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Optimal Payment Methods
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This dissertation develops dynamic models of joint takeovers to determine the optimal
payment strategy and the optimal timing to acquire a target firm. We first establish a pure
cash-payment model, which the acquirer pays in cash to buy all the shares of the target firm.
And then we extend the pure cash-payment model into three models using different
payment strategies: a cash-share mixed-payment model, an expand-sell model, and a
debt-share mixed-payment model.

In a cash-share mixed-payment model, the acquirer and the target firm exchange parts
of their share and the acquirer also pays a cash premium payment to the target to gain high
post-merger management control. The transaction, therefore, consists a share-payment and
a cash-payment. The model determines the sharing-rule by solving a Markov perfect Nash
equilibrium. Besides, the model relates the acquisition premium payment and the merger
threshold to the growth rate, volatility, and correlation coefficient of the acquirer and target.
The result indicates the mixed-payment method will outperform the pure cash-payment
method when the growth rate of the acquirer is high, the core businesses of the participating
firms are low risky or the correlation coefficient of the participating company is low
because of the diversification of the core business of the two companies.

An expand-sell model considers an expansion offer which is motivated by the synergy
gains and a contraction offer which is prompted by an efficiency liquidation. The acquirer
can choose an expansion strategy to acquire the target when their market value increases,
and determine a contraction strategy to sell the asset to the target when their market value
decreases. The result indicates that the acquirer prefers to expand their business when the
growth rate of acquirer’s core business is high and to sell their asset when the growth rate
of the opposite firm is high. The expansion process is longer than the contraction process
when the participating companies are highly risky.

A debt-share mixed-payment model extends the pure cash-payment which is also
considered as the equity finance takeover to the debt finance takeover, which assumes that



the acquirer issues a revenue bond. We compare the debt finance model with the equity
finance model to test the impact of the debt payment. The results indicate that the takeover
execution speed of the debt finance model is faster than which of the equity finance model
when the participating firms are highly risky. And the difference of the execution speeds
between two different finance methods increases in the expected growth rate of the acquirer
and decreases with the expected growth rate of the target.

We also incorporate the imperfect information into the model and compare the
abnormal returns under different payment strategies.

ZE (FIak)

ARFFEE, A fF & B 5 ol B IR . SRR L OV A 2 2 Z e T
T, MXOH BT, B APOEE, EFR— gy THRNFREEOY
AZIZOWTHEN LET, ML TEET 2V FEIL, BIeIA, Ble L ko 3
v 7 A3Hh, BB LAED I v 7 AZHDO=STY, HE_ENLENEETIZZD
ZODKHNFRIZESWTHSDOEF A EZHEN LET,

P B CETHRETII ) BIKE NN LET, 7T, BREENES
DBEFEDO—E AT, 780 FEECKBVET, BREREICH LT, HODOEE
T B Rl A EI G B R £, BFRRENHNOREETED S A I T ERDE
T BEET AORMMITU T L0 9, 1) BFREOHRREENE 2D L,
KOG E FREOTHMEOEI AL 20 3, 2) BREEDOY X7,
F< 725 L N SEF R FREOTHMEOTIAIIK 20 £, 3) v
— IR WSHS HFREOTRMEOTI AT L TEOZRSH Y £9, 4) X
OB E FREOTHMEOREIMEL 2D & AIFEBINO L A I V138
<7 ET,

HoETCIT, e RXHETT NICEASNT, B LD I v 7 A ZHERI& 2 2547 L
T, IV A TOERTHEFREEL T FREEIRO=20Z L2 5B L
E, BROXA 27, Tk 5 BEOSER A RO Y = 7 Ol T, 20
DR EEOTHE & B TH S S L - T, =T 2D ET, BFAE
CRLT, BeDT LI T 2eXih ) TF A= a VEARIC LV ZDIc e U
ZAOFKEEDL LT, FOHEDTLITIILEL . v FP—DTHLEHTFED
SRWHENC Ko TR E T, BIGIHLET /L LR LT, LLFORBLUC BT 5514
LD v 7 ATOIINNFENEFEEICH LTHATT, 1) BRaEOH
RERDEWGE ; 2) AFERMIIEFEEO Y 27 NMEVWES ; 3) BT
LR EEOHBREAMENGA T, 72, BAe LD I v 7 XTI AOF0
A — RIZHATIHA ) BPFL 0 BVEAR B Y 7

TATHRIEL 0 . AOFE BIUIRO 213 5 2 ERHBkRE T, —2iF, v I
—EEHTDIDORRE AL T2 AL BIRTT, ZoBIE, SRR LA A
7. AKX OHOED O OGP E BINTY, > T, BWUET, BlEIWET L
IHSNTC, BeTREAELENT 20, SUTBHATHSOREEZFTRT 500
DET NESLTE LIz, ET/VOR@mITLUL T ERD ET, 1) /£FF, BHO



WFEREENE VR, BEAELZEIL, BEVXRAZIERLET, —FH, BHERZE
DOMFFREFENEORE, FEFIC—HOFELTEAL, L0 EWBLEZ RIS 5§k
ZEROET, 2) BIEEDOY 27 NEWVE, HFCE4E S Yot ATHEFAE
2757 H XL RWEARH D £, £72, VAIZRELRDIEE, B¥ENHE
IMIEELDOWRMNIES 720 9, 3) BEFEEOHIFFRERNEWVE, BV R A
EYRTHAE— R, KOBHITLHAE— RBREL 2D £7,

BHETIE, BeTHWET VICABORITAZBMUSW LET, BRI
WHEEEERITL, BINSEEO M L COEFREOKTICE L 4, BINESEED
O EBETIIWET, Bl oET Ve d 5L, LLTORMENELN
FlL7, 1) BAELABDI v 7 ATHH ) BIN T vk RTHEDHTHHA D BIX
TR BWTT, AEOBITIIENA Y — N2 IEE T, FrZ, SdeE
DY R NEL 2D BIELABEDI v 7 AH O BIGREN X B 72 58
MRH5HET, 2) BFEEOHHFRERENE VR, Z2OXIWFEZ 5 HIX
DI DA — ROEENIENY £7, —FH., BFEEOHFREERNEVE, —>50
KAANNTFREZME O BINAE— FOZENES 2D £5, 3) LAV y VHRITHRINY
1 ZAOBWEICK L TCIEORRENH Y £,

AEEBET D0, BOMEORENBIEST L BEENRH Y £5, &0HEOBIER
EIZHOWT, LTORERH Y £7, 1) BEFRFEEOHERERITBFEORMEM & E
ORFERH Y £, £o, TTFREOHIFFKERIIBPEORE L ADOBRIH Y F
T, 2) BIMEEDOV A7 NEL 7251FE, BIEBMEMES 20 9, 3) BT
HEDOREY A ADRRKREL RHIFE, BECBENEL 20 £1,

ML DEANTET, AEEOFERE R E T, £z, AFFEICESNT, 5% OHF
e Z L L E T,



