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® During the 1980s. going-private transactions became an
increasingly important mechanism in the market for cor-
porate control. Lehn and Poulsen [24] report that the value
of these transactions rose from $496.8 million in 1980 to
$9.4 billion in 1987. Moreover, the average equity value
of firms going private increased from $33.1 million to
$224.3 million over the same period. The magnitude of
shareholder gains resulting from the transactions is similar
to the gains generated by other control-changing devices
such as tender offers, mergers, and voluntary liquidations.
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Shareholders who sell their shares to the buyout group
typically receive premiums on the order of 30 to 40%."
The source of the premiums earned by shareholders in
going-private transactions has been the subject of much
debate. Potential sources of value include tax benefits,
wealth transfers from other claimholders, and reduced
agency costs. Both Kaplan [ 18] and Lehn and Poulsen [23]
present evidence supporting the tax advantages of lever-
aged buyouts, but argue that these advantages cannot ac-
count for the total value created in an LBO. Similarly,
Marais, Schipper. and Smith [28] find no evidence of
significant wealth transfers from the holders of senior
securities. Asquith and Wizman [4] find evidence of sig-
nificant bondholder losses in leveraged buyouts, but the

'For the shareholder gains resulting from tender offers, mergers, and
voluntary liquidations. see Bradley, Desai. and Kim [5]. Asquith [2]. and
Kim and Schatzberg [20]. respectively. See DeAngelo. DeAngelo, and
Rice [8] and Lehn and Poulsen [23] for the wealth effects of going-private
transactions.
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magnitude of these losses is insufficient to explain much
of the shareholder gains.

Recent empirical evidence suggests that the stock-
holder-manager conflict may explain a number of ob-
served phenomena in the corporate control market.” One
way in which the separation of ownership and control can
impose costs on shareholders is through investment in
projects which reduce shareholder wealth. Jensen [14],
[15] and Stulz [42] argue that going-private buyouts may
be particularly useful in controlling managerial discretion
over investment decisions because of the large amount of
debt and increased ownership concentration typically as-
sociated with these transactions. This paper provides evi-
dence on this issue by documenting the wealth eftects of
the investment decisions of a sample of 192 candidates of
going-private transactions over a five-year period prior to
each transaction.

Previous evidence on the relationship between corpo-
rate control transactions and prior investment decisions
has been inconclusive. Mitchell and Lehn [33] examine a
specific type of investment, i.e.. acquisitions, and find that
firms making value-reducing acquisitions are more likely
to become targets of acquisitions themselves. However.
Loderer and Martin [26]. using a larger sample of acquisi-
tion investments, find little support for the hypothesis that
poor acquisitions increase the likelihood of being taken
over.? This study provides further evidence on this issue,
but differs in that it focuses on targets of going-private
transactions and analyzes all announced investment deci-
sions, both acquisitions and nonacquisitions.

The sample firms display significantly negative median
abnormal returns of -0.33% (mean = 0.10%) during the
two-day period surrounding the announcement of new
investment decisions. Moreover, firms with low manage-
rial shareholdings (5%) display the lowest median abnor-
mal returns. These two findings are consistent with agency
problems leading to poor investment decisions by going-
private candidates. However, the relatively small magni-
tude of the abnormal returns and the fact that 42% of the
sample firms have no investment decision announcements
in the Wall Street Journal during the pre-buyout period

2See, for example, Denis and Denis [11]. Kaplan [ 19], Lang. Stulz. and
Walkling [21]. Lehn and Poulsen [24], Mitchell and Lehn [33]. Morck,
Shleifer, and Vishny [37], and Smith [40].

*Note that it is not possible to directly compare the Mitchell/Lehn and
Loderer/Martin results. Mitchell and Lehn examine the likelthood of a
firm becoming a takeover target. while Loderer and Martin examine the
likelihood of a firm actually being acquired. Moreover, Mitchell and Lehn
separate hostile and friendly acquisition attempts, while Loderer and
Martin make no such distinction.

suggest that poor investment strategies may be, at best,
only a partial explanation for going private.

The empirical analysis also separates the sample into
contested and uncontested transactions. Lehn and Poulsen
[24] note that one reason for the increased going-private
activity in the 1980s may have been the threat of hostile
takeovers. Absent a hostile takeover threat, there is little
reason to expect managers to take their firm private for the
purpose of reducing agency costs. However, if the firm is
a takeover target, managers may propose a going-private
transaction as a means of preempting a hostile takeover.
Since hostile control changes are more likely to be disci-
plinary and motivated by target management inefficiency
than friendly control changes (Mgrck, Shleifer, and Vishny
[34] and [36]), targets of contested transactions may be
more prone to be characterized by poor investment choices
than uncontested targets.*

The evidence presented here, using all types of invest-
ment decisions, is consistent with the hypothesis that con-
tested going-private transactions are indeed more likely to
be disciplinary. Targets of contested transactions exhibit
negative median two-day abnormal returns of -0.55%
(mean = -0.55%) when they announce new investment
decisions in the pre-going-private period. These abnormal
returns are significantly different from zero and from the
abnormal returns surrounding the announcement of invest-
ment decisions by a control set of firms. Moreover, the
likelihood of becoming a target of a contested going-pri-
vate transaction is significantly negatively related to the
wealth effects of a firm’s investment decisions. In contrast,
announcements of new investments by targets of uncon-
tested transactions are met with a median abnormal change
in share price of -0.07% (mean = 0.83%) which is not
significantly different from zero or from that of a control
sample. The difference in median abnormal returns be-
tween the contested and uncontested samples is significant
at the 0.01 level. Further examination reveals that the
difference in abnormal returns is due primarily to the
tendencies of contested candidates to make value-reducing
acquisitions and uncontested candidates to make acquisi-
tions which increase shareholder wealth, similar to Mitch-
ell and Lehn [33]. These findings suggest that there are
different motivations for contested and uncontested going-
private transactions.

*Martin and McConnell [29] find some evidence that is inconsistent with
the hypothesis that hostile tender offers are more likely to be disciplinary.
They find that the rate of top management turnover following successful
tender offers is approximately the same for hostile and friendly offers in
their sample.
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The paper is organized as follows. Section I describes
how agency problems can lead to suboptimal investment
decisions. Section II details the sample selection process
and the characteristics of the sample firms. Section III
documents the wealth effects of investment decisions in
the five-year period preceding the sample transactions and
relates these wealth effects to the level of managerial
ownership of shares and to the likelihood of becoming a
going-private candidate. Section IV concludes.

l. Investment Decisions and Changes
in Corporate Control

It is often argued that the separation of ownership and
control can lead to large agency costs in the modemn
corporation. One such agency cost is the investment in
projects that benefit managers at the expense of sharehold-
ers. However, literature dating back at least to Manne [27]
recognizes that when managers deviate from value-maxi-
mizing decisions, there are greater incentives for outside
parties to launch an acquisition attempt for the firm.

