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Investment Thesis 
 Crown Media Holdings (“CRWN,” “Crown Media,” “Crown” or “the Company”) owns and operates two 
pay television networks: Hallmark Channel and Hallmark Movie Channel. Each network is focused on providing 
family friendly entertainment via various programming formats. CRWN owns and distributes Hallmark Channel 
in both high definition and standard definition to approximately 88 million subscribers in the U.S. market. Its 
programming features syndicated television shows such as Frasier and The Golden Girls, lifestyle 
programming, and original Hallmark Channel content. Hallmark Movie Channel is distributed to about 47 million 
subscribers, and specializes in a combination of syndicated programming, classic films, and original Hallmark 
content. During 2011, CRWN generated $323 million in revenue, largely derived from advertising and 
subscriber fees.  
   

CRWN has possessed significant financial leverage during recent years, and the firm has taken 
several actions to address its leverage and overall capital structure. During 2010, CRWN entered into a 
recapitalization plan that also pertained to Hallmark and its related entities. In 2011, CRWN entered into a 
refinancing plan in order to replace the new debt from the recapitalization with lower cost financing. CRWN’s 
recent strong operating performance and previous financial transactions have caused several debt rating 
agencies to view the firm’s credit profile from a more favorable perspective. Just since the Company’s 1Q-2012 
earnings report in early May, both S&P and Moody’s upgraded its debt ratings on CRWN. 

 
Despite significant financial and operational progress over the past two years, Crown currently trades 

only modestly above the $1.75 per share price at the time the Company completed its recapitalization in June, 
2010. Several factors may be responsible for Crown’s depressed valuation. For one, we suspect Crown shares 
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suffer from lack of investor awareness/interest given the scant analyst coverage (only one sell side analyst) 
and a liquidity discount given Crown’s extremely small float. The float is 35 million shares, or less than 10% of 
total shares outstanding (the $65 million float places CRWN in our microcap universe). Corporate governance 
risks associated with Hallmark Cards’ controlling ownership, and the perception that the Hall family is 
unfriendly to minority shareholders in light of the highly dilutive 2010 recapitalization, may also be discouraging 
potential investors. In our view, these concerns overshadow Crown’s improving competitive and financial 
position in the cable network industry. Utilizing relatively conservative assumptions (mid single digit revenue 
growth, modest margin expansion, and a 10x EV/EBITDA multiple) implies an estimate of intrinsic value of 
$3.10 per share, offering over 60% upside relative to the stock’s current price. 

 
History of the Company 
 Crown Media was created by Hallmark in 1991 as a vehicle for acquiring cable television systems and 
programming. After several years of building its operations through investment and M&A, Crown eventually 
sold its cable system assets in 1994 and elected to focus on providing programming and content to other cable 
system carriers. Hallmark acquired RHI Entertainment in 1994 for $365 million to bolster its programming 
capabilities. By 1995 the Hallmark Entertainment Network had been established, and Crown was pursuing its 
new strategic focus by offering a pay television channel to cable television carriers. A few years later, Hallmark 
also acquired a minority stake in Odyssey Holdings, a provider of family oriented programming (established by 
the National Interfaith Cable Coalition). In 2000, Crown Media Holdings was established, so that Hallmark 
Entertainment could take Crown public via an IPO later that year.  
 
 In 2001, Crown Media Holdings acquired the remaining interest in Odyssey Network (renamed 
Hallmark Channel), and launched Crown Interactive (dedicated to video on demand and e-commerce). Later 
that year Crown Media Holdings began a relationship with DirecTV, and the firm’s total distribution level 
reached 40 million subscribers.  During this same period, Crown also acquired 700 titles from Hallmark 
Entertainment Inc., a transaction that required Crown to assume $220 million in debt and issue over 30 million 
additional shares of stock. Over the past decade, Crown has effectively built the content and distribution of the 
Hallmark Channel (now approaching 88 million subscribers), and Hallmark Movie Channel has been among 
the higher growth channels in the sector during recent years (with roughly 47 million subscribers). Starting in 
2008, Hallmark Movie Channel became available in the HD format. Throughout its history and growth, Crown 
Media Holdings has maintained its programming focus on family-friendly content. 
 
