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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE
IN AND FOR NEW CASTLE COUNTY
PARAMOUNT COMMUNICATIONS INC. )
and KDS ACQUISITION CORP., )
)
Plaintiffs, )
)
' ) C.A. No. 10866
)
TIME INCORPORATED, T.W. SUB INC., )
JAMES F. BERE, HENRY C. GOODRICH, )
CLIFFORD J. GRUM, MATINA S. HORNER, )
DAVID T. KEARNS, GERALD M. LEVIN, )
J. RICHARD MUNRO, N.J. NICHOLAS, JR., )
DONALD S. PERKINS, |CLIFTON R. WHARTON, )
MICHAEL D. DINGMEN. EDWARD S. )
FINKELSTEIN, HENRY LUCE II1I, )
JASON D. McMANUS, JOHN R. OPEL, and )
WARNER COMMUNICATIONS INC., )
)
Defendants. )
STATE OF NEW YORK )
: S8.8.°%
COUNTY OF NEW YORK )
CHARLES G. PHILLIPS, being duly sworn deposes and
says:
1. I am a Managing Directer at Dillonm, Read & Co.
Inc. ("Dillon, Read"). In that capacity I have
responsibility for the High Yield Finance Group and I have
also had broad experience in valuing, financing and selling
media companies. During 1988, I was a member of the Board of
Directors of TVX, Inc., one of the largest independent
broadcasting companies in the United States and was

responsible for leading the rcstructufing of that company.
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2. Dillon, Read has been retained by Simpson
Thacher & Bartlett as an independent financial analyst for
the purpose of evaluating financial data prepared by the
management of Time Inc. ("Time" or the "Company") and Time's
financial advisors in connection with the Company's leveraged
acquisition of Warner Communications Inc. ("Wﬁrner“).
simpson Thacher & Bartlett has also requested Dillon, Read to
render its own opinion concerning the trading value of the
common stock of a combined Time Warner entity following the
proposed leveraged acquisition. On behalf of Dillon, Read, I
have supervised both assignments and this aftidavit reflects
Dillon, Read's conclusions. I make this affidavit based-upon
personal knowledge, my review of documents produced in
connection with this litigation, and my seventeen years of

jnvestment banking experience.

gverview
3., with the assistance of colleagues under my
supervision I have:

(a) Reviewed in detail and evaluated the
financial projections prepared by Time's management and
financial advisors which set forth the prolforma results
of Time's leveraged acquisition of Warner:

(b) Established a range of future prices for the
common stock of Time Warner based on an analysis of
comparable publicly-tradod companies;

1/ In connection with this analysis, my colleagues and
I have reviewed, among other documents, all
presentations to the Boards of Directors of Time
and Warner by their respective financial advisors
that were produced in connection with this litigation.
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(c) Derived the present value of this range by
applying that band of discount rates which accurately
reflects the returns over time required by institutional
investors; and .

(d) Calculated the present value of the estimated
trading range of the common stock of a combined Time
Warner entity based upon the projections of estimated
trading range for the years ended 1990-93 provided to
the Time Board by Time's financial advisors.

4. On the basis of this analysis, I believe that a

Time Warner combination would trade in a range between $90
and $140 per share, on a fully distributed basis, after the
completion of Time's contemplated $70 per share tender offer
and second step merger. Absent changes in general market
conditions or a specific offer for Time Warner, I would
expect the shares of Time Warner to trade within this range
for a minimum of six months. I further believe that the
present value of the estimated trading ranges of Time Warner
common stock for the years ended 1990-93 provided to the Time
Board by Time's financial advisors is, almost without

exception, within the $90 to $140 range.

The Importance of Cash Flow

5. The most common measure used to determine the
relative value of commoﬁ stocks is the Price-to-Earnings or
p/E ratio. This ratio is computed by dividing the current
price of the common stock of a particular company by the most
recently reported 12 month earnings per share for that
company. Accordingly, the P/E ratio reflects in summary
fashion the sentiments of investors regarding a company's

prospects for future growth.
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6. Comparing market values for highly leveraged
companies on the pasis of P/E ratios is not generally
meaningful as most highly leveraged companies have little or
no reported net income. As a result, highly leveraged
companies are more typically valued on the basis of earnings
before interest and gaxes ("EBIT" or "Operating Income") or
earnings before interest, taxes and depreciation ("EBITD" or
ncash Flow").

7. After incurring the high degree of leverage
required to consummate the planned Warner acquisition, I
believe that Time Warner's share price would be sstablished
by reference to its cash flow. Mr. Nicholas, the current
?residont of Time, himself uses a company's free cash flow in
making relative valuations between businesses in the sanme
field. Nicholas Tr. at 98-99. In the case of the
contemplated Time Warner combination, however, the financial
community may value the combined company based upon
prospective earnings (prior to goodwill charges) rather than
on a cash-flow basis. Such a method of valuing Time Warner
would depress the anticipated trading range of the new

company's stock.

Methodology
8. There are rel#tivoly few publicly-traded,
highly.levoraged companies. My analysis has tharetofo
focused upon those major publicly~traded companies which have
been recapitalized through the incurrence of high levels of

indebtedness. The primary thrust of this analysis was to

_A(S) 4




derive the rates of return required by common equity
investors in these highly leveraged companies; these
required returns are indicative of the expectations that
institutional investors will have for the proposed Time
warner entity and for leveraged transactions in general.

9. To value the common stock of a highly
leveraged company, the market typically evaluates
management's estimates of the future cash flow anticipated
for the business and supplements management’s projections
with their own views. The market then generates a range of
future values for a company over a three to five year horizon
based upon the company's and its own assessnments. These
future values are calgulated by applying the appropriate
multiples of EBIT or EBITD derived from comparable publicly-
traded companies to the corresponding EBIT or EBITD
projections for the highly leveraged company.

10. The resulting future market value of the net
assets of the company must be adjusted by subtracting
projected indebtedness to derive the expected future equity
value for the company. This future equity value must, in
turn, be discounted back to present value to estimate the
current trading price for the common stock (the "Stub
value"”) of the company under consideration. As previously
stated, the range of appropriate discount rates is the range
of rates of return required by equity investors in other
highly leveraged companies. In other words, for highly

ieveraged companies with freely traded common stock, the
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implied rate of return required by investors is that
discount rate which, when applied to projected future equity
values, will produce a result equal to the current price of
the company's common stock.

11. For the companies I have studied in connection
with this project, the required rates of return wvere above
30% one month after the leverage was incurred. The required
rates of return when recalculated based on current share
prices vary substantially depending upon company performance
relative to its projections. For example, the required rate
of return for FMC Corporation, which has achieved its
projections, remains in the 25%-30% range. On the other
hand, common equity investors in Owens-Corning, a company
which has substantially exceeded its projections, require
returns in the 20-25% range.

12. Significantly, the two companies in the
comparison group that incurred high leverage most recently,
Interco and USG, are trading at levels which suggest that
jinvestors are discounting future performance by more than
'50%. These high discount rates may reflect the lack of
recent performance data with which to judge the prospects of

both companies.

13. In establishing the expected trading values
for highly leveraged companies, the multiples used to compute
the futurs value of net assets and the discount rate used to

derive the present common equity value should be established
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with reference to comparable companies. While the range of
discount rates used for determining Stub Values generally is
25%-35%, the multiples of Cash Flow and Operating Income
used to establish future value vary widely by industry and
the character and guality of assets. 1In applying this
methodology to determine the expected trading value of Time
Warner stock I have used a discount rate range of 25%-30% and
a range of multiples of 9-11 times EBITD and 10-12 times
EBIT. These multiple ranges are consistent with those used
by Time's financial advisors and were determined by:
= examining the trading multiples of Time and Warner
prior to the announcement of the proposed
transaction; and
- examining the current trading multiples for

comparable companies in each of Time's and

Warner's business segments.

14. The historical trading levels of Time and
Warner stock prior to the announcement of the transaction are
shown in the graphs in Exhibit A annexed hereto. These
graphs show that, for the past 18 months, Time (Company A)
and Warner (Company B) have each traded in a range of
approximately 8-12 times EBIT and 6-11 times EBITD. More
recently, prior to the announcement of the Paramount offer,
the range for both companies narrowad to 9-11 times EBIT and
-0 tines EBITD. I believe that these historic valuation
ranges for Time and Warner will have a major impact on future
valuations for the combined company.

1%. Summary financial statistics for companies

comparable to each of Time's business segments reviewed to
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assist in determining the trading multiples are shown in
Exhibit B annexed hereto.

16. Based upon financial projections for Time and
Wwarner prepared for Time management by their financial
advisors, I examined the pro forma impact of the business
combination of the common stock of Time and Warner. On the
pasis of this analysis and the multiples and discount rates
derived above, I believe that Time Warner would trade in a
range between $90 and $140 per share, on a fully distributed
basis, for a period of at least six months after the
transaction is consummated. The business combination
hnalyz-d assumes that the consideration paid in connection
with the combination (after giving effect to the back-end
merger) consists of 7%5% cash and 25% preferred stock. This
combination of cash and preferred stock was used by Time's
financial advisors as an illustrative financing_altarnative
in their June 26, 1989 presentation to Time's Board. A copy

of this presentation is annexed as Exhibit C hereto.2/

long Term Market Value
17. Over the long term the principal determinant

of the value of Time Wwarner's common stock will be the

2/ At the Time Board's June 15 meeting, the Company's
financial advisors also presented four other financing
alternatives for the transaction and the associated
estimated trading levels of Time Warner stock. Copies
of these projections are annexed as Exhibit D hereto. I

do not believe that the common stock in the proposed

7Ti{me Warner entity would exceed a trading range of $90-
140 per share if any of the alternatives described in
Exhibit D are pursued.
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combined company's performance and its relationship to
Time's current financial projections. Time's financial
advisors, in prcparingran estimated trading range for the
common stock assumed substantial cost savings ($50 million in
1990 and $100 million per year thereafter) and the sale of
significant assets o{ the combined entity at very favorable
prices.