Jensen [14], [15] argues that managers may have an
incentive to expand the scope of the assets under their
control beyond the point where shareholder wealth would
be maximized. Conflicts of interest between managers and
shareholders are likely to arise whenever the firm gener-
ates a substantial amount of cash flow in excess of that
required to fund all positive net present value projects.
Shareholders have a preference for the disbursement of
this free cash flow, while managers may prefer to make
investments even if they earn less than the firm’s marginal
cost of capital.

Agency problems associated with free cash flow are not
the only reasons managers may make investment decisions
that maximize their personal welfare at the expense of
shareholders. For example, risk-averse managers may pre-
fer a risk-reducing diversification strategy even if such a
strategy has a negative net present value. Similarly, Shlei-
fer and Vishny [39] argue that managers have the incentive
to invest in assets that are specific to their own skills and
knowledge even if these investments are not ex-ante value-
maximizing. Finally, managers may invest in unprofitable
projects simply because they lack the skills required to
evaluate the profitability of various projects.

For whatever reason, if a firm persists in accepting
negative net present value projects, a transaction that con-
strains future discretionary investments or improves the
incentive structure within the firm can increase firm value.
Jensen [14], [15] and Stulz [42] argue that going-private
transactions may be particularly effective in this endeavor
because of the increased debt and managerial ownership
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stakes typically associated with these transactions. There-
fore, a testable proposition addressed in this paper is that
targets of going-private transactions systematically
misallocated resources by accepting negative net present
value projects in the years prior to the going-private trans-
action.

A problem with the above hypothesis is that it is not
clear what incentive managers have to take the firm private.
If these firms are misallocating resources, why would
managers suddenly pay out a premium and reduce their
discretion over investment policy? One possibility, sug-
gested by Lehn and Poulsen [24], is that these firms are
likely targets of hostile takeover attempts and that the
going-private transaction effectively preempts the hostile
bid. Thus, because of prior poor investments, firms may
become good targets, as in Mitchell and Lehn [33], but are
not taken over if they take some action that preempts a
hostile takeover. In this way, a going-private transaction
may resemble a defensive leveraged recapitalization
(Denis and Denis [11]) or a defensive share repurchase
(Dann and DeAngelo [6], and Denis [10]). In all three
cases.Jensen [14], [ 15] and Stulz [42] argue that the action
may benefit shareholders because of the reductions in
managerial discretion over future investments.

The above discussion yields a second testable hypoth-
esis. Those going-private transactions associated with ex-
ternal takeover pressures should be more likely to be
characterized by poor investment decisions prior to going
private than those transactions not associated with take-
over threats.

Il. Data Description

A. Sample Characteristics

The sample is derived from Lehn and Poulsen’s [24]
comprehensive sample of 278 going-private transactions
between 1980 and 1987.° Their sample includes all suc-
cessful going-private transactions announced in the Waul/
Street Journal during this time period, where a going-pri-
vate transaction is defined as one that converts “a free-
standing, publicly traded corporation into a privately held
corporation.” The sample used here is restricted to those
firms found on the daily returns tape of the Center for
Research in Security Prices (CRSP). This leaves a final
sample of 192 going-private transactions over the sample
time period. For each going-private candidate, a control

>The analysis in Lehn and Poulsen [24] is restricted to the 263 firms in
their sample with available COMPUSTAT data. This restriction is not
initially imposed here.
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firm is defined as that firm listed on the COMPUSTAT tape
that has the same four-digit SIC code, is nearest in market
value of equity to the sample firm as of the year ending just
prior to the transaction, has available CRSP data, and is
not taken over by the time of the going-private proposal.®

On the basis of Wall Street Journal reports, each sample
transaction is classified as contested or uncontested. A
transaction is classified as contested if (/) it is proposed by
some outside party and publicly objected to by the incum-
bent management team (13 cases); (i) it is proposed by the
incumbent management team in response to an alternative
offer made by an outside party (25 cases); (iii) it is pro-
posed by the incumbent management team in response to
published rumors of takeover activity (35 cases);’ or (iv)
a competing bid for the firm occurs after the proposed
going-private transaction (12 cases). These requirements
attempt to isolate those cases where it is more likely that
the sample transaction is in response to external takeover
pressures. Uncontested transactions are those for which
there is no indication in the financial press of other poten-
tial suitors or of opposition to the going-private proposal.
This classification scheme results in 85 contested and 107
uncontested transactions.®

Panel A of Exhibit 1 lists the time profile of the sample.
Over the sample period of 1980 to 1987. the percentage of
transactions classified as contested rises from 21% in 1980
to nearly 70% in 1986-1987. As Lehn and Poulsen [24]
note, this finding supports the argument that one reason for
increased going-private activity in the 1980s is the threat
of hostile takeovers. Using the standard market model
procedure, cumulative abnormal returns (CARs) associ-
ated with the sample transactions were computed. These
CARs are similar to those in previous studies. For the three
days centered on the first announcement of the going-pri-
vate proposal, (i.e., days [-1, 1]), cumulative abnormal

This selection process does not eliminate control firms that subsequently
received takeover bids. However, an examination of the Wall Street
Journal revealed that only three of the control firms were acquired within
two years after the corresponding sample transaction.

This takeover activity can take many different forms and is not restricted
to formal takeover offers. Examples include 13-d filings. discussions
among management teams, and share accumulations.

®1t is not immediately clear that the 12 transactions meeting requirement
(/v) are in response to external takeover pressures. A reading of the Waull
Street Journal suggests that this is the most likely scenario in the majority
of cases. However, imposing requirement (iv) also labels as contested all
transactions where managers proposed to go private with no prior knowl-
edge of any control-related activity. To check the sensitivity of the paper’s
results to the contested/uncontested classification scheme. the results
were replicated classifying the |2 transactions falling under requirement
(iv) as uncontested. There were no statistically significant differences in
the results.

returns average 12.0%. Over a wider event window, days
[-40, 40], cumulative abnormal returns average 22.3%.
The CARs of the contested and uncontested transactions
are statistically indistinguishable over both the [-1, 1] and
[-40, 40] event windows.?

Panel B of Exhibit 1 indicates that there are substantial
differences between contested and uncontested targets.
Contested targets are significantly larger than uncontested
candidates. The pre-transaction value of a contested
target’s equity averages $367.3 million, while that of un-
contested targets averages only $177.6 million. Similarly,
contested targets have significantly greater total assets and
sales for the year ending just prior to the going-private
proposal. Contested targets also have higher debt ratios
than uncontested targets. Differences in average total as-
sets, sales, and debt ratios between the contested and
uncontested targets are all significant at the 0.05 level. Not
surprisingly, given the matching procedure based on firm
size. there are no significant differences between the char-
acteristics of the sample and control firms.

