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PROCEEDINGS

MR. PRICKETT: Good morning, Your Honor.

THE COURT: Good morning, gentlemen.

MR, PRICKETT: Your Honor, some
housekeeping matters before we start:

I hand to the Court a document
entitled "Final Pretrial Stipulation." It has
been worked out by the parties. I don't think it
has anything that is particularly earthshaking, or
that requires the Court's attention. It‘simply is
our agreement on the handling of documents and
other matters.

So that I would hand that up to the
Court. Perhaps the Court would approve that.

THE COURT: All right. I'll go ahead
and sign it, Mr. Prickett, and catch up to its
contents as we progress. I'm sure it has something
to do with exhibits and how they are gféered, but
I'11l try and catch up to you on that.

MR. PRICKETT: Your Honor, I think we
can agree that each side has marked various exhibits,
and we have presented, and there is one stack in

front of you, and one stack in front of the clerk

that represents our exhibits.
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Secondly, Your Honor, I would hand up
to the Court a document entitled "Court's Copy,
puff & Phelps Review of Dillon Read Report." Let
me explain:

Prior to the weekend, at the Court's
request each party handed to the Court a copy of
its expert's report. At the time we had a
critique, or review by Mr. Bodenstein of the
Dillon Read report. We had only handed that to the
defendants wheg we got it on Thursday or Friday,
and therefore, it was‘agreed, and it's part of that
pretrial, that we would not hand that to the Court
until this time.

We would ask that this at an appropriate
time be given a DX number as our report, as the
original report already handed to the Court should
be given a DX number. We will take care of that
shortly, unless Mike can give it to me'now.

MR. PAYSON: I think you meant PX.

MR. PRICKETT: Did I say DX?

THE COURT: Yes. -

MR. PRICKETT: DX. 1I'll say it again.

The Court's copy of Duff & Phelps?"

Review of the Dillon Read Report should receive the
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next number.
MR. BONKOWSKI: Number 119.
MR. PRICKETT: PX No. 119, and the

original report should receive PX No. 118.

MR. PAYSON: Your Honor, I think it
would be more appropriate at this time if this
report, which relates to Mr. Purcell's opinion and
report were marked for identification, and the
foundation for it can be laid by Mr. Bodenstein.

Mr. Prickett and I have agreéd that Mr. Bodenstein's
valuation report and Mr. Purcell's valuation report
can be admitted not without objection in that

the admission of both of those reports are simply to
give the Court the statistics upon which each

expert relies in formulafing their respective
opinions.

THE COURT: All right. ng%, as to the
document that Mr. Prickett has Jjust been talking
about, you prefer to have a foundation laid for
that before it's admitted?

~ MR. PAYSON: Yes. If the Court is not
already aware, you will become aware that we have
agreed to go forward without waiving any rights with

respect to our position. It's really Mr. Prickett's
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burden to go forward. In light of the way the
proof is going in, we think it would be more
appropriate for this report, which is a critigue of
Mr. Purcell's opinion, to go in through Mr. Bodensteinis
testimony.

THE COURT: All right. Do you have any
problem with that?

MR. PRICKETT: No. In our agreed
pretrial order we had agreed that the plaintiffs
will file and present to the Court a copy of the
plaintiff's expert's preliminary report, but let's
mark it for identification. It is available to the
Court, but we will then take it up with Mr. Bodenstein
at the time of his testimony here.

(A documenﬁ entitled "Court's Copy.,
Duff & Phelps' Review of Dillon Read Report" was
marked for identification Plaintiff's.gghibit 119.)

MR. PRICKETT: LLet me say, Your
Honor, we do not agree in any way that the defendants
are correct in asserting that there is any doubt
that they have the burden of proof in this case. I
don't want to argue it, but I don't want to slide
over that we admit that there is any dqubt that they

have the burden of proof in this case, and that as
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part of that they have the right and the obligation

of opening.
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THE COURT: All right. Mr. Prickett,

I think I will ask both of you before we start, just
for the record, would you briefly state, to make sure
we are on the same wave-length, what you perceive the
purpose of this hearing to be.

MR. PRICKETT: Money.

THE COURT: Well, that is the end result,
but the means to get to there, if we do.

MR. PRICKETT: Your Honor, we had both
agreed that there would be an opening made by either
side, and I believe Mr. Halkett is going to make it on
behalf of the defendants, and then I would try to
delineate in a little more detail than what I have
said as to what we think this is about.

THE COURT: All right. Fair enough.

MR. PAYSON: Your Honor, there are
certain evidentiary matters. Mr. Prickett has
designated 118 exhibits. We have objécted and notified
Mr. Prickett of our objection in writing with respect
to Plaintiff's Exhibits 112 through 118. We have also
provided Mr. Prickett with a list, I believe, of
Defendants' 13 exhibits. Mr. Prickett has told me
generally that he has some objections, but he has not

delineated those. I don't know whether the Court wants
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to take those up now before the opening or‘at some
later time.-

THE COURT: What is your thought,
Mr. Prickett? Apparently the first 111 exhibits of

the plaintiff, there is no objection to their admissi-

bility.

MR. PAYSON: That's correct.

THE COURT: The last seven, apparently
there are. And you may have some objection to
Mr. Payson's exhibits. The thing that occurs to me,

if the documents are going to be used for the witnesses
at some point we ought to get into whether they are
admissible or not.

MR. PAYSONi I think it could be easily
handled now.

MR. PRICKETT: Well, Your Honor, perhaps
after the opening, when Your Honor has.some more feel
as to what we are doing, maybe a little bit better,
and even as they come up with the witnesses, because
T think you are going to have some items that are going
to be out of context just arguing in a vacuum.

MR. PAYSON: I have no objection to that.

THE COURT: Fine. We will proceed on that

basis. We will take your opening statements, and then

4
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10

if you wish to be heard concerning the documents in
question, we will take that up next before we get to
the witnesses.

MR. PAYSON: Thank you, Chancellor. As
Mr. Prickett indicated, Mr. Halkett will make the
opening on behalf of the defendants.

THE COURT: Good morning, Mr. Halkett.

MR. HALKETT: Good morning, Your Honor.

THE COURT: O0Off the record.

(Discussion off the record.)

MR. HALKETT: Good morning, Your Honor.
The procedure as was alluded to a moment or two ago
is that we have agreed with Mr. Prickett's suggestion
that the defendants will as an order of proof start
and close in the presentétion of evidence during the
course of this phase of the trial. By so doing we, t
defendants, do not want to have it takep that we are
agreeing that we, indeed, have the burden of proof in
this phase of the case. It is our position that
whichever side has the burden of proof is a matter of
law which will be determined by the Court based upon
the evidence as it is presented, and as Mr. Prickett

has said, he does not agree with our contention that

he

he

has the burden of proof. We want to make sure that the
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record is clear that by our agreeing to this order of
proof we are not agreeing that we have the burden of
proof.

This is the so-called damage phase of the
trial of the case that was filed in this court in 1978
and on which the first phase was tried in May, 1980.
And what it deals with is the subject of money damages,
if any, to which the plaintiffs in this case are
entitled.

There is, as we have discussed previously
with the Court, a threshold guestion of whether
rescissory damages should be considered as a part of
this case. Normally, the guestion about value and
about the amount was determined as of the date of the
transaction in question; namely, the acquisition or
the merger, and in this case that would be May 26, 1978}
And the question then would be, was the price of
$21 per share, which was paid to the ﬁinority share-
holders of UOP at that time, a fair price.

The standard articulated by the Supreme
Court of Delaware in this case is to use any justified
financial standard that may be applicable in the
financial and/or legal community to the ascertainment

of fair value, including, if susceptible of proof and
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if a remedy appropriate to all of the issues of fairness

in the case, the question of rescission or rescissory
damages as a part of that overall valuation.

Turning then to the guestion of rescissors;
damages, that requires the determination of a price or
a value as of some other later date than the normal;
that is, on the assumption at some later date the
plaintiff would have had his shares returned to him,
but because the gctual return of the shares is impos-
sible, their then-value in dollars is to be paid. The
concept of rescission and rescissory damages in that
context it seems to us is somewhat punitive in nature
and requires some assessment or ascertainment in that
regard as to the question of whether rescission would
be appropriate.

What, then, are the circumstances which
would support the use of rescissory damgges? Our study
of the few cases that there are on this subject, prior
law, are not very helpful, frankly. Generally, after
articulating a number of supposed standards, they all
come down to basically, it déﬁends upon the particular
facts in the particular case. Therefore, at the outset
we would like to concentrate on one or two particular

facts in the. particular case that go to that guestion.

b
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Number one is the opinion of the Delaware
Supreme Court in this case; namely, that although that
court found that the procedure here ~-- and I am using
that in the shorthand method. I am sure the Court 1is
aware of what I am talking about -- was unfair, the
Court did not remand with the direction to this court
that it must use the concept of rescissory damages as
a part of the evaluation process. The guestion of
whether or not rescissory damages even given the
Court's findings on the unfairness of the procedure
were left to the discretion of this Court.

So that what we are looking at, in a
sense, a shorthand way, 1is, if the non-disclosure of
the Arledge-Chitiea report or of its contents as
characterized in the opiﬁion was not in and of itself
sufficient to reguire the Court to impose the standard
of rescissory damages, it is our contention that there
is no other evidence of any kind of any of the behavior
or actions in this case which would warrant the
imposition of rescissory damages.

A second important point, I think, is
perhaps in the way of a concession by the plaintiffs
themselves in this case. And on that I turn to the

transcript of the argument before the Supreme Court of
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Delaware held on September 14, 1981. This was before
Justices Duffy, Quillen and McNeilly. During the cours
of that argument, while Mr. Prickett as counsel for the
plaintiffs was presenting his argument, Justice
Quillen -- and this is on Page 15 of the transcript of
that hearing -- interrupted Mr. Prickett and asked the
following guestion: "Mr. Prickett, assume -- and I
understand your position is to the contrary. But assum
that the Court found that the $21 was intrinsically fai
to the minority.

"Mr. Prickett: Yes.

"Justice Quillen: What does that do
to the first argument?

"Mr. Prickett: Well, I would suppose
that you would find then;that there has been a
violation. You are assuming that they haven't carried
out their responsibilities, but $21 happens to be fair.

No damage."

-y

113)

T
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The third fact that we think specifically
this Court ought to consider in approaching this
hearing on damages is the evidence that was presented
earlier this‘year in the hearing in April. I do
not intend ét this point teo repeat any of that evidence.
It is part of the record, and as the stipulation
which you now have before you indicates, the parties
have stipulated that all of the prior hearings,
the trial transcript in this case is part of the
record for purposes of this hearing.

Now, we have also attempted at least to
learn from what few cases there are on this subject
perhaps what other standards, or what other criteria
a court may or should look at in determining whether
rescission, or in turn rescissory damages, might be
appropriate in a particular case. Generally what we
seem to fihd are in one fashion or the other the
concepts that I will now mention. Aﬁd“by the way,
these are in no particular order of importance.

1. The inability to use the date of
the transaction because of the unreliability of
value on that date. I do not believe that that is

applicable to this case.

2. The question of the fairness of the
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price as of the date of the transaction.

3. The timing of the plaintiff's action;
that is, in relation to the transaction itself, and
whether any pre-transaction injunction was in fact
sought.

4. The length of time between the date
of the transaction and the date that would have to be
used for the evaluation of rescissory damages, and
obviously the longer the period that intervenes, the
less susceptible of reasonable proof.

5. The reliability of the valuation
data as of some later date.

6. Whether something of value later
turns up. In other words, is it a transactiqn in
which with hindsight pefhaps it could be ascertained
not as a matter of business judgment or of operation,
but some tangible thing, or things, wh{ph were not
known as of the date of the transaction turn out
later to be the case. This is, to use a shorthand
reference, where you find out that the farm is
actually being operated over an oil well, or an oil
reserve of some kind, as contrasted to Jjust how well,
or how poorly somebody runs the farm aﬁter the date of

the transaction.
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Finally, there are two concepts that we
believe we should add into this list, and they are
the ones which probably get more attention in one
form or the other in the literature and in court
opinions, and that is the degree of defendant's
culpability seems to enter into this guestion of
rescission in some fashion or other, although it is
not clearly, or very well articulated.

For example, in this case the Supreme
Court in talkiné about the possibility of rescissory
damage, and suggesting that this Court consider at
least whether or not to include that element in its
evaluation at this stage chooses words such as gross
and palpable, overreaching, and whether or not there
was deliberate waste, and other such words that seem
to suggest that rescissory damages are applicable
and appropriate where there was some type of
intentional wrongdoing, intentional désire on the
part of the defendants to take advantage of and to
cheat the plaintiff.

We suggest, Your Honor, that there is no
such evidence of any kXind in this case, and not even
as to that portion of the record to which the Supreme

Court refers and utilizes in coming to its conclusion
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that there was an unfairness of the procedure suggests
any such finding in this case.

Also, I think in that connection, as one
looks at what the alleged improper action was, it
should be considered in this context in relatin to
what we are considering; namely. its relation to
value or to price. And as this Court I'm sure
recalls, because it is a fairly recent time, even
the plaintiff's own valuation expert testified that
the so-called Arledge-Chitiea report had no bearing
and no relationship upon his ability, or frankly on
anyone's ability, to ascertain the fairness of the
price as of the date of the merger which he had then
done, and to paraphrasé that, whether or not the
transaction would have pbeen of value to The Signal
Companies was another world from the evaluation of
the shares of the company themsglves.i

And finally on this lis£ i think what
should be considered, as 1t should in any case of
equity, is who is to pay the price if the Court is
to award damages, and particularly restissory
damages which, as I said, seem to include at least

an element of punitive.

What we have in this case 1is a publiély




19

17

18

19

20 .

21

22

23

24

held company. The burden of any judgment here is
therefore to be borne by the public shareholders of
The Signal Companies. It is easy enough in a case
of this kind to concern one's self about the public
shareholders of the plaintiff's side, and totally
ignore the fact that one may have public shareholders
on the defendants' side. This is not the case of
which there have been one or two previous, certainly
maybe more in the history of Delaware cases, in
which the defendants are a small group who themselves
through their action have ended up as the
beneficiaries of the particular transaction.

We suggest that here the Court should
consider carefully who it is and what it is that
will suffer the burden of any damage adjudication in
favor of the plaintiffs.

Having gone through that, I want to
turn then to the question of the damaée; as of

May 1978, because clearly that is a part of this case

‘under anyone's analysis, because the Court has set

aside = the Supreme Court has set aside the
original decision of this Court, and has remanded
for a determination of damages and a fair value

certainly as of 1978 if rescissory damages are not
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included as a part of this Court's determination.

If the Court recalls, as I'm sure you do, following
the 1980 trial, on the evidence there presented you
found that the price of $21 per share was in fact a
fair price. Clearly you are not now bound by that as
a matter of law because of the change in the law
articulated by the Supreme Court in the opinion on
this case.

As we understand it, at least in part,
the Supreme Cougt has said that no particular
valuation methodology is mandated for use in this
proceeding as a matter of law. It has also stated
that no valuation method is prohibited as a matter
of law.

In this partiéular case, for example,
plaintiff's expert, Mr. Bodenstein, both in 1980 and
his now 1984 report has used a discounted cash flow
methodology in arriving at his valuesiaé of May 1978.
Clearly this Court can if it wishes, and if it
determines it to be appropriate, accept the
discounted cash flow method as an appropriate method
to be used in this case, and then to weigh the
credibility of the opinion based on that method.

Or this Court may, as we understand it, if it
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determines that such a methodology i1s not appropriate
for inclusion in this case, not as a matter of law,
but based upon the facts of this case, could decline
to consider the discounted cash flow method.

Now, we suggest, having reviewed
both the transcript and the prior opinion of this
Court, that that is in fact what this Court did do
in 1980. There was no indication that this Court
refused to consider the discounted cash flow method
as a matter of iaw. Only that the opinion of
plaintiff's expert based predominantly on that method
was not convincing to the Court.

In any event, that is now behind us,
and this Court will now set about to evaluate on the
methods as presented. But- we suggest thét this Court
will not, and should not be convinced thét
plaintiff's opinion of the value of the minority
shares of UOP as of May726, 1978, shaulé now be
accepted any more than was acceptable back in 1980.

There will, of course, be evidence
presented by both sides as to the value as of that
date, May of 1978, by Mr. Purcell. The Court heard
Mr. Purcell, and read his opinion as in 1980, and

has been given a copy of his 1984 report, and the same
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is true with Mr. Bodenstein. We submit that the
appropriate and proper date to be used in this hearing
to ascertain that fair value is May 26, 1978, and

we again submit that the $2l-per-share price paid

as of that date was in fact fair.

Again, I just want to come back to
Mr. Prickett's response to Justice Quillen's guestion,
and I paraphrase that if the $2l-a-share price was
fair then, no damages in this case.

We cannot, and do not at this point,
however, ignore the question of the possibility of
rescissory damages. Because of our agreed order of
proof in this case where we agreed to go first, we
will be examining our expert, Mr. Purcell, at the
§pening phase of the case on his opinion of value as
of some date later than May 1978. But again, in so
doing, I want the record to reflect clearly that we
do not concede that we have the burdeﬁ ;f either
going forward on that subject, nor that we agree that
some date other than May 1978 is appropriate for
purposes of ascertainment of value.

Mr. Purcell will testify then as to his
opinion of the value of the shares of UOP as of the

end of 1983. The guestion then may be raised well,
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why not as of today's date since certainly there is a
suggestion in some of the cases that the appropriate
date is the date of judgment.

First, we are not going forward with
testimony as to the value as of today's date since
as of January 1, 1984, UOP's operations both
physically and financially have so changed as to make

it impossible even hypothetically to evaluate some

hypothetical minority ownership in UOP as of today's

date,
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In fact, this inability as of today's date may alone be
a reason why rescissory damages cannot and should not .
be considered as a part of the case, and I just recall
again briefly the Supreme Court's opinion, in which the
Court there referred to as one criterion, "and if
susceptible of proof."”

If not then today's date, what date 1is
appropriate and should be used in a rescissory damage
evaluation? Here clearly there is no real guidance
in the law of Delaware or, in our view, much of anywhere
else for that matter. Mr. Bodenstein, the plaintiff's
expert, has come up with values as of the spring of '83
and the spring of '84. Although they differ slightly
in the periods from, for example, spring of '84 for
Mr. Purcell's evaluation‘as of the end of '83, they are
basically utilizing the same criteria and the same
numbers. We are using the end of 1983~§or purposes of
putting on our evidence, because it is at least the
closest point in time to today's date that can reasonably
be presented on a financial basis and, therefore, are
the closest to what might otherwise be a standard, but
frankly, we are not sure what that exact date should

be.

We will have presented to you, Your Honorj
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during the course of the next several days evidence of

values over a span of time in a variety of different

ways, but we suggest that if something other than May,

1978 is to be considered, it should be the end of 1983.
In this proceeding there is also the

question of if one is to use rescissory damages -—- that

is, of a date and time after the transaction -- what

is the method, what is the concept of value that

should be utilized in coming to that determination.

Do we, for example, accept the company as it now exists

in June, 1984 or as it did exist at the end of 1983

or do we ignore reality and assume things either did

or did not happen from 1978 on for purposes of coming

up with some sort of conclusions, both physical and

financial, in terms of does one build hypotheticals on

hypotheticals to try to come up with some future value

date? Again, in listening to the evidence, this Court

will have before it a variety of différént data

presented, and I believe that the arguments will be

made by both sides on that subject at the conclusion

of the case. -

In conclusion, just a point of procedure

here. We have spoken about Mr. Purcell, our evaluation

expert who will be testifying. We are going to be
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1 presenting at the outset two other witnesses: One,
5 Mr. Jerry Corirossi, who is a vice president of finance
3 and the chief financial officer of UOP; and

4 Mr. Edward Kavanaugh, who 1is a Signal employee and who

5 is the deputy controller of The Signal Companies. In
6 brief, Mr. Corirossi will testify about what has

7 happened at UOP primarily from a financial standpoint
8 since 1978. Mr. Kavanaugh's testimony will be briefer

9 and will deal primarily with the 1983 accounting
10 treatment for several major business decisions made

11 at that time in terms of reserves and write-offs.

12 Their testimony will provide some background, we hope,
13 for the Court's listening to Mr. Purcell and his

14 opinion, and also we submit that the testimony of

15 Mr. Corirossi and Mr. KaVanaugh will clearly show that
16 in arriving at his opinion Mr. Bodenstein has improperl)
17 failed to recognize and to ignore certa;n financial and
18 practical realities.

19 And unless the Court has any guestions

20 at this point, that concludes our opening.

21 - THE COURT: No, I have none at this point

22 Mr. Halkett. Thank you very much for outlining your
23 | position.

24 All right, Mr. Prickett.
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MR. PRICKETT: Your Honor, at the outset
of this opening let me reply to a few things that
Mr. Halkett suggests.