Recent Developments 

The Company reported its 2Q-2012 results in late July, and CRWN’s financial results were fairly 
impressive from our point of view. CRWN’s adjusted EBITDA grew by 40% compared to 2Q-2011, realized via 
higher sales and improved margins. Overall revenue increased 14% driven by strong trends in both advertising 
(up 15%) and subscriber fees (up about 10%). Advertising sales growth was fueled by strong performance of 
Hallmark Channel’s daytime programming block. Overall subscribers for Hallmark Channel held steady at 87 
million, while Hallmark Movie Channel continued to achieve significant subscriber growth. During the second 
quarter, Hallmark Movie Channel added 1.2 million new subscribers. Over the past 12 months, Hallmark Movie 
Channel has average subscriber growth of 463,000 per month, and subscribers now total approximately 42 
million. Both Hallmark Channel and Hallmark Movie Channel achieved positive ratings comparisons for the 
period, with gains concentrated in the daytime among its target demographic group (females 25-54 years old). 

 
The firm’s EBITDA margin expanded significantly during the period to 40%, up approximately 700 

basis points from the year-ago period. In addition to higher sales, profitability benefitted from a 5% decline in 
programming expenses stemming from expiration of several programming license agreements. However, 
SG&A did report a 14% increase, reflecting higher performance-based employee costs. Management 
expressed satisfaction with overall results for the first half of 2012, but did describe the current market 
environment as “soft” due to overall economic conditions. Moreover, the firm expects revenue growth to be 
somewhat less robust for the second half of the year compared to the first two quarters. For the full year, 
management expects revenue growth to be in the mid-high single digit range, with EBITDA margins improved 
compared to 2011 levels.    
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 CRWN’s recent operating performance and previous financial transactions have caused several debt 
rating agencies to view the firm’s credit profile from a more favorable perspective. Just since the Company’s 
1Q-2012 earnings report in early May, both S&P and Moody’s upgraded its debt ratings on CRWN. S&P raised 
its corporate credit rating from B to B+ and retained its stable outlook. Concurrently S&P increased its ratings 
on both the firm’s secured and unsecured debt, citing CRWN’s improving operations and balance sheet. About 
one month later, Moody’s upgraded it liquidity ratings for CRWN, citing growth in advertising revenue, EBITDA, 
and the Company’s overall financial position. Moody’s retained its B2 corporate rating and stable outlook for 
CRWN.  

 
Business Description 
 CRWN owns and operates two pay television networks: Hallmark Channel and Hallmark Movie 
Channel. Each network is focused on providing family friendly entertainment via various programming formats. 
CRWN owns and distributes Hallmark Channel in both high definition and standard definition to approximately 
88 million subscribers in the U.S. market. Its programming features syndicated television shows such as 
Frasier and The Golden Girls, lifestyle programming, and original Hallmark Channel content. Hallmark Movie 
Channel is distributed to about 47 million subscribers, and specializes in a combination of syndicated 
programming (Murder She Wrote, Matlock, etc.), classic films, and original Hallmark content.  During 2011, 
CRWN generated $323 million in revenue, largely derived from advertising and subscriber fees (see following 
chart).  
         
 CRWN has built a market presence that is both well established and growing within a niche segment 
(family friendly programming). This genre has become a popular option for both consumers and distributors of 
programming within an increasingly diverse and segment sector landscape. According to a report by SNL 
Kagan, there are over 170 basic pay television networks within the U.S. alone, and roughly half of these are 
rated by Nielsen. The industry overall generated revenue of over $49 billion in 2011 (largely derived from both 
subscriber fees and advertising).  According to Nielsen, Hallmark Channel ranks 38

th
 in distribution among 

advertising-supported cable networks in the U.S. In terms of 2011 viewership, Hallmark Channel ranked 16
th
 in 

total day ratings (with a 0.5 household rating) and 24
th
 in prime time viewership (possessing a 0.7 household 