Panel C documents summary measures of variables
typically used as proxies for the likelihood of agency
problems. Managerial ownership is obtained from Spec-
trum 6 and is defined as the beneficial ownership of all
officers and directors as of the year ending just prior to the
sample transaction. There are large differences in the own-
ership structures of contested and uncontested candidates.
Managerial ownership averages 12.1% (median = 6.9%)
for the contested targets and 34.2% (median = 32.8%) for
the uncontested candidates. This difference is significant
at the 0.01 level. While the differences in managerial
ownership are partially driven by the well-known negative
correlation between firm size and managerial ownership,
the sample firms appear to have ownership structures that
differ from their control firms. The managerial ownership
of contested targets is significantly less (at the 0.05 level)
than that of its control firms, while the ownership of
uncontested targets is significantly higher (at the 0.10

“Note that the hypotheses in Section | make no prediction about whether
the CARs should be different for contested and uncontested transactions.
On the one hand. if agency problems are greater in contested firms or if
the going-private transaction can be viewed as the winning bid in a
multiple bid control contest, one might expect larger CARs for these
transactions. However, other possible gains from going private may be
larger in the uncontested firms (see footnote 15). Moreover, if the man-
agers of the contested firms can take their firms private for less than what
an outsider may have been willing to bid. the CARs for the contested
transactions may be lower due to this entrenchment effect. Thus, it is not
clear how the CARs of contested transactions would be expected to
compare with those of uncontested transactions.
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Exhibit 1. Time Profile and Selected Characteristics of 192 Firms Going Private Over the Period 1980-1987
Panel A. Time Profile

Copyright (c) 2007, ProQuest-CSA LLC.

Contested Uncontested
Year Full Sample Transactions Transactions
) 1980 11 3 8 -
1981 15 2 13
1982 21 7 14
1983 30 8 22
1984 30 12 18
1985 31 16 15
1986 30 21 9
1987 24 16 8
Total 192 85 107
Panel B. Selected Characteristics"
Full Sample Contested Transactions Uncontested Transactions
Sample Control Sample Control Sample Control
Market value of 247.6 286.5 3673 329.8 177.6 249.2
equity (74.6) (81.2) (111.3) (102.9) (52.1) (54.0)
Total assets 512.8 968.1 837.9 594.9 3229 1202.9
(143.4) (94.6) (255.5) (119.9) (106.5) (87.5)
Sales 776.5 635.9 1391.0 850.6 417.5 500.9
(242.0) (143.8) (342.1) (142.0) (181.6) (147.2)
Debt/total assets 20.39 18.16 23.17 17.95 18.77 18.31
(19.31) (14.98) (21.92) (12.59) (16.33) (16.75)
Panel C. Measures of Agency C osts®
Full Sample Contested Transactions Uncontested Transactions
Sample Control Sample Control Sample Control
Managerial ownership ~ 25.34 23.74 12.09% 21.47 34.17* 25.74
(16.3) (16.7) (6.9)*** (14.1) (32.8)* (17.6)
Tobin’s ¢ 1.05%%* 1.22 0.99%* 1.25 1.09 1.19
(0.96)** (1.1 (0.95)%* (1.17) (0.96) (1.04)
Undistributed cash 5.87 4.96 4.34 3.00 6.70 6.19
flow (6.13) (6.64) (4.57) (4.99) (7.12) (7.42)
Notes:

4Sample mean values are listed with medians in parentheses below. All financial characteristics are obtained from COMPUSTAT for the year ending just
prior to the going-private announcement. Market value of equity. total assets and sales are all expressed in millions of dollars. Debt/total assets is the ratio
of the book value of long-term debt to the book value of total assets.
®Managerial ownership is defined as the beneficial ownership of all officers and directors as of the year ending just prior to the buyout as listed in Spectrum
6. Tobin’s ¢ is approximated by the sum of the market value of equity and the book values of long-term debt. preferred stock, and current liabilities. all
divided by the book value of total assets. Undistributed cash flow is defined as operating income minus taxes, interest payments, preferred stock dividends.
and common stock dividends, expressed as a percentage of the book value of total assets.

#kk ik and * denote significant differences between the sample and control firms at the 0.01,0.05. and 0.10 levels, respectively, using paired comparisons

tests.

level) than that of its control tirms.'0 Given their lower
level of managerial ownership, one would expect greater
agency problems in the sample of contested candidates.
However, the findings are also consistent with the hypoth-
esis that ownership structure determines the mood of the
acquisition attempt. As managerial ownership increases,
the likelihood of a successful hostile offer may be dimin-
ished. Several authors have recently suggested Tobin's ¢
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'“Mikkelson and Partch [32] provide a useful benchmark by which to
compare the ownership of the sample firms with a random sample of firms
of similar size. In their random sample, firms of comparable size to the
contested targets have managerial ownership ranging from 13.5% to
18.5% . while firms comparable in size to the uncontested candidates have
managerial ownership on the order of 18% to 25%. Thus, managerial
ownership appears to be slightly below average for the contested candi-
dates and slightly above normal for the uncontested candidates.
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as an alternative measure of agency costs (i.e., Lang, Stulz,
and Walkling [21] and [22], and Servaes [38]). Lacking
complete data on replacement costs, ¢ is estimated as the
sum of the market value of equity and the book values of
long-term debt, preferred stock, and current liabilities, all
divided by the book value of total assets. These data are
obtained from COMPUSTAT and are available for 181 of
the 192 sample firms. To control for potential biases in this
measurement of ¢, the estimated ¢ is compared to the ¢ of
the control firms.!!

The results in Panel C suggest that contested targets
have marginally lower average ¢ ratios than uncontested
targets. However, the median ¢ is nearly identical in the
two samples. It is noteworthy that the sample firms, as a
whole, significantly underperform their control firms
when performance is measured by Tobin’s ¢. This finding
is largely driven by the sample of contested candidates.
Both mean and median ¢ ratios are significantly lower (at
the 0.05 level) for the contested targets than their control
firms. In contrast, the performance of the uncontested
targets does not differ significantly from that of their
control firms.'2 This evidence supports the view that man-
agers of contested going-private candidates allocate the
resources of their firms in a suboptimal fashion, thereby
reducing the value of the firm relative to that of its industry
peer. Alternatively, the evidence is consistent with system-
atic undervaluation of contested targets.

