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In 1998, Tines Mrror’s investnent subsidiary,
TMD, divested itself of a | egal publishing business
t hrough the Bender transaction. The transaction was
i ntended and designed to qualify as a tax-free
reorgani zati on under sec. 368, I.RC. R determ ned
that the transaction was a taxable sale by TMD to Reed.
Hel d: The primary consideration received in the
transaction was control over $1.375 billion paid by
Reed. Held, further, the Bender transaction did not
qualify as a tax-free reorgani zati on because the terns
and provisions of the contractual docunents, as
interpreted and inplenmented by Tines Mrror and Reed,
effected a sale.
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transactions treated by petitioner as tax-free reorgani zati ons.

Thi s opi nion addresses the so-call ed Bender transaction only.
The principal issues for decision are:

(1) Whether the Bender transaction qualifies as a
reorgani zati on under either section 368(a)(1)(A and (2)(E) or
section 368(a)(1)(B) and, if so,

(2) whether section 269 nonet hel ess dictates that gain be
recogni zed on the Bender transaction.

Unl ess otherw se indicated, all section references are to

the Internal Revenue Code in effect for the year in issue.
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FI NDI NGS OF FACT
Sonme of the facts have been stipulated, and the stipul ated

facts are incorporated in our findings by this reference.
Petitioner’s principal place of business was in Chicago,
IIlinois, at the time that the petition was filed. Petitioner is
a party to this case solely in its capacity as agent and
successor of The Tinmes Mrror Co., Inc. (Tinmes Mrror).

Backgr ound

A Tinmes Mrror

Before its nerger with petitioner, Tines Mrror was a
Los Angel es-based news and i nformation conpany. In June 1995,
Times Mrror hired Mark H Wlles (WIlles) to serve as its
presi dent and chi ef executive officer. WIIles becane chairman of
Times Mrror’s board of directors in January 1996. Wlles's
busi ness phil osophy favored a stream i ned operation that
concentrated on “core” businesses.

After June 1995, Tinmes Mrror enbarked on a program of
restructuring its businesses, which included focusing on
newspaper publishing. |In late 1996, Tinmes Mrror undertook a
series of transactions that resulted in its owing 50 percent of
the Shepard’s MG awHi || |egal publishing unit (Shepard’s) in a
joint venture with Reed El sevier (Reed), a publishing and
information enterprise not itself a legal entity but rather a

collective reference to Reed El sevier plc, a United Ki ngdom
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entity, and Reed Elsevier NV, a Dutch entity. Tines Mrror held
its 50-percent interest in Shepard s through one of its
subsi di ari es, Matthew Bender & Co., Inc. (Bender), a |lega
publ i shi ng conpany.

As of Decenber 31, 1997, Tines Mrror conprised three
busi ness segnents: Newspaper publishing, professional
i nformati on, and nmagazi ne publishing. The professional
i nformati on busi ness segnent included Bender and Msby, |nc.
(Mosby), a health sciences publishing conpany.

Times Mrror engaged in the | egal publishing business
t hrough Bender. TMD, Inc. (TWMD), a wholly owned subsidiary of
Times Mrror, owned the only class of issued and outstandi ng
stock of Bender until July 31, 1998.

B. Changes in the Legal Publishi ng Landscape

Bet ween 1980 and 1997, the | egal publishing industry
experienced significant consolidation. During that period, the
| egal publishing market contracted from 20 conpanies to 5. Reed;
Wlters Klunwer NV (Wlters Kluwer), a Dutch publishing and
i nformati on conpany; West-Thonson; Bender; and the Bureau of
National Affairs.

On Cctober 13, 1997, Reed and Wlters Kl uwer announced a
plan to nerge. At the tinme of the announcenent, Reed’ s hol di ngs
i ncl uded Lexis-Nexis (Lexis), and Wil ters Kl uwer’s hol di ngs

i ncl uded Comerce C earing House.
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Shortly after the Reed-Wlters Kl uwer announcenent, Tines
Mrror’s managenent anal yzed Bender’s conpetitive position in the
| egal publishing market. Based upon its analysis, Times Mrror’s
managenent concl uded that continued participation in the |egal
publ i shi ng market was not the nost effective use of Tines
Mrror’'s assets. Accordingly, Tines Mrror decided to divest
itself of Bender.

The law firmof G bson, Dunn & Crutcher LLP (GD&C) acted as
outside | egal counsel for Tinmes Mrror, TMD, and Bender in
connection wth the transaction pursuant to which Tinmes Mrror
di vested itself of Bender (Bender transaction). Ernst & Young
LLP (E&Y), which served as independent auditor of Times Mrror’s
financial statenments during 1994 through 1999, reviewed the tax
and accounting treatnent and reporting of the Bender transaction
for Times Mrror. Sonetinme before Novenber 7, 1997, Tinmes Mrror
engaged Gol dman, Sachs & Co. (GS) as a financial adviser and
facilitator for the Bender transaction.

Events Leading Up to the Bender Transaction

A. Novenber 7, 1997, GS Presentation

GS prepared a docunent, dated Novenber 7, 1997, entitled
“Moneti zation of Medical /Publishing Assets”, in connection with a
presentation to Times Mrror’s managenent regardi ng the Bender

transaction (Novenber 7, 1997, GS presentation). The follow ng
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statenents were included in the Novenber 7, 1997, GS
presentati on:
# G ven the dramatic change in the conpetitive
| andscape of the professional information
publ i shing sector, this nmay be an opportune tine
for TMC[Times Mrror] to nonetize its * * * | ega
[ publ i shing] assets
# Moneti zation of the * * * |egal publishing assets
can be executed through a sinple, taxable sale for
cash or through a nunmber of tax-advantaged
structures
# The ultimate structure utilized will be a function
of the type of buyer (ie. Strategic or financial)
as well as the nationality of the buyer (ie.
Domestic or foreign) as well as the amount of cash
proceeds TMC woul d like to receive upfront
The Novenber 7, 1997, GS presentation provided a sumary of
Bender’s potential buyers as well as descriptions of several of
GS s proprietary “tax-advantaged” structures for the Bender
transaction. None of the tax-advantaged structures set forth in
t he Novenber 7, 1997, GS presentation were ultimately recommended
by Times Mrror’s managenent or approved by Tines Mrror’s board
of directors for the Bender transaction.

B. Novenber 17, 1997, Special Meting of Tines Mrror’'s
Board of Directors

A special neeting of Times Mrror’s board of directors was
convened on Novenber 17, 1997. In connection with this special
meeting, a docunent entitled “Briefing Packet On Mosby Matthew
Bender” (Novenber 17, 1997, briefing packet) was prepared. A

menor andum dat ed Novenber 14, 1997, fromWIlles to the board of
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directors was part of the Novenber 17, 1997, briefing packet.
The section of the Novenber 17, 1997, briefing packet entitled
“Executive Summary” contained the foll ow ng statenents:

The major strategic alternatives, or some conbination
thereof, that are open to Tinmes Mrror are the

fol | ow ng:
1. Hold
2. Divest
3 Swap
* * * * * * *

A key issue in any decision to divest or swap will be
the potentially large tax liability on the gain on the
sale due to our | ow basis in Matthew Bender. CQur
prelimnary work indicates that there may be a variety
of transaction structures which allow us to mnim ze
this tax expense.

* * * * * * *

Qur prelimnary analysis shows that with the very high
premuns currently being offered for legal * * *
publ i shing operations, nore after-tax val ue could be
created through divestiture than by keepi ng these
conpanies. This value is enhanced considerably if the
di vestiture could be acconplished through a

t ax- advant aged structure.

* * * * * * *

The decision to explore strategic alternatives for
Mosby Matthew Bender is not easy nor a happy one.

* * * However, the facts are that the conpetitive
environment for * * * Jegal * * * publishing has
changed dramatically * * *.  Matthew Bender is a very
distant third in U 'S. legal publishing with a weakening
future conpetitive position. * * *

Consi dering these recent devel opnents, we recommend to
the Board that it authorize the exploration of the
di vestiture of Matthew Bender, including Shepard’'s

* * %
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W Il es opened the special neeting of the board of directors
by noting that market consolidation in | egal publishing presented
i mredi ate strategic questions that needed to be evaluated fully.
Wlles and Kathryn M Downi ng, a corporate officer of Tines
Mrror, then presented a |lengthy review of the situation and the
i ssues to be addressed. Following this presentation, there was a
subst antive di scussion anong the board of directors. At the
conclusion of this discussion, the board of directors unani nously
instructed Tines Mrror’s managenent to proceed with a fornal
review of the conpany’ s options with respect to its ownership of
Bender and its joint ownership of Shepard’s.

C. Tines Mrror's Announcenent Sparks Interest by Reed and
Wlters Kl uwer

On Novenber 24, 1997, Times Mrror released a statenent to
the public that announced the conpany’s decision to explore
strategic alternatives with respect to its ownership of Bender
and its joint ownership of Shepard’s. After Tinmes Mrror nmade
t hi s announcenent, Reed, Wlters Kluwer, and many others
expressed an interest in acquiring Bender.

Parties that indicated an interest in Bender were initially
sent a standard confidentiality agreenment. These confidentiality
agreenents set out the ground rules for obtaining confidential
information in connection with a possible sale or other

di sposition of Bender. On Decenber 26, 1997, Tinmes Mrror and
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Reed executed a confidentiality agreenent. On January 9, 1998,
GS sent a confidentiality agreenment to Wl ters Kl uwer.

On February 2, 1998, Reed signed an addendumto the
confidentiality agreenent that it had executed with Times Mrror
and delivered that addendumto Tinmes Mrror. The addendum
expressed the desire of Reed and Tines Mrror that Wlters Kl uwer
and Reed would jointly investigate and prepare a bid for Bender
and/ or Moshy.

D. February 5, 1998, Reqular Meeting of Tines Mrror’s
Board of Directors

A regular nmeeting of Times Mrror’s board of directors was
convened on February 5, 1998. At this neeting, the board of
directors reviewed and di scussed, anong other topics, Tinmes
Mrror’s strategic business plan for 1998 through 2000 and the
conpany’s financial structure. These matters were al so presented
to the board of directors in the formof a witten report. In
particular, the section entitled “Strategic Three-Year Pl an”
contained the foll ow ng statenents:

Mosby Matt hew Bender Process

* * * * * * *

Di vestiture Process and Strateqy

On Novenber 17, 1997, the Board held a study session
t hat explored the changed strategic situation for

Mat t hew Bender | egal publishing, including Shepard’s,
and Mosby health sciences publishing. * * *

* * * * * * *
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Foll owi ng the study session with the Board, we began
the divestiture process. Since that tinme, Msbhy

Mat t hew Bender managenent and Tinmes Mrror staff have
been actively working with Gol dnman Sachs to prepare
financial statenments and the offering nenorandum and to
identify potential buyers.

In this process, we have adopted the follow ng
strategy:

* * * * * * *
. Acquaint all interested parties wth our desire
for a tax-efficient result and explore the
appropriate alternatives in detail in advance of

definitive bids with each party, because different
forms of transactions work with different bidders.

. Since it could be the case that a | everaged spin-
of f would generate the sane |evel of after-tax
cash proceeds as an asset sale, establish “straw
man” val ues of a cash-for-assets sale and a
| everaged spin-off (rmuch |ike our cable
transaction) to set a “floor” on the auction at a
hi gh | evel

* * * * * * *

Alternative Structures

The specific structure for the divestiture will depend
| argely on the financial and operating profile of the
i kely purchaser. Wth the assistance and advi ce of
ol dman Sachs, Ernst & Young, and G bson, Dunn &
Crutcher, this process is being integrated with the
overall sale process to deliver the highest after-tax
value to Tines Mrror and its sharehol ders. * * *

* * * * * * *

Pl anni ng | ssues

Since we are early in the process, it is not clear what
the inpact of this divestiture will be on Tines
Mrror’s financial results. * * * The preferred tax-
efficient structures we wll explore with potenti al
buyers would significantly | essen any potenti al
dilution. * * * [I]t is inportant to renenber that
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t he nodel we devel oped for 10% or greater growh in
earni ngs per share did not anticipate continuing
contributions from Mbsby Matthew Bender, and the
proceeds will give us a |l arge body of resources to
invest to accel erate the Conpany’ s grow h.

* * * * * * *

CAPI TALI ZATI ON

| nt roducti on

The new three year plan has five principal
capi talization policies:

1) Continue an active share repurchase pl an,
buyi ng shares when repurchase is the best
i nvestnment of our financial resources

* * * * * * *

5) | nvest our cash flow and ot her capital
resources according to the foll ow ng
priorities:

. Internally in products and services
that build our established
oper ati ons

. Attractive acquisitions that add to
or are conplinentary [sic] to
exi sting businesses

. Qpportunistically in comopn stock
repur chase

. Di vi dends

Qur plan provides sufficient cash fl ow and ot her
resources to cover all of these applications. In
practice (and in the absence of a Msby- Matt hew Bender
transaction) for the plan period, the application of
these policies is expected to result in the foll ow ng
actions:

. Repurchases of * * * 4 mllion in 1998 and 3
mllion in each of 1999 and 2000 for an aggregate
of $570 mllion
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. We expect to borrow approximately $250 mllion to
use with our free cash flowto finance interna
devel opnent, acquisitions, and share repurchase

. Qur common dividend wll increase by 20% and t hen
approxi mately 10% per year

. W will maintain a reserve of borrow ng capacity
and cash fl ow generation sufficient to fund our
internal investnent and acqui sition prograns

|f the formof the Mdsby-Bender transaction is a cash
sale, we woul d undoubtedly increase the anmount of the
share repurchase target and not borrow additional funds
during the plan period.

* * * * * * *

Qur plan going forward, unless the Msby-Bender
transacti on produces an unanticipated result, is to
continue our repurchase activity in the sanme manner [as
pursued from 1995 through 1997]. * * *

Fol | owi ng the Mosby-Bender transaction we will, once
again, | ook at our repurchase volune target in |ight of
what could be significantly enhanced resources for

i nvestnent, and weigh the sane factors to gui de our
program * * *

E. March 5, 1998, Reqular Meeting of Tinmes Mrror’'s Board
of Directors

A regular nmeeting of Times Mrror’s board of directors was
convened on March 5, 1998. At this neeting, Thomas Unterman
(Unterman), executive vice president and chief financial officer
of Times Mrror, with the assistance of several GS
representatives, reported on the status of the strategic review
regardi ng Bender. These matters were al so presented to the board

of directors in a witten report. |In particular, the section
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entitled “Structural Alternatives” contained the foll ow ng
st at enent s:
# Structuring CGoal s

- Maxi m ze after-tax value to Times Mrror and
its sharehol ders

- I ntegrate structural considerations into sale
process

- Achi eve desired accounting results at tinme of
sal e (and possibly on an ongoi ng basis)

F. Reed and Wilters Kluwer Call Of ©Merager

On March 9, 1998, Reed and Wlters Kluwer called off their
previ ously announced nmerger. On March 18, 1998, Wl ters Kl uwer
faxed to GS an executed confidentiality agreenment regarding
Bender.

G Mel one, Sigler, and Wal ker Gain Access to the “Donestic
Sandwi ch” Structure

On March 24, 1998, three nenbers of E&Y, Martin R Ml one
(Mel one), Mary Ann Sigler (Sigler), and Kenneth M Wl ker
(Wal ker), entered into an agreenent entitled “Nondi scl osure and
Confidentiality Agreenent” with Price Waterhouse LLP (PW. At
the tine that they entered into the Nondi scl osure and
Confidentiality Agreenment with PW Mel one was the “Partner-in-
Charge” of E&Y's audit of Times Mrror, Sigler was a tax partner
at E&Y, and \Wal ker was an engagenent partner at E&Y. The
Nondi scl osure and Confidentiality Agreenment pertained to the

fol | ow ng:
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PWhas in the course of its business devel oped a
techni que for restructuring a corporate group (known
within PWas the “Donestic Sandwi ch”) that is
confidential to PWand has substantial pecuniary val ue
to PW(the “Proprietary Technique”), which is the

subj ect of this agreenent.

PWdesires to provide to Individuals [Sigler, Mlone,
and Wal ker], and Individuals desire to obtain fromPW
a full and conplete description of the Proprietary
Techni que to enable Individuals to review the
Proprietary Techni que and determ ne whether it [sic]

w shes to use the Proprietary Techni que.

As a result of entering into the Nondi sclosure and
Confidentiality Agreenment with PW Melone, Sigler, and Wl ker
gai ned access to PWs “Donestic Sandw ch” structure.

H. Reed and Wilters Kluwer Submt Prelimnary |nterest
Letters to Tines Mrror

On April 7, 1998, Wlters Kluwer submtted a letter to Tines
Mrror that indicated Wolters Kluwer’s prelimnary interest in
acquiring Bender and Tines Mrror’s 50-percent interest in
Shepard’s. Inits prelimnary interest letter, Wlters Kl uwer
made the follow ng statement regarding the offer price and form
of consideration for this acquisition: “Wlters Kl uwer is
prepared to acquire all of the outstandi ng stock of the Conpany
[ Bender and Times Mrror’s 50-percent interest in Shepard’ s] for
cash consideration of U S. $1.5 billion.”

Reed al so submitted a letter to Times Mrror on April 7
1998, that indicated Reed's prelimnary interest in acquiring
Bender, Mosby, and Times Mrror’s 50-percent interest in

Shepard’s. In its prelimnary interest letter, Reed nmade the
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follow ng statenent regarding the offer price and form of
consideration for this acquisition:
Based on the information contained in the information
menor andum on Matt hew Bender and Mosby dated March 1998
and the suppl enental information delivered to us on
April 2, 1998, and in particular the actual and
forecast financial results for the Properties contained
in those docunments, our prelimnary evaluation of the
Properties permts us to indicate that we woul d be
prepared to pay at least $1.2 Billion, which anount is
assuned to be payable in cash on conpletion
The individuals involved in coordinating the Bender
transaction for Times Mrror were referred to as the Project
Phi | adel phia G oup. As of April 7, 1998, the Project
Phi | adel phia G oup included officers, directors, and enpl oyees
fromthe followng entities: Tinmes Mrror, Msby, Bender, GS
G&C, E&Y, and PW

|. The Corporate Joint Venture Structure |Is Tabbed as the
Structure of Choice for the Bender Transaction

On April 10, 1998, Daniel Shefter (Shefter), an associate at
GS, faxed a revised copy of a docunent entitled “Presentation
Regardi ng Corporate Joint Venture Structure” (Shefter CJV
presentation) to nmenbers of the Project Phil adel phia G oup. The
“Corporate Joint Venture Structure” (CJV structure) depicted in
this docunent was the transaction structure ultimtely chosen to
acconplish the Bender transaction.

After Times Mrror had becone confortable with the CIV
structure, it incorporated that structure into the draft

agreenents reflecting the details of the Bender transaction.



- 18 -

Times Mrror also inforned prospective bidders that any bids for
Bender that did not incorporate the use of the CJV structure
woul d be severely di sadvantaged in conparison to those bids that
di d.

J. April 14, 1998, Requl ar Meeting of Reed s Board of
Directors

A regul ar nmeeting of Reed s board of directors was convened
on April 14, 1998, at which Herman S. Bruggi nk (Bruggi nk), co-
chai rman of Reed, discussed Reed s potential acquisition of
Bender, Mosby, and Times Mrror’s 50-percent interest in
Shepard’s. During this discussion, Bruggink noted that Tines
Mrror was conducting a conpetitive bidding process for these
busi nesses and that Reed’'s ability to respond on extrenely short
notice and Reed’s willingness to bid aggressively would be
crucial to a successful outcome. Upon conpleting this
di scussion, Reed’'s board of directors approved resol utions
regardi ng Reed’ s acquisition of Bender, Msby, and Tines Mrror’s
50-percent interest in Shepard s for an aggregate purchase price
not in excess of $2 billion. Reed s board of directors
authorized this $2 billion purchase price based upon, inter alia,
Reed’ s solid cash position at that tine.

K. Wlters Kluwer and Reed Attend Tines Mrror's
Pr esent ati ons Regar di ng Bender

Between April 13 and 17, 1998, Tines Mrror’s managenent

hel d di scussions wth and nade separate presentati ons regarding
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Bender to Wlters Kluwer and to Reed at Tines Mrror’'s offices in
New York City. During these neetings, PWand GS nmade
presentations regarding the CJV structure to Wlters Kluwer and
to Reed. No other structures for potential acquisition of Bender
wer e di scussed during these neetings.

The CJV structure presented to Wlters Kluwer and to Reed
depicted Tines Mrror as owning 100 percent of the stock of the
“target”, i.e., Bender, and described the following five steps by
whi ch the acquiror would acquire the target (with dollar amounts
for illustrative purposes only):

1. Acquiror capitalizes Newco at $1,000 with

voting and nonvoting common stock and preferred stock.

The voting conmon stock has a val ue of $950 and 20% of

the vote and represents approxi mately 98% of the total

comon equity of Newco. The nonvoting comon stock has

a value of $20, is non-voting and represents

approximately 2% of the total common equity of Newco.

The Preferred stock has a value of $30 and 80% of the

vote. Conbined, the Newco preferred and non-voting

common wi Il have a value equal to 5% of the tota
equity val ue of Newco.

* * * * * * *

2. Acquiror contributes Newco preferred and Non-
Voting Cormon stock to MB Parent in exchange for MB
Parent preferred.

* * * * * * *

3. Newco buys MB parent common with 20% of the
vote for $1, 000.

* * * * * * *

4. Target nerges with Newco wth Target
surviving. (Alternatively, Newco could be surviving
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conpany.) In exchange for its Target Stock, Tines
Mrror will receive 100% of MB Parent common st ock.

* * * * * * *

5. [MB] Parent contributes $1,000 to LLC in
exchange for non-voting LLC interest.

Times Mrror is sole manager of LLC but is not a
menber of the LLC

An April 22, 1998, nmenorandum from Charles P. Fontaine
(Fontaine), director of taxes for Reed, to lan Malcolm (“Mac”)
Hi ghet, executive vice president of corporate devel opnent for
Reed, posed the follow ng questions regardi ng the dividend
requi renents of the CJV structure:

Are current dividends required to be paid on the MB
preferred stock or the MB Parent preferred stock?

Can di vidends not be paid until the MB preferred stock
is redeened?

Is a dividend rate of 5% accept abl e?
Shefter, for GS, and Hatef Behnia (Behnia), a partner at CGD&C,
responded to these questions in the foll ow ng manner:

Current dividends are required to be paid on both
cl asses of preferred stock.

Di vi dends cannot be deferred until the preferred stocks
are redeened.

A dividend rate in the range of 5.0 to 5.5%is
acceptable (5% is likely to be used). The dividend
rate will be sonme rate bel ow Treasuries * * *
Font ai ne posed the follow ng questions regarding the restrictions

on transfers:
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Can the Target [Bender] after the nerger contribute its
assets to a partnership joint venture with another Reed
El sevi er conpany?

After two (2) years, can Reed El sevier dispose of the
stock of Target by transferring the entire nerger
structure to a third party?

After five (5) years, can Reed El sevier unwi nd the
merger structure and di spose of the Target in any
manner ?

Can Reed El sevier di spose of certain assets and |ines
of business within two (2) years wthout Seller’s
consent ?

Shefter and Behnia responded to these questions in the foll ow ng
manner :

The Target cannot contribute its assets to a
partnership foll ow ng the nerger.

As described in the revised docunents, after two years
Reed coul d di spose of the conmpany by transferring the
entire structure.

Not e, however, that Reed nust represent that at
the tinme of the acquisition it has no plan or
intent to dispose of the acquired conpany or its
assets and wll covenant that it will not dispose
of the acquired conpany or its assets within two
years

After five years Reed cannot “unwi nd” the structure.

It wll, however have the ability to sell all the stock
of Target, provided however, that the sale cannot be to
an affiliate of Reed.

Reed cannot di spose of assets or certain |lines of
busi nesses within two years.

Font ai ne posed the follow ng questions regarding the terns of the
LLC agreenent:

WI1l the agreenent contain sone restrictions on the use
of the cash?
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Wl LLC be obligated to distribute cash to MB Parent
in order to permt MB Parent to pay its tax and any
other liabilities?
Shefter and Behnia responded to these questions in the foll ow ng

manner :

The LLC agreenent will not contain any restrictions on
t he use of the cash.

The LLC will be obligated to make cash distributions to
MB Parent in order to permt MB Parent to pay tax
liabilities, dividends on the MB Parent preferred stock
and ot her general expenses of MB Parent.

L. Wilters Kluwer and Reed Submit Ofers to Tines Mrror

By letter dated April 22, 1998, Wlters Kluwer submtted to
Times Mrror an offer to acquire Bender and Tinmes Mrror’s
50-percent interest in Shepard’'s for a total of $1.4 billion. In
its offer letter, Wilters Kl uwer nmade the foll ow ng statenent
regarding the offer price and form of consideration for this
acqui sition:

Wlters Kluwer is prepared to acquire 100% of Matthew

Bender and TMC s [Tines Mrror’'s] 50%interest in

Shepard’s for aggregate consideration of

US$ 1.400 billion, which we would propose to allocate

US$ 1.150 billion for Matthew Bender and

US$ 250 miIlion for Shepard s * * *,

Wlters Kluwer also stated that it was prepared to acquire Bender
substantially in the formof the CIV structure. Wlters Kl uwer’s
offer was conditioned on Tines Mrror’s negotiating exclusively
with Wlters Kluwer.

