IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

S. MUOIO & CO. LLC, on behalf of itself and )

the class and derivatively on behalf of CROWN

MEDIA HOLDINGS, INC.,
Plaintiff,

V.

N N N N N N N

HALLMARK ENTERTAINMENT
INVESTMENTS CO., a Delaware corporation)
HALLMARK ENTERTAINMENT )
HOLDINGS, INC., a Delaware corporation, )
H C CROWN CORP., a Delaware corporatior),
H.A., INC., a Delaware corporation, )
HALLMARK CARDS, INC., a Missouri )
corporation, WILLIAM J. ABBOTT, DWIGHT )
C. ARN, WILLIAM CELLA, GLENN CURTIS,)
STEVE DOYAL, BRIAN E. GARDNER,
HERBERT A. GRANATH, DAVID E. HALL,
DONALD J. HALL, JR., IRVINE O.
HOCKADAY, JR., A. DRUE JENNINGS,
PETER A. LUND, BRAD R. MOORE,
DEANNE R. STEDEM,

and

CROWN MEDIA HOLDINGS, INC., a
Delaware corporation,

)
)
)
)
)
)
)
Defendants, )
)
)
)
)
)
)
)

Nominal Defendant.

Civil Action No. 4729-CC



MEMORANDUM OPINION

Date Submitted: December 31, 2010
Date Decided: March 9, 2011

Kevin G. Abrams, T. Brad Davey and Matthew F. Daw$ ABRAMS &

BAYLISS LLP, Wilmington, Delaware; OF COUNSEL: Hey Kurzweil, James
P. Smith lll and Corinne D. Levy, of DEWEY & LEBOBRULLP, New York,
New York, Attorneys for Plaintiff.

Martin P. Tully, Jon E. Abramczyk, Leslie A. PolizdPauletta J. Brown and Ryan
J. Greecher, of MORRIS, NICHOLS, ARSHT & TUNNELL B, Wilmington,
Delaware, Attorneys for Defendants Dwight C. Arrnievi@ Doyal, Brian E.
Gardner, David E. Hall, Donald J. Hall, Jr., Irvi@® Hockaday, Jr., Brad R.
Moore, Deanne R. Stedem, Hallmark Entertainmendidgk, Inc., H C Crown
Corp., H.A., Inc., and Hallmark Cards, Inc.

Gregory P. Williams, Thomas A. Beck, Brock E. Ctesand Blake Rohrbacher,
of RICHARDS, LAYTON & FINGER, P.A., Wilmington, Dalware, Attorneys
for Defendants Herbert A. Granath, A. Drue Jenniagsl Peter A. Lund.

Kurt M. Heyman, Patricia L. Enerio and Dominick Gattuso, of PROCTOR
HEYMAN LLP, Wilmington, Delaware, Attorneys for Namal Defendant Crown
Media Holdings, Inc. and Defendants William Abbad#fjlliam Cella, and Glenn
Curtis.

CHANDLER, Chancellor



This action challenges the fairness of the Jun&Q90 recapitalization (the
“Recapitalization”) of Crown Media Holdings, Inc'Qrown” or the “Company”)
orchestrated by Crown’s controlling stockholder apdmary debt holder,
Hallmark Cards, Inc. and its affiliates (collective'Hallmark”).* For years,
Crown was unable to make its debt payments, andavasd to obtain extensions
on the debt from Hallmark. In the Recapitalizatidtallmark exchanged its
Crown debt for an increased percentage of Crowres<CA common stock, new
preferred stock and a new and far smaller amoumwkebt with longer maturities,
thereby permitting Crown to avoid a debt default aankruptcy.

Hallmark initially proposed a recapitalization day 28, 2009. Crown’s
board immediately created a Special Committee tasider the proposed
recapitalization. Before the Special Committeel@éayen consider the proposed
recapitalization, S. Muoio & Co. LLC (a Crown stbaitder) filed this action on
July 13, 2009, seeking to enjoin the proposed &etien. The parties agreed to a
stay of the litigation while the Special Commitnsidered Hallmark'’s proposal.
They also agreed that Crown would not consummate teansaction without
providing seven week’s advance written notice tooldis counsel of the terms of

the transaction. The parties further stipulateat th the event Muoio decided to

! The relevant affiliates are defendants HallmarkeBainment Investment Co., Hallmark
Entertainment Holdings, Inc., H C Crown Corp., &4., Inc.



pursue a preliminary injunction against the tratieac the parties would establish
a schedule for its resolution during the seven weslod.

Almost seven months later, on February 9, 2010 w@rannounced that
Hallmark and Crown had approved and executed abimaing term sheet in
connection with the Recapitalization. On Marct2@10, Crown announced it had
entered into a Master Recapitalization Agreemennaralizing the terms of the
Recapitalization.  After receiving that notice, remgr, Muoio eschewed any
preliminary injunction proceedings, and insteadedil an amended and
supplemental complaint on March 11, 2010, dropptagrequest for injunctive
relief and seeking rescission of the transactidine Recapitalization closed on
June 29, 2010.

Plaintiff contends that the Recapitalization wasistonmated at an unfair
price and drastically undervalued Crown. In sandpplaintiff asserts that Crown
should be valued based on a discounted cash flD\CK") analysis, and that a
properly conducted DCF analysis establishes thaiv@'s stock is worth far more
than the Recapitalization, which is valued at $2@9 share. Plaintiff also
contends that Hallmark imposed the Recapitalizatiorthe Company through an
unfair process, that the Hallmark-dictated termsthef new debt and preferred
stock are unfair, and that the Recapitalizatioraiurlyf transferred significant value

and voting power from the Crown minority stockhaokléo Hallmark. In sum,



plaintiff insists that the Recapitalization subsi@ily undervalued the Company,
resulting in an enormous, unjustified transfer efath and voting power from the
Crown minority stockholders to Hallmark, all thrdugan unfair process that
included an ineffective Special Committee and Hatkis domination of the
negotiation process.

This case was tried over a four-day period, froept&€mber 21 through
September 24, 2010. The parties concede thapfmeariate standard of review is
entire fairness. | have considered the partiest-pial briefs, and during trial |
assessed the strength and credibility of the testymoffered by the various
witnesses. Ultimately, my decision turns on thkofing factual findings: the
Crown board’s process was not flawed; the Specmhi@ittee was independent
and negotiated at arm’s length; and the recordlgldeamonstrates that Crown was
underwater at the time of the Recapitalization—tbait could not pay its debts as
they became due and absent the Recapitalizatidauld®r bankruptcy seemed
inevitable. In addition (as is now quite commonciases of this nature), the
valuation question, in part, resulted in a battleh® experts—and in this case,

plaintiff's expert lost. His proffered opinion wéar less credible and persuasive



than defendants’ experts. For the reasons mohg éxplained below, | find in
favor of defendants and conclude that the Recégitan was entirely faif.
|. BACKGROUND

A. The Parties

Plaintiff Muoio is a New York securities advisorymh and a holder of
Crown’s Class A common stock. Salvatore Muoio l&miff's principal owner
and manager.

Defendant Hallmark, a Missouri corporation headtgrad in Kansas City,
Missouri, is engaged in the manufacture and digtiob of personal expression
products. Immediately before the Recapitalizappooposal, Hallmark controlled
approximately 80.1% of Crown’s outstanding shaf@ywing the proposal it now
controls approximately 90.3%.

Nominal Defendant Crown is a Delaware corporatiath vis principal place
of business in Studio City, California. Crown'sveaues are largely tied to
advertising revenue, which in turn is driven by thgngs and demographics of its
cable television channels. Crown competes for batihgs and key demographics

with large media companies that are able to spitezid costs across multiple cable

2| have considered the parties’ briefing regardimgnerous outstanding objections to the
admissibility of testimony, reports, exhibits, dowents, demonstrative exhibits, rebuttal exhibits
and testimony, and handwritten notes. | overrillefahe objections and admit all of the items
which are the subject of these continuing objestioh will accord each item the weight and
credibility that it appropriately deserves.

% SeeJX 145 (Crown Schedule 13D/A); JX 85 (Crown Fori{ &une 29, 2010)).

4



channels. Crown’s board includes the Special Cdteeni defendants and
defendants William J. Abbott, Dwight C. Arn, WilimCella, Glenn Curtis, Steve
Doyal, Brian E. Gardner, David E. Hall, Donald AliHJr., Irvine O. Hockaday,
Jr., Brad R. Moore, and Deanne R. Stedem.

The Special Committee consists of defendants HefeGranath, A. Drue
Jennings, and Peter A. Lund. Granath has beemwarCdirector since December
2004 and has extensive experience in the broadodstable television industries.
He served as the chairman of Disney/ABC Internatidrelevision, and he also
developed and was the chairman of several cablgonet for ABC, including
ESPN, A&E, the History Channel, and Lifetirhe-le was also the chairman of the
National Academy of Television Arts and Scienced bas won several awards for
his work in the industry. Lund has been a Crown director since 2000, aisd ha
extensive experience in the media sector. Lund d&ddng career with CBS,
serving as president and CEO of CBS Television@alole Networks and later, as
president and CEO of CBS Ific.He is also currently a director of DirecTV.
Jennings served for twelve years as the CEO of &artGty Power & Light
Company, a publicly traded company on the New Y®t&ck Exchange. As a

prominent leader in the Kansas City community, Jegs has been actively

* Trial Transcript (“Tr.”) 583-87 (Granath).
> Tr. 588-89 (Granath).

® Tr. 428-30 (Lund).

"Tr. 431 (Lund).



involved with several civic associations, includithg Midwest Research Institute
and the Bloch Endowment Fund at the Greater KarGdg Community
Foundation? He also served on numerous advisory boards, dirgu the
University of Kansas Medical Center and Universdly Kansas Endowment
Association. He has been “of counsel” with the fam Polsinelli Shughart P.C.
since October 200%.Jennings joined the Crown board in 2006 and hieeichair
of Crown’s Audit Committee.

B. Crown’s Formation and its Debt Crisis

In 1991, Hallmark created the family entertainmplatform that became
Crown following a review of its business units, walinialso include Crayola and
other family oriented subsidiariéS. In the early 1990s, Hallmark acquired an
extensive production library of programming thatswaesigned to appeal to all
ages. In 1998, Hallmark partnered with the Natidngerfaith Cable Coalition
(“NICC”) to relaunch the Odyssey Network as a fanfilendly cable network?
The network was later renamed as “Hallmark Chahn€town Media Holdings
was created in 2000 to effectuate an initial pubffering of Crown, providing the

Company with additional capital to fund its devetemnt.

8 See, e.g.Tr. 663-64, 673, 734-37 (Jennings).

® Pre-Trial Stipulation and Order (“PTO”) { 26.
19 Joint Ex. (“JX”) 99 (Crown Corporate History).
1Ty, 597 (Granath).



In January 2001, Crown acquired a library of ov@0 riginal television
movies, representing over 3,000 hours of programgmifiom a Hallmark
subsidiary (the “Library Transaction®§. This programming was used, among
other things, to populate the Hallmark Channel tredHallmark Movie Channel.
With the Library Transaction, Crown assumed $22Mioni of debt and ultimately
issued 33.3 million shares of stock to Hallmatk.Over the years, Hallmark
supplied Crown with needed capital injections, agceed to extend maturities on
the debts owed to it by Crown. By spring 2009, aéear, Crown owed Hallmark
over $1.1 billion in debt Crown also held a credit revolver with J.P. Mardgthe
“JPM Revolver”) guaranteed by Hallmark, and it ov&&b million to NICC'®

C. Crown’s Attempts to Find a Buyer

In August 2005, the Crown board formed a spemmaimittee composed of
Granath and Lund (the “2005 Special Committee”)stek a buyer for the
Company and also consider other alternatives. 20@5 Special Committee
retained independent legal and financial adviséMachtell, Lipton, Rosen & Katz
and Citigroup, to engage in an extensive salesgssmvolving key players in the
cable industry as well as private equity firms. eTdbject was to help identify a

buyer for Crown. Not a single offer resulted frane 2005 Special Committee

12 3X 99 (Crown Corporate History).

13 SeeJX 305.

“pTO {7 28.

15 JX 84 (Crown Form 14C (May 21, 2010)).
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process. Thereafter, Hallmark itself engaged stulsions with several potential
acquirers or other sources of financing for Crowot was similarly
unsuccessfuf®

In August 2006, Tim Griffith became Hallmark’s intea CFO and assumed
responsibility for the management of Hallmark's estment in Crown. At this
point, Hallmark held $1 billion of Crown’s outstand debt'” Crown’s financial
situation was precarious because Crown had nevde raaprofit and (as stated
above) efforts to sell the Company had failed ughts point. To allow Crown to
continue operating as a going concern, Hallmark gradiously granted Crown a
waiver and standstill on its debt paymelitsThe waiver and standstill agreement
was revisited every quarter, with extensions beifigctive for one year from the
date Hallmark extended. Without the waivers antkresions, Crown’s auditors
would have issued a going concern qualificationCoawn’s financial statements
for one simple reason: Crown could not pay inteoesits debt (much less pay the
principal of the notes due upon expiration of ttaandstill).

In 2006, Crown hired a new CEO, Henry Schleiff, wivas specifically

recruited to find a buyer for Crown. Schleiff had successfully sold another cable

6Ty, 434-35 (Lund).

' Tr. 745 (Griffith).