First of all, he suggests that in going
forward he does not concede that the defendants have
the burden of proof. Let me say that so far as we are
concerned, that was decided by the Supreme Court, and
it was affirmed by this court when the Court said the
defendants have flunked the test on fair dealing, and
the court said they stand on both sides of this
transaction. Therefore, it seems to us the law of the
case is clear, they are a convicted wrongdoer in this
fiduciary case and they have the burden here as they
come back to prove that the price at which they cashed
out the minority was fair.

And it is for that reason that we insisted
that they go forward, so there could be.no concession on
our part or any waiver of what we think has been firmly
established by the Supreme Court in its decision and by
Your Honor in the rescissory damage decision, and that
is that so far as liability is concerned, that is a
closed issue, and they have the burden of justifying
it.

Second, Mr. Halkett refers to the criteria




4B-5

28

10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

which are determinative on the guestion as‘to whether
rescissory damages will be applied. We think he has
gone over the whole play of Hamlet, but he has left
Hamlet out. The reason for rescissory damages is that
the wrongdoer has taken something away from the person
who seeks rescissory damages. If we could have enjoine
this merger, they never would have gotten our stock.

We did not know about the misrepresentations that have
led the Supreme Court to find that they were unfair.
And therefore, %e came into the court afterwards.

By the time we got here, it was too late
to undo the transaction. And as the Supreme Court has
said to us, it is clearly too late to undo the
transaction now.

What we are entitled to is what Signal
has wrongfully taken from us and what it has enjoyed
since that time. And therefore, the root of rescissory
damages is not punitive in nature. It is restitution.
Give us back what we are owed and give us back not only
what we are owed but the profits that you have enjoyed
during the time that you have held on to our property.
And therefore, the root of the thing -- and this is all
set out in the brief that we filed with Your Honor in

connection with the rescissory damage hearing. And the
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law is perfectly clear, you start to make fhe plaintiff
whole, and that is why you measure it by rescissory
damages.

Now, Mr. Halkett has enumerated, as T
started to number them, about eight criteria. But as
I say, he left that out. He does touch on culpability,
and he says we are not culpable. We just happen to be
mistaken.

Ygur Honor, I think he imposes on the
Court in suggesting that. He would have the Court
believe that the only reason the Supreme Court reversed
and remanded this case was because Arledge-Chitiea was
not disclosed. Now, I am sure I don't have to harangue
the Court about the Supreme Court's opinion in this
case., I do suggest, howéver, that it is imposing on
the Court to suggest that it was only Arledge-Chitiea.

The court itself says, "The Arledge-Chitig

report is but one aspect of the element of fair dealing}

And then the Court goes through for a couple of pages
on other particulars. It doesn't go into detail on
them, but it recites a host of sins, and it culminates
this review of what Signal did by saying, "Given these

particulars and the Delaware law on the subject, the

record does not establish that this transaction satisfies
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1 any reasonable test of fair dealing."
2 So there were a whole host of things
3 that Signal did that establishes culpability over and
4 beyond Arledge-Chitiea. So that if the criteria that
5 the defendant would stand on is culpability, they have
6 it in spades. They have flunked, and they have flunked
7 clearly as the majority stockholder in regard to their
8 minority shareholders.
9 Sg that the Court doesn't need to pause
10 on the punitive or the culpability aspect of it. But
11 if they want to put their stake down on that, they have
12 had their day in court, and they have been founa
13 adjudicated as willful wrongdoers vis-a-vis their
14 minority stockholders.
15 Now, it is.again suggested that
16 Mr. Bodenstein did not refer in his testimony or his
17 report to the Arledge-Chitiea report. -Qf course, he
18 didn't. Mr. Bodenstein is a financial analyst. He was
19 analyzing at the time the worth of the stock. And as
20 he indicated at the time, the fact that Signal would
21 pay 19, 21, 24 or 30 does not go to the value. That
22 - goes to what Signal could and would pay. And therefore,
23 in analyzing this, his test was what the worth of it
24

was.
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Sure, it is interesting to know that
Signal says this is one hell of a deal at any price up
to 24, but that is not his job. It is an interesting
édmission by Signal. And they should have disclosed it
to the other people, because they were fiduciaries.
But as an analyst, that is not his job. His job is to
take the facts and analyze what the worth is.

So that the suggestion that Bodenstein
did not turn as;de in his analysis to consider that
Signal in the Arledge-Chitiea report had determined thag
any price up to 24 was the best investment Signal could
make is to mistake what a serious analyst really does,
and that is to make a determination on the facts and
not look at what the buyer would or could pay.

The final érgument is a curious one.
Mr. Halkett appeals to the equity of this Court and
appeals to the Signal shareholders as atreason why
rescissory damages should not be given. Now, what he
is saying to the Court is that if there is an award
under rescissory damages that gives back to the UOP
shareholders a sum of money that would equal what was
taken away from them plus all the benefit that the
Signal shareholders have had since then( that that 1is

unfair to the Signal shareholders.
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I suggest to you that he has got it
mixed up. Rescission is a creature of equity, and it
says we are gbing to make the shareholder who had been
deprived of the stock whole. If we could give him back
his shares plus the dividends, that is what we would
do. But we can't do that. And therefore, we are going
to say to the Signal shareholders, you got something
that didn't belong to you, and you have been reaping
profit over the’years from the thing. And therefore,
while we can't take the shares away from you, we are
going to také back the amount of the value.

And that doesn't deprive Signal of
anything. Signal is just put in the position they
would have been in but for their illegal act. And that
is what equity does in tﬁis situation. It doesn't
simply say, oh, the poor Signal shareholders have got
to give up something that didn't belonq to them and
that is unfair, because they havé gotten used to it
and they have made so much money.

Now, furthermore, Signal in making
restitution doesn't give up anything it has or
rightfully had. It will still have the value of
50.5 percent of UOP, plus it will have the shares that

it took away. All it is doing is paying for them.
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So that the appeal to the poor
shareholders of Signal I think is misplaced in the
sense that they are not being asked to give up anything
that belonged to them. They are simply being asked to
pay for what they took away, and they are being left
with the shares.

Now, having spoken in response to
Mr. Halkett, let me come to what I think this hearing
is about, since that is what the Court asked us to do.
And the hearing today and throughout this week is to
determine what is the amount of damages that Signal
owes for having taken away the stock of the UOP
stockholders at $21 per share.

We don't think that there is any gquestion
but that the 21 is unfair, it having been established
simply that this price was fixed not by value but
simply because it was the same price that Signal had
paid in a tender offer and cash-out méréer back in 1975
We think the gquestion really is how much is Signal
obligated to pay to make the UOP stockholders whole.

Now, this hearing in a sense builds on
the 1980 hearing. At the time Signal chose not to bring
Lehman Brothers, the investment banker who participated

in the acts that culminated in the cash-out merger at
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Glanville or anybody from

$21. They didn't bring Mr.

Lehman. Instead they brought in Mr. Purcell.

What Mr. Purcell did was to make an
appraisal using what has been now characterized as the
Delaware block method. He used investment value,
market value, the structure of the transaction and the
structure of the transaction as the basis for determiniy
whether the market price was fair. He did not rely on
the asset value except to a very limited extent, and
he skipped over entirely the fact that there were
undervalued assets of UOP that were going entirely to
Signal and no part of which was going into the cash-out
price.

In addition, Mr. Purcell, like Signal
and like Lehman Brothers; relied on the fact that three
years prior to the cash-out merger Signal had tendered
at 21 and had made a direct purchase at'21. We pointed
out then and we point out now that the fact that
Signal had made a successful tender three years earlier
that had been taken by some people is of no relevance
éo the fairness of the price three years later,
especially as UOP was a changed company.

Though obviously the value of UOP is

dependent not on what has happened in the history but
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what has happened in the future -- and particularly
what is it going to be able to earn ~- Mr. Purcell in
his 1980 evaluation made no discounted cash flow
analysis, and he made no real determination of what
the future earnings would be of UOP. That was the
really significant thing as to what the value was.

As we will point out again in this
hearing, Mr. Purcell made three major errors in his
1980 evaluation.

In the first place, his approach, Your
Honor, was to value the minority interest. That is,
he determined what the value of the individual shares
was, not the value of the entire company, and what was
happening was a transfer of the entire company.

Secondly, he valued UOP on a retrospective
basis. As I indicated, he looked to the past rather
than the future. And when you buy a company, you don't

buy what has gone on past. You buy what is the future.
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And thirdly, in his evaluation of
premium -- in the first place, he simply stuck it on
top of his price. He determined what the price was
by essentially the investment and market and structure
of the transaction, and then he plunked a premium on
top of it.

His measurement of premium was also
flawed. And Your Honor's opinion indicates that Your
Honor clearly hgd in mind the difference between
measuring premium based on the unaffected market
price when you determined the unaffected market price
by screening out run-ups in price engendered either
by leaks, rumors or the premonition as compared
with just taking mechanically the day before the
formal announcement, and‘it made a tremendous
difference.

Mr. Purcell said the merger is fair
because the premium is 44 percent, and that's
within the limits of what I f£ind in the comparitive
analysis. Mr. Bodenstein took that same list, and
shocwed that when you screened out the noise; that is
the run-up in price engendered by leaks, rumors OI
the premonition, that list yielded a 70_percent

premium, and that would have brought Purcell's price
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precisely to where Bodenstein evaluated the fair
price; that is, not less than $26.

Now, in 1984 Mr. Purcell has been rehired,
and he comes here with a report that he says is built
solidly on his 1980 report. And if his 1980 report
is flawed, then the basis for his 1984 report is no
good.

You will note, however, that Mr. Purcell
has eliminated one of the three elements of his
evaluation. Oﬂe of the three principal reasons that
he relied on for saying that this 21-dollar cash-out
was fair was because of the structure. And since
the Supreme Court has found that the structure was
unfair, one of the three supports for his reasoning
has evaporated.

Mr. Purcell, though he has had four
years to consider the matter, stands on his
determination of premium and the metﬁodAof
determining percentage of premium. So that we are
going to invite the Court to review that situation,
and determine whether -or not Mr. Purcell's method of
determining premium; that is measuring the
percentage on the difference between the merger price

and the last day before the formal announcement, is
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correct, or whether in fact pursuant to the Delaware
cases you've got to écreen that out to get an
unaffected market price or the comparison is no good.

Now, in addition Mr. Purcell purports to
evaluate the value of the UOP shares in 1982 and 1983.
I sympathize with Mr. Purcell. He faced a river of
cash that was coming out of UOP from 1978. They had
so much money they didn't know what to do with it.
Well, of course they did know what to do with it.
They gave it to Signal. So he had the problem of how
to cope with this thing, and still say that $21 was
fair.

How did he do it? Well, he again
evaluates UOP not as a 100 percent company, but from
the minoiity position. Then he comes up with a
figure, but that's a market figure, Your Honor, and
he puts no premium on it.

So what he has done is to determine
what the value of the shares would be in 1982-1983,
and he says, you see, it comes back to 21. But he
doesn't put the premium on, though we have lost our
shares.

So his methodology in connection with

the 1982-83 evaluation leaves off any premium. If
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] you put the premium on, even at 40 percent you are
2 right back at our figures. If you put on the 70
3 . \

percent correct premium, you ve exceeded to some
4 . . '
extent even what we suggest is appropriate. But he
> just totally missed the fact that if you are going to
é take thatprice, you've got to put the premium on.
7
Otherwise you are comparing apples ‘to eranges.
8
In addition, the defendants -- and
9 .
Mr. Purcell shares in this -- are going to suggest to
10 '
Your Honor that on January 1, 1984, UOP suddenly
11 '
vanished. 1It's gone. It doesn't exist anymore.
12
Now, what are the facts? At year-end
13
UOP everybody agrees was well, healthy and alive.
14
It was cranking out $20,000,000 in dividends. it
15 '
had loaned about $80,000,000 to Signal. It had put
hi
)
large sums into its R&D program. It had paid its
17
debts down. It had paid losses on some -0of the
18
divisions such as Procon, and it had engaged in a
1Y
large capital expansion.
2
Then on February 1, 1983, Signal and
21 -
Wheelabrator-Frye merged, and Signal used this
22
opportunity, quite correctly we think, to reorganize
23
and write everything off it could, and it shifted
24

a lot of pieces around.
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You should note, though, that by that
time Signal had gotten back its entire investment
in UOP in the form of dividends and cash advances.
It had gotten $80,000,000 in dividends, and had
gotten about $183,000,000 in advances. So that it
got back everything it ever put in including the
amount put in from the tender offer and the direct
purchase in 1975 plus the cash-out of the UOP stock-—
holders. So it had everything back again.

| Then they say UOP vanished on
January 1lst. It just went poof, gone. But with it
went $180,000,000 of UOP money. It had been loaned
to Signal, and when the disappearing act went on,

with it went our $180,000,000.

But it didn't disappear, Your Honor.

UOP didn't disappear. Some of the divisions were
shifted away, and some were closed down. And Signal
ended up on January lst not only with‘$i80,000,000

of UOP cash élus the dividends over the year, but

‘%t ended up with UOP. And what did UOP on the other
end consist of? It consisted of all the money makers;
Process and six other divisions that were money makers:

A1l the losers had been closed out. It ended up with-

out debts, and it ended up with the prospect of making
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$41,000,000 net earnings that same year.

So. that this suggestion made by
Mr. Halkett that's going to be advanced by the
witnesses that UOP disappeared, and you can't talk
about it, involves an accounting slight of hand in
which you are going to be -- they are going to try
and persuade you that $180,000,000 of UOP money
disappeared, and nothing came out the other side.

And we are going to suggest to you that what came
out the other side was a debt-free UOP consisting of
Process and the six money makers, and everything else.

And incidentally, on the other side comes
out the undervalued forest lands. They still end up
with that.

Now, how does Signal do this? May 1984
after this case was set for trial, and after the
rescission, Brewster Arms sitting here in this
courtroom directed that certain accounting changeé be
made, and the two gentlemen who are about to testify
made some accounting changes on May 14th and May 21st.
These- accounting changes are adjustments, and the —
effect of that is to change a 41,000,000-dollar profit
for UOP into a 55,000,000-dollar loss. So that as

of December 31, 1983, in year-end UOP, the golden goosg,
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had laid about $41,000,000 worth of eggs that year,
but when they get done with this accounting change,
it ends up with a 55,000,000-dollar loss. And we
are told that this was done in preparation for this
trial. And the documents prepared in May are

back dated to December 31, 1983.

So they are going to suggest to you
that UOP, which has made all this money, which has
wildly exceeded anything that even Arledge and Chitiea
dreamed about, was in fact bankrupt in 1983, didn't
make anything, and disappeared, and is no longer
in existence, and with it went $180,000,000 of bank
loans.

One of the things they are going to
talk about is the Come—By—Chance suit. You remember
when we talked about Come-By-Chance before it was a
contingent liability, and they always said oh,
Come-By-Chance, terrible thing, though the general
counsel had always opined that it was a nothing suit,
and that even if it were something, it wouldn't
materially affect the outcome so far as UOP is
concerned.

Well, in 1984 they settled that suit

for $52,000,000. So they put a charge against UOP as
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as a so-called reserve, and back dated it to '83.

So what they do is they settle in at '83. For the
first time they admit Come-By-Chance 1is something
they've got to deal with, and then they back date

it so that they make it appear that UOP's income
should be charged with $52,000,000 of pretax income.
That's a $52,000,000 charge, $28,000,000 aftexr the
fact, and then they take all the charges. There

are a ~- I think there are $121,000,000 in charges
that Signal ana Wheelabrator decide to charge off in
this merger, and who ends up getting them? You'll
never guess. It's UOP. $113,000,000 out of this is
charged to UOP.

So that when you get done, all of this
UOP that has made all this money, Signal is so
ungrateful to turn around and say it's a loser. It's
a 55,000,000~-dollar loser. But furthermore, it's
going to disappear, and it's going té &isappear
with $180,000,000.

Now, Your Honor, fortunately at the
outset of this case we were able to retain Duff &
Phelps, a large appraisal firm from Chicago. They
have more financial analysts in that organization

than any organization except Merrill Lynch. And we
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were fortunate also that we got Ken Bodenstein, a
chartered financial analyst who has been doing
appraisal work for both companies and stockholders
all of his professional life.

As Your Honor well knows, Mr. Bodenstein
made an analysis in 1980 on two bases. One, he did
a series of comparitive analyses, and secondly, he
did a discounted cash flow series of analyses.
The Court felt impelled to disregard the discounted
cash flow analyéis. The Court said that it was
unnerved, I think, or something like that, by the
discount factor, and we will be presenting another
discount cash flow analysis, and we suggest that the
Court consider carefully’how‘a discount cash flow,
or a discount factor, is arrived at. It's not
fortuitously sought. Not by a professional. He
will tell you exactly how he gets it, and it'é the
basis of analysis, and it changes as‘thé circumstances
change. So that it's not simply something done to
make the eguation come out right.

In addition, imm 1980 Mr. Bodenstein made
a series of comparitive analyses, and we call the
Court's attention to those because even if the

discounted cash flow analysis at that time did not
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catch the Court's attention with favor, the
comparitive analysis we think would impel a decision
that 21 simply could not be, and was not the proper
price.

Now, in addition, Mr. Bodenstein pointed
out that in a cash-out situation when Signal was
going to liguidate immediately thereafter, or
liguidate some assets not necessary for the
earnings stream in one year, two years or now, those
assets should be properly :valued not at their
historical cost.

Now, in 1984 Mr. Bodenstein will be
back in the courtroom. In a sense he will be
here in a position to say that his views have been
justified not in the sense of I told you so, but
simply that the actuality has borne out precisely
what he said, and that measuring UOP based on its
earning potential was conservatively éone when he
came up with a figure of not less than §$26 per share.
Because UOP's performance has dwarfed even -- well,
certainly dwarfed Arledge and Chitiea, and it has
dwarfed Mr. Bodenstein's conservative evaluations.
And therefore, Mr. Bodenstein not only will reconfirm

what he said in 1980, but he will say with the benefit
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of hindsight, knowing actually what happened, you can

now say that the shares are worth in excess as of the

time in a range of $28 to $30.

Now, in addition, Mr. Bodenstein has
made an evaluation of the rescissory value of the
shares that Signal took on May 26, 1978, and
determined their value as of 1982 and 1983, and he

has measured not on anything but Signal and UOP's

own figures what has happened to UOP and what the

value of those shares would be if the minority

shareholders continue to hold them, and he does that

by about, oh; I guess, 10 to 12 different measures
to determine what is the present worth of what
Signal is holding.

Now, finally, as I indicated at the
outset, Mr. Bodenstein has made a review of the
report that Mxr. Purcell has submitted,Aaﬁd we have
turned that over to counsel for the déféndaﬁts. He

points out about 10 major errors in the Purcell

report in its efforts to convince the Court of the

-impossible. That is that UOP was only worth-

$21 at the time of the merger, and is in fact worth
less now, and that in 1984, January lst, it disappe

So that we would ask Your Honor at the

ared.
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conclusion of this hearing to find that the value of
the minority shares was not 1less than $30 based
either on the value at the time of the merger or
based on its rescissory value. The Court should
then award this value with .compound interest to date
plus fees and expenses less the $21 paid to those
who surrendered their shares.

Thank you, Your Honor.

THE COURT: Do you represent at this
juncture the class of all of the minority shareholders?
Is that right?

MR. PRICKETT: Yes.

THE COURT: And how many would that be?
Four-million-and-something?

MR. PRICKETT: What is it?

MR. BONKOWSKI: 5,600,000.

THE COURT: 5,600,000 sharés is what
you are now repreéenting? -

MR. PRICKETT: Yes, sir.

THE COURT: Then basically you are
seeking, from what you just said, $9 a share plus
interest plus counsel fees, et cetera?

MR. PRICKETT: Minus 21 to those that have

been paid.
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THE COURT: Yes, I took out the 21.
You said 30 --

MR. PRICKETT: I'm sorry. If Your
Honor did -- I just didn't want to overreach.

THE COURT: All right. Fair enough.
Thank you.

MR. PRICKETT: Thank you, Your Honor.

THE COURT:( All right. Mr. Sparks.

MR. SPARKS: We are ready to proceed
with the first witness, if Your Honor would like to
proceed at this time.

THE COURT:; I think perhaps we should
take a break before we do that. I think it might be
time for a 1l5-minute recess.

Before we go off the record, could I
have a poll? What does everybody think pf the
conditions this morning? It's too noisy to start
with, but the temperature -- How is the temperature?

MR. PAYSON: The temperature is good,
Your Honor.

MR. SPARKS: Fine, Your Honor.

THE COURT: Is anybody cold, freezing?

When I make my phone call, I want to know how much on

the recess to cover.
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MR. PRICKETT:

The temperatureée is fine,

but it may heat up, Your Honor.

THE COURT:
All right.
15 minutes.

(Recess.)

Fair enough.

I hate to turn it off.

Let's take
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THE COURT: All right, Mr.‘Sparks.

MR, SPARKS: Your Honor, I would like to
call to the stand Jerry James Corirossi, the chief
financial officer of UOP.

