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Question One - Daily Show – 100 points

I.
Is it a security? – 20 points


A.
Person


B.
Invests money


C.
in a common enterprise


D.
with the expectation of profit


E.
that will be derived primarily from the efforts of others


F.
Debentures are probably securities – discuss debentures

II.
Securities Act of 1933 – 5 points

Initial offering

By the issuer company

III.
Registration of Securities Offerings Required – 5 points


A.
Applies to offerings as well as sales of securities


B.
Find an exemption


C.
Civil liabilities


D.
Criminal penalties

IV.
Exemption – Regulation A – 5 points


A.
Offerings up to $5,000,000


B.
Must distribute written document to offerees (not done here)

V.
Exemption – Regulation D – 25 points


A.
Rule 504 – Up to $1,000,000



i.
Offer registered under state law



ii.
Disclosure document delivered


B.
Rule 505 – Up to $5,000,000



i.
Maximum 35 unaccredited investors




a.
Problem – we don’t know who is accredited



ii.
No general solicitation or advertising




a.
Problem – web site, possibly angel meetings



iii.
Specific information disclosed to unaccredited investors




a.
Problem – again, don’t know who is accredited




b.
Problem – no information delivered


C.
Rule 506 – Unlimited amounts



i.
Maximum 35 unaccredited investors




a.
Problem – we don’t know who is accredited



ii.
Sophisticated investor if unaccredited




a.
Problem – we don’t know



iii.
No general solicitation or advertising




a.
Problem – web site, angel meetings



iv.
Specific information disclosed to unaccredited investors




a.
Problem – again, don’t know who is accredited




b.
Problem – no information delivered

VI.
Exemption – Section 4(2) – 5 points


A.
Transactions by an issuer not involving any public offering


B.
All offerees must have sufficient access and sophistication

C. Difference with Reg D is that this focuses on offerees, Reg D on 

purchasers

VII.
Exemption – Section 4(6) – 5 points


A.
Offerings or sales solely to one or more accredited investors


B.
Amount does not exceed $5,000,00


C.
No advertising or public solicitation

VIII.
Exemption – 3(a)(11) – 5 points


A.
Offered and sold only to residents of a single state


B.
Issuer incorporated and doing business in that state



a.
Problem – Not available here, 20 different states

IX.
10b-5 not really a major issue, but possible – 5 points

X.
State securities laws – 5 points


A.
Company’s state


B.
State of each investor


C.
State of each offeree

XI.
Solutions – 15 points


A.
Recission


B.
Repayment to all investors


C.
Stop selling securities for at least 6 months


D.
Notify states of violation
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Question Two - Loris v. Pangolin – 100 points

I.
Delaware General Corporation Law Section 203 – 20 points


A.
If a person acquires 15% of a corporation’s voting stock


B.
No mergers or other specified transactions unless



i.
Person acquires 85% or more of the corporation’s stock or

ii. Board and 2/3 of the shares other than acquirer shares approve the 

merger


C.
Probably applies to mop up merger, but by then probably OK

II.
Williams Act – 5 points

Question states that Loris has complied

Has Tamandua complied?  Does it need to comply?

III.
Existing defensive measures – 20 points


A.
Porcupine provisions



i.
Difficulty obtaining control



ii.
Perhaps invalid, but passed by shareholders


B.
Poison pill



i.
Had redemption rights



ii.
Explain Flip in rights



iii.
Explain Flip over rights



iv.
Possible dead hand pill

IV.
New defensive measures, lockups – 20  points


A.
ESOP



i.
Dilution of shares


White knight, Tamandua



Termination fee



Lockup of crown jewels


No shareholder approval


Option agreement effectively precludes other bidders

V.
Basic Rule – 5 points


A.
Duty of care


B.
Not an attempt to perpetuate itself in office

VI.
Enhanced scrutiny – 30 points


A.
Unocal – reasonable in relation to threat



i.
Analysis of takeover bid



ii.
Effect of takeover on the corporate enterprise


B.
Revlon – one company will be sold, board must conduct an auction



i.
Option agreement may violate this



ii.
Lockup agreement probably violates this

iii. Company worth $10M on open market, probably all is real 

property


C.
Preclusive – keeps Loris bid from going forward


D.
Coercive – no, doesn’t force Pangolin shareholders to reject bid
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Question Three - Black Sox – 100 points