18. There is no documentation to support the
dramatic cost savings assumed in the presentations by the
company's financial advisors for the purpose of establishing
the trading range of Time Warner stock. These projected
savings are so large that, if they are not achieved, the
prading range estimated by Time's financial advisors will be
substantially lower than the advisors currently predict.

19. Failure to realize the prices projected for
assets sales will also advorscly affect trading range.

20. In assessing Time's projections, I would
further note that the growth rates and improvements in
operating margins in the magazine and cable segments seem
aggressive and are higher than what I believe the financial
community anticipates. If the increases in growth rates and
operating margins are materially lower than those set forth
in the projections prepared by Time's management and
financial advisors, then the trading range will be materially
lower than the range estimated by Time's financial advisors.

21. Even assuming, for purposes of analysis, that

the shares of a combined Time Warner entity will, for the
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years ended 1990-93, trade in the estimated price ranges set
forth in the June 26 Board presentation of Time's financial
advisors, applying discount rates that I believe are
appropriate.for a highly leveraged investment yields the
following discounted present value for each price range:

Price Range

Year of June '26 Implied Valuation

Ended Presentation Discount Rates . _
2353 27.5% 30%

1990 $106-188 ($76-135) ($76-~138) ($72-127)

1991 159=-247 (91-141) (87-135) (83-128)

1992 230-332 (105-152) (98=-142) (92-133)

1993 288-402 (106-147) (97-135) (88-123)

As indicated, the present valuas of the trading ranges estimated
by Time's financial advisors for the years ended 1990-1993 are,
almost without exception, no higher than the $90-140 trading
range that I believe will be achieved following consummation of

the business combination between Time and Warner.

The Flaved Opinion of Time's rinancial Advisors

22. Time's financial advisors have opined that the
offer of Paramount communications Inec. ("Paramount”™) to
acquire all shares of Time for $200 per share in cash is
inadequate. In my review of the valuation materials relied
upon by Time's financial advisors, I found flaws that would
improperly increase the private market valuation of Time. ,
Specifically:

(a) The rates used for the discounted free cash

flow valuation are lower than Time's weighted average
cost of capital, which I believe is the appropriate

discount rate to apply for purposes of this valuation.
The method employed by the Company's financial advisors
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serves to unduly increase the discounted free cash flow
values.

(b) With respect to the comparable company
analysis, in several instances the projected performance
of the combined Time Warner entity was applied to
multiples of various indicia of operating performance
derived from the historic performance of comparable
companies. I believe that it would have been more
appropriate to apply multiples derived from the
projected performance of comparable companies to Time
Warner's projected financial performance. Such an
approach would have resulted in lower valuations since
trading multiples of projected performance are lower
than multiples of historic performance for growth
companies.

(c¢) The valuations of the business segments of

Time on a pre-tax basis set forth in the presentation of
Time's financial advisors tend to overstate Time's
private market value. Since Time's overall tax basis
appears to be on the order of 10% of fair market value,
any purchaser who intends to divest significant assets
following an acquisition would likely incur a
substantial tax liability. As a result, most purchasers
who would subsequently sell the assets of Time would not
be willing to pay full market value for all of Time's
components. Accordingly, I believe that any sale of the
whole company would most likely occur at a significant
discount to the pre-tax private market values of its
segments. ‘

I believe these flaws or oversights, combined with generally

aggressive projections for Time as described herein,

overstated Time's private market value.

conclusion
23. On the basis of my analysis, I believe that

Time Warner would trade in a range between $90 and $140 per
share after the completion of the proposed transaction.
Absent changes in general market conditions or a specific
offer for Time Warner, I would expect the shares of Time
Warner to trade within this range for a minimum of six

months.
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24. To the extent that the proposed Time Warner
fails to realize growth rate projections and operating margin
improvements or fails to achieve the anticipated prices for
sales of assets, the long-term trading range of Time Warner
stock will fall below the level predicted by Time's financial
advisors. In any event, even assuming Time Warner meets the
aggressive projections, the present value of the anticipated
trading range for the combined entity is, almost without
exception, within the $90 to $140 range.

25. Finally, I believe that the methods used by
Time's financial advisors tend to overstate Time's private

-

market value.

\

Cha s G. Philli

Sworn to before me this

ota

{~ary Publi, Siaty of Now York
491331% :

ified s Sutiol County
e
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Unlevered Value/EBITD Ratios
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. ON, READ & CO. INC. Page 1 of 2
Project K
Market Data for Selected Cable Television Companies
(Dollars in mlllions, except per share data)
American Tele-
Television & Cablevision Centel Cosmunications,
Segment A Segment B Communications Syetems Cable Comcast (@) Ine.

CURRENT MARKET DATA ——— simim S nm i

Stock Price on 6/27/89 - - $53.000 $43.125 §45.125 §25.625 $36.373 CL A

37.500 C1L B

52 Week Range - - 55.25-21.75% 47.25-26.73 47.25-21.00 26.63-13.75

Market Value of Equity - - $5,777.0 §992.8 $1,128.1 $2,024.4 (e) $6,484.2 (c)

Mke. Val. of Net Assets (a) - - $6,484.6 $2,878.3 $1,213.2 $4,911.6 $13,005.3
MARKET VALUE OF EQUITY TO:

L.T.M. Net Earnings ™ X 79.5 K X 127.4 X ® it

Latest Book Value 10.4 20.4 ] 3.2 12.5 5.6
MARKET VALUE OF NET ASSETS TO:

L
L.T.H. Sales 6.6 X 7.6 X 5.8 X 7.6 X 6.1 5.7 i
L.T.M. Operating Income + Dep. 17.3 17.9 18.9 19.8 15.5 e
L —

L.T.M. Operating Income 37.4 29.8 o 53.8 39.2 27.0 <

Baslc Subscrlbers 1,756.2 1,605.1 2,398.5 2,009.4 1,644.8 1,273.8

Basic Subscribers Owned (d) 2,019.9 1,846.8 2,398.3 2,049.4 2,058.0 1,748.8
OPERATING PERFORMANCE
Three Year Compound Growth:

Sales 12.9% 18.46% 59.71 12.91 80.9% 31.2% 85.41% 88.01

EBITD 20.1% 21.6% 57.81% 19.48 $0.3% 46.0% 94.8% 78.2%

EBIT 25.9% 112.1% 62.91 17.8% [ 104.8% 50.6Z 78.31

Net Income . | M 15.43% 32.1% [ -1.3%8 | MM
NOTES:

(a) Market value of assets is defined ss merket value of common stock plus net debt.
(b) Het assets 1s deflned as total sssets less current llabilities {(excluding debt) less cash.

(¢) Two classes of stock belng traded.
(d) Basle affilistes less than 503 ovned are sccounted for based on the

{e) Revenue, cash flow, debt and subserlbers have been adjusted for the Company’s

(£) Includes $61.7 milllon charge for unfavorable jury verdict.
(g) All financlel dsta are net of eny emtraordinary items.

company’s ownership.
S0 imterest in SCI.




Project X
wammmm—-— Page 2 of 2
Market Data for Selected Cable Television Companies
(Dollars in millioms, except per shars data)
Amsrican Tale-
Segment A Segment B Average Television & Cablevision Centel Comsunications,
Communleations Systems Cable Comcast (@) Inc,
CURRENT FIRANCIAL DATA (a) ememmsmamer me=osssecsese  SemoSsSST —mmm e ram——— - -
L.T.H. Salas - - $851.1 5492.4 $159.8 4$703.3 §2,443.2
L.T.H. Operating Income + Dep. 161.53 151.% 62.6 270.9 935.2
L.T.M. Oparating Income - - 217.3 (11.0) 22.7 109.9 510.4
L.T.M. Nat Earnings $72.7 {51483.9) .9 (870.8) (5178.8)
Latest Book Value 202.8 £333.2) 8.9 162.6 1,153.2
Latest Nar Debt 707.6 1,585.5 5.1 2,281.2 7,361.1
Baslc Subscribars 4,040 1,200 192 2,983 10,838
Basle Subscriber Ovned 3,515 1,200 u.au 2,093 7,89
Common Shares Out. {MM) 109.0 22.0 25.0 19.0 152.3CL A
264.1CL B
Ticker Symbol ATOMA cve CICAA CCSA TCOMBA Gi A
TCOMES CL B
Emchange o1C ASE L1114 oTC orc
Latest Financlials 3/31/08% 3/31/89% 3fnjes 389 3/31/89
HISTORICAL OPERATING DATA N
o
Sales el
Latest Filscal Year £812.0 S$456.4 5811.9 $493.3 $153.7 $449.9 $2,282.0
LFY-1 TiALA 387.0 7144 29%.5 130.1 309.3 1,709.4 \QIUJ
LFY-2 637.3 325.7 637.) 150.8 89.3 130.9 645.7 —
<,
Growth LFY - LFY-2 12.9% 18.4% 5.7 12.91 80.9% 31.2% 853.4X 88.02 |
EBITD
Latest Fiscal Year $382.7 $156.0 $340.2 §140.1 §60.1 $176.9 S887.4
LFY-1 260.7 144 6 286.7 9.8 47.3 112.3 649.7
LFY-2 237.5 105.3 218.6 62.0 28.2 46.6 279.4
Grovth LFY - LFY-2 20.11 21.61 57.8% 19.4X %0.3X 46.0% 94.8% 78.21
EBIT
Latest Flscal Year $2056.6 £72.9 5182.6 ($11.5) $21.4 $635.3 5490.5
LFY-1 136.9 42.0 162.9 11.0 13.2 46.2 158.1
LFY-2 130.3 16.2 131.6 29.9 5.1 28.8 154.3
Growth LFY - LFY-2 25.92 112.11 62.9% 17.81 ™ 104.81 50.61 78.31
Het Income
Latest Fiscal Year §70.4 ($139.4) $8.5 (547.6) (549.9)
LFY-1 49.5 (58.7) 0.4 (9.4) (18.4)
LFY-2 &0.4 {4.9) .7 1.0 (20.1){f) .
Growth LFY - LFY-2 15.4% 32.1X m™ ~1.3% MM ™