THE COURT: Very well.

JERRY JAMES CORIROSSI, having been first
duly sworn, was examined and testified as follows:

MR. SPARKS: Your Honor, before I begin
Mr. Corirossi's examination I do want to note for the
Court that, once again as a result of the order of
proof, there will be certain areas of testimony that
I will elicit that are raised, in effect, by the paper
record which Mr. Prickett placed in the record.

MR. PRICKETT: Your Honor, I couldn't hear
Mr. Sparks. Could you tell me again.

MR. SPARKS: I am sorry. I stated that
due to the order of proof there are certain matters
raised in the paper record that has béen submitted by
the plaintiff that I will be addressing with
Mr. Corirossi's testimony that might be done differently
if the order of proof were different.

MR. PRICKETT: Thank you, Your Honor.

MR. SPARKS: Your Honor, I would also

like to hand up to the Court a notebook that has been
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prepared by defendants' counsel, which conﬁains all but
one or two .of the exhibits that will be referred to
during the course of today's proceeding in terms of
examination of Mr. Corirossi and later of Mr. Kavanaugh
And we supply that to the Court so that the Court can
follow along as some of these documents are discussed.

There are one or two more bulky documents
that we did not put into that, but we will be getting
to those. I will alert the Court that they are not
in the book.

THE COURT: All right.

MR. SPARKS: With the Court's permission,
I will begin the examination.

THE COURT: Well, one gquestion before
you start. These exhibits that I have, these are
defendants' exhibits for the purposes of this particular
proceeding; is that correct?

MR. SPAﬁKS: The exhibiés“that you have
in the book that I have just handed up to Your Honor
include certain plaintiff's exhibits and certain
defendants' exhibits. That is a result of the order
in which the parties designated the exhibits.

Mr. Prickett first told us the exhibits

he was going to put in, and then we put in certain
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additional ones. We have not tried to double-mark
exhibits. And these are ones that either reguire an
explanation or --

THE COURT: My point is this: To the
extent there are no objections to any exhibits, I
think maybe on the record I should admit them, should
I not, so there wouldn't be any problem using them at
the trial.

MR. SPARKS: I think there is no problem
with those up through 111 on the plaintiff's side. As
far as we are concerned, we did have certain other
exhibits that plaintiff has put in which I don't believg
will come up either in Mr. Corirossi's or in
Mr. Kavanaugh's testimony.

THE COURT: Well, can I do this, then,
for the record, gentlemen: Can I admit Plaintiff's
Exhibits 1 through 111 without objectiop?

| MR. PRICKETT: Yes, sir.

MR. PAYSON: Yes, sir.

THE COURT: All right. Consider that
done.

(Plaintiff's Exhibits 1 through 111
received in evidence.)

THE COURT: Are there any defendants'

11%
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exhibits that could be admitted in that faéhion also?
I realize that there might be objections to some.

MR. SPARKS: We would hope they will all
be admitted, but Mr. Prickett has not told us which
ones, if any, he will object to.

MR. PRICKETT: Could I speak off the
record to Mr. Sparks?

THE COURT: Sure,

(Discussion off the record.)

MR. PRICKETT: Your Honor, I would agree
fo all the exhibits that are in the notebooks, which
are Defendants' Exhibits -- Your Honor, to make this
go forward, I would agree to --

THE COURT;' I don't want to make it
difficult, gentlemen. I.just didn't want to get in

the course of the witness' testimony some objection as

to an exhibit. I was trying to get that out of the way;

MR. PRICKETT: Well, I think we can do it
so far as this witness is concerned, because we have
in the notebook the exhibits that are going to be
referred to. The only ones that are defendants' exhibi
are 10, 11 and 12, and I would agree to --

THE COURT: 2, 10, 11 and_lz can be

admitted.
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MR. PRICKETT: Except as to iO, which is
slightly changed from what I saw before. But otherwise|
I would agree to those four.

THE COURT: All right. Well, let's take
care of that, then. Defendants' Exhibits 2, 10, 11 and
12 can be admitted, subject to your right with regard
to No. 10. 1If you find that it is materially changed
from what you think it is, if you wish to make an
application to have it stricken, we can do that.

MR. PRICKETT: Fine.

THE COURT: All right. Thank you.

(Defendants' Exhibits 2, 10, 11 and 12

received in evidence.)

THE COURT: I think that will make sure
at least in my mind we dén‘t have any evidentiary
problems in the course of the testimony. I am satisfie
from my standpoint that this testimonyl%s probably goin
to be hard enough for me to follow anyway, and I didn't
want to get sidetracked with objections and the
admissibility of documents in the middle of it.

MR. PAYSON: Chancellor.

THE COURT: Yes, Mr. Payson.

MR. PAYSON: In light of Mr. Prickett's

stance of no objection with respect to 2, 10, 11 and 12
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I believe he has no objections to any of the other
exhibits designated by the defendant, and if we could
get that over with now, if I am correct, I think it
would facilitate matters.

MR. PRICKETT: Your Honor, could I take
that under advisement. I would like to take one more
look at that. We have now cleared up the ones for this
witness, and I will undertake to get back very promptly

THE COURT: All right. Maybe on a
luncheon recess we can clear that up.

All right. Fair enough. Let's proceed,
Mr. Sparks.

MR. SPARKS: Thank you.

DIRECT EXAMINATION

BY MR. SPARKS:

0. Mr. Corirossi, by whom are YOu employed?
A UOP, Incorporated.
0. Would you please summarize for the Court

your formal education.

A I received a bachelor of science degree
in accountancy from Northern Illinois University.

0. And are you a certified public accountantp

A. Yes, I am.

0. When were you licensed as a certified




6A-7

J. Corirossi - Direct 56

10

11

13

14

16

17

18

19

21

22

23

24

public accountant?

A 1966.

0 : A%ter you graduated from college by
whom were you first employed?

A Peat Marwick Mitchell & Company,

Certified Public Accountants. They are one of the

Big 8 accounting firms.

0. And how long did you stay with Peat
Marwick?

A Approximately 11 years.

0. While yvou were at Peat Marwick what

positions did you Hold?
A T started as a staff accountant,
progressed to senior accountant, supervisor and manager
0. And in genéral terms could you tell the
Court what you did while you were at Peat Marwick durin
those 11 years?

) Basically audited private :and publicly

held companies.

0. When did you leave Peat Marwick?
A Approximately 1976. B
0. And upon leaving Peat Marwick by whom

were you employed?

A FMC Corporation.
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0. What was FMC Corporation?

A FMC Corporation is a publicly held,
multinational, multi-industrial company, with sales
at that time of about $3-1/2 billion.

0 And what positions did you hold with
FMC?

A I started as accounting manager and
progressed to financial accounting manager.

0. Now, in general terms can you also tell
the Court what the general nature of your duties were
while you were at FMC?

A The general nature of my duties was the
administering of financial reporting, both external
and internal, setting accounting policy and procedures
and budgeting and forecaéting.

Q. And how long were you with FMC?

A Approximately four years.
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1 0. Now, after you left FMC, by whom were
9 you employed?

3 A. UOP, Incorporated.

4 0. What year did you join UOP?

5 A 1980.

6 Q. What was your initial position at UOP?
7 A Corporate controller.

8 0. And had you held other positions at

9 UoP during the four yvears or so that you hawe' been
10 there?

11 A Yes. I was promoted to vice president
12 controller, and then to vice president finance.

]3, 0. When did you become vice president

14 controller?

15 A April 1983.

16 0. And when did you receive the promotion
17 to vice president finance?

18 A The fall of 1983.

19 0. What were your functions as corporate
20 controller of UOP, Inc.?

21 A I was responsible for internal audit,
22 financial reporting, budgeting, forecasting, data

23 processing and accounting.

24 0. pid those responsibiiities subsequently
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“we called other.

change along with.your promotions?

A Yes. When I was promoted to vice
president controller I also assumed the responsibility
for the tax function and the capital budgeting
function.

Q. When you joined UQOP in 1980, how was
it operated vis-a-vis its parent, The Signal Companies,
Inc.?

A I would say that it was a reasonably
autonomous stand-alone company with financial
controls and certain approvals required, obviously,
by Signal in major transactions.

0. And at that time in 1980 when you joined
the company, what were UOP's principal lines of .
business?

A The principal lines of business were
petroleum and petrochemical, construction, fabricated
metal prqducts, transportation, chemiéals and plastics,

and then we had a category of several smaller divisiong

0. Now, within those operating segments,
or business segments that you have just described,
what were the names, and a brief description, if you

will, of the principal operations?
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A Well, the petroleum and petrochemical
segment was made up entifely of Process Division.
The Process Division licenses technology as well as
produces catalysts. The construction segment was
made up of two divisions: Procon, which is in the
construction engineering business, and Air Correction,
which is in the engineering business for precipitators
pollu?ion control devices.

The fabricated metal products segment
was made up of three manufacturing divisions: The
Wolverine Division that made ‘ copper tubing, the
Flexonics Division that made industrial ducting and
expansion joints, and the Johnson Division which
made well water screens;

The transportation segment was made up
of the Aerospace Division which manufactures seats
for airlines, airplanes, and galleys. The Bostrom
Division which manufactures seats fof %eavy trucks,
farm equipment and construction equipment, and
Automotive Products which manufactures catalysts

for automobiles.

The chemicals and plastics segment is
made up of the Norplex Division which manufactures

copper clad laminants. And the Forest Products
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Division which harvests timber, and converts it to
lumber for sale on the wholesale level.

The other category includes the Solid
Waste Systems Division which builds and operates
waste disposal plants, the Retail Diviéion which
manages certain properties owned by UOP. Those I
think are the major areas.

0 Now, when you came to UOP in 1980,
where and how were UOP's books maintained?

A. The books were -~maintained at the
divisions and at Des Planes, and on a reasonably
autonomous basis.

Q You say Des Planes. Where is Des Planes?

A Des Planes, Illinois, which is right
outside Chicago, is the.corporafe headquarters of UOP.

0. Did UOP generate separate audited
financial statements for any period of time while
you were at UOP? -

A. Yes. Separate audited financial
statements were generated through and including 1982.

Q. When you joined the company, Signal
owned a hundred percent of UOP; is that correct?

A Yes, they did.

0. Why did UOP have its financial statements
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aﬁditea for those years through 1982 if it was
wholly owned by Signal?

A. . Because we had certain long-term debt
that required audited financial statements each year.

0. When you began to work at UOP, did you
familiarize yourself with UOP's then recent operating
and financial history?

A Yes.

0 Looking back to the May 26, 1978,
merger which islthe subject of this litigation,
were there any changes between that date and the
end of 1980 in either the nature of UOP's business,
how it was operated, or how its books were kept?

A. Well, there were many changes as any
large company would have the size of UOP, but I think
the only one I would considef significant would be

the shutdown. of the chemical operatiqn.

0. And when, approximately,‘d;ring that
time period was the chemical division shut down?

A. I believe it was in 1979.

0. Now, were there any changes in any of
those areas that we have just discussed in 19817

A Again, a lot of changes, but the only

what I would consider significant changes would be the
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sale of the Forest Products Division and the sale of
a major product line of the Wolverine Division,
which was the manufacturing of tubing for nuclear
plants.

0. You mentioned just a moment ago the sale
of the Forest Products Division. Can you tell the Cour
what the Forest Products Division was?

A Basically the Forest Products Division
operated saw mills in Canada, and would cut and
buy lumber, or timber, for processing through those
mills, and then distribution to the wholesale market.

0 Did that operation have anything to do
with the Michigan and Wisconsin properties owned by
UoP?

A No, they did not.

0. And what UOP business segment was the
Forest Products Division in?

A That was included in the other category.

0. Now, turn to the year, if you would,
13982, Apart from the general changes that occurred
in a business of UOP's nature Irom year-to-year,
were there any identifiable changes in any of the
three areas that we have been talking about in 1982;

namely, the nature of UOP's businesses, how 1t was
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operated vis-a-vis Signal, or how its books were kept?

I don't believe there

A, No. were any

significant changes.

MR. SPARKS: I would ask the Register

t+o hand to the witness Defendants' Exhibit 2.

(The document was produced.)

BY MR. SPARKS:

0. T have asked the Register to hand to you
Defendants' Exhibit 2. Can you identify that
document?

A Yes. This document is the audited
consolidated financial statements for UOP, Incorporated
for the years ended December 31, 1981, and 1982.

0. Now, in terms of the format, how does

that document compare to the year-end financial
statements prepared by UOP for the years 1978
through 19817

A They are comparable.
would also ask the

MR. SPARKS: I

Register to hand to the witness Plaintiff's
Exhibit 49.

(The document was produced.)
Your Honor, Plaintiff's

MR. SPARKS:

Exhibit 49 is a bulky document. This is one of two
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exhibits that I will refer to in this morning's
examination that is not included in the book which I
have given to Your Honor.

THE COURT: All right. Thank you.

BY MR. SPARKS:

0. Mr. Corirossi, can you identify

Plaintiff's Exhibit 497

A, Yes. This is an internal document
that is the detail behind the consolidated
financial statements of UOP, Incorporated, for the
year ended December 31, 1982.

Q. Now, did UOP also prepare internal‘
financial statements for the years 1978 through 19817

A, Yes, we did;

0. And once agéin, in terms of format,
how does this document compare to those financial
statements?

A They are comparable.

0. Now, in 1983 were there any significant
changes in the way UOP operated vis-a-vis 1ts
parent, The Signal Companies? -

A. Yes. There were very significant
changes in 1983. After the February lst merger of

Signal and Wheelabrator-Frye, during the summer and
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fall of 1983 there were what I ceonsider three

significant changes.

Qu
n

The treasury function of UOP w

combined with that of Signal. The various operating

management responsibilities were reassigned within
The Signal Company, and the major employee benefit
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plans of UOP were combined

Signal.

with the benefit plans of

—
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0. Now, you placed those in time a moment
ago as being after the Signal-Wheelabrator merger.
Approximately what date was the Signal-Wheelabrator
merger?

A Approximately February of 1983.

0. Were any of these changes required as
part of the Signal-Wheelabrator merger?

A No, they were not required because of
the merger.

0. Now, let me turn first to the first
thing you mentioned, which wés the movement of the
treasury function in the middle of 1983. When did this
occur and what did it entail?

A It occurred over a period of time,
primarily during the summer and early fall of 1983.
And what it entailed was, the cash management function
was moved from UOP to Signal; that is,‘?he managing of
all cash receipté and disbursements for all of UOP and
its divisions as well as Signal either assumed or
guaranteed all of UOP's long-term debt.

0. When you say the cash management function
moved out to Signal, what does that mean in everyday
terms? What is it that Signal was doing that UOP did

before?
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A What UOP had done before in Des Plaines
was, all cash receipts would come into corporate office
and all bills for the divisions would be paid out of
corporate office. That function had been moved to
Signal. So that Signal now pays all of UOP's bills.

0. Was there any change in who invested cash?

A Yes. There was also a change, in that
because the cash management function had been moved to
Signal, as part of that any investment of funds are now
determined by Signal, and that took place gradually
during the summer and fall of 1983.

0. Now, the next point that you mentioned
was a reassignment of operating management. When did
that occur and what did it entail?

A T think that started somewhere in the
spring of 1983 and was essentially complete by the
early fall of 1983. And what that entailed was a
reassignment of management responsibiiity for various
divisions to different people within The Signal
Companies. It also led to the termination of several
senior management people. -

0. At Signal or at UOP?

A, At UOP,

0. Now, can you give me an examnple of
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what you are talking about here in terms of reassignment
and reorganization?

A Yes. The new president of the UOP Group,
who was appointed in approximately August of 1983, hot
only has responsibilities for some formerly UOP divisiol
but also some other divisions of Signal. Likewise, ther
are other counterparts in The Signal Companies who now
manage some parts of the formerly UOP as well as other
Signal units.

0. Now, the third thing you mentioned in
terms of how UOP operated vis-a-vis Signal was a
combination of benefit plans. When did that occur,
and briefly what did it entail?

A It occurred in the latter part of 1983.
And what that involved was, the two major benefit plans
are pension and profit-sharing. Those were separate
plans with UOP, and they are now merged with the simila
plans at Signal. |

0. Now, you have just told us about the
various changes in 1983 throughout the course of that
year vis-a-vis Signal. Were there any changes in 1983
in UOP's businesses?

A Yes, rather significant changes. I have

already mentioned the reassignment of divisions to
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senior management. But in addition to that, the
Procon Division and the Air Correction Division, two
units which had sustained substantial losses over the
years, had been shut down during 1983. The Flexonics
Division was sold in October of 1983. The Aerospace
and Bostrom divisions had been put up for sale at that
time. ~The Solid Waste Division had been combined with
another unit of Signal that was in a similar business.

0. What line of business or segment of
business was Flexonics in?

A Flexonics made industrial products,
primarily ducting and expansion joints.

0. And what segment of UOP's business were
Procon and Air Correction in?

A Procon and Air Correction made up the
entire construction segment.

0. After they were closed was there anything
left of UOP's construction segment? -

A No, there was nothing left,.

Q What UOP business segment was Solid
Waste in?

A Solid Waste was in the other category.

0. Now, when approximately did these

business changes that you have just discussed take
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place?

A . Well, the Procon and Air Correction
occurred over a period of time, which was basically the
second and early part of the third guarter of 1983.

And Flexonics, as I said, was sold in approximately
October of 1983.

The combination of Solid Waste Systems
Division took place over a period of time, but basicallj

the second guarter of 1983.

0. Now, you indicated there was an agreement
to sell Aerospace. Do you know what the status of that
is?

A. It was finally sold in February of 1984.

0 Now, we have covered the 1983 changes

in terms of the relationship of UOP to Signal and the
changes in UOP's businesses. Were there any changes
in 1983 in how and where UOP maintained its books?

A, Yes, there was. There Qa; one change,
and that was that certain reserves that were establishe
in 1983 were recorded at Signal rather than at Des
Plaines.

0. With respect to those reserves, which I
will get to in more detail in a few minutes, where were

the final decisions made as to whether they should be
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taken or not?

. The final decisions were made at Signal.

0. And why was the decision made to book
these reserves out in La Jolla as distinguished from
through your office in Des Plaines?

A TwO reasons: One, because the final
decision was made out there; and, two, to provide good
accounting control.

As I said, the senior management
responsibilities of several of the divisions have been
dispersed throughout Signal. So it was felt the best
accounting control would be at Signal.

0. Now, did UOP have its 1983 financial
statements audited?

A No, we did'ﬁot.

0. And why weren't your 1983 statements
audited, as they had been in '82 and '81, et cetera?

A Because during 1983 Sigﬁai had assumed
or guaranteed UOP's long-term debt, which was the
requirement, the reason we had earlier audited financia
statements.

0. What was the reason in light of the

debt that you needed audited financial statements

before this time? Who was interested in them?
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2. The lenders required -- certain of the
lenders required audited financial statements.

MR. SPARKS: I would ask the Register
to give to the witness Plaintiff's Exhibit 90.
BY MR. SPARKS:

0. Mr. Corirossi, I have asked the Register
to place before you a document which has been marked as
Plaintiff's Exhibit 90. Can you identify this document

A Yes. This document was prepared at UOP
and includes the’l983 results as recorded in Des Plaine
But, as I mentioned earlier, some reserves are recorded
in Signal, and they were not included in this document.

o} Was this docﬁment prepared on a basis
comparable to the 1978 to 1982 financial statements
which you have already identified?

A They were, except for the fact that in
prior years this document would have included all
reserves applicable to UOP. In 1983 ceréain of those
reserves were not included.

0. Well, why weren't the reserves that were
taken in 1983 included in the 1983 year-end report
package?

A Well, as I testified earlier, the

accounting control and the final decision on the

2]
.
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reserves was made in Signal; and therefore, they
recorded it. And it didn't make a lot of sense for
them to send me information in Des Plaines just so I
could combine it with information that I had and then
return it to Signal so they could include it in their
consolidation. So it made sense to just submit what
we had in Des Plaines to them and let them add or
deduct the reserves.

0. Now, we have started to talk here about
something called reserves. Can you tell the Court what
a reserve 1is?

A A reserve is a liability and an offset
charge to the income statement that recognizes or
records an expense that is anticipated at some future
time. It is reguired under generally accepted
accounting principles to record in the income statement
any known or reasonably estimatable expenses at the
earliest possible date.

0. Well, as a matter of accounting theory
why 1is it that these reserves in the abstract get
taken? a

A The reason is that under generally
accepted accounting principles the financial statements

of the companies should always reflect the true
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operations of the business and any assets and
liabilities of the company to show a true picture of
the financial condition of the company.

0. Now, what is the effect on a company's
income statement of taking a reserve in a particular
vear?

A The impact on the income statement would
be to increase the expenses and, therefore, reduce
profits.

0. Wﬂat is the effect of taking a reserve
in a particular year on a company's balance sheet?

A It would have the effect of increasing
the liabilities and, therefore, decreasing the book
value.

0. Can you give to the Court an example to
bring all of this into focus of a common type of reserve
that is taken by an industrial company?