After Tines Mrror received Wlters Kluwer’'s offer but

before Times Mrror entered into an excl usive negotiation period
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with Wilters Klunwer, Times Mrror informed Reed that it had
received a significant offer from another bidder that had
accepted the use of the CIV structure for the Bender transaction
Times Mrror also inforned Reed that Reed woul d have to respond
pronptly if it wwshed to remain in the running for Bender and
Times Mrror’s 50-percent interest in Shepard’s.

By letter dated April 23, 1998, Reed submtted to Tines
Mrror an offer to acquire Bender and Tinmes Mrror’s 50-percent
interest in Shepard' s “for a cash consideration of $1.65 billion
and on the terns and conditions reflected in the mark-up of the
Agreenent and Plan of Merger.” Inits offer letter, Reed
accepted the use of the CJV structure for its purchase of Bender
Reed's offer was conditioned on Times Mrror’s acceptance of the
offer by Friday, April 24, 1998, at 5 p.m “(Los Angeles tine)”.

M Tinmes Mrror Responds to Wilters Kluwer's Ofer

On April 23, 1998, Unterman sent a letter to Wlters Kl uwer
in response to Wlters Kluwer’s offer to acquire Bender and Ti nes
Mrror’s 50-percent interest in Shepard's. Unterman included the
follow ng statenents in this letter:

there is one aspect of the proposal which is
structurally defective, and precludes us from conpl yi ng
with the conditions set forth in your letter. The
insertion in your mark-up of a guaranty by MB Parent of
Mat t hew Bender’ s post-Merger indebtedness to you
materially changes the economic and risk profile of the
transaction in that it creates a significant contingent
liability for MB Parent, the repository of our sales
proceeds. Wile we assunme that you did not intend this
provi sion as a nmechanismto place our sal es proceeds at
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ri sk, when questioned on the point, your counsel did
not withdraw it and your counsel did indicate that it
did represent an addition to our proposed structure
designed to create | everage for you in other

ci rcunst ances.

In addition, Unterman nmade the follow ng statenents in an
attachnment to this letter:

1. GQuaranty. The mark-up proposes that M3 Parent
guaranty the secured debt of MergerSub to
Acquiror. This proposal would result in the
assets of the LLC being placed at risk and is
unaccept abl e.

N. April 24, 1998, Special Meeting of Times Mrror's
Board of Directors

A special nmeeting of Times Mrror’s board of directors was
convened on April 24, 1998. A docunent entitled “Msby Mtthew
Bender Update” was prepared for this neeting (April Bender
update). The April Bender update |listed the foll ow ng as one of
Times Mrror’s major acconplishnments since the March 5, 1998,
nmeeting of Tines Mrror’s board of directors:

As part of our effort to mnimze the tax liability on

the divestiture, we continued to |look for tax-efficient

structures. A potential approach that is superior to

the structures reviewed at |ast nonth’s Board neeting

was brought to us by Price Waterhouse through Gol dman

Sachs. This approach is proprietary to Price

WAt er house and is subject to a confidentiality

agreenent. * * *

The April Bender update also included a section entitled “New Tax
M nim zation Approach” that contained the foll ow ng:
The Price Waterhouse structure separates ownership and

control so that the acquiring conpany controls Matthew
Bender and Tines Mrror controls an anount of cash
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equi val ent to Matthew Bender’s val ue, but w thout
having paid a tax for the shift in control.

The steps in this structure * * * involve the creation
of a special purpose corporation (referred to as

MB Parent * * *) that is owned partly by Times Mrror
and partly by the acquiring conpany. This speci al

pur pose corporation is controlled by the acquiring
conpany through its ownership of relatively |ow val ue,
nonparticipating preferred stock with 80% voti ng
control. MB Parent in turn owns preferred stock and
nonvoti ng common stock in an acquisition subsidiary
that will nerge with Matthew Bender and a nonvoting
interest in a single nenber limted liability conpany
that holds the cash referred to above. As a result of
the nerger of Matthew Bender into the acquisition
subsidiary, Tines Mrror will own all of the common
stock and remai ni ng 20% voti ng power of MB Parent, the
speci al purpose corporation. However, even though
Times Mrror will not have voting control over

MB Parent, it will control the limted liability
corporation holding all of the cash by virtue of being
t he sol e (nonequity) manager of the LLC

The results are as foll ows:

. Times Mrror will control the LLC, thereby
controlling the cash in it and any assets or
busi nesses acquired with such cash.

. Times Mrror and the LLC will be consolidated for
financial reporting purposes.

. The acquiring conpany will control Matthew Bender
and will be able to consolidate for financial
reporting purposes.

. The nerger of Matthew Bender into the acquisition
subsidiary in exchange for MB Parent common stock
will qualify as a tax-free reorgani zation for tax

pur poses (even though such comon stock does not
carry with it voting control).

. MB Parent, the LLC and Matt hew Bender will not be
consolidated for tax purposes with either Tines
Mrror or the acquiring conpany.
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. At sone | ater date and upon nutual agreenent, the
Mat t hew Bender and MB Parent preferred stock can
be redeened at face val ue and the nonvoting common
can be redeened at a fornmula price, which would
| eave the acquiring conpany as the sol e owner of
Mat t hew Bender and Tinmes Mrror as the sole, and
controlling owmer of MB Parent, with the ability
to liquidate MB Parent and the LLC without a tax
cost .

During the special neeting of the board of directors,

WIlles, Unterman, and Behni a nmade presentations concerning the
proposed transaction and the conpeting bids received fromWlters
Kl uner and Reed.

At the conclusion of this discussion, the board approved
resolutions related to the Bender transaction. As part of these
resol utions, the board accepted Reed’'s offer for Bender and Ti nes
Mrror’s 50-percent interest in Shepard’s.

O. O gani zati on of CBM Acqui sition Parent Co. and
CBM Mer ger Sub Cor p.

On April 24, 1998, two of Reed’ s wholly owned subsidiaries,
Reed El sevier Overseas BV (REBV), a Dutch private limted
liability conpany, and Reed El sevier U S. Holdings, Inc. (REUS)
a Del aware corporation, organi zed CBM Acqui sition Parent Co.
(MB Parent) by filing a certificate of incorporation with the
secretary of state of the State of Delaware. M Parent’s byl aws

i ncluded the foll ow ng provisions:
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ARTI CLE 2

MEETI NGS OF STOCKHCOLDERS

* * * * * * *

SECTION 2.05. Quorum Unl ess otherw se provided
under the certificate of incorporation or these byl aws
and subject to Del aware Law, the presence, in person or
by proxy, of the holders of a majority of the
out standi ng capital stock of the Corporation entitled
to vote at a neeting of stockhol ders shall constitute a
quorum for the transaction of business.

SECTION 2.06. Moting. (a) Unless otherw se
provided in the certificate of incorporation and
subj ect to Del aware Law, each stockhol der shall be
entitled to one vote for each outstanding share of
capital stock of the Corporation held by such
stockhol der. Unl ess otherw se provided in Del aware
Law, the certificate of incorporation or these byl aws,
the affirmative vote of a ngjority of the shares of
capital stock of the Corporation present, in person or
by proxy, at a neeting of stockholders and entitled to
vote on the subject matter shall be the act of the
st ockhol ders.

* * * * * * *

SECTION 2.07. Action by Consent. (a) Unless
otherwi se provided in the certificate of incorporation,
any action required to be taken at any annual or
speci al neeting of stockholders, or any action which
may be taken at any annual or special neeting of
stockhol ders, may be taken wi thout a neeting, w thout
prior notice and wthout a vote, if a consent or
consents in witing, setting forth the action so taken,
shal | be signed by the hol ders of outstanding capital
stock having not |ess than the m ni nrum nunber of votes
t hat woul d be necessary to authorize or take such
action at a neeting at which all shares entitled to
vote thereon were present and voted and shall be
delivered to the Corporation by delivery to its
regi stered office in Delaware, its principal place of
busi ness, or an officer or agent of the Corporation
havi ng custody of the book in which proceedi ngs of
nmeeti ngs of stockholders are recorded. * * * Pronpt
notice of the taking of the corporate action w thout a
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meeting by | ess than unani nous witten consent shall be
given to those stockhol ders who have not consented in

writing.
* * * * * * *
ARTI CLE 3
DI RECTORS
* * * * * * *

SECTI ON 3.03. Quorum and Manner of Acting.
Unl ess the certificate of incorporation or these byl aws
require a different nunber, a majority of the total
nunber of directors shall constitute a quorumfor the
transaction of business, and the affirmative vote of a
majority of the directors present at [a] neeting at
whi ch a quorumis present shall be the act of the Board
of Directors. * * *

As of the tinme of trial of this case, MB Parent’s byl aws had
never been anended.

On April 27, 1998, REBV and REUS organi zed CBM Mer ger Sub
Corp. (MergerSub) by filing a certificate of incorporation with
the secretary of state of the State of New York.

P. Adoption of the Merger Agreenent

On April 26, 1998, a docunent entitled “Agreenent and Pl an
of Merger”, prepared by GD&C, was presented to representatives of
Times Mrror, TMD, Bender, REUS, REBV, MB Parent, and CBM
Acqui sition Corp. The Agreenent and Plan of Merger set forth the
terms and details of the Bender transaction. On that sanme date,

t he boards of directors of TMD, Bender, REUS, REBV, and MB Parent
adopt ed resol utions that approved each of those corporation’s

engagi ng in the Bender transaction.
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On April 27, 1998, representatives of Tinmes Mrror, TND,
Bender, REUS, REBV, MB Parent, and Merger Sub executed an
agreenent entitled “Anended and Restated Agreenent and Pl an of
Merger” (the Bender agreenent). Through the Bender agreenent,
Mer ger Sub repl aced CBM Acqui sition Corp. as a party to the Bender
transaction. The Bender agreenment superseded the Agreenent and
Plan of Merger inits entirety.

The recitals to the Bender agreenent stated, in pertinent
part, the follow ng:

WHEREAS, the TM Parties [Times Mrror, TMD, and
Bender, collectively], Acquiror [REUS and REBV,
col lectively], MB Parent, and CBM Acqui sition Corp.

have entered into an Agreenent and Pl an of Merger dated
as of April 26, 1998 (the “Existing Merger Agreenent”);

WHEREAS, the TM Parties and the Reed Parties
[ REUS, REBV, MB Parent, and Merger Sub, collectively]
desire to anmend and restate the Existing Merger
Agreenent on the terns and subject to the conditions
set forth in this Agreenent;

VWHEREAS, in anticipation of the Merger (as defined
in Section 1.1), MB Parent will file a Restated
Certificate of Incorporation of MB Parent * * * with
the Secretary of State of the State of Del aware;

VWHEREAS, in anticipation of the Merger, MergerSub
will file a Restated Certificate of Incorporation of
MergerSub * * * with the Secretary of State of the
State of New York;

WHEREAS, immedi ately prior to the Effective Tine
(as defined below), in consideration of an anmount in
cash equal to $1, 375,000,000 | ess the net proceeds
recei ved by MergerSub fromthe MergerSub Debt (as
defined below) from REUS and REBV, MergerSub will issue
to REUS (i) seven hundred and ninety-two (792) shares
of Conmmon Stock, par value $.01 per share, of MergerSub
(“MergerSub Common St ock”), which Merger Sub Conmmon
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Stock will have 16% of the voting power of all of the
out st andi ng shares of capital stock entitled to vote in
an election of directors (“Voting Power”) and such

ot her designations, preferences, voting powers, rights
and qualifications as are set forth in the MergerSub
Certificate of Incorporation, (ii) 75%of the

aut hori zed shares of Nonvoting Participating Preferred
St ock, par value $.01 per share, of MergerSub
(“MergerSub Participating Preferred Stock”), and

(1i1) 75% of the authorized shares of Voting Preferred
St ock, par value $.01 per share, of MergerSub
(“MergerSub Preferred Stock”), which MergerSub
Preferred Stock will have 60% of the Voting Power and
such ot her designations, preferences, voting powers,
rights and qualifications as are set forth in the
Merger Sub Certificate of Incorporation and Merger Sub
will issue to REBV (i) one hundred and ninety-eight
(198) shares of MergerSub Common Stock, which Merger Sub
Common Stock will have 4% of the Voting Power and such
ot her designations, preferences, voting powers, rights
and qualifications as are set forth in the MergerSub
Certificate of Incorporation, (ii) 25%of the

aut hori zed shares of MergerSub Participating Preferred
St ock, which MergerSub Participating Preferred Stock
wi |l have no Voting Power and such other designations,
preferences, voting powers, rights and qualifications
as are set forth in the MergerSub Certificate of

| ncorporation and (iii) 25% of the authorized shares of
Merger Sub Preferred Stock, which MergerSub Preferred
Stock will have 20% of the Voting Power and such ot her
desi gnati ons, preferences, voting powers, rights and
qualifications as are set forth in the MergerSub
Certificate of Incorporation;

WHEREAS, immedi ately prior to the Effective Tine
(as defined in Section 1.3), MergerSub wll borrow
$600, 000, 000 on terms not inconsistent with the terns
set forth in Section 7.8 (“MergerSub Debt”) from an
affiliate of Acquiror;

WHEREAS, immedi ately prior to the Effective Tine,
in consideration for 75% of the authorized and
out standi ng shares of MergerSub Participating Preferred
Stock held by REUS, MB Parent will i1issue to REUS 75% of
the authorized shares of Voting Preferred Stock, par
val ue $.01 per share, of MB Parent (“MB Parent
Preferred Stock”), which MB Parent Preferred Stock w |
have 60% of the Voting Power and such ot her
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desi gnati ons, preferences, voting powers, rights and
qualifications as are set forth in the MB Parent
Certificate of Incorporation;

WHEREAS, immedi ately prior to the Effective Tine,
in consideration for 25% of the authorized and
out st andi ng shares of MergerSub Preferred Stock and 25%
of the authorized and outstandi ng shares of Merger Sub
Participating Preferred Stock held by REBV, MB Parent
Wil issue to REBV 25% of the MB Parent Preferred
St ock, which MB Parent Preferred Stock wll have 20% of
t he Voting Power and such other designations,
preferences, voting powers, rights and qualifications
as are set forth in the MB Parent Certificate of
| ncor porati on;

WHEREAS, immedi ately prior to the Effective Tine,
in consideration for $1, 375,000,000, MB Parent will
i ssue to MergerSub 100% of the authorized shares of
Common St ock, par value $.01 per share, of MB Parent
(“MB Parent Common St ock”), which MB Parent Common
Stock will have 20% of the Voting Power and such ot her
desi gnati ons, preferences, voting powers, rights and
qualifications as are set forth in the MB Parent
Certificate of Incorporation;

WHEREAS, in anticipation of the Merger, M Parent
wi |l cause Liberty Bell I, LLC, a single-nmenber
Delaware |imted liability conmpany (“LLC') to be forned
under the laws of the State of Del aware prior to the
Effective Tinme by filing with the Secretary of State of
the State of Del aware the Certificate of Formation of
LLC * * *;

WHEREAS, in anticipation of the Merger, MB Parent,
an affiliate of MB Parent and Tinmes Mrror will enter
into a Limted Liability Conpany Agreenent of LLC
pursuant to which the affiliate of MB Parent shall be
appointed the initial manager of LLC and, imredi ately
after the Effective Time, Times Mrror shall be
appoi nted the manager of LLC * * *;

WHEREAS, immedi ately after the Effective Time, in
accordance with the terns of the LLC Agreenent,
MB Parent will make a contribution to LLC in the anount
of $1, 375, 000, 000;
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In the Bender agreenent, Reed and Tines Mrror agreed, in
nent part, to the foll ow ng:

SECTION 1.1. The Merger. At the Effective Tine
(as defined in Section 1.3) and upon the ternms and
subject to the conditions of this Agreenent and in
accordance wth the New York Business Corporation Law
* x * MergerSub shall be nerged with and into * * *
[ Bender] (the “Merger”). Followi ng the Merger, * * *
[ Bender] shall continue as the surviving corporation
(the “Surviving Corporation”) and the separate
corporate exi stence of MergerSub shall cease. The
Merger is intended to qualify as a tax-free
reorgani zati on under Section 368 of the Code.

* * * * * * *

SECTION 1.8. Conversion of Shares.

(a) Merger Consideration. At the Effective
Ti me, each share of comon stock, par val ue $100. 00 per
share, of * * * [Bender] (individually a “Share” and
collectively the “Shares”) issued and out st andi ng
i mredi ately prior to the Effective Tinme (other than
Shares held in * * * [Bender’s] treasury or by any of
* * * [ Bender’s] Subsidiaries), all of which are owned
by TMD, shall, by virtue of the Merger and w thout any
action on the part of MergerSub, * * * [Bender] or the
hol der thereof, be converted into and shall becone the
right to receive a nunber of the fully paid and
nonassessabl e shares of MB Parent Common St ock hel d by
Merger Sub i nmmedi ately prior to the Effective Tinme equal
to a fraction, the nunmerator of which is the nunber of
shares of MB Parent Common Stock held by Merger Sub
i medi ately prior to the Effective Tinme and the
denom nator of which is the nunber of Shares
outstanding i medi ately prior to the Effective Tine
(the “Merger Consideration”).

* * * * * * *

SECTI ON 1. 10. Exchange of Certificates.

* * * * * * *

(c) Effect of Exchange. All shares of
MB Parent Conmon Stock issued upon the surrender of




- 33 -

certificates representing Shares in accordance with the
terms hereof shall be deenmed, to the fullest extent
permtted by applicable law, to have been issued in
full satisfaction of all rights pertaining to such
Shares * * *

SECTION 2.4. Conditions to TM Parties’
Qoligations. The obligations of the TM Parties to
consummat e the Merger are subject to the satisfaction
(or waiver by each of the TM Parties) as of the
Effective Tine of the follow ng conditions:

* * * * * * *

(f) Legal Opinions.

* * * * * * *

(ti) Times Mrror shall have received a
favorabl e opinion of its legal counsel, in formand
substance reasonably satisfactory to it, as to the
qualification of the Merger as a reorgani zation under
t he provisions of Section 368 of the Code.

SECTION 2.5. Substitution Transaction. 1In the
event that the condition to the obligations of Tines
Mrror, TMD and * * * [Bender] to consummate the
Cl osing contained in Section 2.4(f)(ii) is not
satisfied or waived by Cctober 31, 1998 or such earlier
date on which all other conditions in Sections 2.1, 2.2
and 2.4 have been satisfied or waived (the “Revision
Date”) then * * * (iii) for a period of 45 days from
the Revision Date (the “Renegotiation Period”),
Acquiror and Tines Mrror shall enter into bona-fide
negotiations with a view to determ ni ng whet her
agreenent can be reached as to the terns and conditions
upon which the transactions contenplated by this
Agreenment may be structured so as to replicate as nuch
as practicable the relative econom c benefits that each
party and their Affiliates would have derived fromthe
transactions contenpl ated by the Agreenent (any such
restructured transaction hereafter referred to as the
“Substitution Transaction”), (iv) unless the parties
agree to the terns and conditions of a Substitution
Transaction during the Renegotiation Period, as soon as
practicable follow ng the expiration of such period,
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Times Mrror shall sell to REUS and REUS shal |l purchase
fromTimes Mrror, all the outstanding shares of * * *
[ Bender] for a cash purchase price of $1, 375,000, 000

SECTION 7.7. Enforceability of LLC Agreenent.
The Reed Parties will not comrence, maintain, or join
any action (at |law or otherw se) that asserts that the
LLC Agreenent is unenforceable.

On April 28, 1998, the board of directors of MergerSub
adopted resol utions that approved MergerSub’s engaging in the
Bender transaction.

Q GS Prepares “Fairness Package” for Bender Transaction

On or about April 27, 1998, GS prepared a docunent entitled
“Fai rness Package” with respect to the Bender transaction and
Times Mrror’'s sale of its 50-percent interest in Shepard' s. The
Fai rness Package included a page entitled “Sunmmary of Proposed
Transaction” that described the structure and consideration for
t he Bender transaction and Tines Mrror’s sale of its 50-percent
interest in Shepard’'s in the foll ow ng manner:
# Purchase of 100% of the stock of * * * [ Bender]
and Times Mrror’s 50% partnership interest in
* * * [Shepard s] for $1.65 billion in cash
- Purchase of * * * [Bender] for
$1.4 billion using the PWtax-advant aged
structure (“PW Structure”)
- Purchase of * * * [Shepard’'s] for

$250 million with a section 338(h)(10)
el ection
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The Fairness Package al so included a page entitled “Summary of
Financial Inpact” that listed Times Mrror’s “After-tax Cash
Proceeds from Sal e” using the CJV structure as $1, 641, 500, 000.
GS determ ned this $1, 641, 500, 000 amount by assum ng (1) a
$1.4 billion “tax-free” purchase of Bender and (2) that the sale
of Times Mrror’s 50-percent interest in Shepard’ s would generate
$241.5 mllion in after-tax proceeds.

R Mel one Drafts Menorandum Reqgardi ng t he Bender
Transaction for E&Y' s Files

On or about April 29, 1998, Ml one drafted a nmenorandum
entitled “Tinmes Mrror Matthew Bender Sale” for E&Y's files.
Mel one included the follow ng statenents regardi ng the Bender
transaction and Times Mrror’s sale of its 50-percent interest in
Shepard’s in this nmenorandum

Tinmes Mrror has entered into an agreenent with Reed
El sevier for the sale of Mtthew Bender for

$1, 375, 000,000 and the sale of Times Mrror’s interest
in Shepard’s Inc. for $225,000,000. The sale of

Mat t hew Bender is structured as a reorganization in
which the $1,375 nmillion proceeds fromthe sale wll
end up in an LLC whose ownership is as shown in the
attached chart. Through the various sharehol der
agreenents, certificates of incorporation and the LLC
managenent agreenent, Tinmes Mrror has total control
over the assets and operations of the LLC and Reed

El sevier has total control over the assets and
operations of Matthew Bender. The structure is
designed to result in no tax due by Tines Mrror on the
profit fromthe sale of Matthew Bender.

* * * * * * *
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* * * Times Mrror controls the assets of the LLC

t hrough the managenent agreenent, which specifically
states that Tines Mrror has no fiduciary duty to the
hol der of Acquisition Parent [MB Parent] and may use
its discretion as to the use of the assets. Tines
Mrror may have the LLC buy its own debt instrunments or
Times Mrror stock, nake business acquisitions or any
other transaction to the benefit of Times Mrror. The
only limtation is that Times Mrror nmay not upstream
LLC assets to itself.

Times Mrror owns all of the common stock of

Acqui sition Parent and the 20% vote it carries. The
ownership of the common stock provides Tinmes Mrror
with 100% of the residual ownership and val ue of

Acqui sition Parent follow ng redenption of the
preferred stock, which is virtually assured in at |east
20 years due to the redenption rights and certain put
and call options. The equity value of the preferred
stock is limted to its stated (redenption) val ue and
fixed dividend paynents.

Times Mrror has the ability to ensure that the Board
of Directors of Acquisition Parent may not do anyt hing
that may affect the control or viability of the LLC
Certain board actions require the unani nous vote of the
Board. These incl ude:

. the i ncurrence of indebtedness or guarantees of
i ndebt edness of Acqui sition Parent

. the sale, transfer or other disposition, pledge or
assi gnnent of any portion or all of its LLC
i nt er est

. the i ssuance of any other securities of

Acqui sition Parent

Al'l of these factors indicate that Tinmes Mrror not
only controls the assets of the LLC, but also is the
beneficiary of all of the ownership risks and rewards
of the LLC. * * *
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S. May 7, 1998, Reqular Meeting of Tines Mrror’s Board
of Directors

A regular nmeeting of Times Mrror’s board of directors was
convened on May 7, 1998. A docunent entitled “Msby Matthew
Bender Divestiture Update” was presented to Tines Mrror’s board
of directors at this neeting (May Bender update). The May Bender
update included the follow ng statenents:

Fol |l owi ng the special Board neeting on Friday,

April 24, we began excl usive negotiations with Reed

El sevier for the divestiture of Matthew Bender and our
50% interest in Shepard’s. Negotiations started Friday
af t ernoon and continued for nost of the day Saturday.
Contracts and press releases were finalized Saturday

ni ght and signed on Sunday, after all corrections to
the contracts had been nmade. The transaction was in
line with the paraneters reviewed with the Board, with
a total value of $1.65 billion. Matthew Bender will be
di vested through a nerger that takes advantage of the
proprietary tax structure that was presented to the
Board. Pending the customary regulatory review, the
transaction is expected to be conpleted this summer.

T. May 7, 1998, Annual Meeting of Tines Mrror’s
Shar ehol der s

Times Mrror’s annual sharehol der neeti ng was convened on
May 7, 1998. At this neeting, WIIles discussed, anpong ot her
topics, Tines Mrror’s “decision to sell * * * [Mbsby and Matthew
Bender] for strategic reasons.” WIles made the follow ng
remarks with respect to this topic: “You have read in recent
days that we have reached agreenents to sell Matthew Bender, and
our 50%interest in Shepard’s for $1.65 billion. W have al so
agreed to sell Msby for $415 mllion. This is a phenonenal

anount of noney for sone phenonenal businesses.”
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u. Organi zation of Liberty Bell

On May 22, 1998, Mchael S. Udovic (Udovic), assistant
general counsel for Tines Mrror, filed the Certificate of
Formation for Liberty Bell I, LLC (LBI), wth the secretary of
state of the State of Delaware. On May 26, 1998, Udovic resigned
fromhis position as the authorized person of LBI. LBl did not
have an aut hori zed person between the tine of Udovic’s
resignation and July 28, 1998.