Finally, Panel C examines a specific type of agency
problem, the free cash flow hypothesis proposed by Jensen
[14], [15]. Similar to Lehn and Poulsen [24], undistributed
cash flow is measured as operating income less taxes,
interest payments, preferred stock dividends, and common
stock dividends. Following Lang, Stulz and Walkling [22],

"There are two potential sources of bias in the computation of ¢. First,
to the extent that changing prices cause the book value of assets to differ
from their replacement cost. there will be measurement error in the
estimate of ¢. Second. ¢ will be a function of the overall level of stock
prices. Hence, those transactions taking place in the latter part of the
sampling period will be more likely to display higher ¢ ratios because of
the extended bull market of the 1980s. This bias will be particularly
important in any comparison of contested and uncontested candidates
since the fraction of contested transactions increases throughout the
sampling period.

I2Replacement cost data is available for 107 of the 192 sample firms from
the NBER’s Manufacturing Sector Master File. Using this data yields
similar results to those presented in Exhibit 1. Both mean and median ¢
ratios of the sample firms are significantly lower (at the 0.01 level) than
those of the control firms for the full sample and the sample of contested
candidates, but are insignificantly different for the uncontested candi-
dates.

undistributed cash flow is standardized by the book value
of total assets. The results do not indicate any significant
differences in undistributed cash flow between the sample
and the control firms. Moreover, the undistributed cash
flow is actually lower for contested transactions than it is
for uncontested transactions, although the difference is
statistically insignificant.

B. Announcements of Investment Decisions

Announcements of investment decisions by the sample
and control firms are identified by examining the Wall
Street Journal Index for the five-year period ending with
the going-private proposal. These decisions are defined as
any expenditure of corporate resources for a purpose other
than a disbursement to the claimholders of the firm. An
announcement is not included if there are any other corpo-
rate announcements for that tfirm on either the day of or the
day prior to the announcement of the investment decision.

On the basis of descriptions in the Wall Street Journal,
each announcement is placed in one of nine separate
categories. Panel A of Exhibit 2 classifies the sample
announcements by type of investment decision. There are
a total of 333 announcements made by the sample firms.
Of these, 175 are made by the 85 contested candidates and
158 are announced by the 107 uncontested candidates. The
control firms make 253 announcements, 126 by the con-
tested control firms and 127 by the uncontested control
tirms. Acquisitions of other firms account for the greatest
number of announcements in each group, perhaps because
they are likely to be the transactions of greatest size and,
therefore, more likely to be reported. In fact. acquisitions
of firms account for 34% of the sample investment an-
nouncements. There is some overlap between the acquisi-
tion announcements studied here and those examined in
Mitchell and Lehn [33]. Of the 250 acquisitions announced
by the sample firms, 33 can also be found in Mitchell and
Lehn.

The relative frequency of each type of investment deci-
sion is generally greater within the contested group. While
one possible explanation for this is that the firms in this
group are characterized by greater cash flow which is
being invested in new projects, a more likely explanation
is that because the firms in the contested group are, on
average. larger firms, the Wall Street Journal simply re-
ports a greater fraction of their announcements. However,
note also that the frequency of announcements is generally
greater in the sample firms than in their control firms. This
is especially true for the contested candidates.

Panel B reports the frequency of investment decisions
announced by each of the sample firms. The data indicate
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Exhibit 2. Frequency of Investment Decision Announcements During the Five-Year Period Ending With the Sample
Transaction By Type of Investment Decision and Per Firm for the Sample of 192 Going-Private Candidates

and Their Control Firms, 1980-1987

Panel A. Frequency By Type

All Firms Contested Firms Uncontested Firms
Type of Investment Sample Control Sample Control Sample Control
Acquisition of firm 12 88 63 4 9 T
Acquisition of division 45 27 29 16 16 11
Acquisition of assets 49 39 22 19 27 20
Acquisition of stake 44 39 14 21 30 18
Joint venture 26 23 18 11 8 12
Product line extension 28 15 15 10 13 10
Plant expansion 20 17 10 7 10 5
Capital expenditure 8 5 3 2 5 3
Promotion/advertising 1 0 1 0 0 0
Total 333 253 175 126 158 127
Panel B. Frequency Per Firm
All Firms Contested Firms Uncontested Firms

Number of e — - —— —_—
Announcements Sample Control Sample Control Sample Control
o 80 106 27 . 38 - 53 68

1 34 39 15 22 19 17

2 35 12 16 8 19 4

3 13 8 9 N 4 3

4 13 9 10 3 3 6

5 4 4 2 0 2 4

>5 13 14 6 9 7 N

Total 192 192 85 85 107 107

that a substantial number of firms have no reported an-
nouncements over the five-year period preceding the
going-private proposal. This is the case for 80 out of the
192 (42%) sample tirms and 106 (55%) of the control
firms. The percentage of firms with zero announcements
is greater within the sample of uncontested targets (50%)
than within the contested sample (32%). These numbers
suggest that poor investment decisions can be only a partial
explanation for going-private transactions. Alternatively,
there may be a number of firms whose investment deci-
sions are simply not reported in the Wall Street Journal.

Il. The Wealth Effects of Investment
Decisions

This section documents the average stock price reaction
to and total wealth effects of announcements of new in-
vestments made by the sample firms. If poor investment
decisions are a motivating factor for going-private trans-
actions, there should be negative market reactions associ-
ated with the announcements of these firms. By the same
token, if candidates of contested transactions are charac-
terized by greater agency problems, market reactions to

Copyright (c) 2007, ProQuest-CSA LLC.
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new investments should be more negative for the subsam-
ple of contested candidates. By way of comparison, the
wealth effects of investment decisions made by the control
firms are also documented. If the correction of poor invest-
ment strategies is a source of value in a going-private
transaction, the sample firms should display more negative
announcement effects than the control firms.

