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SHAREHOLDER'S DERIVATIVE COMPLAINT
Plaintiff, by his undersigned attorneys, for his shareholder derivative complaint
("Complaint"), alleges upon information and belief based in part on a review of documents
obtained by a request pursuant to 8 Del. C. § 220, except as to allegations contained in paragraph
7, which are based upon personal knowledge, as follows:

SUMMARY OF ALLEGATIONS
1.

Plaintiff brings this action derivatively in the right of and for the benefit of

nominal defendant i2 Technologies, Inc. ("i2"or "the Company"). Plaintiff claims that i2's
directors caused i2 to sell wholly owned subsidiary Trade Service Corporation ("TSC"), to

members of TSC's management in bad faith for a price defendants knew to be a fraction of

TSC's fair market value (the "Transaction" or "Sale").

2,

TSC's main line of business is providing subscription databases that price

plumbing and electrical parts and supplies, primarily in digital form, or secondarily through

printed catalogs. These databases are used by plumbing and electrical contractors to formulate

bids, or by distributors to track manufacturers' products. TSC's database business and its related
hardcopy catalog publishing business are a relatively stable source ofrevenue, with over 18,000
customers generating revenues in excess of$l 5 million annually. TSC occupies a niche market
that is unrelated to 12's main line of business.
3.

i2 purchased TSC and a related company called EC Content, Inc. ("EC") in

January 2001 for $100 million. As of December 30, 2000, TSC was generating $20.6 million in

revenue and EC was generating $700,000. EC discontinued operations by the end of200l. In
2002 and 2b03, VisionlnfoSoft! Material Express.com ("VlS/ ME"), a competitor of TSC, made
repeated offers to i2 management to purchase TSC for $1 5-25 million. These offers were

communicated directly to certain board members, including i2 chairman and CEO Sanjiv Sidhu

("Sidhu") and director Harvey Cash ("Cash"). Each inquiry was met by the response that i2 was
not interested in selling TSC.
4.

Despite professions of disinterest in VIS/ME's 2003 offer, the i2 board decided to

sell TSC in late 2004. By then, i2 vice president Anthony Dubreville

("Dubreville") had already

discussed with i2 the possibility of his management led buyout ofTSC, and he was confident
that Sidhu would eventually allow him to buy TSC at a fire sale price. Even with express

knowledge of Dubreville's interest in buying TSC, the board decided to put Dubrevifle in charge

of finding a buyer for TSC. Thereafter, Dubreville engaged in a sham effort to find a buyer for
TSC. Although Dubreville and directors Cash and Sidhu knew firsthand ofVlS/ ME's interest in
purchasing TSC, none of them contacted VlS/ ME or any other competitor, the mostlogical,
likely and motivated potential buyers, to inquire if they were interested in buying TSC for fair
market value. Instead, Dubreville, with the assent of Cash, Sidhu and the 12 Board, offered TSC
to companies he knew had no interest in buying TSC and deliberately concealed from VIS/ME

that TSC was on the market. Dubreville also manipulated the books of TSC to make it appear to

2

be less profitable than it actually was by causing TSC to overpay for the printing of its catalogs
and its office space, and failing to allocate expenses appropriately to a co-managed entity. TSC's

catalogs were printed by a company co-owned by Dubreville and TSC's originalowner, James
Simpson. Before approving the Transaction, i2 directors reviewed TSC's unaudited financial
statements, from which these manipulations were apparent.
5.

When Dubreville's feigned efforts failed to find a buyer, Dubreville offeredto

purchase TSC through an entity in which he was a principal owner. This was Dubreville's plan
from the start. i2 engaged investment bankers Sonenshine Partners, formerly Sonenshine Pastor
("Sonenshine") to draft a fairness opinion and a Special Committee of the Board of Directors

was formed to approve this related party transaction. The Sonenshine fairness opinion, which
was riddled with glaring inconsistencies and inaccuracies, was presented both to the Special

Committee and the entire Board. In June 2005, the Board approved the sale of TSC to
Dubreville and his minority interest partners. Since i2 assumed some of TSC's liabilities and let
TSC's new owners keep its receivables, the Transaction price resulted in only a $2.2 million net

benefit to i2. TSC's true value at the time of its sale was somewhere between $15 million and
$25 million.
6.

Just weeks after the sale, Dubreville began a genuine effortto sell TSC for its fair

market value by offering TSC to VIS/ME. In December 2005, VIS/ME offered to purchase TSC
for $18.5 million. Dubreville rejected the $1 8.5 million offer and countered with a substantially

higher price. No deal was reached. Dubreville thereafter caused TSC to be sold to GF Capital
Management and Advisors LLC in 2007 for more than $25 million.

PARTIES
7,

Plaintiff John McPadden Sr. ("Plaintiff'), a shareholder of nominal defendant i2,

purchased i2 shares in October 2001 and has since continually held i2 shares. Plaintiff will
fairly
and adequately protect the interests of i2 in enforcing the rights of i2against the Individual
Defendants. Plaintiff's attorneys are experienced in this type of litigation and will prosecute this
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action diligently on behalf of i2 to insure the rights of the 12. Plaintiff has no interests adverse to
12.

8,

Defendant Sanjiv Sidhu ("Sidhu") founded i2 Technologies in 1988 and has

served as the chairman of its board of directors since 12's incorporation in 1989. He served as
12's chief executive officer from the Company's founding until May 2001 and from April 2002

until February 2005. Sidhu was an officer of TSC. Sidhu directly received offers to buy TSC for
prices far in excess of the Transaction price. Sidhu personally reviewed the Sonenshine fairness
opinion and was aware that it was seriously flawed. He approved the Transaction.
9.

Defendant Harvey B. Cash ("Cash") has served as a member of the i2 board of

directors continuously since January 1996. Since 1986, Cash has served as general or limited
partner of various venture capital companies affiliated with Inter West Partners, a venture capital

firm. Cash currently serves on the board of directors of the following publicly-held companies:
Ciena Corporation, First Acceptance Corporation, Silicon Laboratories, Inc., and Staktek

Holdings, Inc. Cash is also a director of several privately-held companies. Cash

directly

received offers to buy TSC for prices far in excess of the Transaction price. Cash was a member
of the Special Committee of the Board of Directors charged with reviewing the fairness of the

Transaction. He personally reviewed the Sonenshine fairness opinion and was aware that it was
seriously flawed, He approved the Transaction.
10.

Defendant Robert L. Crandall ("Crandall") served as a director from May 2001

until May 2006. Mr. Crandall was Chairman of the Board, President and Chief Executive
Officer of AMR Corporation, the parent company of American Airlines from 1985 to May 1998,

when he retired. Crandall directly received offers to buy TSC for prices far in excess of the

Transaction price. Crandall was a member of the Special Committee ofthe Board of Directors
charged with reviewing the Fairness of the Transaction. He personally reviewed the Sorienshine
fairness opinion and was aware that was seriously flawed. He approved the Transaction.
11.

Defendant Richard L. Clemmer ("Clemmer") has served as a member of the i2

board of directors since June 2004. Clemmer is the president and CEO ofAgere Systems. In
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addition, he is a partner at Shelter Capital Partners, a private investment fund and chairman and
president of Venture Capital Technology LLC, which is focused on investing in and consulting

for technology companies. He previously served on the board and as an executive at
PurchasePro.com, Inc., a provider of electronic procurement and strategic sourcing solutions.