V. July 9, 1998, Reqular Meeting of Tines Mrror’'s Board
of Directors

A regular nmeeting of Times Mrror’s board of directors was
convened on July 9, 1998, at which the board of directors
di scussed, anong other topics, the pending Bender transaction.
According to the mnutes of this neeting, Unterman discussed the
followng mitters wwth the board of directors:

Thomas Unterman * * * reviewed the pending transactions
i nvol vi ng Mosby and Matthew Bender and their inpact
upon the Conpany’s financial projections, concluding
that Times Mrror renained on target to neet each of
its major financial objectives for the year. He noted
that the proceeds fromthe dispositions of these

busi nesses will be received by two limted liability
conpani es and, utilizing materials previously furnished
to the Board of Directors, discussed the short-term

i nvestnment strategies Times Mrror will followin
connection wth its managenent of those conpanies.

These matters were al so presented to the board of directors in a
witten report. In particular, the section entitled “Finance

Report” contained the foll ow ng statenents:
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FI NANCE REPORT
| NTRODUCTI ON

Qur financial objectives for this year included:
a) earni ngs growth of 20%

b) continued use of every avail able opportunity
to finance investnent in the growth of our
busi nesses * * *,

c) optim zation of the proceeds fromthe Msby
Mat t hew Bender disposition so that future
year dilution is mnimzed, and

d) continuation of return on capital in excess
of 12%

At m d-year we can report that we are still on this
course and all of our corporate objectives for the year
are both in sight and within reach. Wile there are
nore “noving pieces” than usual, there are four mgjor
itens to note:

. First, as expected, follow ng the Mosby Matthew
Bender (MVB) agreenents, we are required to treat
MVB as di sconti nued operations and the “street”
has recalibrated our performance to a continuing
earnings basis and will track us this way from now
on.

. Third, in light of the very |arge MVB gain on
sal e, we have begun to review our entire bal ance
sheet, our work processes, and all of our systens
to determine if appropriate charges, wite-offs,
or buy-down/buy-outs of contracts m ght prove
beneficial. * * *

. Fourth, as is discussed under a separate tab
entitled Capitalization/lnvestnment, follow ng the
MVB sale, we will have a very substantial |evel of
resources for redeploynent over tinme in operating
assets and for recapitalization.

* * * * * * *
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GAIN ON SALE AND DI SCONTI NUED EARNI NGS REPORTI NG

* * * By divesting MVB, we are conpletely exiting the
| egal and heal th sciences publishing business, and are
required to separately report MVB earnings as

di sconti nued operations. Simlarly, the gain on sale
appears in the discontinued |ine.

* * * * * * *

* * * W will receive over $2.0 billion in cash from
the sale. * * *

BALANCE SHEET REVI EW

After the magnitude of the gain on the MVB sal e becane
apparent, we decided to use this opportunity to conduct
a thorough exam nation of our bal ance sheet, operations
and investnents to see what actions we could take to
benefit the businesses in future years.

* * * * * * *

CAPI TALI ZATI ON AND
| NVESTMENT STRATEGY

| nt r oducti on

The disposition of Modsby Matthew Bender (MVB) will
produce an unprecedented | evel of investible [sic]
capital for Tines Mrror. Net proceeds of
approximately $2.0 billion will be deposited into our
accounts requiring i medi ate rigorous nmanagenent.

The net proceeds of the MMB disposition, in conjunction

wi th our annual operating cash flow w |l provide the
conpany w th enornous investnent capacity over the next
few years. |If we can successfully deploy this

i nvestment capacity in assets that neet our return
criteria, our total 5 year investnent capacity would be
as nuch as $5 billion. Investnent at this |evel would
still enable us to retain our current solid credit
ratings and associated financial flexibility.

Qur first responsibility upon receipt of the
di sposition proceeds is to establish a short term



- 41 -

portfolio managenent framework. The prinmary objective
of this activity is to preserve principal value while
earning a return comensurate with the risk paraneters
we establish through our investnent policy.

Second, we w il begin to redeploy these resources into
operating assets to drive revenue growh and into share
repurchases to start to return towards our target
capitalization. |In the current high asset val uation
environnent, in view of our well devel oped return

di scipline, this programcould require several years.

Most significantly, we are not |ooking at our resources
as a war chest for a big cash acquisition. Instead, we
are expecting increases of approximately 25% a
doubling of our recent spending rate on acquisitions of
busi nesses that are closely related to or fill in gaps
in our core businesses, acceleration of our share
repurchase plans and, in general, an accel eration of

i nvestnments in our base businesses.

This stance | eaves us with anple resources for pursuing
unexpected opportunities and will position us to try to
“make things happen” as inportant strategic initiatives
are identified. It also neans that we will allocate a
portion of our surplus cash investnent portfolio to

i nvestnments with nmediumterm horizons in order to

i ncrease the overall return on our cash. Exanples of
this type of investing include the investnent we nade
in Target Media Partners in connection with the
Recycl er purchase, and the Latin Conmuni cati ons G oup
opportunity we discussed at the |ast neeting, as well
as increases in “new nedia” venture capita

investnments. W will also allocate a portion of the
funds for tax-advantaged investnents to enhance yield
and for “pre-funding” our charitable commtnents with
contributions to our tax-exenpt affiliates.

* * * * * * *

Short Term Portfolio Strateqgy

The foll owm ng shows the gross anmount of disposition
proceeds the conpany will be receiving:



($ M1lions)

Conpany Sol d Entity Receiving Funds Amunt (& 0SSs)
Shepar ds Cor por at e $275
Bender Li berty Bell I L.L.C 1, 375
Moshby Li berty Bell Il L.L.C 415

Tot al : $2, 065

| medi ately we will utilize the funds to pay necessary
transacti on expenses, pay down short-term corporate
debt, and then invest the remaining funds under our
short-terminvestnment policy * * *. This policy
ensures preservation of capital and mai ntenance of
liquidity through prudent standards for credit quality,
instrunment type and overall portfolio limtations. At
the sane tine, it provides for sufficient flexibility
to allow us to search for yield advantages where

possi ble. The follow ng table shows the net investible
[sic] funds that should be available to deploy in
short-terminstrunents:

($ MI1lions)
Esti mat ed Cash
Transaction Short-Term
Fees and Debt
Funds Location G oss Funds Expenses Reducti on Net Funds
Cor por at e $275 -- ($275) $0
Li berty Bell | 1, 375 (64) -- 1, 311
Li berty Bell 11 415 (22) -- 393

Total: $1,704

W Execution of the LBl Limted Liability Conpany Agreenment

(the managenent aut hority)

On July 28, 1998, representatives of Tines Mrror, Lexis,
and MB Parent executed an agreenent entitled “Limted Liability
Conmpany Agreement of Liberty Bell |, LLC (LBl LLC agreenent).
The ternms of the LBI LLC agreenent included the foll ow ng:

This Limted Liability Conpany Agreenent
(together with the schedul es attached hereto, this
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“Agreenment”) of LIBERTY BELL I, LLC (the “Conpany”), is
entered into by CBM ACQU SI TI ON PARENT CO., a Del aware
corporation, as the sole nenber (the “Initial Menber”),
LEXIS, INC., a Delaware corporation, as the initial
manager of the Conpany (the “Initial Manager”), and THE
TIMES M RROR COWANY, in its corporate capacity and as
t he manager of the Conpany app0|nted pursuant to
Section 9(b) (“T™MC). * *

The Initial Menber, the Initial Manager and
TMC, by execution of this Agreenent, hereby agree as
fol | ows:

1. Nanme: Formation; Tax Treatnment.

The nanme of the limted liability conpany
shall be LIBERTY BELL I, LLC or such other nane as the
Manager may fromtine to tine hereafter designate.

* * * The parties hereto intend that pursuant to
Treasury Regul ations Sections 301.7701-3, the Conpany
be di sregarded as an entity and not be treated as
separate fromthe Initial Mnber. * * *

* * * * * * *

5. Menbers: Menber Rights: Meetings.

* * * * * * *

c. No Menmber shall have any right, power, or
duty, including the right to approve or vote on any
matter (including, wthout limtation, any vote,
approval or consent relating to the nerger of the
Conmpany with or into an “other business entity” (as
defined in the Act), the consolidation of the Conpany
with or into an other business entity, the
donestication of the Conpany to an other business
entity, the conversion of the Conpany to an other
busi ness entity, the transfer of the Conpany to any
other jurisdiction or, to the fullest extent permtted
by Iaw, the dissolution of the Conpany), except as
expressly required by this Agreenent, the Act or other
applicable | aw.

* * * * * * *



7. Pur poses.

The purpose of the Conpany is to invest in
such property or securities and to conduct such
busi nesses and other |legal activities as the Manager
determines is in the best interests of the Conpany.

* * * * * * *

9. Management .

a. The Manager shall have the sole right to
manage the business of the Conpany and shall have al
powers and rights necessary, appropriate or advisable
to effectuate and carry out the purposes and busi ness
of the Conpany, and no Menber or other person other
t han the Manager shall have any authority to act for or
bi nd the Conpany or to vote on or approve any of the
actions to be taken by the Conpany (unless otherw se
expressly required by the Act or other applicable |aw).
Not wi t hst andi ng the foregoing, the Initial Manager
shall not take any action in respect of or on behalf of
t he Conpany, other than the opening of one or nore bank
accounts in the nanme of the Conpany, the appointnent of
an agent for service of process for the Conpany and the
performance of other mnisterial duties in connection
with the organization and formation of the Conpany.
Accordingly, as of the Effective Tine of the Mrger,

t he Conpany shall have no liabilities or obligations
ot her than pursuant to this Agreenent.

b. The Manager shall serve until an Event of
Wt hdrawal has occurred [the resignation or dissolution
of the Manager]. The renoval of the Manager shall be
only at the request and direction of the Manager and
under no other circunstances, including, wthout
[imtation, for cause. Upon any such Event of
Wt hdrawal , a new Manager shall be selected by the old
Manager prior to such resignation or dissolution,
provided that if the Manager does not nake such
sel ection, Menbers holding a Majority in Interest shal
be entitled to select a new Manager. Notw thstandi ng
anyt hi ng contai ned herein, imrediately after the
Effective Tinme of the Merger and wi thout any action on
the part of TMC, the Initial Manager or any Menber, the
Initial Manager (or any other Manager, if applicable)
shal |l be automatically renpoved as Manager and TMC shal
becone t he Manager hereunder.
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c. The Manager may appoint the Oficers of
t he Conpany, who need not be Menbers, to such ternms and
to performsuch functions as the Manager shal
determne in its sole discretion as set forth in
Section 10. The Manager nmy appoint, enploy or
ot herwi se contract with such other persons or entities
for the transaction of the business of the Conpany or
t he performance of services for or on behalf of the
Conpany as it shall determine in its sole discretion
The Manager may del egate to any such Oficer, person or
entity such authority to act on behalf of the Conpany
as the Manager may fromtinme to tine deem appropriate
inits sole discretion

* * * * * * *

e. Wthout |limting the generality of the
foregoing, to the fullest extent permtted by | aw,
i ncludi ng Section 18-1101(c) of the Act, and w thout
creating any duties or obligations of the Manager by
inplication or otherwise, it is expressly acknow edged
and agreed that to the extent the Manager owes any
fiduciary duties or simlar obligations to the Initial
Menber under any principles of law or equity or
ot herwi se, such duties and obligations shall be owed
solely to the holders of the Initial Menber’s common
equity and not to the holders of any other class of the
Initial Menber’s equity.

* * * * * * *

10. Oficers.

a. Oficers. The Oficers of the Conpany
shal | be chosen by the Manager and shall consist of at
| east a President, a Secretary and a Treasurer. * * *
The Manager may appoi nt such other Oficers and agents
as it shall deem necessary or advisable who shall hold
their offices for such terns and shall exercise such
powers and perform such duties as shall be determ ned
fromtinme to tine by the Manager. The salaries of al
O ficers and agents of the Conpany shall be fixed by or
in the manner prescribed by the Manager. * * * Any
O ficer elected or appointed by the Manager may be
removed at any time, with or without cause, by the
Manager. Any vacancy occurring in any office of the
Conmpany shall be filled by the Manager.



* * * * * * *

11. Books and Records.

a. The Manager shall keep or cause to be
kept conplete and accurate books of account and records
wth respect to the Conpany’s business. The Conpany’s
books of account shall be kept using the nethod of
accounting determ ned by the Manager. The Conpany’s
i ndependent auditor shall be an i ndependent public
accounting firmselected by the Manager. The Manager
shal | give each Menber reasonabl e access during normal
busi ness hours to the books and records of the Conpany.

* * * * * * *

12. Capital Contributions.

The Initial Menber was deened admtted as the
sol e Menber of the Conpany upon the execution and
delivery of this Agreenent. After the Effective Tine
of the Merger and immedi ately after TMC shall have been
appoi nted Manager pursuant to Section 9(b), the Initial
Menmber will contribute the amount of cash to the
Conmpany listed on Schedule B attached hereto [$1. 375
billion].

* * * * * * *

15. Di stributions.

Di stributions of cash or other assets of the
Conpany shall be made at such tinmes and in such anounts
as the Manager may determne in its sole discretion
provi ded, however, that notw t hstandi ng the foregoing,
the Initial Menmber shall be entitled to receive, and
t he Conpany and the Manager shall make, distributions
of cash (or other assets of the Conpany acceptable to
the Menber) to the Initial Menber in the anounts and at
the times sufficient to enable the Initial Menber
(a) to pay all of its liabilities, obligations and
expenses as and when they cone due and (b) to nmake any
paynments on, or distributions in respect of, the issued
and out standi ng shares of the Voting Preferred Stock of
the Initial Menber in accordance with the terns
thereof. * * *
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16. Return of Capital

The Manager shall not have any liability for
the return of each Menber’s capital contribution, which
return shall be payable solely fromthe assets of the
Conpany at the absolute discretion of the Manager,
subject to the requirenents of the Act and Section 15
her eof .

18. Excul pati on and | ndemmi fi cati on.

a. No Menmber, Manager, Oficer, enployee or
agent of the Conpany and no enpl oyee, representative,
agent, shareholder or Affiliate of the Menber or the
Manager (collectively, the “Covered Persons”) shall be
liable to the Conpany or any other Person who has an
interest in or claimagainst the Conpany for any |oss,
damage or claimincurred by reason of any act or
om ssion perfornmed or omtted by such Covered Person in
good faith on behalf of the Conpany and in a manner
reasonably believed to be wwthin the scope of the
authority conferred on such Covered Person by this
Agreenent, except that a Covered Person shall be liable
for any such | oss, damage or claimincurred by reason
of such Covered Person’s gross negligence or willful
m sconduct. Notw t hstanding anything herein to the
contrary, “Covered Person” shall include any person
that was a Menber, Manager, O ficer, enployee or agent
of the Conpany or an enpl oyee, representative, agent,
sharehol der or Affiliate of the Menber or the Manager
at the time the act or om ssion described in this
Section 18(a) was perfornmed or omtted even if such
person is no |onger a Menber, Manager, Oficer
enpl oyee or agent of the Conpany or an enpl oyee,
representative, agent, shareholder or Affiliate of a
Menber or the Manager at the tine the |oss, danmage or
claimis incurred as a result of such act or om ssion.

* * * * * * *

e. To the extent that, at law or in equity,
a Covered Person has duties (including fiduciary
duties) and liabilities relating thereto to the Conpany
or to any other Covered Person, a Covered Person acting
under this Agreenent shall not be liable to the Conpany
or to any other Covered Person for its good faith
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reliance on the provisions of this Agreenent or any
approval or authorization granted by the Conpany or any
ot her Covered Person. The provisions of this
Agreenent, to the extent that they restrict the duties
and liabilities of a Covered Person otherw se existing
at law or in equity, are agreed by the Menber and the
Manager to replace such other duties and liabilities of
such Covered Person

f. The foregoing provisions of this
Section 18 shall survive any termnation of this
Agr eenent .

19. Resi gnati on.

No Menber shall have the right to resign from
t he Conpany except with the consent of the Manager and
upon such terms and conditions as may be specifically
agreed upon between the Manager and the resigning
Menber .

21. Di ssol uti on.

Subj ect to the provisions of Section 22 of
this Agreenent, the Conpany shall be dissolved and its
affairs wound up upon the first to occur of the
fol | ow ng:

a. The determ nation of the Manager to
di ssol ve t he Conpany;

b. The occurrence of an Event of W thdrawal ;

c. The occurrence of any event which
term nates the nenbership of the |ast remai ni ng Menber
of the Company unl ess the business of the Conmpany is
continued in a manner permtted by the Act including,
wi thout Iimtation, the appointnent by the Manager of a
menber of this Conpany within ninety (90) days after
t he occurrence of such an event; or

d. The entry of a decree of judicial
di ssol ution under Section 18-802 of the Act.

* * * * * * *
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23. Assignnents of Percentage |nterest.

No Menber may, directly or indirectly, sell,
assign, pledge or otherwi se transfer or encunber any
portion of such Menber’'s Percentage Interest (a
“Transfer”) to any other person w thout the prior
written consent of the Manager, which may be given or
withheld in its sole discretion and which consent may
be subject to such terns and conditions as the Manager
may determne. Any purported Transfer in violation of
Section 23 shall be null and void and shall not be
recogni zed by the Conpany.

24. VWi ver of Partition; Nature of Interest.

Except as otherw se expressly provided in
this Agreenent, to the fullest extent permtted by |aw,
each Menber hereby irrevocably wai ves any right or
power that such Menber m ght have to cause the Conpany
or any of its assets to be partitioned, to cause the
appoi ntment of a receiver for all or any portion of the
assets of the Conpany, to conpel any sale of all or any
portion of the assets of the Conpany pursuant to any
applicable law or to file a conplaint or to institute
any proceeding at law or in equity to cause the
di ssolution, liquidation, winding up or term nation of
t he Conpany. No Menber shall have any interest in any
specific assets of the Conpany. The interest of each
Menber in the Conpany is personal property.

* * * * * * *

29. Anendnents.

Thi s Agreenent may be anended by the Manager
at any time in its sole discretion, provided that
(a) any amendnent to Section 9(d), Section 11, the
first sentence of Section 13, Section 14, the proviso
to the first sentence of Section 15, Section 17,
Section 18, Section 20, Section 24, this Section 29 or
Section 34 hereof shall not be effective w thout the
Initial Menmber’s prior witten consent, which consent
shal | not be unreasonably w thheld and (b) any
amendnent which materially and adversely affects the
rights of any Menber shall not be effective w thout
such Menmber’s consent, such consent not to be
unreasonably w thhel d; provided further that, in
addition to any consent or approval otherw se required
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under this Section 29 or applicable | aw, any anendnment
which materially and adversely affects the rights of
all the Menbers in the sane or simlar manner shal
only be effective if such anmendnent has been approved
by Menbers holding a Majority in Interest, such
approval not to be unreasonably w thheld; and provi ded
further that any anmendnent to Section 9 nust be
approved by TMC in its sole discretion.

* * * * * * *

33. Enforceability by TMC

Not wi t hst andi ng any ot her provision of this
Agreenent, the Menber agrees that this Agreenent
constitutes a legal, valid and bindi ng agreenent of the
Menber, and is enforceabl e agai nst the Menber by TMC
(both in its corporate capacity, prior to the Effective
Time of the Merger, and in its capacity, as of
i mredi ately after the Effective Tinme of the Merger, as
t he Manager of the Conpany), in accordance with its
terms. In addition, TMC (both in its corporate
capacity, prior to the Effective Tine of the Merger,
and in its capacity, as of immediately after the
Effective Tinme of the Merger, as the Manager of the
Conpany) is an intended beneficiary of this Agreenent.

X. Executi on of MB Parent Stockhol ders Agreenent and the
Mer ger Sub_Shar ehol der s Agr eenent

On July 28, 1998, representatives of Tinmes Mrror, TND,
REUS, REBV, and MB Parent executed an agreenent entitled
“CBM Acqui sition Parent Co. Stockhol ders Agreenent” (MB Parent
st ockhol ders agreenent). Under the terns of the MB Parent
st ockhol ders agreenent, Tines Mrror, TMD, REUS, REBV, and MB
Parent agreed, in pertinent part, to the foll ow ng:

Section 1. Call Option wth Respect to Voting
Preferred Stock.

(a) Gant of Call Option. Acquirors [REUS and
REBV] hereby grant to TMD an option, exercisable by TMD
no earlier than fifteen (15) days after the occurrence
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of any Call Event (as defined below), to purchase, in
t he manner provided in Section 1(d), all, but not |ess
than all, of the outstanding shares of [MB Parent]
Voting Preferred Stock, at a purchase price per share
equal to 100% of the Stated Val ue thereof on the date
of purchase, payable in cash

(b) Definition of Call Event. A “Call Event”
shall nmean (i) June 30, 2018, (ii) any voluntary
transfer or other disposition by the Conpany
[ MB Parent] of all or any portion of the shares of
Merger Sub Participating Preferred Stock or (iii) any
voluntary transfer or other disposition by the Conpany
of all or any portion of the shares of MergerSub Voting
Preferred Stock.

(c) Call Option Subject to the Conpany’s Ri ght of
Redenption. Notw thstanding the foregoing, the right
of TMD to exercise the option granted pursuant to
Section 1(a) shall be subject to the Conpany’s right to
redeemthe Voting Preferred Stock pursuant to
Section 3(g)(i) of Article V of the Restated
Certificate of Incorporation of the Conpany upon the
occurrence of a Redenption Event (as defined therein)
and to the Conpany’s obligation to redeemthe Voting
Preferred Stock of a holder of Voting Preferred Stock
at the option of such hol der pursuant to
Section 3(g)(ii) of Article V of the Restated
Certificate of Incorporation of the Conpany upon the
occurrence of an event specified therein.

* * * * * * *

Section 2. Put Option with Respect to Voting
Preferred Stock.

(a) Gant of Put Option. TMD hereby grants to
each Acquiror an option, exercisable after (i) June 30,
2018 or (ii) upon the occurrence of any failure of
Li berty Bell I, LLC (or a successor thereof) or its
manager to make distributions contenpl ated by
Section 15 of the Limted Liability Conpany Agreenent
of Liberty Bell I, LLC, dated as of July 28, 1998
* * * to require TVMD to purchase, in the manner
provided in Section 2(b), the shares of the [MB Parent]
Voting Preferred Stock held by each Acquiror, at a
purchase price per share equal to 100% of the Stated
Val ue thereof on the date of purchase, payable in cash.
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Section 3. Restrictions on Transfer.

(a) General. No holder of shares of [MB Parent]
Voting Preferred Stock shall, directly or indirectly,
transfer or otherw se di spose of any shares of
[ MB Parent] Voting Preferred Stock owned by such hol der
or any interest therein prior to June 30, 2000. * * *

Also on July 28, 1998, representatives of REUS, REBY,
MB Parent, and Merger Sub executed an agreenent entitled
“CBM Mer ger Sub Corp. Sharehol ders Agreenent” (Merger Sub
shar ehol ders agreenent). Under the terns of the Merger Sub
shar ehol ders agreenent, REUS, REBV, MB Parent, and Merger Sub
agreed, in pertinent part, to the foll ow ng:

Section 1. Call Option wth Respect to Voting
Preferred Stock.

(a) Gant of Call Option. MB Parent hereby grants
to Acquirors [REUS and REBV] an option, exercisable by
Acquirors on or after July 15, 2018, to purchase, in
t he manner provided in Section 1(c), all, but not |ess
than all, of the outstanding shares of [Merger Sub]
Voting Preferred Stock, at a purchase price per share
equal to 100% of the Stated Value thereof on the date
of purchase.

(b) Call Option Subject to the Conpany’ s Ri ght of
Redenption. Notw thstanding the foregoing, the right
of Acquirors to exercise the option granted pursuant to
Section 1(a) shall be subject to the Conpany’s
[ Merger Sub’ s] right or obligation, as the case may be,
to redeemthe Voting Preferred Stock pursuant to
Section 4(g)(i) of Article V of the Restated
Certificate of Incorporation of the Conpany upon the
occurrence of an event specified therein and the
Conpany’s obligation to redeemthe Voting Preferred
Stock of a holder of Voting Preferred Stock at the
option of such holder pursuant to Section 4(g)(ii) of
Article V of the Restated Certificate of I|ncorporation
of the Conpany upon the occurrence of an event
speci fied therein.



* * * * * * *

Section 2. Put Option with Respect to Voting
Preferred Stock.

(a) Gant of Put Option. Acquiror[s] hereby
grants [sic] to MB Parent an option, exercisable after
June 30, 2018, to require Acquirors to purchase, in the
manner provided in Section 2(b), all, but not |ess than
all, of the outstanding shares of the [ Merger Sub]
Voting Preferred Stock, at a purchase price per share
equal to 100% of the Stated Val ue thereof on the date
of purchase.

* * * * * * *

Section 3. Call Option wth Respect to
Participating Preferred Stock.

(a) Gant of Call Option. MB Parent hereby grants
to Acquirors an option, exercisable by Acquirors on or
after July 15, 2018, to purchase, in the manner
provided in Section 3(c), all, but not less than all,
of the outstanding shares of [MergerSub] Participating
Preferred Stock, at a purchase price per share equal to
the dollar anmount derived fromthe EBI TDA Formul a (as
defined in Section 3(g)(i)(B) of Article V of the
Restated Certificate of Incorporation of the Conpany).

