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D e a r  C h a i r m a n  S h a d :  

W l t h  t h e  a r r e s t  o f  f o u r  t o p  W a l l  S t r e e t  f i n a n c i a l  e x e c u t i v e s  
l a s t  w e e k ,  i t  i s  b e c o m i n g  c l e a r e r  b y  t h e  d a y  t h a t  r i s k  
a r b l t r a g e u r s  a r e  s y s t e m a t i c a l l y  i n v o l v e d  i n  c o r p o r a t e  t a k e o v e r  
a b u s e s .  W h i l e  t h e  c o n v e n t i o n a l  w i s d o m  e x p l a i n s  t h e  g r o w t h l n  t h e  
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r i s k  a r b i t r a g e  i n d u s t r y  a s  a l o g l c a l  c o n s e q u e n c e  o f  t h e  g r o w t h  i n  
c o r p o r a t e  t a k e o v e r s ,  t h e  d i r e c t i o n  o f  c a u s a t i o n  may  a c t u a l l y  r u n  
t h e  o t h e r  w a y .  T h a t  i s ,  . t h e  g r o w t h  i n  c o r p o r a t e  t a k e o v e r s  m a y  I n  
n o  s m a l l  p a r t  b e  d u e  t o  t h e  e f f o r t s  o f  r l s k  a r b l t r a g e u r s  t o  l a u n c h  
t a k e o v e r  e f f o r t s  I n  o r d e r  t o  g e n e r a t e  m o r e  p r o f i t  o p p o r t u n i t i e s .  
C e r t a i n l y  t h e  e v e n t s  o f  t h e  l a s t  w e e k  g l v e  s t r o n g e r  c r e d e n c e  t o  
t h l s  c o u n t e r - v l e w .  

W h e t h e r  o r  n o t  t h i s  c o u n t e r - v i e w  i s  c o r r e c t ,  i t  i s  a f a c t  t h a t  
l a s t  y e a r  a l m o s t  o n e  m a j o r  c o r p o r a t i o n  a w e e k  w a s  " p u t  i n t o  p l a y " .  
And a t  t h e  h e a r t  o f  t h e  h o s t i l e  c o r p o r a t e  t a k e o v e r  p r o c e s s  h a s  
b e e n  t h e  r l s k  a r b l t r a g e u r .  T h r e e  o u t  o f  t h e  f o u r  i n d i v i d u a l s  
a r r e s t e d  l a s t  w e e k  w e r e  h e a d s  o f  a r b i t r a g e  d e p a r t m e n t s :  R o b e r t  
F r e e m a n ,  t h e  h e a d  o f  t h e  a r b i t r a g e  d e p a r t m e n t  a t  G o l d m a n  S a c h s ;  
R i c h a r d  W l g t o n ,  t h e  h e a d  o f  a r b i t r a g e  a t  K i d d e r  P e a b o d y ;  a n d  
T i m o t h y  L .  T a b o r ,  u n t i l  r e c e n t l y  h e a d  o f  a r b i t r a g e  a t  M e r r i l l  
L y n c h  & C o .  Other i m p l i c a t e d  a r b l t r a g e u r s  i n c l u d e  I v a n  F .  B o e s k y ,  
a s  w e l l  a s  A n d r e w  D. S a l o m a n  a n d  R o b e r t  S a l s b u r y ,  t w o  y o u n g  
a n a l y s t s  w o r k i n g  r e s p e c t i v e l y  i n  t h e  a r b i t r a g e  d e p a r t m e n t s  o f  t h e  
I n v e s t m e n t - b a n k l n g  f i r m s  M a r c u s  S c h l o s s  & C o m p a n y  a n d  D r e x e l  
B u r n h a m  L a m b e r t .  I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  I n  t h e  i n s t a n c e  
o f  t h e  l a t t e r  t w o  t h e y  b o t h  h a v e  i n d i c a t e d  t h a t  t h e y  p a s s e d  . 
i n f o r m a t i o n  a l o n g  t o  t h e i r  f i r m s  w h i c h  a l l e g e d l y  t r a d e d  o n  i t ,  
e v e n  t h o u g h  a c c o r d i n g  t o  t h e  t w o  a n a l y s t s ,  t h e  f i r m s  h a d  k n o w l e d g e  
i t  w a s  n o n - p u b l i c  i n f o r m a t i o n .  

T h e  S e n a t e  B a n k i n g  C o m m i t t e e ,  a s  y o u  k n o w ,  w £ 1 1  b e  c o n t i n u i n g  
i t s  h e a r i n g s  on  t h e  n e e d  f o r  r e f o r m  o f  t h e  p r o c e d u r e s ,  p r a c t i c e s  
a n d  f i n a n c i n g  o f  h o s t i l e  t a k e o v e r s  I n  M a r c h  a n d  A p r l l .  One  o f  t h e  
m a n y  i s s u e s  t h a t  we a r e  e x a m i n i n g  i s  w h e t h e r  o r  n o t  i n v e s t m e n t  
b a n k e r s  a n d  a r b l t r a g e u r s  p r o m o t e  r a i d s  a n d  h o s t i l e  c o r p o r a t e  
t a k e o v e r s .  I am i n t e r e s t e d ,  f o r  i n s t a n c e ,  i n  w h e t h e r  o r  n o t  
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investment bankers and Wall Street have now become so reliant on 
these deals -- and activity related to them -- that their current 
prosperity may be dependent on them. 

Last week, by letter dated February 12, 1987, I asked the 
Director of the Library of Congress to have the Congressional 
Research Service of the Library prepare for the Committee a study 
of the fees investment bankers have received resulting from a 
number of recent hostile takeovers. At some point I may be asking 
for information on the percentage of certain firm's revenues and 
profits which result from this activity. 

The purpose of this letter to the Commission is to get more 
information on the risk arbitrage business. Specifically, I am 
interested in the following: 

I. A llst of all of the major risk arbitrageurs and their 
organizational affiliations, i.e. whether they are an independent 
operation or associated with an investment banking firm or other 
financial institution or institutional investor; 

2 .  T h e  a n n u a l  v o l u m e  o f  a c t i v i t y  a n d  p r o f i t  l e v e l s  f o r  t h e s e  
a r b i t r a g e u r s  o v e r  t h e  l a s t  t h r e e  y e a r s ;  

3. For each arbitrageur, the names of its five top officers 
and the total compensation they received over the last three 
years; 

4. Your best estimate of the portion of stock market profits 
arising from corporate takeovers over the last three years that 
has accrued to risk arbitrageurs; 

5. A description of the existing surveillance mechanisms and 
regulatory apparatus used to monitor risk arbitrage operations at 
the SEC, at the self-regulatory organizations, and within the 
individual organizations conducting risk arbitrage operations; 

6. An analysis of the legal liability, if any, incurredby 
an organization for failing to supervise adequately the risk 
arbitrage operations conducted under its auspices. 

I would appreciate a response to these inquiries by April 1, 

Chairman 