18 Ty, 747-48 (Griffith).

19 Schleiff's employment contract provided a subsgincentive, a bonus of at least $6 million
($6-9 million), if he was successful in selling tB®mpany. He used his extensive industry
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channel before joining Crown. Schleiff contactesherous parties but ultimately
failed to locate a buyer for Crown during his thg@ar tenure as CEO. In 2007,
Schleiff's efforts produced three prospective bayéiberty Media, Time Warner,
and Hearst’ Each potential buyer did due diligence and spwite management.
Liberty Media expressed interest in Hallmark’s stak Crown, valuing Crown at
around $800 milliorf! Liberty Media continued to show its interest,siag its
enterprise value to $1 billion by 2068.In other words, Liberty Media viewed
Crown’s enterprise value to be below the value @’s debt. Similarly, Time
Warner did not make an offer, but put an enterpredae on Crown of $1 billion
(again, below the value of its debt). Hearst ndognally made an offer. In 2008
and 2009, Schleiff also turned up other potentigtdns, including CBS, Hasbro,
and Fox. None made an offer above Crown’s delbtabmark. Fox did make a
proposal, in which it put the total enterprise wahf Crown at $500 million and
which would have required Hallmark to write off 8586 the Hallmark debt and
give Fox control of the Compary. Hallmark was unwilling to accept those terms.

Concurrently, Hallmark extended Crown’s waiver atahdstill to May 2016

contacts and connections to constantly pitch Creavall players in the industryseeTr. 433
(Lund); 594 (Granath); 748 (Griffith); JX 312 (Crairorm 8-K (Oct. 6, 2006)).

20 Tr. 749 (Griffith).

2L Tr. 749-50 (Griffith).

22 Ty, 756-58 (Griffith).

23 Tr. 760-61 (Griffith).

4 1n the midst of these attempts and processes)07,2Crown was negotiating its agreements
with the major cable service providers that prodid&rown’s programming to cable television
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In sum, despite continuous efforts to shop Crowtesi2005, no potential
buyer had placed a value on Crown that exceedeHalmark debt, and the most
recent offer for Crown was $500 million—Iess thaaiftof its debt to Hallmark.
At least in Hallmark’s view, given that refinancittplimark’s debt with a third
party was impossible, a recapitalization was thst path forward either to a future
refinancing or a future sale. Although plaintifispgutes this, it appears that
Hallmark’'s view was that if there was no recaphafion, bankruptcy or
foreclosure were the likely alternatives.

D. The Recapitalization Proposal

On May 28, 2009, Hallmark sent the Crown board appsal for
recapitalizing the Hallmark debt (the “Hallmark Posal’)?® Under the Hallmark
Proposal, Hallmark’s equity ownership would inceefi®m 67% to at least 90.1 %
(possibly even up to 95%), while its voting powesuld increase from 80.1% to
90.3%2” The Hallmark Proposal included restructuring $5@i0ion of principal

amount of the Hallmark debt into a $300 million legmy term loan bearing an

subscribers. Crown’s contracts with Comcast, TWdarner, DirecTV and Echostar (which
together control about 70% of Crown’s cable disitiin) were set to expire during 2007.
Accordingly, Hallmark extended the waiver and s#itidon Crown’s debt because Hallmark
recognized that failing to extend could negativielpact the negotiations and any sale prospects.
Thus, in late 2007 and early 2008, Schleiff sudoélgsnegotiated Crown’s multi-year contracts
with major cable service providers: Comcast, ex¢éentb 2022, DirecTV to 2017, and Time
Warner and Echostar to 201SeeTr. 746-47 (Griffith).

25 Tr. 763-64 (Griffith); 818 (Hall).

2PTO 1 29; JX 23 (Crown Form 8-K (May 28, 2009)).

27 JX 48 (Sept. 28, 2009 Minutes) at 3.
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annual interest rate of 12% and a $200 million pakind term loan with an
annual interest rate of 15%, both maturing on Sepee 30, 2017® The
remaining Hallmark debt, which is about $600 milliavould be exchanged for
convertible preferred stock with a liquidation mmefnce of approximately $640
million and a conversion price of $1.00 per stareAlong with this proposal,
Hallmark also advised Crown that it would not con# to extend the waiver and
standstill. Hallmark was neither willing, nor ldlyaobligated, to invest further in
Crown.

E. Creation of the Special Committee

After receiving the Hallmark Proposal, the Crowrattbon June 2, 2009,
formed the Special Committee, composed of indepandieectors Granath, Lund,
and Jennings. Jennings was chosen as chairmdre ddgdecial Committee. As
stated above, the Special Committee had two memhbignsindustry experience
(Lund and Granath), and its chairman (Jennings)amMasvyer and former CEO of
a publicly traded utility company. According toethresolutions creating the
Special Committee, the Special Committee was empexivéo “consider such
matters as it deems advisable with respect to gmaBltalization Proposal,” and
authorized to “take such further action, at the @any’s expense, as the Special

Committee deems appropriate in order to carry loaitintent and purposes” of the

22 PTO 1 29; JX 24 (May 28, 2009 Proposal Letter).
Id.
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authorizing resolutiond’ The resolutions prohibited the Crown board from
approving or authorizing an agreement with resgecthe Hallmark Proposal
“without a prior favorable recommendation of thecRatalization Proposal or the
relevant part thereof by the Special Committ&e.”

F. Process of the Special Committee

The Special Committee’s first task was to selextindlependent legal and
financial advisor. The Special Committee retaiRéchards, Layton & Finger, P.A.
(“RLF”) as its independent legal counsel. Afteceking presentations from
various firms, the Special Committee retained Margztanley as its financial
advisor®® Once Morgan Stanley was engaged, the Special Gteenpromptly
authorized a press release announcing the engagesteimg expressly that the
Committee was “considering Hallmark Cards’ propasalell as the Company’s
other alternatives®

After being retained by the Special Committee, Mordgtanley engaged in

extensive due diligence of Crown, including meetingith Crown’s senior

22 JX 423 (Resolutions for the Appointment of a SpeCiommittee (“Resolutions”)).

Id.
*1n its engagement letter, the Special Committegsbto give Morgan Stanley an incentive to
find a sale transaction as an alternative to thiéméak ProposalSeeJX 431 (Morgan Stanley
Engagement Letter) at SC00000707 (“[A]t its solscdetion, the Committee will consider
paying Morgan Stanley an additional ‘Discretionafyee’ in connection with any
Recapitalization or Sale Transaction, as the casg be, which will be based upon the
performance of Morgan Stanley during the coursthefengagement.”); Tr. 837 (Kindler) (“My
expectation was if there was a sale transactioat we would get a higher fee than for
recapitalization.”).
33 JX 612 (Press Release (July 14, 2009)); Tr. 6723&B8nings).
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management to discuss the Company’s business p@liadsfinancial viability.
Morgan Stanley reviewed Crown’s current financiahdition and provided the
Special Committee with information regarding congide companies. Based on
its analysis, on September 11, 2009, Morgan Starmddyised the Special
Committee that it had determined a preliminary gabfi Crown of between $500
million and approximately $1 billion, with a mid-pb at approximately $700 to
$750 million—less than the amount Crown owed tdiHaik >*

Crown management also made presentations to theiabpeommittee,
updating the Committee on the cable industry andCoown’s performance in
2008 and 2009. The Special Committee was inforriied the Company’s
performance in its key demographic (women age Zs#)dell below expectations
and below 2008 results, and Crown’s 2009 advegisales were below 2008 sales
by approximately 13% to 15%. In November 2009, Crown’s management
revised the Company’s five-year business plan lojcmg the forward-looking
projections in light of current market conditionsda Crown’s performance.
Management discussed the revised plan with thei&ip@ommittee®® Before the

Hallmark Proposal, Crown had not been able to nmsetlebt service on the

34 Tr. 259, 262-63 (Lee); 604 (Granath); 683-84 (Jegs); JX 43 (Sept. 11, 2009 Minutes); JX
448 (Morgan Stanley Sept. 11, 2009 Presentation).

% JX 43 (Sept. 11, 2009 Minutes); Tr. 446-47 (Lund).

36 JX 56 (Nov. 23, 2009 Minutes).
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Hallmark debt; interest on the debt alone was ntioa@ $100 million per year.
As a result, Crown had been operating under assefiavaivers and extensions
since 2006 that deferred nearly all of Crown’s pagmobligations—without
which waivers Crown would have defaulted on theidatk debt. In short, Crown
faced significant hurdles going forward. To makeatters worse, the cable
industry’s gradual decline itself added more negapressure to Crown’s bleak
future®

The Special Committee knew it had few options. SEhoptions included:
(1) refinancing the Hallmark debt; (2) pursuinghrd-party sale; (3) accepting
Hallmark's Proposal; or (4) negotiating the HalliknadProposal. The Special
Committee, with advice from Morgan Stanley, ackreniged that none of those
options were optimal, but the status que.(doing nothing) was not feasible
because Crown simply could not service its debtiéurand would be unable to
satisfy its debts on the maturity datésMorgan Stanley took the position (and so
advised the Special Committee) that Crown couldraefihance the Hallmark debt
with a third party in light of Crown’s capital sture and debt market conditions

in 2009. Moreover, given past failed sales effottse Special Committee

37Tr. 768 (Jennings); 745, 796 (Griffith).

38 Tr. 424-25 (Lee); 888-89 (Kindler).

39 Morgan Stanley also did not view the status qucaasable alternative because, even if
Hallmark agreed, contrary to its public statemetds;ontinue to waive the defaults on its debt,
there would be increasing uncertainty in the marketd “no assurance that the shareholders
would ever get any valueSeelX 43 (Sept. 11, 2009 Minutes).
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determined that a third-party sale was unliK8lyThe Special Committee reached
this decision based on its own members’ extensidedtry experience as well as
Morgan Stanley’s advice.

Ultimately, the Special Committee determined théakent a recapitalization
of its debt, Crown faced a potential bankruptcy.orlyan Stanley advised that
Crown’s non-Hallmark stockholders likely would notgceive any value in a
bankruptcy proceeding. On the other hand, theree wetential downsides to
Hallmark in a bankruptcy, and Morgan Stanley comsd it unlikely that
Hallmark wanted to place Crown into bankrupttyAs stated above, Hallmark,
with its original proposal, had no intention of tianing to extend the waiver and
standstill, and it simply did not want to investther in Crown. Likewise, the
Special Committee and Morgan Stanley believed findher extending the debt
waivers and putting off Crown’s significant capistitucture issues were not in the
best interests of Crown or its minority stockhofjelbecause the debt owed to

Hallmark would continue to grow. Therefore, thee@pl Committee decided not

0 Even though Crown had been shopped continuouslynas seen as still for sale, Crown had
not received any offers or even an expressiontefast valuing the Company above its dSate

Tr. 450 (Lund);see alsoTr. 602 (Granath) (“We just finished four yearsaoinstant activity
trying to sell the thing. If Peter [Lund] and | veenot successful with our contacts, certainly
Henry [Schleiff], who was in the trade press, aay every second day, made known to the
world that the Hallmark Channel was up for sale. Y know, unless somebody came out of
the woodwork, [a sale] was not a real possibiljty.”

“11n fact, the Special Committee’s legal counselFRadvised the Special Committee that there
was a “high risk” of equitable subordination to Hark in the event of a bankruptcy. Tr. 639
(Granath). The Committee members agreed it woeldamathema” to Hallmark to force a
bankruptcy. Tr. 499-501 (Lund).
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to pursue or to ask for further debt extensionsveGthe potential risks and costs
of a bankruptcy, Morgan Stanley believed Hallmarlould be inclined to
renegotiate a solution to the debt issues for Cromorgan Stanley also
considered the Hallmark Proposal to have numerefisiencies’? It was against
this background that Morgan Stanley advised theci@p€ommittee that a go-
private transaction was the best alternative ferrtbn-Hallmark stockholders. In
the event Hallmark would not consider taking Cropwvate at a fair price,
Morgan Stanley believed the Special Committee shawlto negotiate for better
terms in a recapitalization.

G. The Negotiations

Armed with Morgan Stanley’s advice favoring a gosate transaction, the
Special Committee approached Hallmark on this issOa September 21, 2009,
Jennings sent a letter on the Special Committegtslb to Don Hall, Jr., CEO of
Hallmark, proposing a go-private transactfdrOn September 23, 2009, on behalf
of Hallmark, Griffith responded that Hallmark wagtnnterested in taking Crown
private** After Hallmark rejected the go-private idea, tBpecial Committee

decided to negotiate the recapitalization. To &md, it directed Morgan Stanley to

2 For example, Hallmark’s proposal would extend rheturity of the Crown debt by only five
guarters and failed to address the maturity ofJ&! Revolver in March 2010 or the mandatory
redemption of NICC’s debt in December 2010. Untier Hallmark proposal, Crown would be
facing another liquidity crisis in less than a y&seTr. 262; JX 43 (Sept. 11, 2009 Minutes).

3 PTO 1 33; JX 449 (Special Committee Letter to iatk): Tr. 682-83 (Jennings).

“ PTO { 34; JX 47 (HCC Letter to the Special Conerit{Sept. 23, 2009)); Tr. 682-83
(Jennings).
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meet with Hallmark’s financial advisor, Evercore rtAars, to discuss a
counterproposal. The Special Committee’'s count@gsal had several goals,
including a significant reduction in Crown’s outsting debt, an extension of
Crown’s debt maturities, and an increase in thewrnhof equity retained by the
unaffiliated stockholderS. Morgan Stanley’s proposed strategy, which thecBpe

Committee adopted, was to posit a low number faw®drs value, give Hallmark

new debt equal to that number, and allow the mipatiockholders to share in any
upside from that number.

Morgan Stanley conveyed this counterproposal tolntdak through
Evercore Partners on October 1, 2009. At a meetingOctober 15, 2009,
Evercore Partners conveyed to Morgan Stanley Hallisdhree concerns about
the Special Committee’s counterproposal: (1) Halknaould not write off any
portion of its $1.1 billion in loans to the Compaig) a “majority of the minority”
vote condition could not be a condition to closiagd (3) Crown had to pay off
the NICC debt at par in due course.