Clemmer also serves on the board of Excel Switching Corp. In February 2005, Clemmer
assisted Dubreville in marketing TSC by soliciting interest in its purchase from companies with

which he was familiar. Despite his direct involvement in marketing TSC, he did not insist that
TSC be marketed to any of its competitors or explore whether TSC's competitors would pay
more than the Transaction price. Clemmer was a member of the Special Committee of the Board
of Directors charged with reviewing the fairness of the Transaction, personally reviewed the

Sonenshine fairness opinion and was aware that it was seriously flawed. He approved the
Transaction.
12.

Defendant Michael McGrath ("McGrath") has served as a member of the i2 board

of directors continuously since August 2004 and was i2's chief executive officer and president
from February 2005 until July 2007. He currently holds the title "CEO emeritus," In 1976,
McGrath co-founded Pittiglio Rabin Todd & McGrath ("PRTM"), a management consulting firm
to technology-based companies. He spent 28 years with PRTM in variouspositions, retiring as
chairman and chief executive officer of PRTM's Atlantic Region in July 2004. McGrath is also a
director of two privately-held companies and authored four books on managing technology

businesses. McGrath hired Sonenshine Partners in connection with the Transaction and met with
Sonenshine representatives at least four different times during its engagement. He personally
reviewed the Sonenshine fairness opinion and was aware that it was seriously flawed. He

approved the Transaction.
13.

Defendant Jack Wilson ("Wilson") has served as a member of the i2 board of

directors continuously since April 2005. Wilson retired as chief executive officer ofAccenture's
Business Process Outsourcing (BPO) division in August 2004. Wilson was a member of the
Special Committee of the Board of Directors charged with reviewing the fairness of the
5

Transaction, personally reviewed the Sonenshine fairness opinion and was aware that it was

seriously flawed. He approved the Transaction.
14.

Defendant Stephen Bradley ("Bradley") has served as a member of the i2 board of

directors continuously since April 2005. Bradley is a professor at the Harvard Business School.
Bradley was a member of the Special Committee of the Board of Directors charged with
reviewing the fairness of the Transaction, personally reviewed the Sonenshine fairness opinion

and was aware that it was seriously flawed. He approved the Transaction.
15.

Defendant Lloyd 0. Waterhouse ("Waterhouse") has servedon the 12 board of

directors continuously since April 2005. He was chainnan and chiefexecutive officer of The
Reynolds and Reynolds Company ("Reynolds") from 2000 until July 2004. Beforejoining
Reynolds, Waterhouse spent 26 years at IBM Corporation. Waterhouse was a member of the
Special Committee of the Board of Directors charged with reviewing the fairness ofthe
Transaction, personally reviewed the Sonenshine fairness opinion and was aware that it was

seriously flawed. He approved the Transaction.
16.

Defendant Anthony Dubreville ("Dubreville") was the i2 Vice-President in charge

of 12's subsidiary known as the Content and Data Services Division ("CDSD"), and was also the
principal owner of Trade Service Holdings, LLC, a California limited liability company which

bought TSC. CDSD consisted of TSC and a separate division known as CDS that sold different
trade database information. Dubreville has worked at TSC fordecades, since well prior to the
time i2 acquired it. He was CEO and President of TSC when it was owned by Boston Ventures
in 2000.
17.

Defendants Sidhu, Cash, Clemmer, McGrath, Bradley, Waterhouse, and Wilson

are sometimes referred to herein as the Director Defendants.
18.

Defendants Cash, Crandall, Clemmer, Bradley, Waterhouse, and Wilsonare

sometimes referred to herein as the Special Committee Defendants.
19.

Nominal Defendant i2 Technologies Inc. is a Delaware corporation headquartered

at 11701 Lana Road, Dallas, Texas 75234. i2 sells supply chain management software and

6

related consulting services. Significantly, TSC's line of business is unrelated to i2's business,
such that there was no valid business reason for i2 not to offer TSC to its competitors, who

would have valued TSC's vast customer base and paid approximately 8-il times more than the
$2.2 million i2 received in the Transaction.

SUBSTANTIVE ALLEGATIONS

TSC's History and i2's Purchase of TSC
20.

TSC was started over 50 years ago. For years, its business was printing plumbing

and electrical pricing guides for contractors and distributors. It was owned by members of the
Simpson family, and controlled in the 1980s and 1990s by James Simpson ("Simpson"), VlSi
ME Chairman Earl Beutier ("Beutler") arid VIS/ME President and CEO John Evans ("Evans")

were senior executives at TSC during the 1980s when Simpson owned it. Beutler left TSC in
1986; Evans left in 1995. Defendant Dubreville worked at TSC under Evans and Simpson and
has known them for many years.
21.

In the mid 1990s, the popularity of the internet and personal computers began to

render printed supply catalogs obsolete. The information contained in many pages of catalogs
could be offered first on floppy disks, then on CD-ROM and nowover the internet. TSC began
offering electronic subscriptions to a proprietary database as an alternative to the hardcopy

catalogs subscriptions it sold, and soon these database subscriptions became TSC's main source
of revenue.
22.

In 1999, investment firm Boston Ventures acquired TSC for approximately $80

million from members of its founding family, including Simpson. By that time, Dubreville had
worked his way up to the top executive position at TSC, serving directly under Simpson, who ran

TSC. Dubreville acted as the broker between Boston Ventures and Simpson and received a
finder's fee on the transaction from Boston Ventures. Dubreville became the CEO and President
of TSC.
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23.

In March 2001, i2 acquired TSC from Boston Ventures for $100 million. i2

placed Dubreville in charge of CDSD, which included TSC. As a condition of the i2 acquisition,
TSC was forced to sell several of its businesses, including a captive printing company called
Trade Printing Services that printed the catalogs TSC sold. Simpson and Dubreville purchased

this printing business. Dubreville contracted TSC's printing to Trade Printing Services at
inflated prices while i2 owned TSC.
24.

In 2003, Dubreville received a $942,000 distribution as his share of his employee

equity from the sale of TSC to i2.
25.

By late 2004/ early 2005, i2 had decided to sell TSC. According to TSC's

"investor information overview" ("TSC offering memorandum"), a document created to present
to potential TSC acquirers, i2 originally purchased TSC with the intent to combine TSC's

business with a different acquisition's business to drive the sale ofsupplier relationship
management procurement software, TSC was not able to provide the expected leverage to sell
supplier relationship management procurement software for i2. i2 did not try to develop further
TSC's core business, which is plumbing and electrical parts price subscription databases and

catalog sales. In late 2001, TSC's business to business internet company, EC Content ("EC"),
was discontinued. EC generated only $700,000 in revenue and had $6.6 million inexpenses in
2000. What was left of TSC was a stable, valuable databasesubscription business that had over
18,000 subscribers and predictably generated over $15 million of revenue annually. By late
2004 to early 2005, i2 had decided to refocus on its core supply chain/demand management
software and had determined that TSC was a non-core business and should be divested.
26.

Dubreville realized that he could create an opportunity to purchase TSC for

pennies on the dollar. Within his first year of employment at i2, Dubreville told Evans that he
was working for i2 only because he thought he could convince i2 and Sidhu to sell him TSC.
Dubreville also told Evans that he was part owner of Trade Printing Services along with TSC's
former owner Simpson.
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V!S/ME's Offers to Buy TSC
27.