rating) among the 86 comparable cable television networks within the U.S market. Among women aged 25-54, 
Hallmark Channel ranks 21

st
 in total day viewership and 27

th
 in prime time viewership. Nielsen began 

calculating ratings for Hallmark Movie Channel in 2010. As of the end of last year, Hallmark Movie Channel 
ranked 43rd in total day viewership (0.2 household rating) and 36

th
 in prime time viewership (0.4 household 

rating). Among women aged 25-54 total day and prime time ranks were 36
th
 and 48

th 
respectively.  
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 The firm’s programming content consists of both original programming and programming acquired from 
third parties. In many cases, CRWN enters into production agreements for one specific program or a series of 
programs. Under such arrangements, CRWN’s networks typically are permitted to air movies with unlimited 
frequency for 5-8 years and a series will usually have a window of 3-5 years. Advertising revenue is earned by 
CRWN via a variety of vehicles including spot rate advertising, general rate advertising, direct response 
advertising (designed for immediate consumer response), and paid programming such as infomercials. 
Usually, about 40% of advertising is sold during the “upfront season,” in which CRWN sells advertising 
(typically during the early summer months) for programming that will air during the fourth quarter of the current 
year and during the first three quarters of the upcoming year. The advertising rates can fluctuate depending on 
the time of year, and on anticipated or actual viewership of a given program (some minimum audience is 
typically guaranteed as part of the arrangement). Advertising not sold upfront, is sold in the “scatter market” 
(closer to the programming air date).  
 
 Subscriber fees are paid to CRWN by distributors of the Company’s programming on a per subscriber 
basis. Terms for subscriber fees are typically dependent on factors such as the market presence and reach of 
the distributor, and can sometimes include subscriber acquisition fees paid by CRWN to the distributor. 
CRWN’s networks are typically offered by distributors to its customers as part of a programming tier, rather 
than on a stand-alone basis. CRWN has built a strong presence for Hallmark Channel, which is currently 
distributed to 84% of all pay television subscribers within the U.S. market. Hallmark Channel is distributed 
through over 5,300 cable, satellite, and other pay television systems, and Hallmark Movie Channel has over 
2,700 distribution systems.  CRWN’s group of distributors is relatively concentrated, with five distributors each 
accounting for at least 10% of CRWN’s total subscriber revenue, and two of CRWN’s largest distributors 
accounted for 46% of CRWN’s total subscriber base. The following tables provide more detail regarding the 
most significant distributors of CRWN respective networks (as of the end of 2011). 
 

       Hallmark Channel Distribution          Hallmark Movie Channel Distribution 
 

Carrier Percentage of Subscribers 

Comcast 23.6% 

DIRECTV 22.7% 

Time Warner 14.5% 

Dish Network 13.2% 

Subtotal 74.0% 

All Others 26.0% 

Total 100.0% 

 
Strategy & Growth Opportunities 
 The firm’s management describes CRWN’s strategy as a pursuit of the following objectives: 
 

 High quality, family friendly programming: A core aspect of CRWN’s strategy is to be a leading provider 
of family programming, available 24 hours a day, 7 days a week. Content must acquire and retain an 
audience that is attractive to advertisers, while establishing trust with family-oriented viewers.  
 

 Hallmark Channel home lifestyle programming block: In order to possess content that achieves 
CRWN’s goals, the firm has been bolstering its programming blocks via new, Company produced 
lifestyle programming. CRWN is in the process of developing a lifestyle talk show hosted by Marie 
Osmond, and another program called “Home & Family” scheduled to launch this fall (hosted by 
Entertainment Tonight’s Mark Steines and television personality Paige Davis). This new show will 
replace “The Martha Stewart Show” which is being phased out by Hallmark Channel. Lifestyle 
programming represents a content category that is both family friendly and financially attractive. 
Lifestyle programming tends to attract women that are somewhat younger than the average Hallmark 
Channel viewer, a more attractive audience for advertisers.  

