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BERGER, Justice:



In this appeal we consider the circumstances umdech an arbitration
award may be vacated where it is argued that thi&rabor manifestly disregarded
the law. The parties to a corporate acquisitioreag to arbitrate disputes about
the acquired company’s balance sheet on the eféectate of the transaction.
They retained an arbitrator to decide whether &erst compensation reserve had
been calculated correctly. The arbitrator decideithout any analysis, that there
would be no adjustment to the balance sheet. Thet@f Chancery vacated the
arbitrator’'s decision, finding that the arbitratdid not follow the relevant
provision of the parties’ share purchase agreemeduit the test for “manifest
disregard for the law” is not whether the arbitratusconstrued the contract—even
if the contract language is clear and unambiguols.vacate an arbitration award
based on “manifest disregard of the law,” a couustfind that the arbitrator
consciously chose to ignore a legal principle, @mttact term, that is so clear that
it is not subject to reasonable debate. As therdecloes not support such a
finding, the arbitrator’'s award must be reinstated.

FACTUAL AND PROCEDURAL BACKGROUND

In November 2005, SPX Corporation entered into gneement to sell all of
the capital stock of its subsidiary, Vance Inteioradl, to Garda USA, Inc., and its
parent company, Garda World Security Corporatiaviléctively, “Garda”). On

January 13, 2006, the parties entered into an Apttrnahd Restated Stock



Purchase Agreement (the “SPA”), under which Gagleed to purchase Vance’s
stock for $67,250,000 plus Net Cash. The actuatimse price was subject to
adjustment based on differences between SPX's R&nQ Balance Sheet,
produced five days before closing, and the Effecibate Balance Sheet, produced
within 60 days after closing.

On both balance sheets, Working Capital was todbailated in accordance
with the Working Capital Schedule contained in #ectl.3 of the SPA’s Seller
Disclosure Schedule. The Working Capital Schedidénes Vance’s Working
Capital generally as “current assets minus currkebilities, calculated in
accordance with US GAAP . . .!.”But there are specified exceptions. Section
1.3(a)(v) addresses the treatment of “incurredimitreported claims” (“IBNR”)
relating to workers’ compensation liabilities:

a) The calculation of current assets and curretilii@s shall
exclude the following accounts and balances:

*k*k

V. Incurred but not reported and reported claimsiteel to risk
management programs, with the exception of thosensl related to
workers’ compensation liabilities, which shall becluded in the
calculation of current liabilitie;

! Appellant’s Appendix at A-0556.
2 |bid.



Section 1.3(c) of the Working Capital Schedule alsquires that reserves be
calculated in a manner consistent with methods usmedinterim financial
statements prepared for Vance before the partteseshinto the SPA:

c) In preparing the Closing Date Statement of WugkCapital, the

respective amounts included . . . for all reservesthat were valued

for the interim September 30, 2005 financial statets . . . shall be

calculated using the same methodology in respestich items on the

interim September 30, 2005 financial statementshmiapplication of

the methodology shall reflect changes in circunt#anor events

occurring and based on the most current informatioown to SPX,

between the date of the interim September 30, 2fi0&ncial
statements and the Closing Date.

Throughout the sale process, SPX calculated wdrkeosnpensation
reserves for Vance as part of the Working Capitahgutation. SPX listed a
workers’ compensation reserve of $1.4 million inn¢e’s interim September 30,
2005 financial statements. SPX again listed a ea‘kcompensation reserve of
$1.4 million in Vance’s Pre-Closing Balance Shegfiter closing, SPX prepared
an Effective Date Balance Sheet in which the warkeompensation reserve was
adjusted downward slightly to $1.366 millibnIBNR was not included in any of
those calculations.

In May 2006, Garda challenged SPX's calculation tbe workers’

compensation reserve as listed on the Effectivee Batlance Sheet. Because the

? Ibid.

* According to SPX, the adjustment from $1.4 millior$1.366 million accounted for “$34,000 in
claim payments made between October 2005 and N&@8.” Appellant’'s Second Corrected Op.
Br. at 10 n.3.



parties were unable to resolve their dispute, #g@gred into arbitration. Ernst &
Young, LLP (*E&Y”), the firm selected to act as #rhtor, prepared a Statement
of Work, which was agreed to by the parties. tvuted that, “[a]s required by
Section 1.3(d)(ii) of the SPA, the Independent Aodant shall base the Award
solely upon the presentations of the Parties, asidbased upon an independent
review or any other source of informatioh.’/E&Y agreed to issue its Award “in
writing, in summary form, setting forth the detenaiiion(s) as to the disputed
items.”® But E&Y was not to “make any legal determinatiarsotherwise rule
upon issues of law in rendering the Awafd.”