(b) Call Option Subject to the Conpany’s Ri ght of
Redenpti on. Notw thstanding the foregoing, the right
of Acquirors to exercise the option granted pursuant to
Section 3(a) shall be subject to the Conpany’s right to
redeemthe Participating Preferred Stock pursuant to
Section 3(g)(i) of Article V of the Restated
Certificate of Incorporation of the Conpany upon the
occurrence of an event specified therein and the
Conpany’s obligation to redeemthe Participating
Preferred Stock pursuant to Section 3(g)(ii) of
Article V of the Restated Certificate of I|ncorporation
of the Conpany upon the occurrence of an event
specified therein.

* * * * * * *

Section 4. Put Option with Respect to
Participating Preferred Stock.
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(a) Gant of Put Option. Acquirors hereby grant
to MB Parent an option, exercisable after June 30,
2018, to require Acquirors to purchase, in the manner
provided in Section 2(b), all, but not less than all,
of the outstanding shares of the [MergerSub]
Participating Preferred Stock, at a purchase price per
share equal to the dollar anmount derived fromthe
EBI TDA For nul a.

* * * * * * *

Section 5. Certain Additional Call Options.

(a) Gant of Call Option. MB Parent hereby grants
to Acquirors an option, exercisable by Acquirors upon
the occurrence of a Call Event (as defined * * * bel ow)
to purchase in the manner provided in Section 5(c),
all, but not less than all, of either or both of
(1) the shares of [ MergerSub] Voting Preferred Stock,
at a purchase price per share equal to 100% of the
Stated Val ue thereof on the date of purchase and
(1i) the shares of [MergerSub] Participating Preferred
St ock, at a purchase price per share equal to the
dol I ar anount derived fromthe EBI TDA Fornul a.

(b) Definition of Call Event. For purposes of
Section 5, a “Call Event” shall nean (i) that the Net
Wrth of Liberty Bell I, LLCis less than $275 mllion,
(1i) the insolvency, liquidation, bankruptcy, or any
simlar event, of MB Parent, (iii) any threatened or
actual involuntary transfer or disposition by MB Parent
of any shares of Participating Preferred Stock, (iv)
any threatened or actual involuntary transfer or
di sposition by MB Parent of any shares of Voting
Preferred Stock or (v) any failure of Liberty Bell I
LLC (or a successor thereof) or its nanager to nmake
di stributions contenplated by Section 15 of the Limted
Liability Conpany Agreenent of Liberty Bell I, LLC
dated as of July 28, 1998 * * *

* * * * * * *

Section 6. Drag-Al ong Rights.

(a) The Drag-Along Right. After June 30, 2003, if
Acquirors (together with any of their successors,
transferees and assigns, the “Selling Sharehol ders”)
propose to sell all of the shares of [MergerSub] Conmon
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Stock to a single person or to any group of rel ated
persons (the “Prospective Purchaser”), then such
Sel i ng Sharehol ders shall have the right (the “Drag-
Along Right”) to conpel MB Parent (together with its
successors, transferees and assigns, the “Drag-Al ong
Sharehol ders”) to sell all of the shares of [ Merger Sub]
Participating Preferred Stock and [ Merger Sub] Voting
Preferred Stock owned by themto the Prospective
Purchaser at, in the case of Voting Preferred Stock, a
price per share equal to 100% of the Stated Val ue of
the Voting Preferred Stock on the date of purchase and,
in the case of the Participating Preferred Stock, a
price per share equal to the dollar anount derived from
t he EBI TDA Formul a, and otherw se on the sane terns and
subject to the sanme conditions, as the Selling

Sharehol ders are able to obtain with respect to the
Common Stock. * * *

* * * * * * *

Section 7. Restrictions on Transfer.

(a) General. Except as otherw se permtted or
requi red hereby, no holder of shares of Voting
Preferred Stock shall, directly or indirectly, transfer

or otherw se di spose of any shares of Voting Preferred
Stock owned by such hol der or any interest therein
prior to June 30, 2003. Except as otherw se permtted
or required hereby, no hol der of shares of
Participating Preferred Stock shall, directly or
indirectly, transfer or otherw se dispose of any shares
of Participating Preferred Stock owned by such hol der,
or any interest therein prior to June 30, 2003. * * *

Y. Filing of the Restated Certificates of |ncorporation
for MB Parent and Mer ger Sub

On July 29, 1998, a restated certificate of incorporation
for MB Parent was filed with the Secretary of State of the State
of Delaware. The restated certificate of incorporation for MB
Parent established five directors, of whomthree would constitute

a quorum and included the follow ng provisions:
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ARTI CLE V
AUTHORI ZED CAPI TAL STOCK
Section 1. Authorized Shares.

The total nunber of shares of all classes of
capital stock which the corporation shall have the
authority to issue is Five Thousand (5, 000) shares, of
whi ch (1) One Thousand (1, 000) shares, having a par
val ue of $.01 per share, shall be Common Stock (“Common
Stock”) and (ii) Four Thousand (4, 000) shares, having a
par val ue of $.01 per share, shall be Voting Preferred
Stock (“Voting Preferred Stock”).

Section 2. Commobn Stock.

* * * * * * *

(b) Voting Rights.

(1) Voting Power. Except as otherw se
provided in Section (3)(i)(ii) of this Article V, the
hol ders of shares of Common Stock shall be entitled to
vote on all matters presented to the stockhol ders of
the corporation. Except as otherw se provided herein
or required by law, the holders of Conmmon Stock shal
vote together wth the holders of shares of Voting
Preferred Stock. Each share of Common Stock shall be
entitled to one (1) vote per share.

(11) Voting Rights wwth Respect to Election
or Renoval of Directors. The holders of shares of
Common Stock shall be entitled, voting as a separate
class, to elect one (1) director of the corporation
(the “Common Stock Director”). The Conmon St ock
Director shall be renoved only by a vote of the hol ders
of a mpjority of the shares of Common Stock, voting as
a separate cl ass.

Section 3. Voting Preferred Stock.

* * * * * * *

(b) lssuance and Stated Value. The shares of
Voting Preferred Stock shall be issued by the
corporation for their Stated Value (as defined bel ow),
in such ampbunts, at such tinmes and to such persons as




- 57 -

shal | be specified by the corporation’s Board of
Directors, fromtine to tinme. For the purposes hereof,
the “Stated Val ue” of each share of Voting Preferred
Stock (regardless of its par value) shall be $17,187.50
per share plus the Unpaid D vidend Anobunt (as defined
bel ow), which Stated Value shall be proportionately

i ncreased or decreased for any subdi vision,

conbi nation, reclassification or stock split,
respectively, of the outstanding shares of Voting
Preferred Stock. For the purposes hereof, the “Unpaid
Di vidend Amount” with respect to each share of the
Voting Preferred Stock shall be equal to the aggregate
of all Quarterly Dividends (as defined below) that the
hol der of such share shall have theretofore becone
entitled to receive for such share but that shall not
have been decl ared and paid by the Board of Directors
of the corporation.

(c) Rank. The Voting Preferred Stock shall, with
respect to dividend rights and rights on |iquidation,
wi ndi ng up and dissolution, rank (i) senior to the
Common Stock and all other classes or series of stock
of the corporation now or hereafter authorized, issued
or outstanding that by their terns expressly provide
that they are junior to the Voting Preferred Stock or
whi ch do not specify their rank with respect to the
Voting Preferred Stock (collectively with the Common
Stock, “Junior Securities”) and (ii) on a parity with
all classes or series of stock of the corporation now
or hereafter authorized, issued or outstanding that by
their terns expressly provide that they will rank on
parity with the Voting Preferred Stock as to dividend
distributions and distributions upon |iquidation,
wi ndi ng up and di ssol ution of the corporation
(collectively, “Parity Securities”).

(d) Dividends.

(1) Amount of Dividends. On the |ast
busi ness day of each March, June, Septenber and
Decenber in each cal endar year (the “Di vidend Accrua
Date”), each holder of record as of the close of
busi ness on the D vidend Accrual Date of shares of the
Voting Preferred Stock as their names appear in the
stock register of the corporation on such date shal
becone entitled to receive (when, as and if declared by
the Board of Directors of the corporation) a dividend
(the “Quarterly Dividend”) equal to one and three
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hundred seventy-five thousands percent (1.375% of the
Stated Val ue of such share (pro-rated for any portion
of the full calendar quarter that such share shall have
been i ssued and out st andi ng).

* * * * * * *

(e) Restrictions on Junior Paynents. So |ong as
any shares of Voting Preferred Stock are outstanding,
the corporation shall not (i) declare, pay or set apart
for paynent any dividend on, or nake any distribution
in respect of, Junior Securities or any warrants,
rights, calls or options exercisable or convertible
into any Junior Securities, either directly or
indirectly, whether in cash, obligations or shares of
the corporation or other property * * * (ii) make any
paynment on account of, or set apart for paynent noney
for a sinking or other simlar fund for, the purchase,
redenption, retirenent or other acquisition for val ue
of any of, or redeem purchase, retire or otherw se
acquire for value any of, the Junior Securities * * *
or any warrants, rights, calls or options exercisable
for or convertible into any of the Junior Securities,
or (iii) permt any corporation or other entity
directly or indirectly controlled by the corporation to
purchase, redeem retire, or otherw se acquire for
val ue any of the Junior Securities or any warrants,
rights, calls or options exercisable for or convertible
into any Junior Securities.

(f) Liquidation Preference.

(i) Liquidation Preference. 1In the event of
any voluntary or involuntary |iquidation, dissolution
or winding up of the affairs of the corporation, the
hol ders of shares of Voting Preferred Stock then
out standing shall be entitled to be paid out of the
assets of the corporation available for distribution to
its stockhol ders, whether such assets are capital or
surplus and whether or not any Quarterly Dividends are
decl ared, an anount equal to the Stated Value for each
share outstanding on the date fixed for |iquidation,

di ssolution or winding up (the “Liquidation
Preference”), before any paynent shall be nade or any
assets distributed to the holders of Junior Securities.

* * %




(g) Redenption

(1) Redenption by the Corporation.

(A) The corporation may, at its option upon
or after the occurrence of any Redenption Event (as
defined below), redeem out of funds legally avail able
therefor, in the manner provided in Section 3(g)(ii)(A)
of this Article V, all, but not less than all, of the
shares of Voting Preferred Stock, at a redenption price
equal to 100% of the Stated Val ue thereof on the date
of redenption payable in cash.

(B) For purposes of this Section 3(g)(i), a
“Redenption Event” shall nean (x) June 30, 2018, (y)
any transfer or other disposition by the corporation of
shares of Participating Preferred Stock, par value $.01
per share, of CBM MergerSub Corp., a New York
corporation (hereinafter “CBM MergerSub Corp.”)

[ Merger Sub], or the conparable securities of any
successor corporation to CBM Merger Sub Corp. (the
“MergerSub Participating Preferred Stock”) or (z) any
transfer or other disposition by the corporation of
shares of Voting Preferred Stock, par value $.01 per
share, of CBM Merger Sub Corp. or the conparable
securities of any successor corporation to

CBM Mer ger Sub Corp. (the “MergerSub Voting Preferred
St ock™).

(i1) Redenption at Option of Hol ders.
(i) After June 30, 2018 or (ii) upon the occurrence of
any failure of Liberty Bell I, LLC (or a successor
thereof) or its manager to make distributions
contenpl ated by Section 15 of the Limted Liability
Conpany Agreenent of Liberty Bell I, LLC dated as of
July 28, 1998 * * * any hol der of shares of Voting
Preferred Stock shall be entitled at its option, to
require the corporation to redeem out of funds legally
avail abl e therefor, in the manner provided in
Section 3(g)(iiti)(B) of this Article V, all of the
shares of the Voting Preferred Stock held by such
hol der, at a redenption price per share equal to 100%
of the Stated Val ue thereof on the date of redenption
payabl e in cash

* * * * * * *



(1) Voting Rights.

(1) Voting Power. Except as otherw se
provided in Section 2(b)(ii) of this Article V or as
required by law, the holders of Voting Preferred Stock
shall be entitled to vote on all matters presented to
t he stockhol ders of the corporation. Except as
ot herwi se provided herein or required by |law, the
hol ders of Voting Preferred Stock shall vote together
with the hol ders of shares of Common Stock. Each share
of Voting Preferred Stock shall be entitled to one (1)
vote per share.

(11) Voting Rights wwth Respect to Election
of Directors. The holders of shares of Voting
Preferred Stock shall be entitled, voting as a separate
class, to elect four (4) directors of the corporation
(the “Preferred Stock Directors”). A Preferred Stock
Director shall be renoved only by the vote of the
hol ders of a majority of the shares of Voting Preferred
St ock, voting as a separate cl ass.

* * * * * * *

(j) Transfer Restrictions.

(1) General. No holder of shares of Voting
Preferred Stock shall, directly or indirectly, transfer
or otherw se di spose of any shares of Voting Preferred
Stock owned by such hol der, or any interest therein
prior to June 30, 2000. * * *

* * * * * * *

ARTI CLE VI
POWNERS OF THE BOARD OF DI RECTORS

Except as otherw se provided by | aw, the Board of
Directors is expressly authorized and enpowered by
majority vote to determne all matters relating to the
busi ness and managenent of the corporation; provided,
however, the follow ng actions shall be taken by the
corporation only upon the unani nous vote of the Board
of Directors including, in each case, the Common Stock
Director: (a) the incurrence of indebtedness or any
other simlar obligation, including in the formof any
guaranty of the indebtedness of another person; (b) the
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sale, transfer or other disposition, pledge,
encunbering or assignnent by the corporation of all or
any portion of its limted liability conpany interest
in Liberty Bell I, LLC (c) the amendnent of this
Restated Certificate of Incorporation; (d) the issuance
by the corporation of any shares of capital stock, or
any other securities or options or warrants to purchase
any shares of capital stock or other securities;

(e) the declaration of any dividends with respect to
the Comon Stock; (f) the sale or redenption of the
shares of MergerSub Participating Preferred Stock held
by the corporation prior to June 30, 2003 other than in
accordance wth the terns thereof or of the

CBM Mer ger Sub Cor p. Sharehol ders Agreenent anong

CBM Mer ger Sub Corp., Reed Elsevier U S. Hol dings Inc.
Reed El sevier Overseas BV and the corporation dated as
of July 28, 1998 * * * (the “Merger Sub Sharehol ders
Agreenment”); (g) the sale or redenption of the shares
of MergerSub Voting Preferred Stock held by the
corporation prior to June 30, 2003 other than in
accordance with the terns of the Sharehol der Agreenent;
(h) the approval by the Board of Directors of any
action taken by the corporation with respect to any
sharehol der resolution relating to a change in the
Restated Certificate of Incorporation of CBM Merger Sub
Corp. or any successor entity, or a nodification of the
terms of the MergerSub Participating Preferred Stock or
the MergerSub Voting Preferred Stock, except for an
increase in the authorized shares of Common Stock of
CBM Mer ger Sub Corp., (i) the approval by the Board of
Directors of any action taken by the corporation with
respect to any sharehol der resolution relating to the
i qui dation or dissolution of CBM Merger Sub Corp. or
any successor corporation, the nmerger into or
consolidation with another entity of CBM Merger Sub
Corp. or any successor corporation unless the
certificate of incorporation of the surviving
corporation in such nmerger or consolidation is the
Restated Certificate of Incorporation of Mtthew Bender
& Conpany, |ncorporated, imed ately after giving
effect to the nerger of CBM MergerSub Corp. wth and
into Matthew Bender & Conpany, |ncorporated, w thout
any anmendnment or restatenent; (j) the anmendnent of the
St ockhol ders Agreenment or (k) the anmendnent of the

Mer ger Sub Shar ehol ders Agreenent.
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(On August 6, 1998, a certificate of correction was filed with
the secretary of state of the State of Del aware with respect to
MB Parent’s restated certificate of incorporation. The m nor
corrections that were made to MB Parent’s restated certificate of
incorporation as a result of this filing are reflected in the
precedi ng excerpt.)
Also on July 29, 1998, a restated certificate of
i ncorporation for MergerSub was filed with the Departnment of
State of the State of New York. The restated certificate of
i ncorporation for MergerSub established five directors, of whom
three woul d constitute a quorum and included the follow ng
provi si ons:
ARTI CLE V
AUTHORI ZED CAPI TAL STOCK
Section 1. Authorized Shares.

The total nunber of shares of all classes of
capital stock which the corporation shall have
authority to issue is Twenty-Three Thousand N ne
Hundred Seventy (23,970) shares, of which (i) Twenty
Thousand (20, 000) shares, having a par val ue of
$.01 per share, shall be Common Stock (“Common Stock”)
having the rights, preferences and privileges set forth
in Section 2 of this Article V, (ii) Ten (10) shares,
havi ng a par value of $.01 per share, shall be
Nonvoting Participating Preferred Stock (“Participating
Preferred Stock”) having the rights, preferences and
privileges set forth in Section 3 of this Article V and
(ii1) Three Thousand N ne Hundred Sixty (3,960) shares,
havi ng a par value of $.01 per share, shall be Voting
Preferred Stock (“Voting Preferred Stock” and, together
with the Participating Preferred Stock, “Preferred
Stock”) having the rights, preferences and privil eges
set forth in Section 4 of this Article V.
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Section 2. Commbn Stock.

* * * * * * *

(1) Voting Power. Except as otherw se
provided in Sections 4(i)(ii) of this Article V, the
hol ders of shares of Common Stock shall be entitled to
vote on all matters presented to the sharehol ders of
the corporation. Except as otherw se provided herein
or required by law, holders of shares of Comon Stock
shall vote together with holders of shares of Voting
Preferred Stock. Except as otherw se provided in
Section 2(a)(ii), the shares of Common Stock shal
represent, in the aggregate, twenty (20) votes and each
share of Common Stock outstanding on the rel evant
record date shall have a vote equal to twenty (20)

di vided by the nunber of shares of Common Stock
out st andi ng on such record date.

(11) Voting Rights wwth Respect to Election
or Renobval of Directors and Certain G her Matters. The
hol ders of shares of Common Stock shall be entitled,
voting as a separate class, to elect one (1) director
of the corporation (the “Common Stock Director”). The
Common Stock Director shall be renmoved only by the vote
of the holders of a majority of the shares of Comon
Stock, voting as a separate class. 1In voting for the
el ection or renoval of the Common Stock Director or in
any other matter on which the Common Stock shall vote
as a separate class, each share of Conmmon Stock shal
be entitled to one vote per share.

Section 3. Participating Preferred Stock.

(a) lssuance. The shares of Participating
Preferred Stock shall be issued by the corporation for
their par value, w thout stated val ue.

(b) Rank. The Participating Preferred Stock
shall, (i) wth respect to rights with respect to the
Quarterly Preferred D vidends (as defined bel ow) and
rights with respect to the Participating Preferred
Li qui dati on Preference (as defined bel ow) upon
[ iquidation, winding up and dissolution, rank
(x) senior to the Conmmon Stock and all other classes or
series of stock of the corporation now or hereafter
aut hori zed, issued or outstanding that by their terns
expressly provide that they are junior to the
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Participating Preferred Stock as to Quarterly Preferred
Di vidend distributions or as to the Participating
Preferred Liquidation Preference upon |iquidation,

wi ndi ng up or dissolution or which do not specify their
rank with respect to the Participating Preferred Stock
(collectively with the Common Stock, “Participating
Junior Securities”) and (y) on a parity with the Voting
Preferred Stock and all other classes or series of
stock of the corporation now or hereafter authorized,

i ssued or outstanding that by their terns expressly
provide that they will rank on parity with the Voting
Preferred Stock as to the dividend distributions and

di stributions upon |iquidation, w nding up and

di ssolution of the corporation (collectively with the
Voting Preferred Stock, “Preferred Parity Securities”)
and (ii) with respect to the Participating D vidends
(as defined below) and all other rights with respect to
di stributions upon liquidation, w nding up or

di ssolution, on a parity with the Conmon St ock.

(c) Quarterly Preferred D vidends.

(1) Amount of Quarterly Preferred D vidends.
On the | ast business day of each March, June, Septenber
and Decenber in each cal endar year (the “Preferred
Di vi dend Accrual Date”), each hol der of record as of
the cl ose of business on the Preferred D vidend Accrual
Date of shares of the Participating Preferred Stock as
their nanes appear in the stock register of the
corporation on such date shall becone entitled to
receive (when, as and if declared by the Board of
Directors of the corporation) a dividend (the
“Quarterly Preferred D vidend”) equal to one cent
($.01) per share (pro-rated for any portion of a ful
cal endar quarter that such share shall have been issued
and out st andi ng) .

* * * * * * *

(d) Restrictions on Participating Junior Paynents.
So long as any shares of Participating Preferred Stock
are outstandi ng, the corporation shall not (i) declare,
pay or set apart for paynent any dividend on, or nake
any distribution in respect of, Participating Junior
Securities or any warrants, rights, calls or options
exerci sabl e or convertible into any Participating
Junior Securities, either directly or indirectly,
whet her in cash, obligations or shares of the
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corporation or other property * * * (ii) make any
paynment on account of, or set apart for paynent noney
for a sinking or other simlar fund for, the purchase,
redenption, retirenent or other acquisition for val ue
of any of, or redeem purchase, retire or otherw se
acquire for value any of, the Participating Junior
Securities * * * or any warrants, rights, calls or
options exercisable for or convertible into any of the
Participating Junior Securities, or (iii) permt any
corporation or other entity directly or indirectly
controlled by the corporation to purchase, redeem
retire or otherwi se acquire for value any of the
Participating Junior Securities or any warrants,

rights, calls or options exercisable for or convertible
into any Participating Junior Securities, in each case,
at any time when there is an Unpaid Preferred D vidend
Amount. For the purposes hereof, the “Unpaid Preferred
D vidend Amount” with respect to each share of the
Participating Preferred Stock shall be equal to the
aggregate of all Quarterly Preferred D vidends that the
hol der of such share shall have theretofore becone
entitled to receive for such share but that shall not
have been decl ared and paid by the Board of Directors
of the corporation.

(e) Participating D vidends. Each hol der of
record as of the close of business on the record date
set therefor of shares of Participating Preferred Stock
* * * shall becone entitled to receive on a pro rata
basis with the holders of shares of Common Stock any
di vidend (when, as and if declared by the Board of
Directors of the corporation) with respect to the
Common Stock (the “Participating D vidend”).

(f) Participating Preferred Liquidation
Pref erence.

(1) Participating Preferred Liquidation
Preference. In the event of any voluntary or
involuntary |iquidation, dissolution or winding up of
the affairs of the corporation, the hol ders of shares
of Participating Preferred Stock then outstandi ng shal
be entitled to be paid out of the assets of the
corporation available for distributionto its
shar ehol ders, whether such assets are capital or
surplus and whether or not any Quarterly Preferred
Di vi dends are decl ared, an anmount equal to the par
val ue for each share outstanding on the date fixed for
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i quidation, dissolution or winding up (the
“Participating Preferred Liquidation Preference”),
bef ore any paynent shall be nade or any assets
distributed to the holders of Participating Junior
Securities. * * *

(i1) Additional Rights Upon Liquidation. 1In
addition to the Participating Preferred Liquidation
Preference, each hol der of shares of Participating
Preferred Stock will be entitled to participate on a
pro rata basis with holders of shares of the Common
Stock in any distribution of the assets of the
corporation upon |iquidation, w nding up or
di ssol uti on.

* * * * * * *

(g) Redenption

(1) Redenption by the Corporation.

(A After (i) June 30, 2018, (ii) the
i nsol vency, |iquidation, bankruptcy or any simlar
event, of CBM Acquisition Parent Co. (hereinafter
referred to as “MB Parent”), (iii) any threatened or
actual involuntary transfer or disposition by MB Parent
of any shares of Participating Preferred Stock,
(1v) any threatened or actual involuntary transfer or
di sposition by MB Parent of any shares of Voting
Preferred Stock or (v) any failure of Liberty Bell I
LLC (or a successor thereof) or its nanager to make
di stributions contenplated by Section 15 of the Limted
Liability Conpany Agreenent of Liberty Bell I, LLC
dated as of July , 1998 * * * (each of the events
described in clauses (ii) through (v), a “Trigger
Event”), the corporation may, at its option, redeem
out of funds legally available therefor, in the manner
provided in Section 3(g)(iii)(A) of Article V, all, but
not less than all, of the shares of Participating
Preferred Stock, at a redenption price per share,
payabl e in cash, equal to the dollar anmount derived
fromthe EBI TDA Formul a (as defined bel ow).

(B) “EBITDA Formul a” neans (x) (1) 8.5
mul tiplied by Trailing Four Quarter EBITDA | ess
(I'l) Debt less (I1l) the aggregate Stated Val ue of the
Voting Preferred Stock nultiplied by (y).01 divided by
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(z) the nunber of shares of Participating Preferred
Stock then outstanding or, expressed al gebraically

.01 x (8.5 x Trailing Four Quarter EBITDA - Debt - Aggregate Stated Value of the Voting Preferred
St ock)
nunber of shares of Participating Preferred Stock then outstanding

“Trailing Four Quarter EBITDA” nmeans the sum of the
earni ngs before interest, taxes, depreciation and
anortization of the corporation as of the |ast day of
each of the preceding four fiscal quarters of the
corporation ended prior to the date of determ nation
* * *x  “Debt” neans all indebtedness for borrowed
nmoney of the corporation * * *

(i1) Redenption at Option of Holders. After
June 30, 2018, any hol der of shares of Participating
Preferred Stock shall be entitled, at its option, to
require the corporation to redeem out of funds legally
avail abl e therefor, in the manner provided in Section
3(g)(iii)(B) of this Article V, all of the shares of
the Participating Preferred Stock held by it, at a
redenption price per share, payable in cash, equal to
t he dollar anmount derived fromthe EBI TDA Formul a.

