3.39774748 
9.02938053 

0.2778876 
0.1548368 

MEAN 
SQUARE 

0.35197707 
0.07722153 

R-SQUARE 
ADJ R-SQ 

F VALUE 

4.558 

0.6237 
0.4869 

PROB>F 

0.0001 

C.V. 179.4713 
NOTE: NO INTERCEPT TERM IS USED. R-SQUARE IS REDEFINED. 

PARAMETER ESTIMATES 

VARIABLE 

WGTINT 
WGTSYN 
WGTPRIAB 
WGTINTRl 
WGTNDR 
WGTINTR2 
WGTFCFDM 
T7GTPR0WN 
WGTVOLtJM 
WGTBIDPR 
WGTTRGSZ 
WGTRELSZ 
WGTFRBCK 
WGTCNTST 
WGTMNGMT 
WGTDIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.09358412 
-0.00184857 

-8.97325 
1.68864280 
0.09875116 
-0.116144 

-0.0624424 
-.0000067492 

-117.251 
0.04879093 

-0.00582409 
-0.0108541 
0.001036666 
-0.0459329 

0.0002870569 
-0.0306936 

STANDARD 
ERROR 

0.03206675 
0.0163252 
5.80662837 
11.57032713 
0.06284601 
0.07945734 
0.07392078 

.00000319148 
76.32894810 
0.01532313 
0.004019555 
0.00943221 
0.001499978 

0.013742 
0.0003787336 
0.008838618 

T FOR HO: 
PARAMETER=0 

2.918 
-0.113 
-1.545 
0.146 
1.571 

-1.462 
-0.845 
-2.115 
-1.536 
3.184 

-1.449 
-1.151 
0.691 

-3.343 
0.758 

-3.473 

PROB > |T| 

0.0055 
0.9104 
0.1294 
0.8846 
0.1233 
0.1509 
0.4028 
0.0401 
0.1317 
0.0027 
0.1544 
0.2561 
0.4931 
0.0017 
0.4525 
0.0012 
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Figure 8: WGTINT and WGTDIFF: Partial regression residual 
plot 
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plot 



205 

WGTDIFF 

0.8 -I-

0.6 + 

0.4 + 

0.2 + 

0 + 

-0.2 + 

-0.4 + 

-0.6 + 

PARTIAL REGRESSION RESIDUAL PLOTS 

+ + 

+ + + 

++ * + 
+ ++ + 

+ + + ++ + 
++ 

+ + 
+ + + + 
+ * *++ + + 

+ + 
+ -t- + + 

+ + 
+ + 

+ 
+ 

+ + 

0 . 8 + 

- 0 . 0 1 5 - 0 . 0 1 - 0 . 0 0 5 0 0 . 0 0 5 0 . 0 1 0 . 0 1 5 

WGTINTRl 

Figure 11: WGTINTRl and WGTDIFF: Partial regression residual 
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Figure 13: WGTINTR2 and WGTDIFF: Partial regression residual 
plot 
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Figure 14: WGTFCFDM and WGTDIFF: Partial regression residual 
plot 
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Figure 15: WGTPROWN and WGTDIFF: Partial regression residual 
plot 
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Figure 16: WGTVOLUM and WGTDIFF: Partial regression residual 
plot 
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Figure 17: WGTBIDPR and WGTDIFF: Partial regression residual 
plot 
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Figure 18: WGTTRGSZ and WGTDIFF: Partial regression residual 
plot 
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Figure 20: WGTFRBCK and WGTDIFF: Partial regression residual 
plot 
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Figure 21: WGTCNTST and WGTDIFF: Partial regression residual 
plot 
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Figure 22: WGTMGMNT and WGTDIFF: Partial regression residual 
plot 
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Figure 23: WGTDIVPO and WGTDIFF: Partial regression residual 
plot 
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PLOT OF RESNEW*PREDNEW LEGEND: A = 1 OBS, B = 2 OBS, ETC. 
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Figure 24: Plot of residuals against predicted value for 
weighted regression analysis (full model, after taking the log 
of the size variable) 
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Table 16: Results of weighted regression analysis 
after deleting three influential observations 

DEP VARIABLE: WGTDIFF 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
U TOTAL 

