


M&A and Corporate Restructuring
Learning Problems
Online Discussion
Problem:  Identifying Take-over Defenses

1. Sol Industries allows its unionized employees to purchase shares in the company to encourage labour-management harmony and employee involvement.
2. Ellerby Transport is being acquired by Cascade Motors after receiving a hostile take-over bid by Maple Leaf Ltd., a buy-out firm that has been publicly critical of Ellerby’s management.  
3. Hecla Ltd.’s bond indenture states that all its bonds are retractable at par by the holder if there is a change in corporate control.  
4. Wexler Department Stores issued a take-over bid for Dayton Fashions who then filed a counter bid for the shares of Wexler.  
5. Blue Sky Aerospace., a major Canadian military sub-contractor, complained to the Foreign Investment Review Agency that a successful take-over bid by a Chinese firm that is 50% owned by the Chinese government should not be approved.  

6. Hoboken Industries approved a resolution that requires two-thirds shareholder support to approve any take-over bids, excluding any shares owned by the offeror.  
7. Rocanville Group has instituted a formula to determine the price of any take-over bids to ensure all shareholders are fairly compensated.  
8. Ebbers Ltd. has agreed to provide a minority shareholder who has acquired a 15% share of the company over the last two years with two board seats if they agree to not increase their ownership.  

9. Hanson Air sold its rights to an industry-leading plane it developed to Infiniti Avionics who withdrew a take-over bid it made for Hanson Air.  
10. Aruba Ltd.’s board of directors may issue common share rights in Aruba at well below market price to its shareholders if any outside group announces a take-over bid for the company.  Only board members who were on the board before the bid can vote in the decision to issue these rights.  
11. Lincoln Inc.’s board of directors has instituted a generous severance package for all its senior and middle managers that will be distributed if the company is acquired.  
12. Ranson Inc. only allows three members of its 12-person board of directors to stand for re-election each year.  

13. Fraser Valley Industries’ founder owns 40% of the company but maintains voting control through the issuance of subordinate voting shares.  
14. Elder Group retained legal counsel to file a suit against Smithson’s Ltd. for making an illegal take-over bid to acquire Elder and recruited suppliers and employees to complain about Smithson’s aggressive business practices.  
15. Barbados Inc.’s board of directors can issue common share rights at well below market price in Albany Ltd. to its shareholders now that Albany has announced a take-over bid for Barbados.  
16. Tindale Group recently purchased Garson Ltd., a major industry underperformer, in a highly leveraged deal.  
17. Hinton Resources’ senior management plans to take the company private after receiving shareholder approval for a take-over bid that will give it 100% ownership.  
18. Wellington Industries along with a number of its customers have filed complaints with the Competition Bureau that Nappa Ltd.’s proposed acquisition of Wellington would substantially lessen competition in the industry.  
REQUIRED:

1. Identify the take-over defense being used in each of the above cases.
Problem:  Take-over Bid Calculation at Predator
Predator is considering a take-over of Lamb Company.  The following information was collected:

	
	Predator
	Lamb

	Share price
	CAD 20
	CAD 5

	Shares outstanding
	100,000
	50,000

	Estimated after-tax FCFE
	CAD 100,000
	CAD 15,000

	Growth rate for FCFE
	4.0%
	5.0%

	ke
	9.0%
	11.0%


If Predator takes over Lamb, it believes it can find synergies that will increase FCFE by CAD 3,000 per year after-tax.  Lamb has CAD 15,000 in loss carryforwards, which it feels it will be able to use immediately.  The tax rate is 40.0%.

REQUIRED:

1. What take-over bid range should be recommended to Predator in a cash acquisition?

2. What take-over bid range should be recommended to Predator in a stock acquisition?

3. Due to a cash shortage, Predator only wishes to pay half the price in cash and the remainder in stock. What take-over bid range should be recommended?

Problem: Take-over Bid Calculation at Vicious

Vicious Ltd. is considering a take-over of Meek Company.  The following information was collected:

	
	Vicious
	Meek

	Share price
	CAD 38.64
	CAD 27.41

	Shares outstanding
	55,000
	13,000

	Estimated FCFE
	85,000
	20,000

	Growth rate FCFE – years 1-3
	4.0%
	10.0%

	Growth rate FCFE – years 4+
	4.0%
	4.0%

	ke
	8.0%
	10.0%


If Vicious takes over Meek, it believes it can find synergies that will increase FCFE by CAD 5,000 per year after-tax. 

