April 2, 1995

To Qur dients:

Takeover Fire Drills

During the junk-bond, highly-I|everaged, bust-up take-
over era of the 1980s we recomrended, and found highly effec-
tive, fire drills to determ ne how a raider would val ue,
finance and attack a conpany. These fire drills enabled a sig-
ni ficant nunber of conpanies to recognize their vulnerabilities
and take action to deal wwth them These fire drills also
enabl ed conpani es that decided to negotiate a sale to get sub-
stantially higher prices than otherw se woul d have been ob-

t ai ned.

During the 1990s, with the decline in takeover activ-
ity, many conpani es have stopped conducting fire drills. This
is a serious mstake. Today, in a period of strategic acquisi-
tions and with a revival of hostile takeover activity, fire
drills are even nore inportant than they were in the 1980s.
This is particularly applicable today when institutional inves-
tor activism makes feasible hostile stock deals of unlimted
Si ze.

The fire drill today should focus on two areas:

(1) identification of conpanies that would viewthe
target, or a division of the target, as a stra-
tegic inperative, and

(2) restructuring alternatives to increase the nar-
ket value of the target's stock

Anal yzing potential strategic acquirors enables a
target to determ ne what the pooling and purchase accounting
pro formas would | ook |ike for each and assess the feasibility
of takeover bids at specific price levels. This also enables
the target to assess defensive actions such as antitrust issues
and devi ces that nmake pooling inpossible; actions that nay be
possible only if taken before a bid is nade for the target.

Anal yzing restructuring alternatives enables a target
to take action to increase market value now or to be in a posi-
tion to effect a restructuring to neet a takeover bid. Again,
advance preparation is usually essential to successful inple-
ment ati on.

Fire drills are best conducted by a teamof the com
pany's key officers, its investnent banker and its counsel. W
think they are of critical inportance for conpanies that w sh
to retain their independence and neet their |ong-term goals.
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