A, A very common type reservé‘for companies
in the construction business, construction engineering
business, would be a loss reserve for anticipated cost
overrune on a project. And what I mean by that is,
when the company is able to determine that the cost to
complete a project under a contract is going to exceed

the income from the customer, then at that point in
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time they should record a loss reserve for that
contract.

0. And are the taking of such reserves a
part of generally accepted accounting practice?

A Yes, it is a very common practice.

MR. SPARKS: I would next like the
Register to hand to the witness Plaintiff's Exhibit 102
BY MR. SPARKS:

0. Mr. Corirossi, I have asked the Register
to hand to you a document which has been marked in this
proceeding as Plaintiff's Exhibit 102. Can you identif
that document?

A Yes. This is a document that I submitted
to Signal in April of 1983, which summarizes my
recommendations on various reserve requirements.

Q. Why did you prepare this document?

A Because of the decisions.made by senior
management to shut down certain operations, to relocate
and/or terminate some people because of the current

status of some litigation and because of an in-depth

review of some contracts, I was asked for my recommendar

tions on what loss reserves are required.

<
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0. And when was it, again, that you
prepared this document?

A This document was prepared in April of
1983, but the work leading up to its preparation

actually started near the end of February.

0. And that's February, 19837
A. February, "1983.
0. What does the first page of this document

represent?

B The first page is a summary of my
recommendations. the detail of which is on the
following pages.

0. And were those recommendations accepted
by Signal, if you know?

A, They were eésentially accepted, yes.

0. What do Pages 2 through 7 of this
document represent?

A Okay. Pages 2 through 7 are the detail
behind the summary schedule that explains the nature
of the items.

0 Let's turn for a moment to Page 2 of
this document.

What in general terms are the entries

at the top half of Page of Plaintiff's Exhibit 102°?
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A The entries on the top half of that
page relate to the shutdown cost for the Air
Correction Division.

0. Now, there is a reference in there to
96 people and to five to 10 people. What is
that all about?

A The 96 people was our best estimate of
the number of people that would be terminated as
a result of the shutdown of the division. The
five to 10 people, again, was our estimate of the
number of people that would be relocated to other
units of The Signal Companies.

0. Now, what do the entries at the bottom
of Page 2 represent?

A The entries at the bottom of the page
represent loss reserves on certain contracts where
we anticipated the cost to exceed revenue.

0. And how were these determined in a
general sense?

A In a general sense they were determined
with consultation with the engineering, marketing,
legal and other financial people within UOP.

Q. Now, with respect to the top entry,

Swepco, Pirkey & Dolet Hills, there is a parenthetical
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that says "Net of $735 reserve per books." I gather
that's $735,000. Is that correct?

A. Yes, $735,000.

Q. What does that entry in parentheses
indicate?

A Well, as I said, the establishment of
the loss reserves is a very common practice, and
in fact on this particular contract we had established
some reserves in prior periods.

0 . Thére is also a parenthetical under
Delhi Electric near the bottom of the page.

What does that parenthetical represent?

A The same thing. That indicates some
reserves had been established in prior periods on
that contract.

0. Now, would you turn to Page 3 of
Plaintiff's Exhibit 1027

What in general terms dé ghe entries
at the top of that page represent?

A The entries at the top of the page
represent the termination-and relocation costs
related to the reduction of overhead at our Fluid

Systems Division as a result of the depressed

business that they were in.
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0. And what are the entries at the bottom
of the page? What do they represent?

A The entries at the bottom of the page
essentially represent some write-offsof uncollectable
receivables, some write-offs of inventory that is
no longer salable, and again, a loss reserve against
a major project and-"a loss reserve against an invest-
ment in the Middle East.

0 Would you turn to Page 4 of Plaintiff's
Exhibit 1027

What do the entries on that page
represent?

A That represents the termination of
several people at the corporate office of UOP as
well as the excess costé related to space and other
overhead.

0. Now would you turn to PagenS, please?

In general terms what do the entries
on this page represent?

A. In general terms these were the reserves
provided against certain legal matters where we
anticipated losses to occur.

0. Now, would you briefly review for the

Court each of the items on this page?
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A Yes. The first item on the page 1is

Hess 0il,. which is a combination of two lawsuits

that grew out of fires at two different refineries

for which the Process Division of UOP had done the
design work.

The next two items, the George Neal
and the West Penn reserves are related to the lack
of product performance of certain products from
the Air Correction Division. The Resources
Conservation Company matter is .related to, again,
a lack of product performance by the Fluid Systems
Division.

The Come-By-Chance reserve is related
to the anticipated out-of-pocket expenses that
would be incurred to continue the Come-By-Chance
litigation.

The Benezine reserve is related to a
series of lawsuits filed by individuéls against the
Process Division of UOP claiming exposure to a

hazardous element in the refineries that they worked

"at. The Process Division had done the design

development work of those refineries.
The next item, EPA-E. Rutherford, is a

pollution matter brought by the EPA against UOP for
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property that we own in New Jersey that iﬁ fact the
EPA has placed within the top 20 of polluted sites
of the super fund list.

The Tidelands is an expected loss
on the very same property wherein the state has claimed
title to a portion of those properties.

0 Now, with respect to the matters
listed on Page 5 of Plaintiff's Exhibit 102, have
you taken any reserves on any of these items in
prior years?

A Oh yes. On several of them. The Hess
0il, the George Neal and the West Penn all had
reserves established in prior years.

0 When those reserves were taken in
those prior years, did fhey have an effect upon UOP's
reported earnings for those prior years?

A Yes. They reduced the'repprted earnings
for those years.

o} Did they have any effect on UOP's book
value as of the year-end for those years?

A Yes. Likewise, they would have
reduced the book value of UOP at that time.

0 Now, focus, if you would, for a minute

on the Come~By;Chance item there.
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Based on your review when you joined
UOP of its financial situation, were there any
earlier charges to earnings as a result of Come-By-Char
A. Two very significant charges occurred.
In 1975, at that time UOP wrote off approximately
$16,000,000 of receivables related to this project,
and also reserved for approximately $18,000,000
of future losses because of debt that UOP had

guaranteed.

0 Néw, you . testified a moment ago that you
recommended a 18,000,000-dollar resexrve on this sheet
for Come-By-Chance litigation expenses. Was there
any additional reserve, to your knowledge, taken in
1983 for Come-By—-Chance?

A, Yes. My understanding is that an
additional amount was provided at Signal.

0. And what did it relate tq?

A. It related primarily toAtﬂe actual
settlement of.the case rather than the expenses to

pursue the case.

0. Did you play a part in the decision to
book that additional portion of the Come-By-Chance

reserve?

B. Not the additional portion, no.

ce?
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0. Now, since the litigation expense portion
of the Come-By-Chance reserve was set up, have there
been charges made against it?

A Oh yes. Rather substantial.

Q. What is the magnitude of the charges
against the litigation expense portion of the
Come-By-Chance reserve?

A Okay. The charges against this
18,000,000-dollar reserve amount. to about
fourrand~a—hal£—million dollars between April 1, 1983,

and May of 1984.

\

0 Is the Come-By-Chance litigation, by
the way, all over as a result of this settlement that
you have alluded to?

AV No. Only a portion of the lawsuits
have been settled.

0. Now, to your knowledge, have there
been any charges made against the se£tiément portion
of the reserve since it was set up?

N I understand that a charge of
approximately $30,000,000 has been made- against that
as part of the settlement of some of the lawsuits.

0. Do you have an understanding as to

whether any amount has actually been paid out in that
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. settlement?
9 A ~ My understanding is that $30,000,000
3 has been paid out. The actual settlement including
4 future payments is approximately $40,000,000.
5 0. Now would you turn to Pages 6 and 7
6 of Plaintiff's Exhibit 1027
7 What do those entries represent in
8 general terms?
9 A, In general terms they represent reserves
10 that are relatéd to the Procon Division to cover
11 the shutdown of the Procon Division as well as
12 certain anticipated contract losses.
13 MR. SPARKS: I now ask the Reggister to
14 hand to the witness Defendants' Exhibit 10, which
15 may be for identification at this point depending
16 on where we stand.
17 THE COURT: As far as I'mvconcerned,
18 Mr. Sparks, it's in evidence subjectAtéiany
19 application Mr. Prickett might have hereafter if it
20 differs from the version he previously approved.
21 BY MR. SPARKS: -
22 Q. I now hand to you, Mr. Corirossi,
23 Defendants' Exhibit 10. Can you identify this?
24 A Yes. This was a document.prepared by
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Signal.

0. Do you know who at Signal prepared the
document?

A I don't know who specifically prepared

it, but I understand it was under the direction of
Mr. Kavanaugh.

0 Now, are the reserves wé have just
discussed reflected anywhere on Defendants' Exhibit 107%

A Yes. They are esseﬁtially included
under the coluﬁn headed "JE7."

Q. Are you familiar enough with this
document to identify whether there is any back-up
material in the document referring to that journal
entry?

A Yes. I believe on Page 6 it lists
various reserves by division within UOP.

0. And do any of‘those reserves relate to
the ones that you just testified aboﬁtvfhat were
made in the early part of 19837

A Yes. It includes most of the reserves
that I had participated in.

0. Would you turn to the second page of
Defendants' Exhibit 10, please? Would you read

that aloud, please?
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A. "For separate consolidated financial
statements of UOP, Incorporated, the reserve for the
Come-By-Chance litigation amounting to $28,080,000
would not be amortized over seven years in the
income statement, but would be a charge for the
full amount in 1983. This would result in a net los
for the year of $80,731,000."

0. From an accounting point of view, 1is
that a correct statement?

A Yes.

0. Now, Mr. Prickett in his opening
statement, which I believe vou heard as well as 1
did as we sat here in the courtroom this morning,
suggested that accountiﬁg changes in your reserves,
or adjustments were made with respect to UOP in 1984.
Did UOP make any changes in resexrves Or adjustments

in that month?

A. 19847
0. In May of 1984.
A, I don't know that any were made. I'm

not aware of any that were made in May of 1984.
Q. Do you have any knowledge of either UCQCP
or Signal back dating any reserves Or adjustments

from May 1984 to some prior period?
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A Absolutely not.

0. Now let me shift forward in time to 1984,
this year.

Were there any changes made in 1984
with respect to how and where UOP maintains its
books?

A Yes. In 1984 we discontinued keeping
the consolidated books and records of UOP not only
in Des pPlaines, but period. The reason that was
done was becau;e, as I testified earlier, we made
several changes in the treasury operating management
responsibility and employee benefit plans whereby
it made good sense to change the financial reporting

organization to conform to the new company.
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0. Well, when was the decision made that

UOP would no longer maintain a separate set of financial

statements?

A It was approximately the fourth quarter
of 1983.

0. Why didn't you discontinue in 1983, for

example, the preparation of the 1983 report package?

A Because the year was almost over, we felt
that the best thing to do was to close the books for
that year on the way they had been maintained for most
of the year and then start the new financial reporting
in 1984.

0. And just to go back, since we re-
introduced the 1983 repoft package, what if anything
differed in the 1983 repédrt package from the prior
vear's financial statements?

A As I said, the major change was, the
1983 report package did not include ailhof the reserves
applicable to UOP.

Q. Now, as the chief financial officer of
what had been UOP before all these changes, were you
asked to do so, could you prepare today financial
statements for UOP as we knew it before the restructurin

that were comparable to those for prior years?
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A. No, I could not.

MR. SPARKS: ©Now, let me turn, if I may,
to a different subject. I would ask the Register to
hand to you Plaintiff's Exhibit 77.

BY MR. SPARKS:

0. Mr. Corirossi, I have had the Register
hand to you Plaintiff's Exhibit 77. Could you identify
that document?

A Yes. This is the five-year plan
presentation made by UOP to Signal in May of 1982.

0. Did you play any part in the preparation
of that document?

A Yes. I had it prepared under my direction.

0. Now, did UOP prepare any five-year plans

after May of 19827

A No.
0. Why not?
A Because of all the organizational changes

and reporting changes that I have previously testified
about, it did not make any sense to put together any
five-year plans. h

Q. Now, are you continuing to rely upon the

1982 projections for financial planning purposes, the

projections of Plaintiff's Exhibit 777
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B Absolutely not. It became aPparent in
the third quarter of 1982 that certain assumptions that
this plan was based upon were not occurring, and, in
fact, the businesses were falling far short of their
anticipated results for the year 1982.

0. Can you tell us in a little more detail
what indications you had that the assumptions upon
which the 1982 plan was prepared in May were no longer
valid?

R Procon and Air Correction were probably
the two major shortfalls, in that they continued a lack
of new business and, in fact, their losses due to
unabsorbed overhead were running at a much higher level
than the plan had anticipated. Also, the Bostrom
Division was suffering much larger losses than
anticipated due to the depth of the heavy truck
market recession. And to a lesser éxtent but also
significant, most of the other divisiohs were feeling
the impact of the recession in capital spending and
construction and housing, and so their sales and,
therefore, their income levels, were much lower than
anticipated.

Also, it became apparent near the end of

1982 that the Process Division, which is the major
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profit contributor of UOP, could not attain the five-
year plan because of the worldwide o0il glut and the
financial problems of Third World countries. Their
business would drop off dramatically.

MR. SPARKS: I would next like to have
the Register hand to the witness Plaintiff's Exhibits
38, 39 and 40.

BY MR. SPARKS:

0. Mr. Corirossi, I once again asked the
Register to place certain documents before you. Can
vou identify the documents that have been marked as
Plaintiff's Exhibits 38, 39, and 407

A Yes. These documents are the
presentations that were made to the UOP board of
directors, analyzing the results of operations of UOP
for the years 1981 ~- I am sorry. 1980, 1981 and 1882,

0. Now, would you please turn to Page 9
of Exhibit 39, which is the 1980 fihaﬁcial review.
Could you tell me what the term "no strings attached
cash" as used on that page means?

A As used on that page, "no strings attacheg"
means that is the amount of cash that UOP management hapg
some discretion on how to use it.

0. Was this cash that could be taken out of




J. Corirossi - Direct 93

i0
1A
12
13
14

15

]8
19
20
2T
22
23

24

the business by a decision of UOP's management?

A Yes, but I don't think good business
judgment would dictate that.

0. Why not?

B Because of all the funds necessary to pay
all the current liabilities and other monies needed to
run the businesses in the following year.

0. Now, I would ask you to turn to Page 17
of Exhibit 38, which is also in front of you. And that
is the 1981 financial report.

Does the term "norstrings attached cash"
have a different meaning as used in this document?

A No. It has the same meaning.

0. And I would also ask you to turn to
Page 17 of Exhibit 40, which is the 1982 financial
review. Is there any different meaning to the term
"no strings attached cash" as used in that document?

A No, there is no differeﬁt meaning.

MR. SPARKS: I would ask the Register
to take those exhibits back and give back to the witnes
Defendants' Exhibit 2.
BY MR. SPARKS:
0. Mr. Corirossi, could you turn to Page 4,

please, of Defendants' Exhibit 2.
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: I would ask you to look at the item

) "advances to Affiliated Companies," on that page.

3 What does that item represent?

4 A. That represents monies that have been

5 advanced to Signal and its subsidiaries.

6 0. And what is the figure for year-end

7 19827

8 A $79 million.

9 0. Were all of the $79 million referred to
10 in that line iteﬁ advanced to Signal in calendar year
1 19827

12 A No. And, in fact, 61 million of that
13 amount had been advanced in years prior to 1982.

14 0. And I believe I may have misspoken.

15 This says "Advances to Affiliated Companies." Does
16 that mean just to Signal or is there somebody else?

17 A No. That is Signal and its subsidiaries.
18 ) But that doesn't changeAyéur answer?

19 A That does not change my answer,
20 0. Was interest paid to UOP on the
21 $79 million figure shown here? -
22 A, Yes.

23 Q. And at what rate or rates was interest
24 paid?
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A The rates were determined at the existing
market price at the time the money was advanced.

THE COURT: Excuse me, Mr. Sparks.
Interest was paid to whom?

MR. SPARKS: To UOP.
BY MR. SPARKS:
0. Who paid that interest?

A Signal or the subsidiaries of Signal
that actually received the funds.

0 Was interest paid on advances for earlier
years also?‘

A Yes.

0. And how were the interest rates
determined for those earlier years?

A. On the same basis.

0. Is the 1982 interest paid on the advances
shown somewhere on the UOP 1982 statement, which you
have beforeryou? ”

A Yes. The jinterest would show on Page 3,
which is the statement of income on the line "Interest
and Advances to Affiliates."”

0. And what is the amount of that number
for the year 19827

A, $11,911,000.
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0. Now, at the end of 1983 what was the
cumulative amount of advances to Signal and its
affiliates for 1983 and prior year?

A The cumulative amount at the end of 1983
was approximately $157 million.

MR. SPARKS: Now, I would ask the Register
to hand back to the witness Plaintiff's Exhibit 90,
which is the 1983 year-end report package.
BY MR. SPARKS:

0. Is that 157 million figure reflected
somewhere in the 1983 year-end report package, Plain-
tiff's Exhibit 907

A Yes. It would show on Page B-2 on
Line 12.

0. Now, was iﬁterest paid to UOP on advances
made to Signal or its affiliates in 19837

A Interest was paid for a pq;tion of the
year.

0. And is the amount of interest paid shown

somewhere in Plaintiff's Exhibit 90?2

A. Yes. It would be included on Page B-3,
Line 3, "Other Income."
0 Now, I gather from your answer when you

said a part of the year, that at some point in time
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Signal and its affiliated companies stopped paying
interest to UOP in 1983 on advances; 1is that correct?

B Yes, they did.

0. And approximately when did they stop
paying interest?

A It was the fall of 1983.

0. " Why is it that those interest payments

were stopped?

A As I testified earlier, the cash management

function of UOP had been combined with Signal, so
although the interest stopped, Signal was now paying
all of UOP's bills.

0. Let me make sure I understand that. You
have indicated that there was a transfer of the
treasury function; is that correct?

A Yes.

0. Does that also mean that, in effect,
Signal was writing the checks from thét point on for
UOP's obligations?

A Yes. They would write all the checks.
They would receive all the femittances from customers.

0. Now, did the $157 million number that
we have just identified in the 1983 year-end report

package include advances from customers?




10-10

J. "Corirossi - Direct 98
! A Yes, it does.
9 0. And approximately how much of that number
3 was represented by advances from customers?
4 A Approximately $68 million.
5 0. Take those Eack. We are to another area.
6 Now, Mr. Corirossi, do you have any
7 responsibility with respect to UOP's Realty Division?
8 B Yes. The Realty Division reports to me.
9 0. And what are your duties with respect to
10 that operation?
11 A My duties are primarily to oversee the
12 operation, set policy and direction and make sure that
13 we maximize our return on the properties that we own.
14 0 And in a bfief sense, what are the
15 operations geographically of the Realty Division?
16 A We have a small amount of property in
17 Alabama that is a housing development. We have propert;
18 in Wisconsin, and we have property in Mi;higan.
19 0. Well, what is the Alabama operation?
20 A Okay. We own approximately 72 acres of

21

272

23

24

undeveloped land and 131 developed lots that are being
sold to builders or we are attempting to sell to

builders.

Q. What has been the level of business since
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1 you have been at UOP?
2 A . Over the last few years we have been
3 selling somewhere in the neighborhood of an average of
4 five lots a year.
5 0. Now, what is the Wisconsin operation?
6 A The Wisconsin operation consists of about
7 68,000 acres of property, of which almost all that
8 property is covered by a cutting license that we have
9 with Goodman Industries, Limited.
10 0. And is that operation subject to any
1 particular tax laws?
12 ) Yes. Almost all the property is under
13 what is called the Forest Property Act, which says that
14 the property can only be used as timberlands, and for
15 that we get a significanﬁ tax reduction each year and
16 pay taxes when the trees are cut.
17 o} What would happen if UOP were to choose
18 to utilize that land for some other pﬁrpose, as you
19 understand those regulations and tax —--
20 A. If we wanted to use the land for anything
2 other than what we are presently using it, we would
22 have to pay all of the back taxes as if we never had
23 a reduced tax rate plus interest from the date we would
24 have paid the original taxes. And that is a very
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substantial amount.

0. Can you tell me approximately how long
most of this property has been under this tax law?

A It is various years, but anywhere from
20 to 40 years.

0. And have you given consideration to
operating this property in some different manner?

A We have given consideration to it, but
because of the substantial cost to use it for anything
other than its present and the cutting license I
referred to with Goodman Industries, Limited, which
gives them cutting rights through 1989, we do not
believe there is any other practical use for that
property.

0. What is the Michigan operation, which is
the third geographic area you identified?

B The Michigan operation is.gpproximately
230,006 acres of property, of which approximately
15 percent is considered good saw timberlands. Another
10 percent are properties that are lowland, swamp, SO
forth. They are not covered with trees. And the
remaining properties represent hardwood pulp-type trees
that has no market value today.

0 How did UOP end up getting these Michigan
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1 Alabama and Wisconsin properties?