REQUIRED:

1. Assuming that Vicious and Meek agree to share the synergies equally, what would the take-over bid be in an all-cash or all-stock deal?

Problem:  Take-over Bid Calculation at Terrible

Terrible Ltd. is contemplating a take-over of Nice Inc.  The following information was collected:

	
	Terrible
	Nice

	Share price
	CAD 120
	CAD 67

	Shares outstanding
	25,000
	5,000

	Estimated FCFE
	CAD 95,000
	CAD 15,000

	Growth rate FCFE – years 1-3
	4.0%
	9.0%

	Growth rate FCFE – years 4+
	4.0%
	4.0%

	Ke – years 1-3
	8.0%
	11.0%

	Ke – years 4+
	8.0%
	9.0%


Terrible estimated that CAD 5,000 after-tax in synergies could be recognized if the acquisition was successful.  Also, tax loss carryforwards of CAD 20,000 belonging to Nice could be used immediately.  The tax rate is 40.0%.

REQUIRED:

1. What take-over bid range should be recommended assuming an all-cash deal?  Why is the share price currently CAD 67?

2. What price range should be recommended assuming an all-stock deal?
3. In this particular case, why would Nice prefer an all-cash deal and Terrible an all-stock deal?  Provide supporting calculations.
Problem:  Take-over Bid Calculation at Tough Guy

Tough Guy Inc. is contemplating a take-over of Weakling Co.  The following information was collected:

	
	Tough Guy
	Weakling

	Share price
	CAD 48.75
	CAD 19.31

	Shares outstanding
	60,000
	20,000

	Estimated FCFE
	93,000
	23,000

	Growth rate FCFE – years 1-3
	3.0%
	8.0%

	Growth rate FCFE – years 4+
	3.0%
	3.0%

	ke
	7.0%
	9.0%


If Tough Guy takes over Weakling, it believes it can find synergies that will increase FCFE by CAD 15,000 per year after-tax.  Loss carryforwards of CAD 120,000 belonging to Weakling can be realized immediately.  Acquisitions costs of CAD 18,000 are expected.   The tax rate is 40.0%.

REQUIRED:

1. What is the most that Tough Guy should pay in an all-cash or all-stock deal?

2.
What should concern Weakling about an all-stock deal?  

Problem:  Take-over Bid Calculation at Hastings

Hastings Ltd. is planning to acquire Normandy Inc., which currently has a share price of CAD 17.21 with 845,000 shares outstanding.  Normandy has a beta of 1.35, an average tax rate of 20.0%, and a debt ratio of 20.0%. 

If the acquisition is successful, Normandy would be operated by Hastings as a standalone subsidiary.  The two companies would pay taxes on a consolidated basis, and the tax rate would increase to 35.0%.  Hastings would also increase Normandy’s debt ratio to 40.0%.  Hastings estimates Normandy would have the following after-tax cash flows after the acquisition:

	Year
	FCFE 

	1
	CAD 1,200,000

	2
	CAD 1,400,000

	3
	CAD 1,650,000

	4
	CAD 1,900,000

	5 and beyond
	Constant growth at 5.0%


These cash flows include all after-tax synergies, but do not include CAD 550,000 in initial legal and accounting costs relating to the acquisition.  Hastings’ cost of equity is 9.5% and its beta is 1.0.  The risk-free rate is 4.0% and the market risk premium is 5.5%. 

REQUIRED:

1. What is the maximum take-over premium that Hastings should pay for Normandy?

2. Explain Hastings’ choice of beta and tax rate when valuing Vaccaro.

Problem:  Using Comparable Companies and Transactions

Dunkirk Ltd. is contemplating the acquisition of Rideau Inc. in an all-cash deal.  Dunkirk’s CFO has decided to value Rideau using the market multiples method and collected information relating to three comparable companies and Rideau:

	
	Passchendaele
	Vimy
	Juno
	Rideau

	Current share price (CAD)
	39.85
	22.97
	50.75
	30.56

	Sales per share (CAD)
	19.26
	13.21
	24.67
	18.05

	Earnings per share (CAD)
	3.01
	1.56
	3.21
	2.25

	Book value per share (CAD)
	15.78
	7.89
	15.87
	10.21


Dunkirk’s CFO also collected data relating to three recent M&A transactions in the industry:

	
	Transaction No. 1
	Transaction No. 2
	Transaction No. 3

	Share price pre-M&A (CAD)
	23.10
	40.78
	27.32

	Successful takeover bid price (CAD)
	29.56
	51.85
	35.10

	Sales per share (CAD)
	10.13
	19.85
	13.94

	Earnings per share (CAD)
	1.38
	2.21
	1.73

	Book value per share (CAD)
	8.32
	13.45
	9.54


REQUIRED:

1. What take-over bid range should be recommended for Rideau using the comparable company approach?

2. What take-over bid range should be recommended for Rideau using the comparable transaction approach?

Problem:  Appropriate Corporate Restructuring Measures
1. Hard Rock Resources is a major producer of silica sand in Western Canada which is used in the oil & gas industry and the manufacturing of glass, electronics, and personal care products.  The industry is highly fragmented with a large number of small, inefficient producers and suffers from overcapacity which has driven prices down to unprofitable levels.  
2. Hanson Ltd. is developing a new driverless, electric truck for the mining industry.  Due to the large capital investment required, it  is uncertain that it can continue.  
3. Fast Chips Inc. is a major designer and manufacturer of microprocessors for use in cell phones and other high technology devices.  The company is concerned that it will not have a steady supply of rare earth elements to use in the production of its chips due to recent trade difficulties with China.  
4. Horizon Ltd. has three operating segments.  The spirits unit manufactures high-end liquors, the entertainment unit produces motion pictures and music, and the financial unit is a major commercial lender.  
5. Black Duck Inc. is a producer of alcoholic beverages that is managed by its founding family that owns 30% of the voting shares.  Financial analysts covering the firm comment that it has an excellent selection of products but does a poor job of negotiating distribution agreements in Canada and abroad.  It is currently debt-free with a large cash reserve and has not increased its dividend in seven years. 
6. Highland Ltd. is a manufacturer of automobile and truck parts.  One of its major customers is now producing vehicles in Mexico and has asked Highland to follow them so they can provide parts on a just-in-time basis.  Highland is unfamiliar with the Mexican market and is concerned about the risks of establishing its operations.  
7. Superior Aviation manufactures helicopters for the Canadian military and relies on a global supply chain of parts producers.  Poor production scheduling and product quality are serious problems with its main supplier.  
8. Rilla Manufacturing has as a poor performing business unit and the majority of its shareholders want to sell off it off so the company can focus more on its remaining operations.  Members of the founder’s family want to purchase the unit as it was the original company that their grandmother started over 70 years ago.  
9. Everlast Industries is a leader in the plastic injection molding industry.  It recently acquired several disposable pen, lighter, and razor producers as well as a pantyhose manufacturer.  
10. Perth Pharma is a rapidly growing generic drug manufacturer that wants to expand into the production of patented medicines which will require a major R&D investment.  Life Force has an excellent reputation for new drug development but has experienced difficulties recently due to product delays that caused a major decline in its share price.  Life Force’s sales force promotes its products to doctors and hospitals directly but is small by industry standards. 
11. Harrison Inc. manufactures transit buses, farm equipment, and various concrete products in three business units.  The company grew primarily through the acquisition of smaller producers but has accumulated considerable debt in the process.  Profit margins and growth prospects are much higher for the transit bus and farm equipment units.  The stock market has experienced a recent upturn and Harrison’s shares are currently trading at an all-time high. 
12. Delta Fitness is a very successful high-end producer of workout clothing and casual wear for women and girls.  It currently sells products through several women’s clothing stores but is concerned about customer service and wants to be in closer contact with its clients to better understand their needs and build commitment to its products.  One of the larger retail chains that carries Delta Fitness products with excellent upscale mall locations has indicated they want to sell out.  
13. Bracken Industries has several autonomous business units with a separate senior management team.  The company offers a stock option plan to its executives that is based on Bracken Industries’ share price, but it is concerned that the plan will not provide proper incentives for each business unit. 
REQUIRED:

1. Describe an appropriate corporate restructuring measure to undertake in each of the above scenarios.

Discussion:  Corporate Restructuring at a Canadian Company
REQUIRED:

1. Find an example of corporate restructuring at a Canadian company from business news articles on the Web.  CBC and Financial Post articles are excellent sources.
2. Study these articles carefully and any additional information found in the annual reports of the companies involved.
3. Prepare an approximately 200-word submission describing the example of corporate restructuring and the reasons why it was undertaken.
4. Respond to the posts of at least three classmates.
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