Beutler co-founded VIS in 1991 to compete in the emerging online plumbing and

electrical contractor software and database market. VIS sells estimating software that allows
contractors to formulate bids and provides a database of prices for use in conjunction with the

software. Beutler's sister company Material Express ("ME") sells pricing databases to plumbing
and electrical parts distributors. TSC does not sell estimating software, but sells plumbing and
electrical database subscription services to both contractors and distributors. In 2003, VIS had
approximately a 35% market share and TSC had a 60% market share of the contractor pricing

market. ME had approximately 10% of the distributor market while TSC had 80% and IDEA
had 10%.
28.

In June 2002, Dubreville caused TSC to sue VlS/ ME for copyright infringement.

TSC contended that VIS/ME copied the description of some items in TSC's database and its
record layout. This lawsuit resulted in TSC/ i2 incurring $900,000 in legal fees, which was

treated as overhead on TSC's books and depressed TSC's earnings. The parties settled the
lawsuit June 2004. VIS/MIE agreed to pay licensing fees to TSC commencing July 1, 2004, with

quarterly payments due 30 days after the close of each calendar quarter. TSC received its first
payment in late October 2004. The VIS/ME licensing payments totaled approximately $500,000
per year.
29.

During the period of litigation between VIS/ME and TSC, VIS/ME made

persistent inquiries about purchasing TSC. On July 12, 2002, only a month after the litigation
commenced, Beutler sent certified letters offering to buy TSC to Director Defendants Sidhu and

Cash, as well as to then directors Crandall, Romesh Wadhwanj and Michael Jordon. The letter
stated that VIS/ME had heard that i2 was contemplating the sale of TSC and that Beutler wanted
the Board to know that VIS/ME had made several inquiries regarding acquiring TSC. Beutler

said that he wanted the Board to be aware of VIS/ME's "strong interest" prior to approving a
sale to any other party, and suggested VIS/ME was prepared to outbid other offers.
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30.

On July 27, 2002, responding to Beutler's July 12, 2002 certified lettersto the

directors, i2 Vice President Mike Short ("Short") telephoned Beutler. in response to Short's call,
Beutler wrote Short a letter dated July 27, 2002, which stated:
With the recent challenges at i2 Technologies, we decided to once
again inquire about the possibility of our purchasing [TSCJ. We
contacted Bill Beecher via e-mail, but received no response. We
had also heard rumors that i2 was considering a sale of[TSC] (in
fact, we have learned that Anthony Dubreville announced to [TSC]
employees that he was planning to purchase the company; he then
filed what we believe to be a meritless lawsuit against our
companies so that he could use the 12 resources to weaken a
competitor and then purchase a stronger company). For this
reason, we contacted the i2 Board Members in the event such a
sale was being discussed. Clearly, because of the overlap between
our customers and products, we would gather the most value from
such an acquisition. We have access to financial resources that
would make this well worth i2 pursuing.
31.

On July 30, 2002, Short sent Beutler an email saying that he would respond soon.

32.

On Sept 16, 2002, Beutler emai led Short, telling him that he remained interested

in TSC if and when i2 wanted to sell it. On September 17, 2002 Short e-mailed Beutler stating
that i2 was not interested in selling at this time, that Short was leaving the company and that

future inquiries should be directed to Antonio Boccalandro. Short's message was also sent to i2
CFO Bill Beecher.
33.

On Jan 17, 2003, Beutler sent a letter to Director Defendant Sidhu and i2CFO

Bill Beecher stating that VIS/ME would be willing topay up to $25 million for TSC. The letter
stated that there was huge organizational overlap between TSC and VIS/ME and that he believed
the combined operations would produce an additional $10 million in cash flow for the merged

entities within 18 months. Beutler emphasized that the deal could be structured in a way that
would provide i2 with all the strategic benefit of the TSC content, and requested a meeting to
discuss details.
34.

On January 23, 2003, i2's board met, including Defendants Sidhu and Cash and

then directors Crandall and Jordon (both of whom also received the letter from Beutler
10

expressing interest in purchasing TSC). A portion of the meeting was spent discussing the

business of TSC and its effect on i2. CFO Beecher, who along with Sidhu received Beutler's
letter offering to purchase TSC for up to $25M, also attended this meeting.

Dubreville Continues to Manipulate TSC's Earnings
35.

In 2003 and 2004, Dubreville continued to drive down the earnings of TSC.

Dubreville reduced TSC's EI3ITDA in the following ways:

a.

In 2002, Dubreville caused (and the defendants permitted) TSC to lease

52,000 square feet of office space for $104,000 per month, with increases built in annually.

52,000 square feet was double the space TSC needed for its then 140 employees. This resulted
in TSC's incurring more than $0.5 million in unnecessary expense annually.
b.

Dubreville caused (and the defendants permitted) TSC to retain Trade

Printing Services to print TSC's print publications and catalogs. In 2004, TSC generated $3.8
million in revenue from print publications and catalogs, but had gross profit margins of only

30%, paying an astonishing $2.45 million for print services and production. Dubreville used his
position at TSC to reap windfall profits at Trade Printing Services, of which he was part owner,

from printing TSC's catalogs, while artificially depressing TSC's EBITDA. hi 2003 and 2004
TSC's cost of sales (i.e. printing and production) actually rose slightly from 2002 levels even as

revenues fell 10% annually. TSC's lower print revenues were the result of falling print
subscriptions, and absent some unusual circumstance, the printing costs would be expected to

decline as well.
c.

Dubreville caused TSC to incur significant legal expenses in its copyright

dispute with VIS/ME. The 2004 settlement of that suit resulted in VIS/ME paying regular, six
figure royalties to TSC. That royalty had just started to be paid to TSC at the time the
Transaction was finalized. In effect, i2 bore the cost of this litigation because the litigation costs

depressed TSC's (and therefore i2's) 2002-2003 earnings while the Transaction permitted TSC's
new owners to keep the benefits of the VIS/ME settlement. Thus, TSC was entitled to 2005,
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2006, and 2007 royalty payments, which were expected to total about $500,000 annually,

essentially generating a revenue stream equal to about 50% of the Transaction's consideration.
36.

Tn late 2004, Dubreville called Evans to discuss Beutler's January 2003 letter to

Sidhu and Beecher offering to buy TSC for up to $25 million. Although this letter was not sent

to Dubreville, he knew of its existence. Dubreville was angry that Beutler had sent the letter and
asked Evans if he would send him a copy of it. This call corresponds to the time period when
Dubreville was first discussing with i2 the possibility of buying TSC himself.

12 Candidly Assesses TSC for Fiscal 2005
37.

In November 2004, 12 engaged in a review of its CDSD, which consisted of TSC

and another business, referred to as CDS, which sold different trade database information.
Dubreville ran CDSD so that he was in charge of TSC and CDS. CDSD, under Dubreville's

direction, prepared a presentation for this review ("FY 05 AOP"), which includedthe following:

a.

It projected TSC's FY05 revenue at $16 million, an increase of 2% over

FY 04, despite the expiration of a $224,000 contract with customer Trade Power. The FY 05
projection included an 11% decline in print publications but a 6% increase in the larger and more

profitable distributor and contractor electronic database side of the business. The FY 05 AOP
projected revenue of$ 16.8 million in FY 06.
b.

It contained a chart of projected FY05 cost allocations. These costs

allocations included a warning: "Cost allocations are subjective and based on broad estimates
and assumptions,"
C.

A page entitled "Operations Initiatives" revealed a key fact responsible for

depressing TSC earnings: "Restructure internal reporting system to better track businessunit

performance. Shared costs typically reside in TSC accounts—need to be allocated to other
product lines." [emphasis supplied]
38.