Hallmark's October 15 response had a slight chafige its original
proposal. As a result, the Special Committee aeLiabt to bid against itself and
refused to engage. As a result of this strateginihrk made “a major economic

concession” and gave Morgan Stanley the percepbbrwhat could be the

5 JX 49 (Morgan Stanley Oct. 1, 2009 Presentation).
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“framework of a negotiated transactioff” Hallmark eventually submitted a
revised proposal that, among other things, allowesl equity to participate in
Crown’s value above $500 millioH. With that revision in hand, the Special
Committee had achieved one of its important go@lsat is, to the extent the value
of Crown was more than $500 million, the minoritpckholders’ equity would
have value. Hallmark’s revised proposal also edgenthe maturity of the new
debt and guaranteed a revolver in a sufficient amBu Hallmark delivered a
further revised term sheet to the Special Commiitedlovember 27, 2009.

Four days later, the Special Committee and Hallmatkng with their
advisors, held a meeting to discuss the open idsadmg up to Hallmark’s most
recent revised recapitalization proposal. At tmaeeting, Hallmark made
numerous concessions, including agreeing to lowerinterest rates on the new
Hallmark debt for the first two years; agreeingatmual cash flow sweepbas
opposed to quarterly sweeps; and agreeing to siseest efforts to support Crown
in obtaining a $30 million revolvet. Hallmark refused to agree to additional

concessions, specifically refusing to agree toa(fransaction after which it would

6 Tr. 280-81 (Lee).

*"Tr. 853 (Kindler) (“They basically accepted oussijtion, and it was the best outcome we could
have imagined.”).

8 JX 55 (Morgan Stanley Nov. 18, 2009 Presentation).

9 JX 84 (Crown Form 14C (May 21, 2010)).

0 As | understand it, a cash flow sweep is a debecant that requires a certain amount of
available cash flow to be used for debt servich@event of excess cash flow.

>1 JX 58 (Dec. 1, 2009 Minutes); JX 473 (Morgan Saridec. 7, 2009 Presentation).

18



own less than 90% of Crown; and (2) a transactidrjest to a majority-of-the-
minority vote>® Hallmark did offer terms for a standstill agreemén which
Hallmark would guarantee a floor, in a purchasehod-party sale of Crown, of
$1.00 per share to the minority stockhold@rsThe Special Committee rejected
this offer by Hallmark. Despite the fact that tBpecial Committee and its
advisors walked out of the meeting at that poirgniicant progress had been
made, and the parties’ advisors continued theoudisions, including the terms of
a binding standstill agreement.

H. The Special Committee Retains a Second FinbAdmsor

After the December 1 meeting, based on the adwogiged by Morgan
Stanley, the Special Committee directed its legaisr, RLF, to submit a revised
term sheet to Evercore Partners setting forth éhmg that the Special Committee
would be willing to recommend to the Crown boaithe Special Committee also
discussed the possibility of retaining a seconcdarfaial advisor to provide
additional guidance on the remaining terms undasicieration and, if appropriate,
to render a fairness opinion. The Special Commi&eentually retained Houlihan
Lokey as its second financial advisor to evaludte Recapitalization and, if
possible, to provide an opinion that the Recapiddilon was fair to Crown from a

financial point of view. Houlihan explained th#$ ianalysis would “help bridge

2Tr, 283 (Lee); 466-67 (Lund); JX 58 (Dec. 1, 200i@utes).
>3 JX 58 (Dec. 1, 2009 Minutes).
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the gap between the Committee’s potential findimaj the Recapitalization is fair
to the Company’s stockholders (other than [Hallifjadnd the opinion that the
Recapitalization is fair to the Company from a fioil point of view.**

I. The Special Committee and Hallmark Negotiag&andstill Agreement

On December 7, 2009, the Special Committee detedrtimat it would send
a term sheet to Hallmark’s attorneys reflecting tdwens the Special Committee
was willing to recommend to the Crown board. Ideld in the terms was a
stringent standstill agreement which limited Halthia ability to buy or sell
Crown’s shares®> Throughout December 2009 and January 2010, raigots
continued based on revisions to the Special Coraaigtproposed term sheet. The
Special Committee and Hallmark ultimately reachedagreement on the final
terms of a standstill agreement—terms that produbitiallmark from acquiring
additional shares of Crown common stock from thesiog date of the
recapitalization until December 31, 2013, unlessressly approved by a special
committee of the Crown board composed solely ogjpahdent and disinterested
directors®® As of January 1, 2012, however, Hallmark will dlele to acquire
additional Crown sharei$ it pays a $0.50 per share premium to the minanty

conjunction with a third-party sale or if it makagender offer for all of Crown’s

>4 JX 73 (Feb. 9, 2010 Minutes).
% JX 475 (Email from J. Zeberkiewicz (Dec. 10, 2009)
*6 JX 84 (Crown Form 14C (May 21, 2010)) at Ex. D.
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shares with a majority-of-the-minority tender cdiwhi.>’ The standstill agreement
also limits Hallmark’s ability to sell its Crown ates to a third party?

J. The Special Committee Approves a Non-Binding Bheet

On February 9, 2010, after consulting with and irecg advice and
recommendations from its advisors, the Special Cuimen approved a non-
binding term sheet (the “Final Term Sheéf")setting forth the basic details of an
agreement on the terms of the RecapitalizatforiThe Final Term Sheet was
publicly filed with the SEC' Morgan Stanley believed that the Final Term Sheet

represented a better outcome for, and provided maige to, the minority

>"1d.

%8 Special Committee Defs.’ Post-Trial Answering B&. (“Until December 31, 2011, Hallmark
cannot sell its Crown common stock to a third pasighout prior approval of a special
committee of the board composed of solely indepetndisinterested directors. From January 1,
2012, to December 31, 2013, however, Hallmark déecta third-party sale in a ‘Premium
Transaction,’” in which the minority receives an iéiddal $.50 per share premium, or in certain
limited public offerings. Beginning January 1, 20idrough December 31, 2020, Hallmark is
also restricted in its ability to sell a majoriti/tbe Crown stock to a third party.”). The stanitst
agreement defines a Premium Transaction as a ttamsan which all stockholders unaffiliated
with Hallmark are entitled to participate and arditked to receive both: (1) consideration
equivalent in value to the highest per-share camatibn received by Hallmark in connection
with the transaction, and (2) a premium, in casjuaéto $0.50 per share of common stock. JX
84 (Crown Form 14C (May 21, 2010)) at Ex. D.

9 Before the Special Committee approved the termetshi@ January 2010, the Special
Committee learned of a possible deal between Crameh Martha Stewart Living Omnimedia,
Inc. (the “MSLO Transaction”)SeeJX 497 (MSLO Transaction Agreement). The Special
Committee discussed the business and financial dmgiathe MSLO Transaction with Crown
management. Given the anticipated modest impacthenCompany’s projected financial
performance, and the Committee’s evaluation ofitherent risks in the transaction, the Special
Committee determined that the MSLO Transactionndidprovide the Special Committee with a
credible basis on which to extract improved terrosifHallmark. SeeTr. 468-69 (Lund).

0 pPTO 1 35; JX 73 (Feb. 9, 2010 Minutes).

®1 JX 510 (Crown Form 8-K (Feb. 10, 2010)).
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stockholders than any of the alternatives, inclgdhe status qu®. Houlihan also
addressed the Special Committee during the Feb@ia2910 meeting. Houlihan
analyzed how the minority stockholders would fare-gecapitalization and post-
recapitalization concluding that the minority stbolders received significant
benefits under the Recapitalization (in the Finalrii Sheet), as opposed to the
status quo, in which the minority stockholders vadouéceive no value for their
shares?®

There were a number of improvements in the FinamT8heet as compared
to the initial Hallmark Proposal, including: (1)etiminority stockholders will begin
to share in Crown’s upside once the value of Crawgeeds $525 million,
compared to $1.168 billion in the initial HallmaRcoposal; (2) $315 million of
post-Recapitalization debt (as compared to $500Gomiin the initial Hallmark
Proposal), with a maturity date in December, 2048 dcompared to September,
2011 in the initial Hallmark Proposal); (3) reduaatkrest rates on the debt and a

higher conversion price on the preferred stock; i(dJusion of a $30 million

%2 SeeTr. 314 (Lee) (“We thought in our view this reallyas and really is the best alternative
that was available to all stakeholders. We wemnfhaving a company that had a billion-two of
senior secured debt on its balance sheet and haguigy, not having any value until liability
was satisfied, to having equity controlling — onlgn-affiliated equity owning 10 percent of the
company roughly after only $500 million of value.8ge alsdl'r. 869-70 (Kindler) (“I felt, | was
actually quite certain, that we had pushed thigaas we could possibly push it. And you know,
our job was to do the best job we could do forrtbe-Hallmark stockholders. And sitting there,
looking at all the alternatives, it was very, vetgar to us that there was absolutely no way of
getting this company refinanced. Or the status queere, basically, we just kept on going on
with waiver after waiver after waiver. That woulchve been an awful result for the non-
Hallmark shareholders.”).

®3 SeeTr. 185-86 (De Rose).
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revolver, guaranteed by Hallmark for the term o tltew debt as compared to no
revolver in the initial Hallmark Proposal; (5) tistandstill Agreement; and (6)
annual, rather than quarterly, cash flow swéépas mentioned above, the Final
Term Sheet was publicly disclosed, and the Comp®wer received any other
offers to purchase the Company, even though it dvedosed as a non-binding
term sheet.

K. The Special Committee Approves the Recapitaliza

During a February 25-26, 2010 meeting, Morgan $tameconfirmed its
earlier advice to the Special Committee that “ituldbbe impossible to refinance
with the Company’s current indebtedness,” and ithatid not think there would
be any return for the equity if the Company wasl $otlay.®> Morgan Stanley did
not believe that other strategic options would elenavailable to the Company.
Therefore, Morgan Stanley believed that the Reahpdtion was clearly the best
option for Crown and recommended that the Specmin@ittee approve the
Recapitalization. Furthermore, the Special Conwuitteceived a fairness opinion
from Houlihan, and Houlihan’s analysis indicatedtt@rown’s equity would have
value after the Recapitalization, as opposed torbahe Recapitalization, in which

it would not®® Based on its own business judgment and the adwice its

®4 SeeJX 73 (Feb. 9, 2010 Minutes).
%5 JX 76 (Feb. 25-26, 2010 Minutes).
% SeeJX 77 (Houlihan Lokey Fairness Opinion).
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independent legal and financial advisors, includithg recommendation from
Morgan Stanley and the fairness opinion by Houljhtre Special Committee
concluded that the Recapitalization was in the he®rests of Crown and its
minority stockholders, and recommended that thesaetion be approved by the
full Crown board. Relying on the Special Commiseleecommendation, the full
board approved the Recapitalization, which closedune 29, 2010.
1. ANALYSIS

A. Standard of Review and Burden of Proof

A transaction between a majority stockholder areldompany in which it
owns a majority stake is generally reviewed undteréntire fairness standard and
the controlling stockholder (or the party standargboth sides of the transaction)
bears the burden of prodf. Given Hallmark’s role in the Recapitalizationgth
applicable standard of review for this case undelaare law is therefore entire
fairness. As its name implies, entire fairnesstiv@ascomponents: fair dealing and
fair price. These prongs are not independent badCourt does not focus on each
of them individually®® Rather, the Court “determines entire fairnesetham all

aspects of the entire transactidi.Fair dealing involves “questions of when the

7 Kahn v. Tremont Corp.694 A.2d 422, 428 (Del. 1997) (“Ordinarily, in challenged
transaction involving self-dealing by a controllisgareholder, the substantive legal standard is
that of entire fairness.”Kahn v. Lynch Commc’n Sys., In838 A.2d 1110, 1115 (Del. 1994).

%8 Valeant Pharms. Int'l v. Jerne921 A.2d 732, 746 (Del. Ch. 2007) (“[T]he fairatiag prong
informs the court as to the fairness of the priocimed through that process.”).

%91d.; William Penn P’ship v. Salib2011 WL 440615 (Del. Feb. 9, 2011).
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transaction was timed, how it was initiated, stuuetl, negotiated, disclosed to the
directors, and how the approvals of the directand #e stockholders were

obtained.”®

Fair price involves questions of “the economicd afinancial
considerations of the proposed merger, includingralevant factors: assets,
market value, earnings, future prospects, and dhgrelements that affect the
intrinsic or inherent value of a company’s stock.”

“[T]he initial burden of establishing entire faisserests upon the party who
stands on both sides of the transactiGh.”If defendant can show that the
challenged transaction was negotiated and approyédn independent committee
of directors” or an informed majority of the mintyrihowever, the burden of proof
shifts to “the challenging shareholder-plaintiff” To determine whether the
burden shifts in this case, | must consider “whethe special committee was truly

independent, fully informed, and had the freedormegotiate at arm’s lengtfi®”

To establish that a director lacks independen@ntdf must “create a reasonable

O Emerald Partners v. Berlin787 A.2d 85, 97 (Del. 2001) (quotiMjeinberger v. UOP, In¢
457 A.2d 701, 711 (Del. 1983)).

"11d. (quotingWeinberger 457 A.2d at 711).

"2Kahn v. Lynch638 A.2d at 1117 (Del. 1994) (citiMjeinberger457 A.2d at 710-11).

31d. “If the controlling stockholder permits the usebmth protective devices [an independent
special committeand an informed majority of the minority], then theamisaction could avoid
entire fairness reviewReis v. Hazelett Strip-Casting Corg011 WL 303207, at *10 (Del. Ch.
Jan. 21, 2011) (citinth re CNX Gas Corp. S’holders Litigd A.3d 397, 400 (Del. Ch. 2010in

re John Q. Hammons Hotels Inc. S’holder Litig009 WL 3165613, at *12 (Del. Ch. Oct. 2,
2009);In re Cox Commc’ns, Inc. S’holders Liti@79 A.2d 604, 606 (Del. Ch. 2005)). Here, as
there was no majority of the minority vote, avomliantire fairness review completely is not a
possibility.