ROOT 
DEP 

DF 

16 
41 
57 

MSE 
MEAN 

SUM OF 
SQUARES 

3.47983578 
2.47345617 
5.95329195 

0.245618 
0.1941075 

MEAN 
SQUARE 

0.21748974 
0.0603282 

R-SQUARE 
ADJ R-SQ 

F VALUE 

3.605 

0.5845 
0.4224 

PROB>F 

0.0005 

NOTE: 
C . V . 1 2 6 . 5 3 7 1 

NO INTERCEPT TERM I S USED. R-SQUARE IS REDEFINED, 

PARAMETER ESTIMATES 

VARIABLE 

WGTINT 
WGTSYN 
WGTPRIAB 
WGTINTRl 
WGTNDR 
WGTINTR2 
WGTFCFDM 
WGTPROWN 
WGTVOLUM 
WGTBIDPR 
WGTTRGSZ 
WGTRELSZ 
WGTFRBCK 
WGTCNTST 
WGTMNGMT 
WGTDIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.07679206 
-0.0110488 

-9.64314 
14.15544591 
0.04354845 

-0.36081 
-0.0623412 

-.0000046066 
-197.16 

0.03733281 
-0.000674809 

-0.0101963 
0.0003976849 

-0.0226569 
-0.000526638 

-0.0120938 

STANDARD 
ERROR 

0.03391582 
0.01695229 
5.14765228 

10.54959567 
0.05349626 
0.16759324 
0.06508589 

.00000251828 
65.83856700 
0.01501574 

0.004548379 
0.008464803 
0.00137212 
0.01403767 

0.0004801703 
0.01513212 

T FOR HO: 
PARAMETER=0 

2,264 
-0,652 
-1,873 
1,342 
0.814 

-2,153 
-0,958 
-1,829 
-2.995 
2,486 

-0,148 
-1.205 
0,290 

-1,614 
-1,097 
-0,799 

PROB > |T| 

0.0289 
0,5182 
0,0682 
0.1870 
0.4203 
0.0373 
0,3438 
0,0746 
0,0046 
0,0171 
0,8828 
0,2353 
0,7734 
0,1142 
0,2791 
0.4288 
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PLOT OF SC0RES*RESID2 LEGEND: A - 1 OBS, B - 2 OBS, ETC. 
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Figure 25: Plot of residuals from the weighted regression 
(full model after taking the log of size) against normal 
probability scores for the rank-ordered residuals 
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Table 17: Correlation matrix among the dependent and 
regressor variables 