Thus, at the end of 2004, i2 expected TSC's business to improve and was aware

that TSC's financial statements did not fairly reflect its performance because of lopsided
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allocations of costs between TSC and CDS. These inaccurate allocations permitted Dubreville to

make TSC's earnings appear lower than they actually were. Since the Company viewed CDSD
as a single business unit, this improper allocation of costs between TSC and CDS was not a

serious problem in i2's day to day operations, but became highly relevant whenselling TSC,
because cost allocation affected its value.

The Board Relies on Dubreville to Broker TSC
39.

In December 2004, i2's Board approved a restructuring and sale of TSC. The

Board received the FY 05 AOP before making that decision. A TSC investor information
overview dated January 10, 2005 ("January 10, 2005 TSC offering memorandum") was prepared
containing projections that anticipated FY 2005 revenues of $16 million and EBITDA of $1.2

million, FY 2006 revenues of$17 million and EBITDA of$1.7 million, and FY 2007 revenues
of $18 million and EBJTDA of $2.2 million. In the notes to the financial statements included in
the TSC offering memorandum, 12 warned:

The acompanying unaudited pro forma and projected statements of
operations and related schedules for the year ended 2004 and the
three-year period ending 2007 were prepared by the management
of {TSC] and involve a significant element of subjective judgment
and assumptions, which may or may not be correct.
The pro-forma financial information was derived from the
financial records of [TSC] as recorded in the financial systems of
i2 Technologies. The pro forma data does not necessarily reflect
the operations of the Company as a separate enterprise. There are
expenses that are recorded in allocation accounts and/or classified
as expense in the records of different i2 business units. It should
be understood that as a unit of i2, the Company was managed on a
business unit basis and not as a separate enterprise.
The projections are unaudited and were not reviewed by any
independent accountants or federal or state regulatory agencies.
The projections were not prepared in accordance with generally
accepted accounting principles or any published guidelines
regarding projections promulgated by any securities exchange or
commission or any organization of certified public accountants.
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40.

The Board met on February 1, 2005. The Board, including Director Defendants

Sidhu, Clemmer, Cash, and McGrath, received a Sonenshine presentation called "Dassault and

TSC Overview" that in pertinent part outlined to the Board various options withregard to selling

TSC. One ofthose options was to "sell business as negotiated for $4.2 M to TSC employees."
The Board was told that the January 10, 2005 TSC offering memorandum had been approved by

i2 management and the Board received this memorandum to review. Director Defendants Sidhu,
Clemmer, Cash, and McGrath were given the projections for TSC used in the January 10, 2005
TSC offering memorandum, showing: projected revenue of $16.0 M, EBITDA of $1.2 M, and

free cash flow of $0.9 M in 2005; revenue of$17.0 M, EBITDA of$1 .7 M, and free cash flow of
$1.4 M in 2006; and revenue of$18.0 M, EBITDA of $2.2 M, and free cash flow of $1.9 M in
2007. The Board was also apprised of the plan to let Dubreville conduct the process to sell TSC.
Handwritten notes from that meeting state: "Trade Service Corporation IX revenue—goal for
Tony Dubreville" and "Bery [sic] [Cash] will get a multiple of cash flow."
41.

Against all conventional wisdom, no business broker or investment banker was

hired to sell TSC. The idea of a management buyout of TSC had been previously
contemplated by Dubreville and disclosed to 12 management and the 12 Board, and also

discussed by Director Defendants Sidhu, Clemmer, Cash, Crandall and McGrath ata
board meeting on February 1, 2005. Nevertheless, the Board permitted Dubreville to be
put in charge of finding a buyer for TSC.
42.

On or about February 15, 2005, the January 10, 2005 offering memorandum was

altered to use significantly less profitable "reforecasted" projections (revenue of $14.7M,
EBITDA of $0.6 M, and free cash flow of $0.2 M in 200; revenue of$15,5 M, EBITDA of $0.75
M, and free cash flow of $0.35 M in 2006; and revenue of$16.0 M, EBITDA of $0.9 M, and free

cash flow of $0.6 M in 2007). Dubreville used the Feb. l5t version of the offering
memorandum ("February 15, 2005 TSC offering memorandum") to solicit bids for TSCduring
the next several weeks.
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43.

Dubrevi lie was not motivated to present TSC to the most potentially interested

buyers, because he knew he had depressed TSC's earnings and would be able to purchase TSC
for fire sale prices if his "efforts" to sell TSC failed. In fact, Dubreville went out of his way not
to offer TSC to the most likely buyers, namely TSC's direct competitors, includingVIS/ME,
IDEA, Harrison Publishing House, American Supply Association, and Electrical Resources Inc.

At the very least, the Board knew that Dubreville was conflicted. A competitor purchaser would
consolidate TSC's business with its own and almost certainly would notrequire Dubreville's
management services any longer. Dubreville's limited efforts to market TSC were as follows:

a.

Even though Dubreville, Sidhu and Cash knew that VIS/ME had offered

to pay up to $25 million for TSC in 2003, Sidhu and Cash in bad faith failed to insist that

Dubreville contact VIS/ME (or any other competitor) to inquire if theywere still interested in
purchasing TSC. VIS/ME was in the same line of business as TSC and was paying TSC a

substantial royalty. As a result VIS/ME would have paid a premium just to be rid ofthe royalty
payments, which would total approximately $2 million over the course of the fouryear
agreement.
b.

Dubreville contacted Reed Elsevjer Inc. (owner of LexisNexis information

services) one of the largest electronic content providers in the world. However, Dubreville did
not contact Thomson Corporation (owner of Westlaw), Reed Elsevier's largest competitor
because Dubrevjlle knew that Beutler and Evans had contacts at Thomson. Beutler had
previously sold a business to Thomson and had worked as a Thomson executive thereafter for

two years. As a result, Dubreville knew that if he offered TSC to Thomson, word might get back
to VIS/ME that TSC was for sale.
C.

Dubreville offered TSC to Simpson, TSC's former owner, who had sold

TSC to Boston Ventures in 1999 and who was Dubrevi lie's partner in Trade Printing Services.

Simpson's company Sunrise Ventures submitted a $1.8 million lowball offer on the same day
Dubreville renewed his proposal for a management buyout at the price of $3 million. This was
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an obvious ploy arranged by Simpson and Dubreville to assist Dubreville in his attempt to

purchase TSC by making Dubreville's $3 million offer look generous.
d.

The only substantive offer Dubreville received for TSC was $4.3 million

from an electronics parts distributor called IHS, but that offer was contingent upon i2 packaging
TSC with the other part of i2's CDSD, referred to herein as CDS, which IHS was extremely

interested in buying. The total offer for both businesses (TSC and CDS) was approximately $12

million, which was extremely low. i2 did not want to bundle those two businesses together for
sale and therefore rejected 1HS's offer. IHS was never interested in purchasing TSC by itself.
IHS finally purchased CDS (without TSC) from 12 in early 2006 for approximately $29 million.

e.