"4Kahn v. Lynch638 A.2d at 1120, 1121.
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doubt that a director is not so ‘beholden’ to atenested director . . . that his or
her ‘discretion would be sterilized™ In order “[tJo create a reasonable doubt
about an outside director’s independence, a ptamtist plead facts that would
support the inference that because of the natura wmdlationship or additional
circumstances . . ., the non-interested directmslavbe more willing to risk his or
her reputation than risk the relationship with ititerested director’®

At trial, the evidence easily met this exactingngierd, demonstrating that
the Special Committee was independent, fully infedmand that it had negotiated
with Hallmark at arm’s length. First, plaintiff ma no arguments regarding the
independence of Lund and Granath, two of the thmeenbers of the Special
Committee. Second, plaintiff failed to convince et the other member,
Jennings, lacked independence.

Plaintiff makes several arguments as to why Jemsniagks independence,
but none of them were enough to create a reasodahlg as to his independence.
First, plaintiff contends that because of his nation by Hallmark to the board of
Crown, Jennings lacks independence. The mere m@bimimof a director by a

majority stockholder, however, is insufficient toerdonstrate lack of

"> Beam v. StewarB45 A.2d 1040, 1050 (Del. 2004).
®1d. at 1052.
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independenc?’. It was established at trial that aside from leivise on the board
of Crown, Jennings has no business or persondiamthip with any of the other
Crown directors’® Next, plaintiff points to Jennings's service femrious
charitable and civic organizations, and his invoteat with the University of
Kansas (which receives financial support from Hallk) to challenge his
independence. Although Jennings has served orbdheds of numerous non-
profit organizations in the Kansas City area, nohthe positions raise reasonable
doubts about his independence. Moreover, plaiagferts that several members
of the Hall family attended the University of Kassand that the Hall family made
significant donations to the University of Kansa®laintiff also contends that
Jennings’s fundraising efforts for the University Bansas are themselves
sufficient to undermine his independence. Jennihgw#ever, has never solicited
from Hallmark or the Hall family on behalf of thenlersity of Kansas.
Furthermore, Jennings does not receive any compenstr his service on
University of Kansas-affiliated boards. Althougk did receive a salary for his
three month job as the University of Kansas’s imeathletic director, he returned

his salary to the University when his term was up.

""See, e.g., Aronson v. Leyds'3 A.2d 805, 816 (Del. 1984) (“[I]t is not endut charge that a
director was nominated by or elected at the bebé&dhose controlling the outcome of a
corporate election. That is the usual way a pebsmomes a corporate director.”).

8 Tr. 665, 675-76, 735-36 (Jennings).

" Tr. 676-77 (Jennings).
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All these facts illustrate that cases like re Oracle Corp. Derivative
Litigation®® (which involved a special litigation committee) dot apply here. For
example, inOracle and other similar cases, the special committee lmeesnwere
paid a salary by the university that received tbeations, and they personally
solicited donations from (or had other substardiehlings with) the donors. In
short, plaintiff failed to persuade me that Jensimgas beholden to or under the
domination of Hallmark or the Hall family, or thdennings was “disabled from
exercising independent judgmefit.”

Accordingly, | find that all three members of thpeSial Committee were
independent, and approved the transaction aftarmais length negotiation. Thus,
plaintiff bears the burden of showing that the R#edization was unfair given the
undisputed evidence that the transaction was apgdrdy an independent and
disinterested special committee of directors. wnbegin my analysis by
examining the issue of fair dealing and then torthe related issue of fair price.

B. Fair Dealing

Along with the board’s composition and independentair dealing

addresses the timing and structure of negotiat@amswell as the method of

80824 A.2d 917 (Del. Ch. 2003).

81n re J.P. Morgan Chase & Co. S’holder Litig906 A.2d 808, 821 (Del. Ch. 2005). In
addition to being independent and disinterested,itldividual committee members impressed
me as directors willing to assume the task of tbmmittee “in a rigorous and independent
manner.” G. Varallo, S. Raju & M. Alleigpecial Committees: Law and Practig2-33 (2011).
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approval of the transactiofi*” Considering theses factors, for the reasonsosét f
below, | find that the process followed here watsrely fair.

1. Hallmark’s Timing of the Recapitalization

Plaintiff argues that Hallmark opportunistically med its original
Recapitalization proposal to burden Crown with debthe initial step in a devised
plan in which it could exercise leverage over Crawmaneuver a “perfect storm”
and force recapitalization at a critical momenCirown’s life cycle®® Given the
fact that Hallmark had all along sought a meanihgfalution to Crown’s
crumbling capital structure, | do not accept piffistcontention that Hallmark had
devised an elaborate scheme to unfairly time theapitalization. To begin with,
Hallmark did not have any legal obligation to cong to waive Crown’'s debt
obligations. Like the majority stockholder andditer in Odyssey Partners, L.P v.
Fleming Companies, Ing? Hallmark did not have an obligation to defer pagpise
or to make other financial concessions for the saké&rown, or its minority

stockholder§® As former Chancellor Allen observedTihorpe v. CERBCO, Inc.

82 Kahn v. Lynch Commc'ns Sys., 69 A.2d 79, 84 (Del. 1995).

8 PI's Opp’n Post-Trial Br. 42 (“The Recap Proposals opportunistically timed by Hallmark

to coincide with a perceived ‘perfect storm’ of et that would allow it to increase its

controlling stake above 90% at a bargain pricewit) the confluence of (a) the impending
expiration of the Standstill and Waiver, (b) neazen capital markets that would allow
Hallmark to claim to be [the] ‘only game in towrahd (c) a company that had finally turned
EBITDA positive, but had not yet shot up the cuofehe proverbial ‘hockey stick.™).

84735 A.2d 386 (Del. Ch. 1999).

%1d. at 411 (“Fleming was under no obligation to agteeany of these things, either as a
stockholder, a supplier or a creditor.8ge Jedwab v. MGM Grand Hotels, |n809 A.2d 584,
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“controlling shareholders, while not allowed to ubeir control over corporate
property or processes to exploit the minority, mo¢ required to act altruistically
towards them® Moreover, the evidence at trial indisputably shdwihat there
was no tangible way that Crown would be able totnitsedebt obligations when
they were due, and that Crown had no real optidhsrdhan a recapitalization or
bankruptcy. Given the fact that Crown’s debt srisad developed over the years
with unprofitable and not-promising operationsisitevident that Crown did not
have a solution that would provide a better oppotyufor future value than a
recapitalization.  Thus, | find that plaintiff's elence falls far short of
demonstrating Hallmark’s having unfairly timed fRecapitalization.

Unfortunately that is not all of the bad news toe plaintiff. There are other
reasons why plaintiff's unfair timing theory faiégs well. Plaintiff's unfair timing
theory is premised almost entirely on the approxéiya$3 billion valuation of
Crown by plaintiff's expert withess, Daniel R. Sche&er. | am not able to accept
this theory, however, when Schechter’s valuatiamoa explain why no potential
buyer or valuation expert (other than Schechterskifp ever perceived Crown’s
value to exceed its debt. First, if plaintiff'setbry were correct, Hallmark would

have accepted the Special Committee’s offer to t@kewn private (because

598 (Del. 1986) (“[T]he law does not require mdrmart fairness. Specifically, it does not, absent
a showing of culpability, require that directors ammtrolling shareholders sacrifice their own
financial interest in the enterprise for the sak#e corporation or its minority shareholders.”).
861993 WL 4434086, at *7 (Del. Ch. Oct. 29, 1993).
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Hallmark would have benefited from Schechter’s addal $2 billion of value had
it in fact existed). Second, during the nine mertktween the Hallmark Proposal
(May 2009) and the Special Committee’'s approval tieé Recapitalization
(February 2010) in which plaintiff argues that Crowas in the “sweet spot” on
the “proverbial hockey stick,” none of the potehtryers tried to capture this
purported upside by offering terms better than fdatk’s proposal. Third, when
Hallmark saw the upside in Crown’s “life cycle,’rsly at least one of the other
sophisticated industry players and private equityens (players that Schechter
noted regularly advise on potential cable acqois#) would have attempted to
take advantage of the purported “sweet spot” as wyebffering to pay more than
the value implied by the conversion price in thecémtalization. No one did.
Lastly, plaintiff argues that Hallmark proposed tRecapitalization at a critical
time in Crown’s life cycle, during a brief periodtexr Crown had turned the
EBITDA positive but before it shot up the curvepmfitability. On this specific
point, | agree with and fully credit Hallmark’s eqp withess (Professor Jerry A.
Hausman) that absent a material change in expeaddflows, a short interval in
time between two DCF valuations will not produce tiipe of dramatic change in
value that plaintiffs theory posits. Hausman expéd that only “new
(unexpected) information” (the type of informatitimat could materially affect

Crown'’s cash flows)—not changes in the timing ebéuation—would be required
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to explain the dramatic change in valdedUnless something changes that would
materially affect the expected future cash flowsd(amo such change occurred
here), the timing of the valuation should not proglthe type of change in value
that plaintiff assumes. Thus, it is clear to mat fhlaintiff's unfair timing theory is
flawed.

2. The Special Committee’s Formation and SeleatfoBounsel

The members of the Special Committee have extenbiv&@ness and
industry experience, including Lund’s and Granagxperience in the television
and cable industries. Plaintiff alleges that Haltknimproperly controlled the
Special Committee’s formation and operation, angarticular that Jennings was
not independent® Plaintiff attempts to show this by pointing toefiminary
discussions that Jennings had with Brian Gardnene@l Counsel of Hallmark
and Secretary of Crown. Plaintiff insists thesecdssions somehow were

improper, but does not allege that any of thesénpreary discussions involved

87 JX 87 (Hausman Report) T 18 (“[M]arket prices odhange when there is new (unexpected)
information.”).

8 paintiff focuses on Jennings because it is chyséar that Lund and Granath are independent
of Hallmark. Lund has no relationship with anyane¢he Hall family, and he has no personal or
business affiliation with any Hallmark entity (otltean as a director of Crown). Granath is also
disinterested in the Recapitalization and indepenhdé Hallmark and the Hall family. He was
asked by Lund to join the Crown board, and he didkmow any of the other members of the
Crown board or any members of the Hallmark boardicéctors. Like Lund, Granath has no
personal or business relationships with any memdbfetise Hall family, other than as a director
of Crown. Again, plaintiff made no arguments retjag the independence of Lund and Granath
at trial or in its written submissions. Furthermoas | have stated above, plaintiff offered no
evidence of any financial dealings between Jennargs any member of the Hall family. In
Oracle and other analogous cases, the committee memieeespaid salaries by the universities
that received the donations. That is not the base.
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the substance of the Hallmark Proposal or the Rediation. Furthermore, no
evidence exists of any discussions between Garamgmembers of the Special
Committee once the Special Committee was forméwerdahan in connection with
meetings of the full Crown boafd.

Finally, | do not recognize any legitimate issuatttan be raised concerning
the Special Committee’s independence or the irtiedfiits process in its selection
of one of the attorneys, Mark Gentile of RLF, ideéet by Gardner. Lund
independently suggested Gentile, because he hatpsey worked with Gentile
on a special committee assignment with anotherds8aAt this time, Jennings
also asked Gardner to see if Hallmark’'s Delawarensel could suggest other
Delaware counsel with experience in representimgigpcommittees (and with no
Hallmark conflict)®* Among the counsel identified by Gardner’s Delawarensel
was Gentile of RLF. Then, Lund recommended Gentibe the Special

Committee®?

Based on Lund’s recommendation, and the firmjsutation, the
Special Committee retained RLF as its counsel. sTkhe record is clear that it
was Lund’s recommendation of Gentile that led tipectal Committee to retain

RLF. Finally, no evidence exists that Gentile laag ties to Hallmark or had any

reason to favor Hallmark’'s interests over thoseth& Special Committee and

8 Tr. 670-71 (Jennings).

% Tr. 441 (Lund).

91 SeeJX 414 (Email chain regarding Crown Media (May 2809)); Tr. 667 (Jennings).
92 SeeTr. 441-42 (Lund); 613 (Granath); 668 (Jennings).
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Crown’s minority stockholders. Based on this regor find that the Special
Committee (including its members, formation, andecd®n of counsel) is
independent of Hallmark.

3. The Special Committee’s Mandate

As respected practitioners have noted, “in the edntof a conflict
transaction, the importance of the committee’s temazrannot be overstatetf”In
addition to being independent, a well-constitutpdcsal committee must have a
“‘clear mandate setting out its powers and respditigb in negotiating the
interested transactionl” This Court has stated that “this mandate shoubtlide
the power to fully evaluate the transaction atessand, ideally, include what this
court has called the ‘critical power to say ‘n@ the transaction’® Here, the
members of the Special Committee interpreted tbksar mandate broadly to
include the power to consider the Hallmark Propasagotiate its terms, consider
alternatives to the transaction, and ultimatelyoremend or reject the Hallmark

Proposaf® Each member of the Special Committee understoaichiis role was to

% G. varallo, S. Raju & M. AllenSpecial Committees: Law and Practié®(2011).
z;‘ Gesoff v. IIC Indus., Inc902 A.2d 1130, 1146 (Del. Ch. 2006).

