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NOTE:
1.
THIS IS A LIMITED OPEN-BOOK EXAMINATION. STUDENTS MAY HAVE WITH THEM THE TEXTBOOK (MERGERS, ACQUISITIONS, AND OTHER CHANGES OF CORPORATE CONTROL), THEIR CAN/OUTLINE, AND A CALCULATOR. LAPTOPS ARE ONLY PERMITTED FOR THE USE OF EXAMPLIFY/EXAMSOFT.

2.
ANSWER ALL QUESTIONS. THIS EXAMINATION CONSISTS OF 3 PARTS.

PART 1
MARKS 40
Answer the following questions in approximately three sentences or less. Each question is worth two marks.
1. Provide an example of adverse selection.
2. Provide an example of moral hazard.
3. What is the difference between “accuracy” and “efficiency” in securities pricing?
4. Assume the risk-free interest rate is 3.35% and the total stock market return is -11.5%. Tela Inc., a publicly-traded British Columbia company, has a beta of 0.4. What is Tela Inc.’s return?
5. Horizon Communications, Inc., a publicly-traded Delaware corporation, incurs a significant amount of debt to finance repurchases of its own stock on the open market. What is the likely impact on Horizon Communications, Inc.’s stock price?  
6. Mandeep purchases a SAFE in OilTech Inc., an Alberta corporation. Assume that the purchase amount is $50,000, the valuation cap is $5 million, and the discount rate is 80%. Assume also that the corporation capitalization is 2 million shares. If the price per share in OilTech Inc.’s Series A financing is five dollars per share, how many shares will Mandeep receive under the SAFE?
7. Why are drag-along rights important?
8. Briefly explain the concept of synergy.

9. Provide three advantages of stock purchases over asset purchases.
10. Why would a seller prefer an escrow to a holdback?
11. What is a purchase price adjustment?
12. CardShark Inc., an Ontario corporation (“CardShark”), enters into an amalgamation agreement with Diamond Joe Entertainment Inc., an Ontario corporation (“Diamond Joe”). CardShark has three classes of shares: Class A voting common shares, Class B nonvoting common shares, and Class C nonvoting preferred shares. Diamond Joe has one class of common shares. Pursuant to the amalgamation agreement, Diamond Joe’s common shares are being exchanged for a combination of newly-issued Class A and Class B shares of CardShark. What specific shareholder approvals are required?
13. Mountain Gold Inc., a federal corporation (“Mountain Gold”), enters a plan of arrangement with Valley Gold Inc., a British Columbia company (“Valley Gold”). Mountain Gold’s capital structure consists of Class A common shares, Class B nonvoting preferred shares, and 10-year notes with a face value of $1,000 each. Valley Gold’s capital structure consists of Class A common shares and Class B voting preferred shares. Pursuant to the plan of arrangement, (a) each Class A share and Class B share of Valley Gold will be exchanged for five dollars cash and (b) the face value of each outstanding Mountain Gold note will be reduced to $800. What specific approvals are likely to be required?
14. What is the statutory standard of review by the Competition Bureau?
15. Under the Investment Canada Act, what is the review threshold for purchases by private parties from World Trade Organization member countries?
16. What is a “full disclosure” representation?
17. What are mini-baskets?

18. What is an approximate market indemnity cap in Canada?
19. Briefly explain why the Re Bison Acquisition Corp. decision has been controversial.
20. How do interest rates affect the deal market?
PART 2
MARKS 40
Answer the following questions. To the extent relevant, consider business as well as legal issues. Each question is worth 10 marks.
1. Dominion Bank, a publicly-traded Canadian bank (“Dominion”), seeks to acquire Meridian Banking Corp., a publicly-traded Delaware corporation (“Meridian”). Dominion is offering a price of $25 per share ($13.4 billion total), which is a 40% premium to Meridian’s market price. Meridian’s management has indicated their receptiveness to a friendly acquisition, but Dominion is concerned about the following issues:
(a) Several large institutional shareholders of Meridian (comprising nearly 50% of the corporation’s shares) acquired their shares less than a year ago and are potentially subject to significant capital gains tax.

(b) Dominion is concerned that Meridian may have significant unknown liabilities.
(c) Dominion is concerned that altering Meridian’s corporate structure may jeopardize its state and federal banking approvals.

Imagine you are representing Dominion. How should Dominion structure the acquisition?

2. Assume that Dominion and Meridian are negotiating an acquisition agreement. Assume also that Dominion is specifically concerned that contagion in the banking sector will negatively affect Meridian by causing a run on its deposits prior to the closing. In negotiating the agreement on behalf of Dominion, how would you suggest your client protect itself from this scenario? How is the seller likely to respond?
3. Meridian demands that Dominion make the following representation:

“Neither [Dominion] nor any of its Subsidiaries is a party to, and there are no outstanding, pending, or threatened, legal, administrative, arbitral, or other proceedings, claims, actions, or governmental or regulatory investigations of any nature against [Dominion] or any of its Subsidiaries or any of its current or former directors or executive officers, or challenging the validity or propriety of the transactions contemplated by this Agreement. There is no injunction, order, judgment, decree, or regulatory restriction imposed upon [Dominion] or any of its Subsidiaries, or any of their assets or liabilities.”
As Dominion’s counsel, how would you respond to this demand?

4. Assume that negotiation of the key terms of the acquisition agreement is proceeding successfully. Dominion is concerned, however, that Meridian may be acquired by a “white knight” prior to closing. Recommend a full set of deal protections to Dominion. Advise your client as to how Meridian may respond as well as the parameters of a reasonable compromise.
PART 3
MARKS 20

CanMedia Inc., a federal corporation (“CanMedia”), is a Canadian news media company that owns several national and local Canadian newspapers. DataDance Ltd., incorporated in the Cayman Islands (“DataDance”), is a Chinese social media company that owns the popular video sharing application “BrainMelt.” Like many traditional news companies, CanMedia faces significant business challenges; newspaper consumption is declining and CanMedia management doubts the company can remain financially viable beyond the next five years. BrainMelt, on the other hand, is highly profitable and has become a go-to source of information for “Generation Z.” BrainMelt has also attracted criticism from Canadian politicians due to suspected influence by the Chinese government.

To diversify its business and capture an older demographic, DataDance seeks to acquire CanMedia for a total purchase price of approximately one billion dollars. DataDance has provided CanMedia stakeholders with assurances that it will support the traditional newspaper business for the foreseeable future. CanMedia management and shareholders strongly support the acquisition, and many commentators believe it will ensure the company’s financial viability.

Imagine you are a legal analyst for a nonpartisan thinktank in Ottawa that researches and comments on issues of national significance. Draft a brief memorandum explaining (1) whether Parliament should oppose (or support) the acquisition politically, (2) legal obstacles the acquisition may face under the Investment Canada Act, and (3) possible amendments to the Investment Canada Act to address future acquisitions of Canadian businesses.
END OF EXAMINATION