Page 61 of the board-reviewed June 28, 2005 Sonenshine fairness opinion

lists TSC's competitors as IDEA, Harrison Publishing House, VTS/ME, and American Supply

Association. According to the Board-reviewed April 14, 2005 Sonenshinepreliminary

assessment of TSC, a page of the April 25, 2005 due diligence review entitled "Contact

information of Potential Buyers of Trade Service- February i" to March I3"", and page
34 of the June 28, 2005 Sonenshine fairness opinion presented to the Board, none of the

listed competitors were ever contacted to see if they might be interested in purchasing TSC.
The same information regarding sales efforts by "TSC executives," a listing of TSC's other
potential suitors that did not mention any competitors, and a separate page listing TSC's
competitors was presented to the Board. it was contained in the Sonenshine June 21, 2005
Preliminary Advisory Analysis, used at the first Special Committee meeting on June 21, 2005

attended by Director Defendants Cash, Clemmer, Wilson, Bradley and Waterhouse. it was also
in Sonenshine's June 23, 2005 Preliminary Advisory Analysis, which was reviewed by the entire
Board. i2 had no valid business reason not to offer TSC to competitors, since i2 was no longer
interested in being in the plumbing and electrical parts database subscription business. TSC's
competitors would clearly have paid a premium to acquire TSC's base of over 18,000 customers,
which generated $15 million in annual revenue. The nature of the database subscription business
is such that the incremental cost of adding customers is very small and the incremental profits are

large. TSC's customer base would therefore have been highly prized by its competitors.
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44.

In an email dated February 26, 2005, Dubreville reported on his efforts to market

TSC to 12 executives including then executive vice president and chiefdelivery officer Pallab

Chatterjee (now i2's interim CEO), CFO Katy Murray, and vice president of financeManoj
Gupta. He stated that he had enlisted 12 director Rick Clemmer to show the TSC prospectus to

some companies that might be interested. He also opined that potential buyers were only willing
to pay 2 to 3 times EBITDA for TSC. Later in his email, he reminded Gupta, Murray and
Chatterjee that he had contemplated a management buyout "late last year" and believed TSC to
be worth only 2 to 3 time EBITDA, which suggested a $2 million purchase price.

45.

On March 4, 2005, Dubreville reported by email on his efforts to sell TSC to three

prospects to i2 executives including Chatterjee, Murray, Gupta and 12 general counsel Robert

Donohoo. His first prospective buyer was IRS, which was not interested in TSC but was very

interested in buying CDS, the other part of i2's CDSD. The second was Boston Ventures, the
company that had sold TSC to 12; Boston Ventures had not responded to Dubreville's overtures.
The third company was Sunrise Ventures, which he reported "continues to move in a positive

direction." He characterized Sunrise's principal as a "former TSC shareholder" who would
make an offer within two weeks. Dubreville neglected to mention that Sunrise'sprincipal was
Simpson, Dubreville's former boss at TSC, the man who sold TSC to Boston Ventures and who
was Dubreville's partner in Trade Printing Services, which was overcharging TSC for itsprinting
services and effectively depressing TSC's earnings by over $1 million annually.
46.

On March 8, 2005, Dubreville emailed Chatterjee and Murray to "share my

thoughts regarding the divestiture of[TSC} and the possible thought of harvesting andlor

'milking' the business before the board meeting tomorrow." Dubreville argued that TSC was not
a strategic fit with i2 and that the value of TSC was eroding. He trumpeted the $1.8 million offer
to purchase TSC from Sunrise Ventures, which he had received that day. He expressed concern
at the proposed cutbacks at TSC and the possible implementation of a "destructive" strategy to

"milk TSC for short term gain." Dubreville concluded his email by restating his true intentions:
"However, if i2 is contemplating harvesting the business or you find that the offers are
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unacceptable for any reason, please allow me to propose and lead a management buy-out so we

can preserve our 75 year history, customers and employees" Director Defendants Sidhu,
Clemmer, Cash, and McGrath were already aware of Dubreville's interest and haddiscussed this
scenario at the February 1, 2005 meeting of i2's Board.
47.

At a meeting on March 9, 2005, the i2 board discussed Dubreville's proposed

management buyout. Director Defendants Sidhu, Clemmer, Cash, and McGrath knew that
Dubreville wanted to buy TSC but had nonetheless acquiesced in Dubreville's taking charge of
the effort to market TSC to potential third parties.
48,

On or about March 11, 2005, i2 directed TSC to reduce Q2 spending by 32% or

$1.0 million per quarter ($4 million per year) through personnel cost reductions. At the time,

even using Dubreville's inaccurate accounting which depressed TSC's earnings, TSC was not
losing money.

49.

in a document dated March 15, 2005, TSC management provided an impact

analysis of the proposed Q2 2005 "cost reduction plan." Predictably, theanalysis concluded that
the result of the proposed plan would devastate TSC and result inTSC being unable to operate
effectively. The implementation of such a drastic plan for a division that had been dependably
generating over $15 million in revenues and operating at a profit madeno business sense.
50,

On March 18, 2005, Dubreville submitted a letter of intent for TSH to purchase

TSC. Dubreville was the principal owner of TSH, while othermembers of TSC's management
also had an interest in TSH. The terms of the letterpermitted TSH to buy TSC for $2 million in
cash and enter into licensing agreements for software with i2 for $1 million, with Dubreville

keeping all outstanding receivables and prepayments. The offer contemplated that TSC would
sublease only the 25,000 sq. ft. of office space it actually needed, effectively reducing TSC's

annual overhead by at least $500,000, with i2 paying for TSC's relocation from the second floor
to the first floor of the building it was leasing.
51.

On April 12, 2005, representatives from Sonenshine met with CFO Murray to

discuss the sale of TSC to TSH.
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52.

On or about April 14, 2005, a Sonenshine-generated document called "Project

Infinity: Generating Value In A Business In Transition" was distributed to senior management
and the i2 Board (including Director Defendants Sidhu, Clemmer, Cash, and McGrath) in

advance of the April 18, 2005 Board meeting. Section 3 of this document was entitled
"Preliminary Thoughts on [TSC]." This document, which was discussed in detail at its April 18,
2005, Board meeting, included the following:
a.

Page 26 identifies TSC as "non-core" business with "a need for Infinity

("Infinity" was Sonenshine's alias for i2 ) to refocus on core." The document noted that TSC
has "minimal customer overlap" with i2's core business.
b.

Page 28, entitled "Comparative Financial Performance," contains two sets

of projections: the "initial sale process projections" taken from the January 10, 2005 TSC
offering memorandum (revenue of $16.0 M, EBITDA of $1.2 M, and free cash flow of $0.8 M

in 2005; revenue of $17.0 M, EBITDA of$1.7 M, and free cash flow of$l.4 M in 2006; and
revenue of $18.0 M, EBITDA of $2.2 M, and free cash flow of $1.9 M in 2007) and the
"reforecast by management" projections derived, with further modification to the 2006 FCF,

from the February 15, 2005 TSC offering memorandum (revenue of$14.7 M, EBITDA of $0.6
M, and free cash flow of $0.2 M in 2005, revenue of $15.5 M, EBITDA of $0.75 M, and free
cash flow of $0.4 M in 2006, and revenue of $16.0 M, EBITDA of $0.9 M, and free cash flow of

$0.6 M in 2007), the latter being significantly less profitable, Their source was credited as
"[TSC] Financial Projections." Both sets of projections were created by TSC's management
under Dubreville's direction when they had already contemplated thepossibility of a
management acquisition of TSC. The i2 Board knew this fact and therefore knew that the
projections were inherently unreliable.

c.

Page 29 documents the efforts of "the internally-led sale process," which

clearly shows that of the 13 potential buyers contacted, most were huge corporations that had

little interest in acquiring TSC's niche business and that no TSC competitors, who would have
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paid a premium for TSC's 18,000 customer subscription base and $15 million revenue

stream, were ever contacted.
d.