9 A, In the late 1960's UOP acquired a

3 company by the name of Calumet & Hecla, Incorporated,
4 and all of these properties were part of Calumet &

5 Hecla at the time.

6 0. What was the principal business of

7 Calumet & Hecla back at that time?

8 A Well, they were a conglomerate, but their
9 principal reason for owning the Michigan properties
10 were at the time they operated copper mines up there.
1] 0. What happened to the copper mines?

12 A They were eventually shut down for

13 economic reasons.

14 0 Now, you méntioned some properties,

15 at least properties in Michigan. Are they subject to
16 any special tax laws?

17 A Yes. Approximately 135,000 acres of

18 that property is under the Commercial.F;rest Act of
19 Michigan, which again allows us a reduced tax level.
20 However, if we were to remove them, just as in

21 Wisconsin, we would have to pay a severe penalty.

22 0. Are those properties encumbered in any
23 way by a license or anything of that nature?

24 A Yes. Those 135,000 acresrélus
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!

approximateiy another 22,000 acres are encumbereg by
cutting licenses, the major one of which runs through
1982 and the other one runs to somewhere in the 1990's.
MR, SPARKS: I would ask the Register
to hand up to the witness Plaintiff's Exhibit 53.
Your Honor, this is the other one o0of the
bulkier exhibits that we did not put in the book. I
hand up a copy.
THE COURT: All right. Thank you.
BY MR. SPARKS:

0. Before I ask you about that particular
document, is there also a real estate operation that
you conduct in the Upper Peninsula in Michigan?

A Yes. There is a minor real estate
operation that we conduct in Michigan, whe#eby we are

attempting to sell off individual lots.
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J. Corirossi - Direct
0. Now, can you identify what I have handed
up to you as Plaintiff's Exhibit 537?
A, Yes. These are reports that were
submitted to the board of directors setting forth
the lot sales in Michigan and in Alabama.

Q. Now take a look generally at the lot

sales indicated. Can the sale prices for those

parcels be extrapolated to cover all of the 235,000

acres in Michigan?

A. No. I don't think you can do that.
0. Why not?
A. The reason I say that is we sell

approximately each year somewhere in the neighborhood
of 120 acres to 150 acres of property, so I don't
think you ican use that as a test of 230,000 acres.

In addition to that, these are the prime
locations, oceanfront -- I'm sorry -- Lgke Superior,
not ocean, on inland lakes, thelbetter locations,
and we have a present inventory on hand of unsold
lots of approximately 1100 acres -- I'm sorry --

1100 lots. So I think you could see that with an
inventory of 1100 lots, and we are only selling 120,
there is not a demand that we have not been able to

meet, so I don't think you can say you could apply
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this to the entire 230;000 acres.

Coupled with that, we have built lots
where the infrastructure: is there, which is roads,
sewer, water, et cetera, and we do not believe we
could sell these lots at these prices if we had to
put the infrastructure in in some other areas of our
property.

And then of course finally the thing
would be the encumbrances by the Commercial Forest
Act. We would have substantial penalties to pay if
we wanted to sell those lots.

0. Approximately how many acres would you
estimate have been planted of these 230,000 acres?
You mentioned something about 1100 lots, or something.

A. ~ . That's approximately 1,500 acres.

0. Now, these sales as you have described
them appear to be a relatively minor part of UOP's
operations. Why were reports such as‘tgose in
Plaintiff's Exhibit 53 made to UOP's board of
directors with respect to these sales?

A. At that time UOP had a policy that any
sales of real property had to be submitted to the board
of directors.

0 Now, looking broadly at the Michigan
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properties, what is your present managemeht philosophy
with respect to those properties?

B Well, our present philosophy is to
maximize the return on our holdings, and right now
what that means is to allow timber to be harvested on
our property still maintaining, however, good,
sustained yield for the future, and following good
forest and environmental practices.

MR. SPARKS: Now I would like to ask
the Register to hand to the witness Plaintiff's
Exhibits 103 and 104.

THE COURT: Does this get us into
something other than real estate?

MR. SPARKS: Your Honor, no. We are
going to finish up here:in about two minutes. I have
three questions, I think.

THE COURT: Fair enough.

BY MR. SPARKS: |

0. Mr. Corirossi, I placed before you, Or
had the Register place before you Plaintiff's
Exhibits 103 and 104. Can you identify those document

A Yes, These are financail statements
related to the Realty Division for 1982 and 1983.

0 And what do they show with respect to

5 ?
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the Realty Division's operations?

A Okay. They show the income statement,
among other things, for the Realty Division for those
years.

0. What is the bottom line, i1f you will,
with respect to the net income for those two years
for the Realty Division?

A For 1983 it shows an income of
approximately $397,000, and in 1982 it shows a net
income of appréximately $342,000,

0. And did that represent your efforts
at the time to generate income from those properties?

A. Yes.

0. Are the net income figures shown on
Exhibits 103 and 104:in¢cluded in UOP's net income
for the years 1982 and 19837

A, Yes, they are.

MR. SPARKS: Your Honor; £ have no
further questions of this witness.

THE COURT: All.right. I understand this
is an appropriate time to break for lunch.

We can recess until 2:15, and resume
with the cross-examination of Mr. Corirossi?

MR. PRICKETT: Yes.
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THE COURT: All right.
We'll recess until 2:15.

(Luncheon recess.)

Thank you.
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AFTERNOON SESSION

(Reconvened at 2:21 p.m.)

THE COURT: Mr. Prickett.

All right,

may I ask you to return to the stand, Mr. Corirossi.

CROSS-EXAMINATION

BY MR. PRICKETT:

0. By whom are you employed?
A, UOP, Incorporated.
0. " And you have been employed by UOP, Inc.

since 1980; is that not right?

A I have been employed by UOP, Incorporated

since 1980, yes.

0. And that is the same company you were

first employed with when you joined the company in

1980; is that right?

A Yes.

0. And it has not gone out of existence,
has it? -

A The legal entity still exists.

Q. That is what I am talking about. It

still exists, and it is the same one that employed you

when you joined it in 1980; is that right?

A. Yes.

0. And as a matter of fact,

it has a new
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president, Dean Freese, who came aboard in August,

19837
A Yes.
0 And you report to him?
A Yes, I report to him. But UOP,

Incorporated is not an operating company any longer.
0. I hadn't asked you that, but I will get
to it in just a second, if ydu will bear with me..
UOP, Incorporated consists now of the

Process Division, does it not?

A Yes.
0. That is one division. Why don't you tell
me what divisions UOP consists of today. I have given

you a lead, Process.

A Okay. The UOP, Incorporated divisions

that are still in existence --

0. That is what we are talking about.

A (Continuing) -- are Procés; Divisioh -
0. One.

. Norplex Division.

0. TwO . -

A The Automotive Products Division.

0. Three.

)3 The Fluid Systems Division.
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that?
A.
0.
divisions; is
A,

0.

Four.

The Wolverine Division.
Five.

And the Johnson Division.

Six. And where does Realty come into

And the Realty Division.

And Realty, seven. So you have seven
that correct?

That are left from the old UOP.

And have you made up a budget or a

one-year forecast for the operations of the seven

divisions that now constitute UOP, Incorporated?

0.
aggregate.

A,

For what period of time?

Calendar yéar 1984.

No, I have not.

You have made no forecast‘of that at all?
No.

Has anybody?

Do you mean in aggregate or individually?

" All right. Let's take it first in

No.

Individually?
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A

has prepared

I would assume that each of those units

a budget for 1984,
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0 And they report to you?

A, No, not all of them.

0. Wo do they report to?

3. Some report to the president that I

report to, and some report to other management people.

0 Now, I'm not talking about operationally.
I;m talking about financially.

A, The same. The financial organization
follows the operating.

0. You have no idea of the company of
which you are the controller, of what their projected
financial results for the year 198472 Is that right?

A I'm not controller. I'm the vice
president finance of UOP, Inc.

0. I'm sorry. I have forgotten you made
that promotion.

As vice president finance, you are
telling us that you have no idea wha£ ghe financial
results for 1984 are going to be of this company;
is that right?

A That's right, except I also said UOP, Inc}
is not an operating company any longer.
0. All right. ©Let me pause on that since

you keep coming back to it.
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UOP has seven divisions that we have
just been over?

A Yes.

0. Okay. Now, when you say it's not an
operating company, it has seven operating divisions,
does it not?

A Yes.

Q. And what you mean is that it holds them
as a holding company?

A No: It owns legally the real and

personal property, and that's 1it.

0. Okay.
A It 'does not operate as an entity.
0. Yes. But if you wanted to know, you

could add up the operations of all seven of its
divisions, could you not?
A, You could add it up, but it would not
tell you anything other than a total bfaseven numbers.
0. Well, it would tell you the seven --
the sum of the seven operating -- net operating
profits. It would tell you that, wouldn't it, if
you added up all the net operating --
A The seven divisions, yes.

0. It would tell you the long-term debt?




_13-3

J. Corirossi = Cross 114

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

A, No.

0 They don't have long-term debt?

A That's right.

0. Well, it would tell you the operating

expenses?

A Only of the division.

0. That's what we're talking about.
I say if you took each division, you could add them
up separately. Then you could add them together,

and you would know what the total is; isn't that

right?
A That's correct.
Q. And you haven't done that?
A I have not done that.
0. Now, UOP as it stands now has no debt,

does it?
A They have some debt that has been

guaranteed by Signal. So legally they have some

debt, but --
0. How much is that?
A - T don't know what the exact number 1is, -

but I think it is probably somewhere in the

neighborhood of 40 to 45,000,000. But since that was

transferred to La Jolla, I'm not directly involved in that.
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1 0. Now I'm going to take you back to

é December 31, 1983, Okay?

3 At that time, what amount had UQOP,

4 Incorporated, advanced to Signal in total?

5 A I believe it was approximately $157,000,040.
6 0. And that was the cumulative advances

7 since 1978 when Signal had become a 100 percent

8 ownery of UOP; isn't that right?

9 A I'm sorry. Would you restate the

10 guestion?

11 0. Yes. The 157,000,000, approximately,

12 was the cumulative total of the advances made by

13 UOP to Signal since the time that Signal had become
14 the 100 percent owner?

15 A Yes.

16 0. And I think you've already told us

17 that up until the middle point, or the fall of 1983,
18 Signal had paid interest to UOP on tﬁe advances

19 that UOP had made to Signal; is that right?
20 A Up until the fall of 1983.

21 0. That"s what I just finished saying.

22 A, You said summer,

23 ) Summer or fall. Do you want it read back?
24

A Okay. Well, it's fall of 1983.
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Q. Okay. Now, then in the fall of 1983
Signal stopped paying the interest; is that right?

A That's correct.

0. And then on January 1, 1984, what
happened to the $157,000,000 that had been an
advance, and on which Signal had been paying interest
until the fall of 198372

A T+ had been comingled with the cash of
Signal because they now will pay all the bills of
UoP. |

0. Well, I understand it was comingled,
but it was comingled before that. I'm asking you
as between December 31st and January lst of 1984 --
and let me cut through this -- isn't it a fact
that that cash -- that that advance then became
the property of Signal?

A I don't know that it became the

property of Signal.
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0. All right. You tell me. On December 31,
1983, UOP had an advance to Signal of $183 million.
A Yes.
0 On January 1, 1984 did UOP continue to
have that advance?
MR. SPARKS: Your Honor, I think
Mr. Prickett misstated the amount of that advance.
THE COURT: 157, wasn't it?
MR. PRICKETT: I am sorry. I did, Your
Honor.

BY MR. PRICKETT:

0 Do you understand my question?
A why don't you ask it again, please.
0. On December 31, 1983 UOP had advanced

a total of $157 million to Signal. I am asking you
as of January 1, 1984 what had happened to that total
amount of $157 million.

A I don't know.

0. Well, isn't it a fact, sir, that that
then was no longer treated as an advance but became
written off, so to speak, and Signal took that over?

A My understanding is that each of the
individual units that make up the 157 million still

‘have an advance account with Signal, but --
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0. Wait a minute. You are the vice president
of finance of UOP. Do you mean you can't tell me what
happened to that 157 million?

A. I already said that UOP, Inc. is not an
operating company any longer,

o I understand that. It is a company, of
which you are the vice president of finance. 2And what
I am asking you is, what happened on January 1, 1984 to

the sum of $157 million that the night before had been

an advance from UOP over the years to Signal. Do you
know?

A I cannot tell you.

0. You don't know?

A I don't know.

0. But one thing is clear. It is not in

UoP; disn't that right?

A, When you say "not in UOP" --

0. E The night before, on Deéegber 31, 1983,
UOP had had a balance of $157 million as a loan to
Signal. Now, you don't know what happened to that, but
it is clear that it is no longer on the books of UOP?

) I can't say that it is no longer on the
books of UOP.

0. You just don't know?
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A I don't know.
0. You don't know what happened to that
$157 million?
A That's right.
0. Have you ever asked anybody what happened

to that money?

A No, I have not.

0. Has anybody ever told you what happened?
A, No.

0. Does it appear in the books anyplace as

to what happened to this $157 million amount?

A Not that I am aware of.

0. Let's go into the dividends. As of
December 31, 1983 do you know the amount of dividends
that UOP had paid to Signal since the time of the

merger of 19787

A I do not recall that number.

0. Does $80 million sound right?

A I don't recall the number.

Q. You don't remember. Okay. Let's take
from the time you came aboard. What was the rate at

which it was paid in the year 19817
B. I believe in 1981 the rate was $20 million.

0. And 198272
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A Was $20 million.

0. and in 1983 was the dividend cut to
$10 million?

A Yes, the dividend rate was $10 million
in 1983.

0. And do you know why the dividend was cut
from twenty to ten?

A Yes. My understanding is that it was
cut because, again, the treasury function being moved
to Signal, all cash was going to be commingled anyway,
so it didn't matter whether it was an advance or a
dividend.

0. Now, on Deqember 31, 1984 signal was the
owner of 100 percent of UOP, Inc., was it not?

A You said 1984. That hasn't come yet,
December 31, 1984.

0 I am sorry. You are completely right.
On January 1, 1984 Signal was the hundred-percent owner
of UOP, Incorporated; right?

A That's my understanding, yes.

Q. And at that time had you calculated at any
time the amount that Signal had paid from '75 through
'78 to become the hundred-percent owner?

A No, I had not.
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0. So that you wouldn't be in a position to
give the Court any insight as to whether on January 1,
1984 Signal had, in fact, recouped every last cent it
had put into UOP by way of its original tender, its
purchase of 50.5 and its ‘purchase or its cash-out of
the 49.5, shares of the minority stockholders?

A I would not be in a position to give you

that information.

0. You never calculated that?
A I never calculated it.
0. Now, going back to the year 1982, that

was the last calendar year before the Signal-Wheelabrat
merger; is that right?

A That's correct.

0. And up until December 31, 1982 UOP,
Incorporated had been a stand-alone division of Signal,
wholly-owned by it but stand-alone; is that right?

A. Yes. o

0. And it had its own financial system?

It had an audit, forecast, the whole thing; is that
right?

A Yes.

0. And the changes that resulted from the

Signal-Wheelabrator merger started after February 1, 19

DY
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the date of the merger; isn't that right?
A You said resulted from the merger.

I don't believe any of the changes were a result of

the merger.

0. That occurred after the merger?
A Would you ask your guestion again.
0. The changes that occurred after the

merger by definition occurred after February 1, 1983,
the date of the‘merger; isn't that right?

A Yes. It occurred after February 1.

Q. So that if the Court wanted to see UOP
before any changes occurred, it could look at December
1982, and essentially, except for the changes that you
noted this morning, UOP continued as it had from '78

through '82; is that right?

A Do you mean during 18837 You lost me on
the guestion. I am sorry.
0. What I am saying is, 1if the Court wanted

to look at the last time that UOP remained unchanged

as between '78 and '82, it would be about December 31,

1982.

A I would have to ask you to clarify

"unchanged," because --

0. I have previously said, but you have

31,
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forgotten, except for the changes that you mentioned
this morning.

A Okay. But from a financial reporting
standpoint it remained unchanged through the end of

1983.
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0. Well, forgetting about that, let's see
if 1982 -- if at the end of 1982 there were no
changes of any kind, operational, financial or
any other, it remained essentially the same old UOP
from '78 to '82; is that right?

A That's correct.

0. Now, on December 31, 1982, what were
the net earnings of UOP? Do you recall?

A Only an approximate number of
$46,000,000, something in that range.

0 Well, maybe I can help you a little bit:

MR. PRICKETT: I would ask that the
witness be furnished with the Bodenstein report,
which is PX120, the last exhibit.

Your Honor,‘with the Court's permission,
I would hand the witness a copy of the Duff & Phelps
report on fair value dated June 1984. The clerk 1is
marking it PX120. |

BY MR. PRICKETT:

o} I'm handing you a copy of that, and
ask you to refer to Table A. Tt may help you on
the guestions. You have to turn to the appendix,
Table A.

Okay. Now, with this to help you, let's
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see if in fact the net income before extraordinary
expenses is found in 1978 to be 27.2 million, in
1979 38.5 million, in 1980 45.4lmillion, in 1981
53,000,000, in 1982 46.7 million. Does that sound
right to you?

A Those numbers sound reasonable, yes.

0 And do we find that the revenues go
from 829,000,000 in 1978 to a billion-forty-two-million
in '79 to a billion-eight in 1980 to a |
billion~two-hugdred—eighQFnine—million in 1981 and
a billion-one-hundred-eighty-four million in 1982.

Does that sound right to you?

A They sound reasonable,

0. I'm not interested in whether they are
reasonable. Do they sound right?

A I don't know. You know, I don't

recall the exact --

0. They are taken from The‘Signal Company
1982 annual report. Are you familiar with that?

A I'm familiar with that, but I don't
recall all the numbers to say these are the right
numbers.

0. If these come from the Signal report,

and they are actually transcribed, would you say they
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are correct?

A If that's the case, yes.

0. Okay. And likewise, so far as the
R&D expenditures are concerned, they start in 1978
with $30,000,000, in 1979 they were 36.9-million dollax
in 1980 they were 41.1-million dollars, in 1981 they
were $50,000,000 and in 1982 they were $55,000,000.
And capital expenditures went in 1978 from 19.3-million
dollars to 32.5-million dollars in '79, to
25.5-million déllars in '80, to 33.4-million dollars
in '81, and 33.4-million dollars in 1982.

And finally, the long-term debt -- and
I'm not going to go through this -- decreased from
77.7-million dollars in 1978 to 62.8-million dollars
in 1982.

Now, let me ask you, assuming those
figures are correct, is it fair to say that this
reflects the general course of UOP a£ ieast in
these measures over the years and during part of the
time you were controller and moving up?

A. I would say it reflects the financial -
results for those years.
0. A1l right. And would you turn to

Exhibit tF, this chart.

5,
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J. Corirossi - Cross
MR. SPARKS: Your Honor, I'm confused.
Do you want him to turn to E, or to F?
MR. PRICKETT: Well, let me show you.
It's Table F.

MR. SPARKS: Thank you.

BY MR. PRICKETT/

0. " Do you have it?
A. Yes.
Q0. Now I show you Table F, and ask you if,

assuming again £hat the numbers are correct, this
graphic representation indicates the course, the
financial course of UOP, Incorporated, from the years
1974 through 19837

A You are just talking about that one,
or are you talking about all of them?

0. LLet's take them one at a time.

The first one reflects capital spending

in millions of dollars starting in ‘74:énd running

through the close of 19837

A Assuming the numbers are graphed correctly

on here, I would have to say that would reflect the

capital spending.

0. Right. And likewise, in the total

assets, does this, assuming it's graphed correctly,
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reflect the course of the total assets for UOP,
Incorporated from '74 through '837?

A I would have to answer yes.

Q. " And likewise, as to the long-term debt,
assuming it's graphed correctly, does that show the
downward course of the long-term debt from 1974
through 19837

A Yes.

0. And do you agree also, assuming it's
correctly grapﬂed, that the final of the four
charts on Exhibit Fof PX120 reflects the upward
course of the book value of UOP over the years?

A I would have to say no to that. The
385,000,000 book value at the end of 1983 sounds
high to me. I don't recall the exac£ number,
but it sounds higher than what it should be.

o Thank you. ~And what order of
magnitude would you ascribe to the béog value?

A, Well, I thought the book value had
dropped from 1982 to 1983, and this chart goes up.
I don't recall the correct number, but --

0. What exhibit would you like to look at

in order to determine whether your recollection 1is

correct, or whether in fact the book value did continue
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to go up in '837
A. I would like to look at the document
prepared by Signal that shows the final balance sheet
of UOP for 1983.
Q. You'll have to give me a little more
help than that. I'll try to get it for you.
MR. SPARKS: DX1ll, Your Honor.
(The document was produced.)
BY MR. PRICKETT: |
0. And you have asked for, and what has
been delivered to you is Defendants' Exhibit 11
entitled "UOP Consolidated Balance Sheet

December 31, 1983," is that right?