I.
Joe Jackson – CEO, Director, Black Sox – 15 points

A. July 1 – Receives Options to Purchase 1000 shares @ $5 per share ($5000 

total)


B.
July 4 – Learns of Cooperstown merger at $10 per share


C.
July 5 – Board meeting discussing Cooperstown merger

D. August 1 – Exercises Options after Black Sox shareholder approval of 

merger



1.
Minor issue – enough time for public assimilation of vote?

E.
October 1 – Learns of cancelled merger during call

F.
October 1 – Sells 1000 Black Sox shares at $9 per share ($9000)

G.
10b-5 – Selling shares

H.
16(b)

II.
Eddie Cicotte – Director, Black Sox – 15 points

A. July 1 – Receives Options to Purchase 1000 shares @ $5 per share ($5000 

total)


B.
July 5 – Learns of Cooperstown merger at $10 per share


C.
July 5 – Tells Gandil about Cooperstown merger

D. August 1 – Exercises Options after Black Sox shareholder approval of 

merger

E.
October 1 – Learns of cancelled merger during call

F.
October 1 – Sells 1000 Black Sox shares at $9 per share ($9000)

G.
October 1 – “Tells” McMullin about failed merger by selling

H.
10b-5 – Tipping Gandil on merger

I.
10b-5 – “Tipping” McMullin on cancellation , Selling shares

J.
16(b)

III.
Buck Weaver – Director, Black Sox – 5 points

A. July 1 – Receives Options to Purchase 1000 shares @ $5 per share ($5000 

total)

B. July 5 – Learns of Cooperstown merger at $10 per shar

C. August 1 – Exercises Options after Black Sox shareholder approval of 

merger

D.
October 1 – Learns of cancelled merger during call

E.
January 15, 2006 – Sells 1000 Black Sox shares at $9 per share ($9000)

F.
16(b)

IV.
Chick Gandil – Shareholder, Black Sox – 20 points

A.
June 1 – Purchases 2,000,000 (20%) of Black Sox at $5 per share ($10,000,000)


B.
July 5 -  Learns of Cooperstown merger at $10 per share from Cicotte


C.
July 24 – Buys 100,000 Black Sox shares at $7 per share ($700,000)


D.
October 1 – Learns of cancelled merger from McMullin

E.
October 1 – Sells 2,100,000 Black Sox shares at $9 per share 

($18,900,000)


F.
10b-5 – Tip from Cicotte on merger


G.
10b-5 – Tipping McMullin on merger


H.
10b-5 – Tip from McMullin on cancellation


I.
16(b) – Only $200,000 liability

V.
Fred McMullin -  Stockbroker, Shareholder, Black Sox – 20 points


A.
July 5 – Learns of Cooperstown merger at $10 per share from Gandil


B.
July 24 – Buys 50,000 Black Sox shares at $7 per share ($350,000 total)


C.
October 1 – Learns of cancelled merger from Cicotte


D.
October 1 – Tells Gandil and Risberg about merger


E.
October 1 – Sells 50,000 Black Sox shares at $9 per share ($450,000 total)


F.
10b-5 – Tip from Gandil on merger


G.
10b-5 – Tipping Risberg on merger


H.
10b-5 – “Tip” from Cicotte on cancellation


I.
10b-5 – Tipping Gandil, Risberg on cancellation, Selling shares

VI.
Swede Risberg – Shareholder, Black Sox – 10 points

July 24 – Learns of Cooperstown merger at $10 per share from McMullin

July 24 – Buys 50,000 Black Sox shares at $7 per share ($350,000 total)

October 1 – Learns of cancelled merger from McMullin

October 1 – Sells 50,000 Black Sox shares at $9 per share ($450,000 total)

10b-5 – Tip from McMullin on merger

10b-5 – Tip from McMullin on cancellation

VII.
Lefty Williams – CFO, Black Sox – 10 points

Owns 10,000 Black Sox shares

October 1 – Learns of cancelled merger during call

October 1 – Sells 10,000 Black Sox shares for $9 per share ($90,000 total)

10b-5 – Selling shares

16(b) – Only other possible 16(b) insider in this question, no matching transaction

VIII.
Happy Felsch – Attorney, Black Sox – 5 points

Owns 20,000 Black Sox shares

October 1 – Learns of cancelled merger during call

October 1 – Sells 20,000 Black Sox shares for $9 per share ($180,000)

10b-5 – Selling shares