However, page 30 consists of an analysis of trading comparables, and

concludes that "the relevant multiple ranges are 5-9x EBTTDA and 6.5-13x EBIT."
Unfortunately, TSC's EBITDA had never been confirmed in audited financials and i2 and the
Board knew that TSC's EBITDA was understated based on the statements in the FY 05 AOP and
the financial statement notes contained in the TSC offering memorandum.

e.

Page 31 consists of a chart entitled "Preliminary Trading Comparables-

Micro Cap Software Companies," stating that "micro-cap companies trade atsteep [EBITDA
and earnings multiple] discounts due to several reason: scales, profitability, liquidity, balance

sheet."
f.

Page 32 consists of a chart entitled "Preliminary M&A Comparables,"

stating that "small cap software companies have historically been acquired at low valuations."
The chart identifies software companies as comparables to TSC where the total enterprise value

("TEV") is a fraction of their revenue. TSC, however, was not a software company. As
discussed below, TSC's sister company CDS (and most reliable comparable company) sold for
approximately 2. 7X sales.
g.

Page 33 consists of a chart entitled "Preliminary Valuation Analysis of

TSC." The chart states: "Using the reforecasted projections provided by TSC's management, we
arrive at a preliminary valuation range of $3-7 million." Using the initial sale projections from
the January 10, 2005 TSC offering memorandum (revenue of $16.0 M, EBTTDA of $1.2 M, and

free cash flow of $0.8 M in 2005; revenue of $17.0 M, EBITDA of$l.7 M, and free cash flow of
$1.4 M in 2006; and revenue of $18.0 M, EBITDA of $2.2 M, and free cash flow of $1.9 M in
2007), Sonenshine valued TSC at $6- 10.8 million.
h.

Page 34 consists of a chart entitled "Additional Parties to Contact."

Sonenshine's list did not contain any of TSC's competitors, which would likely have paid the
most to acquire TSC's 18,000 customers and $15 million revenue stream. Instead, Sonenshine
suggested that it had "contacts within the industry should [12 choose] to pursue a broader
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search." Significantly, Sonenshine made a very similar presentation to the board regarding the
proposed sale of CDS on September 22, 2005, which stated that "The potential buyers universe
consists of direct competitors within the electronics information aggregators. . ." However, in

the TSC sale process no direct competitors within the plumbing and electrical supply
information aggregators business were ever contacted, and that fact was known to every Director
Defendant who approved the Transaction,
i.

Page 35 consists of a calendar of April, May and June of 2005. Below the

calendar, there is a list of proposed activities:
Sonenshine Pastor activities
Review process to date
Meet with management team in San Diego
Review TSC projections

Possibly contact additional parties
Preliminary report to the board April 18
Complete fairness analysis

Final presentation to the Board of Directors in June [date to be decided]
Delivery of Fairness Opinion Letter
53.

On April 18, 2005, the Board, including Director Defendants Sidhu, Clemmer,

Cash, and McGrath, met and discussed the proposed management buyout of TSC. Chatterjee
provided the board with an update of the efforts by Dubreville to market TSC, reviewed the two

proposals to acquire TSC that had been received, and discussed Dubreville's proposal to lead the
management buyout. Sonenshine representative Bronzini then discussed the Transaction with
the i2 board, CFO Murray, and VP of Finance Gupta, using the presentation materials discussed

above. Bronzini discussed the proposed terms of the management buyout and reviewed
comparable market valuation data for similar companies, which information was outlined in

materials previously provided to the Board (i.e. the April 14, 2005 Sonenshine document
referenced above). Sonenshine had been hired less than a week earlier, yet it confirmed to the
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Board that the value of TSC was around $3- 7 million, using "management" i.e. the buyers'
projections, and $6- 10.8 million using projections in the January 10, 2005 TSC offering
memorandum and presented to the Board at its February 1, 2005 meeting. According to the
meeting minutes, after discussion the Board authorized management to move forward with

"discussions" to sell TSC to Dubreville/TSH. That decision was made although the Board knew
that Dubrevi lie had been responsible for conducting the sale of TSC and that TSC had not been

offered to competitors.
54.

In reality, the Transaction and most of its material terms had already been

decided. Dubreville's letter of intent had been tendered a month earlier, almostsimultaneously
with Dubreville's efforts to sell TSC. No negotiation between the Board and/or the Special
Committee of the Board and Dubreville occurred before the letter of intent was signed on April

22, 2005.
55.

On April 19, 2005, Sonenshine representatives held a teleconference with Cindy

Cohn, i2's Corporate Real Estate Manager, to discuss TSC's lease obligations. At that meeting,
Sonenshine was informed that TSC was leasing 52,000 square feet of office space for $104,000
per month through January 2007 although it required less than 30,000 square feet for its 120

employees (as of 2005). Despite Sonenshine's receipt of this information, the fairness opinion
does not comment on how TSC's overpayment for office space impacted earnings and whether
or not TSC's price or EBITDA should be raised to reflect cost savings TSC would have going
forward by leasing an appropriately sized work space. This lease provision and the immediate
$0.5 M annual cost savings for TSH were material terms in the letter of intent reviewed and
approved by the Board at its April 18, 2005 meeting.
56.

On April 22, 2005, Dubreville (on behalf of TSH) and Director Defendant

McGrath signed a letter of intent for i2 to sell TSC to Dubreville and his consortium of TSC

upper management. The letter provided for i2 to receive a fairness opinion within 35 days, with
a closing date no later than June 30, 2005. If an appropriate fairness opinion could not be
obtained, i2 had the right to terminate the agreement and pay Dubreville a break-up fee of
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between $352,000 and $787,000. The terms of the agreement were astonishingly favorable to
Dubreville- TSC could be purchased for $2 million in cash and $1 million in the purchase of a
license from i2, with the buyer keeping all outstanding receivables and sub-leasing only the

space TSC needed, 25,000 square feet for $53,000 per month. TSC had been paying more than
twice that amount to lease over 50,000 square feet. The Transaction price was at the absolute
lowest end of Sonenshine's preliminary range of values for TSC using the buyers' earnings
projections, and half as much as the minimum Sonenshine said TSC was worth when Sonenshine
used the projections appearing in the FY 05 AOP and presented to the Board at its February 1,
2005 meeting.
57.

From mid April to mid- June 2005, Sonenshine engaged in purported due

diligence discussions and met with i2 representatives. In May 2005, Sonenshine representatives
met four times with TSC senior management regarding due diligence. Sonenshine updated
Chatterjee (not the Special Committee) on the status of the process on May 26, 2005. The next
meeting was three weeks later, when Sonenshine representatives meet with Donohoo and

Defendant McGrath on June 16, 2005 to discuss the deal terms. Sonenshine held teleconferences
with Donohoo, Dubreville and Chatterjee on June 17, 2007. On June 21, 2007, the Special
Committee convened for the first time to receive Sonenhine's "Preliminary Presentation."
58.