A. Yes.
0. And what does that show for the --
A It shows the boock value of the company

to be approximately 293,000,000 with a.footnote that
I believe would lower that number e&en further.

0. And when was this document prepared?

b This document was prepared, as I

understand it, in May of 1984.

0 Okay. So that this is not a document
prepared in 19832 It is the document in May of 1984

in preparation for this trial?
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L. The document was prepared‘in preparation

for this trial, but as I understand it, entries

reflected on it were recorded in 1983,

0. Well, let's talk about the document you

have asked for. It was prepared in May of 1984 in

preparation for this trial?

A This document was prepared in preparation

for trial.

0. And that's the document that you need in

order to say that the -- in order to establish what

you think the book value is;
the one you wanted?

A That's correct.

is that right? That's
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0. And what you are saying is, if the
adjustments‘and,reserves that appear on this document
prepared for trial are taken into account, the book
value is not the same as appears on Exhibit F to
DX-120; is that right?

A I am saying that that number is wrong
and this number is right is what I am saying. That is
not the book value of UOP, Inc.

0. And you are saying that on the basis of
a document prepared in preparation for the trial of
this case in May of this year?

A I am saying based on this piece of paper.
It gives me the number I need to know.

0. Stick with me. It was prepared in May

of 1984, in preparation for this trial; is that right?

A Yes.

0. Okay.

A But the numbers existed at December731,
1983.

0. Not on that paper, they didn't.

A Not on that, but they existed in the

accounting records.

0. Okay. We will get to that in just a

second.
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Now, aside from our differences in
viewpoint on what the net asset value was, is it fair
to say that over the period from the time you came
aboard in 1980 until the close of business 1982
UOP had made substantial financial progress, as

reflected in the exhibits that we have just looked at?

A No. The earnings turned down in 1982
from prior years. That to me is not progress.

0. Had it made progress over prior years?

A 1981 was progress over 1980.

0. Let's take a lock at that and see what
it is you are suggesting to us. I refer you again to

Table A, and let's take a look at net income. It had
gone, as we had previouély indicated, from $27 million
in 1978 to a high of $53'mi11ioﬁ in 1981, with about
10 million jumps all the way up; is that right?

A What do you mean "10 million Jjumps"?

0. Let's do it in detail, Mr. Corirossi.
In 1978 the net income was $27.2 million. In 1979 it
was 38.5 million. That was progress, wasn't it?

A - That was progress in the financial
statements, the earnings, vyes.

0. That is what we are talking about.

A Well, you originally asked it, I think,
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in a much broader context.

0. And you referred me to the net income,
so we are going to focus on that. And then in the next
vear it went from 38.5 million to 45.4 million; is that
right?

A Yes.

0. And then in the next year it went to
$53 million; is that right?

A That's correct.

0. So at least from 1978 to 1981 the net
income had just about doubled; isn't that right?

A During that period of time; that's
correct.

0. And then there was a downturn of about
$7 million in the next yéar, because in the height of
the depression of 1982 the net income was $46.7 million?

B I don't know I would say -that was the
height of the depression for our businesses, but
certainly there was a recession at that time that
affected our businesses.

0. Right. But the effect of the recession,
at least as comparing year—-end '82 with year-end '81,
was only a difference of about six to seven million

dollars; is that right?
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_.earlier there was a lot more that caused that than

A That's right. But I also had testified

just the recession.

0 Okay. But let's go back and compare
1982 with 1978. There was a difference of about
$20 million in net income; isn't that right?

B Approximately.

0. By that I mean the net income had
improved that much?

A, That's correct.

0. Even though there had been a downturn froj
the high point of 1981; isn't that right?

A That's correct.

0. Now, so that when we look at net income,
it had improved in every year except going from 1981
to 1982, and in 1982 it was still better than 1880;
isn't that right?

A, That's a correct statement.

0. Now, other than net income did you have
any other thoughts as to whether or not UOP during the
time that you were there from '80 through the end of
1982 did not improve?

A I believe there are areasvthey did not

improve, and that is in particular businesses that
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continued substantial losses.

0. I really wasn't going to the particular
businesses because I was going to get to that. Overall
is there any other area where you think UOP did not
improve in the period from the time you came aboard
to the end of 1982? I am talking about overall.

A Well, I can't separate the operations
from the overall. The overall is made up of the
businesses, and I believe UOP had some very sick
businesses.

o} Okay. Why don't we get to that.

In spite of these sick businesses,
Exhibit A shows overall what it was able to do even
carrying the sick businesses; isn't that right?

A That shows the net income was improving
during those first four years.

0 Yes, but you are not answering my guestion.
it shows that even with the sick businésses,las you
call them, this is what it was doing overall; isn't

that right?

. A That's what it was doing overall, yes.
0. Including the sick businesses?
A. Including the sick businesses in those

years.
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0. Now, let's turn to the sick businesses.,

One of them was Procon, was it not?

R, That's correct.
0. And what were some of the other ones
that were sick? And by "sick," you mean from an

accountant's point of view they were losing money:
right?

A Well, that is one measure. But I really
look at the businesses as to whether they can return a
profit at some point in the future. Procon continued
with severe losses. Air Correction Division, the
Bostrom Division and, in fact, the growth in several
of the other divisions was barely keeping up with
inflation, which means they were really not growing.
They, in fact, were on a downward trend.

0. And one of the things that happened in
connection with the changes made in 1983, these sick
sisters were either sold off or they Qere closed down;
isn't that right?

A Those ones that I just mentioned were --
Bostrom was put up for sale. It has not been sold yet.
But Procon and Air Correction have been shut down.

0. Right. And there were some that were

sold?
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A There were some others that were sold;
that's correct.

0 So in 1983 the management of Signal got
rid of the sick businesses either by shutting them down
or selling them off; isn't that right?

A That's correct.

0 And in doing that at least as to those
they shut down they took a charge against income; isn't
that right?

A Yes.

0. And as to the charge against income, it

is a one-time charge; isn't that right?

A For the shutdown.

0. That is what we are talking about.

A Yes. |

0. So that once you take your medicine on

that, you are finished with the business and you have
taken your financial medicine. You h%ve taken a charge
against income, but it is a one-time charge; isnt' that
right?

A Assuming your estimates were correct,
yes.

0. Assuming they are correct, though, you

take a one-time charge against income, which is also
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reflected against your balance sheet, but fhen you are
finished with it; is that right?

A Well, when you say "finished with it,"
do you mean strictly from a financial statement
standpoint?

0. That's correct. That is what we are

talking about. But that is your area; isn't that

right?

A. Yes.

0. And that is precisely what happened to
UOP. It had what you call these sick businesses, and

they either sold them off or they closed them down;
isn't that right?

A They sold them off or closed them down.
But let me clarify. Maybe I am not following your
guestion. When you say I am through with them once I
do that, that's not correct. I mean, y?u have to
administer the close-down, the spending, paying the
bills.

0. Sure. But you have reserved or charged
against that, so presumably, if you have gotten it
right, you don't have to worry about it anymore. You
have the clean-up, but you have done it:

N Well, I only don't have to worry about it
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in that the P&l statement is properly recofded. You
still have to administer it to make sure that it is
accomplished.

0. Oh, yes. But you weren't out there
closing plants down and turning off valves and stuff.

I am talking about the accounting side of the thing,
because that is what we are talking to you about.

R Except I have to pay the severance and
the bills and thg contracts that were in process. I
mean, there is a lot that goes on beyond 1983.

0. Sure. You have the details of winding it
up, paying the bills and paying off the people vou fire
and all that sort 6f thing. But at least accounting-
wise, if you are willing to stand up and say I am going
to close this one down, ﬁhen you take a one-time charge
against your income for that year, and then you are
done with it financial-wise., So you may have to do
some administrative stuff for guite a while; is that

correct?

A Tt should be the last charge to the

income statement.

0. Right. And therefore, when UOP on
January 1, 1984, comes out, it has taken charges for

all the sick sisters or sick businesses; isn't that
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: right?
5 . Well, I would say the major ones.
3 0. Well, it still has a couple more sickies?
4 A Yes.
5 0. And it has not yet made the charges
6 against income for those, but the big ones?
7 B. Yes, the major ones.
8 0. For instance, Procon has really been
9 charged against the income; is that right?
10 A Thét‘s correct.
11 Q. And that has an advantage in the sense
12 that Procon over the last four years had been a major
13 loser for UOP; isn't that right?
14 A. That's correct. It has been a major
15 loser.
16 0. That is, without going into each year,
17 it averaged about twelve to fifteen million dollars
18 a year that they lost for UOP; isn't ﬁha£ right?
19 A I don't recall the numbers, but it was
20 major losses.
21 0 So that as UOP goes into 1984, it is rid
22 of Procon and the probability of the $12 million,
23 whatever it was, loss that this division had been
24 suffering annually; is that right?
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! B It would be rid of those losées, ves.,
9 Yes, it would be rid of those losses.
3 0. And accordingly, any other division that
4 was written off that had been a loser, you would not
5 be facing the annual losses that would have to be
6 charged against the income as you went into 19847
7 A That's correct.
8 0 So that UOP in going into 1984 has gotten
9 rid of all the sick ones, the ones that are causing
10 losses to the income statement; isn't that right?
11 A That's correct.
12 0. And what it is left with is the ones that
13 make money?
14 A, I am not sure I agree with that, because
15 in my earlier.testimony I indicated the Automotive
16 Products Division had lost its two major customers,
17 just recently the second one. That may be a loss
18 operation, so I ‘can't say -- o
19 0. With that qualification, though, that's
20 correct, isn't it?
21 A I think I can only say we got rid of
22 certain big-money losers.
23 0. Now, under your aegis did UOP buy some
24 tax shelters?
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They acquired some tax leases.
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0. And when did you begin that pfogram?

) That was approximately the early part
of 1%82.

0 And the reason you buy tax leases 1is

to shelter income; isn't that correct, and keep down

your tax bill?
A Well, I think the main reason for

buying tax leases is to get a return on your invest-

ment.

0. Okay.

A Okay. It has the effect of deferring
some taxes into the future. You will eventually pay

all your taxes, but --

0. It defers them?

A Yes.

0. And you were deferring at that point,
as you indicated to the board of directors -- I'm
sorry. You were anticipating taxable income that

you wanted to shelter in the year 1984 and 1985,
isn't that right?

A T don't understand your gquestion.

0. In your report to the board of directors

advising them to buy these tax leases you indicated

that the value of this would be to shelter income: that
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you anticipated making in '84 and '85. Does that
sound right?

A No, no. First off, I never made a
presentation to the board of directors on that subject.
I made a presentation to Signal, but I don't think
that was a board meeting.

0] What did you tell Signal that the reason
was for doing this?

A Well, what I told them was something
to the effect t£at the reason UOP had done that was
to get -- it was a good investment, and would provide
a good return on our investment.

Q. Well, this meant that you could take
moneys that UOP had, and by tax leases because you
didn't need that money to help run UOP; isn't that
right?

A I don't think I ever said we didn't
need that money to run UOP. o

0. All right. Let me ask you now, you
didn't need that money as working capital, or for
capital expansion, or for R&D? You had 1it, and you
could buy tax leases with it?

A I don't think I agree with that statement

because approximately 15,000,000 of the 26,000,000 you
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are referring to came back to us in reduced tax
payments in 1982, So I had quick access to a good
chunk of that money to pay the bills and use for
working capital.

Q. Sure. But it's like any other tax
shelter. You get some of it back in a hurry, but you
had the money to make the investment; isn't that
right?

A Yes. But you had said that that's money -
I didn't need for operations, and I don't agree
with that statement. I knew I was getting it back
very quickly.

Q. Sure.

A, There is a difference between tying
money up for a long time and knowing that in months
you are going to get it back.

0. Let's go back. You had enough money to

loan Signal a total of $157,000,000; isn't that right?

A No.

o} By the end of 198372

A~ I don't agree with that statement at all.
0. Well, you made advances to them at

interest?

A But you must remember that's under the new
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system where they pay all our bills. That is our
cash to pay our day-to-day bills. That is not
money that can be taken out of the business.

0. Well, okay. Let's go on.

Now, on February 1, 1983, there was a
merger between Signal and Wheelabrator-Frye; isn't
that right?

A That's correct.

0. And in connection with that there was
a reorganization of Signal, and certain changes
were made; isn't that right?

A I wouldn't say in connection with it.
It just happened afterwards, but I don't know
that they were connected.

0. Okay. In dny case, ' whether it was
connected or not, sales of certain former UOP
divisions were made to third parties?

A There was a sale of Flexonics.

0. And there was reorganization of certain
divisions, or parts of divisions that had been with
UOP and that .went to Wheelabrator; isn't that right?

A. There was only one division that was

combined with a business that formerly had been part

of Wheelabrator. That was the Solid Waste Systems Division.
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0. I'm going to go back again to

December 31, 1982. At that time did you set the

reserves -- that is, did UOP set its own reserves?
A We set our own reserves, or determined
them.
0. And what was the amount of the

reserves as of December 31, 1982, for UOP?

A I do not recall the number.
) Do you recall any significant reserves?
A Oh yes. I think we talked about some

of them in my testimony where reserves had been put
up in prior years, but those were only a portion of
the reserves,

0 In good acéounting practice are you

are you required to set a reserve on any known

liability?
A. Yes.
o} And you've got to do it as soon as -you

know it; is that correct?
A As soon as you know it and can
reasonably estimate it.

0 You did that in connection with the

situation of UOP as of December 31, 1982; is that right:

You had done it?
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] A Well, we had done it. We didn't do it
2 just at that date necessarily. They were done
3 whenever the information was known.
4 0. Yes. But as of December 31, 1982,
5 you as the chief financial officer had set what you
6 deemed to be the appropriate reserves and charges on
7 liabilities that were known, or reasonably knowable,
8 as of that time?
9 A That's correct.
10 0. Now, shortly after February:l, 1983,
1 were some adjustments and reserves requested by
12 Signal from you?
13 A, Recommendedvinput had been requested of me,
14 yes.
15 0. Now, of course you said you-.don't have
16 any because you had already set them appropriately
17 for December 31, 1982, so they were alllthere; right?
18 B. No, I didn't say that.
19 0. Well, how did these reserves that you
20 suggested to Signal come into existence if you had
21 properly set them as of December 31, 19827 How did
22 they suddenly come into existence?
23 A Well, we have to look at the nature of
24 the major reserves, and the major reserves relate.to
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shutdowns of businesses. At December 31,‘1982,
senior management had not decided to shut those
businesses down. They decided to do that in the

spring of 1983.

0. After the merger?
A It was after the merger.
0. And this was Signal management that

decided at that point to shut some things down, and
that created the need for shutdown reserves; is
that right?

A Well, I don't know who made the decision,
whether it was UOP's senior‘management or Signal's.

Q. Somebody above you made the decision
to shut some things down, and that created the need
for the reserves; 1is thét correct?

A. Correct.

Q. And I show you PDX102. That‘s a

typed-out line of:some reserves and charges; is it not?

A Yes, it is.

0. It doesn't have a date on it, does it?
A That's cbrrect. -

Q. Who prepared that?

A I did.

0. When?
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A This document was prepared in early
April 1983.

0. And is there any covering letter that
indicates a date when it was prepared?

A No, I do not believe there is.

0. Is there any indication as to whom you

sent it to?

A Yes. The document says I sent it to
Gary Cypres.

0. Whg is Mr. Cypres?

A He is the senior vice president of
finance for Signal.

Q. And were any of the suggested charges
of reserves that are reflected on PDX102 ~-- were any
of them reflected in any of the books of UOP by

December 31, 198372

A They were reflected on the books of
UOP that were maintained in La Jolla.

Q. No. I'm talking about the books of UOP

at Des Plaines where you were.
- A, I just have a piece of the books. I do
not have all the books in Des Plaines.
0. All right. Whatever you have, was

there anything reflected on what you had?
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A Oon what I had I did not record those
reserves.

0. And nobody told you what they were
going to be?

B, I was eventually told what they were.

0 By December 31, 1983, there had been no
response to what you had sent Gary Cypres that's
reflected on PDX102; is that right?

A Oh no. I was advised of certain of
those reserves.

Q. And were any of those reserves reflected
on the UOP, Inc., year-end report package that has
been marked PDX90?

A The reserves are not shown in this
document. However, payments made against those
reserves are shown in this document.

0 And would you turn to PDX90, and tell
us what the year-end 1983 financial étgtement of UOP

shows for net income, or net operating profit, I

think it --
A What year did you ask for?
0 The one that's in front of you, sir.
A There are two years in front of me.

Q. Okay. Let's take 1982 first. I had
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forgotten it was there.

A The net income for the year -ended
December 31, 1982, is $46,682,000.

0. And for 19837

A The net income as shown in this

document, which is not complete --

0. Look, Just tell me what it is.
A -- is $41,680,000.
0 Okay. Now, you submitted PDX90 to,

Signal, did yoﬁ not?

A That 1is correct.

Q. And in May of 1984 certain adjustments
and reserves were drawn up which appear in DX10 and
11. Do you have those? -

(Brief pause.)

A Would you ask your guestion again?

MR. PRICKETT: Please read the guestion.

(The pending question wésaread by the
reporter.)

THE WITNESS: I do not agree with that.
My understanding is these reserves were drawn up or
recorded in 1983.

BY MR, PRICKETT:

0 Okay. I'm asking you about the documents

'




153

~17=11_

10

11

19

20

21

22

23

24

J. Corirossi - Cross__

sir. When were those documents drawn up, and I'm
talking about the documents?

A Okay. As I understand it, the document
was prepared in May 1984.

o) And when did you see ité The day before
your deposition?

8 It was that week. I don't recall
whether it was the day before or --

0. That had never been sent to you, and
I'm talking about that document, and you had not
seen it until the day before your deposition; is

that right?

A I had not seen it except for sometime
during that week before my deposition. I don't
recall exactly.

0. And at the time that you first saw it,
those figures had not been entered into the UOP books
at Des Plaines that you maintained; ﬁad they?

B. They had not been entered on the UOP

books at Des Plaines.

0. And they had not been publicized as
of May 1984, had they? |

A I don't know what you mean by "publicizedi

0. They hadn't been disseminated anyplace
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other than in those documents; 1is that right?
R I don't know that. I had not received

all that information.

and who prepared these documents?

o

A, I don't know who prepared them, but
I understand that they were prepared under

Mr. Kavanaugh's direction.

0 And who is Mr. Kavanaugh?
A The deputy controller of Signal.
0. And where were they prepared? I mean

where does he work? ©La Jolla, California?

A He works in La Jolla.

0. And La Jolla, just so the record is
clear, is the corporate headguarters of Signal?

A. That's correct.

0} And do you know at whose direction
Mr. Kavanaugh prepared what has become DX10 and 117

A No, I do not. 2

0 Well, didn't you tell me at your
deposition that it was prepared at the direction of
Mr. Brewster Arms?

A, I don't recall if I did. If I did,

I just don't recall that.
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0. Let me see if I can help you on that.
I withdraw the guestion. It was asked
of Mr. Kavanaugh. I will ask him about that.
Now, have you ever had a discussion with
Mr. Purcell, Signal's expert witness in this case, and
Mr. Kavanaugh about Exhibits 10 and 117
A Yes, I have.
0. Aand did you meet in Chicago to discuss
these exhibits?
A Yes.
0. And in that connection does the effect
of the adjustments that were made and that appear on
DX-~10 and 11 change the net operating number for UOP

from a $41 million net operating profit to a $55 million

loss?
) That number, that change in numbers takes
place on DDX-10, not -- I don't know that it is on 11.
0. All right. Fairlenough; “And what was

the total amount of the adjustments that Signal made

in 19837

A Well, there is no subtotal here, but it
would be the total of five columns here plus the

footnote.

0. Well, I may have misled you. I was
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switching gears on you a little bit. What was the
total amount of the Signal reserves and adjustments?
and I am going to ask you what proportion of them were

assigned to UOP.

A Oh, I don't know what the total Signal
reserves are. I have no way of knowing that.
0. Well, don't you think that someplace it

appears what the total amount was that Signal set up
by way of reserves and adjustments for 19837

A, It may, but I have never seen such a
ﬁhing.

0. Now, turning to Exhibits 10 and 11 again,
do they indicate that all the items that could be
expensed in that year are expensed in that year as
against the income of UOP?

A I am sorry. I don't follow your questioni

Q. Maybe the easy way is to refer you this
time to a question that I asked you, because I probably
asked it better on your deposition. I refer to Page 41
I asked you there, "Does the Exhibit E and F," which
have now been marked DD-10 and 11, "indicate the
expensing of all major items that could be expensed
against UOP income in the year 1983?" And then

Mr. Sparks asked, "Could the guestion be read back,"
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and it was read. And your answer was, "I believe it

does."

Now, is that still your testimony?