~7TLLON, READ & CO. INC. Page 1 of 2
Project X
Mazket Date for Selected Book Publishing Ceapanies
(Dollars in millions, emcept per share data)
Barcourt
Brace HBoughton MeGraw- Plemmsm Wastern John Wiley
Segment A Segment B Average Jovanovich MLEflin Hill Publ ishing Publishing & Soms
CURRENT MARKET DATA ——- B cmmmeeoaas S - a=cae
(Class ALB)
Stock Price on 6/27/89 - - $15.130 240.0880 §72.000 $27.000 $21.750 $59.000
52 Week Range - - 15.50-8.88 $0.25-33.63 82.25-62.13 28.63-20.73 29.50-16.2% 66.00-34.00
Market Value of Equity - - $1,103.0 $580.5 $3,499.2 $158.5 $835.0 $253.7
Mke. Val. of Het Assets (a) - - 84,307.2 $595.5 $3,709.6 $100.1 $503.5 $273.5
MARKET VALUE OF EQUITY TO:
L.T.H. Net Earnings - - 18.3 X X 25.9 X 19.3 X 12.0 X 15.6 X ™ K
Latest Book Value - - 3.1 ] 3.4 3.8 3.2 2.6 2.6
MARKET VALUE OF NET ASSETS T0:
L.T.M. Sales 1.7 X 2.4 X 1.6 X 20K 2.3 K 1.0 X 1.0 X
L.T.M. Operating Income + Dep. 9.3 16.0 8.4 11.3 5.8 7.0 7.1
L.T.M. Operating Income 12.6 20.6 15.6 14.1 7.2 9.1 i17.1
OPERATING PERPORMANCE
Three Year Compound Growth:
Sales 15.9% 2.3% 16.1% 26.3% 7.1% 7.4% 7.0% 31.1% 5.62
EBITD 30.0% -2.8% 16.7% 41.01% 6.51 1.5% 8.0% 36.52 8.11%
EBIT 17.0% -3.61 12.8% 33.2% 6.61 -0.8% 11.6% 31.8% -5.5%
Het Income e §.11% (] 3.2% 9.0% -4.1% 33.21 -21.5%

NOTES:

(a) Market valus of assets is defined
(b) WNet =ssets ls defined as total assets

a3 market value of common stock plus met debt.
less current llabilities (emcluding

debt) less cash.

A(S) 15



‘TLLON, READ & CO. INC. Page 2 of 2

Projesct X

Market Data for Selected Book Publishing Companies
(Dollars in mlllions, sxcapt per share data)

Harcourt
Segment A Segment B Average Brace Boughton HeGrav- Plenum Western John Wiley
Jovanovich MLEfELLn Hill Publishing Publishing & Sons
CURRENT FINANCIAL DATA (<) ——mmemnm - 7 ! N
L.T.M. Sales - - 821,020.9 $372.6 $1,80%8.4 S44.4 $527.0 §262.8
L.T.M. Oparating Incomse + Dap. - - 269.4 0.6 328.9 17.1 71.9 18.4
L.T.-M. Opecating Income - - 208.7 34.2 : 2642.9 13.9 55.6 16.0
L.T.M. Net Earnings - - ($132.7) $22.4 $179.7 $12.4 27.8 $2.9
Latest Book Value - - (1,528.3) 172.2 930.8 A7 166.2 97.0
Latest Nat Debt - - 3,204.2 15.0 216.4 (A9.4) 0.5 19.8
Common Sharas Out. (MM} - - 12.9 14.2 40.6 5.5 20.0 4.3
Ticker Syabol - - HJ HIW war PFLER WGl WILLAIWILLE
Enchange - - NYSE nYSE wYsE orc orc orc
Latest Financlals 12731788 12/%1/88 afsijes 3/31/89 /ey 3131189 aj29/09 1131189
[ —
HISTORICAL OPERATING DATA
Sales
Latest Fiscal Yaar $891..0 $138.7 $1,782.1 $368.3 4$1,610.0 $43.6 8548.9 4240.8 .
LFY-1 954.0 130.2 1,321.% 343.4 1.781.2 .0 433.0 230.2 i
LFY-2 663.0 132.6 1,117.9 321.1 1,576.8 38.1 319.4 215.9
Growth LFY - LFY-2 15,92 2.31 16,11 26.3% 7.1% 7.1 7.01 .11 5.6% @
f -
EBITD o,
Latest Flascal Yaar $142.0 $11.8 $335.2 $72.8 £340.5 $17.4 £72.4 §37.3
LFY-1 125.0 12.8 27%.1 71.3 3%3.8 16.0 60.9 40.0
LFY-2 84.0 12.5 178.7 64.2 0.5 14.7 40.0 ua.o‘
Growth LFY - LFY-2 30.0) -2.82 16.7X 41.02 6.3X 1.5% [ }3 34.51 8.1
EBIT
Latest Fiscal Year $100.0 $1¢.5 423%0.3 $40.6 $274.3 $14.2 $59.4% $15.9
LFY-1 85.0 11.6 169.7 3.9 268.2 12.6 A7.8 20.8
LFY-2 73.0 "11.3 129.8 35.7 279.0 11.% 34.4 17.8
Geowth LFY - LFY-2 17.0X% -3.6X 12.82 33.2% &.6% -0.8% 11.62 31.42 -5.5%
Het Income
Latest Fiscal Year {8353.%) $24.1 $185.5% $11.3 $29.9 $4.7
LFT-1 (719.3) 23.6 1646.8 8.7 21.6 5.0
LFY-2 60.0 22.6 154.0 12.2 16.8 7.6
Growth LFY - LFY-2 5.12 ™ 3.2 9.8 -4.1% 3.2 =-21.5%

NOTE:
(d) All financlal data are net of sny extrsordinary 1tems . .
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Market Data for Selected FPilsed Enterteinment Companies
(Dollars in millions, excapt per share data)
Parsmsount The
Columbie Commumnicstions Walt Disney
Segment B Average Pictures MCA Ine. MG /UA Orion ine. Company
_URRENT MARKET DATA ceme—mmsm===  es===-=es=== m—mem—me—aas mmmem—eme—=- e ———— e
Stock Price on 6/27/89 - $22.625 861.375 $18.375 $22.625 $59.500 $98.250
52 Week Range - 23.13-11.88 61.88-45.38 19.00-13.13 23.00-14.00 60.08-39.50 98.25-64.88
Market Value of Equity - $2,505.6 $4,489.2 §927.6 §394.8 $6,985.0 $13,217.4
Mke. Vel. of Net Asgsets (a) - §3,941.2 85,014.2 $1,476.0 $839.1 $8,303.0 $13,094.0
MARKET VALUE PER SHARE TO:
L.T.M. Net Earnings - 32.3 % X 27.1 K m R 28.6 X 51.7 X 22.1 X
Latest Book Valus - 3.9 2.% 2.6 2.7 2.3 2.9 5.0
MARNET VALUE OF MET ASSETS TO:
L.T.M. Sales - 2.3 K 2.4 X 1.7 X 20X 1.8 % 2.3 X 3.3 K
L.T.M. Operating Income + Dep. - 6.8 3.8 4.3 3.5 2.4 16.4 10.2
L.T.M. Operating Income - 15.9 26.7 (e) 15.8 [ ] 12.9 20.2 14.5
~PERATING PERFORMANCE
Three Year Compound CGrowth:
Sales 19.9% 20.8% 9.2% 11.5% 37.8% 19.61% 20.5% 26.01
EBITD 19.5% 20.11% 9.22 5.91 35.02 22.8% 24.31 23.61
EBIT 28.52 10.31 -19.3% 27.91 -52.9% §9.0% 26.61 30.72
Net Income 26.5% 14.6% -60.4% 4.5% L] 18.92 67.91 56.5%

NOTES:

(a) Market value of sssets ls defined as
(b) MNetr assets Ls defined as cotal assets

(e) MNot included ln average

market value of common stock plus
less current llsbillties (excludi

net debt (retal debt plus preferred stock less cash).
ng debt) less cash.