Carrier Percentage of Subscribers 

Comcast 34.4% 

Time Warner 21.4% 

Dish Network 12.5% 

Cox 7.6% 

Subtotal 75.9% 

All Others 24.1% 

Total 100.0% 
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 Original movies and series: CRWN wants to develop more original series and movies. Increasing the 
original content on its networks should enhance the quality of programming. Moreover, by developing 
more content that is proprietary to its networks, CRWN can build a stronger relationship with its 
viewers, as audiences increasingly associate this content with Hallmark Channel and Hallmark Movie 
Channel. Consistent with this strategy, Hallmark Channel announced in May that it had signed actress 
Andie MacDowell to star in its new series “Cedar Cove” scheduled to premiere in 1Q-2013.  
 

 Hallmark Channel and Hallmark Movie Channel differentiation: By providing unique content that 
addresses the market niche for family friendly programming, Hallmark Channel and Hallmark Movie 
Chanel should become increasingly attractive to both advertisers and content distributors (cable 
companies, satellite companies, etc.). Consistent with its family friendly brands, both networks have 
significant programming offerings during the Christmas holiday season.  
 

 Distribution: A key strategic priority for CRWN is increased distribution and subscriber fees for its 
networks. Given its more modest presence in the market, Hallmark Movie Channel will likely be the 
primary source of distribution and subscriber fee growth during the coming years.  
 

 Advertising: CRWN will continue to focus on developing relationships with a diverse group of high 
quality, established advertisers. Through CRWN’s attractive audience profile and differentiated 
content, and improving ratings profile, the Company can position itself to eventually demand higher 
advertising rates from marketers. 
 

 Content provider: In addition to building its content via investment in new programming, CRWN also 
seeks to capitalize on new, emerging forms of media that can serve as platforms (Internet, digital 
formats, etc.) to reach a wider range of viewers. Both networks also offer high definition formats to its 
viewers.  
 

 Profitability: CRWN is committed to growing its profitability via increased distribution (subscriber 
growth), advertising growth, cost reduction, and reduced debt levels.  
 
In our view, these strategic initiatives have helped CRWN to achieve its recent operational 

improvements, and we expect the Company’s financial results to continue to show positive momentum during 
the coming years. Utilizing relatively conservative assumptions (mid-single revenue growth and modest margin 
improvements) for the 2012-2014 period, yields projections that represent a significant improvement relative to 
recent years. In our view, revenue of at least $380 million and EBITDA of over $140 million should be 
attainable by 2014, implying a 20% increase in revenue and 29% increase in EBITDA relative to 2011 results. 
Importantly, these assumptions also imply free cash flow of over $80 million in 2014, more than double the free 
cash flow generated by CRWN in 2011 (and suggesting a free cash flow yield of 12% relative to CRWN’s 
current market value). 

 
Balance Sheet and Financial Position  
 CRWN has possessed significant financial leverage during recent years, and the firm has taken 
several actions to address its leverage and overall capital structure. During 2010, CRWN entered into a 
recapitalization plan that also pertained to Hallmark and its related entities. Pursuant to the plan, CRWN 
exchanged $1.16 billion of debt for a combination of new debt, preferred stock, and common stock. The new 
debt consisted of two term loans totaling $315 million (with annual interest rates in the 10-14% range). The 
balance of the exchange consisted of both preferred stock and common stock (approximately 255 million 
common shares exchanged at about $2.60 per share). Additionally, previously existing class B common shares 
were eliminated and reclassified as class A common shares. Not surprisingly, these transactions resulted in 
very significant dilution for those investors holding common stock prior to the recapitalization. CRWN’s average 
diluted shares outstanding increased over 240% during the 2008-2011 period. 
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 In 2011, CRWN entered into a refinancing plan in order to replace the new debt from the 
recapitalization with lower cost financing. As part of this transaction, CRWN entered into a new lending 
agreement that consisted of loans totaling $240 million (interest rate of under 6% at the time, based on a 
LIBOR-plus formula). CRWN also issued $300 million in 8-year senior notes during 2011 as part of this 
financing (10.5% interest rate), helping CRWN to retire its preferred shares (which possessed a higher coupon 
rate). In total, this refinancing has helped CRWN to materially reduce its borrowing costs. During the 2008-
2011 period, CRWN’s long-term debt declined by over 50% (see following chart), and its annual net interest 
expense dropped by over 50% as well.  However, it warrants mention that CRWN’s existing sources of 
financing does include terms and covenants that impact the firm’s financial flexibility (related to entering into 
other financial arrangements, return of capital to shareholders, adhering to limits on financial leverage, etc.).  
 