Id.
% See, e.gJennings Dep. 92-94 (“[I]t has always been oufeustanding as a committee that we
had the broadest of authorities to review altemestiavailable to the company.”); Lund Dep. 92-
93 (“Q. Mr. Lund, did you view the scope of the Sjpé Committee’s mandate to include
exploration of alternatives other than the propasedpitalization? A. ... Yes.”); Granath Dep.
59.
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represent the interests of the minority stockhaider Crown?” Moreover, the
Crown board could not approve the Hallmark Proposdhout a favorable
recommendation from the Special Committée.

Plaintiff contends that the Special Committee waanistrung by its narrow
mandate® (which according to plaintiff was limited to neging the Hallmark
Proposal) and was thus unable to consider alteemto the Hallmark Proposal.
This argument is meritless as it is contrary todhiglence described above and set
forth at trial. First, plaintiff selectively omitguotations from the Resolutions
themselves, which broadly empowered the Special Qitee to “consider such
matters as it deems advisable with respect to #eapltalization Proposal” and
“take such further action, at the Company’s expgasethe Special Committee
deems appropriate in order to carry out the intand purpose” of the
resolutions® Second, as noted above, each member of the $@miamittee
viewed the committee’s mandate broadly as allowirtg consider the Hallmark
Proposal, negotiate its terms, recommend (or nobomenend) the Hallmark
Proposal, and also to consider any and all alteesto the Hallmark Proposa.

For example, the Special Committee had initiallpgmsed a go-private transaction

9 SeeTr. 439 (Lund) (“The special committee’s respoiliies were to protect the rights of the
minority stockholders.”); 671 (Jennings).

% SeelX 423 (Resolutions).

% Pl.’s Opp’n Post-Trial Br. 43.

190 53X 423 (Resolutions).

191 See, e.g.Tr. 473-74 (Lund); 601-02 (Granath); 671-73 (Jegs).
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to Hallmark, which was rejected. Third, Morgan riéy repeatedly advised the
Special Committee on alternatives to the HallmambpBsal. Fourth, the Special
Committee encouraged and incentivized Morgan Syatdepursue alternatives,
such as a sale, in its engagement leftér. Lastly, the Special Committee
commissioned a press release announcing to thel waat the Special Committee
was “considering Hallmark Cards’ proposas well as the Company’s other

alternatives’ 13

Finally, plaintiff alleges that Hallmark draftethe Special
Committee’s Resolutions. Plaintiff, however, ovelts the fact that the Special
Committee’s counsel completely revised the Resmhsti®* Therefore, | find that
the Special Committee was well aware of its mandaterpreted that mandate
broadly, understood that it had the power to refeet Hallmark Proposal and
understood that its role was to represent the aster of Crown’s minority

stockholders.

4. The Special Committee’s Financial Advisors

The Special Committee retained Morgan Stanley ae oh its two

independent financial advisors. As a second firnadvisor, the Special

1925eeJX 431 (Morgan Stanley Engagement Letter); Tr. @didler) (“My expectation was if
there was a sale transaction, that we would geailehfee than for recapitalization.”).

193 3X 612 (Press Release (July 14, 2009)) (emphakisdd; Tr. 672-73 (Jennings); 841-42
(Kindler) (“This kind of reference, looking at alternatives, is very well understood on Wall
Street; that the company is for sale, and thatichtg we’ll look at everything, not just a
recapitalization, but also any other alternatinejuding a sale.”).

194 CompareJX 115 (original draft of the Resolutions)ith JX 423 (Resolutions as approved by
the Crown board).
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Committee retained Houlihan based on the firm’sitafpon and on the strength of
previous work that Houlihan had done for Crown. rlygn Stanley was
independent from both Hallmark and Crown, and Hwni was independent of
Hallmark. Morgan Stanley and Houlihan did not weogether, and neither saw
the other’s work®® Houlihan provided the Special Committee with aalgsis of
the pro formaimpact of the Recapitalization on the minoritycstioolders, as well
as a fairness opinion as to CroWh.Morgan Stanley did not provide a fairness
opinion, but did advise the Special Committee tprape and recommend the
Recapitalization'®” The recommendation was an essential part of Morga
Stanley’s retention at the outsét.

Pursuant to ®el. C.§ 141(e), the Special Committee was entitled ipor
the “information, opinions, reports or statemett§iresented by Morgan Stanley

and Houlihan. Morgan Stanley’'s recommendation sggported by months of

1% 5ee, e.9.Tr. 181-82 (De Rose) (“We did not work with theagether.”); 890 (Kindler) (‘I
don’t know anything about the Houlihan presentatjon

198 See JX 77 (Houlihan Lokey Fairness Opinion); JX 78 (san Lokey Feb. 26, 2010
Presentation); Tr. 202 (De Rose).

197See, e.g.Tr. 871 (Kindler) (“That is basically Morgan Stey as an institution telling the
special committee that they affirmatively recommehdt they do the recap. That is just far
stronger than a fairness opinion.”).

198 3X 431 (Morgan Stanley Engagement Letter).

1998 Del. C. § 141(e) (“A member of the board of directors,aomember of any committee
designated by the board of directors, shall, inpedormance of such member's duties, be fully
protected in relying in good faith upon the recoofishe corporation and upon such information,
opinions, reports or statements presented to thgocation by any of the corporation's officers
or employees, or committees of the board of dims¢tor by any other person as to matters the
member reasonably believes are within such othesopés professional or expert competence
and who has been selected with reasonable caredyylzehalf of the corporation.”).
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work and an understanding of the cable industry@rmivn’s busines§® Morgan
Stanley and Houlihan were selected with reasonednle, the Special Committee
reasonably believed that the task was within thaiofessional or expert
competence, and their analyses were “not so defithat the [special] committee
would have reason to question [therh]:”In addition, under Delaware law, there
IS no requirement that the Special Committee olddwrmal fairness opinion as to
the minority stockholders, particularly in light ¢fie strength of the advice it
received™™ Thus, | find that the recommendation from Morgatanley, the
fairness opinion from Houlihan, and the analysigh#fpro formaimpact on the
minority stockholders from Houlihan were sufficietd satisfy the Special
Committee’s duty of care.

5. The Special Committee’s Process and Arm’s-LieiNggotiations

Another critical issue in the fair dealing inquiry “whether the Special

Committee functioned as an effective proxy for atemgyth bargaining, such that a

120 The recommendation by Morgan Stanley was alsooapprby its internal fairness committee.
SeeTr. 872 (Kindler) (“Q. Morgan Stanley has a conteet that approves the issuance of
fairness opinions, doesn’'t it? A. Yes. Q. And ditht same committee approve Morgan
Stanley’s recommendation in this matter? A. Yedid.”).

11n re Walt Disney Co. Deriv. Litig.907 A.2d 693, 770 (Del. Ch. 2005) (holding thae t
compensation committee was protected HyeB. C. 8 141(e) in relying upon the advice of its
compensation expert).

11235ee, e.g.Smith v. Van Gorkomt88 A.2d 858, 876 (Del. 1985) (“We do not imphat an
outside valuation study is essential to supporindormed business judgment; nor do we state
that fairness opinions by independent investmemkéi®s are required as a matter of law.”);
Crescent/Mach | P’rs, L.P. v. Turne846 A.2d 963, 984 (Del. Ch. 2000) (“[F]airnessnigns
prepared by independent investment bankers arergBneot essential, as a matter of law, to
support an informed business judgment.”).
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fair outcome equivalent to a market-tested dealltes.”® That is, a special
committee “must function in a manner which indisatthat the controlling
shareholder did not dictate the terms of the tretima and that the committee
exercised real bargaining power ‘at an arms-lefigtfi. After reviewing all the
evidence that was produced at trial and the pasiegen submissions, | find that
the Special Committee functioned independently alirHark and reached the best
deal possible through intense negotiations thaeappropriately adversarial.

The Special Committee met formally twenty-nine tsm@ver a period of
nine months. The Special Committee’s legal adsisegre present at each one of
them. After Morgan Stanley was retained, repredems of Morgan Stanley
(usually including Robert Kindler, the Global HeafdViergers and Acquisitions at
Morgan Stanley) attended every one of the Speamhi@ittee’s meetings. The
members of the Special Committee relied on thegssadnal advice provided by
their legal and financial advisors. Notably, easdmber of the Special Committee
assumed an active role in the process (outsidentésnal meetings) including

speaking with a third party regarding potentiaknest in Crown (Lund), meeting

13| re Loral Space & Commc’ns Inc. Consol. Liti§008 WL 4293781, at *22 (Del. Ch. Sept.
19, 2008).
14 Kahn v. Tremont694 A.2d at 429.
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with Muoio to discuss his concerns (Granath), a&tyivfacilitating negotiations
(Jennings), and negotiating face-to-face with Hatkn(Lund)*®
As stated earlier, the Special Committee evaluatetlactively searched for

alternatives to the Hallmark Proposal, includinghad-party sale, a third-party

refinancing, a potential bankruptcy, and continuimg status quo. After reviewing

the alternatives, Morgan Stanley advised the Sp&€waenmittee that neither a sale
nor a refinancing was a viable optitfi. Indeed, at trial, Kindler was resolute
about Morgan Stanley’s views on the alternatiVéslt also is undisputed that the
Special Committee initially refused to negotiate thallmark Proposal and instead

made its own proposal that Hallmark take Crown gigy even though Hallmark

had previously indicated that it was not interestesuch a transactioii® In light

11535ee, e.g.Tr. 433-35 (Lund); 628-29 (Granath); 682-83 (Jegs); 463-64 (Lund).

18Ty 260-61 (Lee) (“We also evaluated the capitathets alternative as well as sale alternative,
and in our view, in conjunction with discussionghwour ratings advisory group and our capital
markets group, . . . they did not believe thatdbmpany could raise enough to take out the $1.2
billion of senior secured Hallmark debt. Likewis®, the sale side, we did not believe that in the
current market, or based on the company’s foredgstgections, that the company was likely to
achieve a sale value of greater than $1.2 billjon.”

1171r. 839 (Kindler) (“[Reaching out to third partiebout refinancing] would have been a
pointless exercise. We have one of the premiegréme finance businesses on Wall Street.
We're in the market every day. And the concept #rgyone would lend this company, it just
was not going to happen, so it would have been iatlpss exercise to do that.”); 842-43
(Kindler) (“[Considering a third party sale was] ofulike the refinancing. From [Morgan
Stanley’s] perspective as investment bankersthe asset was for sale but the key was at what
price could it possibly be sold. We're in this imess. We knew what every other cable channel
was sold for. [W]e knew that it could not be s@dd anywhere near what the debt was. This
was just one of those circumstances where it waslately clear to us as investment bankers
that there would be no buyer for this channel gtlang near what the debt was.”).

18Ty 261 (Lee) (“We thought a go-private transattio which Hallmark would tender for the
shares of the unaffiliated shareholders was agood alternative, arguably the best alternative
that was available, but we didn’t think it was adlygoing to be available.”).
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of Morgan Stanley’s involvement in the process ®hleating the Hallmark

Proposal and considering the alternatives, as wa®lIMorgan Stanley’'s deep
familiarity with the market, | reject plaintiff's ssertion that Morgan Stanley
somehow failed to comprehend the opportunities@market and that the Special
Committee erred in relying on Morgan Stanley.

After Hallmark refused to consider a go-privatensaction, the Special
Committee started to contemplate and address thmastand conditions for
recapitalizing the Company. The Special Committe#th advice from Morgan
Stanley, pushed back against the Hallmark Propasdl pursued a negotiating
strategy designed to provide as much benefit assifdesto the minority
stockholders®® Morgan Stanley’s proposed negotiating strategy teachoose a
value for Crown at the low end of Morgan Stanlesgsge ($500 million), give
Hallmark new debt equal to that number, and allber minority stockholders to
share in the upside above that numbB&rThe Special Committee adopted this
strategy, which eventually worked. In the Recdgidsion, Hallmark received

credit for $500 million of its debt, and Crown’smority stockholders were given

19 Kindler explained at trial that the Hallmark Prspb provided no return to the minority
stockholdersSeeTr. 847-48 (Kindler) (“[T]he original proposal thawas made by Hallmark was
basically that the equity wouldn’t share in anythimtil the company was worth over [$]1.15,
$1.2 billion.”). Because both Hallmark and Mordatanley agreed that Crown was worth less
than $1.15 billion, the equity would have receivedvalue under the Hallmark Proposal.

1201y 270-71 (Lee); 847-49 (Kindler).
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the opportunity to share in Crown’s value above@sfilion.*** Given this result,
in which Crown’s minority stockholders would havense opportunity to realize
value as opposed to none, it is clear that the i8p€@mmittee’s arm’s-length
negotiating strategy ultimately resulted in a bé&nefthe minority.

The Special Committee initially suggested the gugte transaction to
counter Hallmark’s recapitalization proposal, andew it determined that
Hallmark had not made adequate concessions in mespdo its first
counterproposal, the Special Committee refusedefgotiate altogether, thereby
forcing Hallmark to bid against itself and to ma&edditional concessions. This
adversarial conduct bespeaks independence, anarasrthe arm’s-length nature
of the bargaining process.