Project X

Markst Data for Selected Fileed Entertaimment Companies

(Dollars ln millions, axcept per shars data)

Page 2 of 2

Paramsount The
Average Coluabla Commmications Walt Disney
Segment B Pictures MCA Inc. MECM[UA Orion Inc. (d) Company
CURRENT FINANCIAL DATA () emvmemamenm  mmmemw——as—s m—mmr—mmema vemm ammmm—mm——— AR
L.T.H. Sales A $1,615.7 83,147.8 8747.3 $463.9 $3,575.3 $4,010.5
L.T-M. Operating Incoms + Dep. + Amort. HA 1,040.53 1,199.2 422.6 347.9 506.0 E 1,279.9
L.T.M. Opersting Income RA 147.6 342.3 (37.1) 6.9 410.9 900.7
L.1.M. Ner Earnings - $16.90 $165%.4 ($100.4) $13.9 $135.2 5594.7
Latest Book Value - 1,060.7 1,713.7 7.9 170.0 2,393.8 2,8653.0
Latest Net Dabt - 1,435.8 924.9 548.4 484.3 i,M18.0 (123.4)
Common Shares Out. (MM) - 110.7 73.1 50.5 17.3 117.54 134.3
Ticker Symbol - XPE MCA ws orc rCl DIS
Enchanga - FYSE WYSE WYSE wISE WNYSE WISE
Latest Financials - 2/28/8% 3fnjse 2120199 2128109 3i3iey 3731/99
HISTORICAL OPERATING DATA
Sales
Latest Flscal Year $1,571.0 $1,615.7 $3,032.7 $674.9 S468.9 $3,055.9 $3,430.2
LFY-1 1,35%.7 1,283.0 2,589.6 421.6 426.9 3,923.5 2,876.8
LFY-2 1,251.3 1,355.0 2,438.4 355.4 327.6 2,103.0 2.165.8
Growth LFY - LFY-2 12.0% 20.8% 9.21 11.52 37.8% 19.6X% 20.5X 26.0%
EBITD
Latest Flscal Year $212.3 $1,040.5 $1,137.2 £395.4 $3A7.9 §526.9 61,126.9
LFY-1 180.7 BO7 .4 961.3 199.1 306.2 2.9 1,083.2
LFY-2 175.8 a872.8 1,013.3 27.0 232.1 340.0 738.0
Growth LFY - LFY-2 9.91 20.12 9.21 ) 5.91 35.0% 22.4X 24.3 23.6%
EBIT
tatest Flscal Year 5207.5 $31AT.6 $317.6 £8.0 $64.9 S431.8 5788 .8
LFY-1 176.4 124.9 212.3 (51.8) 42.5 430.8 706.5
LFY-2 172.2 226.8 194.2 3.0 29.2 269.3 461.7
Growth LFY - LFY-2 9.8 10.32 -19.3% 27.9%1 -52.9% 49.02 26._61X 10.72
Het Income
tLatest Flscel Year - $16.0 $164.9 (Sa8.7) $13.9 8146.9 $522.0
1ryY-1 [, ] [¢ I} ] 137.3 (88.1) 12.2 159.7 392.3
LFY-2 ™ 102.0 150.9 16.6 9.8 52.1 213.2
Grovth LFY - LFY-2 ™ 14_6) -80.41 4.5% L] 18.9% 67.9X 56._51

HOTE:
E - Estlmated.

(¢} ALl financial dats are net of any axtraordinary ltems.

(d) Does not include finance subsidlary.

A(S} 20



LON, READ & CO. INC. Page 1 of 2
Project X
Market Data for Selected Progresming Companies
(Dollers in millions, except per share data)
Capital Tuener
Cicles/ Brosdeasting
Segment A Aversge ABC, Ime. CBS Ime. Viacom, Ine. System, Inc.
CURRENT MARKET DATA mmemmmmmao -- - - _—
Stock Price on 6/27/89 - $471.625 $210.125 $53.000 $48.875 CL A
40.375S CL B
52 Week Range - 484 .00-253.00 210.13-166.00 55.25-30.50 44.88-17.00 CL A
40.7%-14.38 CL B
Harket Value of Equity - $8,436.% $4,965.1 $2,820.4 $2,103.9
Mkt. Val. of Net Assets (a) - $9,099.7 85,017.4 $5,144.8 $3,866.3
MARKET VALUE PER SHARE TO: N
L.T.M. Fet Earnings - 25.8 X 21.1 X 16.8 X 39.6 X X
Latest Book Value - 3.4 2.7 2.2 5.2 |
MARKET VALUE OF WET ASSETS TO:
L.T.M. Sales - 3.1 K 2.0X 1.8 X 3.9K 6.5 X
L.T.M. Operating Income + Dep. - 14.6 9.4 i7.1 17.6 1.4
L.T.M. Operating Income - 26.4 11.2 21.4% 34.0 .30.9
OPERATING PERFORMANCE
Three Year Compound Growth:
Sales 9.01 11.1% 7.6% -0.6% 17.02 20.3%
EBITD 16.72 16.01 13.2% -10.4%1 20.82 40.2%
EBIT 21.4% 10.22% 16.4% j.0% 11.28 i)
Het Income ] | 45.9% 95.4% [ ] ™

NOTES:

A(S) 21

(a) Market valus of assets ls defined as l-nron.<l—=- of cemmon stock plus met debt.
(b) Net assets ls defined as total mssets less current llablllitles (excluding debt) less cash.




YoM, READ & CO. INC.

Projsct X

Market Data for Select

(Dollars in wmillions,

ed Programming Companies

ancept par shars data}

Page 2 of 2

Capital Turnexr
Segment A Avarage Ccicies/ Brosdcasting
ABC, Ine. CBS Imec. VYiacom, Inc. System, Inc.
CURRENT FINANCIAL DAIA (<) o e i e e ——m——-— - - -
L.T.M. Sales - $4,605.1 $2,11.7 $1,306.3 5856.0
L.T.M. Opersting Income + Dep. - 971.9 292.6 292.3 268.2
L.1.M. Opsrating Income - 8i12.9 234.1 131.4 125.3
L.T.M. Net Earnings - $399.5 £294.9 $7T1.6 (3127.9)
Latsst Book Value - 3,068.3 2,236.2 541.5 {364.8)
Latest Net Debt - $63.3 52.3 2.316.% 1,762.4
Commonn Sharss Our. (MM) - 17.9 23.6 33.% 22.9CL A
2.0CL B
Ticker Symbol - cCcs [~ 13 VIA TRS.A
185.8
Enchange - WYSE mSE ASE ASE
Latast Financials - 4iz/89 ey 3131189 3/n1e9 3
P — : ]
HISTORICAL OPERATING DATA
- ~
Sales Muk
Latest Flscal Year $1,052.0 $4,773.3 $2,7711.7 $1,258.5 $806.6 <
LFY-1 904 .0 &, 040.3 2.762.0 1,010.7 552.4
LFY-2 886.0 &,124.4 2.808.8 "9.2 5356.9 |
Growth LFY - LFY-2 9.0X 11.11X 7.6X -0.6% 17.01 20.3%
EBITD
Latsst Fiscal Year 5158.5 $975.9 $259.6 $290.1 $255.8
LFY-1 141.6 904.13 310.7 248.4% 217.%
LFY-2 116.4 761.3 323.2 190.9 130.1
Growth LFY - LFY-2 16.7X 16.02 13.22 -10.4X 20.8% 40.2%
EBIT
Latesat Piscal Year $146.0 $816.0 $202.2 $149.9 $115.8
LFY-1 121.2 746.0 203.1 134.0 84,4
LFY-2 99.0 602.7 190.5 121.2 19.7
Crowth LFY - LFY-2 21.42 43.31 16.4X 3.0X 11.2% 142.82
Ner Incoms
Lestast Flscal Year ] $387.1 §2083.4 (5100.0) (3141.4)
LFI-1 L, 279.1 136.0 (154.4) (191.7)
LFY-2 ™ .9 T4.2 9.9 (238.9)
Crowth LFY - LFY-2 ™ 70.72 45.9% 925.4% n ™

NOTE:

(e) All finencial data are ner of any ext

raordinary ltems.




Preject X

Market Data for Selected Magasine Publishing Cospanies

(a) Market velue of assets Ls defined as market value of ¢
(b) Net sssers Ls defined as total assets less current Llla

emmon stock plus met debet.
bllitles (emcluding debt) less cash.

(Dollars im millions, emcept per share data)
Meredith Playboy
Segment A Average Corporation Enterprises
1 WRENT MARRET DATA — cee memmmmmemm==  m=mee—-esess =oosecocsses
Stock Price on &/27/89 - $38.000 $14.250
52 Wesk Range - 39.00-29.87 14.87-12.12
Market Velue of Equlity - £709.0 $134.1
Mkt. Val. of Net Assets (a) - $759.9 $110.8
MARKET VALUE PER SHARE TO:
L.T.M. Ret Earnings - 21.0 X 21.8 X ™MK
Latest Book Value - 2.8 2.0 3.7
MARKET VALUE OF NET ASSETS TO:
L.T.M. Sales - 0.8 X 1.0 X 0.7 X
L.T.M. Oparating Inceme ¢ Dep. = 15.2 12.0 18.5
L.T.M. Operating Income = 19.0 19.0 .
OPERATING PERFORMANCE
Three Year Compound Growth:
Seles 5.4 3.31 12.71 -6.2%
EBITD 32.1% 0.0% -8.2% 8.32
EBIT 35.01 -14.02 -14.0% i)
Net Income L] 0.21 0.2% [, ]
NOTES:

Page 1 of 2
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Market Data
(Dollars in willicas,

Project X

for Selected Programming Companies
axcept par share dats)

Maredith Flayboy
Segmant A Avarage Corporation Entecprises
CURRENT FINARCIAL DATA (c) ——mmmmma———— ——mmmm———— B
L.T.M. Salas $1,781.0 8777.2 8164.3
L.T.M. Opsrating Income + Dep- 311.0 63.3 6.0
L.T.H. Operating Income 272.0 40.0 (%.3)
L..TI.M. Net Earnings - $32.3 (82.5)
Latest Book Value - 362.4% 3.2
Latest Net Debt - 50.9 {23.3)
Common Shares Outr. (MM} - 18.7 9.4
Ticker Symbol - nr PFLA
Exchange - WYSE wYSE
Latest Flnanclals 3f31/89 3/1/89 3731109
HISTORICAL OPERATING DATA
Sales
Latest Flscal Year $1,75%2.0 $670.5 $159.9
LFY-1 1,621.0 $01.8 161.8
LFY-2 1,576.9 554.2 181.6
Growth LFY - LFY-2 5.4% 3.1 12.72 -6.2%
EBRITD
Latest Fiscal Year $309.0 461.9 5.8
LFY-1 w20 771.9 16.9
LFY-2 171.0 73.3 7.5
Growth LFY - LFY-2 32.12 0.0X ~-8.2% B.32
ESIT
Latest Fiscal Year §279.0 $A0.8 (54.9)
LFY-1 276.0 54.0 0.3
LFY-2 153.0 55.2 {12.0)
Growth LFY - LFY-2 35%.01 -14.0% -14.0X ™
Net Income
Latest Filscal Year [ ] $A7 .4 $0.2
LFY-1 m 33.% 6.5
LFY-2 M 47.2 (10.%)
Growth LFY - LFY-2 ™ 0.2% 0.21 ™

NOTE:

(¢} All flnancisl dats are net of any extr

sordinary items.