* * * * * * *

(1) Voting Rights. Except as specifically set
forth in the NYBCL [the Business Corporation Law of the
State of New York], the holders of shares of
Participating Preferred Stock shall not be entitled to
any voting rights with respect to any matters voted
upon by sharehol ders of the corporation.

(j) Restrictions on Transfer.

(1) No holder of shares of Participating
Preferred Stock shall, directly or indirectly, transfer
or otherw se di spose of any shares of Participating
Preferred Stock owned by such hol der, or any interest
therein prior to June 30, 2003. * * *

* * * * * * *

Section 4. Voting Preferred Stock.

* * * * * * *

(b) Issuance and Stated Value. The shares of
Voting Preferred Stock shall be issued by the
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corporation for their Stated Value (as defined bel ow),
in such amobunts, at such tinmes and to such persons as
shal | be specified by the corporation’s Board of
Directors, fromtine to tinme. For the purposes hereof,
the “Stated Val ue” of each share of Voting Preferred
Stock (regardless of its par value) shall be

$15, 559. 6369 per share plus the Unpaid Dividend Anount
(as defined below), which Stated Val ue shall be
proportionately increased or decreased for any
subdi vi si on, conbination, reclassification, or stock
split, respectively, of the outstanding shares of
Voting Preferred Stock. For the purposes hereof, the
“Unpai d Dividend Amount” with respect to each share of
Voting Preferred Stock shall be equal to the aggregate
of all Quarterly Dividends (as defined below) that the
hol der of such share shall have theretofore becone
entitled to receive for such share but that shall not
have been decl ared and paid by the Board of Directors
of the corporation.

(c) Rank. The Voting Preferred Stock shall, with
respect to dividend rights and rights on |iquidation,
wi ndi ng up and dissolution, rank (i) senior to the
Common Stock, the Participating Preferred Stock with
respect to the Participating D vidend rights of the
Participating Preferred Stock, and all other classes or
series of stock of the corporation now or hereafter
aut hori zed, issued or outstanding that by their terns
expressly provide that they are junior to the Preferred
Stock or which do not specify their rank with respect
to the Voting Preferred Stock (collectively with the
Common St ock, “Junior Securities”) and (ii) on a parity
with the Participating Preferred Stock with respect to
the Preferred Dividend rights of the Participating
Preferred Stock and all other classes or series of
stock of the corporation now or hereafter authorized,

i ssued or outstanding that by their terns expressly
provide that they will rank on parity with the Voting
Preferred Stock as to dividend distributions and

di stributions upon the |iquidation, w nding up and

di ssolution of the corporation (collectively, “Parity
Securities”).

(d) Quarterly Dividends.

(1) Amount of Quarterly Dividends. On the
| ast business day of each Preferred D vidend Accrual
Dat e, each hol der of record as of the cl ose of business
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on the Preferred Dividend Accrual Date of shares of the
Voting Preferred Stock as their names appear in the
stock register of the corporation on such date shal
becone entitled to receive (when, as and if declared by
the Board of Directors of the corporation) a dividend
(the “Quarterly Dividend”) equal to one and one-quarter
percent (1¥249 of the Stated Val ue of such share (pro-
rated for any portion of a full cal endar quarter that
such share shall have been issued and out st andi ng).

* * * * * * *

(e) Restrictions on Junior Paynents. So |ong as
any shares of Voting Preferred Stock are outstanding,
the corporation shall not (i) declare, pay or set apart
for paynent any dividend on, or nmake any distribution
in respect of, Junior Securities or any warrants,
rights, calls or options exercisable or convertible
into any Junior Securities, either directly or
indirectly, whether in cash, obligations or shares of
the corporation or other property * * * (ii) make any
paynment on account of, or set apart for paynent noney
for a sinking or other simlar fund for, the purchase,
redenption, retirenent or other acquisition for val ue
of any of, or redeem purchase, retire or otherw se
acquire for value any of, the Junior Securities * * *
or any warrants, rights, calls or options exercisable
for or convertible into any of the Junior Securities,
or (iii) permt any corporation or other entity
directly or indirectly controlled by the corporation to
purchase, redeem retire or otherw se acquire for val ue
any of the Junior Securities or any warrants, rights,
calls or options exercisable for or convertible into
any Junior Securities at any tinme when there is an
Unpai d Di vidend Amount with respect to the Voting
Preferred Stock. * * *

(f) Liquidation Preference.

(i) Liquidation Preference. 1In the event of
any voluntary or involuntary |iquidation, dissolution
or winding up of the affairs of the corporation, the
hol ders of shares of Voting Preferred Stock then
out standi ng shall be entitled to be paid out of the
assets of the corporation available for distribution to
its sharehol ders, whether such assets are capital or
surplus and whether or not any Quarterly Dividends are
decl ared, an anount equal to the Stated Value for each
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share outstanding on the date fixed for |iquidation,

di ssolution or winding up (the “Liquidation
Preference”), before any paynent shall be nade or any
assets distributed to the holders of Junior Securities.

* * %

* * * * * * *

(g) Redenption

(1) Redenption by the Corporation. After
(A) June 30, 2018, the corporation may, at its option,
in the manner provided in Section 4(g)(iii)(A), and
(B) upon the occurrence of a Trigger Event, the

corporation shall, in the manner provided in Section
4(g)(iii)(B) of this Article V, redeem out of funds
|l egally available therefor, all, but not less than all,

of the shares of Voting Preferred Stock, at a
redenption price per share equal to 100% of the Stated
Val ue thereof on the date of redenption payable in
cash.

(i1) Redenption at Option of Holders. After
June 30, 2018, any hol der of shares of Voting Preferred
Stock shall be entitled, at its option, to require the
corporation to redeem out of funds |legally available
therefor, in the manner provided in Section
4(9)(i1i1)(C of this Article V, the shares of the
Preferred Stock held by it, at a redenption price per
share equal to 100% of the Stated Val ue thereof on the
date of redenption payable in cash

* * * * * * *

(1) Voting Rights.

(1) Voting Power. Except as otherw se
provided in Section 2(a)(ii) of this Article V or as
required by law, the holders of Voting Preferred Stock
shal|l be entitled to vote on all matters presented to
t he sharehol ders of the corporation. Except as
ot herwi se provided herein or required by |law, the
hol ders of shares of Voting Preferred Stock shall vote
together with the holders of shares of Conmmobn Stock
Except as otherw se provided in Section 4(i)(ii) and
4(i)(iii) of this Article V, the shares of Voting
Preferred Stock shall represent, in the aggregate,
eighty (80) votes * * *
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(11) Voting Rights Wth Respect to Election
or Renpbval of Directors and Certain Gther Matters. The
hol ders of Voting Preferred Stock shall be entitled,
voting as a separate class, to elect four (4) directors
of the corporation (the “Preferred Stock Directors”).

A Preferred Stock Director shall be renoved only by the
vote of the holders of a majority of the shares of
Voting Preferred Stock, voting as a separate class. In
voting for the election or renmoval of a Preferred Stock
Director or in any other matter on which the Voting
Preferred Stock shall vote as a separate cl ass, each
share of Voting Preferred Stock shall be entitled to
one vote per share.

* * * * * * *

(Jj) Restrictions on Transfer. No hol der of shares
of Voting Preferred Stock shall, directly or
indirectly, transfer or otherw se dispose of any shares
of Voting Preferred Stock owned by such hol der, or any
interest therein prior to June 30, 2003. * * *

* * * * * * *

ARTI CLE X
RESTRI CTI ONS ON MERGERS, ETC.

The corporation may not be |iquidated, dissolved,
merged into or consolidated wth another entity and no
other entity nmay be nerged into or consolidated with
t he corporation w thout the unani nous approval of al
of the sharehol ders of the corporation entitled to
vot e.

ARTI CLE Xl
CERTAI' N WAl VERS

The hol ders of the Preferred Stock hereby
acknowl edge and agree that their rights against the
corporation, the directors of the corporation and
hol ders of Common Stock are only those explicitly
provided by this Restated Certificate of Incorporation
or in any sharehol ders agreenent executed anong the
sharehol ders of this corporation and to the extent
that, at law or in equity, the corporation, the
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directors of the corporation or holders of Conmon Stock
woul d ot herwi se have any other duties (including
fiduciary duties) or obligations to the hol ders of the
Preferred Stock, either at law or in equity, such
duties and obligations are wai ved.

The Mechanics of the Bender Transaction

The mechani cs of the Bender transaction are set forth bel ow
All of the events described in this section occurred on July 31,
1998, in accordance with detailed instructions prepared by GD&C.

A. Capitalization of Merger Sub and MB Par ent

As the first step in the capitalization of MergerSub
Mer ger Sub borrowed $600 mllion fromthe Luxenbourg branch of
El sevier, S.A, an affiliate of Reed. The Luxenbourg branch of
El sevier, S.A, transferred the $600 mllion to a bank account
that Merger Sub mai ntained at Citi bank (Merger Sub Citibank
account).

In addition to MergerSub’s borrowi ng $600 million fromthe
Luxenmbourg branch of Elsevier, S. A, REUS and REBV contri buted
$616, 562, 500 and $158, 437,500, respectively, to MergerSub. REUS
and REBV transferred their respective contributions to Merger Sub
to the MergerSub Ctibank account.

After making their respective contributions to Merger Sub,
REUS and REBV owned all of the issued and outstandi ng common
stock of MergerSub, all of the voting preferred stock of
Mer ger Sub, and all of the participating preferred stock of

Mer ger Sub
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After the capitalization of MergerSub was conpl eted, REUS
and REBV contributed all of their shares of MergerSub voting
preferred stock and Merger Sub participating preferred stock to
MB Parent in exchange for 100 percent of MB Parent voting
preferred stock. As a class, the MB Parent voting preferred
stock held by REUS and REBV was entitled to 80 percent of the
voting power of MB Parent and had the power to elect four of the
five directors of MB Parent.

In addition to REUS and REBV' s contributions to MB Parent,
Mer ger Sub contributed $1.375 billion to MB Parent. In return,
MB Parent issued 1,000 shares, i.e., all, of its comobn stock to
Mer ger Sub. The 1,000 shares of MB Parent common stock received
by MergerSub were entitled to 20 percent of the voting power of
MB Parent. As a class, the MB Parent comon stock held by
Mer ger Sub had the power to elect one of the five directors of
MB Parent. MergerSub transferred the $1.375 billion fromthe
Merger Sub Giti bank account to a bank account that MB Parent
mai ntai ned at Ctibank (MB Parent Ci tibank account).

After the capitalization transactions described above had
been conpl eted, REUS, REBV, and MB Parent together owned all of
t he i ssued and outstandi ng cormmon stock of MergerSub, all of the
voting preferred stock of MergerSub, and all of the participating
preferred stock of MergerSub. In addition, REUS, REBV, and

Mer ger Sub toget her owned all of the issued and outstandi ng common
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stock of MB Parent and all of the voting preferred stock of MB
Par ent .

B. Merger of Merger Sub and Bender

After the capitalization transactions described above had
been conpl eted, MergerSub nmerged with and i nto Bender under the
rel evant provisions of the New York Business Corporation Law,
wi th Bender continuing as the surviving corporation. At the tine
that the nmerger of MergerSub wth and i nto Bender becane
effective, all outstanding MergerSub stock was converted into
Bender stock, in the sanme nunber of shares, in the sane cl asses,
and with the sanme voting power, rights, and qualifications as the
previously issued MergerSub common stock, Mergersub voting
preferred stock, and MergerSub participating preferred stock.

After the merger of MergerSub with and into Bender, REUS,
REBV, and TMD held the followng interests in MB Parent:

MB Par ent St ock REUS REBV TNVD

Comon st ock
Shares owned -- -- 1, 000
Per cent age of cl ass -- -- 100%
Per cent age of vote -- -- 20%

Voting preferred stock
Shares owned 3, 000 1, 000 --
Per cent age of cl ass 75% 25% --
Per cent age of vote 60% 20% --
In addition, REUS, REBV, and MB Parent held the follow ng

interests in Bender:



Bender St ock REUS REBV MB Par ent

Comon st ock

Shares owned 792 198 --

Per cent age of cl ass 80% 20% --

Per cent age of vote 16% 4% - -
Voting preferred stock

Shares owned -- -- 3, 960

Per cent age of cl ass -- -- 100%

Per cent age of vote -- -- 80%
Participating preferred stock

Shares owned -- -- 10

Per cent age of cl ass -- -- 100%

Per cent age of vote -- -- --

C. Capitalization of LBl (the LLQ

Pursuant to section 9.b. of the LBl LLC agreenent, Tines
Mrror becane the manager of LBl imediately follow ng when the
nmerger of MergerSub with and into Bender becane effective. As of
that time, Lexis informed Mellon Trust and Bank of Anerica that
Times Mrror had replaced Lexis as manager of LBl and that they
were to take instructions directly fromTines Mrror on any
adm ni strative and operational aspects relating to LBI's bank
accounts.

| medi ately following Tines Mrror’s appoi nt ment as nmanager
of LBI, MB Parent contributed $1.375 billion to LBI. M Parent
transferred the $1.375 billion fromthe MB Parent Citibank
account to a bank account that LBl nmaintained at Citibank (LB
Citibank account). The $1.375 billion was then transferred from

the LBI Citibank account to a bank account that LBl maintai ned at
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Bank of Anerica. Tines Mrror maintained its bank accounts at
Bank of Anerica as well.

D. dosing

The Bender transaction closed on July 31, 1998. Tines
Mrror’'s sale of its 50-percent interest in Shepard s al so cl osed
on that date.

Fromthe tine that the Bender transaction closed to the tine
of trial of this case, Bender continued as a going concern in the
| egal publishing business. The parties have agreed that the
merger of MergerSub with and into Bender, with Bender as the
surviving corporation, under the terns of the Bender agreenent
and in accordance with New York Busi ness Corporation Law,
satisfied the continuity of business enterprise requirenment for
qualification as a tax-free reorgani zati on under section 368.
Times Mrror’'s Managenent of LBl and the Devel opnent of Tines

Mrror’'s Investnent Strateqy Follow ng the O osing of the Bender
Tr ansacti on

On July 31, 1998, the law firmof Richards, Layton & Finger
(RL&F) prepared an opinion regarding LBl for Tinmes Mrror
MB Parent, REUS, and REBV. Wth respect to the LBl LLC
agreenent, RL&F was of the opinion that:
2. The LLC Agreenent constitutes a legal, valid
and bi ndi ng agreenent of the Menber [MB Parent] and
Manager [Times Mrror], and is enforceabl e against the
Menmber and the Manager, in accordance with its terns.
3. If properly presented to a Del aware court, a

Del aware court applying Del aware | aw, woul d concl ude
that (i) the renoval of the Manager shall be only at
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the request and direction of the Manager and under no

ot her circunstances, including, wthout Iimtation, for

cause, as provided for in Section 9(b) of the LLC

Agreenent and (ii) such provision, contained in

Section 9(b) of the LLC Agreenent, that requires the

renmoval of the Manager to be only at the request and

direction of the Manager, constitutes a legal, valid

and bi ndi ng agreenent of the Menmber, and is enforceable

agai nst the Menber, in accordance with its terns.

On Septenber 1, 1998, Times Mrror, acting in its capacity
as manager of LBI, approved a purchase agreenent into which LB
had entered with Merrill Lynch International on August 17, 1998
(LBI - M_I purchase agreenent). Pursuant to the LBI-M.I purchase
agreenent, LBl agreed to purchase 1.5 mllion shares of Series A
common stock of Times Mrror fromMerrill Lynch International for
an initial price of approximately $92 mllion.

On Septenber 30, 1998, Tines Mrror, acting in its capacity
as manager of LBI, approved the change of LBlI's nane to Eagle New
Medi a I nvestnents, LLC (hereinafter referred to as the LLC).

A neeting of the officers of the LLC was convened on
Cctober 5, 1998. As of that date, the officers of the LLC were
Unterman; Debra A. Gastler (Gastler), vice president of taxes for
Times Mrror; Steven J. Schoch, vice president and treasurer of
Times Mrror; WIlliam A N ese (Niese); Kay D. Leyba; Anne M
Bacher; and Udovic. At this neeting, Unterman informed the other
LLC officers of plans to invest the LLC s funds in shares of

Series A common stock of Times Mrror and in three conpanies:

Nort hern Lights, Sinanet, and Honmeshark.com
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A regular nmeeting of Times Mrror’s board of directors was
convened on Cctober 8, 1998. A witten report for this neeting
contai ned the foll ow ng statenents:

Mosby and Matt hew Bender Update

Since our |ast Board neeting in July, substantial
progress has been nmade in the divestiture of Mosby and
Mat t hew Bender .

The divestiture of Matthew Bender/ Shepard's * * *
closed on July 31. Tinmes Mrror received $275 nmillion
in cash for the sale of our 50%interest in Shepard’' s
and Liberty Bell | was funded with $1,375 mllion

t hrough the nerger of Matthew Bender. As indicated at
the | ast Board neeting, the cash received by Tines
Mrror was used to repay short-termdebt and the funds
held by Liberty Bell will be invested in the repurchase
of Times Mrror stock and in high-quality short-term

i nvest nent s.

In addition, the section of the October 8, 1998, board report
entitled “Capital Planning D scussion” contained the foll ow ng
st at enent s:

| nt r oducti on

Since the July Board neeting, we have continued to
shar pen our focus on our intended use of the proceeds
fromthe Mdsby and Matthew Bender dispositions as well
as our continuing significant free cash flow It had
not been our assunption that we would i mediately turn
around and use these resources as a war chest to
finance a major acquisition program and over the past
several nonths we tested this presunption by exam ning
in detail the prospect for value creation and the
accel eration of earnings growth through acquisitions.

* * %



Backgr ound

I n August, with the closing of the Matthew Bender and
Shepards divestitures, we began what we expect will be
an extensive period of managing surplus capital. * * *

Utimately, our planning challenge is to assess
realistically what the |levels of spending m ght be in
the primary areas of priority which we have stated to
t he Board before:

# Capital investnents in existing businesses to
drive growth

# Acqui sitions that enhance our existing |lines
of busi ness

# Di vi dends necessary to nmaintain a payout
rati o comrensurate with our peer group
aver age

# Consistent with long-term capitalization

goal s, opportunistic stock repurchase

* * * * * * *

Si zi ng Qur Resources

I n August, the closing of the divestiture of Matthew
Bender resulted in the deposit of $1,375 mllion of
gross proceeds into the account of Liberty Bell |1
L.L.C., an investnent affiliate of Tines Mrror
Additionally, the divestiture of our share of the
Shepards joint venture resulted in the deposit in Tines
Mrror’s account of $275 million. Wile the cash
received by Tines Mrror has all been used to retire
short-term debt, the foll ow ng approxi mately depicts
the current deploynent of capital within Liberty Bell:

$ MIIT1ons
Short-term Money Market Assets $1, 000
Ti mres M rror Commopn Stock? 384
Ot her 2

Total Liberty Bell Assets $1, 386

L At cost




Looked at from a spendi ng capacity viewpoint, the
foll ow ng shows our 1999-2001 total resources for

i nvest nent :
$ MTTions

Cur rent Surplus Bal ance? $1, 400
1999- 2001 Capex 375
1999- 2001 Acqui sitions 900
Fxcess Debt Capacity Estimte 500

Total 3-year Resources $3, 175
L | ncl udes Mobsby proceeds

Share Repurchase Status and Qutl ook

As previously discussed, we expect to have

approximately $3.2 billion of investnent capacity over
the next few years. Because our realistic expectations
are to spend about $1.5 billion on acquisitions,

capital projects and dividends, this | eaves

$1.5-32 billion to be deployed in share repurchase,
which is our highest return alternative in the absence
of additional high-return acquisitions or capital

proj ects.

| nvest nent Pl ans

Most i nmedi ately, we have concerned ourselves with
establishing a short-terminvestnent plan that

enphasi zes safety and liquidity. Over tine, any L.L.C
funds not depl oyed in acquisitions, capital investnents
or Times Mrror stock shall be managed under our Short -
Term I nvest ment Policy.

After the board of directors had considered the naterials
that had been presented to it regarding the LLC and Eagl e
Publ i shing (an LLC created for the Mdsby transaction), the board

approved resolutions with respect to the use of the LLC and Eagl e
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Publishing in Times Mrror’s share repurchase programand in
transactions invol ving the purchase of Tines Mrror’s outstandi ng
debt securities.

During the period August 1 through Decenber 31, 1998, Ti nes
Mrror directed the LLC to purchase (1) approxi mately
13.3 mllion shares of Times Mrror for between $750 million and
$760 million and (2) interests in several Internet media
conpani es for approximately $9 mllion.

In a finance report presented to the Tines Mrror board of
directors on February 4, 1999, the follow ng statenent appeared:

Resour ces- Backgr ound

In 1998, with the closing of the Matthew Bender, Mosby
and Shepards divestitures, we began what we expect w ||
be an extensive period of managing surplus capital. As
we have articulated in the past, our initial
responsibility is to manage this cash under a short-
terminvestnent policy, which stresses preservation of
capital. This naturally results in returns
commensurate with the I ow tol erance for risk

Utimately, our planning challenge is to assess
realistically what the | evels of spending mght be in
the primary areas of priority, which we have

articul ated before:

. Capital investnents in existing businesses to
drive growth

. Acqui sitions that enhance our existing |ines of
busi ness

. Di vi dends necessary to nmaintain a payout ratio

comensurate with our peer group average

. Consistent with long-term capitalization goals,
opportuni stic stock repurchase



Si zi ng Qur Resources

In the second half of 1998, the closing of the

di vestiture of Matthew Bender and Mosby resulted in the
deposit of $1,790 million of gross proceeds into the
accounts of the two Eagle LLC s, both investnent
affiliates of Times Mrror. Additionally, the

di vestiture of our share of the Shepards joint venture
resulted in the deposit in Times Mrror’s account of
$275 mllion. Wile the cash received by Times Mrror
has all been used to retire short-term debt, the
foll ow ng approxi mately depicts the 1/12/99 depl oynent
of capital wthin the Eagle LLC s:

$ MTTions
Short-term Money Market Assets $1, 025
Ti mes Mrror Conmon Stock (13.3M shares) 780
Tax Credit Partnerships? 19
New Medi a | nvest nent s? 7
Total Eagl e Assets $1, 831
L At cost

A prelimnary cash flow analysis for the 1999-2001
period enables us to forecast total resources avail able
to us. The follow ng table shows how much net cash is
used under our plans for spending in our mgjor

i nvest nent cat egori es:

$ MTTions)
1999 2000 2001 3-year Total
Cash From Operations $383 $401 $434 $1, 218
Capital Expenditures (201) (131) (120) (452)
Acqui sitions, Net (300) (300) (300) (900)
Di vi dends (80) (83) (89) (252)
Annual Surplus/(deficit) ($198) ($113) ($75) ($386)

Thus over the 3 years of our plan, before repurchase,
our total spending would be around $400 mllion out of
the $1.0 billion held by the investnment LLCs.

* * * * * * *



Concl usi on

In consideration of the resources we have avail abl e and
the capital and acquisition spending we anticipate, we
are recomendi ng a gross repurchase | evel of
approximately 4-5 mllion shares per year for the plan
period. Wth approximately 3-4 mllion shares expected
to be issued each year through options and other equity
i ncentive prograns, our planned repurchase |evel should
result in a net retirenent of 1-2 mllion shares per
year in each of the next 3 years. This wll allow us
to invest for our continued growh while returning us
to an optimal capital m x.

After the board of directors had considered the materials
t hat had been presented regarding these matters, the board
approved resolutions regarding the use of the LLC and Eagl e
Publishing in Times Mrror’'s share repurchase program

On May 3, 1999, Udovic distributed a nmenorandum to, anong
others, Unterman, Gastler, N ese, and Behnia regarding the
amendnent of MB Parent’s restated certificate of incorporation to
permt the paynent of dividends on the shares of MB Parent’s
common stock. Udovic’s nmenorandum contai ned the foll ow ng
statenment s:

In connection with distributing to Tines Mrror the

i ncone of Eagle New Media Investnents, LLC, attached is

a draft of a Restated Certificate of I|Incorporation of

CBM Acqui sition Parent Co., Section 3(e) of Article V

of which has been anended to permt the paynent of

di vi dends on shares of common stock. * * * Also

attached are drafts of Board and sharehol der

resol utions approving the Restated Certificate of

| ncor porati on.

| have sent these drafts to Charlie Fontaine at Reed

who has agreed to coordi nate having the Restated

Certificate approved and filed and dividends paid to
Times Mrror. The anobunts currently proposed to be
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paid to Times Mrror as dividends are $14, 808, 000 for

t he period ended Decenber 31, 1998 and $4, 536, 000

(which is 65% of Eagle New Media s post-preferred

di vidend net incone) for the quarter ended March 31,

1999. * * *

Reed agreed to the proposed anendnent to MB Parent’s
restated certificate of incorporation because (1) Reed had no
interest in the profits generated by the LLC and (2) Reed
under stood that none of the $1.375 billion that had been
contributed to the LLC would ever be returned to Reed.