This meeting schedule suggests gross irregularities in the approval of the

Transaction. First, the Board effectively approved the Transaction on April 18, 2005, and the
letter of intent was executed on April 22, 2005. At that point, Sonenshine had beenengaged only
ten days, and had advised the Board and management within a week of being hired that TSC
could be worth almost $1 1 million but perhaps as little as $3 million if TSC's management's

reforecasted numbers were used. The rest of Sonenshjne's efforts thereafter were directed
toward validating the terms of the already executed letter of intent, The final terms of the
Transaction did not vary from the letter of intent. Significantly, the Special Committee of the
Board of Directors charged with reviewing the fairness of the Transaction, consisting of directors

Cash (who knew of VIS/ME's earlier offers to buy TSC for tens of millionsmore), Crandall,
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Clemmer, Waterhouse, Bradley and Wilson, never met with Sonenshine until June 21, 2005, a
week before the Transaction was finally approved, when the break-up fee would have been
$716,000 if the Special Committee! i2 decided not to go forward with the Transaction.

According to the fairness opinion's summary, a discussion of the Transaction's terms occurred
on June 16 and June 17, 2005 between Sonenshine representatives (not the buyers) and
Defendant McGrath and i2 General Counsel Donohoo, neither of whom were members of the

Special Committee. The Special Committee did not negotiate the terms of the Transaction or
supervise any negotiations, if any even occurred.

The Flawed Sonenshine Partners Fairness Opinion.
59.

Sonenshine made a "preliminary presentation" to the Special Committee on June

21, 2005, followed by an "advisory presentation" to the Special Committee and the Boardon

June 23, 2005. In Sonenshine's June 23, 2005 preliminary advisory analysis which the Special
Committee Defendants and the Director Defendants received, Sonenshine stated that "a bearish
case could support a purchase in the $3.0 million range today, whereas more optimistic scenarios

might warrant higher values." The accompanying chart showed that TSC revenues of $13
million supported a sale price of $2.8-$3.9 M, while revenues of $15 M supported a sale price of
$5.1- $7.1 M and revenues of $17 M supported a sale price of $7.2 M - $10.1 M.
60.

On June 28, 2005 both the Special Committee and the Board met and approved

the Transaction. The fairness opinion rendered by Sonenshine and purportedly relied upon in the
above meetings was on its face grossly deficient and blatantly unreliable. As a result, the Special
Committee and the entire Board could not in good faith rely on the conclusions asserted therein

and approve the Transaction. The problems with the fairness opinion include the following:

a.

The fmancial projections used in the fairness opinion were on their face

unreliable. The fairness opinion used "seller projections" and "buyer projections" in a
discounted cash flow ("DCF") valuation analysis, but these two sets ofprojectionswere both
lower than the projections used in the January 10, 2005 offering memorandum and the
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projections presented to the Board on February 1, 2005. They were obviously created after
Dubreville had offered to buy TSC and were solely for the purpose of supporting the

Transaction. The buyer projections were similar to the February 15, 2005 offering memo
projections and the "reforecasted by management" projections from the April 14, 2005
preliminary valuation presentation. The seller projections, which had never before been
presented to the Board, were even more pessimistic than the buyer projections, and were divided

into "likely" and "unlikely" scenarios. In the sellers' "likely scenario projections" TSC's 2005
revenue was $13.5 M with EBITDA of ($0.7 M), 2006 revenue of $11 M with EBITDA of($1.3
M), and 2007 revenue of $8 M with EBITDA of ($3 .2 M). In the sellers' "unlikely scenario
projections," TSC's 2005 revenue was $14.5 M with EBITDA of ($0.55 M), 2006 revenue of

$14.2 M with EBITDA of ($0.0), and 2007 revenue of$14 M with EBITDA of($0.1 M). The
ultimate source of these projections was TSC's management (the buyers), who were responsible
for maintaining TSC's accounts and reporting TSC's finances to i2.
b.

The TSC financial statements used in the fairness opinion were obviously

unreliable. These statements formed the basis for the market multiples valuation of TSC and
resulted in valuations extremely favorable to the buyer. Most importantly, because TSC was a
part of i2's CDSD, it was not managed as a separate enterprise and had no audited financial

statements. This fact was disclosed in the TSC offering memorandum, which Director
Defendants Sidhu, Clemmer, Cash, Crandall and McGrath reviewed. Further, any such financial
statement was necessarily generated by TSC's management (the buyers) and according to TSC's
offering memorandum and the FY 05 AOP, the financial statements were inherently unreliable

due to the allocation of shared TSC/CDS costs to TSC. As a result, the Board knew that the
assumptions used throughout the fairness opinion that TSC had razor thin margins and generated

little or no EBITDA were inaccurate. Further, the Board reviewed the terms of the letter of
intent, which plainly states that TSC would sub-lease only the 25,000 sq. ft. of office space TSC

actually needed (effectively reducing TSC's overhead with the savings going directly to TSC's
bottom line), and that i2 would pay for TSC's relocation from the second floor to the first floor
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of the building housing its offices. Nowhere in the fairness opinion did Sonenshine consider the
unreliability of TSC's "pro forma" financial statements or the material effect this relocation

would have to TSC's earnings.
c.

The flawed financial statements provided by the buyers contained obvious

inconsistencies. For example, TSC's historical quarterly results show a decline in print revenues
from $5.2 million in 2002 to $3.8 million in 2004, yet print services and production costs were

$2.5 million in 2002, $2.7 million in 2003, and $2.45 million in 2004. No explanation is given
how print revenues and customer subscriptions could decline 27% but the costs of printing could

simultaneously increase or remain constant. The facilities costs for 2002, 2003, and 2004were a
staggering $1.8 million (a tremendous cost for a business with approximately 115 mostly
cubicle-based employees), yet were projected to drop to $1 million or less due to the lease

renegotiation. Together, these inconsistencies are a possible source of 51-2 million additional
EBITDA for TSC going forward. Based on the multiples used by Sonenshine, each million
dollar increase in EBITDA would have resulted in an approximately $6 million increase in the

value of TSC. Further, nothing in the financial statements stated that the salaries of upper
management (the buyers), were apportioned between CDS and TSC. For example, Dubreville
and the other management buyers were paid hundreds of thousands of dollars in salaries and
bonuses annually to run CDSD, which consisted of TSC and CDS. Although the Board knew

this, there is no indication in TSC's financial statements that the substantialcompensation of
upper level TSC management was ever fairly apportioned between TSC and CDS. This further
contributed to TSC's paper losses and vanishing EBITDA.

d.

The fairness opinion listed the companies Dubreville contacted in his

efforts to market TSC (p. 34, "Alternatives Explored to Date") and then listed "Examples of

Other Potential Suitors" on p. 35. The list, however, failed to includeany of TSC's competitors,
the most logical buyers for this niche business. A list of competitors was included on p.61 to
advance the facile argument that competitors were "attempting to reduce TSC's market
influence." The facts that TSC had never been offered to its competitors, and that competitors
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would logically have paid the most for it, were known to the Board when they approved the
Transaction.

e.

Moreover, although VIS/ME was paying a $500,000 year royalty to TSC

as a result of a litigation settlement, the fairness opinion does not list it as a significant customer

revenue source. This omission further evidences that the fairness opinion deliberately excluded
any meaningful reference to TSC competitors.
f.