A If you are asking me this is all that
should be charged against UOP, I can't answer that questi

0. That wasn't what I asked then, and it is
not what I am asking now. I am asking you a very simpl¢
guestion. Was everything that could be charged against

UOP's income charged, and your answer was, "I believe

"

it does. Is that still your answer?
A, To the best of my knowledge.
0. That is, there wasn't anything else they

could charge against the income that year?

A You are including, of course, the footnots

here when you Xkeep sayiﬁg that.

0 Including the footnote.
A Okay. Yes, then I would. answer yes.
0. And isn't it a fact, Mr. Corirossi, that

when you have a year in which you are going to have a
loss, it is best to charge off everything you can
possibly do to get rid of it all in one year, and then
you start the next year clean? 1Is that a general
principle of sound accounting?

A Absolutely not.

\1%

=)

on.
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0. You don't think that is a good ideav?
A I do not think that is a good idea.
0. But in any case, whether you think it is

a good idea or not, you are required to do it, no
choice, because once you know of anything you can
charge against the income, you have got to do it; is
that right?

A Yes. But you do not do it because it is
a loss year. you do it because you know there is
a loss related to certain events.

0. But in any case, one of the effects is
a sort of purge. You come out the other side with
everything charged off against income in that year
that you know about; ish't that right?

A I disagree with the way you started the
gquestion. You said the effect of, and you are, in ef-
fect, saying I agreed with your first statement, and I
do not.

0. Well, let me see what you do agree with.

. The two are totally unrelated. I do not
record losses in the books because I am going to have a
loss in the operations.

Q. Have you ever heard the expression "get

rid of all your dirt in one year"?




18-5

J.- Corirossi -:Cross 159

12

13

14

15

16

17

18

19

20

21

22

23

24

A Oh, I have heard of the expression.

0. Let's skip over that and see, if you have
properly taken all of the losses that you are required
to, if the effect in the next year is that you have
gotten rid of the losses that would otherwise impact
on your income statement.

B, I don't know that I agree with that.
Under generally accepted accounting principles you
record the losses when you should record the losses.
You do not try and put them in one year or another.

0. Well, I guess you have fallen behind me.
I am saying, okay, assume you do it correctly. The
effect in the next year is that you come out, having
taken your medicine, so to speak, and you have got your
losses behindyou; isn't fhat right?

A Yes, but on the same vein, I can say the
same thing about revenues. I take my revenues now. I
may have a good year, but I do not defer them until
next year so that I might have a better year.

0. Okay. And that is what has happened to
UOP, is it not? It has taken its lumps in the sense
of taking losses and reserves and charges against its
18983 year, and in 1984 all that will beAbehind it;

isn't that right?
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A What we did in 1983 is no different
than what we did in 1982, 1981 and every other vyear
I have been with UOP.

0. Well, that is not the answer to my
guestion. My guestion was looking to the future,
Having done that and having taken all these whopping
charges that change a $41 million operating profit
into a $55 million loss, on the other side UOP will
have an income statement unimpeded by losses and
a balance sheet that will not be impacted by these.
You have taken your medicine; isn't that right?

A. For these specific items they will not.
There may be other items.

0. Now, you feminded me, guite properly,
of the footnote to Exhibit 11. And this footnote
indicates that in the reserve for Come-By-Chance
litigation if UOP were a stand-alone company , it would
have to take the full amount of the Come~-By—-Chance
reserve all in one year and against one year's income;
is that right?

A I am looking at a different document
than you are, because Exhibit 11 is talking about the
balance sheet.

0. I have got it. For the income statement
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it says, "For consolidated financial statements of
uopP, ;nc., the reserve for Come-By-Chance litigation
amounting to $28,080,000 would not be amortized over
seven vears in the income statement but would be a

charge for the full amount in 1983. This would result

in a net loss for the year of $80,731,000." Is that
right?

A That is what the footnote says, ves.

0. Now, first of all, UOP was in 1983 not

a stand-alone cémpany, was 1t?

A We kept the books and records as if it
was a stand-alone company.

0. Well, for these purposes Signal was able
to amortize this chargevover a period of seven years,
was it not? I am sorry. UOP was able to amortize this
for a seven-year period.

B I don't believe that is what it says.
Signal is the one that is able to amoftize it. UQP
could not amortize it.

0. I am lost in the sea of negatives.
Signal is able to amortize the after-tax reserve of
$26 million over a period of 7 years, is it not?

A That is what the note says.

0. And that means that Signal in connection
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with this reserve on the Come-By-Chance litigation
spreads itself over seven years, so you divide seven
into 28 to determine the yearly amount that Signal

will be impacted by this reserve; isn't that right?

A I am not sure how Signal arrives at the
number. I was not a party‘to that.

0. Well, does that sound about right?

A I don't know. I don't have enough

information on purchase accounting at Signal to answer
that guestion.

0. Well, do you have enough information:to
know whether the footnote is correct, that so far as

UOP is concerned it would be charged the full amount

in 19837
A, Yes, I would agree.
0. How do you know that?
A. Under generally acceptedA?ccounting

principles, as I said, you should record the loss
when you know of it.

0. Your principles go far enough for you
but not far enough for me. You don't know that Signal
can spread it but you do know that UOP would be
charged if it would stand alone?

B Well, I am not involved with purchase
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1 accounting, and I am just not knowledgeable in that
2 area.
3 0. Let's take a look at the Come-By-Chance
4 situation. Come-By-Chance was .a refinery that was
5 built or mis-built in 1975, was it not?
6 A Somewhere around that time.
7 0. And we see the effect of that in =-- well,
8 are you familiar with this chart, which is the UOP
9 selected income’statement? It appears in the Bodenstein
10 report which I have previously shown you.
11 A I am not familiar with it.
12 0. Well, are you aware that UOP's income
13 went to a minus figure in 1975 as a result of the
14 Come~-By-Chance disaster?
15 A There were those significant write-offs
16 that I had testified to earlier that may have
17 contributed to that.
18 0 Yes. And the effect was this tremendous
19 dip in income that is then followed by a gradual curve
20 upward; isn't that correct?
21 A Again, if those numbers are all taken out
22 of the audited financial report, I would have to agree
23 with you. But I don't know what those numbers were
24

in those years.
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: 0. But in any case, Come-By-Chance occurred
9 in about 1975. And what is your understanding as to
3 what happened in that year so far as the write-off was
4 concerned?

5 A, Well, in 1975 my understanding is that

6 the company wrote off the receivables that they had.

7 0. In what amount?

8 A Approximately $16 million. And they set
9 up a reserve to provide for future loss that was

10 anticipated undér loan guarantees UOP had given, and
11 that was about $18 million.

12 0 And was this reserve for loan guarantees
13 carried forward through the years?

14 A It was, until those issues were settled.
15 0. In the last guarter of '83?

16 A, No. I think the loan guarantees were

17 settled in -- and I don't recall the exact year, but
18 somewhere between '78 and '82, I belie;e it was '80
19 or '8l1, somewhere in there.

20 0. And at that point UOP was carrying no

21 reserves for Come-By-Chance at all, was it?

22 A After the loan guarantees were settled.
23 Q. And there was a notation in its annual
24 reports that counsel had advised that the litigation
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| could be successfully defended and in any case
9 wouldn't materially affect results; is that right?
5 A No, that is not what it said.
4 o) What did it say?
5 A. It said would not materially affect
6 the financial position, not the financial results.
7 0. Okay, good. And that statement was
8 carried, so far as the litigation was concerned, through
9 1983, was 1t not?
10 A, Well, the last time it appeared was in
11 the 1982 statements, because that was the last year we
12 had audited statements.
13 0. And no reserve was set up because counsel
14 had assured anyone who read the statement what you have
15 indicated; is that right? That is, that it could be
16 defended and it wouldn't affect the financial results,
17 did you say?
18 A The financial condition.
19 0. Condition. Okay.
20 A A reserve was not set up also because the
21 amount was not easily determinable.
22 0. And so then in 1983 was the litigation
23 settled?
24 A, I don't believe all the litigation is
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even settled today.

0 . Well, was the principal amount of the
litigation settled?

A I understand there was a settlement in

early 1984,

0. and --
A But I am not sure of the timing.
Q. And was the amount of that settlement

in the order of thirty to forty million dollars?

A That is my understanding.

0} And I guess Signal is paying on that
settlement; is that correct, 1f somebody is?

. They are paying all of our bills, and
that is another one of them.

0. and as of then a reserve was set up of
$52 million for the litigation; is that correct?

A That is my understanding.

0. And that results in an after-tax amount
of 21,080,000, as reflected in the note appearing on
DDX-10; isn't that right?

A That's correct.

0. And the after-tax effect comes into play
because it is a deductible item; is that right?

) It is a tax—-deductible item, as I
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understand it.

0. Tax—-deductible item. The settlement
occurred, as you said, in 1984; is that right?

A Well, that is when the actual funds .or
at least the first payment was disbursed.

0. Now, you told me IJust a little while
ago that your understanding was based on the fact
1984; is that right?

A My understanding was it was early '84.

Q. Yes. We are back together again. And
the charge, however, is being made back to the 1983
income of UOP; is that right?

A That's correct.

0. That 1s, there had been no reserve set
in '81, '82, '83. Then it was settled in '84, and then
a charge is made back to the 1983 income of UOP; is
that right?

A That is not correct. The reserve was-

set in 1983, as I understand it.

0. Who set it?

A~ It was done at Signal.

0. And how much was set?

A, Well, my understanding was $5 million.

0. And where did you get this understanding?
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L. From conversation with Mr. Kavanaugh.

0 Have you ever seen that reflected in any
document?

A Only this document that you have placed
before me.

Q. Well, that is the May 14 or 21 document,
which is DD Exhibit 10, prepared this year, in 1984.
I mean, did you ever --

A That is the only document I have seen.

0. So the answer is, you have not seen it
in a 1983 document of any kind?

A That's right.

0. And in 1983, when December 31 rolled
around, there was no indication to you orally or in
writing that there was gbing to be a reserve of
$52 million for the Come-By-Chance litigation charged
against that income, was there?

A I- was not aware of that prior to
December 31, 1983.

0. And the reserve itself, so far
as Signal is concerned, this note would indicate that
it is not a 28 million charge. It is 28 divided by
7; is that right?

A Well, eventually, the whole thing would be
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1 charged to P&L. It is just it would be spfead over
2 a period of time based on the footnote.
3 0. Sure. But it is not being socked into
4 one year so far as Signal is concerned. It is being
5 spread over seven years?
6 A. That is my understanding from the
7 footnote.
8 0. But for the purposes of this trial it is
9 being socked agginst 1983 income of UOP?
10 A That's right.
11 Q. And it was done in a document prepared
12 in connection with the trial of this case at the
13 direction of counsel; is that right?
14 A, No. As I understand it, it was ordered
15 in 1983, and it applies‘to UOP and, therefore, should
16 be reflected in any UOP separate financial statements.
17 MR. PRICKETT: Your Honor, would this be
18 the appropriate time to recess?
19 THE COURT: I think so.
20 MR. PRICKETT: I have kind of come to the
21 end of the Come-By-Chance.
22 THE COURT: I was looking for the end of
23 it before I took a break.
24

PRICKETT: I had that feeling.

MR.
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THE COURT: All right;
15-minute recess.
(Recess taken.)

We will take a
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THE COURT: Mr. Prickett, were you
about to enter into an new area?
MR. PRICKETT: Yes; precisely, Your
Honor.
THE COURT: Could I be so bold as to ask
for a clarification before we pass from this last topi@?
MR. PRICKETT: 0f me, or the witness?
THE COURT: Whoever. I suppose probably
Mr. Corirocssi will have to tell me.
I'm not sure I understood -- Well, let
me start it this way:
T believe I heard the figure of
$36,000,000 mentioned as a charge for the Come ~By-Chanc¢e;

36, or fifty-some. I believe 36, and somehow 1t got

. . s g s |

down to 28,000,000 in this Exhibit 10. I'm not 5
|

sure I understood how that happened. Could you help %

me out on that?

MR. PRICKETT: T,et me see if I can

help you on that, Your Honor.
BY MR. PRICKETT:

0. The reserve charge that was entered
was $52,000,000; is that correct?

A Pre-tax, before tax. I

0. That's pre-tax?
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A Yes.
0. The footnote that we examined 1is a

calculation of what the reserve would be after tax?

R The 28,000,000 is after taxes.

0. That's the 28,000,0007?

A Yes. !
0. So we have identified two of those.

Now, the $36,000,000, as I understood it, was another
reserve charge. ’What did that come from?
A Sorry. You lost me on the 36,000,000.

THE COURT: Maybe I imagined that one.

THE WITNESS: There was a write-off in
1975 of $16,000,000 in receivables, and another
18,000,000 in resexrve for 34,000,000.

THE COURT: vNo. I was thinking about
the -- this document. Mavbe you could explain this
to me. How do we get an after-tax -- What is the
theory Eehind that? I mean a charge sounds like --

To start with you had 52,000,000 you have.set aside as

i~

a liability. Now somehow you get an aftex-tax figure
that means your liability is not that much?
THE WITNESS: That means we will get a

tax deduction for the 52,000,000, and therefore we

get a tax savings, and that brings you down to the

J. Corirecssi - (Cross 172
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28,000,000,

MR. PRICKETT: The government pays halft

of it.

THE COURT: But by saying that, do you

reduce the charge then to 28,000,0007
THE WITNESS:

ves.

THE COURT: Fair enough. Forget the

36,000,000 then. I got that dragged in from another

area.
Thank you.
MR, PRICKETT: I was indeed going to
change, and turn to the subject of real estate.
BY MR. PRICKETT:
0. As I understand it, there are three

categories of real estate apart from the land on

which the plants and the office building stand. Is

The net charge to 28,000,004

that correct.

referring to

Three types generally?

the land in Alabama, to the land in

Wisconsin and the land in Michigan.

I don't understand your guestion.

There are three types of land, or real estate?

Q.

land.

Okay. Perhaps three areas where you own
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A Yes. Alabama, Wisconsin and Michigan.

0 All right. .All of theose lands were
acquired by UOP in connection with the Hecla Calumet
transaction back in the late '60's; is that right?

A I+ was sometime in the '60's, yes.

0. Right. And the land was entered on the
books of UOP at its cost at that time; is that right?
A, At the time of the acquisition of

Calumet and Hecla, yes.

0} Riéht. And so far as Alabama is
concerned, there have been sales of that land over
the years, have there not?

A There have been some sales, yes.

0. Have you ever calculated the profit

+hat has been received from the sales in Alabama?

A Do you mean all the years togethex?

0. Yes.

A, No. I have never --

0. Have you done it on a yearly basis?

A On a yearly basis that information shows

up in the financial statements. -

0. And can you give the Court an idea what
percentage over historical cost you have been able

+o sell the lands in Alabama at?
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A I don't recall a percentage, but we
were able to sell it slightly higher than the book
value. You are talking Alabama; right?

0. Yes. And then as I understand it,

you have also sold lands in Michigan on a retail basis|

A That is correct.

o And have you sold that at better than
book?

A . Yes. The properties in Michigan were

sold at higher than book.

0. Is that slightly better than book?

A No. The lots that we have sold I
would say is more than slightly.

0. And when you say more than slightly,
can you give the Court any ideas of what you have
been able to achieve in terms of gains over the book
sale value of the lands in Michigan?

A, I don't recall exact nuﬁbers or
percentages, but it is a good sized gross margin on
the lots we ' have sold.

0. Yes. Good sized doesn't help us much.
Fifty, a hundred percent?

A I just don't recall percentages. I

t+hink the documents would show what that is.




ST, .Corirossi -~ Cross

176

18

19

20

21

22

23

24

0. Yes. Let me help you:

Let's take PDX47. I happen to have a
copy here for you. And that is an indication of
in January 1979 a report from Mr. J. T. Schaefer
on quarterly land sales; is that right?

A. This is-a report by Mr. Schaefer.

0. And it indicates that the selling
price was $349,586, that the book value was $10,120,
and the profit was $339,466; is that right?

A That's what this shows, yes.

0. Can you calculate what the percentage
of profit is when the selling price is $349,586 and
the book value is $10,1207

A Well, I can't calculate, but it's sizable
obviously.

0. Yes. Even I can do that.

Okay. You don't have a calculator, and
you can't give us a percentage on that?

A. No, I can't, but it's sizable.

Q. And later it gives a summary of the
1978 land sales for Michigan, and the selling price
there was $743,989, and the book value was $45,441,
and the gain on the sale was $698,548; is that right?

A That's what the report shows, yes.
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0. Now, is this the sort of mark-up that
you were receiving on the Michigan real estate?
Ts that what you mean when you 8say there were

sizable profits?

A This is the sizable profits I referred to;
0. Yes.

A Oor part of them.

o) And was this typical for what you

were able to do in connection with the real estate
in Michigan that you were able to sell?

A, I would say it was representative at
that time.

o and I hand you a document that has
been marked PDX53, and ask you to refer to that,
and see if there it doesn't total the sales for the
guarter, in the gquarterly report, with a selling
price of $247,800, with a book value of $15,461, or a
profit of $232,339. -

A. I'm sorry. I don't find that on this

piece of paper.

MR. SPARKS: This has a lot of reports
in it.

MR. PRICKETT: Oh. Okay. Wait a minute.

I may have given you the wrong one.
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THE WITNESS: This one doesn't seem to

have that information.
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] Q. Excuse me. Okay. Yes. The one that
2 I was referring to is the guarterly report for
3 January 12, 1981. It shows the total combined selling
4 price of $521,925 and a book value of $21,114, a gain
5 on the sales of $492,811. Could you check and see if
6 what I read is correct?
7 A Okay. The selling price is approximately
8 $521,000. The book value is approximately 29,000, and
9 the gain on thelsale is approximately 492,000.
10 0. For properties sold in Michigan?
11 A Right.
12 Q. And see if we can do this together. For
13 July 8, 1981 the total sales were $247,800. The book
14 value was $15,461. The profit was $232,339. Is that
15 | right?
16 A That's correct.
17 0. And for April 10, 1981 the selling
18 price was $241,925. The book value was $12,963, and
19 the gain on the sale was $228,962; is that right?
20 A. That's correct.
21 THE COURT: Where are these properties,
22 Mr. Prickett; Alabama?
23

24

MR. PRICKETT: No.
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BY MR. PRICKETT:
0 The properties that we have been
referring to in PX-47 are all in Michigan, are they
not?
A. These that we have been reading are in
that's correct.
THE COURT: And are they supposed to
be lots?
THE WITNESS: They

are lots, yes.

BY MR. PRICKETT:

0. And on October 6, 1981 there were sales
totaling $306,675 that had a book value of $18,7889.
The profit was $286,886; is that right?

A, That's correct.

0. And on Janﬁary 8, 1982 there were sales
value

with a total selling price of $128,200, at a book

of $19,778. There was a profit of $108{422; is that
right?

A That's correct.

0. And then in April --

incidentally, you

came aboard in 1980, as I recall from this morning; is
that right?

A. That is correct.

0. And when did Realty begin to report to
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you?

A In the fall of 1983.

0. So that these are all sales before the
time that you took over; 1s that rigcht?

A That's correct.

0. I show you April 8, 1882. It shows sales
at $76,750; book value, $2,509; a profit of $74,241.
Is that right?

A, Thgt's correct.

0. And there are two others, but I am not
going to go through them.

Let me ask you if when you took over the
Realty Division or it reported to you, did the sales
continue along these lines?

A Sales continued but not at the level of
some of these earlier years.

0 Now, these were retail sales of lots in
the Upper Peninsula of Michigan; is that correct?

A, That's correct.

0. As to these sales, were they lots that
haé been part of the timberlands acquired at the time
of the Calumet-Hecla acguisition?

A They were part of the property that was

acquired in Michigan.
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Q. Right. That is what I meant, perhaps
inartistically.

And they were then prior to the time they
were sold within the tax restriction of the special

exemption for forestry lands; is that not correct?

A They are not part of the properties
I am sorry.

covered by the tax or the forest --

Commercial Forest Act.

0 They were outside that?
A They were outside that.
Q. So as to those properties at least you

could expect with marketing profits along the lines
that you had seen there without regard to the tax
restrictions that would apply if you sought in
connection with the forest lands to do something

inconsistent with their use as forest lands; is that

right?
A, You have totally lost me on that
You started out talking about marketing,

guestion.

and then we moved to taxes, and I am not sure what 1is

your question.
0. Fair enough. Let me break it up.

These lots were sold without regard to th

tax problem that pertained to the forest lands as such?

=)

=
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A. They were not under the restricted areas.

Q. Now, as to the forest lands in Michigan
and, incidentally, in Washington --

MR. SPARKS: Wisconsin.
THE WITNESS: - Wisconsin, not Washington.
BY MR, PRICKETT:

Q. Wisconsin and Michigan. You had taken
advantage, quite properly, of a law that permitted a
beneficial tax right as long as you used them for
forestry; is that right?

. That's correct.

0. And if you attempted to shift the use
of those forest lands, you would then owe the back
taxes plus interest; is that right?

A That's correct.

0 And therefore, that did not apply,
however, if you sold them té someone whoutook them
subject to the same tax restriction; isn't that right?

