Question #1)  Overall, everyone did quite well on this question.  You were penalized for not specifying details on option and bonus contracts.  In addition, if your bonus was linked to measures of cash flow or income without mentioning that these are not really appropriate measures in this case, you were penalized (not a lot).  The rationale here is that the CEO is primarily being hired to spur growth in patent research, which can take years to manifest into cash flows.  You do not want the CEO to basically have little or no shot at a bonus in his or her first several years.

Question #2) Overall, everyone did well here.  Interesting work huh?
Question #3)  This is a tricky question.  Let’s explore each of the players in this game and how the rules would affect them.

Target:  Target shareholders will probably accept most offers that have a premium (because they are making more money) unless they feel a better offer may be forthcoming.  Note that the managers and shareholders of the target firm likely do not have perfect information about the true worth of their firm to competitors, though they likely have a decent idea.  However, what is important to keep in mind here is that the reason the target shareholders typically get most of the economic gains in a takeover is not because the managers of the target know the firm’s true worth and drive a hard bargain.  It is because there is stiff competition for the firm’s assets in the marketplace.  Arguably, the changing rule would have no affect on their likelihood of accepting a bid and their takeover premium.
Initial bidder: At first blush, the initial bidder holds most of the cards.  It will always be able to trump the offers of competitors.  Obviously, if your firm has the highest valued use of the assets of the target firm (and therefore could afford to pay the highest premium), you would like to be the first bidder.  In this manner, you will only have to pay slightly over what the next highest-valued user of the assets is willing to pay, which leads to the possibility of earning economics rents.  This will drive down the takeover premium.

Subsequent bidders:  This is an interesting group.  These firms know that they have only one shot at the firm.  Ideally, they would like to not pay the full economic value for the target because then they are just breaking even.  However, obviously they cannot low-ball an offer if they really want the assets.  Mot subsequent bidders, therefore, will likely bid close to the true value of the target firm to their company.  This will have the effect of driving up the takeover premium.
So, at one level, we could say the effect is indeterminate; the initial bidder’s willingness to low-ball and offer is probably offset by the subsequent bidders’ incentive to bid close to the real value.  

One could make an argument that bidder ego could get involved here.  Given that the highest-valued user of the assets has incentive to be the first bidder AND recognizing that no firm knows that it is the highest valued user, they only suspect it based on imperfect information, then the bidding firm whose management is the most over-confident will be the most likely to make the first bid, and therefore will be more likely to bid the price of for the target beyond its true economic value (thus over-paying for the target), and increasing takeover premiums.  

The primary item I am looking for in this answer is consistency (you cannot say that competition will increase and premiums will go down, for instance) and some acknowledgement of the differing forces at play.