IHS offered to buy CDS and TSC together for $12.2 M or CDS alone for

$8M. IHS, a large electronics parts manufacturer, was not interested in purchasing the TSC
plumbing and electrical supply database business alone but was very interested in acquiring

CDS's electronics parts database business. IHS's offer was communicated to the Board on April
18, 2005, again to the Special Committee on June 21, 2005 and on June 23, 2005 through

Sonenshine's Preliminary Advisory Analysis, which was provided to all the Director Defendants.
It was also referred to in the June 28, 2005 fairness opinion. The Board knew that the
Dubreville-managed CDS was a business highly comparable to TSC but with smaller revenue
than TSC ($1 1.9 million for FY 2004 vs. TSC's $15.5 million) and a negative EBIT, contrasted

to TSC's positive EBIT. The IRS offer for CDS represented 0.7X sales, and TSC was being sold
for 0,2X sales. The Board knew that TSC should have been valued using at least the same sales
multiple as CDS received, which would have given TSC a value of $10.8 M, triple the

Transaction price. The Board could not therefore rely in good faith on the flawed Sonenshine
fairness opinion which concluded that the Transaction at 0.2X sales was fair for i2.
61.

In short, the valuation advisor for i2 and the Special Committee, which was

supposed to be representing the interests of i2 and its shareholders, made critical valuation
assumptions that consistently and obviously favored the interests of Dubreville and the TSH
expense of i2, and produced a valuation purported to support a sale at a price exceedingly

favorable to the buyers. Sidhu and Cash knew that VIS/ME was willing to pay $ 15-25 million
for TSC and permitted TSH instead to buy it for $3 million (net $2.2 million) without ever
exploring whether VIS/ME or any other competitor, including IDEA, Harrison Publishing
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House, American Supply Association, and Electrical Resources Inc., would pay more for TSC.

Sidhu andlor Cash either concealed VIS/ME's offers from the Board during the sale of TSC,
which would be an act of bad faith, or shared these offers with the Board, which failed to act on

them. The Board proceeded with the Transaction knowing that TSC had not been effectively
marketed by Dubreville, whom Sidhu and Cash had told of VIS/ME's offers becauseof his
interest in buying TSC. Director Defendant Clemmer personally participated in the wholly
inadequate attempt to market TSC and knew that TSC had not been offered to competitors who
had greater incentive to pay more for it.
62.

The Transaction was first publicly discussed in i2's Form 10-Q for the period

ended September 30, 2005:
On July 1, 2005, we completed the sale of Trade Service
Corporation (TSC), which was operated as a part of our content
and data services business, for approximately $3.0 million. This
transaction Led to a gain on sale, net of write.-offs of associated
assets and liabilities, of approximately $2.2 million, We
received the final $0.3 million installment of the purchase price on
October 1,2005. The sale was to a group of investors led byTSC's
then-current management team. [Emphasis supplied].

CDS is Sold In an Arm's Length Transaction to IHS for Approximately 3X Sales
63.

Immediately alter the sale of TSC, i2 began its efforts to sell CDS, TSC's sister

company in i2's CDSD. CDS' main line of business (and revenue source) was providing
subscription databases that price over 12 million electronics parts for electronics manufacturers.
CDS also offered a database of obsolete parts that have gone out of production and an

application that enables tracking of hazardous materials in certain parts. CDS's business is
highly comparable to TSC's. Sonenshine was later retained to advise i2 on the sale of CDS.
64.

CDS' total operating revenue had declined precipitously from $25.4 million in

2001 to $1 1.3 million in 2004. (For the same period, TSC's revenue hadgone from $20.1 million
to $15.5 million). CDS posted a negative EBIT throughout 200 1-2004, while TSC had not. In
2005, with a headcount approximately 104 people, CDS was suddenly forecast to have a positive
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EBIT of $1.9 million on revenue of $10.9 million. In early 2006, CDS was sold to 11-IS,

an

electrical parts manufacturer, for over $29 million, or approximately 2.7X sales. CDS's sale
price was consistent with the sales multiple for businesses in the information industry, which

usually sell for 1 -3X sales. Nevertheless, the Director Defendants approved the sale of TSC

to TSH/Dubreville for a price that was approximately O.2X sales. There was no difference
between these two sister companies great enough to justify that enormous disparity in sale price.

TSC Sold for Its True Value
65.

In the fall of 2005, Dubrevjlle offered to sell TSC to VIS/ME. After discussions

with Dubreville, in December 2005 VIS/ME offered $18.5 million to purchase TSC, but

Dubreville rejected that offer as too low. In 2007, Dubreville caused TSH to sell TSC to GF
Capital Management and Advisors LLC for more than $25 million. Dubreville did not achieve a
significant turnaround of TSC's business, and its revenues remained essentially the same as for
2005. Dubreville simply generated accurate financial statements, which, taking into account
accurate printing costs, appropriately allocated expenses and management salaries and the
leasing of an appropriate sized work space, resulted in EBITDA that supported a substantially

higher valuation of the business.

DEMAND IS EXCUSED FOR FUTILITY
66.

Demand on i2 to bring this action has not been made and is not necessary because

such demand would be futile. i2's Board presently consists of seven directors, all of whom
approved the Transaction and are defendants herein. For the reasons set forth above, the
approval of the Transaction was not fully informed, not duly considered, and was not made in

good faith for the best interests of i2. Consequently, the i2 Board's approval of the Transaction
was not a proper exercise of its business judgment.
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FIRST CAUSE OF ACTION
BREACH OF FIDUCIARY DUTY
67.

Plaintiff incorporates by reference the allegations set forth above.

68.

As a result of the foregoing conduct, the Individual Defendants knowingly caused

i2 to sell TSC to a group led by Dubreville for a fraction of its true value, rewarding defendant
Dubreville, who engaged in abusive conduct, with a valuable business that could be and was
resold at a substantial profit to him.
69,

The Individual Defendants knew that the process by which TSC was sold was not

designed to and would not generate offers even approaching TSC's fair market value.
70.

From the information made available to the Individual Defendants, the Individual

Defendants knew that TSC was worth far more than the Transaction price.
71.

i2 has been injured by reason of the defendants' conduct, whichwas in conscious

disregard of their fiduciary responsibilities.
72.

Plaintiff has no adequate remedy at law.

SECOND CAUSE OF ACTION
UNJUST ENIUCHMENT AGAINST ANTHONY DUBREVILLE
73.

Plaintiff incorporates by reference the allegations set forth above.

74.

As a result of his manipulative conduct, defendant Dubreville has been unjustly

enriched at the expense of i2.
75.

i2 has been correlatively injured.

76.

Plaintiff has no adequate remedy at law.

PRAYER FOR RELIEF
WHERIFORE, plaintiff, on behalf of i2, demands judgment against defendants, and
each of them jointly and severally as follows:
A.

determining that this suit is a proper derivative action and certifying plaintiff as an

appropriate representatives of 12 for said action;
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B.

declaring that each of the Individual Defendants breached his fiduciary duty to i2;

C.

determining and awarding 12 the damages it has sustained as a result of the

wrongs set forth above from each of the Individual Defendants, jointly and severally,

together

with interest thereon;
D.

awarding plaintiff the costs and disbursements of this action, including reasonable

fees and expenses to plaintiffs attorneys, accountants and experts;

E.

granting such other and further relief as the Court may deem just and proper.

ROSENTHAL MONHAIT
& GODDESS, P.A.

By:______

OF COUNSEL:

Norman M. Monhait (#1040)
919 Market Street, Suite 1401
Citizens Bank Center
P.O. Box 1070
Wilmington, Delaware 19899-1070
(302) 656-4433
Attorneys for Plaintiff

SCHUBERT & REED LLP
Robert C. Schubert
Juden Justice Reed
Aaron H. Darsky
Three Embarcadero Center, Suite 1650
San Francisco, CA 94111
(415) 788-4220

October 23, 2007
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