B. We are not sure from a legal standpoint
whether we could sell the lands under those tax
restrictions without approval of the state, but we have
never sought an opinion on that because we have never

had a chance to sell it.

0. Well, let me ask you this: Haven't you
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been advised that you can sell them subject to the tax

restrictions, though you have to get state approval to

the buyer.
“ A. Our internal legal counsel feels that
we could, but we have not tested it.
0. You never tested it?
A That's right.
0 Do you know whether others have done

that many, many t}mes?

A No, I don't know that anybody else has
done that.

0. Of course, I think you said that one of
the things that you were currently doing was making a
determination of the value of the timberlands in the
Upper Peninsula; isn't thét correct?

A We were making a determination of the
value of the trees on the property thatAws own.
Timberland is not a meaningful term to me.

Let's talk about the timber and

0. Okay .

land underneath it. You have this land, as you have
indicated in your deposition, at historical cost?

A, That's correct.

0. The cost that it was acquired in 1967,

I believe.
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A Somewhere in the '60s.
0. Does that sound right?
A I don't know the date.
0. Aand you have told me that you understand

that it is being carried at historical cost, not
current cost but rather historical cost; is that right?
A That's correct.
0. And one of the things that you are doing
in connection with your management of this division
is attempting to get a determination of the value; 1is

that right?

A Now we are talking about Michigan?
0. Michigan.
A Okay. In Michigan we are talking about

getting a value of the timber on the property, on
certain of the properties.

0. and I am not clear as to whether you are
trying to get a value of the timber exclusive of the
residual value of the land or both or neither.

A. We are trying to get a value of the
timber that is on the property.

o) And you are not interested in the

residual value of the land?

A We have no buyers. The property has been
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available for sale, and there is no benefit to UOP to
try and get an appraisal of property when I don't have
a buver.

0. Well, I didn't guite ask you that. What
I asked you was, are you interested in the residual

value of the property quite apart from the trees.

A, No.
0. Not interested?
A Well, when you say "not interested," I

mean, you manage the properties, so you can't say you
ignore it, but I am not interested in getting an
appraisal of the land.

0. Have you ever determined what the value
of the land is with the trees, just the value of the
land, what you ought reaéonably to get for it?

A. No.

0. And have you ever examined.the comparable
sales in that area?

A Oh, we look for comparable sales, but
because we own almost all the property, there are no
comparable sales.

0. aAnd have there been any sales of forest
lands in the area of the Upper Peninsularrecently that

are comparable?




'20-89

10

11

12

13

14

15

18

19

20

21

22

23

24

J.: Corirossi — Cross 187

A, What do you mean "recently"?
Q. Well, the last two or three years.
A I understand there was a large sale made

in properties to the south of ours in either late
t70s, very early '80s. I don't know at what value,
and it was also sold in conjunction with sawmills.
It was not a strictly land sale.

0. and what was the cost per acre of this

property that was sold in the late '70s7?

A It wasn't our property.

0. No. I understand.

A I haven't the faintest idea.

0. Not the faintest idea?

A There was nothing ever published at

lJeast that I am aware of that either gave the book
value or the selling price,.

0. In the first place, I think you have
indicated the properties are vast. Yoﬁ have never
walked them. You have overflown them in the company
airplane; right?

A, Well, I have been up there. I have nét
walked 230,000 acres, no, but I have --

0 Flown over it?

B. I have flown over it, and I have been
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there, spent time there.
0} And where are these properties?
A. They are the Keweenaw Peninsula, which

is on Lake Superior.

0 And is i1t near the Copper Range?
A You are talking about Duluth, Minnesota?
Q. No, no, no. I am talking about on the

Keweenaw Peninsula.

A I don;t know what you mean by Copper
Range.

0. Well, it is an area up there.

A Okay. I don't know. I am not familiar

with the Copper Range as an area.

0 I hand you a document that has been
marked PDX-112. Tt is a timber survey performed by
Thomas P. Clephane and Jeanne Carroll for Morgan
Stanley. It is entitled "Timber Ownership, Valuation
and Consumption Analysis for 97 Forest.Products, Paper
and Diversified Companies." As the person in charge of
the Real Estate Division of UOP, are you familiar with
this document?

A, No, I am not.

0. Have you heard that it exists?

A I don't recall hearing that it exists.
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20-11

] 0 I call vyour attention to Page 11 of this
9 document.

3 A Where are the page numbers?

4 o} Right at the top. Kind of hard with the
5 clip.

6 A, Okay.

7 0. Do you see Page 117

8 A. Yes.

9 0. T call your attention to the entry that
10 is the fifth from the bottom, Mead. It is entitled,

1 "Acqguiring Company. Seller, U. S. Steel, Michigan,

12 94,000 acres." Price in millions is 28 million, and
13 the price per acre is $300 per acre. It is described
14 as well stocked hardwood acreage. Are you familiar

15 with that sale? |

16 A No, I am not. I think that may be the
17 same sale that we are talking about, except the sale
18 that I was referring to is 120,000 acreé! Oh, it is
19 farther down on the sheet, the sale I am familiar with.!
20

5 _
22

23

24
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0. Yes. And we come to that one. In
fact the sale you were referring to occurred not in

the '"70's, but in 1981, and the acquiring company

was Meade again. The seller was Copper Range, and
the place 1is Michigan. It was, as you say, 120,000
acres. The price was $14,000,000, and the price per

acre was $120 per acre. Is that the sale you are

referring to?

A That's the sale that I referred to, yes.
0. and dces that indicate -- Let me ask
you this:

Are you familiar enough with the UOP
property to have any knowledge as to whether it's in
the area on the Upper Peninsula of the Copper Range
property that was bought by Meade?

A. Tt's farther south, but it's in the
Upper Peninsula.
Q. And it adjoins your propért?, does it not?

A, No, it doesn't adjoin it, but it's not

too far from it.

.

0. Well, when you are talking about -
something as vast as 235,000 acres --

A. Well, if you say one part touches our

property, there may be an isolated lot, or something,
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but it is - farther south of us.

0. Well, isn't it in fact the next
adjoining property of any size in terms of timber
operations up there? It's just south of the UOP
property; isn't 1it?

A, Well, it's in that area. It doesn't
adjoin. "Adjoin" to me means it abuts right to our
property.

0. I @on‘t mean it abuts, but it's the
next big forest property on +he Keweenaw Peninsula;
isn't it?

A. I don't know that because I don't what --

THE COURT: You mean immediately south.
Going South,rit's the next biggest?
MR. PRICKETT: Yes. Thank you, Yourxr
Honor. That's what I mean.
BRY MR. PRICKETT:
0. But you are not aware of that?
A Aware of what? I've —'lost the meaning --
MR. PRICKETT: Your Honor, I'll withdraw
the question.
MR, SPARKS: Your Honor, let me note
for the record that this is one of the documents

that we have objected to, and 1 don't want by my
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silence here to have it sneak into evidence, if you
will. In that connection I would note two things.

One, it states at the bottom that "This
memorandum is based on information available to the
public. No representation is made that it is
accurate or complete," Then it goes on.

And secondly, to the extent that it's
an effort without some foundation to establish some
sort of comparability between the timber stands on
those propertiés, I don't think that's been
established. Tndeed I think it's been affirmatively
contradicted in the direct examination. For the
purposes for which it is supposedly sought to be used,
we would continue to pose our objection.

THE COURT: Well, you have a good point

witch.

Ui

there, Mr. Sparks. I was asleep at the
Something should have gone off when you say 112,
but it didn't. I'm not sure where tﬁaﬁ leaves us. %

This is one of the exhibits, as I

understand it, the defense objected to the introduc-

tion of, and although you haven't offered it, you ;

were reading from it for the purpose of cross-examining
i
the witness. Maybe I should ask was youxr purpose E

trying to establish values as set forth in the documentt,

|
|
|
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or simply to test Mr. Corirossi's awareness of it?

MR. PRICKETT: Well, it was both,
because it identifies the sale that he was referring
to, and he said that was the sale.

THE COURT: I appreciate that.

MR. PRICKETT: And therefore, we have
cleared up the date, time and place of the sale.

So to that extent, that's what it's being used for,
Your Honor.

THE COURT: Let me sum it up this way.
I don't know whether we have a problem or not, but
let's test it out:

Mr. Corirossi indicated in his prior
testimony that he was aware of the sale of a sizable
tract of timber somewhefe south close to that owned
by UOP. He didn't know who bought it, who sold it,
what the price was, or anything about it. You
have now used this décument which is designated as
Plaintiff's Damage Exhibit 112 for the purpose of
checking whether or not the transaction you refer to
in the document was the one that Mr. Corirossi was
referring to in his testimony, and you have

established that they are one and the same. In the

process you have gone through some prices with regard
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‘could be probative evidence of value. It refers to

to total sales and the value of the sale, the price
per acre.

Your objection then would go what,
Mr. Sparks? The document is not in evidence.

MR. SPARKS: One, the document is not

in evidence. And two, Your Honor, I don't think it

this property, and in its comments it deals with
average stock hardwood acreage, whatever that means
in the language of the person for Morgan Stanley
who wrote this some time ago. We don't know

if it's correct, and in fact they have disclaimed
that they rely in any way on its beiling correct.
Without that disclaimer we wouldn't be relying on

something in the courtroom. We can't cross-examine

someone who's not here in the courtroom. We can't

cross—-examine as to what average stock'hardwood
means.

Mr. Corirossi testified in direct
eyamination in terms of hardwood, and we were
talking in our Pproperty of percentages around -- I
don't want to mischaracterize it, but I think the
evidence is 10 or 15 percent. Just on its face.

that doesn't sound like the same thing. We'll never
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know what this person is talking about with respect
to this property because he's not here, and I gather
isn't going to be here.

THE COURT: All right. Well, let me sum
it up this way:

T think what we have is Mr. Corirossi
has agreed that the transaction he was referring to
in his earlier testimony is the one that's described
by Mr. Prickett in the publication from which he
just read. He's referred to the transaction, and
referred to the prices of the transaction. Mr. Coriros
I gather cannot verify that as being accurate one
way or the other. He hasn't the faintest idea, from
what he said.

THE WITNESS: No, I haven't.

THE COURT: Since the document is not in
evidence, I guess I hopefully resolve the point by

saying that I don't know that that is by him

‘agreeing that those figures you read represent the

tyansaction he was referring to. They obviously
can't establish the value of the transaction, 1 -
don't believe. I think you still have to offer the
document if you want to establish the value in that

fashion.

si
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How bad does that strike you?
MR. PRICKETT: It's reversible.
THE COURT: Then you are secure early on.

We'll proceed at

MR .
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a much more liberal pace then.

PRICKETT: ©No, Your Honor. Seriously

first of all, we will come back to the fact that the

burden of proof is on them. Therefore, we think

they have got to prove the fairness in this aspect.
I don't have to do it.

So I come back to that originally, and

we hnave always indicated to Your Honor that one of

the problems with the fairness of the 21-dollar price

is that they are these undervalued assets. He

agrees they are undervalued. Tt's up to him to

establish that.

Now I have helped him a little bit by
giving him some information on the sale of the next
most comparable piece’of property, bﬁt'I‘m not going
to go further forward than that. Tt's up to him to
G0 it. I have established prima facile that that's

undervalued, and I think it's up to them to put it in.

THE COURT: Well, that certainly may be

arguable. I got the impression that maybe Mr. Sparks

was objecting on the fear that you were attempting to
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establish the per acre value of rimberland in

that area through what you just did. I don't know
that you offered it for that purpose, but if you did
I don't think that would by any fair stretch of

the imagination establish what the value of timberland

is in that area.

So we may not have =-- to the extent

that ~- Well, go ahead.

MR. PRICKETT: Well, I'm going to now

offer the document —-

THE COURT: All right.

MR. PRICRKETT: —- +0 cut through this,
et cetera, and I take it Mr. Sparks will articulate
in terms of the rules of evidence why he objects.
Not just that he doesn't like it, but what 1is the
rule that he relies on to prevent this from coming in.
MR. SPARKS: Your Honor,‘aearsay,

relevance and no foundation. I believe I recited

the basis in plain language for that objection,

and I stand on that objection, and would object to

the extent this document 1is sought-to be admitted

into evidence for any proof of the value of UOP's

lands in the Upper Peninsula of Michigan, or for any

other purpose because that so far as I can tell is the
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only purpose for which it has been sought to be
introduced. I would ask the Court to sustain the
objection based on the Court's prior comments.

MR. PRICKETT: Your Honor, we do not
agree with Mr. Sparks' objection, and we don't think
his grounds -- Clearly it's not a hearsay document.
It is relevant.

Now, I take it that what he 1is objecting

+o0 is in some way that the document 1s not

self-probative, and we think it is. We think it's a
document prepared by Morgan Stanley as a research
document, and therefore, we think it comes in on
that basis. aAnd therefore, we would stand on that,
and we would ask that it be admitted.

We have raised this because we believe
that it's up to the defendant to establish the
fairness of the price of the land, and this witness
hag indicated that it's carried at hiétorical cost,
and therefore, we don't think they have introduced
any evidence of what it's presently worth, and we
have indicated that we believe that in order to
establish a fair price they'wve cot to show something

on the assets of this kind as to which this issue

has been raised.
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MR. SPARKS: Just to respond briefly,

I don't think whether this document is admissible or
not has related at all towhether we have or have

not introduced other proof as to the value of this
pProperty. The document has ~- we cannot cross—examine
on it. The bottom of it is we cannot cross-examine
the author of the document compounded by the fact

that the author told us that he doesn't represent it's
accurate or compleﬁe, compounded by the fact that
there is no basis, no indication establishing that
this property is comparable to ours other than the
fact that it's nearby.

One of the things on the face of the
document is this was average stock hardwood, and we
don't know what the author means by that. But beyond
that, I must take issue with the comment that's
come up in the context of the objection that we have
not established a value for the propeity. We have
put in evidence. through Mr. Corirossi indicating
what this property ¢generates on a going-concern basis,
which is the way it is operated by UOP. We have
done that also for Wisconsin, and also for the other
properties. So we do have our proof in on that point,

and I don't think that's relevant to the objection in
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and of itself.

THE COURT: Well, I would rule on the

motion this way:

)

I'l1l sustain the objection to the
admission of the document at this time on the simple
grounds that I don't believe it can be
introduced through this witness, Mr. Prickett.

Mr, Corirossi said he's not familiar
with values. He's never asked for the report, never
seen this one before, and he hasﬁ't the faintest idea
whether what's in it is accurate or not. And I
think based on that there has been no foundation
for admitting it through his testimony. So on that
basis I'11l sustain the objection.

MR, PRICKETT: Yes, sir.

Your Honor, I have no further questions
of the witness.

THE COURT: All right. is there any
redirect, Mr. Sparks?

MR. SPARKS: Just one guestion, Your
Honor.

REDIRECT EXAMINATION
BY MR. SPARKS:

) Mr. Corirossi, on cross-examination
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Mr. Prickett took you through a number of quarterly
land sales reports, among them those included in
Plaintiff's Exhibit 53, and established that there
had been gains on certain of those sales, on the
sale of those properties.

A, Yes.

0. Were those gains reflected on the
income statements of UOP for the periods in which
they occur?

A. Yes, they would have been included in
the financial statements during those periods.

MR. SPARKS: No further guestions, Your
Honor.

MR. PRICKETT: Your Honor, I have no
further guestions.

THE COURT: A1l right.

MR. PAYSON: Chancellor, I'm prepared
to begin the direct examination of Mf; Kavanaugh.

MR, SPARKS: If the Court has any
questions of Mr. Corirossi --

THE COURT: No, I have none. - I jJust
wasn't sure -- I didn't really think you did,
Mr. Payson, but I didn't know what brought you up

t+here to the front for a moment.
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A1l right. Thank you, Mr. Corirossi.

(Witness excused.)

THE COURT: All right. Mr. Kavanaugh 1is
here?

MR. PAYSON: VYes, he is, Your Honor.

THE COURT: Maybe we can use a few

‘minutes to lay whatever background information we

need to establish for him. We do need to break for
the day shortly, but I think maybe we can get that
out of the way,’and pick up with the rest of his
testimony tomorrow.

EDWARD FRANCIS KAVANAUGH, having been
first duly sworn, was examined, and testified as
follows:

TRECT EXAMINATION

)

BY MR. PAYSON:

0. Mr, Kavanaugh, would you please describe
for the Court you educational backgroﬁnd?

A Yes. I attended college at Boston
College, Boston, Massachusetts, gradvating in 1964
with a Pachelor of science in accounting.

0. And were you licensed as a certified
public accountant after that?

A Yes, I am. I'm a C.P.A. licensed in the
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State of

Q.

history

went to work

one of the Big 8 accounting firms,

Peat,

0]

Marwick from 1964

Massachusetts.
And what year were you licensed?
I was licensed in 1967.
Would vyou describe your employment
since graduation from college?
Upon graduation from Boston College 1
for Peat, Marwick & Mitchell, in Boston,
and stayed with

through 1976.

What were your initial responsibilities

when you joined Peat,

Marwick,

and and then as you

went on for years explain how your positions and
responsibilities changed.

I started as a staff

=]
W2

ure. Well,

accountant, moved on to a senior accountant, then

to an audit supervisor, and finally to an audit

manager. And my specific responsibilities were to

manage the audits of a number of comﬁercial

zuditing engagements ranging in size from approximately
$10,000,000 all the way up to in excess of $500,000,00¢(
0. I think you testified that you left

Marwick in 1976.

Peat,

A After Peat, Marwick I went to work for

Sobin Chemicals Company, which is a wholly-owned

Where did you go from that firm:

L

n7?
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subsidiary of international Minerals and Chemicals.

0. What is International Minerals and
Chemicals Company?

A International Minerals and Chemicals
is the largest fertilizer company in the United
States, and it also has a very large chemical
operation.

Q And what were your positions and
responsibilities at Sobin Chemicals?

A, Tnitially I went to work as group
controller, and ultimately vice president finance
of the entire chemical operation of International
Minerals and Chemicals with a volume of approximately
$250,000,000 out of the consolidated total of about
a billion-three.

0. And what were your direct responsibilitie
in that position?

A. My responsibilities included the

internal revnorting, budgeting, forecasting, internal

audit, some administrative and personnel responsibilit
0. When did yvou leave International Minerals
A. I left Internaticnal Minerals in 1979.
0. Who was your next employer?

A My next employer was Wheelabrator-Frye., -

w2

1es.
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and I went to work for them in 1979 up through
the date of the merger.

Q. When you first joined Wheelabrator,
what was your position and your responsibilities?

A My initial responsibility was director
of financial reporting and taxes, and that entailed
all of the internal and external financial reporting
for the consolidated group, budgeting responsibilities,
forecasting, and then later some administrative
responsibilities with regards to executive compensa-
tion.

0. Where was Wheelabrator headguartered
when you joined 1it7? .

A Wheelabrator-Frye was headquartered in
Hampton, New Hampshire.

Q. And I think you mentioned the merger.

I think you said up until the time of the merger.
What merger were you speaking of?
A. I was making reference to the merger

of Wheelabrator-Frye and The Signal Companies.

0. When did that occur?
A That occurred February 1, 1983.
0. So that you are presently employed by

The Signal Companies, Incorporated?
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A. Yes, I am.

Q. And out of what office do you presently
work?

A Oh, I am presently located in the

LLa Jolla, California corporate offices of The
Signal Companies.

0. What was your position, what were your
responsibilities, immediately after the merger of
Wheelabrator-Frye and Signal?

A Af£er the merger I relocated to La Jolla
and took on the responsibilities for both internal
and external financial reporting for the consolidated
company, all its budgeting, forecasting.

0. What is your present title with The
Signal Companies?

A My present title is deputy controller.

o) And what -are your specific responsibili-
ties now or have you described them?

3. I have described them dlready.

MR. PAYSON: Your Honor, that completes
my background. I am willing to start up on the main
part of the examination, subject to your admonition
that youwanted to break sometime soon.

THE COURT: Well, I think by the clock on
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the wall it isapproaching 10 minutes of 5:00, and I
would like to try to terminate for the day a few
minutes before 5:00, so that everyone can get back
down to the clerk's office before it is locked up. So
T think rather than going a few minutes into

Mr. Kavanaugh's testimony, it would be a good time to
recess until tomorrow morning.

Do you have any prob;em with that,

Mr. Prickett?

MR. PRICKETT: Certainly not, Your Honor.
May I speak to Mr. Payson?

THE COURT: Surely.

MR. PAYSON: Chancellor, may we go off
the record?

MR. PRICKETT: And approachrthe bench.

THE CéURT: Sure.

My . Kavanaugh, you may step down.

(There was a sidebar conférénce.)

THE COURT: All right, gentlemen. As a
result of our off the record sidebar conference we
discussed a monumental matter and reached a decision;
that is, to start at 9:30 tomorrow morning. So we
will recess until 9:30 tomorrow morning and resume

with Mr. Kavanaugh.

(Court adjourned at 4:48 p.m.)
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