Page 2 of 2
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1992

1993

FINANCIAL CONSEQUENCES TO TANGO OF
$70 PER SHARE TRANSACTION:
75% Cash/25% Preferred®®

Pre

Pro TANGO TANGO Ferma Estimeted

Ferma Stand Pre  Goodwill Pre Stand Aleme Cash el Tradinglevel  Cash
.-..>z..= Alome -.!.Jd Per ﬂj Cash Flew  Flew Per Per Share laterest
mﬂﬂ _EPS EPS' Share EPSY PerShare PerShare Dot  Share pt10x-12x Coverage'®

(SMM)

57.0 $728 (51S08) $(523)  $(2031) $20 sa1 $17387  $304 $106 - $188 120
7.0 9.13 (5.19) (5.02) (1021) 23 “ 16,044 81 159 - 247 1.87

57.0 1.62 n @.1m (1.19) 27 . 81 16916 290 230 - 32 264
570 14.09 628 @1m 2.10 31 s? 16,124 m 288 - 402 200 -

m

(M
(L]
%)
1e)

78% Cash, 25% Exchangeable Preferred Steck

Assumes divestitare of WONDER miscellancous invesimen
million thereafler

Relore transaction costs and gondwill, afler preferved divideads
Before transaction costs, afier goodwill and preferved dividends
Includes Preferred Stock ’

ERBIT/Cash Inferests and Dividends

ts, SFN, 50% of WONDER cable, and cost cuts of $50 million in year one and $100

4056101
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~ FINANCIAL CON
-~ OF $70 PER SHAR

Fre

Forma TANGO Pre
TANGO Stand Farmn
Sharey Alont Ersan
(SMM)
518 $1.28 $1.4%
518 2" 112
e 1nse T
510 1392 18

Assumes divestitore ol

yeur one and $100 mittion therraficr

Helore trunsnction
Birlave lynnunetion

corls il gandwitl
conis, nftey pondwill

G oadwill
Per
Shaee

352

(L] L)

(LS

(AR Li)

PFre
Forma

EPm

316259

am

M

X L]

TANGO
Siand Alane
Casvh Flow

Per Share Per Nhare

50

1n

L]

m

SEQUENCE

Pra
Forma
o
Flow

p 2

L]

4“

S TO TANGO

E CASH TRANSACTION®

¥xtimated

bt Tending Level Cank
f're Per Share interest
Deil Share sl i0y-12n  Levernge
(SMAD :
\
SiK 18 $Ind $11S 3198 099X
(Y=
1,560 0 292 - MM 1.27 ™
—
W
L —
<,
11,164 11, ] M - A 107
10,160 e me - M LM

WONDER misceliancons investments, WONDER Calide (L. TAMAL subs), RIC, SEN, mad cost oty of $500 millien in
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FINANCIAL CONSEQUENCES TO TANGO OF
$70 PER SIIARE TRANSACTION:
80% Cash/20% Common®®

Pre
Pre TANGO TANGH Ferma Estimaied
.--...IJ- Sizad ._...- zeadwill Pre Siaad Alese ash Debi. Trading l2vel Cash
”.2..3 Alene ¥ . .1!. vl.l.ﬁ- Coash Plow  Blow Per Per Share Interest
Sherey _EPS ErS Shere ErS Per Shore Per Share Dby - Share pli@n-012z  Leverase
(1SMM) 4 (ShIM)
1990 749 $7.28. $0.6 (31.98) (538 s %30 12 682 $1&9 §038 - %196 187X
1991 749 29 aee (VA 417 22 Ll ] 8,862 114 14 - 192 1.0
1992 749 1050 an: (2.4M) 6.42 28 »n [ X2 (11} 228 m 298
1993 749 1392 1254 (2.4%) 19.04 (] L 7259 1) 267 - 3w 2.58
m

RIS cmsh, 20T camman atnch 10.467 enchange rabie)
Assumes divesthiure of WONDER miscellanenns investmenis, WONDER Ceble (0.7 AT subs), BIIC, SEN, and cost cuts of 350 milllon In

year one ond $000 MM therenfler
fefore transaciion cusis and goodwiil
fiefure trpnancilon oS, afler gondwill
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FINANCIAL CONSEQUENCES TO TANGO

OF $70 PER SIIARE TRANSACTION:
50% Cash/50% Common®®

Pro
.-.,.- TANGO TANGO  Formae Fstlmnated
Forms Stwnd Pre Gomiwill Pra Siand Aleme  (nsh Debt Trading Level Cash
.-.wz. O Alent ﬂ...ia‘ Per ¥ Cosh Flow  Flow Per Per Share Interest
Sharey _EPS grs™  Share EFSY  PorShare PerShare Dbt Share ati0x-12s  Leverage
(SMA) (SMMY
1990 7 $1.28 5.0 $2.9% $2.5% 520 $12 8400 s $13e - $Ind 1.50x
1hall 017 o A1) (280 am 7 2% 1018 T 176 - 128 218
1wl on? nse I A (28D ssl 15 9 1262 ™ us - M 2.64
1993 oy 1392 1168 (2R na7 p i L} 6229 & 2158 - MR wm
m ST U mnh, S cooemon snck (1.467 exbmnpe ratind; Alvest WONDER liguid assels nnd HIRC
il Assumes divestiture of WONDER mivcrifancons investments, WU INDER Unbie (1.7 ATAE sulis), BN, SEN, anil cost ruls of 350 miltion In
yenr one and 3100 MM thereafter .
“.“. Nelore tennsnctlon cosis and goudwill
N

Nelore trnnsnction conis, pfler pomdnill
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1991

1992

1993

FINANCIAL CONSEQUENCES TO TANGO OF
$70 PER SIIARE TRANSACTION:
80% Cash/20% Preferred®®

fre

Pre TANGO TANGO) Forme Estienated

Forma Siand Pre Coadwill Pre Stend Aleme  Cash ([ 4] Trading l.evel Cosh
.__..>z— E | ) Abome Formp Per Fermp Cosh blew  Flow Per Per Share nferest
Shares _EPS Ers' Shore grs'?  Per Share Per Shore D™  Share  oli0n-lls Coversee'
(SAIRE) (SAIRE)

57.0 $7.25 ($6.35) ($52% (300.58) $19 b 0 818,772 8717 $123 - $108 1.8
57.0 (R 224 (ELAT 2.7 22 45 12,029 203 28 - M .40
570 1050 108 (1.05) (1. 09 - 28 44 12929 208 223 - M0 .18
579 1392 5.49 (NIS) 284 p i} a0 1989 210 267 - M) 258

(L1}
(1]

% Cash, 20% Exchangeable Preferred Stach .

Assumes divesilinre of WONDER miscelinnesns Invesimenis, WONDER CUnble (1. 70IRE swbs), R, SKFN, and casl cuts of $50 million in
year ane and $100 MM therenfier

Refore transaciion casts and goodwifl, alter preferred dietdends

Iefore transaction costs, nfter gondwill and preferred dividends

tncludes Preferrrd Stork

£ 000/ Cnsh Interesis and Dividends
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March 8, 1989

Mr. Glenn A. Britt

Vice President & Chief Financial Officer
Time Inc.

Rockefeller Center

New York, NY 10020

Dear Glenn:

Manufacturers Hanover Trust Company ("MHTC") is pleased to
confirm its willingness to participate in, and at your request to act as the agent or as
a co-agent for, bank credit facilities to you aggregating up to §5,000,000,000 (the
»Credit Facilities”). The Credit Facilities would be available for drawing by you, in
your discretion, for the purposes of repurchasing shares of ydur common stock or
purchasing shares of the common stock of Warner Communications, Inc. , Warner”)
pending your proposed merger with Warner (the "Merger"). MHTC is prepared to
provide up to $380,000,000 of the Credit Facilities, less the aggregate principal
amount of outstanding loans or other extensions of credit to you and your affiliates
that may reduce the amount which MHTC may legally make available to you.

The terms and cdnditions of the Credit Facilities, including fees,
interest rates, commitment periods, maturities and collateral, are subject to

negotiation to our mutual satisfaction. Representations and warranties. covenants,

g805610U>
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Time Inc. -2- March 9, 1989

events of default and asset sale provisions will be included in the documentation for
the Credit Facilities in a manner acceptable to MHTC and said documentation will
be in form and substance satisfactory to it. MHTC's willingness to participate in the
Credit Facilities is subject to the execution and delivery of all documentation for the
Credit Facilities on or before the earlier of September 30, 1989 or the date of the
Merger and to the continued maintenance of your current financial condition,
prospects and corporate independence (except as the same may be affected by the
Merger as proposed).

In consideration of the provision by MHTC of this letter to you, you
agree to pay, indemnify and hold MHTC (and its directors, officers, employees and
agents) harmless from and against any and all liabilities, obligations, losses,
damages, penalties, actions, judgments, suits, costs, expenses or disbursements of
any kind or nature whatsoever with respect to or arising out of this letter or the
execution, delivery, enforcement and performance, or consummation, of the
documentation and the borrowings and other transactions referred to herein
(including, without limitation, the syndication of the Credit Facilities) or any
agreements executed in connection herewith or therewith (all the foregoing,
collectively; the "indemnified liabilities"), provided that you will have no liability
hereunder with respect to indemniﬁed liabilities arising from the gross negligence or
willful misconduct of MHTC (or its directors, officers, employees or agents, as the

case may be).