DIFFER SYNERGY PRIABRET INTSYNIE NDRCHANG INTSYNAI FCFDUMMY INTSYNFC 

DIFFER 1.00000 
0.0000 

0.04717 
0,7204 

• 0 , 1 9 5 6 0 
0 . 1 3 4 2 

0.01241 
0.9250 

0.02898 
0,8260 

-0,08728 
0,5072 

-0,08658 
0,5107 

0,00000 
1,0000 

SYNERGY 0.04717 
0,7204 

1.00000 
0.0000 

0.20135 
0.1229 

0.09191 
0.4849 

0,10603 
0.4201 

0.07024 
0.5938 

-0.08186 
0.5341 

0.00000 
1.0000 

PRIABRET -0.19560 
0.1342 

0.20135 
0.1229 

1.00000 
0.0000 

0.52177 
0.0001 

0.11852 
0.3671 

0.18182 
0.1644 

0.08873 
0.5002 

0.00000 
1,0000 

INTSYNIE 0.01241 
0.9250 

0.09191 
0.4849 

0.52177 
0.0001 

1.00000 
0.0000 

0.24860 
0.0554 

0.33683 
0.0085 

• 0 . 0 0 7 5 2 
0 . 9 5 4 5 

0.00000 
1.0000 

NDRCHANG 0.02898 
0.8260 

0.10603 
0.4201 

0.11852 
0.3671 

0.24860 
0.0554 

1.00000 
0.0000 

0.72688 
0.0001 

0.05647 
0.6683 

0.00000 
1.0000 

INTSYNAI -0.08728 
0.5072 

0.07024 
0.5938 

0.18182 
0.1644 

0.33683 
0.0085 

0.72688 
0.0001 

1,00000 
0,0000 

- 0 . 0 0 5 7 5 
0 . 9 6 5 2 

0 , 0 0 0 0 0 
1 . 0 0 0 0 

FCFDUMMY - 0 . 0 8 6 5 8 
0 . 5 1 0 7 

- 0 . 0 8 1 8 6 
0 . 5 3 4 1 

0 . 0 8 8 7 3 
0 . 5 0 0 2 

• 0 . 0 0 7 5 2 
0 . 9 5 4 5 

0.05647 
0.6683 

- 0 , 0 0 5 7 5 
0 . 9 6 5 2 

1 , 0 0 0 0 0 
0 . 0 0 0 0 

0 , 0 0 0 0 0 
1 , 0 0 0 0 

INTSYNFC 0.00000 
1,0000 

0.00000 
1.0000 

0.00000 
1.0000 

0.00000 
1.0000 

0.00000 
1.0000 

0.00000 
1.0000 

0.00000 
1.0000 

0,00000 
1,0000 

PROWNRCN -0.10148 
0.4404 

-0.02881 
0.8270 

•0.20724 
0.1121 

0.14855 
0.2573 

-0.08682 
0.5095 

0,10857 
0,4090 

• 0 . 1 0 7 3 8 
0 . 4 1 4 2 

0.00000 
1.0000 

OWNRCNTO 

BIDPREM 

TRGASSET 

-0.06380 
0.6282 

0.31852 
0.0131 

0.20049 
0.1246 

-0.06801 
0.6056 

0.25942 
0.0453 

0.21490 
0.0992 

TRGSIZE 

RELSIZE 

FRNT_BCK 

CONTESTD 

MGMTOWN 

TRGDIVPO 

-0.01294 
0.9218 

-0.03132 
0.8123 

0.03647 
0.7821 

-0,17974 
0.1694 

-0.13892 
0.2898 

0,09624 
0.4645 

-0.04751 
0.7185 

0.08756 
0.5059 

-0.12765 
0.3311 

-0.03699 
0.7790 

0.23222 
0.0742 

0.10262 
0.4352 

0.09564 
0.4673 

-0.03912 
0.7666 

-0,11427 
0.3847 

-0.12166 
0.3545 

0.15681 
0.2315 

-0.15439 
0.2389 

-0.10360 
0.4309 

0.09877 
0,4528 

0.16800 
0,1995 

• 0 . 1 0 0 8 4 
0 . 4 4 3 3 

• 0 . 0 9 5 9 0 
0 . 4 6 6 1 

- 0 . 3 1 2 6 3 
0 . 0 1 5 0 

• 0 . 3 3 8 9 4 
0 . 0 0 8 1 

- 0 . 2 2 4 2 1 
0 . 0 8 5 0 

• 0 . 0 1 1 7 3 
0 . 9 2 9 1 

• 0 , 1 9 9 5 3 
0 , 1 2 6 4 

0,32167 
0.0122 

-0.05678 
0.6665 

0.00753 
0.9544 

0.02562 
0.8459 

-0,18607 
0.1546 

-0,06751 
0.6083 

0,06271 
0.6341 

0.05695 
0.6656 

-0.11984 
0.3617 

-0.12275 
0.3501 

0,21334 
0,1017 

0,16850 
0.1981 

0.06461 
0.6238 

-0.24631 
0.0578 

-0.10414 
0.4284 

-0,02090 
0,8741 

-0.00897 
0.9458 

-0,09906 
0,4514 

-0.08089 
0,5390 

0,16278 
0,2140 

0,02152 
0.8704 

0.00571 
0.9654 

-0-03779 
0.7744 

-0,01849 
0.8885 

• 0 . 0 7 5 4 7 
0 . 5 6 6 5 

- 0 . 0 2 6 4 3 
0 . 8 4 1 1 

- 0 . 0 6 5 0 9 
0 . 6 2 1 2 

• 0 . 1 3 4 8 3 
0 . 3 0 4 4 

-0.02802 
0.8317 

0,00000 
1.0000 

0.00000 
1,0000 

0,00000 
1,0000 

0,00000 
1.0000 

0,00000 
1,0000 

0,00000 
1.0000 

0.00000 
1,0000 

0,00000 
1,0000 

0,00000 
1,0000 
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Table 17 Continued 