The parties filed simultaneous opening briefs vida#ayY in July 2011. Garda
argued that the $1.366 million workers’ compensatieserve SPX listed on the
Effective Date Balance Sheet was understated.uppat of its contention, Garda
noted that: (1) less than a week after closing<’SPwn actuary, AON Risk
Consultants, Inc., estimated that the workers’ cemsption reserve should have
been approximately $3 million; (2) Oliver Wyman Aatial Consulting, Inc., an
outside consultant, concluded that the workers’ pemsation reserve should have
been between $3.5 million and $3.9 million; and$®X’s controller had signed a
representation letter to Vance’s post-closing audiPriceWaterhouseCoopers,

estimating the reserve to be $3 million.

> Appellant’s Appendix at A-0337.
®1d. at A-0338.
" Ibid.



SPX argued that no adjustment to the $1.366 milleserve was necessary
because SPX had properly estimated Vance’s worlensipensation liability by
using “the actual reserve amounts maintained byc¥anworkers’ compensation
carriers to compute the reserve for the . . . WaykTapital Schedulé.” SPX also
maintained that the reserve listed on the Effectvate Balance Sheet was
calculated in accordance with Section 1.3(c) of $fRA. Finally, SPX noted that
all relevant workers’ compensation claims had bpaid to date and were now
closed, and that a surplus of approximately $13B,08mained in Vance’s
workers’ compensation liability reserve.

After the opening briefs were submitted, E&Y askbd parties to address
specific questions in their reply briefs. E&Y adk&PX to explain why “a
workers’ compensation reserve liability of $1.36@lion is appropriate” despite
AON’s much higher estimate and SPX’'s “apparent askadgment that third-
party actuary valuations were considered by managenm determining the
reserve.” E&Y asked Garda to explain why actuarial estimateould be used to
calculate the reserve when real data was availabldetermine the workers’
compensation liabilities Vance actually incurretbtigh May 2011 for all relevant

claims?®

®1d. at A-0932-33.
°1d. at A-0353.
191bid.



Garda and SPX filed simultaneous reply briefs irgést 2011. SPX argued
in its reply brief that the AON analysis was irngdat because it was designed to
help assess SPX's “aggregated corporate reservad”was not intended to
“review loss histories or estimate future claim mpayts at the level of individual
business units!* Because the AON analysis did not use “Vance-fipeliss
factors,” it could not produce an appropriate eatenof Vance's workers’
compensation reserve liabiliti&s. SPX also maintained that it had consistently
applied the method of using insurance carrierseceesserve data to calculate
workers’ compensation liabilities on the Pre-ClgsiBalance Sheet, the Effective
Date Balance Sheet, and all earlier balance sheets.

Garda argued, for the first time in its reply brigfat SPX violated Section
1.3(a)(v) of the SPA’s Seller Disclosure Schedujefailing to include IBNR
related to workers’ compensation liabilities whealcalating Vance’s Working
Capital. Garda explained that the claims paymaid duggesting that the $1.366
million reserve had been sufficient thus far wabkelpful due to the possibility of
future recurrence or expansion of injuries that Moesult in new payments to
workers whose claims had previously been “closedThese potential future
liabilities, Garda argued, are the reason thati@edt3(a)(v) requires the inclusion

of IBNR in the calculation of Working Capital.

1 1d. at A-1046.
12 |d. at A-1047.



E&Y addressed a final round of questions to bothtigs and, after
receiving their responses, E&Y issued a deternonatetter in October 2011.
The arbitrator concluded that “no adjustment tosiZig Date Working Capital is
warranted for workers’ compensation liabilities [@arda] has not demonstrated
that [SPX] failed to comply with Section 1.3 of tBeller Disclosure Schedul&”
E&Y gave no other explanation for its decision.

Garda then filed a complaint in the Court of Chaycasking that the
arbitrator’'s decision be vacated. A Master in Gleayp considered the parties’
cross-motions for summary judgment, and issued real fiMaster's Report
upholding the arbitrator’s decision. Garda filedeptions, and, after briefing and
argument, the Court of Chancery vacated the atbitsadecision on the ground
that the arbitrator manifestly disregarded the terof the SPA. This appeal
followed.

DISCUSSION

Although this Court reviews a trial court’s decision cross-motions for
summary judgmentde novg“ “review of an arbitration award is one of the
narrowest standards of judicial review in all of &rnican jurisprudence’” Under

8 5714(a)(3) of the Delaware Arbitration Act, abitmation award will be vacated

131d. at A-0351.