88056104
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Time Inc. -3- March 9, 1989

You may accept this letter by signing the enclosed copy in the space
provided below and returning the copy, together with payment of a non-refundable
fee of $1,000,000 to MHTC at any time on or before the close of business on March
13, 1989. If you do not so accept this letter, MHTC's willingness to participate in the

' Credit Facilities shall be deemed cancelled.
MHTC appreciates the opportunity to provide this letter to you and
looks forward to successful completion of the Credit Facilities.
Very truly yours,

MANUFACTURERS HANOVER
TRUST COMPANY

By:

Title:

Agreed and Accepted:
TIME INC.

By:

Title:

88056105
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EXHIBIT I

- TIME INCORPORATED
PRE-TAX VALUATION RANGES

(Market Value in $000)
_ Projected 1989
. Estimated Market Value Cash Flow Multiple
Magazines $3,600 - $3,800 104X - 11.0X
Cable

ATC 5400 - 5,500 $2,000 -  $2,040°

Minority (1,000) - (1,050)

Affiliates ' 700 - _900 $2,000. -  $2,500%
Total Cable $5,100 $5,350 :
Programming 1,700 - 1,900 11.0X - 13.0X
Books 1,300 - 1,400 8.0X - 8.6X
Investments & Other $ 600 - § 600 *Represents per subscriber multiples.
Cash 120 - __120
Total $12,420 $13,170
1989 Total Debt $ 6500 - § 6,500
Asset Coverage 19X - 2.0X
Market Value/Share $189 - $202
Stock Price 3/3/89 $109 1/8

88056124
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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE
IN AND FOR NEW CASTLE COUNTY

PARAMOUNT COMMUNICATIONS INC.,
and KDS ACQUISITION CORP.,

Plaintiffs, : C.A. No. 10866
-against- |

TIME INCORPORATED, T.W. SUB INC.,
JAMES F. BERE, HENRY C. GOODRICH,
CLIFFORD J. GRUM, MATINA S. HORNER,
DAVID T. KEARNS, GERALD M. LEVIN, J.
RICHARD MUNRO, N.J. NICHOLAS, JR.,
DONALD S. PERKINS, CLIFTON R. WHARTON,
MICHAEL D. DINGMAN, EDWARD S.
FINKELSTEIN, HENRY LUCE III, JASON D.
McMANUS, JOHN R. OPEL, and WARNER
COMMUNICATIONS, INC.,

e 88 &¢ =3 e BE ek 44 W &

Defendants.
---------------------------------------- x
In re TIME INCORPORATED SHAREHOLDER :+ Consolidated
LITIGATICN ¢ Civil Action
-------------- ticccmmeermmecmanceaceeee=X No. 10670

Deposition of J. TOMILSON HILL, taken
by Plaintiff Paramount, pursuant to notice, at the
offices of Simpson Thacher & Bartlett, Esgs., 425
Lexington Avenue, New York, New York, on June 30,
1989, at B8:45 a.m. before William Vorsteg, a
Shorthand Reporter and a Notary Public of the State

of New York.

Advocate

14 fagt 44th Sreet New York, NY. 10017  (N12) 697-6565
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Q. And what was the arbitrary tax basis

that you took?

A. I don't recall.

Qs For planning purposes?

A. I don't recall.

Q. Next I notice in the item modified by

footnote 2 that there is an assumption of 50 million

dollars in cost cuts.

Where were those cost cuts coming from?

A. We had very substantial discussions

with the management of Time and asked the gquestion

if in a highly leveraged environment you had to

achieve substantial cost cuts, could those cost cuts

be obtained. And we went through specifically which

of the operations of Time could be susceptible to

cost cuts.

And management came up with a view that

on a conservative basis they could achieve 50

million of cost cuts.

Q. Where?
A. In various of their operations.
Q. Is there a writing reflecting where

those cost cuts in various of their operations would

come?
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Hill - 139

A. I'm sure if you were to have a specific
conversation with Mr. Nicholas and Mr. Levin, they
would reflect where those cost cuts would come from.

Q. I'm not asking about conversétion. I'm
asking about writing.

A. The best of my recollection, there was
no specific written document.

Q. They told you that they could cut $50
million in costs and you accepted that a§ an
assumption?

A. Essentially, we asked them the
questiont what is the range of cost cuts that they
felt could be achievable without impairing the
pusiness, assuming a highly leveraged environment.

Q- And again you did not -- you simply
accepted what they told you without doing any
investigation of your own or asking for any detail
from them in writing this..

MR. JOSEPH: Mr. stargatt, 1I'm
sorry but it is now 2:30 and this is the time
that we told you we have to conclude this
deposition. It is the reason we started at
8:30 tﬁis morning. I‘m SOIrry. we are going

to have to do that.
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Hill =~ 143
Nicholas and Munro?

A. I did not specifically attend the
meeting where these numbers were discussed. But it
is my understanding that these were numbers -
essentially generated by the management and
communicated through the financial staff of Time.

Q. Again, you don’'t know where the capital
expenditure cuts are going to to come from?

A. No .

Q. The next line assumes cost cuts of 75
million dollars, $100 million and 200 million
dollars for the first three years and 200 million
dollars a year thereafter, as well as a further
capital expenditure cuts.

Are these in addition to the cost cuts
listed in footnote 27
A. No. They are aggregate cost cuts. The

incremental would be 25 over and above the minimum.

Q. The samé answer with respect to the
details?

A. Yes.

Q. Is it your perception that Time is a

well managed efficiently operated business as it now

exists?

A(S) 38
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Hill - P 142

writing relating to it, I believe, oOr whether

it had been, earlier communicated to Shearson

and wWasserstein.

Q. You're right. The 50 millien dollars
in capital expenditure, could you tell us for two
years, what did they consist of?

MR. JOSEPH: That was the part

you did?
MR. STARGATT: Oh, did we cover
that.
Q. Well, if it is redundant, answer it
again?
A. Again, the methodology for the minimum

cost savings, and it applies also to the broader
cost savings scenario, were discussions with
management as to what they think they could achieve
in the highly leveraged environment which clearly
would be the case if Time were to embark upon a
recapitalization. And these numbers reflect their
minimum and broader cost cuts, reflecting also the
capital expenditures.

Q. The 50 million dollar in capital
expenditure cuts in the next two years were

estimates that were transmitted to you by Messrs.




1 Hill - 159
2 Q. You don’t remember?

3 A. Oh, I remember it very well.

4 Q. Well, I'm not testifying and you are.

5 A. Wwhen we offered the equivalent of $91 a
6 share, which was the first formal offer that

7 Shearson Lehman made to the board of RJR, my

8 recollection was that the cash interest coverage was
9 in excess of one times.
10 Q. What was the rate of return that you
11 expected the equity holders who would be acquiring
12 the equity portion of the RJR deal would be expected
13 to receive?
14 MR. JOSEPH: 1Is this public? He
15 is limiting his question to public.

16 . THE WITNESS: It is not public.
17 But neither was the coverage.

18 MR. JOSEPH: He has stated that
19 he is limiting his guestions to public
20 information. You may limit your answer that
21 way as well.
22 MR. STARGATT: I agree.
23 Q. It is not corracﬁ to say that it is a
24 matter of public information that the equity

25 component was projectad to yield at least 25 percent
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per annum?

A, In the material that we have circulated
with regard to our fund, we have indicated that our
desired returns for equity compounded are in excess
of 25 percent.

Q. Is it not usual in the acquisition of
stock in a highly leveraged company for an equity
investor to be looking for a return of in the range
of 25 percent and higher?

MR. JOSEPH: Objection to form.
You may answer.

A. I don‘t understand the question.

MR. JOSEPH: Which is why I
objected.
MR. STARGATT: I thought you

objected because you didn’t understand the

guestion.

MR. JOSEPH: That is indeed
correct. _
Q. Isn't'it common for investors making an

investment in a highly leveraged equity stub to be
looking for a return of 25 percent to 30 percent and
higher?

A. Depends on the investor’s criteria. It
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Hill -
depends on who the investor is.

Q. Your fund, for example.

A. Our fund would look for returns in
leveraged buyout transactions in excess of 25
percent.

MR. STARGATT: 1In the interest of
collegiality and mindful of the approaching
moment of conclusion =- and'I don’'t obviously
disagree -- a good way is to try to work
together to accomplish an objective and I
hope I fall within that category.

But I have a paper that I’'ve been asked
to ask you about that you may have no
information about and I havén't got copies of
it.

It purports to be schedule 14 D-1, and
an amendment filed by Warner Communications,
the subject company and, as the bidder with
the SEC. And I will go around to your side
of the table so we can look at it together,
and I will read it out loud.

MR. JOSEPH: For the record,
could you indicate what amendment number that

is?

A(S) 41
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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE
IN AND FOR NEW CASTLE COUNTY

PARAMOUNT COMMUNICATIONS INC.,
and KDS ACQUISITION CORP.,

Plaintiffs, C.A. No. 10866

LTI TN T I T UK L 1)

-against-

LR 1]

TIME INCORPORATED, T.W. SUB INC.,
JAMES F. BERE, HENRY C. GOODRICH,
CLIFFORD J. GRUM, MATINA S. HORNER,
DAVID T. REARNS, GERALD M. LEVIN, J.
RICHARD MUNRQ, N.J. NICHOLAS, JR.,
DONALD S§. PERKINS, CLIFTON R. WHARTON,
MICHAEL D. DINGMAN, EDWARD S.
FINKELSTEIN, HENRY LUCE III, JASON D.
MCMANUS, JOHN R. OPEL, and WARNER
COMMUNICATIONS, INC.,

Defendants. :

LT L ]

In re TIME INCORPORATED SHAREHOLDER t+ Consolidated
LITIGATION t Civil Action
------ emmcesm-mvacccccacmceraemceee=e=-eX NO. 10670

Deposition of HENRY LUCE, III, taien by
Plaintiff Paramount, pursuant to notice, at éhe
offices of Simpson Thacher & Bartlett, Esgs., 425
Lexington Avenue, New York, New York, on June 28,
1969, at 10:05 a.m. before Phyllis M. Yenis and
Roberta Lerch, Shorthand Repotters and Notaries

Public of the State of New York.