A. Summary Measures

Panel A of Exhibit 3 reports abnormal returns (ARs) for
the two-day period including the day of and the day before
the announcement of investment decisions in the Wall
Street Journal.'> Abnormal returns are computed using

'“To control for the possibility of information leakage prior to announce-
ments. as well as further information being revealed about particular
investments after the initial announcements, the tests conducted in the
paper were replicated using varying windows surrounding the investment
decision announcements. Specifically. the event window was extended
as far as 40 days prior to and 40 days after the Wuall Street Journal
announcement. The results were qualitatively similar, although. in most
cases. the statistical significance was lower for the wider event windows.
Given the similarity of results. only those using the narrow two-day
window are reported in the paper.
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Exhibit 3. Two-Day Abnormal Returns (ARs) and Total Wealth Effects Surrounding the Announcement of 333 Investment
Decisions By the 112 Going-Private Candidates and 253 Investment Decisions By the 86 Control Firms
Announcing New Investments During the Five-Year Period Immediately Preceding the Going-Private Pro-
posal, 1980-1987 (p-Values in Parentheses?)

b
Panel A. Abnormal Returns

All Firms Contested Firms Uncontested Firms
Sample Control Sample Control Sample Control
Mean 10.10% S 045% 0.55%%* 0.61% 0.83% 0.29%
p-value (0.69) (0.09) (0.01) (0.08) (0.07) (0.47)
Median -0.33% -0.03% -0.55%** 0.11% -0.07% -0.29%
p-value (0.07) (0.75) (0.00) (0.39) (0.35) (0.69)
Percent negative 58.3 51.0 64.6 46.8 51.3 55.1
p-value (0.01) (0.74) (0.00) (0.48) (0.74) 0.22)
Panel B. Total Wealth Effects
All Firms Contested Firms Uncontested Firms
Sample Control Sample Control Sample Control
Mean 0.32% 1.59% -1.729%%* 2.36% 2.65% 0.56%
p-value (0.70) (0.16) (0.06) (0.06) (0.06) (0.79)
Median -0.58% 0.26% -0.80%:** 0.45% -0.12% -0.06%
p-value (0.38) (0.30) (0.02) 0.21) (0.24) 10.88)
Percent negative 60.7 45.8 68.4 41.5 52.0 51.6
p-value (0.02) (0.86) (0.02) (0.28) (0.77) 10.85)
Notes:

“P-values are based on the hypotheses that mean and median abnormal returns are equal to zero and the percentage negative abnormal returns is equal to
0.5. Significance levels are computed using a ¢-statistic for means, the Wilcoxon signed-ranks test for medians, and a normal approximation to the binomial
distribution for the percent negative abnormal returns.

®Abnormal returns are computed using standard event study methods where market model parameters are estimated over the 250-day period beginning
290 days prior to the event date.

“Total wealth effects in Panel B are computed by summing the two-day ARs associated with each firm’s announced investment decisions.

**and * indicate that the sample abnormal returns are significantly ditferent from the control firm abnormal returns at the 0.01 level and the 0.10 levels,
respectively.

standard event study methods where market model param-
eters are estimated over the 250-day period beginning 290
days before each announcement.!* These abnormal re-
turns will underestimate the magnitude of the wealth ef-
fects associated with new investments to the extent that the
market anticipates investment announcements from the
sample firms. For example, a firm with a history of poor
investments will likely have some expectation of further
poor investments built into its stock price. The announce-
ment period abnormal return will capture only the un-
anticipated component of the full wealth effect.

14Specifically, abnormal returns are averaged across securities to generate
a portfolio abnormal return. T-statistics are then computed by dividing
each portfolio by its standard deviation estimated from the market model
estimation period. Significance of median abnormal returns and the
percentage negative abnormal returns is computed using the Wilcoxon
signed-ranks test and a normal approximation to the binomial distribu-
tion, respectively.

For the full sample of 333 announcements, abnormal
returns average an insignificant 0.10% (¢ =0.59). How-
ever, this mean is apparently driven by outlier observa-
tions. The median abnormal return is -0.33% and 58.3%
of the abnormal returns are negative. The median is signif-
icantly different from zero at the 0.07 level, while the
percentage of negative observations is significantly differ-
ent from 50% at the 0.01 level. In contrast, the 253 an-
nouncements made by the control firms result in mean and
median abnormal returns of 0.45% and -0.03%, respec-
tively. While the mean is significantly different from zero
at the 0.09 level, neither the mean nor median abnormal
return of the control firms is significantly different from
that of the sample firms. These results offer little evidence
that firms going private are characterized by poor invest-
ment decisions in the pre-transaction period. If the Wall
Street Journal reports most significant investment decision
announcements, this suggests that poor investments may
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just be one of potentially many motivations for the sample
transactions. '

The results in Exhibit 3 reveal a difference in the
market’s reaction to announcements of new investment
decisions across the contested and uncontested firms. Me-
dian abnormal returns are -0.55% (mean = -0.55%) and
64.6% of the abnormal returns are negative in the contested
sample. Both the mean and median are significantly dif-
ferent from zero and from the ARs of the contested control
sample (mean =0.61%, median = 0.11%) at the 0.01 level.
In contrast. median abnormal returns are -0.07% (mean =
0.83%) and 51.4% of the observations are negative in the
uncontested sample.!® These ARs are not significantly
different from those of the uncontested control firms. The
difference in medians across the contested and uncontested
groups is significant at the 0.01 level. These findings
suggest that there may be different motivations underlying
contested and uncontested going-private transactions. The
data are consistent with the hypothesis that one source of
value in a contested transaction is the correction of poor
investment strategies undertaken by the target firm.

Panel B of Exhibit 3 provides a measure of the wealth
effects of investment decisions by summing the two-day
abnormal returns associated with each firm’s investments.
Thus, if a given firm announced three investment deci-
sions, each with an AR of -1%, the total wealth effect for
that firm would be -3%. These total wealth effects are then
averaged across all firms announcing investment deci-
sions. The results in Panel B are largely consistent with
those presented in Panel A. The overall sample provides
weak evidence of negative wealth effects associated with
investment decisions of going-private candidates. Neither
the mean nor median total wealth effect is significantly
different from zero. However, the percentage of firms with
negative wealth effects, 60.7%, is significantly different
from 50% at the 0.05 level.

Again, there appear to be differences between contested
and uncontested transactions. The contested candidates
display negative total wealth effects that are both signifi-
cantly different from zero and from the total wealth effects
of their control firms. Moreover, 68.4% of the contested

15Other possibilities, such as avoiding the costs of servicing shareholders.
tax benefits, avoidance of potential takeover attempts, and improved
managerial incentives, are discussed in DeAngelo and DeAngelo [7].
Note that these other possibilities and the correction of poor investment
strategies are not mutually exclusive.

19The mean abnormal return in the uncontested sample is driven by one
observation of 46%. This abnormal return is associated with the acquisi-
tion of a 40% stake in Don Sophisticates Inc., by Caressa Group Inc.
Without this single observation, the mean abnormal return in the uncon-
tested sample falls to 0.54%.
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targets exhibit negative total wealth effects associated with
announced investment decisions. In contrast, uncontested
targets exhibit total wealth effects which are generally not
significantly different from zero or from those of the
control firms.

B. Abnormal Returns By Type of Investment
Decision

Exhibit 4 reports two-day announcement period abnor-
mal returns when the sample is split into acquisition and
nonacquisition investments.!” Taken as a whole, acquisi-
tions of all types announced by the sample firms display a
median abnormal return of -0.24% (mean = 0.20%), which
is not significantly different from zero or from that of the
control firms. This finding indicates that, unlike the take-
over targets in Mitchell and Lehn [33]. going-private
candidates do not systematically engage in value-reducing
acquisitions in the years leading up to the going-private
proposal.

