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Hougshold Ihta:national, Inc.,
2700 Sanders Road . '
Preospect Heights, IL 60070
Gentleman: | '
You hava requestsd our opinion as speciﬁl'ﬁelawaze
ccunsel to Housahclﬁ tntarnational, Inc. (thé "Company") ,
Dalaware corporat*on, with respect tc the proposad issuancs
as a dividand by tha Company of praferrad atcck purchasza vights
to a new Series A Junior ﬂartﬂcipating preferrad Steck (th
"Rights" and the woraferrad Stock”)., You have fyrnished, and
wa have rnuiewed, coples of tha Car ificate of Designation,
Praferences and Rights of the Praferred stock as filed with
the Secretary'oﬂ Staté of Delawara oh August 20, 1984 (tha
noartificata of Designation™), tha Carzificata of Incorpcraticﬁ
and tha Byfiaws ofltﬁe Companf, and tﬁé rights Agreemant dated
as of Augﬁs#1l¢, 1584, as sﬁpplemsnted by a Supplemental Agree=
rent dated as of August'ZB} 1984 (togathar the "Righta Agrae-
mant"),

between the Company and Harris Trust and Savings Bank,

an Illinols kan king corporatlion.
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vou have informed us that the Cartificate of Designa-
tion has been duly authorizad, sxecutad and :ilad by the Company,

that the Rights Agreement has alsc been duly authorized and

executad by the Company, and that the executien and £4ling by

the Compan? of the Certificate of Designdticn and tha exacuticn
of tha Rights'Agraement do not violate any provision of any orde.
writ, injunction or decrae of any court or govarnmental anthozrity,
or rasuls in the b*aach of or congtitute a default oxr regquire any
censant under any agreemant or instrument, to which *He Company is
a party or by which tha Company'is bound.

| Section 131 of the General Corucrat*on Law of the
State 6f Delaware autho*lzes the lgsuanca of praferred stock
containing, in general, such preferances, voting powers, zademp=

tion, conversion, liguidation, ox cther genaral or special

3

rights as may b set forth in a certificata of dasignatic
adopted by the hoard of diractora purguant to éuthority gmantad
to it By the certificate of incorroration.

Sec;ion 137 cf the Genaral cOrporétion Law of the
State of Delaware au hcr*zes the craat*on and izsuanca of rights
entitling the holders theraoF to nurcbasa from the corperation
any sharag of 1lts cgmit=l stock of any clas;. The terma upen
which, including thae gima or timas, which may ba limitad oz un=
limitad in duration, as well as tha éricé'at thch.such shares

maf e purchased upon the exarcise of any such righta shall ke
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uch as shall be stated in the cartificata of incorporation oz
in any rasolution adcptad by the hoard of diractors cvovidlng fc_
tha creation and igsuance of such rights, and, in every cass,
anall be sat forth or incorgoratad by ﬁeferenca in tha instrument
oz instﬁuménts avidencing such'righté. The statute goes on to
" provide, "in the absencs of actual fraud in the transaction, tha
judgmant of the dlractcrs as to the conszdaratlon for the issu—
ance of such rights or opt*ons and tbe sufficiency thersof sba’l
pa conclusiva.”
| We have assumed that the Board of Directors of the
Company, in adepting the resolutlons gat forth in tha Certifi-
cate of Designation and in adouting the resolut;ons approving
tha creaticn and issvance of tha Rights, and in approving tha
Rights Agrasmant, axercisad tha authority granted to thom by
she Company's Certificate of Incorporaticn and by the General
Corpoxation Law oI the State of Belaware in the good faiﬁh exsr-
cisa of thalr businéss judément and in furtherancz of the hest
intarests of éba aharaholder '
You have asked us for our oclnion as to whethar {ha
Righta, when properly and duly *ssueé, will be validly iasued
undar thefGeneraﬁ Cuaroraticn Law of tha Séata of Dalawarse.. Tha
iséuance of these Rights and their payment as a divicend on the

common stock would, if challenged, present a cage of first im-

pression in our courts. Tha closest analogy in racant history
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for the issuance of these'Rights would ha the issuanca of pra-
ferrad stock, which cazme to b2 called "poisen pill preferred”