PROWNRCN OWNRCNTO BIDPREM TRGASSET TRGSIZE RELSIZE FRNT BCK CONTESTD 

DIFFER 

SYNERGY 

PRIABRET 

INTSYNIE 

NDRCHANG 

INTSYNAI 

FCFDUMMY 

INTSYNFC 

PROWNRCN 

OWNRCNTO 

BIDPREM 

TRGASSET 

TRGSIZE 

RELSIZE 

FRNT_BCK 

CONTESTD 

MGMTOWN 

TRGDIVPO 

-0.10148 
0.4404 

-0.02881 
0.8270 

-0.20724 
0.1121 

0.14855 
0.2573 

-0.08682 
0.5095 

0,10857 
0,4090 

-0,10738 
0.4142 

0.00000 
1.0000 

1.00000 
0.0000 

-0.12280 
0.3499 

0.06747 
0.6085 

-0.01377 
0.9169 

0,04531 
0,7310 

-0,24682 
0,0573 

-0,06270 
0,6341 

-0.06920 
0.5993 

0.35315 
0.0056 

-0.17336 
0,1853 

-0,06380 
0.6282 

-0.06801 
0.6056 

0.09564 
0.4673 

-0.10084 
0.4433 

0.00753 
0,9544 

0.16850 
0.1981 

0.02152 
0.8704 

0.00000 
1.0000 

-0.12280 
0.3499 

1.00000 
0,0000 

0.37935 
0.0028 

0,02916 
0,8250 

0,18941 
0,1472 

0.17513 
0,1808 

-0,02431 
0,8537 

0.11457 
0,3834 

-0,32732 
0,0107 

0.12065 
0.3585 

0.31852 
0.0131 

0.25942 
0,0453 

-0,03912 
0,7666 

-0,09590 
0.4661 

0,02562 
0.8459 

0.06461 
0.6238 

0.00571 
0.9654 

0.00000 
1.0000 

0.06747 
0.6085 

0.37935 
0.0028 

1.00000 
0.0000 

0.10103 
0,4424 

0,27248 
0,0352 

0,14817 
0,2586 

-0,07609 
0,5634 

-0,08967 
0,4956 

-0.17023 
0,1935 

0,55081 
0.0001 

0.20049 
0,1246 

0.21490 
0,0992 

-0,11427 
0.3847 

-0,31263 
0,0150 

-0,18607 
0.1546 

-0,24631 
0.0578 

-0,03779 
0.7744 

0,00000 
1.0000 

-0.01377 
0.9169 

0,02916 
0,8250 

0.10103 
0,4424 

1,00000 
0.0000 

0,65388 
0,0001 

0.10637 
0,4186 

-0.03520 
0,7895 

0.05888 
0,6550 

-0,10690 
0,4162 

0,04158 
0.7524 

-0.01294 
0.9218 

-0.04751 
0.7185 

-0.12166 
0.3545 

-0.33894 
0.0081 

-0.06751 
0,6083 

-0.10414 
0.4284 

-0.01849 
0.8885 

0.00000 
1.0000 

0.04531 
0.7310 

0.18941 
0.1472 

0.27248 
0.0352 

0.65388 
0.0001 

1.00000 
0.0000 

0.20510 
0.1159 

0.03770 
0.7749 

0.09867 
0.4532 

-0,29978 
0,0200 

0.08475 
0,5197 

-0.03132 
0.8123 

0.08756 
0.5059 

0.15681 
0.2315 

-0.22421 
0.0850 

0.06271 
0.6341 

-0.02090 
0.8741 

-0.07547 
0.5665 

0.00000 
1.0000 

-0.24682 
0.0573 

0.17513 
0.1808 

0.14817 
0.2586 

0,10637 
0.4186 

0,20510 
0.1159 

1,00000 
0,0000 

-0,10010 
0,4467 

-0.11940 
0,3635 

-0.29285 
0,0232 

0,21355 
0,1013 

0,03647 
0,7821 

-0,12765 
0.3311 

-0.15439 
0.2389 

-0.01173 
0.9291 

0.05695 
0.6656 

-0.00897 
0.9458 

-0.02643 
0.8411 

0.00000 
1.0000 

-0,06270 
0.6341 

-0,02431 
0.8537 

-0,07609 
0.5634 

-0.03520 
0.7895 

0.03770 
0.7749 

-0.10010 
0.4467 

1.00000 
0.0000 

0.35487 
0,0054 

0,05623 
0.6696 

0.00209 
0,9873 

-0,17974 
0,1694 

-0,03699 
0.7790 

-0.10360 
0.4309 

-0.19953 
0.1264 

-0.11984 
0.3617 

-0.09906 
0.4514 

-0.06509 
0.6212 

0.00000 
1.0000 

-0.06920 
0,5993 

0.11457 
0,3834 

-0.08967 
0.4956 

0.05888 
0,6550 

0.09867 
0,4532 

-0.11940 
0.3635 

0.35487 
0,0054 

1.00000 
0.0000 

-0.08842 
0,5017 

-0.12493 
0,3415 
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Table 17: Continued 