Although the Special Committee eventually acceadedadllmark’s proposal
that Hallmark own more than 90% of Crown’s commoadmarss after the
Recapitalization, the Special Committee securedndigy standstill agreement
that requires, among other things, independenttdirapproval for a future short-

form merger or third-party sale until December 3211, and a potential $0.50 per

121 with $500 million of debt, only $315 million of 6wn’s debt was converted into new debt,
and $185 million of Crown’s debt was converted i@oown preferred stock. PTO § 37.
Eventually, non-Hallmark equity ownership turned tube the amount that exceeded Crown’s
aggregate value of $525 million, because of theeissith the preferred stock. Non-Hallmark
stockholders were to retain 8.2% of the commonksessuming the preferred stock converted.
JX 74 (Morgan Stanley Feb. 25, 2010 PresentatioriPa20. At trial, Kindler testified “[w]e
were going to be sharing at over 500 million, esa#y sharing at over 525 million, because this
is preferred stock at issue that we had.” Tr. 8&8dler).
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share premium to the non-Hallmark stockholdersendvent of a third-party sale
until December 31, 2013. Furthermore, the SpeCiaimmittee insisted on a
majority-of-the-minority conditiot?? Kindler thought it unlikely that Hallmark
would ever agree to such a conditiéhbut he nonetheless advised the Special
Committee to maintain its position “if, for nothinglse, for negotiating

leverage.***

The Special Committee eventually dropped the ntgjof-the-
minority condition near the end of the negotiatiansexchange for other favorable
concessions from Hallmark®

In the end, the Special Committee got a great résulCrown’s minority
stockholders. Its advisors believed and advisedSpecial Committee that the
Recapitalization was a more attractive and vialpgoa for Crown’s minority
stockholders than any other alternatives availabkiae Company. Accordingly, |

find that the negotiated Recapitalization termsewtre product of a thorough,

effective, and independent Special Committee.

122 3% 50 (Oct. 27, 2009 Minutes).
1231y, 865-66 (Kindler) (“If | was in Hallmark’s pasbn, | would never agree to a majority-of-
the-minority condition. It makes absolutely no sefrom Hallmark’s perspective, because then
they're in the impossible position of having negtad with the special committee only to find
that, now, they've got to go to public stockholderget the majority of the minority to approve.
'lI'ZQey don’t even know who the public stockholdesslz@cause it changes every day.”).

Id.
125Tr. 866 (Kindler) (“[W]e kept it to negotiate. \Weere strong on it, right from the beginning
of the transaction; and toward the end of the #teimsn, we were able to extract a lot of
things . . . all in the context of agreeing noh&we the majority-of-the-minority condition.”).
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C. Fair Price

Fair price “relates to the economic and financiahsiderations of the
proposed [transaction], including all relevant ¢mst assets, market value,
earnings, future prospects, and any other elemiats affect the intrinsic or
inherent value of a company’s stock® “When conducting a fair price inquiry as
part of the entire fairness standard of review,dbwt asks whether the transaction
was one ‘that a reasonable seller, under all ofctt@imstances, would regard as
within a range of fair value; one that such a seileuld reasonably accept®
Here, the answer is yes, it was.

For purposes of determining whether the Recapa@din fairly valued
Crown, | will first discuss the terms of the Redafpzation and then briefly review
the various methodologies employed by the parggperts in their determination
of Crown’s value at the time of the transactiom t@e basis of that review, | then
assess which methodologies are most appropriater ibelaware law and in light

of the particular circumstances of this case.

126\Weinberger457 A.2d at 711.

127 Reis v. Hazelett Strip-Casting Caor@011 WL 303207, at *15 (Del. Ch. Jan. 21, 20Zijn(g
Cinerama, Inc. v. Technicolor, Inc663 A.2d 1134, 1143 (Del. Ch. 1994f'd, Technicolor
Plenary, 663 A.2d 1156accordKahn v. Tremont Corp1996 WL 145452, at *1 (Del. Ch. Mar.
21, 1996) (“A fair price is a price that is withanrange that reasonable men and women with
access to relevant information might acceptrgy’d on other grounds694 A.2d 422
(Del. 1997)).
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1. Terms of the Recapitalization

The “range of fairness” aspect of the fair pricquimy “has most salience
when the controller has established a process #$haulates arm’s-length
bargaining, supported by appropriate procedurateptions.”™?® That is, “[a]
strong record of fair dealing can influence the faiice inquiry, reinforcing the
unitary nature of the entire fairness test.”

Here, the Special Committee’s process, its dematestrindependence and
arm’s-length negotiations, the advice it receivexhfits financial advisors, and the
result it achieved all lend support to the condaosihat the Recapitalization was
entirely fair. Crown was saddled with debt; it wessentially insolvent, seeking
another extension of the Hallmark debt waiver, daded a real threat of
bankruptcy. Those are the brute facts concerng ¢company. The Special
Committee, based on advice from its advisors, detexd that the Recapitalization
was the best alternative for Crown’s minority stocklers’® As one of the
Morgan Stanley representatives stated at trialiri@anto this, if you were a non-
Hallmark stockholder, what you owned was equityainompany with about $1.2

billion worth of debt. And the only way you coudgter achieve any value is if the

Ez Reis v. Hazelett Strip-Casting Cor@011 WL 303207, at *17 (Del. Ch. Jan. 21, 2011).
Id.

1305ee, e.g.JX 76 (Feb. 25-26, 2010 Minutes) (“Mr. Kindleatgd that he does not view the
decision to approve the Recapitalization as beiolpse call and that he believes approval of the
Recapitalization is clearly the right thing for t®mmittee to do. The Committee members
unanimously approved and accepted the report ofjso6tanley.”).
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company was worth more than $1.2 billion, whictvésn’t. Here, by lowering the

threshold to [$]500 million, we felt you were gigrthe equity, which started out
with no value, something that had real valtié.In addition, plaintiff's own expert,

Schechter, conceded that absent the RecapitahizaGoown would not have

survived long enough to realize any future valuacimless value above the level
of Hallmark’s debt* Thus, without a recapitalization, Crown was facin
insolvency and its equity was worthless.

Two decisions by this Court are instructivéa+e Vision Hardware Group,
Inc.,*** andIn re Hanover Direct, Inc. S’holders Litigatidi’ In Vision Hardware
Better Vision “was an insolvent company that wasdefault on substantial
obligations, with even greater obligations fallitige in its immediate future,” and
with no other realistic alternative to bankruptdy. TCW, a creditor of Better
Vision, agreed to purchase all of Better Vision'sitsbanding senior and
subordinated debt and sought to cash out the nynafiBetter Vision. Although
Vision Hardwarewas a statutory appraisal action (which this ig,rtbe Court (as

here) was faced with how to value a company’s ddfgre the company itself was

on the brink of bankruptcy and had no ability tdim@nce its debt. Former

131 Tr, 853 (Kindler).

132 SeeTr. 53-55 (Schechter).

133669 A.2d 671 (Del. Ch. 19954ff'd sub nom. Young v. Vision Hardware Group, ,Ii&76
A.2d 909 (Del. 1996).

1342010 WL 3959399 (Del. Ch. Sept. 24, 2010).

1351d. at 677.
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Chancellor Allen noted that a corporation’s long#g “going concern” value
becomes irrelevant and instead its value in bankyupecomes the relevant metric
for determining fair valué®® Thus, theVision HardwareCourt recognized that
when a company’s going concern value comes clo#s tauidation value (with
the increasing risk of bankruptcy) its equity vainay approach zerd’

Now considerHanover which involved a go-private merger without a
special committee. Hanover's debt commitments eded the value of its
common stock and, thus, the company was headingrttsvinsolvency. The
controlling stockholder increased its holdings @nidver debt and preferred stock.
Then it proposed a recapitalization that eliminatéthnover’s minority
stockholders. Thélanover Court found that the value of Hanover’'s equity was
“already below sea level,” and concluded that “argee price above $0.00 (in
[that] case, $0.25 per share) was entirely f&it.”

Crown would have faced bankruptcy without a re@diiation or further
forbearance by Hallmark. Plaintiff here asks melisyegard the economic reality

which Crown faced. But treating Crown as if it had liquidity crisis would

13¢1d. at 677 (“[T]he evidence shows conclusively that bor the TCW proposal and its

effectuation, Better Vision was a going concerndegimmediately into bankruptcy and, unless
new credit was made available, liquidation. Thist flaas very basic importance in determining
the fair value of Better Vision stock.”).

1371d. (“As a company to be appraised moves closer tdiphef liquidation, the line between
going concern basis and liquidation basis beconves ener. That is, financial differences
between the results of these different types ofyarsawill grow smaller as the company moves
close to forced liquidation.”).

1382010 WL 3959399, at *3.
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require me to ignore the credible evidence addutemial™*° This | cannot do.
Thus, | conclude that the Recapitalization wasrelytfair on its face. Nonetheless,
in the interest of completeness, | will review thgert opinions.

2. The Experts

As has become common in entire fairness proceediighis sort, the
parties presented the testimony of competing vialnagxperts in an effort to
convince me that their valuation was the most atedf® At trial, plaintiff
presented the expert testimony of Daniel R. Scledndm L.E.K. Consulting,
LLC, and Professor Robert Hamada from the UnivweigitChicago Booth School
of Business. Schechter, abjuring all other vatuatnethods, only relied on a DCF
analysis. Hamada, who was presented as a rebaf@rt in response to
Hallmark’'s valuation expert, primarily identifiedlleged mistakes in Morgan
Stanley’s valuation of Crown.

As for defendants, the Special Committee preseried testimony of
Christopher Lee, the Executive Director of Morgdantey and Richard De Rose,
the Managing Director of Houlihan, to rebut Scheclst expert testimony.
Hallmark presented the expert testimony of JerryHausman, the MacDonald

Professor of Economics at the Massachusetts ItesiifuTechnology. In contrast

139 SeeFinkelstein v. Liberty Digital, In¢.2005 WL 1074364, at *12 (Del. Ch. Apr. 25, 2005)
(finding that plaintiffs’ “Fantasy Island approachd DCF valuation ignored the company’s
“hard economic realities.”).

1905eeln re John Q. Hammons Hotels Inc. S’holder Ljt@p11 WL 227634, at *3 (Del. Ch. Jan.
14, 2011).
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to plaintiff's valuation experts (Schechter and Hala), Hausman is an expert on
the cable television industry and the economicdsen that industry. And unlike
Schechter, Hausman believes that a DCF analysi®is reliable when it can be
verified by alternative valuation methods. Impatlg plaintiff did not cross-
examine Hausman at trial.

This case (as earlier noted) is similatriae Hanover Direct, Inc. S’holders
Litigation, where the Court found that a merger price of $Qp2r share was
entirely fair because the subject company’s eqaityally had zero valué! In
Hanover plaintiffs’ expert rejected management’s projaaesi and relied solely on
a single valuation methodology, while defendantgest used a more robust
approach involving multiple methodologies to supis valuation conclusiort§?
For that and other reasons, tHanover Court assigned full weight to the trial
testimony of defendant’s expert and no weight ® tibstimony of the plaintiffs’

expert!*

In this case, Schechter’'s single methodology atadn of Crown is
roughly three times higher than any of the othduatgons. The more robust

approaches taken by defendants’ experts and adyibowever, used multiple

1412010 WL 3959399, at *3 (Del. Ch. Sept. 24, 201P)]te company was in fact ‘under water’
at the time of the merger. Accordingly, a mergecgmbove $0.00 (inHanovel, $0.25 per
share) was entirely fair.”).

1921d. at *2.

1431d. (“If a discounted cash flow analysis reveals aigtibn similar to a comparable companies
or comparable transactions analysis, | have mondidence that both analyses are accurately
valuing a company. If an expert witness clearly @ersuasively explains why he or she has
included or omitted an outlier from his or her da#d, | have more confidence that the expert
witness’s data set is less likely to lead to adiasr skewed valuation.”).
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valuation methodologies and independently reaclssdlts that fell within the
same rang&'’ Although there certainly may be circumstances rehesing only

one valuation methodology is appropriate and r&dialthis is not such a
circumstance. Schechter’s failure to incorporateeovaluation methods into his
analysis makes his valuation far less credible.

3. Schechter’s Analysis

Schechter valued Crown nearly three times highamn tlall the other
valuations at $2.946 billioti® This result, which Schechter derived from his own
DCF analysis, was an obvious outlier from the otreuations presented at trial.
Schechter conducted two other valuations, comparabinpanies analysis ($803
million) and comparable transactions analysis (#dilBon), and rejected those

conclusions because those valuation conclusionse wabsurdly low” in

144 Morgan Stanley and Houlihan used multiple valuatioethodologies, and they both arrived
at values for Crown less than the amount of Crovad®bt. Also, third-party indications from
other players in the industry valued Crown at betw&500 million and $1 billionSeeJX 31
(June 24, 2009 Minutes). Furthermore, Hallmarkisarcial advisors ran thirteen different
valuation exercises, and only one reflected a vahgve the Hallmark debSeeJX 401 (Email
from A. Shakir) at HLMK00008502 (deriving Crown’siterprise value at $1.391 billiondge
alsoTr. 186-87 (De Rose) (“It's our view, and | bekethe view of practitioners in the valuation
area, that valuations are best when they are stggpby multiple legs, when there are different
analyses from which you can triangulate a valu€, that each of the analyses are confirmatory
of the other. . . . So it really is the sense thate methodologies are better than just relying on
single one.”); 298 (Lee) (“In our view, each valoat methodology has its limitations, so in
order to have the best result in a valuation, webe it makes sense, and most practitioners, |
believe, and most academics, recommend that yourugdgple valuation methodologies to
triangulate a valuation.”).

145 3X 86 (Schechter Report) at 58.
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comparison to his DCF analysis, which valued Cratvalmost $3 billiort*® Such
an outlier valuation has caused credibility conseim other cases before this
Court*” The chart reproduced below visually demonstrgtes how far off
Schechter’s single methodology valuation was as pewed to the multiple
valuations of Crown that had been performed by thaious financial advisors
engaged by the Special Committee and Hallmark,edkas other industry players

who had previously looked into acquiring CroWh.

