Homework 3: AOL/Time Warner case

BEM/Ec 146
Winter 2007

Prof. Colin Camerer

Available Monday 145pm 5 March, due Thursday 8 March 230pm (in my Baxter mailbox, at class in Baxter 25, or email to TA  Maggie McConnell mmcconnell@tanis.hss.caltech.edu)

Homework must be typed although mathematical symbols can be handwritten if that saves you time and if they are legible to the TA. Think carefully before you write. Many questions only require a paragraph—essentially a one-phrase answer with some elaboration. Some questions have 1 or ½ page limits; any material longer than these (12 point font, 1.5 line spacing) will be ignored. Late homework will be reduced in grade by 50% for each day late and not accepted after two days. The only standard exception is a medical excuse approved by me at least 24 hours in advance (and certified in writing by a health care professional). You can try to email me for other extensions but I am generally very unsympathetic to granting an extension for a reason that was foreseeable in advance. (For example, if you are on a recruiting or science trip that you knew about at the beginning of the term, I won't grant an extension.)  The collaboration policy is to work alone. 
1. What is the best normative business argument for why the merger would make the combined profits of the merged company larger than their profits without the merger?  (<1/2 page)

2. Describe the cultures of AOL and TimeWarner (<1/2 page)

3. What do you think are some of the real reasons for the merger that differ from (1)? (<1/2 page)

4. Can you think of some simple changes in evaluation, incentive or decision rights which might prevent bad mergers like this from happening again? (E.g. liability for directors, changes in governance of the merged company, “cooling off” periods, shareholder referenda, “cultural due diligence”). Pick just one change and defends its possible value. (<1/2 page)