MGMTOWN TRGDIVPO 

DIFFER -0.13892 0.09624 
0.2898 0.4645 

SYNERGY 0.23222 0.10262 
0.0742 0.4352 

PRIABRET 0.09877 0.16800 
0.4528 0.1995 

INTSYNIE 0.32167 -0.05678 
0.0122 0.6665 

NDRCHANG -0.12275 0.21334 
0.3501 0.1017 

INTSYNAI -0.08089 0.16278 
0.5390 0,2140 

FCFDUMMY -0.13483 -0.02802 
0.3044 0.8317 

INTSYNFC 0.00000 0.00000 
1.0000 1.0000 

PROWNRCN 0.35315 -0.17336 
0.0056 0.1853 

OWNRCNTO -0.32732 0.12065 
0.0107 0.3585 

BIDPREM -0.17023 0.55081 
0.1935 0.0001 

TRGASSET -0.10690 0.04158 
0.4162 0,7524 

TRGSIZE -0.29978 0.08475 
0.0200 0.5197 

RELSIZE -0.29285 0.21355 
0.0232 0,1013 

FRNT_BCK 0.05623 0.00209 
0.6696 0.9873 

CONTESTD -0.08842 -0.12493 
0,5017 0,3415 

MGMTOWN 1.00000 -0,08138 
0.0000 0.5365 

TRGDIVPO -0.08138 1,00000 
0.5365 0.0000 
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Table 18: Results of the Tobit analysis 

ESTIMATION OP TOBIT MODEL FOR MINORITY INTEREST PREDICTION 

L I F E R E G P R O C E D U R E 

DATA SET =WORK.FD_ALL 
DEPENDENT VARIABLE=TOBITDIF 
CENSORING VARIABLE=TOBITDIF 
CENSORING VALUE(S)= 0 
NONCENSORED VALUES= 39 CENSORED VALUES= 21 

LOGLIKELIHOOD FOR LNORMAL 4 2 . 4 0 7 0 7 0 9 

VARIABLE DF ESTIMATE STD ERR CHISQUARE PR>CHI LABEL/VALUE 

INTERCPT 
INTRCPT 
SYNERGY 
PRIABRET 
INTSYNIE 
NDRCHANG 
INTSYNAI 
FCFNOSC 
PROWNRCN 
OWNRCNTO 
BIDPREM 
TRGSIZE 
RELSIZE 
FRNT BCK 
CONTESTD 
MGMTOWN 
TRGDIVPO 
SCALE 
LAGRANGE 

0 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

0 
0.0858558 

-0.0143016 
-14.68 

28.8422 
-0.0894128 
-0.270205 

-0.0341849 
-4.556E-06 

-342.55 
0.0474761 

-.00260628 
-.00504055 
.000069054 
-0.0114698 
-.00104679 
-0.0183806 
0.0598291 

0 
.0418927 
.0234776 
7.94269 
16.2056 
.0973151 
0.221819 
.0271582 
4.9E-06 
151.44 

.0146712 

.0064995 

.0166727 

.0017464 

.0248276 
6.8E-04 

0.017901 
.0071748 

• 
4.20014 

0.371075 
3.416 

3.16756 
0.844187 
1.48385 
1.58441 

0.861324 
5.11631 
10.4718 

0.160797 
.0913992 
.0015634 
0.213424 
2.40176 
1.0543 

• 
0.0404 
0.5424 
0.0646 
0.0751 
0.3582 
0.2232 
0.2081 
0.3534 
0.0237 
0.0012 
0.6884 
0.7624 
0.9685 
0.6441 
0.1212 
0.3045 

MULTIPLIER CHI-SQUARE FOR INTERCEPT 

INTERCEPT 

LOG NORMAL SCALE 
. PR>CHI . 