Interestingly, nonacquisition investments of the sample
firms display median abnormal returns of -0.65% (mean =
-0.19%). This median is significantly different from zero
at the 0.05 level and significantly different from that of the
control firms at the 0.04 level. Furthermore, the percentage
of negative abnormal returns, 60.2%, is significantly dif-
ferent from 50% at the 0.05 level. These findings for
going-private candidates contrast with those of McConnell
and Muscarella [30], who find that announcements of
increases in capital expenditures in a random sample of
firms are typically associated with share price increases.

Exhibit 4 also documents differences in the announce-
ment effects of contested and uncontested candidates. The
evidence indicates that a major source of the average
negative wealth effects in the contested group is acquisi-
tions made by the target firms prior to the going-private
proposals. Acquisitions of all types result in negative me-
dian abnormal returns of -0.56% (mean = -0.74%) for
contested candidates. These abnormal returns are signifi-
cantly different from zero and from those surrounding the
acquisition announcements of the control firms. In con-
trast, acquisitions result in a median abnormal share price
increase of 0.21% (mean = 1.19%) for uncontested candi-
dates. The difference between the contested and uncon-
tested medians is significant at the 0.01 level. These results
support the finding in Mitchell and Lehn [33] that firms

"7 Acquisitions include acquisitions of other firms, divisions, assets, and
stakes in other firms. Nonacquisitions include joint ventures, product line
extensions, plant expansions, capital expenditures, and promotion/adver-
tising expenditures.
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Exhibit 4. Mean and Median Abnormal Returns for Ac-
quisitions and Nonacquisitions for the Sample
of 333 Investment Decision Announcements
Made By the 112 Going-Private Candidates
and 253 Announcements Made By the 86
Control Firms Announcing New Investments
Over the Five-Year Period Immediately Pre-
ceding the Going-Private Proposal,1980-
19872 (Sample Size is Listed in Brackets)

Panel A. All Transactions

P-Value
Sample Control (Diff.)
Acquisition 0.20% 0.43% 0.628
-0.24% -0.25% 0.593
[N =250] [N=193]
Nonacquisition -0.19% 0.53% 0.156
-0.65%* 0.43% 0.038
[N =83] [N =60]
Panel B. Contested Transactions
P-Value
Sample Control (Difft.)
Acquisition -0.749%%* 0.68% 0.007
-0.56%** 0.00% 0.014
[N=128] [N =96]
Nonacquisition -0.03% 0.37% 0.581
-0.42% 0.50% 0.212
[N=47] [N =30]
Panel C. Uncontested Transactions
P-Value
Sample Control (Diff.)
Acquisition 1.19%%* 0.17% 0.193
0.21%* -0.67% 0.089
[N=122] [N =97]
Nonacquisition -0.39% 0.69% 0.126
-0.88%* 0.39% 0.103
[N =36] [N =30]
Notes:

“Abnormal returns are computed using standard event study methods
where market model parameters are estimated over the 250-day period
beginning 290 days prior to the event date.

®Acquisitions include acquisitions of firms, divisions, assets. and stakes
in other firms. Nonacquisitions include joint ventures, product line ex-
tensions, plant expansions, capital expenditures, and promotion/advertis-
ing expenditures.

**and * denote significance at the 0.01 and 0.05 levels respectively.

are more likely to become hostile targets of acquisition
attempts if they have made value-reducing acquisitions
themselves.'®

It is puzzling that while there is no evidence of value-
reducing acquisitions on the part of uncontested targets,
there is some weak evidence that the internal investments
of uncontested candidates result in share price reduc-
tions.'? The median abnormal return associated with the
36 nonacquisition investments of uncontested candidates
is-0.88% (mean =-0.39%), which is significantly different
from zero and from that of the uncontested control firms
atthe 0.11 level. Abnormal returns associated with internal
investments are also negative for contested candidates
(median = -0.42%, mean = -0.03%). These abnormal re-
turns are not significantly different from those of uncon-
tested candidates, but are also not significantly different
from zero.

C. Ownership Structure and the Wealth Effects
of Investment Decisions

In order to further assess the role of agency costs in
explaining the market’s reaction to announcements of
investment decisions, Exhibit 5 presents summary mea-
sures of abnormal returns when the sample is separated on
the basis of managerial ownership. For each announce-
ment, the beneficial ownership of officers and directors for
the period ending just prior to the announcement of the
going-private transaction is obtained from Spectrum 6.20

There is currently no theoretical consensus on whether
there should necessarily be a monotonic relation between
managerial ownership and the reduction of agency prob-
lems. In the Jensen and Meckling [16] model, as manage-
rial ownership increases, agency costs decrease. However,
as Stulz’s [41] model demonstrates, increased managerial
ownership can reduce the effectiveness of the corporate

'xAsquilh. Bruner, and Mullins [3] and Travlos [43] show that acquisi-
tions financed with new equity result in lower abnormal returns for the
acquiring firm than those financed by cash or debt. Furthermore, Amihud,
Lev, and Travlos [ 1] show that firms with lower managerial shareholdings
are more likely to finance acquisitions with equity. Since the contested
buyout sample is characterized by lower levels of managerial ownership,
contested candidates may display more equity-financed acquisitions. To
check the impact of the form of financing, the analysis in Exhibit 4 was
replicated after eliminating those transactions that were at least partially
equity-financed. The results were qualitatively unatfected.

"“Two possible explanations for this are that the nonacquisitions are either
financed differently from the acquisitions or that the nonacquisitions are
of larger relative size. Unfortunately. neither of these explanations can be
tested since the nonacquisition announcements rarely contain any infor-
mation about either the financing or the dollar magnitude of the invest-
ment.

OAn alternative is to measure ownership as of the period ending just prior
to each investment decision announcement. This information is available
for only 273 of the 333 announcements. Using this definition of owner-
ship does not alter the results in Exhibit 5.
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Exhibit 5. Summary Statistics for Abnormal Returns Associated With Announcements of Investment Decisions, Grouped
By Managerial Ownership;? the Sample Includes 333 Announcements By 112 of the 192 Firms Going-Private,

1980-1987
Panel A. All Transactions

Number Mean Median Fraction Negative
OWN < 5% 182 -0.34% -0.59% ** 0.64%**
5% < OWN < 25% 77 0.86% -0.08% 0.52
25% < OWN 74 0.40% -0.23% 0.51

Panel B. Contested Transactions

Number Mean Median Fraction Negative
OWN < 5% 134 C0.63%*F -0.639% 0.65%%*
5% < OWN <25% 37 -0.34% -0.29% 0.62
25% < OWN 4 0.17% -3.46% 0.75

Panel C. Uncontested Transactions

Number Mean Median Fraction Negative
OWN £ 5% o 48 S 0.48% -0.46% 0.60
5% < OWN < 25% 40 1.97% 0.30% 0.43
25% < OWN 70 0.41% -0.00% 0.50

Notes:

2Each announcement is placed into either a low ownership (0% to 5%). medium ownership (5% to 25%) or high ownership (25% to 100%) group on the
basis of managerial ownership of the going-private target for the period ending just prior to the announced investment. Managerial ownership is obtained
from Spectrum 6 and is defined as the beneficial ownership of all officers and directors.

