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To Qur dients:

Takeovers: An Update

The past year has seen the return of strategic acqui-
sitions and, to alimted extent, the return of hostile tender
offers.

Much of the acquisition activity has been concentrated
in four areas --

< def ense contractors
< heal t hcare

< financi al services

< conmmuni cati ons/ nedi a

In each area, there is a technol ogi cal reason propelling the
acquisition activity.

The sharp reductions in the defense budget have noti -
vated the sal e of defense businesses by congl onerates and the
conbi nati on of defense conpanies to inprove margins through
synergy savi ngs.

The pressure of the escalating costs of nmedical in-
surance and the prospect of the Cinton healthcare |egislation
underlie the merger activity in the healthcare industry.

The changes in regulation permtting nultistate banking
and the expansion of banks into the securities business and the
mut ual fund busi ness, the |arge savings avail able from expense
elimnation fromin-city conbinations and the need to deal with
portfolio and capital problens have been the reasons for the
activity in financial services.

The com ng of interactivity, the desire to conbi ne
software with hardware, the changes in regulation and the de-
vel opnent of new technol ogy are causing the rapid increase in
acquisition activity in comuni cations/nedi a.



Adding to the acquisition activity has been the sig-
nificant pressure fromactivist institutional sharehol ders on
mul ti-industry conpanies to spin-off or sell underperformng
divisions or divisions that sell at |ow price earnings multiples
and are perceived (rightly or wongly) as draggi ng down the
mar ket val uation of the remaining high nmultiple business.

The Paranount and G unman situations show that stra-
tegic nergers -- even nmultibillion deals -- can generate the sane
type of conpetitive activity as the financially notivated
t akeovers of the 1980s. The sane reasons that |ead a conpany to
conpete for a strategic acquisition may result in an increase in
initial hostile takeover attenpts.

Further fueling the new takeover activity are the
renewed availability of bank financing, the revival of common
stock pooling nergers (particularly in financial services and
heal t hcare), the markets' acceptance of junk bonds and deriva-

tives as takeover currency, the markets' disregard of goodwi Il in
communi cati ons/ medi a acquisitions and the erroneous but w dely
held view in boardroons that the poison-pill-just-say-no defense

is no |longer feasible.

The present takeover environnent warrants reexam nation
of strategic plans, takeover response preparation and senior
managenent and board of directors understandi ng of current |egal
and tactical thinking wwth respect to takeovers. Many conpanies
have negl ected takeover response preparation during the period of
reduced activity since 1989. The events of the past year
indicate a significant probability of increased acquisition
activity and the expansion of takeovers into other industries.
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