PARAMETER 
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Table 19: Results of logistic regression analysis 

ESTIMATION OF LOGISTIC REGRESSION FOR MINORITY INTEREST PREDICTION 

L I F E R E G P R O C E D U R E 

DATA SET =WORK.FD_ALL 
DEPENDENT VARIABLE=LOGITDIF 
CENSORING VARIABLE=LOGITDIF 
CENSORING VALUE(S)= 0 
NONCENSORED VALUES= 0 CENSORED VALUES= 60 

LOGLIKELIHOOD FOR LLOGISTC -18,3987620 

VARIABLE 

INTERCPT 
INTRCPT 
SYNERGY 
PRIABRET 
INTSYNIE 
NDRCHANG 
INTSYNAI 
FCFNOSC 
PROWNRCN 
OWNRCNTO 
BIDPREM 
TRGSIZE 
RELSIZE 
FRNT BCK 
CONTESTD 
MGMTOWN 
TRGDIVPO 
SCALE 
LAGRANGE 
LAGRANGE 

DF 

0 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
0 

ESTIMATE 

0 
4.94267 

0.737511 
-684.3 

4206.17 
-8.7703 
-44.602 
-3.021 

.000146824 
-16890 

2.86858 
-0.279221 
-0.114413 

-.00719269 
-1.1515 

-0.0524595 
-2.0676 

1 

STD ERR CHISQUARE 

0 
2.51257 
1.57996 
451.609 
2699.02 
5.06568 
28.591 

1.59764 
3.6E-04 
6480.03 
1.1009 

0.365962 
0.786779 
.0863167 
1.12073 
.0394406 
1.29006 

0 
MULTIPLIER CHI-SQUARE FOH 
MULTIPLIER CHI-SQUARE FOP 

3.8698 
0.217895 
2.29599 
2.42864 
2.99744 
2.43357 
3.57561 

0.168662 
6,79347 
6,78948 

0.582135 
.0211469 
.0069437 
1.05569 
1,76913 
2,56867 

PR>CHI 

0,0492 
0,6406 
0,1297 
0,1191 
0,0834 
0.1188 
0,0586 
0,6813 
0,0091 
0.009? 
0.4455 
0.8844 
0.9336 
0.3042 
0.1835 
0,1090 

; INTERCEPT 37 
: SCALE 

LABEL/VALUE 

INTERCEPT 

LOG LOGISTIC SCALE PARAMETER 
,70113 PR>CHI .0001 
, PR>CHI . 
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Table 20: Results of weighted regression analysis of 
tender offers prior to which the acquirer held less 
than a majority interest in the target firm 

DEP VARIABLE: WGTDIFF 
ANALYSIS OF VARIANCE 

SOURCE 

MODEL 
ERROR 
U TOTAL 

ROOT 
DEP 

DF 

16 
32 
48 

MSE 
MEAN 

SUM OF 
SQUARES 

5.51516511 
2.90394479 
8.41910991 

0.3012445 
0.1465904 

MEAN 
SQUARE 

0.34469782 
0.09074827 

R-SQUARE 
ADJ R-SQ 

F VALUE 

3.798 

0.6551 
0,4826 

PROB>F 

0.0006 

C . V . 2 0 5 . 5 0 0 9 
NOTE: NO INTERCEPT TERM I S USED. R-SQUARE I S REDEFINED. 

PARAMETER ESTIMATES 

VARIABLE 

WGTINT 
WGTSYN 
WGTPRIAB 
WGTINTRl 
WGTNDR 
WGTINTR2 
WGTFCFDM 
WGTPROWN 
WGTVOLUM 
WGTBIDPR 
WGTTRGSZ 
WGTRELSZ 
WGTFRBCK 
WGTCNTST 
WGTMNGMT 
WGTDIVPO 

DF 

1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 
1 

PARAMETER 
ESTIMATE 

0.13145041 
-0.00335369 

-9.51154 
38.51276446 
0.08076435 
-0.629847 

-0.0737691 
-.0000068291 

-143.68 
0.05177573 
-0.0105066 
-0.0101245 

0.001254815 
-0.054541 

-0.000198398 
-0.0251345 

STANDARD 
ERROR 

0.04076546 
0.03961175 
6.53717168 

49.43453785 
0.07129955 
0.37181805 
0.08078603 

.00000368464 
89.98261068 

0.0177308 
0.004935509 
0.01106534 

0.001631777 
0.01599903 

0.0005007361 
0.01071368 

T FOR HO: 
PARAMETER=0 

3.225 
-0.085 
-1.455 
0.779 
1.133 

-1.694 
-0,913 
-1.853 
-1.597 
2.920 

-2.129 
-0.915 
0.769 

-3.409 
-0,396 
-2,346 

PROB > |T| 

0,0029 
0.9331 
0,1554 
0,4417 
0,2657 
0,1000 
0,3680 
0.0731 
0,1202 
0,0064 
0.0411 
0,3670 
0,4475 
0,0018 
0,6946 
0.0253 