#x% %% and * denote significance at the 0.01, 0.05, and 0.10 levels. respectively. Significance is computed using standard cross-sectional t-statistics for
means, the Wilcoxon signed-ranks test for medians. and a normal approximation to the binomial distribution for the fraction of negative abnormal returns.

Copyright (c) 2007, ProQuest-CSA LLC.
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control market as a means of monitoring managerial be-
havior. Hence, as managerial ownership increases, there is
a tradeoff between improved managerial incentives for
value maximization and the decreased probability of take-
over.

Mgrck. Shleifer, and Vishny [35] present evidence that
is consistent with Stulz’s model by documenting a non-
monotonic relation between firm performance, as mea-
sured by Tobin’s ¢, and board ownership. They find that,
for ownership levels below 5% and above 25%, firm
performance is increased through an increase in board
ownership. However, for ownership levels between 5%
and 25%, firm performance declines as ownership in-
creases. Wruck [44] confirms these findings in a study of
ownership changes induced by private equity financings.
McConnell and Servaes [31] find a curvilinear relationship
between firm value and inside ownership with firm value
maximized when managers own 30 to 40% of the firm’s
shares. One interpretation of their results is that agency
problems are most severe in those firms with very low
managerial ownership and in those firms with very high
ownership, where managers are insulated from the corpo-
rate control market.

sl M " ot T .
A Inter 1

To examine the impact of ownership structure on an-
nouncement period abnormal returns in more detail, Ex-
hibit 5 compares abnormal returns for various subsamples
corresponding to the ownership categories used in Mgrck,
Shleifer and Vishny [35] and Wruck [44]. Each announce-
ment is placed into either a low ownership (0% to 5%),
medium ownership (5% to 25%) or high ownership (25%
to 100%) group.2! Results are presented for the full sample
and the samples of contested and uncontested going-pri-
vate transactions.

The results provide some evidence on the relation be-
tween managerial ownership and the likelihood of poor
investment decisions. Both the full sample and the sample
of contested transactions display median abnormal returns
which are significantly negative in the low ownership
category. The fraction of negative abnormal retumns (0.64

2! An alternative is to measure managers’ dollar shareholdings relative to
their total compensation or to their total wealth. However, as Mitchell and
Lehn [33] note. it is not clear that risk-averse managers with large
percentage wealth stakes have a greater incentive to maximize share-
holder wealth. Moreover, Jensen and Murphy [17] argue that the frac-
tional ownership stake is the best measure of the extent to which managers
bear the wealth consequences of their actions.
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and 0.65, respectively) is significantly different from 0.50
for both of these samples. For uncontested candidates.
median abnormal returns are lowest in the low ownership
category, but are not significantly different from zero.

All three subsamples display the highest median abnor-
mal returns in the medium (5% to 25%) ownership cate-
gory. None are significantly different from zero. Median
abnormal returns are lower in the high (25%) ownership
category, but again, are not significantly different from
zero.

Overall, these findings provide some weak support for
the agency cost rationale of poor investments. Firms mak-
ing value-reducing investments tend to be those with rela-
tively low managerial ownership of shares. This is consis-
tent with the findings in Lewellen, Loderer, and Rosenfeld
[25] on the returns to acquiring firms in mergers and
suggests that managers are less likely to make poor invest-
ments when they bear a larger fraction of the wealth
consequences of these investments. On average, those
firms with managerial ownership greater than 5% do not
display significant abnormal returns around the announce-
ment of investment decisions.

D. Wealth Effects and the Likelihood of Going
Private

As afinal test of whether poor investment decisions are
amotivation for going-private transactions, Exhibit 6 pres-
ents the results of logit models where the dependent vari-
able is the transformed probability of being a going-private
candidate and the independent variable is the sum of the
two-day abnormal returns associated with each firm’s an-
nounced investments.22 If poor investments are a motiva-
tion for the sample buyouts, there should be a negative
relation between the likelihood of going private and the
sum of the wealth effects of the firm’s prior investment
decisions.

Panel A of Exhibit 6 presents the estimated coefficients
for each logit equation. For the full sample, the probability
of being a going-private candidate is not significantly
related to the wealth effects of investment decisions (coef-
ficient = -0.016, chi-square = 0.85) in Model (1). This
overall result masks substantial differences between the
targets of contested and uncontested transactions. In
Model (2), the logit equation is reestimated with the addi-
tion of an interaction term of the product of a binary
variable denoting a contested transaction and the total

2>The logit models were also estimated. controlling for firm size with no
qualitative differences in the results. This is not surprising given that the
sample and control firms were matched on the basis of industry and firm
size.

Exhibit 6. Logit Estimates Relating the Probability That
a Firm Became a Candidate for a Going-Pri-
vate Transaction Over the Period 1980-1987
to the Total Wealth Effect of the Firm’s An-
nounced Investment Decisions in the Preced-
ing Five Years?

Panel A. Coefficient Estimates (Chi-Square in Parentheses)

Model
Model Intercept Wealth C x Wealth® Chi-Square
() o4t 006 086
(7.14)%* (0.85)
(2) 0.388 0.021 -0.112 8.83%*

(6.11)%* (0.81) (6.45)**

Panel B. Implied Probability of Going Private

Wealth Full Contested Uncontested
Effects Sample Buyouts Buyouts
109% 0.36 0.56 0.20
-5% 0.33 0.44 0.25
-3% 0.31 0.38 0.29
0% 0.29 0.25 0.31
3% 0.27 0.06 0.34
5% 0.25 0.00 0.35
10% 0.20 0.00 0.40
Notes:

“Total wealth effect is defined as the sum of the two-day abnormal returns
associated with a given firm’s announced investment decisions.

"C is a binary variable taking on the value of one if the going-private
transaction is contested and zero if uncontested.

