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Poison Pill

Tactic utilized by companies to prevent or discourage hostile takeovers.
Types:

1. “Flip-in” ‘/

Permits shareholders, except acquirer, to purchase additional shares at discount. It provides
investors with instantaneous profits & dilutes shares held by the acquirer.

2. “Flip-over” / "

Enables stockholders to purchase the acquirer’s shares after merger @ discount. For example,
shareholder has right to buy stock of acquirer in subsequent merger @ two-for-one rate.



Standstill agreements

The target’s final concern is that having divulged its trade secrets to the buyet, the buyer will
short-circuit the merger negotiations and proceed to acquire the target through open market
purchases or a tender offer directly to target shareholders. Some confidentiality agreements
will prohibit the acquirer from purchasing, in the market or through private transactions,
shafes of the seller for a specified period of fime—generally two to [ive years. This agreement
ho r’" °XY  OF the buyer is sometimes more broadly drafted to preclude initiation or participation in

l: e ,(q hv41 unsolicited tender offers or proxy solicitations.
yolt

e h”c‘ e)/T-'he buyer will often request that the standstill should permit the right to purchase a toehold
oFFer? interest in the target, up to 4.99 percent of its shares outstanding—just below the five percent
+h aF qu 1 threshold for reporting the equity stake to the SEC as required by law.? This is both an
sofi fe expression of setious interest to the target, and a means of hedging against the loss of the
Gl target to another buyer willing to pay a higher price. Profits on toehold positions are
sometimes justified as compensation for expenses incurred in due diligence and deal
development.

Generally, the standstill is most relevant for public targets, whose shares are traded on an
exchange. But the standstill could also be highly relevant for a privately owned target where

the shareholders have divided into opposing groups with one group threatening to sell to the
next available buyer.

The standstll agreement takes the form of a bricf letter signed by the buyer and countersigned
by the target. It is often signed early in the deal development process and
often bundled with agreements about confidentiality, exclusivity, and termination.
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SCENARIO | CALCULATIONS

Scenario 1: #6 and #10 merge
HHI Indexes before the contemplated transaction HHI Indexes after the contemplated transaction
Based on Revenues Based on Revenues

Revenues % Market Share  (Market Share) Revenues % Market Share (Market Share)?

Market Players
1 100 18.2 330.6

Market Players

1 100 18.2 330.6

2 90 16.4 267.8
2 90 16.4 267.8

3 80 14.5 211.6
4 70 12.7 162.0 3 80 14.5 211.6
6 50 9.1 82.6 5 60 10.9 119.0
7 40 7.3 52.9 7 40 7.3 52.9
8 30 5.5 29.8 8 30 5.5 29.8
9 20 3.6 13.2 9 20 3.6 13.2
10 10 1.8 3.3 Newco (=#6+#10) 60 10.9 119.0
Total 550 100.0 1272.7 Total 550 100.0 1305.8

HH < 1,800, review by
FTC unlikely



SCENARIO Il CALCULATIONS

Scenario 2: #1 and #2 merge
HHI Indexes before the contemplated transaction

Based on Revenues HHI Indexes after the contemplated transaction
Reverues % Market Share (Market Share)” Based on Revenues
Masket Plavers Revenues % Market Share (Market Share)’
1 100 182 330.6 Masket Plavers
2 90 164 2678 Neweo (=F1+#2) 190 343 11934
3 80 143 2116 3 30 143 21156
- T0 127 162.0 4 70 127 1620
3 60 10.9 1190 3 60 109 1190
6 30 9.1 826 G 30 9.1 826
7 40 73 229 T 40 73 529
a 30 55 2938 B 30 535 2938
9 20 3.6 132 g 20 3.6 13.2
10 10 18 33 10 10 1& 33
Total 330 100, 1272.7 Total 350 LO0. 1867.8

HHI > 1,800, review
by FTC very likely
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Conva; | A Case Diseussesons
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To Opt-Out or Not?

Conrail Shareholder Decision Payoff Matrix Jan. 16, 1997
Conrail Shareholder Opt-Out Vote

Outc ovmce
the a/nl o b
(/o(-e Failed.

OPT-OUT

Shareholder X w/\ >
Tender Don’'t Tender }

X=$102.2 X =$99.53

Tender Y =$102.2 Y = $110 > 'DONT
v ‘OPTOUT

Shareholder Y| :

X = $110 {[x= 09.53 through 115} ;¢ payent- Expected Prices?
Don't Tender JE ot Femdiinng 1S

Y = $99.53 Y = 99,53 through 115, it en by hug?, it £ i

Wc/( ,\n}"owl., #A‘ 67"\f{l{’y'hm | J
Payoffs:
Front-end $110.00 (cash) Note: Front-end / back-end offers
Back-end $99.63 =1.856*45 (ex. ratio * CSX price) 25.3%/74.7%
+$16 (preferred stock) (not 40%/60%) after first stage

Blended Value $102.16 =25%*110 (front-end cash offer) of front-end completed.

+74.7%*99.5 (back-end stock swap)




Make-up Quiz #8 (Week #7) for FIN 5372

Qwestion #1 (1 pts)
(Fissiy Question #1 relates to the HIBS case 1o be discussed in class, ConRail Acqnesition-Part ~1: please target
response of about 100 words)
Why does CSX want to buy Conrail? How much should ( SX be willing to pay for 1
cost savin %, Fed edw<chon & d.ff!— ey 4%1c_£w¢ 'LIF"CV‘H"'(}
Question #2 (1 pts) Vﬁ"t‘“ she cie gd.)'kif"“ Cu "L # 97 - *100
(lzssay Questron #1 relates to the HBS case to be discussed tne class. ConRail Acquisition-Part A; please turget
resposise of about 100 words)
Why did CSX make a_two-gigred offer, i.c., from the bidder’s point of view, what are the advantages
of a two-tiered offer? What effect does tlns structure have on the transaction?
Coetcive Uﬁa"' ( bacw-end F toffer 6 wtrge «/644
Question #3 (1 pts) freo K'/-; end
(Lissay Question # 1 yelates to the L1BS case fo be discnssed in class, ConRail * leqrusition Part B, please turget
resporse of abont 100 words)
Why did Notfolk Southetn make a hostile bid for Conrail? In a bidding war for Conrail, who should

be willing to pay mou_ N(nfoll\ Sofit hcrn or CSX? A
( revé€ nug. @ Mhahle e w'f')

y cea CHIne QMC)' l’ll‘
Oz/ea/zon#j(()s5pt.|) " d,, ewsive W'J—Z 4}1"‘7

Fossay Question B1 relutes to the 11BS case to be discitised in class, ConRail - lequisition-Part By please target
response of about 100 words)

As a Contail sharcholder, would you tender your shares to CSX at $92.58 in the first-stage offer?
Would you vote to opt-out of the Pennsylvania antitakcover statuter

0 No
Question #5 (0.5 pts) N &

Business combination state statutes provisions preclude the sale of assets for a specific period
following the buyout, thereby inhibiting financing of purchase price.

A. True
B. False

Qhuestion #6 (0.5 pts)
‘The Harr-Scott-Rodino Act provides for mandatory filing with the Federal L'rade Commussion if a
merger or an acquisition of a certain size is agreed upon; it further anticipates 30 day waiting period
betore transaction can be completed.

A. True

B. False

Question #7 (0.5 pts)
Elasticity tests (“5% rule”) is an alternative measure used to determine if merged firm has the power
to control prices.

A. True

B. False