4 Reserves Mgmt. Corp. v. R.T. Props., LBG A.3d 952, 955 (Del. 2013).

15TD Ameritrade, Inc. v. McLaughlin, Piven, Vogel Séw, 953 A.2d 726, 732 (Del. Ch. 2008)
(quotingWay Bakery v. Truck Drivers, Local No. 1863 F.3d 590, 593 (6th Cir. 2004)).



when “[t]he arbitrators exceeded their powers,mingperfectly executed them that
a final and definite award upon the subject mastédsmitted was not madé®”
Section 5714 tracks an analogous provision in eeFal Arbitration Act (FAA)/
and Delaware courts have found that “federal casespreting this section are
most helpful.*®

Under the FAA, vacatur is authorized where theteator acts in “manifest
disregard” of the laW?® The manifest disregard standard requires a Eaking
vacatur to prove that the arbitrator was “fully agvaf the existence of a clearly
defined governing legal principle but refused tplggt, in effect, ignoring it.*
To meet this standard, the evidence must estatthsl the arbitrator (1) knew of
the relevant legal principle, (2) appreciated thais principle controlled the
outcome of the disputed issue, and (3) nonetheldlslly flouted the governing
law by refusing to apply it
An arbitrator's awareness of the contract languag®ever, does not prove

that the arbitrator “knew of the relevant legalngiple” or “appreciated that this

®10Del. C.§ 5714(a)(3).

17Seed U.S.C.A. § 10(a)(4).

8Travelers Ins. Co. v. Nationwide Mut. Ins. (886 A.2d 46, 49 (Del. Ch. 2005) (citation omijted
¥Wilko v. Swan346 U.S. 427, 436 (1953)yerruled on other grounds IRodriguez de Quijas v.
Shearson/American Exp., Ind90 U.S. 477 (1988).

2 Duferco Int'l Steel Trading v. T. Klaveness ShigpiS 333 F.3d 383, 389 (2d Cir. 2003ge
alsoDawahare v. Spence210 F.3d 666, 669 (6th Cir. 2000) (“[T]o find mifast disregard a court
must find two things: the relevant law must beadle defined and the arbitrator must have
consciously chosen not to apply it. TP Ameritrade 953 A.2d at 733.

2 paul Green School of Rock Music Franchising, LLCSmith 389 F. App’x 172, 177 (3d Cir.
2010) (citation omitted).



principle controlled the outcome of the disput&howledge of the operative legal
principle and its proper application can be infdroaly “if the court finds ‘an error
that is so obvious that it would be instantly pered as such by the average
person qualified to serve as an arbitratéf.”™[A]s long as the arbitrator is even
arguably construing or applying the contract antingcwithin the scope of his
authority, that a court is convinced that he cortediserious error does not suffice
to overturn his decisiort?

The Court of Chancery decided that: 1) Section tl8arly and
unambiguously requires inclusion of IBNR in theemw®s; 2) the arbitrator knew
what Section 1.3 required, because the arbitrats gwen the contract; and 3) the
arbitrator refused to apply it “for whatever reaséh From these findings, the
Court of Chancery concluded that the arbitrator ifeatly disregarded the law.
The Court of Chancery incorrectly applied the “nfiesii disregard” standard by
failing to consider whether the arbitrator’'s demisirationally can be derived from
either the agreement of the parties or the partisgsbmissions to the

arbitrator . . . .®

%2 Travelers Ins. C9.886 A.2d at 49 (quotinQufercg 333 F.3d at 390).

% United Paperworkers Int'l Union, AFL-CIO v. Miscnc., 484 U.S. 29, 38 (1987%ee also
United Steelworkers of America v. Enter. Wheel & Carp., 363 U.S. 593, 599 (1960) (“[S]o far
as the arbitrator’s decision concerns constructibthe contract, the courts have no business
overruling him because their interpretation of ¢bhatract is different from his.”).

2 Appellant’s Appendix at A-0034.

3 TD Ameritrade 953 A.2d at 732.
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The parties’ submissions to the arbitrator esthhbiigat they presented two
colorable interpretations of the relevant SPA ppmn. Under Garda’'s
interpretation, failure to include IBNR would vitda Section 1.3(a)(v). Under
SPX’s interpretation, inclusion of IBNR would vitdaSection 1.3(c). E&Y asked
the parties pointed questions indicating that ihstdered whether the contract
required IBNR to be included in the Working Capitalculatior’® A reasonable
inference to draw from E&Y’s award is that the &ddor adopted SPX's
interpretation of Section 1.3. That interpretatioay have been wrong, but it was
not without a basis in the contract and the pdrsabmissions. Therefore, under
the “manifest disregard” standard, the arbitratarsrd is not subject to vacatur.

CONCLUSION

Based on the foregoing, the judgment of the Coti€lmancery is reversed,

and the case is remanded for further proceedingsistent with this opinion.

Jurisdiction is not retained.

2 Appellant’s Appendix at A-0353, A-0355.
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