3817100‘n=

12 Fagt 24th Sneer New Yok, NY. 10017 (212} 697-6565
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and that means that tﬁéy wiéh to take a legal
position at some time about'the question.

Once they have stated their objection,
unless your attorney tells you not to answer the
guestion, you can then go on and answer. Okay?

Would you repeat the question.

(Record read) -

A. Yes.

Q. Would you descriﬁe those changes or
these perceived changes for me, please?

A. Well, ﬁhere has been a perception that
some executives seem to be more interested in quick
profits or short-term profits, rather than whatever
profits might result from maintaining full high
standards of quality in the product, that kind of
thing.

I think also the diversifications into
the forest products industry and the entertainment
industries and others brought people in who had
somewhat different cultures and that contributed to
the mix in a way that may have changed it some.

Q. The executives you mentioned who seem

to be more interested in short-term profits, are

they still with Time?
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Luce -

A. One can'tﬁgenetélize about that, as
that might involve a number of people, some of whom
are not around anymore and some are.

Q. Of the ones thit are around today,
would you include Mr. Munro in that group?

A. Yes, 1 would, although I would not
include him in a group that is unfamiliar or has no
experience and memory of the publishing and

journalistic enterprises, because he certainly did.

Q. Would you include Mr. Nicholas in that
group?

A. Yes, but with the same comment.

Q. Wouid you include Mr. Levin in that
group?

A. Yes, with a slightly different comment.

He did not have direct experience of being an editor
of publishing, but I think he has been very
impressive in the degree of understanding and
appreciation that he has developed for the
publishing enterprises.

Q. Could you name for me, sir, any other
executives of Time who are still with Time, that you
would put in that category?

A. ‘No, nobody particularly stands out.
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Q. Mr. Luce,%“do yoﬁ believe that the
concentration on short-term profits has been a
beneficial influence on Time?

A. I don’t know how to measure it. I
can’'t answer the gquestion.

Q. Do you not understand the guestion?

A. Yes, I understand the questioﬁ. 1
don’'t know the answer.

Q. Have you ever discussed this question
with anyone and expressed the view that the
concentration on short-term profits was having an

adverse influence on Time?

A. Yes.

Q. Can you recall who you discussed this
with?

A. Well, I suppose I could try to recall

various employees, mostly down the line, who may
have been old friends or old colleagues, but I don't
think it’'s germane to try to identify them.

Q. Can you recall, Mr. Luce, the substance
of what‘you said to these people at the time, when
you would have these conversations? |

A. Yes, things like "I’'m SOrry to hear you

think that.”
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Luce -
usual way or whether it ;ill,have to sell assets.
Do you see that?
A. Yes.
Q. And Mr. O'Herron is guoted as follows,
gquote:

"Mr. O'Herron said it would .noet be
business as usual as it exists today but that
the ongoing company should be able to arrange
a bank credit agreement with enough
flexibility to live, grow and work but it
'would not be as eas., as before,'" close
guote.

Now, having seen that statement by Mr.

O'Herron of Lazard, my gquestion to you, sir, is:
Did any of the financial advisors of Time make the
same comment in substance to the board of Time when
it approved the 70 dollar a share tender offer?

A. No, I'd say they characterized the
Scale of economies and sales that might be reguired
wWithout characterizing it as to degree or emotion.

Q. When they referred to economies, did
You understand they were talking about firing
pPeople?

A. It was not discussed just which

A(S) 46
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«
economies might be taken.

0. What I'm asking is: What was your
undersianding -- ‘

A. I didn't know.

Q. == ©eXxcuse me, when a financial advisor-
refers to economies, do You not understand that one
of the things he is referring to is a reduction in
the number of employees in the company?

A. Of course, I understand that payroll is
one of the operating expenses and they were
suggesting the possible need for reducing operating
expenses.

Q. Did any director of Time ask its
financial advisors whether or not in their opinion
it would be necessary to lay off Time employees in
the future as part of the economies necessary in
light of the new financial condition of the company?

A. No.

0. Were there any questions directed by
the directors of Time to their financial adviso:s as
to whether it would be necessary to sell off assets
of the new company in order to live with the debt it
was incurring?

A. No. There was no need for such a

A(S) 47
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Luce -
question because such hgd beén suggested by the
advisors in their presentation.

Q. What did they say about that?

A. They gave an indication of, in order to
show a projection five years out, they gave an
indication of what -- of the scale of assets that
they assumed would be disposed of.

Q. Do you remember the amounts they were

talking about disposing of in the next five years?

A. Yes.
Q. | Would you tell us, please.

MR. VARALLO: Could you hold your
answer. 1 would like to take a one-second

break and talk to counsel.
(Mr. Varallo and Mr. Joffe confer)
MR. VARALLO: Thank you.
A. I would say their projection assumed

something like 4 billion dollars worth.

Q. Did you say million or billion?

A. I said billion.

Q. The sales of 4 billion dollars in
assets?

A. Yes.

MR. HAGAN: I have no further

184
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FINAL 1

IN THE COURT OF CHANCERY OF THE STATE OF RELAWARE
IN AND FOR NEW CASTLE COUNTY

PARAMOUNT COMMUNICATIONS INC.,
and KDS ACQUISITION CORP.,

Plaintiffs, C.A. No. 10866

-against-

TIME INCORPORATED, T.W. SUB INC., :
JAMES F. BERE, HENRY C. GOODRICH, g
CLIFFORD J. GRUM, MATINA S. HORNER, :
DAVID T. KEARNS, GERALD M. LEVIN, J. :
RICHARD MUNRO, N.J. NICHOLAS, JR., :
DONALD S. PERKINS, CLIFTON R. WHARTON, :
MICHAEL D. DINGMAN, EDWARD S. :
FINKELSTEIN, HENRY LUCE III, JASON D. :
McMANUS, JOHN R. OPEL, and WARNER s
COMMUNICATIONS, INC., g

Defendants.

In re TIME INCORPORATED SHAREHOLDER Consolidated
LITIGATION Civil Action
---------------------------------------- x No. 10670

Deposition of J. RICHARD MUNRO, taken
by Plaintiff Paramount, pursuant to notice, at the
offices of Simpson Thacher & Bartlett, Esés., 425
Lexington Avenue, New York, New York, on July 1,
1989, at 10:00 a.m. before Roberta Lerch, Certified
Shofthand Reporter and Notary Public of the State of

New York.

Advocate
Services IncC.

141 Eagt ddth Stoot New Yosk, NY. 10017  (212) 6976565
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Munro - FINAL 32
Jason -- I think the reason he is our
editor-in-chief, that there is basically a Chinese
wall on his head. I think he caﬁ sit in on bcard
meetings and leave those board meetings, review
copy, but I suspect does not influence it.
I think he has given that
responsibility to Henry Muller, who is the ‘pérson
responsible for this magazine and though Jason in
his duty as gditor-in-chief looks at everything that

is controversial, I think I know him well enough to

know that he would not influence that magazine as a .

result of what he heard in a board meeting. That's
my opinion. |

Q.  Let me try and get at it a different
way. 1 pointed out that Newsweek, U.S. News and
Forbes all said in one way or another that Time was
selling itself to Warner, is that correct?

MR. JOFFE: All I think the
record shows is that various shippets from
three articles in those magazines say that.
We haven't searched the record to see what
else they might say or if there are other
things in the articles that might say

something differently.

By
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June 23, 1989

Mr. J. Richard Munro y

Chairman & Chief Executive Officer
Time Inc.

Rockefeller Center

New York, New York 10020

Dear Dick:

We are today increasing our offer for aj]|
outstanding shares of Time Common Stock to $200 per share
in cash, We hope that your Board and management will now
discontinue your efforts to preclude stockholder choice
and give Time's shareholders an opportunity to consider
our of fer,

On several earlier occasions, we have requested
the opportunity to meet with you and your Board to obtain
any information you believe relevant to our offer, to
address ny concerns you might have, and to negotiate all

aspects of our proposal. We again repeat that request,

If you will now agree to a meeting, we are
confident that we will be able to satisfy any open-minded
person on all issues you have raised publicly while

refusing to talk to us. Citibank and Morgan Staniey are
prepared to assure you of our ability to finance the
transaction. We can acquaint you with our strong record
of respecting editorial integrity, a record central to the
traditions of our publishing companies as well as Time
Inc. We are confident we can persuade you that all
required regulatory approvals can be obtained ex-
pPeditiously, especially if you end your efforts to delay
the process.

It obviously would have been preferable if you
had permitted us to deal with your concerns before you
launched your ill-advised offer for Warner Cormunications
Inc. and consummated the lock-up stock swap. At this
Point, we must necessarily condition our offer upon an
injunction or termination of the Warner offer and a

. A(S) 51
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mr. J. Richard Munro A -2- June 23, 1989

rescission of the stock swap. We nevertheless hope that

you will work with us, to the extent that you are legally
free to do so, tn resolve these matters in a way that will
enabie your §tockholders to accept our offer, In any
event, Wé 3gain urge you to do atl in your power to remove

the obstacies you have placed in the way of your stock-
holders and permit them to determine their own fate.

Despite all the rhetoric, all the talk of "war"
and "rockets", we continue to believe that if we work
together we can structure a transaction that will be in
the best interests of both of our companies and their
stockholders, For our part, we remzin prepared to
negotiate all aspects of our proposal. We look forward to
your prompt response.

