Business Associations
Final Examination

Professor Campbell

THE FOLLLOWING ARE REPRESENTATIVE QUESTIONS FROM OLD
EXAMINATIONS.

Question 1
85% of your grade

Alpha Corp. is the investment vehicie for the Adams family. For some time,
Andy Adams, the defacto head of the Adams clan, has had his eye on Beta Corp,
Over the last few months, Beta has been selling at about $10 per share. Six months
ago, Andy Adams hired Ketchem & Cheatham, an investment banking firm, to
evaluate Beta. Ketchem & Cheatham reported that Beta, if restructured, could fetch as
much, as $25 per share. The restructuring would require the sale of two substantial
divisions of Beta, which, in the view of Ketchum & Cheatham, constituted a drag on
the earnings of Beta.

Bill Begley, the CEOQ of Beta, is a personal friend of Adams', so Adams calied
Begley to inquire whether there may be some interest in a merger between the two
companies. Adams suggested a merger of Beta into a newly created, wholly owned
subsidiary of Alpha. Each Beta shareholder would receive cash and debt valued at
$13 per share. Adams emphasized that the price represented a 30% premium or
market value. Begley said he was interested and would think it over.

The very next day, Begley was confronted with a startiing fact. Carl Couch fited
a Schedule 13D, indicating that he was the owner of approximately 7.5% of the
common stock of Beta. The Schedule 13D also indicated that Couch may attempt to
acquire control of Beta. Subsequently, Begley met with Couch, who informed Begley
that he intended to make a cash tender for Beta at $14 per share. Couch stated that
he had faith in Beta and intended to run the company "as is", with no changes in
structure or management.

Although this sounded fine to Begley, there was one problem. Begley hated
Couch's guts. He would sell his company to Adolph Hitler before he would sell to

Couch.

Begley, therefore, immediately informed Adams, who moved intc action. First,
Adams caused Alpha to begin purchasing Beta stock on the market, purchasing
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approximately 4% of Beta stock over the next few weeks He also told his
brother-in-law about what had happened, and his brother-in-law, with the
encouragement of Adams, purchased about 1% of Beta's stock. They were able to
make their purchases at an average price of $12 per share.

At the same time, Adams caused his lawyers to draft a merger agreement
between Alpha Beta. Under the terms of the agreement, Beta would be merged into a
subsidiary of Alpha, and the Beta shareholders would receive cash and debt of Alpha
valued at $15 for each share of Beta stock. Also, the merger agreement obligated
Beta to issue Alpha an option to purchase 1 million shares of Betg stock (which would
Tfepresent approximately 20% of the outstanding stock after the sale), the option to be
exercisable at the price of $12 per share.

Adams, shortly thereafter, met with Begley and went over the terms of the
proposed merger. Begley said it looked fine 1o him. Later that day, Begley personaiiy
called each Beta director and announced that there would be a directors' meeting in
three days to consider the merger. This was the first the directors heard of the merger.
Begley said that in preparation for the meeting he would send the directors by
overnight mail a copy of the proposed merger agreement.

Only four of the nine directors of Beta were able to attend the directors’
meeting. A fifth director, however, participated in the meeting through a speaker
phone. At the meeting, Begley disclosed Couch's offer for the company, but he said
he favored the Alpha proposal for a number of reasons. First, he thought Couch was
incompetent to run the company. Second, he believed that Beta had become unwieldly
and needed to be restructured. He thought spinning off the divisions, therefore, was
sensible. A couple of directors remarked that they thought $15 per share was a nice
price for a company selling for only $12. The directors approved the merger and
agreed to submit the matter to sharehoiders at a special meeting. At the same time,
the board of Beta announced publicly the approval of the merger.

Management of Beta then set ahout preparing for the shareholders' meeting
and drafting proxy materials. Although the proxy materials were exhaustive and drew
no comments from the SEC, nowhere did the materials describe the intent of Alpha to
spin off the two major divisiens of Reia after the merger or Couch's interest in
acquiring Beta. '

The proxy materials and the notice of the shareholders' meeting were sent to
shareholders of Reta on November 1. The meeting was held on November 19,

At the meeting, a number of disputes arose. Management claimed to have
proxies representing 53% of the outstanding stock that approved the merger. Mr.
Epstein, however, claimed that 4% of the total outstanding shares were subject to a
voling agreement authorizing him to vote on behalf of the shareholders. Mr. Frank,
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