Enterprise Value

WValuations and Indications of Crown's Enterprise Value 'j_"'v:i:ﬂ by

2008-2010 Dettas o Conwersion

Feb. 2000 Price
($1.147) (51,433} Fmioes)
Media Companies

1. Fox - March 2009 § 5500

2. Lliberty Media - January 2008 4746 DI 51125

3. Uiberty Media - February 2008 $726 I 51,094

4. Liberty Media - May 2008 5776 T $1.733

5. CBS - September 2008 = 051000

Valuation Experts
Morgan Stanley

6. DCE - Base with Term Exit Multiple 51,09 S

7. DCF - Base with Term PGR s B

8. DCE - Downside with Term Exit Multipig 955 51,208

9. DCF - Downside with Term PGR 5818 $1.083

10. Comparables Multiple of 2009 E $632 E$812
11. Comparables Multiple of 2010 E 5580 S770
12. Precedent Transactions $1,024 51,287

Houlihan Lokey
13, Comparables Multiple of 2009 E 5330 I 5920
14. Comparables Multiple of 2010 E S7THE BN $873
15. Comparables Multiple of 2011 E $E17 [N 5931
16. DOF with Term Exit Multiple £913 N $1.047
Evercore
17. DCF with Term Exit Multiple 5743 594z
18. Precedent Transactions 5604 s982
Plaintiff's Litigation Consultant S
12. Schechter - Comparablos Multiple B s803 DCF
20. Schechter - Precedent Transactions W $1.z00 $2,946
21. Schechter - DCF
S0 $500 51,000 $1,500 52,000 $2,500 $3,000

146 Tt 9-11 (Schechter).

147 See, e.g.Gray v. Cytokine Pharmasciences, |ri2002 WL 853549, at *8 (Del. Ch. Apr. 25,
2002) (“In sum, when compared to other indicati@fisvalue, Davis's valuation is such an
outlier that it casts doubt on its reliability, tpiapart from its exact assumptions and
methodologies.”).

148 Hallmark Defs.” Post-Trial Answering Br. 35. Aset chart demonstrates, Schechter’s own
two rejected valuations are located at the veryobotof the chart and his $2.946 billion DCF
value is on the far right in the circle. The chetitbws the valuation numbers from the potential
buyers in the past, and the valuation ranges byhadelogies from defendants’ financial
advisors (Morgan Stanley, Houlihan and Evercoréneess).
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As the chart plainly reveals, Schechter’s sole ataun of Crown using his
own DCF methodology was wildly divergent from allther valuations.
Hausmart* on the other hand, recognized the economic retiéy real-world
valuations done by potential buyers are “often best source of economic
information” about the value of a compahy. Even if the generally-preferred
DCF valuation approach is used, it is only reliableen it can be verified by
alternative methods to DCF or by real world valoasi, including especially,
valuations performed by potential third-party busy&t

As described earlier, Crown had been “on the marketce 2005 and
management had vigorously pursued a sale. CroWfE®, Schleiff, had a
significant financial incentive to find a buyem the end, however, Crown was not
successful in locating a buyer willing to pay ewba value of Crown’s debt, let
alone above its debt. Hausman opined that thesodfled expressions of interest in

Crown by potential buyers are relevant indicatdr€mwn’s value, especially the

1491n contrast to Schechter and Hamada, Hausman &xpert on the cable industry and the
economic trends in that industry. He has extensixgerience as a consultant to cable and
satellite TV providers, and cable TV channels. JX(ldausman Report) § 3; Hausman Dep. 10-
16. In addition, in contrast to Schechter, Hausimastestified as an expert in the cable industry
in court proceedings and has written academic gagieout that industryd. at 30-31. Hausman
submitted an expert rebuttal report explaining flavs in Schechter’s valuation, and as
previously noted, plaintiff did not cross-examinausman at trial.
150 3% 91 (Hausman Rebuttal) § 2 (finding Schechteakiation fails an economic reality test,
Hausman states, “[s]ince economists typically fimdrket outcomes to be among the best
sources of economic information, | analyze whethiervaluation is consistent with observed
market outcomes. Market outcomes are often thé dmsce of economic information since
ilgflividuals and firms spend real money and atteimpichieve the best outcome possible.”).

Id. at 7 8.
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most recent offer by Fox in 2009 that valued Craatrapproximately $370-500
million and an earlier analysis by Liberty Media 2007 that valued Crown at
approximately $466-997 million®> Thus, in assessing the reliability of
Schechter’s valuation, Hausman noted that “no oeskemarket valuation, in
either the pre-recession period or more recentlgef@ Schechter is doing his
valuation) came anywhere close to Mr. Schechteldgsmed amount of $2.95
billion.”**® | agree with Hausman. If Crown was really wos?95 billion (as
Schechter claims), the most knowledgeable and sogdied buyers in the
industry would not have readily passed on an oppdst to obtain substantial
returns on an investment in Crowfi. Because Crown’s own financial statements
and projections indicated that Crown had insuffitieash flow to support its debt

service, Hausman reasonably determined that Crowalge was less than its

152 5eeJX 87 (Hausman Report) T 16; JX 91 (Hausman Ralp§tB; Tr. 660 (Hausman).

133 JX 91 (Hausman Rebuttal) e id.at T 3 (“I find it remarkable that Mr. Schechteakes

no reference in his report to these prior mark&tateons. The market knew Crown was for sale
and Hallmark was a ‘motivated seller.” Yet no offmme within a factor of three of Mr.
Schechter’s valuation.”see also idat n.9 (“Fox made the only actual offer, and ffemwis only
about 1/6 of Mr. Schechter’s valuation.”).

1541d. at T 12 (“[T]he discrepancy between Crown’s markaluation and Mr. Schechter’s
valuation implies that a potential buyer could eaner $1.8 billion by buying Crown (the
difference between Mr. Schechter’'s $2.95 billionluaion and the $1.13 billion market
valuation). This type of opportunity is rarely sl by Wall Street. Thus, even given the
characteristics of Hallmark owning a substantiarerof Crown, | do not find it plausible that a
buyer would miss the opportunity of an expectecurretof approximately 160% if Mr.
Schechter’s valuation was accurate. This analysikes his valuation especially implausible
given Hallmark’s demonstrated willingness to selb@n over the 2005-2009 period.”).
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debt’®® Hausman'’s conclusion that the equity value wassd was in line with
Morgan Stanley’s analyses and was consistent witerddore Partner's $1.025
billion valuation of Crowr>® And again, it was consistent with earlier offarsl
valuations by sophisticated players in the indysaély of whom independently
concluded that Crown'’s value is less than its debt.
| am convinced that the way in which Schechtervadiat a value nearly
three times that of any other valuation is flawdgelow are a few of the specific
reasons that cause me to reject Schechter’s opinion
 Schechter's DCF analysis ignored management’s ogueaneous
projections and used his own hypothetical and gveptimistic set of
projections. This Court has consistently recoghizlee importance of
management’s contemporaneous projections becausetitcome of a DCF
analysis depends heavily on the projections usedthm model.”™’

Valuations that have ignored or altered managemetintemporaneous
projections are “sometimes completely discountg8d.Here, Schechter had

15 JX 87 (Hausman Report) 1 16 (“Given the valuehef debt at $1.1 billion before the recent
recapitalization, and reviewing the above approsar outcomes, | do not find that the value
of the Crown common stock was positive. That figrahe debt is paid off there would not be
any residual value for common equity owners.”).

1%¢1d. at n.9 (“My conclusion is also consistent with tBeercore valuation of Crown as of
December 2009 of $1.025 billion.”).

157 Kleinwort Benson Ltd. v. Silgan Corfl995 WL 376911, at *5 (Del. Ch. June 15, 1988k,
e.g, Doft & Co. v. Travelocity.com Inc2004 WL 1152338, at *5 (Del. Ch. May 20, 2004)
(“Delaware law clearly prefers valuations basedcontemporaneously prepared management
projections because management ordinarily has ¢sé first-hand knowledge of a company’s
operations.”);in re Emerging Commc’ns, Inc. S’holders Litig004 WL 1305745, at *14 (Del.
Ch. May 3, 2004) (“This Court has consistently egsed a preference for the most recently
prepared management projections available as oihtéryer date. The Court has also been
skeptical ofex postadjustments to such projections.”).

1% Cede & Co. v. JRC Acquisition Cor2004 WL 286963, at *2 (Del. Ch. Feb. 10, 2004)
(“[T]his Court prefers valuations based on managémeojections available as of the date of the
merger and holds a healthy skepticism for post-ereagljustments to management projections
or the creation of new projections entirely. Expaluations that disregard contemporaneous
management projections are sometimes completelyoudided.”); see, e.g. Taylor v. Am.
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no legitimate reason for abandoning managementggions in favor of
his more optimistic estimates developed in onhharsperiod of time and
without access to Crown’s management or its datad it was unreasonable
to substitute his personal judgment for “the naigdition business judgment
of [the Company’s] managemert® Schechter disapproved management’s
projections for simply being too lo° In addition, Brian Stewart, former
CFO of Crown, explained in detail that managemeiits year projections
are created with significant input and involvemémm management*
After an extensive review process, the five yeajgmtions are approved by
the CEO and finance committee, and are presentatietdull board of
directors for approvaf®® Thus, | am convinced that management’s
projections are carefully crafted and reasonableis Tkind of reliable
information (i.e. reasonable management projectishsuld have been used
by Schechter in his valuation instead of his owngRassian views.

Schechter unreasonably extended his optimistic eptions to 2024.
Crown’s management, well aware of Crown’s econoraadity and its day-
to-day operations, considers it problematic to gebjout more than five
years-®®> Hausman explained in his rebuttal that unceraintreases with
the length of projection§’ The Special Committee’s advisors used the

Specialty Retailing Group, Inc.2003 WL 21753752, at *2 (Del. Ch. July 25, 2003)
(“Significantly, Kern’s valuation lacks credibilitpecause, . . . he ignored a contemporaneous set
of projections prepared by Dunham’s managementpsihg instead to rely on far more

pessimistic assumptions of Dunham’s future prospet he prepared on his own.”).
91n re Emerging Commc’n2004 WL 1305745, at *15 (explaining that “[e]xmewho . . .

vary from management forecasts should profferilagite reasons for such variance” and finding
that the expert in that case had failed to provitegitimate reasons” for modifying

management’s projections).

180 3% 86 (Schechter Report) at 37-39 (“I found selvaraas of the forecasts to be lower than |
would expect;” “I find this estimate to be very IgWThe forecasts used in the Morgan Stanley
valuation are very low.”). Using his own approaSlchechter calculated the revenues to surpass
management’s projections by $26 million (8%) in 20$69 million (19%) in 2012, and $75
million (18%) in 2013 CompareJX 86 (Schechter Report) at Ex.with JX 559 (Crown 5 Year

Plan) at SC0000018.
161 SeeTr. 508-09 (Stewart).
1621d. at 520.

1831d. at 509-510 (“[L]ike any business, it's very diffilt to predict the forecasted performance
of the organization . . . forward-looking forecastee obviously dependent on advertising
revenue which is driven by ratings, and those gatiare very difficult to predict for extended

periods beyond three to four years.”).

164X 91 (Hausman Rebuttal) § 20 n.32 (“An examplghnbe useful to demonstrate how
uncertainty increases the further one predicts th® future. The prediction for 2024 has
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2013 projections provided by Crown’s managem&htSchechter provides
no explanation why he is in a better position tliZnown’s management
(which has consistently used three to five yeaedast periods) to make
projections extending out fourteen years. Telimglaintiff's other expert,

Hamada, did not opine that Crown’s management gtiojgs were of

inappropriate or insufficient length for a propeEPanalysis®

* Schechter’'s valuation disregards all the contempayas evidence of
Crown’s value, as well as the economic reality igcCrown. Indeed,
Hausman believed that Schechter’'s “valuation fails economic reality
test.”™®” Not one of the many (at least eighteen) valuatiohCrown done
between 2008 and the time of the Recapitalizaticas v@ven close to
Schechter's DCF valuation. As Vice Chancellor kastecently noted,
“what you actually like to see when you’re doingaduation is some type of
overlap” between the various methodolodfsWell, as the chart on page
51 comparing the various valuations of Crown sho$shechter's DCF
analysis does not “overlap” with anything. Butkasdler and the Special
Committee members testified at trial, every medmngany knew that
Crown had been for sale since 2005. Three sopaistl industry players
had considered Crown around the time of the Hakn®oposal, and none

approximately 4.7 times as much uncertainty (vaearas the prediction for 2010. Now values
further into the future have less weight in the DR#tause of discounting. But even after
discounting, the predictions for 2022-2024 will tdsute approximately the same amount to the
DCF valuation as the 2010 prediction. Yet, thealimted prediction from 2022-2024 will still
have over 4 times as much uncertainty as the 2@ddigtion since the ratio of the variance is
approximately 4.3.”).

1%55ee, e.g.Tr. 187 (De Rose) (“We used the projections mfedito us by management at
Crown. It’s our customary practice to rely on mgaraent projections.”); Tr. 255 (Lee) (“We
rely on management’s judgment and believe thah@®perators of the company, they are in the
best position to evaluate how the company will genf and are in the best position to prepare a
business plan.”).

1% Tr. 963 (Hamada) (“Q. [Y]ou didn't give any opimiat all on the appropriate lengths of a
projection period for a DCF analysis of Crown; dgiou? A. What would be an appropriate
length of time or optimal length of time? No, tdiot.”).

167 3X 91 (Hausman Rebuttal) T 2.