On June 24, 1999, the board of directors of MB Parent
adopt ed resol utions that approved (1) the anendnent of
MB Parent’s restated certificate of incorporation to permt the
paynment of dividends on the shares of MB Parent’s commobn stock
and (2) the declaration and paynment of dividends on MB Parent’s
common stock and voting preferred stock. These resol utions

stated, in pertinent part, the foll ow ng:

4. Anendnent of the Restated Certificate of
| ncorporation of the Corporation.

* * * * * * *

RESOLVED, that the Restated Certificate of

| ncorporation of the Corporation be further amended by
changi ng subsection (e) of Section 3 of the Article

t hereof nunbered “Article V' so that, as anmended, said
subsection of said Article shall be and read as

foll ows:

“(e) Restrictions on Junior Paynents. So |ong as
any shares of Voting Preferred Stock are

out standi ng, the corporation shall not, except
only upon the unani nous vote of the Board of
Directors, (i) declare, pay or set apart for
paynment any dividend on, or nake any distribution
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in respect of, Junior Securities or any warrants,
rights, calls or options exercisable for, or
convertible into, any Junior Securities, either
directly or indirectly, whether in cash,
obligations or shares of the corporation or other
property (other than distributions or dividends
solely in the formof a particular class or series
of Junior Securities, or warrants, rights, calls
or options exercisable for, or convertible into,
such Junior Securities, to holders of such Junior
Securities), (ii) make any paynent on account of,
or set apart for paynent noney for a sinking or
other simlar fund for the purchase, redenption,
retirement or other acquisition for value of any
of, or redeem purchase, retire or otherw se
retire for value any of, Junior Securities (other
than as a result of a reclassification of Junior
Securities or the exchange or conversion of one
cl ass or series of Junior Securities for or into
anot her class or series of Junior Securities) or
any warrants, rights, calls or options exercisable
for, or convertible into, any of the Junior
Securities, or (iii) permt any corporation or
other entity directly or indirectly controlled by
the corporation to purchase, redeem retire or

ot herwi se acquire for value any of the Junior
Securities or any warrants, rights, calls or
options exercisable for, or convertible into, any
Juni or Securities.”

* * * * * * *

5. Decl arati on of Dividends.

RESCLVED, that, subject to the receipt of dividends due
to the Corporation upon the shares of capital stock of
MB held by the Corporation in respect of the period
from August 1, 1998 through June 30, * * * [1999], the
Cor poration declare and pay dividends upon its capital
stock in respect of the period from August 1, 1998,

t hrough June 30, 1999 as set forth bel ow

Class of Shares Gross Anmpunt  Anpunt per Share
Common Stock, par value $21, 160, 000. 00 $21, 160. 00
$0. 01 per share
Voting Preferred Stock, $ 3,466, 145.20 $ 866.5653
par val ue $0.01
per share




; and further

RESOLVED, that, in accordance with Section 15 of that
certain Limted Liability Conpany Agreenent dated as of
July 28, 1998 (the “LLC Agreenent”) anong CBM

Acqui sition Parent Co., LEXIS Inc. and The Tines Mrror
Conmpany (“TMC’), all Del aware corporations, the

Cor porati on demand from Eagl e New Medi a | nvestnents,
LLC, a Delaware limted liability conpany, a
distribution in the anount of Twenty-One MI1ion Ei ght
Hundred Two Thousand Seventy Dol | ars and Ei ghty-Seven
Cents ($21,802,070.87), to be paid not |later than

July 1, 1999 to partially fund the aforesaid dividends;

* * %

Al so on June 24, 1999, MB Parent’s stockhol ders, i.e., REUS,
REBV, and TMD, adopted resol utions that approved of the anendnment
to MB Parent’s restated certificate of incorporation.

On June 30, 1999, Tinmes Mrror, acting in its capacity as
manager of the LLC, approved a distribution of $21,802,070. 87
fromthe LLCto MB Parent. M Parent used this distribution to
pay the dividends that had been declared on its common stock and
its preferred stock on June 24, 1999. In this regard, M Parent
di stributed $21, 160,000 to TMD and $642,070.87 (i.e., the
di fference between the $3, 466, 145. 20 di vi dend that MB Parent had
declared on its preferred stock and the $2,824,074. 33 di vi dend
t hat had accumul ated on the Bender participating preferred stock
owned by MB Parent between August 1, 1998, and June 30, 1999) to
REUS and REBV. MB Parent neither declared nor made any ot her
di vidend distributions fromthe tine of MB Parent’s organi zation

to the end of 2000.
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Summary of the LLC s Investnent Activity During 1999

During 1999, Tinmes Mrror directed the LLC to purchase
(1) approximately 2.1 mllion shares of Tines Mrror conmmon stock
for between $125 million and $135 million; (2) interests in
several Internet nedia conpanies; (3) Newport Media, Inc., for
$132 million; (4) Airspace Safety Analysis Corp. and ASAC
International, LLC, for $14.5 mllion; and (5) ValuMil, Inc.
Times Mrror also directed the LLC to contribute $233, 252,000 to
TMCT I'l, LLC, an entity formed for the purpose of retiring stock
hel d by the Chandl er Trusts.

Times Mrror's and MB Parent’s I ncone Tax Returns for 1998

On Septenber 14, 1999, Gastler signed Tines Mrror’s Form
1120, U.S. Corporation Inconme Tax Return, for 1998. Tines Mrror
di d not disclose any information concerning the Bender
transaction on this Form 1120 or on any attachnents to this
Form 1120.

On Septenber 15, 1999, Vera Lang, treasurer of MB Parent,
signed MB Parent’s Form 1120 for 1998. Attached to MB Parent’s
Form 1120 for 1998 was Schedul e L, Bal ance Sheet per Books, on
whi ch MB Parent reported its total assets. According to the
Schedule L, the follow ng anounts conprised MB Parent’s total
assets as of the end of 1998: (1) $1,613,268 of “Cther current
assets” and (2) $1,457, 251, 204 of “Cther investnents”.

Furthernore, the follow ng amounts conprised MB Parent’s “Q her
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i nvestnments” as of the end of 1998: (1) $61, 616,016 of “OTrHER
| N\VESTMENTS” held by MB Parent; (2) $867, 197,048 of “OTHER
| N\VESTMENTS” held by the LLC, and (3) $528, 438,140 of “Marketable
securities” held by the LLC. M Parent also reported the val ue
of its capital stock on this Schedule L. According to the
Schedul e L, $68, 750,000 of preferred stock conprised the total
value of MB Parent’s capital stock as of the end of 1998.
MB Parent did not report a value for its common stock on this
Schedule L. In addition, MB Parent reported its additional paid-
in capital on this Schedule L. According to the Schedule L, the
value of MB Parent’s additional paid-in capital was
$1.375 billion as of the end of 1998.

The I nternal Revenue Service (IRS) began its audit of Tines
Mrror’s Form 1120 for 1998 sonetinme during February 2000. On
March 15, 2000, Gastler signed the cover sheet to a packet of
docunents that Times Mrror provided to the IRS as part of this
audit. Included in this packet of docunents was Form 8275,

Di scl osure Statenent, for the period January 1, 1997, through
Decenber 31, 1998, for Tinmes Mrror and its subsidiaries.
Referenced in an attachnent to the Form 8275 were “Statenents
previously submtted on February 18, 2000, indicating
reorgani zati on of Matthew Bender and Conpany, per |IRC

Section 368.” These statenents included the foll ow ng:
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MATTHEW BENDER & COMPANY
STATEMENT PURSUANT TO | RC
REG 1.368-3

Mat t hew Bender & Conpany was di sposed of pursuant to an
agreenent and plan of nerger dated April 27, 1998 by
and between The Times M rror Conpany, TMD Inc, a wholly
owned subsidiary of Tines Mrror and Reed El sevier U S
Hol dings Inc., Reed El sevier Overseas BV,

CBM Acqui sition Parent Co, MB Parent and CBM Merger Sub
Corp. The transactions are fully described in the plan
of nmerger attached. The purpose of the transaction was
to di spose of Matthew Bender in a transaction that
woul d qualify as reorgani zati on under Section 368 of
the Internal Revenue Code of 1986 as anended.

Times Mrror's Financial Reporting Follow ng the dose of the
Bender Transaction

On August 13, 1998, Unternman signed Tinmes Mrror’s
Form 10-Q Quarterly Report Pursuant To Section 13 or 15(d) of
the Securities Exchange Act of 1934, for the conmpany’s quarterly
peri od ended June 30, 1998 (August 13, 1998, Form 10-Q.
| ncl uded in the August 13, 1998, Form 10-Q were condensed
consolidated financial statenments for Times Mrror, notes to the
condensed consolidated financial statenments, all of which were
unaudi ted, and managenent’s di scussion and anal ysis of the
conpany’s financial condition and the results of the conpany’s
operations. The notes to these financial statenents contai ned,
in pertinent part, the foll ow ng comments:

Not e 3— Di sconti nued Operations

The Conpany signed definitive agreenents with Reed
El sevier plc on April 26, 1998 for the disposition of
Mat t hew Bender & Conpany, |ncorporated (Mtthew

Bender), the Conpany’s |egal publisher, in a tax-free
reorgani zation and the sale of Times Mrror’s 50%
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ownership interest in Shepard’'s. The two transactions
were valued at $1.65 billion in the aggregate and were
conpleted on July 31, 1998. The disposition of Matthew
Bender was acconplished through the nerger of an
affiliate of Reed Elsevier with and into Matthew Bender
wi th Matthew Bender as the surviving corporation in the
merger. As a result of the nmerger, TMD, Inc., a wholly
owned subsidiary of Tines Mrror, received all of the

i ssued and out st andi ng comon stock of CBM Acqui sition
Parent Co. (MB Parent). M Parent is a hol di ng conpany
that owns controlling voting preferred stock of Mtthew
Bender with a stated val ue of $61, 616,000 and
participating stock of Matthew Bender. MB Parent is

al so the sole nenber of Liberty Bell |, LLC (Liberty
Bell 1). Affiliates of Reed El sevier own voting
preferred stock of MB Parent with a stated val ue of

$68, 750, 000 whi ch affords them voting control over

MB Parent, subject to certain rights held by Tines

Mrror with respect to Liberty Bell 1. Concurrently
with the closing of the nerger, the Conpany becane the
sol e manager of Liberty Bell | and controls its
operations and assets. At the tinme of the nerger, the
principal asset of Liberty Bell |I was $1, 375, 000, 000 of
cash. The consolidated financial statenents of Tines
Mrror will include the accounts of Liberty Bell I

The portion of the August 13, 1998, Form 10-Q entitled
“Managenent’ s Di scussion and Anal ysis of Financial Condition and
Results of Operations” included the follow ng statenents:

CGener al

In the second quarter of 1998, the Conpany reached
agreenents to divest its |egal publisher
Mat t hew Bender & Conpany, |ncorporated (Mtthew
Bender), its 50% ownership interest in legal citation
provi der Shepard’s, and its health sciences publisher
Mosby, Inc. (Mosby). On July 31, 1998, the Conpany
conpleted the divestiture of Matthew Bender in a tax-
free reorgani zati on and the sale of the Conpany’s
interest in Shepard’'s to Reed Elsevier plc. The two
transactions were valued at $1.65 billion in the
aggregate. * * *

In anticipation of the expected inpact of the
di vestitures, the Conpany has begun a conprehensive
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review of its business configurations, operating
systens and other investnents to determ ne economcally
attractive actions it can take to prepare for future
gromh. * * *

In addition, the pace of share repurchase activity
W Il be accelerated to result in the repurchase of
approximately 9.0 mllion shares of Series A conmobn
stock in 1998. The Conpany purchased 2.1 mllion
shares through the 1998 second quarter. On July 27,
1998, the Conpany entered into a forward purchase
contract to purchase 2.0 mllion shares of Series A
common stock. Additionally, 2.7 mllion shares of
Series A common stock were purchased subsequent to
June 30, 1998.

* * * * * * *

Liquidity and Capital Resources

* * * * * * *

Acqui sitions and Di spositions

* * * * * * *

* * * Concurrently with the closing of the Mtthew
Bender transaction, the Conpany becane the sol e nmanager

of Liberty Bell 1, LLC (Liberty Bell 1), the principal
asset of which was approximately $1.38 billion of cash.
Subsequent to such closing, Liberty Bell | purchased

2.7 mllion shares of the Conpany’s Series A conmobn
stock. The Conpany intends to deploy the renaining
assets of Liberty Bell I to finance acquisitions and

i nvestnents, including purchases of the Conpany’s
common stock, and does not intend to use those funds
for the Conpany’ s working capital purposes or to retire
t he Conpany’s debt. * * *

* * * * * * *

Common_Shar e Repur chases

The Conpany repurchased 2.1 mllion and
6.5 mllion shares of its Series A commopn stock during
the year to date periods ended June 30, 1998 and 1997,
respectively. On July 27, 1998, the Conpany entered
into a forward purchase contract to purchase
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2.0 mllion shares of Series A commobn stock.

Additionally, Liberty Bell | purchased 2.7 mllion

shares of Series A common stock subsequent to June 30,

1998. The Conpany believes that the purchase of shares

of its common stock by Liberty Bell | is an attractive

investnment for Liberty Bell | that will also enhance

Times Mrror sharehol der value as well as offset

dilution fromthe shares of common stock issued under

t he Conpany’s stock-based enpl oyee conpensati on and

benefit prograns. * * *

On August 17, 1998, Unterman signed Tines Mrror’s Form 8-K,
Current Report Pursuant To Section 13 or 15(d) of the Securities
Exchange Act of 1934, which reported the events of July 31, 1998,
to the Securities and Exchange Comm ssion (SEC) (August 17, 1998,
Form 8-K). Included in the August 17, 1998, Form 8-K was an
unaudited pro forma condensed consol i dated bal ance sheet that
reflected Times Mrror’s disposition of Bender and its 50-percent
interest in Shepard’'s. The adjustnments shown in the pro forma
condensed consol i dat ed bal ance sheet gave effect to Tines
Mrror’'s disposition of Bender and its 50-percent interest in
Shepard’s as if those transactions had occurred on June 30, 1998.
In so doing, the pro forma condensed consol i dated bal ance sheet
recorded the gain on Tinmes Mrror’s disposition of Bender and its
50-percent interest in Shepard s by debiting “Cash and cash
equi val ents”, an asset category, $1, 649, 650, 000.

On February 22, 1999, WIlles signed Tines Mrror’s annua

sharehol der report for 1998. 1In the section entitled “Letter to

Shar ehol ders”, WIlles nmade the follow ng statenents:
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1998 was a record year for Times Mrror. * * *
Clearly our biggest acconplishnment |ast year was the
di vestiture of Matthew Bender and Mosby for over

$2 billion in value, a whopping 17 tinmes cash fl ow.
These transactions elimnated a major strategic

vul nerability for the conpany. And because they were
done in a tax-efficient way, we can redeploy the
resources in ways that will enhance the earnings power
of Times Mrror.

In addition, the section entitled “A Crisis of Gowh” contai ned
the foll owm ng statenents

In 1998 * * * [ Newsday] again increased
circulation and revenue, partly because it enpl oyed
i nnovative ventures to do so. * * * |t has organi zed
a separate effort to distribute advertising shoppers
t hroughout Long Island and New York City and a Tines
Mrror affiliate just recently acquired a chain of
weekly papers to increase Newsday' s role in printed
advertising in its circul ation area.

* * * * * * *

Fortunately for a conpany responding to a changi ng
world, Times Mrror has i mense resources. The sale in
1998 of the Matthew Bender and Mosby | egal and nedica
publ i shing units has given Tines Mrror a gain of
$1.35 billion.

That enornmous chunk of capital awaits redepl oynent
in Times Mrror operations or in acquisition of other
conpanies. * * *

* * * Times Mrror is budgeting $300 mllion for
acquisitions in 1999. * * *

* * *  Chains of small newspapers are being
acquired in the circul ati on areas of Newsday and The
Baltinore Sun. Up to $50 million a year is being
invested in venture capital backing for Internet start-
ups to gain expertise and give the conpany expertise
and participation in devel opi ng technol ogi es.

* * * The big $1.3-billion proceeds fromthe
Mosby- Bender sale would be brought into play if
newspaper acqui sition opportunity came up in adjacent
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mar kets, such as San Diego or Las Vegas. Tines Mrror
could swwng a very big acquisition: Wth its own
capital plus borrow ng power, the conpany could easily
finance a $4-billion, even a $5-billion acquisition.

The section entitled “Financial Questions and Answers” contai ned
the foll owm ng statenents

Fol l owi ng the 1998 divestitures, Tines Mrror has
consi derabl e cash resources. What are your priorities
for reinvestnment?

Times Mrror has significant financial flexibility as
we enter 1999. Wth control over nore than $1 billion
of cash resources and further debt capacity avail abl e,
we are very well positioned to pursue new
opportunities.

Unterman and Tines Mrror’s board of directors signed Tines
Mrror’s 1998 Form 10-K on March 4, 1999. Part | contained the

foll ow ng statenents:

During 1998, Tinmes Mrror engaged in severa
strategic transactions including the divestiture of
Mat t hew Bender & Conpany, |ncorporated, a publisher of
| egal information, the Conpany’s 50% interest in
Shepard’s, a legal citation provider, and Msby, Inc.,
a publisher of health science information. * * * |n
February 1999, an investnent affiliate of the Conpany
acqui red Newport Media, Inc., a publisher of shopper
publications in the Long Island and New Jersey areas.

The Conpany continued to have an active share
purchase programwith a total of 16.7 mllion shares of
Series A Common Stock acquired by the Conpany or its
affiliates during 1998 * * * | n 1998, the Conpany, in
anticipation of the expected inpact of divestitures,
al so began a conprehensive review of its business
configurations, operating systens and ot her investnents
to determ ne economc actions it could take to prepare
for future growmh. * * *

Part |1 contained, anong other information, nmanagenent’s

di scussion and anal ysis of the conpany’s financial condition and
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results of operations, the audited consolidated financi al
statenents for Tines Mrror, and the notes to the conpany’s
consolidated financial statenments. According to Tines Mrror’s
consol i dat ed bal ance sheets, the conpany’s current assets total ed
$1, 629, 259, 000 as of Decenber 31, 1998, and its total assets
amounted to $4, 218, 306,000 as of that tinme. Both of these
anmount s included the “proceeds of reorganization”, i.e., the
proceeds from (1) the Bender transaction, (2) the sale of Tines
Mrror’s 50-percent interest in Shepard’s, and (3) the Mshy
transacti on.

The portion of part Il of Times Mrror’s 1998 Form 10-K t hat
conpri sed managenent’ s di scussion and analysis of Tines Mrror’s
financial condition and results of operations contained the
foll ow ng statenents:

OVERVI EW

The Conpany achi eved record earnings in 1998 with

net income of $1.42 billion, or $16.06 per share on a

diluted basis, conpared with 1997 net incone of

$250.3 million, or $2.29 per share. The 1998 results

reflect:

. An after-tax gain of $1.35 billion, or $15.50
per share, on the disposition of Matthew
Bender/ Shepard’ s and Mbsby and $30.8 mllion,
or $.35 per share, of after-tax |osses

associ ated with di sconti nuance of certain
ot her busi nesses.

* * * * * * *

. Share purchases in 1998 which reduced
t he nunber of shares of common stock
outstanding for financial reporting
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purposes to 73.4 mllion at Decenber 31,
1998 conpared with 87.9 mllion at
Decenber 31, 1997.

* * * * * * *

Di sconti nued QOperations

On July 31, 1998, the Conpany conpl eted the
di vestiture of Matthew Bender & Conpany, | ncorporated
and its 50% ownership in legal citation provider
Shepard’s to an affiliate of Reed Elsevier, Inc. in a

transaction valued at $1.65 billion. Additionally, on
Cctober 9, 1998, the Conpany conpleted the divestiture
of Mosby, Inc., its health science and nedi cal
publisher, to Harcourt Ceneral, Inc. in a transaction

val ued at $415.0 mllion.

* * * * * * *

Shar e Purchases

Share purchases continued in 1998 through open
mar ket transactions, accel erated purchases and
purchases by an affiliated limted liability conpany.
Atotal of 16.7 mllion Series A common shares were
acquired during 1998 which nore than offset 2.1 mllion
shares issued as a result of the exercise of stock
opti ons.

CONSOLI DATED RESULTS OF OPERATI ONS

* * * * * * *

1998 Conpared with 1997

* * * * * * *

Ear ni ngs per share for 1998 benefited principally
fromthe net gain on divestitures as well as a
reduction in the average nunber of conmon shares
out standing and | ower preferred dividend requirenents.

* * %

Net interest expenses declined in 1998 due to an
increase in interest incone resulting frominvestnent
activity of the affiliated limted liability conpanies
created as part of the Matthew Bender and Mosby
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transactions. Higher interest inconme nore than offset
ariseininterest expense primarily due to increased
debt levels attributable to common stock purchases, the
1997 third quarter recapitalization and new

acqui sitions.

* * * * * * *

LI QUI DI TY AND CAPI TAL RESOURCES

* * * * * * *

Acqui si tions

* * * * * * *

I n February 1999, Eagle New Media I nvestnents,
LLC, an investnent affiliate of the Conmpany, acquired
Newport Media, Inc., a publisher of shopper
publications in the Long Island and New Jersey areas,
for $132 mllion.

Di sposi tions

On July 31, 1998, the Conpany conpl eted the
divestiture of Matthew Bender in a tax-free
reorgani zati on and the sale of the Conpany’s 50%
ownership interest in Shepard’'s to Reed El sevier plc.
The two transactions were valued at $1.65 billion in
the aggregate. Proceeds fromthe sale of Shepard's
were used to pay down conmercial paper and short-term
borrow ngs of $222.4 mllion. Concurrently with the
closing of the Matthew Bender transaction, the Conpany
becane the sol e manager of Eagle New Media | nvestnents,
LLC (Eagl e New Media). At Decenber 31, 1998, the
assets of Eagle New Media were $605.8 nillion of cash
and cash equivalents, $753.0 million of Times Mrror
stock, $15.0 mllion of marketable securities and
$22.3 mllion of other assets. On Cctober 9, 1998, the
Conpany conpl eted the divestiture of Mdsby, Inc. to
Harcourt General, Inc. in a transaction val ued at
$415.0 mllion. Concurrently with the closing of the
Mosby, Inc. transaction, the Conpany becane the sole
manager of Eagle Publishing Investnents, LLC (Eagle
Publ ishing). At Decenber 31, 1998, the assets of Eagle
Publ i shing were $377.2 million of cash and cash
equi valents, $34.5 mllion of marketable securities and
$20.1 million of other assets. * * * The Conpany
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intends to deploy the assets of both LLCs to finance
acqui sitions and investnents, including purchases of

t he Conpany’s common stock, and does not intend to use
those funds for the Conpany’s general working capital
purposes. For financial reporting purposes, Eagle New
Medi a and Eagl e Publishing are consolidated with the
financial results of the Conpany.

The portion of part Il of Times Mrror’s 1998 Form 10-K t hat
conprised the notes to the conpany’s consolidated financi al
statenments included the follow ng:

Not e 4—- Reor gani zati on

During the third quarter of 1998, the Conpany
conpl eted the disposition of Matthew Bender in a tax-
free reorgani zation with Reed El sevier plc. The
di sposition of Matthew Bender was acconplished through
the nmerger of an affiliate of Reed Elsevier with and
into Matthew Bender with Matthew Bender as the
surviving corporation in the merger. As a result of
the merger, TMD, Inc., a wholly-owned subsidiary of
Times Mrror, received all of the issued and
out st andi ng conmon stock of CBM Acquisition Parent Co.
(MB Parent). MB Parent is a holding conpany that owns
controlling voting preferred stock of Matthew Bender
with a stated value of $61, 616,000 and parti ci pating
stock of Matthew Bender. MB Parent is also the sole
menber of Eagle New Media Investnents, LLC (Eagle New
Media). Affiliates of Reed El sevier owned voting
preferred stock of MB Parent with a stated val ue of
$68, 750, 000 whi ch affords them voting control over M
Parent, subject to certain rights held by Tines Mrror
with respect to Eagle New Media. Concurrently, with
the closing of the nerger, the Conpany becane the sole
manager of Eagle New Media and controls its operations
and assets. At Decenber 31, 1998, the assets of Eagle
New Medi a were $605, 786, 000 of cash and cash
equi val ents, $752, 956, 000 (13, 362,000 shares) of
Series A conmon stock of Tinmes Mrror, $14, 952,000 of
mar ket abl e securities and $22, 270, 000 of other assets.
The consolidated financial statenents of the Conpany
i nclude the accounts of Eagle New Medi a.

* * * * * * *



- 99 -

The Conpany intends to deploy the assets of both
LLCs to finance acquisitions and investnents, including
purchases of the Conpany’s comon stock, and does not
intend to use those funds for the Conpany’ s general
wor ki ng capital purposes.

