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Merger Activity Sizzles Again (WSJ, July 9, 2003)

Companies around the globe, betting on an economic recovery, are on the prowl for merger partners. They're being buoyed by heightened investor confidence and still-cheap stocks. Just Tuesday, ArvinMeritor Inc., an auto-parts company, launched an unsolicited $2.2 billion tender offer for Dana Corp.; trucking firm Yellow Corp. agreed to buy rival Roadway Corp. for $966 million; and EMC Corp., a data-storage concern, agreed to buy Legato Systems Inc. for $1.3 billion. Also this week, Canadian aluminum maker Alcan Inc. launched a $3.91 billion hostile bid for French rival Pechiney SA, and apparel maker VF Corp. agreed to buy Nautica Enterprises Inc. for nearly $600 million. Meantime, R.J. Reynolds Tobacco Holdings Inc. and British American Tobacco PLC's Brown & Williamson Tobacco unit, squeezed by brutal price competition, have been holding discussions to merge their U.S. tobacco operations, people familiar with the matter said. (And in another booming area of deal-making, history was made Tuesday with the biggest-ever convertible-bond deal.)

Even the traditional summer business slowdown isn't stopping the recent flow of friendly and hostile merger transactions in a broad range of industries. Some $26 billion in mergers world-wide have been announced so far in July, building on a trickle of transactions that began to flow last month, according to Thomson Financial, which tracks merger data.

The apparent revival of corporate deal-making follows a two-year merger slumber. Corporate executives, burned badly by a wave of 1990s mergers that went sour, hunkered down to slash costs. The collapse of Enron Corp. in late 2001 also cut deeply into merger activity as financial-reporting methods came under scrutiny. Deal activity has remained slow for much of 2003 as economic fallout from the Iraq war and the SARS epidemic made executives reluctant to pursue transactions.  Now, "for the first time since Enron, we are starting to see companies view M&A as a good thing to do opportunistically," says Don Meltzer, co-head of global mergers and acquisitions at Credit Suisse First Boston in New York. Behind the moves are stock prices that are rising but still not prohibitively expensive. Major stock indexes are up this year -- the Dow Jones Industrial Average has risen nearly 11% -- and some investors expect they could post their first annual gain since 1999. This has made potential buyers feel better about their own businesses and at the same time, feel pressure to pounce on targets before those stocks get too expensive. And the pickup in activity reflects a growing view among some investors that economies world-wide will wake up from their slumber.  "People are less nervous than they were three months ago. When they're nervous they don't make decisions," says Steven Kaplan, a finance professor at the University of Chicago's business school. Of course, the pace of activity still doesn't come close to the merger mania of the late 1990s. So far, the recent deals have been relatively small. And a number of proposed transactions and discussions represent strategic combinations in basic commodity industries, such as aluminum and tobacco.

Any sustained recovery in the merger market also is likely to be slow. The value and number of big deals still falls short of last year's already sluggish pace. So far this year, $585 billion in transactions have been announced world-wide compared, with $603 billion in the same period of 2002, according to Thomson Financial. Moreover, the pace of deal-making this year differs dramatically from the record-breaking late 1990s, when executives raced to negotiate deals in a matter of days. Instead, today's pacts are taking months -- if not years -- to put together.

First Data Corp., a financial-transaction-processing company that owns money-transfer business Western Union, held sporadic talks with rival Concord EFS over the past few years, but those discussions repeatedly broke down for various reasons. They heated up earlier this year but again lost steam amid concerns about Concord's ability to renew bank contracts in its core ATM business. The two finally reached a friendly $7 billion merger agreement in April.

Further underscoring the pickup in merger activity is the recent spate of hostile transactions. Although such unsolicited bids typically represent a small percentage of overall merger activity, they are notoriously difficult, expensive, and time-consuming -- requiring an added degree of commitment on the part of the hostile suitor. In addition to the unsolicited bids by ArvinMeritor and Alcan, Oracle Corp. has launched a hostile $6.3 billion bid for PeopleSoft Inc. and Zimmer Holdings Inc. is seeking to buy Swiss orthopedics firm Centerpulse AG, which already has agreed to be acquired by Britain's Smith & Nephew PLC.

Companies also appear to be willing to pursue deals that carry risks, a change from just earlier this year. Both the Oracle and Alcan bids already have raised concerns about significant antitrust issues, for example. Indeed, the Alcan bid rekindles a four-year-old merger attempt that was abandoned when it ran into antitrust objections from European regulators.  Highlighting the patience that some would-be acquirers are bringing to deals, consider the latest Alcan bid for Pechiney. Alcan Chief Executive Travis Engen met with Pechiney Chairman and Chief Executive Jean-Pierre Rodier in Paris on Oct. 7, 2002, and informally discussed the interest each company might have in reviving merger plans, according to an Alcan filing with the Securities and Exchange Commission. The two companies agreed to speak further, according to the Alcan filing.

Messrs. Engen and Rodier met a month later in London. But this time, Mr. Rodier said Pechiney didn't want to continue talks with Alcan, especially in light of Pechiney's recently announced plan to buy some businesses from Corus Group PLC, according to Alcan's version of the events.  Four months later, on March 19, 2003, shortly after Pechiney's aims for Corus fell through, Messrs. Engen and Rodier met again in Paris to explore a potential business combination, Alcan said in its filing. A week later, Mr. Rodier phoned Mr. Engen and told him that this wasn't the right time to pursue a merger further, Alcan added. Though the talks between Messrs. Engen and Rodier abated for a while, Alcan was quietly drawing up its own plans about the feasibility of a tie-up and making presentations to its board, the Alcan filing shows.

On July 2, Alcan's board gave Mr. Engen the green light to act on a possible merger with Pechiney. On the evening of July 4, at a meeting at the offices of Pechiney's attorneys in Paris, Mr. Engen presented Mr. Rodier with the business merits of a combination. However, he stressed that an agreement had to be reached before July 7, given the recent rise in Pechiney's stock price, Alcan says in its filing.  The two men met again over the weekend, discussing, among other things, the difficulties of the antitrust process, Alcan's filing indicates. The Canadian company launched its bid for Pechiney on Monday. Tuesday, the Pechiney board unanimously rejected the bid, saying it "doesn't reflect the value of the company," a board member said.

Write to Robin Sidel at robin.sidel@wsj.com and Anita Raghavan at anita.raghavan@wsj.com
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 Jan. 7 Tyco Intl. issues $4.5 billion in convertibles
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 Jan. 21 BB&T offers $3.39 billion for First Virginia Banks 
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 Feb. 7 Sinotrans Co., $501.9 million IPO
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 Feb. 11 BP offers $7.4 billion for Russian assets of Alfa, Renova 
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 March 3 Telkom SA Ltd. (South Africa), $537.4 million IPO
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 March 12 Olivetti & Co. offers $28.59 billion for Telecom Italia 
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 April 2 First Data offers $6.94 billion for Concord EFS
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 April 9 News Corp. offers $6.6 billion for Hughes Electronics Corp. 
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 May 12 Promina Group, $1.22 billion IPO
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 May 15 Liberty Media offers $7.9 billion for QVC 
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 June 6 Oracle Corp. offers $6.33 billion for PeopleSoft
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 June 20 IDEC Phrm. offers $6.83 billion for Biogen
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 June 26 GM convertibles, $4 billion 
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 July 7 Alcan offers $3.84 billion for Pechiney 
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 July 8 Kreditanstalt fur Wiederaufbau, $5.1 billion in convertibles for Deutsche Telekom shares 
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