%8| re zenith Nat'l Ins. Corp. S’holders LitigC.A. No. 5296-VCL, Tr. at 117 (Del. Ch. Apr.
22, 2010);see also Gray v. Cytokine Pharmasciences, @02 WL 853549, at *7 (Del. Ch.
Apr. 25, 2002) (“Davis’s valuation reached conalunsi as to value that are so high that they
draw into question both his qualifications and imdependence. Davis’s valuation is off the
charts. Davis’s valuation, . . . , more than deshihe results reached by Merrill Lynch and
Lehman Brothers. Davis’s going concern value s ahore than four times higher than any
offer PSI's board received when attempting to el Company.”).
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of their views on value were remotely close to Sthher's DCF—they all
pegged Crown’s enterprise value at less than Creowlebt to Hallmark.
This Court inGray v. Cytokine Pharmasciences, Ihaoked to offers made
by potential buyers in the three years before astietion and found that
those valuations supported the conclusion thaplkhiatiff's “off the charts”
expert was not credibf®® There, then-Vice Chancellor Lamb concluded
that the expert's valuation was an “extreme vasratirom the pack” as
compared to all other valuations and was thus amliable outlier'”
Schechter, here, is similarly “off the charts” anfind his valuation to be
unreliable. Even more oddly, Schechter ignores Hlaimark debt. He
valued the Company disregarding this financialitg@nd did not consider
Crown as a “financially distressed” company. Aligb Schechter baldly
states that the possibility of bankruptcy was “Wildmplausible and
somewhat ridiculous,” 1 find it quite plausible thaankruptcy would have

been Crown’s future if it had maintained the stajus®’*

» Schechter rejected both of his own market-basetysewm because he was
not satisfied with the resulf$? He thus relied on only one valuation
methodology to support his conclusions—his “off tmarts” DCF analysis.
This Court has recognized that “the DCF valuatias featured prominently
in this Court because it ‘is the approach that thehe greatest confidence
within the financial community.**® Notwithstanding that general statement,
the Court also gives more credit and weight to esp&ho apply “multiple
valuation techniques that support one another’'slogsions” and that “serve
to cross-check one another’s resuft.” Although it is true that a DCF

199 Gray, 2002 WL 853549, at *7-8 (finding that “the extrdimary variance from [earlier]
indications of value” the board had received whetenapting to sell the company was
“‘unexplained”).

1701d. at 8 (“In sum, when compared to other indicatiofisalue, [plaintiff's expert's] valuation

is such an outlier that it casts doubt on its bdliy, quite apart from its exact assumptions and
methodologies.”).

71Ty, 50 (Schechtenbut see763 (Griffith) (“[W]e wouldn’t have extended theasidstill. |
think we would have no choice but to pursue bantksupr foreclosure.”); 819-20 (Hall) (“Q. So
bankruptcy was an option? A. It was an option, prabably the only option, and we were
prepared to take forward if this did not take pléce

172T¢, 12-13 (Schechter).

13 Cede & Co. v. JRC Acquisition Cor2004 WL 286963, at *2 (Del. Ch. Feb. 10, 2004)
(quotingRyan v. Tad’s Enters., In¢Z09 A.2d 682, 702 (Del. Ch. 1996)).

17 Hanover 2010 WL 3959399, at *2 (“Although there is no gim preferred or accepted
valuation methodology under Delaware law that disfads beyond question a company’s value,
there are commonly accepted methodologies thaudept expert should use in coordination
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valuation is certainly a dependable and commonledusraluation
methodology, practitioners, academics, and the r&xpen this case
acknowledge that it has its own limits and weakesSS Thus, it is
preferable to take a more robust approach involvintiple techniques—
such as a DCF analysis, a comparable transactioalyseés (looking at
precedent transaction comparables), and a compacaishpanies analysis
(looking at trading comparables/multiples)—to tgafate a value range, as
all three methodologies individually have their otimitations!”® Here,
under Schechter's comparable companies analys@yrChad a value of
$803 million, and under his comparable transactammalysis, Crown had a
value of $1.2 billior”” Both of those numbers fall within the ranges fibun

with one another to demonstrate the reliabilitytefvaluation. If a discounted cash flow analysis
reveals a valuation similar to a comparable congsmmr comparable transactions analysis, |
have more confidence that both analyses are aetyxatluing a company.”).

175 JX 89 (Lee Rebuttal Report) at 6 (“While DCF valoa is a theoretically sound and
commonly used valuation methodology, it is highnsitive to the numerous underlying
assumptions, including but not limited to the célslwv projections, terminal value calculation,
and WACC. Furthermore, a DCF valuation values‘finedamental’ or ‘intrinsic’ value of an
enterprise and as such, may not reflect certaikk@haynamics or synergies that an acquirer may
enjoy. Consequently, the theoretical DCF valuatmalysis may misrepresent what a buyer
would actually pay for a business.”); JX 92 (De &&ebuttal Report) at 5 (“Though the DCF is
a generally accepted valuation methodology, iymcally general industry practice to employ
the use of several methods—based on available datarder to triangulate a conclusive
valuation opinion.”).

17 Hanover 2010 WL 3959399, at *2; JX 89 (Lee Rebuttal Répair 7 n.11 (citing Niso Abuaf,
Valuing llliquid Equity Securities in Light of tH&nancial Crisis of 2007-20Q920 Journal of
Applied Finance 110, 113 (2010) (“Most practitionérangulate among the three approaches.
Triangulation shows scientific humility and legabdence. That is, if we do not know what the
truly correct approach is, we might as well be dogmatic and consider all the reasonable
approaches, cross-check them against each otlieestimate the final result by quoting a range
and not a point estimate.”); Conroy & Harrialuing Assets in Financial Markets (2007)
(“Triangulation of value estimates is common ingbiGe and also very useful as any method has
its flaws.”)). Trading comparables/multiples in tlsemparable companies analysis informs
“what equity investors were willing to pay for siam assets, based on facts and circumstances at
the time of the analysesld. Precedent transaction comparables in the comigan@nsactions
analysis reflects “the value buyers were willinggay for similar assets, including potential
synergies, control premia, and other factors releva the period when such assets were
acquired.”ld. In sum, this market approach is premised on thecept that “the value of a
business can be determined by reference to ‘reagor@mparable guideline companies for
which values are known because either (i) they prelicly traded (comparable companies
analysis), or (ii) they were recently bought ordsol a transaction, the terms of which were
publicly disclosed (comparable transactions ang)ysiX 92 (De Rose Rebuttal Report) at 5.
177 3X 86 (Schechter Report) at 31-32.
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by Morgan Stanley and Houlihan. Schechter, howeragected each of
those valuations as “absurdly low” and “unreasondbl,” respectively,
and he gave them “no weight”® Like petitioners’ expert irHanover
because Schechter failed to clearly and persuggprelvide any acceptable
reasons for his outlier result, his methodologyvésa me with little
confidence in his valuatioff?

4. Hamada's Analysis

Hamada's expert opinions, proffered as rebuttdddaosman’s expert report,
were less a “rebuttal” to Hausman'’s opinions thamidda’s (and plaintiff's) effort
to attack Morgan Stanley’s valuatiéf. Hamada’s opinions, however, are without
any basis and ignore all the significant and raieegonomic realities of Crown.

First, Hamada did not criticize Hausman’s opinidhat the offers and
expressions of interest for Crown by key markey@ta are important economic

1

indicators to be considered in determining Crowm&ue!® Thus, it is not

surprising that Hamada did not examine the offgrd iberty Media or FoxX®

178|d.

1792010 WL 3959399, at *2.

180 Hamada, in his deposition, admitted that he ctwalde offered his rebuttal report before the
opening expert report was filed. Hamada Dep. 183e25. Hamada had not read the Hausman
Rebuttal Report before his deposition although baceded at trial that “it was certainly
important enough for me to read.” Tr. 937 (Hamadiforeover, Hamada’'s cross-examination
revealed that he had not discovered any real flaldausman’s criticism of Schechter’'s DCF
analysis. Tr. 950-52 (Hamada).

1811d. at 940.
182 |d.
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After all, he is not an expert in the cable tel®mnsbusiness, and was not in a
position to adequately evaluate the contents cfdtusfers:®®

Second, Hamada did no analysis regarding Crown&aswable capital
structure growth, with or without the Recapitaliaat'®* Hamada did not know
that Hallmark, in connection with its Hallmark Posal, would not extend its
waiver and standstill beyond May 1, 20£0.He also was not aware that “Crown’s
auditors had issued a going—concern opinion forydaa ended 2009,” and that its
revolving credit line was set to expire in 20#0.Indeed, Hamada did no analysis
of Crown’s liquidity situation in 2010 or any othgsar™®’

Third, Hamada’'s argument that Morgan Stanley mi¥guples and oranges”
in its DCF valuation was misguided as well as basmd Hamada's
misapprehension of the facts. Specifically, Hamadpued that Morgan Stanley
mixed firm-specific costs of equity and debt with adustry-average capital
structure, and that this error led to an exaggdrdtACC and deflated valuation of

Crown!®® Apparently, there was confusion over what eaghesx(Hamada and

1831d. (“But in this assignment they would have neveretliime as an expert in the cable
television industry. So | would not be able to quigely evaluate the contents of those offers
and so forth because | don’'t know that industryl webugh.”).

134Ty, 974 (Hamada).

85Ty, 942 (Hamada).

186|d.

87 Tr. 943 (Hamada).

188 Hamada explained there are two accepted approacheslculate a firm's WACC—an
industry approach and a firm-specific approach.904-05 (Hamada); JX 88 (Hamada Rebuttal)
11 6-8. Hamada opined that the correct calculatib®ACC under the industry approach
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Lee) said and heard, but the evidence is clearMuwagan Stanley used a post-
recapitalization cost of equity and a post-recéipaion cost of debt, along with a
post-recapitalization target capital structiffe. As a result, Hamada ultimately
conceded that Morgan Stanley’s approach (using st-necapitalization cost of
equity and debt, and target capital structure) dobk an “apples-to-apples
comparison,” and at trial he confirmed this conimss”

Fourth, Hamada’s criticism of Morgan Stanley’s tarah value calculation
Is without merit. Morgan Stanley conducted two fatfiént terminal value
calculations: a perpetuity growth rate and an exdtiple. Hamada argued that
Morgan Stanley unjustifiably used low perpetuityowth rates (1-3%) and
terminal multiples (or exit multiples) (6.5-8.5) twalculate Crown’s terminal
value® He theorized that both methods adopted by Mo&famnley contributed
to an unreasonable decline in future growth ratksf which resulted from Crown

management’s truncated projectioris. At trial, however, Lee (for Morgan

requires that a cost of equity and a cost of dalset on industry inputs must be weighted with
an industry-average capital structure. Under tima-Bpecific approach, the firm-specific cost of
equity and the firm-specific cost of debt must beghted with a firm-specific capital structure.
Hamada insists that calculating a firm’s WACC usargindustry-average capital structure with
firm-specific costs of equity and debt is methodatally inappropriate and results in an
incorrect WACC calculationd. at 11 6-10; Hamada Dep. 151-56.

189 SeeTr. 914 (Hamada), 324 (Leesee alsSpecial Committee Defs.’ Answering Post-Trial Br.
60 n.39.

199 Hamada Dep. 159; Tr. 977 (Hamada).

191 3X 74 (Morgan Stanley Feb. 25, 2010 PresentatibB85-37.

192 Hamada explained that the “cliff-like drop” in therminal year is evident with Morgan
Stanley’s selected perpetuity growth rates—22.38¢ frash flow growth in the final year of the

61



Stanley) testified that the purported decline betwée explicit forecast period
and the terminal period is typicaf In addition, the undisputed testimony showed
that Morgan Stanley’'s exit multiple calculation had precipitous decline in
growth rates® Ultimately, therefore, Hamada failed to convimee that Morgan
Stanley’s perpetuity growth rate was unreasonablethat its exit multiple
calculation created a “cliff-like drop.”

Finally, Hamada is not a restructuring expert amad hever been paid to
advise on a corporate restructuriny.As Hamada admitted, he has not offered an
opinion as to whether the Recapitalization is faiCrown or to its non-Hallmark
stockholders—either in his rebuttal report or higlttestimony. In short,

Hamada'’s opinions do not establish that the Realggation was unfair.

projections going out only 3 ¥z years and then dimmppmmediately to only 1-3% growth in
perpetuity. JX 88 (Hamada Rebuttal) 71 15-16.

19 See, e.g.Tr. 312 (Lee) (“[I]t's typical to have a differem, a spread between the growth rate
that’'s implied by management’s projections and ttlen perpetual growth rate that you apply
using the perpetual growth rate methodology. nikhhat’s the case in every DCF that I've done,
so it wasn’'t unusual and wasn’t something that vesved as highly suspect.”); Kindler Dep. 67
(“Having reviewed many of these | cannot imaginsirayle case where the perpetuity growth
rate is not significantly below the growth ratetire last years.”). Moreover, Morgan Stanley’s
perpetuity growth rates were consistent with indugtactice. JX 89 (Lee Report) at 17.

194 Perpetuity growth rates implied by Morgan Stardegkit multiple calculation actually were
higher than the perpetuity growth rate SchechtedusHamada, however, altered the WACC
Morgan Stanley estimated and then argued that Mo8anley’s exit multiples created a cliff-
like drop. Morgan Stanley estimated a WACC ne&f)9 higher than the WACC that Hamada
assumed in his criticisms of Morgan Stanley’s emiiltiple calculation. Tr. 966-69 (Hamada)
(“Q. [I]n your report, your analysis of the clifike drop assumes that Morgan Stanley estimated
Crown’s WACC to be 9 percent; doesn't it? A. Jimsd same as the number right above 13.2
percent on page 34. Q. But Morgan Stanley didestimate Crown’s WACC to be 9 percent;
did it? A. They should have.”).

19Ty, 948 (Hamada).
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In sum, because Crown’s outstanding debt exceddeddlue of its equity
before the Recapitalization, and because deferidpraffered expert testimony
persuasively and thoroughly supported their vatuationclusions (and plaintiff’'s
experts failed to convince me otherwise), | coneltitat the Recapitalization was
entirely fair.

[I1. CONCLUSION

For all the foregoing reasons, | find in favor eéfehdants and conclude that

the process and the price of the Recapitalizati@newentirely fair. An Order

consistent with this Memorandum Opinion has beeared.
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