* * * * * * *

Note 13— Capital Stock and Stock Purchase Program

* * * * * * *

Treasury Stock. Treasury stock includes shares of
Series A common stock and Series A preferred stock
owned by affiliates as well as Series A common stock
purchased by the Conpany as part of the stock purchase
program Approxi mately 13,262,000 * * * shares of
Series A common stock included in treasury stock are
owned by Eagle New Media * * *

Stock Purchases. During 1998, the Conpany and
Eagl e New Medi a purchased 16, 355, 000 conmon shares for
a total cost of $947,203,000. * * *

* * * * * * *

In connection with the Conpany’s ongoi ng stock
purchase program in Cctober 1998, the Conpany’'s Board
of Directors authorized the purchase over the next two
years of an additional 6,000,000 shares of common
stock. The aggregate remai ni ng shares authorized for
purchase at Decenber 31, 1998 was approxi mately
1, 100, 000 shares. The Conpany believes that the
purchase of shares of its conmmon stock is an attractive
i nvestnent for Eagle New Media which wll enhance Tines
M rror sharehol der value as well as to offset dilution
fromshares of common stock issued under the Conpany’s
st ock- based enpl oyee conpensati on and benefit program
In February 1999, the Board of Directors authorized the
purchase of an additional anount of up to 6,000,000
shares of its Series A conmmobn stock

* * * * * * *

Not e 21-- Subsequent Events

* * * * * * *
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I n February 1999, Eagle New Media I nvestnents,
* * * |LLC, an investnent affiliate of the Conpany,
acqui red Newport Media, Inc., a publisher of shopper
publications in the Long Island and New Jersey areas,
for approxi mately $132, 000, 000.

Efrem Zinbalist 11, who had succeeded Unterman as chi ef
financial officer of Tines Mrror, signed Tines Mrror’s 1999
Form 10-K on March 29, 2000. Part | contained the follow ng
statenents:

| TEM 1. BUSI NESS.

GENERAL

During 1999, Tinmes Mrror engaged in severa
strategic transactions including the acquisition by an
investnment affiliate of Newport Media, Inc., a
publ i sher of shopper publications in the New York and
New Jersey areas, ValuMail, Inc., a shared mail conpany
that distributes preprinted advertising in Connecti cut
and Massachusetts, and Airspace Safety Analysis
Corporation, a provider of airspace utilization and
Federal Aviation Adm nistration conpliance services for
t he tel econmuni cations and aviation industries. * * *

I n Septenber 1999, Tines Mrror, its affiliates

and its | argest stockhol ders, the Chandler Trusts,

conpleted a transaction that, for financial reporting

pur poses, reduced Tinmes Mrror’s outstandi ng common

stock by 12.4 mllion shares and reduced Tines Mrror’s

t hen outstanding Series C Preferred Stock by 501, 000

shares. * * *
The annual report referred to various investnent activities in
newspaper publishing as directly engaged in by Tines Mrror. The
annual report contained no reference to Reed as havi ng any
interest in the “affiliate” actually engaged in the investnent

activity.
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Part Il of Times Mrror’s 1999 Form 10-K cont ai ned, anong
ot her information, managenent’s di scussion and anal ysis of the
conpany’s financial condition and results of operations, audited
consolidated financial statenments for Times Mrror, and the notes
to the conpany’s consolidated financial statenments. The portion
of part Il that conprised managenent’s di scussion and anal ysis of
Times Mrror’s financial condition and results of operations
contai ned the foll ow ng statenents:

Overvi ew

1999 Recapitalization

I n Septenber 1999, the Conpany conpleted a
recapitalization transaction with its | argest
shar ehol ders, the Chandl er Trusts, in which the
Conpany, including certain of its affiliates, and the
Chandl er Trusts each contributed assets worth
$1.24 billion to TMCT Il, LLC, a newy fornmed limted
l[Tability conpany. The 1999 recapitalization resulted
in a net effective reduction, for financial reporting
pur poses, in the nunber of shares of the Series A and C
comon stocks by 12.4 mllion shares and in the
Conpany’s Series G 1 and C-2 preferred stocks by
501, 000 shares. * * *

* * * * * * *

Liquidity and Capital Resources

* x * |1n 1999, funds fromthe Conpany’s
investnment affiliates created as part of the 1998
di vestitures of the Conpany’s | egal and nedi cal
publ i shi ng busi nesses, as well as proceeds from new
debt issuances were used to finance the 1999
recapitalization and acquisitions. In the second half
of 1998, the conpany utilized a portion of the
investnment affiliates resources for share purchases and
acquisitions. * * *



* * * * * * *

Di sposi tions

* * * * * * *

In July 1998, the Conpany conpl eted the
divestiture of Matthew Bender in a tax-free
reorgani zation and the sale of the Conpany’s 50%
ownership interest in Shepard s to Reed El sevier plc.
The two transactions were valued at $1.65 billion in
the aggregate. |In Cctober 1998, the Conpany conpl et ed
the divestiture of Mdsby, Inc. to Harcourt Ceneral,
Inc. in a transaction valued at $415.0 mllion.
Concurrently with the closing of the Matthew Bender and
Mosby, Inc. transactions, the Conpany becane the sole
manager of Eagle New Media Investnments, LLC (Eagle New
Medi a) and Eagl e Publishing Investnents, LLC (Eagle
Publ ishing). A substantial portion of the assets of
Eagl e New Medi a and Eagl e Publishing were utilized in
connection with the 1999 recapitalization (see Note 2).
The Conpany intends to deploy the assets of both Eagle
New Medi a and Eagl e Publishing to finance acquisitions
and i nvestnents, including purchases of the Conpany’s
common stock, and does not intend to use those funds
for the Conpany’ s general working capital purposes.

Common Shar e Pur chases

During 1999, the Conpany and Eagl e New Medi a
purchased 3.2 mllion shares of the Conpany’s Series A
common stock which nore than offset 2.0 mllion shares
issued as a result of the exercise of stock options

* * %

The Conpany believes that the purchase of shares
of its common stock is an attractive investnent for
Eagl e New Media which will also enhance Tines Mrror
shar ehol der value as well as offset dilution from
shares of common stock issued under the Conpany’s
st ock- based enpl oyee conpensati on and benefit prograns.
The Conpany and its affiliates expect to nake share
purchases primarily to offset stock option exercises,
during the next two years in the open market or in
private transacti ons, dependi ng on market conditions,
and such purchases nmay be discontinued at any tine.

* * * As of Decenber 31, 1999, the Conpany and its
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affiliates are authorized to purchase 3.9 mllion
shares of Series A comon stock

The LLC s Financial Statenents for the Fiscal Years Ended
Decenmber 31, 1999 and 1998

On April 6, 2000, Udovic faxed to Fontaine a copy of the
LLC s unaudited financial statenments for the fiscal years ended
Decenber 31, 1999 and 1998. A statenent of operations was part
of these financial statenents. On the statenent of operations,
the LLC reported $2, 435,000 and $10, 132, 000 of dividend income
attributable to its Tines Mrror stock for 1998 and 1999,
respectively.

I ncl uded wwth the LLC s financial statenments were notes that
contained, in pertinent part, the follow ng comments:

Note 1—-Basis of Preparation

* * * The Conpany’s sole nmanager is The Tinmes Mrror

Conpany who controls its operations and assets. The
Conpany began operations on July 31, 1998.

* * * * * * *

Not e 2--Cash and Cash Equi val ents, Marketabl e
Securities, Available-for-sale Securities and
| nvest nent s

* * * * * * *

I nvestnents in Tines Mrror stock are reported at cost,
as they are restricted fromsal e because the Conpany is
considered an affiliate of Times Mrror. The fair
value of the Tines Mrror stock based on its quoted

mar ket price was $1, 015, 186, 000 and $742, 666, 000 at
Decenber 31, 1999 and 1998, respectively. * * *

* * * * * * *
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Not e 4--1999 Recapitalization

I n Septenber 1999, the Conpany and certain of its
affiliates participated in a transaction (1999
recapitalization) involving agreements wth Tines
Mrror Conpany’s | argest sharehol ders, Chandl er Trust
No. 1 and Chandl er Trust No. 2. The 1999
recapitalization resulted in the formati on of a new
limted liability conpany, TMCT II, LLC (TMCT I11).

Pursuant to the TMCT Il contribution agreenent, the

Conmpany contributed a total of $233,252,000 in cash and

cash equi val ents.
On May 31, 2000, the board of directors of MB Parent accepted and
approved the LLC s financial statenents for the fiscal years

ended Decenber 31, 1999 and 1998.

| RS Det erni nati ons

On August 14, 2002, the IRS sent to petitioner a statutory
notice of deficiency with respect to petitioner’s Federal incone
tax for 1998. |In the statutory notice of deficiency, the IRS
made the follow ng determ nations regardi ng the Bender
transacti on:

1. $1,375,000,000 is the anmount realized in 1998
under Code section 1001 by TMD in exchange for the 100%
common stock interest in MB [Bender].

2. In 1998, TMD nust recogni ze capital gain in
t he amount of $1, 322, 035,840, as conputed below. * * *
TMD s exchange of its 100% conmon stock interest in MB
is ineligible for nonrecognition treatnent under Code
section 354 because the series of prearranged
transactions that included the nmerger of Bender
Mergersub into MB failed to qualify as a
“reorgani zati on” under section 368 of the Code.

In addition, the IRS explained the basis for its determ nations

under the follow ng headings: “A  TMD CASHED OQUT I TS | NVESTMENT
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IN MB”, “B. TNMD FAILED TO EXCHANGE | TS MB COVMON STOCK FOR STOCK
OF MB PARENT WORTH AT LEAST $1.1 BILLION', and “C. AFTER THE
MERGER, POST- MERGER MB, THE SURVI VI NG CORPORATI ON FAI LED TO HOLD
“ SUBSTANTI ALLY ALL’ OF I TS PROPERTI ES AND THE PROPERTI ES OF THE
‘ MERGED CORPORATION'. Under the | ast heading, the notice
el abor at ed:

D. TVD RECEI VED CONSI DERATI ON OTHER THAN VOTI NG
STOCK

To qualify as a reorgani zati on under Code section
368(a)(1)(B), only voting stock may be used by the
acquiring corporation. The nerger of Bender Mergersub
into MB could not qualify as a “B” reorgani zation if
TMD received, in exchange for its MB common stock, any
consi deration other than voting stock (“boot”).

I n exchange for its MB common stock, TMD received
MB Parent conmon stock and constructively received the
rights to manage Eagle |, which it assigned to T™M
| medi ately after the nerger, Eagle |I’s sole asset was
$1.375 billion in cash. The provisions of the Eagle |
LLC Agreenent, coupled wth the broad powers granted to
t he manager, gave TM direct access to and control over
the $1.375 billion.

The rights to manage Eagle | were not voting
stock, had substantial value, and were constructively
received by TMD i n exchange for its MB common stock
Since TMD received boot in exchange for its interest in
MB, the merger of Bender Mergersub into MB failed to
qualify as a reorgani zati on under Code section
368(a)(1)(B)

The notice al so determ ned that section 269 applies to deny
nonrecognition treatnent of the Bender transaction.
During trial of this case, the parties agreed that TMD s

adj usted basis in its Bender commbn stock was $78, 454, 130 as of
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July 31, 1998, rather than the $52,964, 160 anmount that had been
determined by the IRS in the statutory notice of deficiency.
ULTI MATE FI NDI NGS OF FACT

The primary consideration received by Times Mrror, through
TMD, for transferring control over the operations of Bender to
Reed was control over $1.375 billion paid by Reed, through
MB Parent, to the LLC

The agreenents and corporate organi zati on docunents entered
into by Tines Mrror and Reed negated any neani ngful fiduciary
obl i gations between Tinmes Mrror and Reed with respect to Tines
Mrror’s control over the cash or Reed’ s operation of Bender.

The MB Parent common stock held by TMD had a val ue of |ess
than $1.1 billion and | ess than 80 percent of the $1.375 billion
paid by Reed.

The Bender transaction effected a sale of Bender by TMD to
Reed.

OPI NI ON

Section 354(a) states the general rule that “No gain or |oss
shal | be recognized if stock or securities in a corporation a
party to a reorgani zation are, in pursuance of the plan of
reorgani zati on, exchanged solely for stock or securities in such
corporation or in another corporation a party to the
reorgani zation.” Section 356 requires recognition of gain from

an exchange in which property other than that permtted under
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section 354 (or section 355) (i.e., boot) is received; the gain
recogni zed is not in excess of the sumof noney or the fair
mar ket val ue of other property received in the exchange. Section
368 sets forth definitions of corporate reorganizations that
qualify for nontax treatnment under section 354(a).

Times Mrror and its advisers intended that the Bender
transaction qualify as a tax-free “reverse triangul ar nerger”
under section 368(a)(1)(A) and (2)(E). As described by
petitioner, a reverse triangular merger is a statutory nmerger in
whi ch the merged corporation (MergerSub) nmerges with and into the
target corporation (Bender) in exchange for stock of a
corporation (MB Parent), which, imediately prior to the nerger,
controlled the nmerged corporation.

Respondent contends that the Bender transaction does not
qualify as a reverse triangular nerger because TMD recei ved nore
t han qualifying stock of MB Parent and the transaction thus fails
to satisfy the “exchange” requirenment of section
368(a)(2)(E)(ii), that is: “in the transaction, forner
shar ehol ders of the surviving corporation exchanged, for an
anmount of voting stock of the controlling corporation, an anount
of stock in the surviving corporation which constitutes control
of such corporation.” Section 368(c) defines “control” as “the
ownership of stock possessing at | east 80 percent of the total

conbi ned voting power of all classes of stock entitled to vote
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and at | east 80 percent of the total nunber of shares of al
ot her classes of stock of the corporation.” Respondent argues
that TMD s gain on the Bender transaction is taxable unless the
fair market value of qualifying consideration, the MB Parent
comon stock, was at |least equal in value to a “controlled bl ock”
(80 percent) of Bender stock. The parties agree that this
requi renent neans that the MB Parent common stock nmust have had a
value of $1.1 billion for the transaction to qualify as a reverse
triangul ar merger.

Alternatively, and in order to assert reliance on certain
rulings of respondent, petitioner argues that the Bender
transaction qualifies under section 368(a)(1)(B), which provides:

SEC. 368(a). Reorganization.--

(1) I'n general.— For purposes of parts | and
Il and this part, the term “reorgani zation”
means- -

* * * * * * *

(B) the acquisition by one corporation,
i n exchange solely for all or a part of its
voting stock (or in exchange solely for al
or a part of the voting stock of a
corporation which is in control of the
acquiring corporation), of stock of another
corporation if, imredi ately after the
acqui sition, the acquiring corporation has
control of such other corporation (whether or
not such acquiring corporation had control
i mredi ately before the acquisition);

Petitioner’s alternative position would not require valuation of

the MB Parent common stock. It would, however, require us to
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conclude that Times Mrror’s control over the cash in the LLC was
not part of the consideration received in the Bender transaction
because it was not intended by Tinmes Mrror or Reed to be a
“separate asset”.

Respondent argues that the Bender transaction did not
qual i fy under section 368(a)(1)(B) because TMD did not exchange
its Bender stock solely for voting stock. In addition,
respondent argues that petitioner has belatedly changed its
theory and shoul d be precluded from doi ng so.

In form at the conclusion of the Bender transaction, TMD
was the hol der of MB Parent common stock and no | onger owned
Bender common stock. Determ nation of whether the MB Parent
common stock had a value of $1.1 billion or, in the alternative,
whet her the sol e consideration exchanged for the Bender comon
stock was the MB Parent common stock requires a factual analysis
of the totality of the Bender transaction. Because the sane
facts lead us to our conclusions on both theories, we do not need
to deci de whether petitioner is too late in asserting its section
368(a)(1)(B) argunent.

Factual Analysis of the Bender Transaction

Not surprisingly, the parties differ significantly in their
descriptions of the Bender transaction. \While paraphrasing
portions of the record, the parties cannot resist characterizing

events in a manner consistent with their respective positions.
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Petitioner enphasizes the formalities of the nmulticorporate
structure, which undeniably was intended and carefully designed
to conmply with the requirenents for a tax-free reorganization
under section 368. Petitioner asserts that “respondent
erroneously substitutes his version of the Bender transaction for
what actually transpired.”

Respondent does not deny that there was a busi ness purpose
for the Bender transaction, i.e., the desire of Tines Mrror to
get out of the legal publishing business because of the trends in
that market. Pointing to specific aspects and results of the
transaction, however, respondent argues:

Al'l of the unusual features of the Bender
Transaction structure, the creation of a dormant
i nternedi ary conpany (MB Parent) and an enslaved LLC
(Eagle I'), the interlocking tiers of redeenmabl e Bender
and MB Parent voting preferred stock that transferred
virtually conplete control over Bender to Reed, and the
provi sions of the LLC Agreenent, that transferred
absol ute control over the cash to the manager (TM
were united to a single purpose: segregate and seal
off TMs interest in the cash and Reed's interest in
Bender, one fromthe other.

The substance of the Bender Transaction is a swap.
TM gave up Bender for the right to control and
distribute to itself at will $1.375 billion of cash.
Reed gave up $1.375 billion of cash for ownership and
control of Bender. This is hardly the kind of
readj ustnment of continuing interests in property under
nodi fied corporate formthat marks a rea
reorgani zation. * * *

The proposed findings of fact set forth in the briefs of the
parties cannot be adopted as our findings because they | ack

objectivity either by om ssion or in argunentative descriptions.
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Rat her than attenpting to reconcile the parties’
characterizations of particular events, we have reviewed the
entire record and related in great detail the contenporaneous
statenents of the parties to the Bender transaction, the
contractual ternms, the subsequent conduct of the parties to the
transaction, and the representations of Times Mrror to
sharehol ders and to regul atory bodies. The formof the
transaction includes the totality of the contractual arrangenents
and is not limted to the design, characterization, and | abels
put on the arrangenents by the Times Mrror tax advisers. In
anal yzing the ternms and provisions of the contractual
arrangenents, we have considered the interpretation of the
parties to them as denonstrated by their conduct.

Tinmes Mrror's View of the Bender Transaction

Times Mrror, for good busi ness reasons, decided to take
advant age of the existing trends in | egal publishing and the
strong desire of Wlters Kluwer and Reed to acquire Tines
Mrror’s interest in Bender and Shepard’s. The bidders agreed to
the CJV “reorgani zation” structure pronoted by PWand GS and
endorsed by G&C and E&Y because that was the only way they could
acquire their target.

Times Mrror was anxious to have the significant proceeds of
its divestiture of Bender to spend on repurchasing its own stock

and diversifying into other emerging areas. After the proposed
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structure of the divestiture was presented to the conpeting
bi dders, at the board neeting on April 24, 1998, the board of
directors was told:

The Price Waterhouse structure separates ownership and
control so that the acquiring conpany controls Matthew
Bender and Tines Mrror controls an anount of cash

equi val ent to Matthew Bender’s val ue, but w thout
having paid a tax for the shift in control.

The steps in this structure * * * involve the creation
of a special purpose corporation (referred to as

MB Parent * * *) that is owned partly by Times Mrror
and partly by the acquiring conpany. This speci al

pur pose corporation is controlled by the acquiring
conpany through its ownership of relatively |ow val ue,
nonparticipating preferred stock with 80% voting
control. MB Parent in turn owns preferred stock and
nonvoti ng common stock in an acquisition subsidiary
that will nerge with Matthew Bender and a nonvoting
interest in a single nenber limted liability conpany
that holds the cash referred to above. As a result of
the nerger of Matthew Bender into the acquisition
subsidiary, Tinmes Mrror will own all of the common
stock and remai ni ng 20% voti ng power of MB Parent, the
speci al purpose corporation. However, even though
Times Mrror will not have voting control over

MB Parent, it will control the limted liability
corporation holding all of the cash by virtue of being
t he sol e (nonequity) manager of the LLC

The results are as foll ows:

. Times Mrror will control the LLC, thereby
controlling the cash in it and any assets or
busi nesses acquired with such cash.

. Times Mrror and the LLC will be consolidated for
financial reporting purposes.

. The acquiring conmpany will control WMatthew Bender
and will be able to consolidate for financial
reporting purposes.

. The nerger of Matthew Bender into the acquisition
subsidiary in exchange for MB Parent common stock
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will qualify as a tax-free reorgani zation for tax
pur poses (even though such common stock does not
carry with it voting control).

. MB Parent, the LLC and Matt hew Bender will not be
consolidated for tax purposes with either Tines
Mrror or the acquiring conpany.

. At sone | ater date and upon nutual agreenent, the
Mat t hew Bender and MB Parent preferred stock can
be redeened at face val ue and the nonvoting common
can be redeened at a fornmula price, which would
| eave the acquiring conpany as the sol e owner of
Mat t hew Bender and Tinmes Mrror as the sole, and
controlling owmer of MB Parent, with the ability
to liquidate MB Parent and the LLC without a tax
cost.

I n a nmenorandum dated April 29, 1998, E&Y recorded the
fol |l ow ng:

Times Mrror has entered into an agreenent with Reed
El sevier for the sale of Mtthew Bender for

$1, 375, 000,000 and the sale of Times Mrror’s interest
in Shepard’s Inc. for $225,000,000. The sale of

Mat t hew Bender is structured as a reorganization in
which the $1,375 nmillion proceeds fromthe sale wll
end up in an LLC whose ownership is as shown in the
attached chart. Through the various sharehol der
agreenents, certificates of incorporation and the LLC
managenent agreenent, Tinmes Mrror has total control
over the assets and operations of the LLC and Reed

El sevier has total control over the assets and
operations of Matthew Bender. The structure is
designed to result in no tax due by Tines Mrror on the
profit fromthe sale of Matthew Bender.

* * * * * * *

Consol i dati on

* * * Times Mrror controls the assets of the LLC

t hrough the managenent agreenent, which specifically
states that Tinmes Mrror has no fiduciary duty to the
hol der of Acquisition Parent and may use its discretion
as to the use of the assets. Tines Mrror may have the
LLC buy its own debt instrunents or Tinmes Mrror stock
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make busi ness acquisitions or any other transaction to
the benefit of Tines Mrror. The only limtation is
that Times Mrror may not upstream LLC assets to
itself.

Times Mrror has the ability to ensure that the Board
of Directors of Acquisition Parent may not do anyt hing
that may affect the control or viability of the LLC
Certain board actions require the unani nous vote of the
Board. These incl ude:

. the i ncurrence of indebtedness or guarantees of
i ndebt edness of Acqui sition Parent

. the sale, transfer or other disposition, pledge or
assi gnnent of any portion or all of its LLC
i nt er est

. the i ssuance of any other securities of

Acqui sition Parent

All of these factors indicate that Times Mrror not

only controls the assets of the LLC, but also is the

beneficiary of all of the ownership risks and rewards

of the LLC. * * *

We cannot inprove on the descriptions of the Bender
transaction in the above contenporaneous statenents of the
participants. Little nore would be required to conclude that the
Bender transaction was, in substance, a sale. The issue in this
case, however, is to determ ne whether the “reorganization”
structure satisfies the requirenents of sections 354(a) and 368

and precludes taxation of the gain derived fromthe transaction.

Fi duciary Obligati ons Anbng the Parties

In the context of the dispute over the value of the MB

Parent conmon stock received by TVMD, as di scussed bel ow,
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petitioner argues that Tines Mrror, as manager of the LLC, had

fiduciary obligations that precluded unlimted use of the LLC s

cash and prevented a conclusion that TVMD or Tinmes Mrror

realized

the proceeds of a sale of Bender. Respondent contends that Tines

Mrror’s only fiduciary obligation under the managenent agreenent

was to itself. The LLC agreenent dated July 28, 1998, contai ned

provi sions including the foll ow ng:

9. Management .

a. The Manager shall have the sole right to
manage t he business of the Conpany and shall have al
powers and rights necessary, appropriate or advisable
to effectuate and carry out the purposes and busi ness

of the Conpany, and no Menber or other person other

t han the Manager shall have any authority to act for or

bi nd the Conpany or to vote on or approve any of the
actions to be taken by the Conpany (unless otherw se

expressly required by the Act or other applicable |aw).

Not wi t hst andi ng the foregoing, the Initial Manager

shall not take any action in respect of or on behalf of
t he Conpany, other than the opening of one or nore bank
accounts in the nanme of the Conpany, the appointnent of
an agent for service of process for the Conpany and the
performance of other mnisterial duties in connection

with the organization and formation of the Conpany.

Accordingly, as of the Effective Tine of the Mrger,
t he Conpany shall have no liabilities or obligations

ot her than pursuant to this Agreenent.

* * * * * * *

e. Wthout |limting the generality of the

foregoing, to the fullest extent permtted by | aw,

i ncludi ng Section 18-1101(c) of the [Delaware Limted
Liability Conpany] Act, and w thout creating any duties

or obligations of the Manager by inplication or

otherwise, it is expressly acknow edged and agreed that
to the extent the Manager owes any fiduciary duties or
simlar obligations to the Initial Menber [MB Parent]

under any principles of law or equity or otherw se,

such duties and obligations shall be owed solely to the
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hol ders of the Initial Menber’s [MB Parent’s] common
equity and not to the holders of any other class of the
Initial Menber’s [MB Parent’s] equity.
Petitioner’s brief, in attacking respondent’s val uation experts,
asserts:
The LLC Agreenent was witten with the

under st andi ng that the manager, TM woul d be the 100%
i ndirect ower of the MBP [ MB Parent] Conmon. * * *

* * * * * * *

* * * the managenent authority and the MBP Conmobn were

not owned by two parties; TMwas not only the manager,

but al so the 100% i ndirect owner of the MBP Common,

whi ch was directly owned by a hol ding conpany which T™M

had created to hold TM s property. The rights to be

valued are in fact the rights held by one party. * * *

Petitioner does not point to any provision in the
docunentation of the transaction that restricts Tinmes Mrror’s
use of the LLC s cash, although petitioner asserts limtations
under Delaware | aw. Representations of Times Mrror to its
shar ehol ders indicated that the cash in the LLC woul d not be used
for working capital but would be used for repurchase of stock and
strategic investnents. However, nothing in the docunents
contains this restriction on the use of cash for working capital,
whi ch was a managenent deci sion consistent only with tax advice
given to Times Mrror. The advisers, Shefter and Behnia, had
made it clear to Reed before the transaction that “the LLC

agreenent will not contain any restrictions on the use of the

cash.” In any event, cash is fungible. Use of the LLC s cash in
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Times Mrror’s anbitious stock repurchase program obviously freed

up other resources to be used for working capital.