Sincerely,

A (5) 510)




IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE
IN AND FOR NEW CASTLE COUNTY

PARAMOUNT COMMUNICATIONS INC.,
and KDS ACQUISITION CORP.,

Plaintiffs, C.A. No. 10866

-against-

TIME INCORPORATED, T.W. SUB INC.,
JAMES F. BERE, HENRY C. GOODRICH,
CLIFFORD J. GRUM, MATINA S. HORNER,
DAVID T. KEARNS, GERALD M. LEVIN, J.
RICHARD MUNRO, N.J. NICHOLAS, JR.,
DONALD S. PERKINS, CLIFTON R. WHARTON,
MICHAEL D. DINGMAN, EDWARD S.
FINKELSTEIN, HENRY LUCE III, JASON D.
McMANUS, JOHN R. OPEL, and WARNER
COMMUNICATIONS, INC.,

Defendants.

In re TIME INCORPORATED SHAREHOLDER Consolidated
LITIGATION Civil Action
memmmmm e meaccccmcccmcccccccmemmm——ae x No. 10670

Deposition of NICHOLAS J. NICHOLASi
taken by Plaintiff Paramount, pursuant to notice, at
the offices of Simpson Thacher & Bartlett, Esgs.,
425 Lexington Avenue, New York, New York, on June
i 27, 19689, at 10:05 a.m. before Helaine D.
Guggenheim, a Shorthand Reporter and a Notary Public

of the State of New York.

Advocate
Reporting Services ..

1&2 East 44th Seel  New York, NY. 10017  (212) 697-6565
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Nicholas -~ 10
HBO through December 30, 1980. I asked to leave HBO
immediately after the Judge Gotell in New York ruled
on the Premier case, which Simpson Thacher was
involved in on behalf of Paramount, which led that
illegal charge. And Dick Munro had moved in at
about that time as president of Time Inc., and as I
recall, he invited me to become an officer of Time
corporate, to begin to think about a design for Time
Inc. for the ’'B0s and the '%90s, and it was a
strategy-related job. And I accepted that with
pleasure.

In 1983, I believe, I was elected chief
financial officer of the company. I could be off by
a year in any of these. 1In 1984, I was made the
Time Inc. group executive in charge of all of our
businesses in cable television, and programming,
that is to say, home box office and related
activities. It included, by the way, oversight of
USA Network which was at that time owned one-third
each by Time, Paramocunt -- no, not Paramount, Gulf &
Western, Time, and MCA.

In 1986, the board elected me president
of Time Inc., and that’'s my current position.

Q. Did you ever serve as a writer for any
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Nicholas - 11
Time publication?

A. Never. Never. I mean it's -- I was

once offered a‘job in the '60s as a writer by Time
magazine, by executives or journalists at Time. I

was quite flattered by the offer, but --

< (s But you didn’'t take it?

A. I didn't take it. It was one of those
fantasies that everyone has that one would make a
good writer.

i Did you ever serve as an editor, at any
time, of a publication?

A. Never.

Q. Ever served as publisher of any Time
publication?
| A. Never.

Q. When you were involved with HBO, did
you ever serve to produce or direct any film or

television program?

A. Never. To actually literally line
produce?

Q. Yes.

A. I have never line produced a television
program.

Q. You indicated that by around 1983 you
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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN AND FOR NEW CASTLE COUNTY

PARAMCUNT COMMUNICATIONS INC.,
and KDS ACQUISITION CORP.,

Plaintiffs,
-~against-

TIME INCORPORATED, T.W. SUB INC.,
JAMES F. BERE, HENRY C. GOODRICH,
CLIFFORD J. GRUM, MATINA 5. HORNER,
DAVID T. KEARNS, GERALD M. LEVIN, J.
RICHARD MUNRO, N.J. NICHOLAS, JR.,
DONALD S. PERKINS, CLIFTON R. WHARTON,
MICHAEL D. DINGMAN, EDWARD S.
FINKELSTEIN, HENRY LUCE II1I, JASON D.
McMANUS, JOHN R. OPEL, and WARNER
COMMUNICATIONS, INC.,

pDefendants.

In re TIME INCORPORATED SHARBHOLDER
LITIGATION
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C.A. No. 10866

Coneoclidated
Civil Action

No.

10670
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Opel - 185
nine months or twelve months and do the arithmetic.
He picked one line and said, here is what the
arithmetic shows. Uée your own judgment to show
what discount would be applicable.

Q. Did he tell you why, for the purposes

of example, he chose a 12 percent and a 4 percent?

/

A. No. He just used an example.

Q. Did you consider those to be realistic
examples?

A. The table was arithmetic that gives you

parameters, that gives you some dimensions as to the
limits or the ranges which would be calculated, that
is, the range would calculate to a price in the
offer, depending on which of those discount rates
you chose and which delay factor you chose.

Q. At any time prior to Time’'s rejection
of Paramount’s initial offer, do you recall Mr. Hill
or any other investment banﬁér giving an opinion as
to what was a realistic rate to use for the purpose
of discounting Paramount’'s bid?

A. I don’t think they picked a rate. They
simply said, if you chose one of these rates, here's
how it will calculate out.

They did say, however, that you must

A(S) 54(b)
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Opel - | 186
take into account the fact that some delay is

involved, and therefore, some discount from this

‘price.

Q. But I take it if you chose, let’'s éay,
a 9 percent rate, it would be a lesser discount than
going down, for instance, to $15 per share at a 12
percent analyzed rate?

A. Obviously. That‘s arithmetic. 1f it’'s
a shorter period of time, yes, you can calculate --

MR. JOFFE: 1If it weren’'t 7

o’clock, I would not try to interfere with

your freedom to gqnduct your inguiry as you

please, but it is 7 o’'clock.

Q. Wwhen you offered $70 per share to
Warner shareholders, you also offered, if there were
any delay in the bid, to give them some interest.
Do you recall that?

A. Yes.

Q. And do you recall what rate you chose
as a member of the board?

A. 1 believe -- I don't recall precisely,
but I beiieve it was something like 9 percent. I am
not sure what it was. But bear in mind; there is a

different set of contingencies on the offer we made

— A(8) 54(c)
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Opel - 187
to Warner from the ones being made by Paramount.
And there is -- this particular set of circumstances
doesn’t exist. Are you talking about the interest
rate, is that your point, the purpose of your
question?

Q. It’'s no? a point, it’s a question.

My nexthuestion is, whether any
investment banker offered you any opinion that the
contingencies associated -- at any time offered to
you the opinion that contingencies associated with
Paramount’s bid justified an analyzed interest rate
higher than 9 percent? Did you ever receive that
opinion from any banker, investment banker?

A. I don’t recall receiving that, no.

Q. Did you ever receive any opinion from
an investment banker as to what rate, given the
contingencies that you say there were with
Paramount’s bid, what rate would be justified as a
realistic rate to discount Paramount’s bid?

A. No, they didn’t recommend a rate.

Q. Let me ask you to turn to Page 16,
please. The minutes at the top of the page reflect
"Mr. Opel Noted." Do you see that there? 1It's Page

16.

A(S) 54(d)
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Rinaldini - 102
been included.

"Mr. O'Herron responded by saying that
projections of growth rates beyond a two-year
period would be difficult to produce, and if
based on past trends, would be essentially
meaningless.

"Mr. Ross agreed and noted that based
on recent profit and loss trends, such
projections wouid be misleading."

A. First of all, do you recall that
exchange occurring during the meeting, the exchange
that’s accounted in these minutes?

A. Generally, yes.

Q. And can you explain, either froﬁ youf
own knowledge or from anything that Mr. O'Herron
sai&, either at this meeting or at any other time,
why it would be difficult to produce projections of
growth rates for Warner beyond a two-year period?

. MR. DANILOW: That is why on
March 3 he said that? |
MR. McBRIDE: Yes.
A. , First of all, Warner does not, as a

matter of course, prodﬁce these’ projections. 1In.

large part, that is because significant portions of

o
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Rinaldini - 103
the company’s business, i.é., the motion picture
business and the recorded entertainment business,
are of a nature which is not predictable much more
than a year in advance and in some cases not even a
year in advance.

It depends on the success of certain
motion pictures, the success of television shows, as
they may be purchased by the networks or as they may
be sold into syndicatipn, or as they may be sold
abroad.

It depends on the signing of-recording
artists? the success in production of recgrds by
those recording artists, and the success of that
record in the mafketplace by those artists. Finding
of new talent in those areas, et cetera. All of
which are subject to significant uncertainty going
forward, and while the company, for its own internal
purposes, attempts to make projections one or two
years in—advance, it is not its custom nor does it
find it useful to making those projections more than
one or two years in advance because of the
hit-driven, uncertain pature of the business.

And to speculate.;n‘what motion

pictures would be made two years from now and how

*
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Rinaldini - 104
successful they might be, or which recording artist
would be successful two or three years from now,
renders many of those projections meaningless from a
practical point of view.

Q. Do you know whether prior to June of
1989, Warner had ever prepared formal projection;
more than two years out?

A. To my knowledge, they had not.

Q. Let me now refer you to Page 7, the
paragraph beginning on the bottom of Page 7 of the
minutes and carrying over on to Page 8. And I will
read that paragraph.

"Mr. Payson then stated, in response to

Mr. Siegel’s earlier éomment with respect t§

pooling of interests accounting treatment,

that the parties could have structured the

transaction as a merger of Time with a

subsidiary of WCI, in which case the holders

—..0f WCI Series B and Series C preferred shares
would not have appraisal rights.
"Mr. Payson explained his belief that
the exercise of appraisal rights Sy BHC would
prevent the‘merger :Eom bein? accounted for

as a pooling of interests, and this could

»
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