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May 19, 1998

Dear Mr, Smith:

Fol.lnwmg our phnm: :nnvmalmn yq.stcrdn.}', and in view of the facts recently learned and

e L TR RV RV P 3. NN, S5 PR S |

T — -
B ——T -—

This transaction is it the nature of a leveraged buy-oot in which two venture capital entitics

H” im'n with = numher ofnther investore and with the cwrent maneceroent of an wninesrporated
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acguisition vehicle recently incorporatcd (“Newen™).

Another entity {“Debt Fund”™) will provide subordinated debt financing to Neweo and will
Mmrlrﬂ-ﬂ+= i!\.:p'ﬂ:-wi rline an "“mamity Vicker' in the faorm of annovotine niefemed stowke. This

credit. The Bnmk w-;]] alsa purcha,w a sraall ameunt of vating stock of Newso.

None of the antities {except the Division) has or will have an ultimate parent entity, and none
of tha investors ars affiliated with cach other within the meaning of HSR.

Immedmtely prior o the closing of fhe propesed ransactions, Neweo will have ne regulaﬂj-
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Division’s assets.
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Epecifically:
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2, The othey investors will (a) include Iwo special parpose eptities (“Invesiment Fund
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" IRVESOTS, Who \nve CIIY 10 LN eqUITY o1 Juéwea, and lc) e Bank.
1. The investors will enter into an agreement 1o parchase the vating securitias of newly

ereated Newca, fiom Neweo,

4. Equity Fund I has gross assets greater than 510 million, but less than $10{0 miliien,
as determined by its most recent regularly prepared balance sheet, Equity Fund 11
does not have gross assets or net sales grester than 310 million, &= deterrmined by its
most receat repularly prepared balance sheet.

5. It i3 possible that moge than one of the other investors will bave grass assets
excecding 510 million, but, so far as we arc aware, less than $100 million,
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7. Equirty Pund I wili contribute slightly l=sg than $4 millien in cash to Mewea in
cxchange for less then 40% of its voting shares; Equity Fund I will contribute the

dj e ptween the amoupt that 1the Equity Fund Lacryally enptrtuges g,
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10.
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14.

e
Meither of the Equity Funds, the Investment Funds, hor of the ather investors
will acquire voting shares of Newco which have a value of 315 million srsaere.

No individual or entity will own 0% or more of Newro's voting shares,

Diebt Fund will lend 520 rmillion te Newca ot prevailing market int2rest rates, pn a
lomg term, subordinated buxis. In connection with the loan, it will reeeive neo-voling
preferred swock which will ke convertible inton less than 50% of Newea's voling
ghares, with a value of less than $15 Million, but will oot make a capital contibution,
as such, to Newea.

In additjpn to its equity investment, the Bank wil! make & $10 million tenn loan ta
Newco, at prevailing interest rates and on a aenior debt, long-termo busis.

The Baok also will provide Newen with a tevelving line of credit of $20 millon at
prevailing intevest rates. 85 million of this revolving line of credit wiil be used ez part
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entirety as of the date of the closing, bitt Newcn dows net intend to deaw mare then
$7.5 million down on the cloging (the $5 millicn for part of the purchase price and
$2.5 millien for acquisition fevs and expenses). Neweo is likely o draw down more
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In effect, on the closing, Newco will (a) receive about $10.75 million in equity
coptributions, (b} an additional $30 miflion in borrowed cash, plus (&) 8 contracmal
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which not more then 37,5 million will be drawn down at that time.

16 ___{In the clasing. Neweo will use all of its eoyity cagirg] (81075 milliony, all of i]s
pral=ioit ey

bomowed funds {$30 mullidén) and 7.3 mIfMGn of Tk 1he or tred¥, agireganiy
$48.25 million, to scruire the Division's asssta and to pay ecquisition fecs ad
sxpenses, leaving it with the vight o draw on the $12.% million balanes of the
revolving credit line,
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Eased upon these facts, We woutd Iike your views on the following:
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b  Ifso, by whom?

{c) I the acquisition of the Division’s assets by Neweo subject to
notifieation?

(d}  If s, by wherr?

Fleage aecept my thanks in advance for your views oo this matter. 1 i pot loaking
o a Formal opinior, but oaly youy guidance, and will be happy to 1uke it og the telephone.

Sincerely,
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