#dk % and * denote significance at the 0.01. 0.05, and 0.10 levels.
respectively.

wealth effects. The significance of the interaction term
(coefficient =-0.112, chi-square = 6.45) indicates a signif-
icant difference in the relation between the likelihood of
becoming the target of a going-private transaction and the
wealth effects of investment decisions for contested and
uncontested transactions. For contested transactions, the
coefticient of -0.091 (0.021 - 0.112) indicates a significant
negative relation (chi-square = 5.86, p-value = 0.01). In
contrast, there is an insignificant positive relation between
the likelihood of becoming an uncontested target and the
wealth effects of investment decisions (coefficient =0.021,
chi-square = 0.81).

Panel B shows how variations in the total wealth effects
of investment decisions affect the probability of becoming
a going-private target. The results show that the probability
of becoming a contested target is very sensitive to the
wealth effects of the firm’s investment decisions. In con-
trast, the probability of becoming the target of an uncon-
tested transaction is relatively insensitive to the wealth
effects of investment decisions.
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Cross-sectional regressions relating the total wealth
effects of investment decisions to the premiums paid in the
sample buyouts were also estimated. However. no signifi-
cant relations were found. This is perhaps not too surpris-
ing for several reasons. First, for reasons discussed earlier
(see footnote 9), even if agency problems are greater in
contested firms, it is not clear that the going-private pre-
miums will be higher for these firms. Second, as men-
tioned previously, the correction of poor investments is just
one of many possible sources of value in going-private
transactions. These other sources will add considerable
noise to the regression. Along similar lines, it may be that
constraints on future discretionary investments are more
important than the correction of previous investments. If
so, the relation between premiums and wealth effects of
prior investments will be weakened. Finally, to the extent
that the Wall Street Journal does not report all announced
investment decisions, the correlation between the pre-
mium and total wealth effects will again be weakened.

IV. Summary and Conclusions

This paper examines the investment decisions of going-
private candidates during the five-year period preceding
each going-private proposal. Overall, the results provide
evidence that going-private candidates invested in projects
which were viewed by the market as negative net present
value opportunities and were, thus, met with a median
negative stock price reaction upon announcement. This
finding suggests that one motivation for going-private
transactions is the correction of poor investment strategies
undertaken by the going-private candidates. However. this
is probably only a partial explanation for the transactions
since nearly half of the sample firms have no reported
announcements of new investments in the five years pre-
ceding the going-private proposal.

The results also provide evidence that there may be
different motivations underlying contested and uncon-
tested going-private transactions. There are significant
differences in the market’s reaction to investment deci-
sions of contested and uncontested candidates. These dif-
ferences are due primarily to announcements of acquisi-
tions made by contested candidates which reduce share-
holder wealth. In contrast, acquisitions announced by un-
contested candidates typically increase shareholder
wealth. These findings suggest that a reduction ot agency
problems observed in the form of poor investment deci-
sions is a more likely motivation for contested than for
uncontested going-private transactions. This interpretation
is supported by the fact that contested candidates are
characterized by significantly lower managerial share-
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holdings than uncontested candidates and that poor invest-
ments are concentrated primarily in those firms with man-
agerial ownership less than five percent. Further support is
provided by logit models which document a significant
inverse relation between the wealth effects of investment
decisions and the likelihood of becoming a target of a
contested going-private transaction, but no relation be-
tween these wealth effects and the likelihood of becoming
an uncontested candidate.

This study’s findings complement those found in
Kaplan [19] and Smith [40], in that all three studies present
evidence consistent with the hypothesis that going-private
transactions are motivated by improved incentives and
performance. Kaplan [19] and Smith [40] document sig-
nificant improvements in operating efficiencies following
management buyouts, while this study documents the po-
tential for increasing value through improved investment
policy. It should be noted that the lack of evidence of poor
investment decisions by targets of uncontested transac-
tions does not necessarily imply that reduced agency costs
are unimportant in explaining the wealth effects of these
transactions. When Smith [40] classifies her sample man-
agement buyouts as defensive or nondefensive, she does
not find any differences in post-buyout operating returns.
Thus, there is no reason to believe that the uncontested
targets studied here do not experience operating efficien-
cies similar to those documented in Kaplan [ 19] and Smith
[40].

The findings for contested going-private transactions
also complement Denis and Denis’[11] study of leveraged
recapitalizations. They find that firms proposing leveraged
recaps are also characterized by unprofitable investments
in the years preceding the proposed recapitalizations. Sim-
ilar to the contested transactions studied here, Denis and
Denis also find that almost all of their sample firms are
takeover targets. Thus, it appears that poor investment
decisions increase the probability of becorning a takeover
target, as in Mitchell and Lehn [33], but the takeover can
be preempted through an alternative transaction, such as a
going-private transaction or a leveraged recapitalization.
As Jensen [14], [15] and Stulz [42] argue, one benefit of
these transactions may be the leverage-induced constraints
imposed on future discretionary investments. An interest-
ing question that remains is why certain firms choose to
go private while others remain public through a leveraged
recapitalization.??

23ee also Gupta and Rosenthal [12] and Handa and Rhadhakrishnan [ 13]
for other differences between leveraged buyouts and leveraged recapital-
izations.
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CALL FOR PAPERS
American Real Estate Society Ninth Annual Meeting

April 14-17, 1993
Key West. Florida

Papers are being solicited for presentation at the 1993 American Real Estate Society Annual Meeting in Key West,
Florida (April 14-17, 1993). The areas of interest to ARES are micro-real-estate in its broadest sense to include
theoretical and applied research on real estate finance, land economics, real estate investment and valuation, market
analysis, real estate development, marketing, property/asset management, and any other closely related topic. ARES
has a special interest in research that can be useful to the real estate business decision-maker.

Anyone wishing to participate in any way, including the presentation of a research paper, being on a panel,
presentation of a teaching case, presentation of computer software/applications, or chairing a session, should contact
the program chairman and/or submit a completed manuscript, abstract or proposal by no later than November 15,
1992, to:

Steven D. Kapplin
Department of Finance
College of Business Administration
University of South Florida
Tampa, FL 33620
Phone: (813) 974-2081
Fax: (813) 974-3030

CALL FOR PAPERS
A Special Issue of the Journal of Real Estate Research Devoted to Corporate Real Estate

The American Real Estate Society, in cooperation with and with support by the International Association of Corporate
Real Estate Executives (NACORE), announces a call for papers for a special issue of the Journal of Real Estate
Research. Authors are encouraged to submit the results of original research, both theoretical and empirical, on
corporate real estate.

All papers submitted for inclusion in the special issue will be subject to anonymous review by the editorial review
board of the Journal of Real Estate Research. Authors should submit four copies of their papers on or before
November 15, 1992, to:

Hugh O. Nourse
Department of Insurance, Legal Studies, and Real Estate
Terry College of Business
University of Georgia
Athens, GA 30602
Phone: (404) 542-3809
Fax: (404) 542-7196
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