in the popular presa, by - sevaral corporations, However, tha
igsuanca of this prafaxred stock presented cartain legqal guss-
ticns as to permissible terms of.tha”nrefarred stock which aré
not prasentad by the issuanca of +ha ricghts in questicn. Never-

thelegs, the Cou*t‘s onin_ons in Wational Education Corporation

7. Eall § Howall Ccmmany, eé'alf, Del.Ch., C.A. No. 7278, Brown .,

Ch., (August 25, 1383), and Rov M. muffington, et al. v. Tastar

Coroozaticn, at al,., Del. Ch., ¢c.A. No. 7543, Longebkardi, v.C

(April 25, 1984), provzde goma guidance.

In National BEducation Corncrat*on v, Bell & Howall

Cempany, et al. ‘the Court deelined to enjein the issuance of

tha nreferrad atock, but in doing 3¢ he failed tc resclva a
aumber of legal and equitable izeuag, some of which might be
raised with respect ©o the Rights offering here. In Bell &
Howall the plalntifk argued that the issuancs of the prefarrsd
stock was an aﬂ%i-takecver_scheme and thus "an impropsr attempt
by membars of the defendant“s incumbent_minagement to tamper

wish tha ccrporate voting maehinery so as to entrench thamselvas.”

The plaintiff also argued in Ball & sawell that even assuming a

geod faith exercise of business judgmant by what it conceded foz
our*oses of its motion to be an *ndapendant board of dizsctors,

and avan 1f the issuance of the prafarraed stock zhers compl*ed
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with the legal requirementé'of £he Delaware gtatutes, that nevar=
thaless tha effect of the lasuancs of the prefarrad gtock was g0

_nequatable that tna cOurt ahould strike 1t down undar its broad

aquity powers alone. ' As noted above, the court in Bell & Eowall

zailad to resolve these and othar issues and mersly held that the
plaintiff had £ailed to sustain the burden of proof cast upon anf
plaintlfd seeking to astablish a right ;o a preliminary injunc-
eion. |

ta Reoy M. Euffington, et al. . Tnstar Corporation,

et al. tha Court was presaﬁted with a questicon as to whather oT
not tha action of Enstar's Board of Directors in postponing its
annual ﬁeating for a 1ittle less than 2 month was §rcpér. The
Court hald tnat it was. BY way of bhackground, in an ‘attempt tO
convinca sha Cour® of tha dafendant woard's impropsr motives,
the plaintiffs in Enstar complained pf tha earlier issuance of
vpolson pill” pra‘e**ad stock. wWhila tha Couznt in Enatar was
not presented, with detailed legal or equ*table arguments with
raspact to the validity of uhe lssuanca of the’ praferrad steck,
it did state in dicta that, “This Boa“d could ba viewad as |
having =cted contrary o the wishes of 1ta s;ockhclca*s on

at laash one occasion. Viawed rairly, howaver, the 'polson
pill’ amandmants, a measu:a enacted py tha zZoard whan 'taka-
gver' Zfaver gr#ppcd cha industry, could be cengiderad lagitli-

mata exercises cf Beard discration designed to protect the
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. gtockholders against 2 lass than arms-length sale." Slip oP.

at 7.

Although in the light df‘BelI & Howell and Engtar,

and in the absence of any casa closely'on point, the matter
caﬁnct va considered frae frcm doubt, neverthaless, based upon -
the foragoing and upon the review of such matters of law as we
deem necasgary, wWe are of the oplnlon that, when prcperly and
duly {ssued, the Rights will congtituts validly issued and
eutstanding rights to subscribe to the Preferrad Stock of tha
Company.

Tha foregoing opinien i$ limited.to the General
Corporation Law of the State of Delaware., We express 1o

opinicn as to the affect of tha laws of any other 3urisd*c--

" ¢ion, including Laderal laws ragu1ating gsecuritles or other

faderal laws, or the rules and regulations of stock axchanges
or of any ragulatory Lody.
Very truly yours,
] , : - ' -
o /trcle_/@% /g’.’{« ?,Z,'ﬁ,,\

CFRyr/DAB/MmrT
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