Reed’ s vice president of taxes, Fontaine, who negotiated the

structure on behalf of Reed, testified:

Thus,

Q [Counsel for petitioner] And what was Reed’s
position with regard to nonvoting common stock in the
structure?

A [Fontaine] Reed did not like the fact that it
was common stock. W were hoping that it would be
changed to a preferred stock because of issues
surroundi ng fiduciary duties.

Q Could you el aborate?

A GCeneral ly speaking, a conmon sharehol der is
owed a fiduciary duty, and because Matthew Bender at
the time would have had a common shar ehol der of MB
Parent, and indirectly TWVWD, that that would be—there
woul d be a fiduciary duty ultinmately to Tines Mrror as
a result of that shareholding as to the operations of
Mat t hew Bender .

Q Wiat was the result of those negotiations?

A The nonvoting common stock was changed to
nonvoting participating preferred stock.

the parties understood that they were deliberately negating

any fiduciary obligations owed to Reed with respect to the cash

or owed to Times Mrror or TMD with respect to Bender operations.

Tinmes Mrror’s understanding of its rights with respect to

the cash was described in its report to the board on October 8,

1998,

as foll ows:

Since the July Board neeting, we have continued to

shar pen our focus on our intended use of the proceeds
fromthe Mdsby and Matthew Bender dispositions as well
as our continuing significant free cash flow It had
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not been our assunption that we would i mediately turn
around and use these resources as a war chest to
finance a major acquisition program and over the past
several nonths we tested this presunption by exam ning

in detail the prospect for value creation and the
accel eration of earnings growh through acquisitions.

* * %

Al |l subsequent reports to the board, the shareholders, and the
SEC represented that the cash proceeds of the divestiture of
Bender were controlled by Times Mrror and were being used for
Tinmes Mrror’s strategic repurchase of stock and new
acquisitions. Although petitioner disputes the |egal
significance of these representations, it has never suggested
that the representations were not entirely consistent with the
terms of the docunentation of the Bender transaction.

In 1999, Tinmes Mrror, as nmanager of the LLC, effected a
$21, 160, 000 cash dividend on MB Parent’s common stock. Reed
agreed to the anmendnents to MB Parent’s corporate docunents
because Reed had unequi vocally given up any interest in the
$1.375 billion or in the earnings on that anount.

Consideration for the Transfer of Bender to Reed

For purposes of section 368, the basic factual determ nation
to be nmade is whether, under the contractual arrangenents, the
consideration received by TMD, the formal “divestor” of Bender,
fromM Parent, the formal “divestee”, was, as petitioner
contends, comon stock of MB Parent worth at least $1.1 billion

or whether, as respondent contends, the consideration received
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was title to the common stock plus effective control over
$1. 375 billion—the anmount paid by Reed in the transaction.
Certainly fromthe standpoint of Times Mrror, control of the
funds was the nost inportant asset received. Fromthe standpoint
of Reed, control of the Bender operations was the nost inportant
asset received. Neither TMD nor MB Parent had officers or
enpl oyees. TMD had no operations independent of Tinmes Mrror
and MB Parent had no operations independent of Reed. Unternman
testified that Tinmes Mrror was appoi nted manager of the LLC
because TMD had no enpl oyees and was sol ely owned by Tines
Mrror. He further testified:
Q [Counsel for petitioner] Fromyour perspective
as chief financial officer of Tines Mrror, was Tines
Mrror’s managenent authority over the assets of the
LLC a separate part of the consideration Times Mrror
received for Matthew Bender?
A [Unterman] Not at all. 1t was all one deal
Q Could you explain your response, please?
A Well, the econom c asset was the cash that was
in MB parent, and the LLC was a way of assuring that
the cash would be invested in a manner that was
parallel of Times Mrror’s interests at all tines.
Under the conbined terns of the managenent agreenent, MB Parent’s
restated certificate of incorporation, MergerSub’'s certificate of
i ncorporation, the MB Parent stockhol ders agreenent, and the
Mer ger Sub shar ehol ders agreenent, all incidents of ownership of

the $1.375 billion were shifted to Tines Mrror as of July 31

1998.
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Exam nation of the voting, dividend, redenption, and
i quidation provisions of the docunents, quoted at |ength in our
findings, confirnms respondent’s view that only Times Mrror had a
continuing economc interest in the cash, and only Reed had a
continuing economc interest in Bender. The structure of MB
Parent and the dividend provisions assured that any dividends
paid to MB Parent fromthe operations of Bender would be paid to
Reed as dividends on MB Parent’s preferred stock. Moreover, when
the structure was ultimtely unwound, TVMD would own MB Parent and
the LLC and Reed woul d own Bender.

The foregoing factual analysis denonstrates that the
consideration received by TMD, as the investnent subsidiary of
Times Mrror, was not common stock in MB Parent but was control
over the cash deposited in the LLC. In relation to the argunents
over expert testinony, as discussed below, petitioner asserts
that the common stock and the managenent authority cannot be
val ued separately because it would have been unthinkable to
transfer them separately. But this argunent does not aid
petitioner’s case. Recognizing that no one would separately
purchase either the common stock or the managenment authority
confirms respondent’s argunent that common stock was not the only
consideration for the transfer and that the common stock, viewed

al one, did not have the value necessary for the transaction to
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qual i fy under the reorgani zation provisions of the Internal
Revenue Code.

Val uation of MB Parent Conmobn St ock

Petitioner argues that Times Mrror and Reed “concl usively”
agreed that the MB Parent common stock was worth $1.375 billion.
In the context of the entire agreenment, however, the description
of the consideration in the nerger agreenent as comon stock was
merely a recital consistent wwth the intended tax effect. W
have exam ned the corporate governi ng docunents to determ ne
whet her the MB Parent conmmon stock possessed the requisite val ue

for purposes of section 368(c). Cf. Alumax Inc. v. Conmm ssioner,

109 T.C. 133, 177-191 (1997), affd. 165 F.3d 822 (11th Gr.
1999).

The factual analysis of the transaction conpels the
concl usion that the managenent authority over the cash in the LLC
had far nore value to Tinmes Mrror than the MB Parent common
stock and thus represented the bul k of the consideration. For
conpl eteness, we discuss briefly the expert testinony and the
context of petitioner’s effective concession that the MB conmopn
stock and the managenent authority over the LLC were inseparable,
whi ch we concl ude establishes that common stock was not the sole
consideration for the Bender transaction.

Petitioner’s expert, Mchael Bradley (Bradley), used a “net

asset val ue approach” to determ ne that MB Parent’s common stock
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was worth $1.375 billion. Using an “avoi ded costs approach”
Bradl ey determ ned that the managenent authority m ght have a
fair market value ranging from$9.2 mllion to $44.1 million.
Bradl ey, however, gave no apparent consideration to the
contractual aspects of the Bender transaction and assuned- -
contrary to any reasonabl e expectation or contractual
possi bility-—the i medi ate di ssolution of MB Parent, Bender, and
the LLC as of July 31, 1998, the date of the transaction.
Bradl ey and petitioner’s other experts, in rebuttal to
respondent’ s experts, asserted that, if separated from econom c
ownership of the common stock of MB Parent, the nmanagenent
authority had no value to a hypothetical purchaser.

Respondent presented three experts who had separately val ued
t he managenent authority and the MB Parent common stock. Alan C
Shapiro (Shapiro) provided an opinion of the fair market val ue of
the common stock i medi ately after the nerger. Like Bradl ey,
Shapiro began with a determ nation of net asset value. Shapiro,
however, reviewed all of the contractual arrangenments and
corporate governi ng docunents and concl uded that the MB Parent
common stock should be discounted substantially for |ack of
control over the assets. Using various assunptions, such as the
net value of MB Parent’s assets after liabilities and the scope
of fiduciary responsibilities by the manager, Shapiro concl uded

that the fair nmarket value of the MB Parent common stock ranged
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froma negative nunber, through worthless, to a maxi num of
$337 nillion.

Respondent al so presented the testinony of Wlliam R Zane
(Zame), an econom cs and nmat hemati cs professor, who applied ganme
theory principles to determ ne the value of the MB Parent common
stock uncoupl ed fromthe managenent rights over the LLC. Zane
acknow edged that his conputed val ue was not the sanme as fair
mar ket value. He did, however, recognize that:

[ because] the comon stock of MB Parent represents a

derivative claimto the resources of Eagle I, by

anal yzing the nature of that derivative claimit is

possible to determ ne the anmount a rational, well-

informed investor mght be willing to pay for this

claim keeping in mnd that there are other conpeting

claims to the resources of Eagle I. It is value in

this sense that this report estinmates.

Zame applied probabilities to various assunptions and determ ned
the nost plausible estinmates of the value of the MB Parent common
stock as a fraction of the value of the LLC s assets. H's

anal ysi s concluded that the “upper bounds of the stand-al one

val ue” of the MB Parent common stock ranged from.595 to .800 of
the value of the LLC

Anot her of respondent’s experts, Mchael J. Barclay
(Barclay), addressed the value of the managenent authority froma
financial standpoint. Barclay also considered alternative
assunptions about fiduciary duty and concluded that, w thout a

fiduciary duty fromthe manager to the LLC, MB Parent, or the MB

Par ent conmon st ockhol der, the managenent authority would have a
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val ue approaching $1.375 billion. Assuming a fiduciary duty,
Barcl ay opi ned that the managenent authority would have a val ue
of 40 percent of $1.375 billion.

Referring to Bradley’s report, petitioner asserts:

Respondent’ s val uati on approach caused his experts to

value rights that did not exist: commopn stock in an

entity managed by an unrel ated, hostile manager, and a

managenent authority giving unconstrai ned powers to an

unrel ated, hostile manager. Respondent’s experts

assuned a hypothetical transaction with no resenbl ance

to the actual transaction or rights. * * *

Petitioner clains that the managenent authority was an
unconpensat ed obligation, not an asset, assigned to Tinmes Mrror
as the “residual clainmholder” of the LLC s assets.

It is indeed unlikely that the authority of Tinmes Mrror
under the managenent agreenent woul d be separated from TMD s
ownership of the MB Parent commopn stock in the real world.
However, separation of the managenent authority fromthe putative
hol der of the cash is part of the structure adopted by Tines
Mrror so that it could maintain its position that the only
consideration received by TMD in the Bender transaction was the
MB Parent common stock. Tinmes Mrror and its advisers created
the scenario that nmakes it necessary to value the MB Parent
common stock at |east as a portion of the total consideration.
To support its statutory argunent, petitioner is asking us to

give effect to a fictional separation of the MB Parent common

stock transferred to TMD from the managenment authority
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transferred to Tines Mrror. Additionally, petitioner’s
criticismof respondent’s experts’ valuation applies equally to
petitioner’s valuation, i.e., petitioner’s experts ignore
rel evant facts concerning the property to be val ued.

We do not need to reach any judgnent about the fiduciary
obligations that may or may not exist under Delaware law. It is
enough to observe that there is uncertainty on that subject,

whi ch uncertainty affects value. See Estate of Newhouse v.

Comm ssioner, 94 T.C. 193, 231-233 (1990). W need not determ ne

actual value of the MB Parent common stock, only proportionate
val ue, i.e., whether the stock represents 80 percent of the total
consideration paid by Reed. It is possible to engage in

i nterm nabl e argunents about the reports of the various experts
presented by the parties in this case. To do so, however, would
serve no useful purpose, because it would not affect the
commonsense conclusions that (1) the MB Parent common stock
cannot be isolated and treated as the sol e consideration
transferred to TMD for its divestiture of Bender and (2) the
comon stock of MB Parent, objectively, had a value | ess than
$1.1 billion and |l ess than 80 percent of the $1.375 billion paid
by Reed.

Perti nent Precedents

Respondent invites us to adopt a broad-based approach and

apply the “spirit” of the reorganization provisions in order to
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deter the type of abuse that respondent perceives the Bender
transaction to be. W need not and do not accept respondent’s
invitation. W are, however, m ndful of the precedents and
judicial homlies that support respondent’s position.
The source of nobst “substance over forni argunents, of

course, is Gegory v. Helvering, 293 U S. 465 (1935). In oft

quot ed | anguage, the Suprene Court franed the issue as foll ows:

The |l egal right of a taxpayer to decrease the anmount of

what ot herwi se woul d be his taxes, or altogether avoid

them by nmeans which the aw permts, cannot be

doubted. But the question for determ nation is whether

what was done, apart fromthe tax notive, was the thing

which the statute intended. * * * [1d. at 469;

citations omtted.]

G egory involved a purported statutory reorgani zati on and
thus is particularly applicable here. Petitioner argues,
however, that “In the 70 years since G egory was deci ded, no
court has applied substance-formprinciples to override technical
conpl i ance supported by busi ness purpose and true econonic
effect.” Indeed, in Gegory, the Suprene Court disregarded the
formof a transaction as having no i ndependent significance.

Bef ore el aborating on the application of this principle and “true
economc effect” in this case, we acknow edge the so-called

progeny of G egory.
Respondent cites Mnn. Tea Co. v. Helvering, 302 U S. 609,

613-614 (1938), in which the Suprene Court stated that “A given

result at the end of a straight path is not nmade a different
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result because reached by follow ng a devious path. * * * The

controlling principle will be found in Gegory v. Helvering”.

Respondent al so relies on another “reorgani zation” case,

West Coast Mktg. Corp. v. Conm ssioner, 46 T.C. 32 (1966), in

whi ch the sol e stockhol der and president of the taxpayer
corporation desired to dispose of certain land. In order to
qualify the disposition as a tax-free reorgani zati on under
sections 354(a)(1l) and 368(a)(1)(B), a corporation, Manatee, was
formed, and the subject |land was transferred to Manatee in
exchange for stock. The stock of Manatee was then transferred to
the acquiring corporation in exchange for its stock. Thereafter,

Manatee was liquidated. Cting Mnn. Tea Co. v. Helvering,

supra, and Geqgory v. Helvering, supra, this Court acknow edged

that the transaction fell literally within the reorganization
provi sions but held that “the tax consequences nust turn upon the
substance of the transaction rather than the formin which it was

cast.” West Coast Mtg. Corp. v. Conm ssioner, supra at 40.

Respondent argues that MB Parent in the instant case is

conparable to the internediary corporation in Wst Coast Mtg.

Corp. in that it had no business, no offices, and no enpl oyees,
and it served no purpose other than to create the form necessary
to support a claimfor tax-free reorgani zati on treatnent.

In addition to cases cited above, respondent relies on the

| egi sl ative history of the reorgani zation provisions, various
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| egislative attenpts to prevent abuse, and cases di scussing
continuity of proprietary interest as “the judicial bulwark and
backstop for Iimting deferral [nonrecognition] to the kinds of
transactions that Congress intended should qualify.” See

Pinellas Ice & Cold Storage Co. v. Commi ssioner, 287 U S. 462

(1933); Cortland Specialty Co. v. Conm ssioner, 60 F.2d 937 (2d

Cr. 1932). Petitioner responds with the assertion that “Stock
as consideration has always satisfied” the continuity of
proprietary interest requirenment “even when the stock conveys a
hi ghly attenuated econom c interest in the acquiring
corporation.” Here, however, petitioner is again assum ng that
stock was the sole consideration for the divestiture of Bender—-
an assunption we reject under the facts of this case for the
reasons di scussed above. Moreover, the interest of the MB Parent
common stock held by TMD in the Bender operations is not nerely
“highly attenuated”; it is expressly negated by the evidence.

Petitioner does not address M nn. Tea Co. or Wst Coast

Mt g. Corp. Petitioner relies on Esmark, Inc. v. Conm ssioner,

90 T.C. 171 (1988), affd. w thout published opinion 886 F.2d 1318
(7th Cr. 1989), as denonstrating the limtations on applying
subst ance over formanalysis to recast a transaction that, on its

face, conplies with the formal requirenments of a statute.

Respondent notes that Esmark, Inc. reaffirnmed the notion that a
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taxpayer’s recei pt of a substantial amount of cash for its
property is the hallmark of a sale. See id. at 187.

In J.E. Seagram Corp. v. Commi ssioner, 104 T.C. 75, 94

(1995), the taxpayer, arguing against reorganization treatnent in
an effort to establish a recogni zable loss, relied on the

rationale of Esmark, Inc., and this Court responded:

Esmark Inc. involved a series of related
transactions culmnating in a tender offer and
redenption of a part of the taxpayer’s stock in
exchange for certain property. The Conm ssioner,
seeking to apply the step transaction doctrine, sought
to recharacterize the tender offer/redenption as a sale
of assets followed by a self-tender. Wile it is true
that we held that each of the prelimnary steps |eading
to the tender offer/redenption had an i ndependent
function, we also held that the formof the overal
transaction coincided with its substance, and was to be
respected. |In the case before us, petitioner would
have us respect the independent significance of
DuPont’s tender offer, but disregard the overal
transaction, which included the nerger. That result
woul d, of course, be inconsistent as an anal ogy with
the result in Esmark, Inc. W therefore decline
petitioner’s request that we apply Esmark, Inc. to the
facts of this case. [ld. at 94.]

We believe that the J.E. Seagram Corp. analysis is helpful in

thi s case. In J.E. Seagram Corp. and in Esmark, Inc., we

declined to give conclusive effect to a single part of a conpl ex
integrated transaction, as petitioner would have us do here.
Petitioner relies primarily on two aspects of the
docunentation to conclude that the Bender transaction qualifies
as a tax-free reorgani zation. The first is the formby which MB

Parent common stock flowed to TMD and by which Bender preferred
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stock flowed to MB Parent. W agree with respondent that this

case is nore |li ke Wst Coast Mtg. Corp. than like Esmark, 1nc.

There are differences, of course. M Parent was not intended to
be, and has not been, liquidated as pronptly as the internediary

in West Coast Mtg. Corp. Additionally, MB Parent was putatively

formed by the acquirer rather than by the party divesting itself
of the property. Gven the terns of MB Parent’s governi ng
docunents and the structure of its several classes of stock,
however, it has no nore function than the internediary in Wst

Coast Mktg. Corp. By contrast to the facts in Esmark, Inc., here

there is no uncontrolled participation by persons who are not
parties to the contractual arrangenent, such as the public

sharehol ders in Esmark, Inc., to give substantive econom c effect

to the existence of MB Parent. To disregard the existence of
MB Parent is not to ignore any neaningful step in the transfer of
Bender fromTinmes Mrror to Reed.

Second, petitioner asserts that “the evidence conclusively
establishes that the parties valued the MBP Conmobn at
$1.375 billion.” Petitioner argues that the agreenent of the
parties as to value was the result of arm s-length negotiations
between Times Mrror and Reed. The arnmis-length negotiation,
however, led to the parties’ agreeing to adopt the form of
tax-free reorgani zation, which required a recital that the conmon

stock was the consideration being exchanged for the Bender stock.
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That | anguage was consistent wwth Tinmes Mrror’s tax objectives,
whi ch were accepted by Reed when Reed concluded that it could not
acquire the Bender stock without agreeing to those terns. Wile
terms negoti ated between the parties may produce evi dence of

val ue, they are not conclusive. Cf. Berry Petroleumv.

Commi ssioner, 104 T.C. 584, 615 (1995), affd. w thout published

opi nion on other issues 142 F.3d 442 (9th Cr. 1998). 1In the
i nstant case, the negotiated terns are overcone by the evidence,
as di scussed above, that the MB Parent comon stock did not have
a value of $1.375 billion or even 80 percent of that anount.
Once petitioner acknow edges and asserts that the MB Parent
common stock cannot be separated fromthe authority of Tines
Mrror, the “ultimate clainmholder”, to nanage the cash in the
LLC, the putative 20-percent voting power of the common stock in
MB Parent and the bare title of MB Parent in the LLC should be
di sregarded. W©MB Parent clearly serves no purpose and perfornms no
function apart fromTinmes Mrror’'s attenpt to secure the desired
tax consequences. In this context, we agree with respondent’s

reliance on Frank Lyon Co. v. United States, 435 U S. 561, 573

(1978), observing that “the sinple expedient of draw ng up
papers” is not controlling for tax purposes when “the objective
econom c realties are to the contrary.”

As we indicated at the beginning of our factual analysis,

our understandi ng of the Bender transaction gives full effect to
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all of the contractual terns other than the | abels assigned. As
we indicated in our discussion of the dispute over valuation of
t he common stock, we agree that it is unrealistic to separate the
common stock in MB Parent fromthe authority to manage
$1.375 billion in cash held by Times Mrror through the
managenent agreenent. Thus, we are sinply | ooking at the
operative terns of the Bender transaction by anal yzing the
respective rights of the parties to it as interpreted by them
before, on, and after July 31, 1998.

The evi dence conpels the conclusion that Tinmes Mrror
intended a sale, assured that it would receive the proceeds of
sale for use in its strategic plans, used the proceeds of sale in
its strategic plans without limtation attributable to any
continuing rights of Reed, and represented to sharehol ders and to
the SEC that it had full rights to the proceeds of sale. None of
t hese actions were inconsistent with the contractual terns.

Thus, we need not “substitute respondent’s version” for *“what
actually transpired.” W deal only with what actually transpired
and give effect to the | egal docunmentation of the Bender
transaction, wth key points enphasi zed by the terns of the
docunents and the statenents made by Tinmes Mrror representatives
about what was acconplished in the Bender transaction.

In a different but anal ogous context, the Court of Appeals

for the Seventh Circuit has stated:
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The freedomto arrange one’s affairs to mnimze taxes
does not include the right to engage in financial
fantasies with the expectation that the Internal
Revenue Service and the courts will play along. The
Comm ssioner and the courts are enpowered, and in fact
duty-bound, to | ook beyond the contrived forns of
transactions to their econom c substance and to apply
the tax |l aws accordingly. That is what we have done in
this case and that is what taxpayers should expect in
the future. * * * [Saviano v. Conm ssioner, 765 F.2d
643, 654 (7th Cr. 1985), affg. 80 T.C 955 (1983).]

From any perspective, the “true economc effect”
(petitioner’s words, quoted above) of the Bender transaction was
a sale. Because the consideration paid by the buyer, to wt,
unfettered control over $1.375 billion in cash, passed to the
seller fromthe buyer, the Bender transaction does not qualify as
a reorgani zation under section 368(a)(1)(B), which requires that
t he exchange be solely for stock. Because the MB Parent conmon
stock | acked control over any assets, its value was negligible in
conparison to the $1.1 billion value that would be required to
qualify the Bender transaction as a tax-free reorganization under
section 368(a)(1)(A) and (a)(2)(E)

Evidentiary Matters

The extensive stipulations of the parties included certain
docunents to which objections were nmade with the understandi ng
that the objections would be discussed in the posttrial briefs.
Respondent objected on rel evance, materiality, and hearsay
grounds to four articles concerning the failed nerger between

Reed and Wl ters Kl uwer. Petitioner did not address these
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materials in the briefs, and we have not relied on themin our
findings. The relevance and hearsay objections will be
sust ai ned.

Petitioner objects to certain exhibits proposed by
respondent, consisting of docunments provided to respondent by
petitioner or its representatives during the audit and during
pretrial negotiations and preparation. Petitioner objects to the

materials on the grounds of relevance, relying on G eenberg’ s

Express, Inc. v. Comm ssioner, 62 T.C 324, 327 (1974). As to

one docunent authored by petitioner’s counsel, petitioner also
objects that it was provided in settlenent negotiations. See
Fed. R Evid. 408. Although respondent disputes whether

petitioner can rely on the rule of G eenberg’'s Express, Inc. v.

Commi ssi oner, supra, respondent does not show how the materials

in question are hel pful in our resolution of this case. W have
not relied on themin our findings of fact. Petitioner’s
rel evance objections are sustai ned.

Petitioner objected at trial and renews on brief an
objection to the testinony of Brian Huchro (Huchro), a senior
staff accountant in the Division of Enforcenent at the SEC who
testified on SEC reporting requirenents of publicly held
conpani es. Huchro was identified in the trial nmenorandum and
submtted a report as a rebuttal wtness to Arthur C. Watt

(Watt), whose report had been submtted by petitioner. At the
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time of trial, petitioner decided not to call Watt and then
rai sed objection to Huchro's testinony. W do not rely on
Huchro’s report in our findings of fact. The representations
made by Times Mrror in various SEC filings are recounted only to
show t hat such representati ons were nade, and we need not draw
any concl usi ons about what was required by the SEC or the
relationship of SEC rules to Generally Accepted Accounting
Princi pl es.

We have considered the argunents of the parties that were
not specifically addressed in this Opinion. Those argunents are
irrelevant to our decision. In view of our resolution of the
primary issue, we do not address respondent’s alternative
argunment under section 269. To reflect the foregoing and to
provide for resolution of the Msby issues, neither tried nor

addressed in this opinion,

An appropriate order

will be issued.




