

Implied Cash Flow Change



Negative
Zero
Positive

Leverage Change
Negative
Common Sale

Dividend Decrease

-
Common to retire debt

Convertible bond to retire debt

Common for pfd exchange

Common for debt exchange

Call of convertibles

-
Calls of non convertible debt


Zero
Convertible sale

Investment decrease

-
Debt for debt exchange

Bond Sale to retire debt
Investment increase

+


Positive
Preferred sale

Debt sale
Common repurchase financed with debt

Bond for Common Exchange

Bond for Pfd exchange
+


Common repurchase

Dividend increase

Dividend initiations

Special dividends

+

Red      = predicted negative abnormal returns

Black   = no prediction or no abnormal returns expected

Yellow = predicted positive abnormal return

If you are viewing on a black and white monitor: the ones with + are positive, - are negative

The Modern Theory Of Corporate Finance by Cliff Smith

From R. W. Masulis, The effects of exchange offers on security prices

Predicted corporate tax, bankruptcy, and redistribution effects on the values of outstanding security classes classified by type of exchange offer increasing firm leverage

Note the predicted change will be reversed if the direction of the exchange is reversed.





Debt for common
Preferred for common
Debt for preferred

Change in MKT value of existing Security Classes
Corporate tax
Bankruptcy
Redistribution
Corporate tax
Bankruptcy
Redistribution
Corporate tax
Bankruptcy
Redistribution

Common Stock
Positive
Negative
Positive
None
None
Positive
Positive
Negative
None or Negative

Preferred Stock
Positive
Negative
Negative 
None
None
Negative
Positive
Negative
Positive

Risky Debt
Positive


Negative
Positive
None
None
None or Negative
Positive
Negative
Negative