           
 As of the most recent quarter, CRWN had net debt of approximately $465 million and a net debt: 
capital ratio of about 64%. In our view, this relatively high degree of financial leverage should be manageable 
for CRWN given its solid and improving cash flow generation profile. Through the first six months of 2012, the 
Company reported adjusted EBITDA of over $67 million, a 33% increase compared to the first half of 2011. 
Given this leverage, and the debt-related restrictions on return of capital, we would expect debt reduction to be 
the primary use of excess cash flow for the foreseeable future. During recent years, CRWN has generally 
produced annual free cash flow generation of at least $35-$40 million, and we believe the firm is capable of 
generating at least $80 million in free cash flow by 2014 (assumptions outlined earlier in the report). We would 
also highlight the $1.4 billion in NOLs held by CRWN as of the end of 2011, as this should be beneficial to 
CRWN’s future cash flow and overall financial position.   
 
Corporate Governance   
 The issue of corporate governance is particularly pertinent at CRWN. The firm’s historical and current 
relationship with Hallmark represents a potential challenge for CRWN shareholders. Hallmark’s 90% ownership 
stake in CRWN class A shares ultimately delegates the remaining shareholder base to a minority status. For all 
intents and purposes, Hallmark and the Hall family have effective control over CRWN’s board of directors, 
management, and overall future strategy. As the following table illustrates, Hallmark is well represented on 
CRWN’s board of directors. Of the 14 current board members, 7 hold current positions at Hallmark. Given the 
dominant influence of Hallmark within CRWN, other CRWN shareholders have minimal input in issues of 
corporate governance and general Company management, and we would expect this to remain the case for 
the foreseeable future.  
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Directors Background Director Since 

Donald Hall Jr., Co-Chairman President & CEO of Hallmark  2000 

Herbert Granath, Co-Chairman Former Executive at ABC 2004 

William Abbott President & CEO of Crown Media  2009 

Dwight Arn Associate General Counsel at Hallmark  2008 

Robert Bloss Senior V.P. of Human Resources at Hallmark  2009 

William Cella CEO of Cella Group (Media Sales firm) 2008 

Glenn Curtis CFO of Starz LLC 2005 

Steve Doyal Senior V.P. of Communications at Hallmark 2007 

Brian Gardner General Counsel at Hallmark 2004 

Irvine Hockaday Jr. Former President & CEO of Hallmark 2000 

Drue Jennings Attorney at Law Firm of Polsinelli & Shughart 2006 

Peter Lund Former President & CEO at CBS 2000 

Brad Moore Executive at Hallmark 2008 

Deanne Stedem Associate General Counsel at Hallmark 2003 

 
 Hallmark and CRWN have a long and well established relationship that extends into several areas. 
Accordingly, CRWN discloses several “related party transactions” pertaining to its dealings with Hallmark. 
Among these transactions includes a tax sharing agreement that has been in place since 2003. Hallmark 
includes CRWN in its consolidated federal tax return. As a result, Hallmark has been able to financially benefit 
from CRWN’s past financial losses, using them to minimize its federal tax payments. In return, Hallmark 
compensates CRWN for 100% of this tax benefit on a deferred basis (against CRWN’s future tax liabilities). In 
addition, CRWN also has several service agreements with Hallmark, as well as agreements related to Hallmark 
programming content, and the Hallmark trademark.   
 
 CRWN utilizes share-based compensation as part its incentive program for management and other 
employees. During the past two years, the Company has recorded about $195,000 in annual average expense 
associated with employment and performance RSUs (restricted stock units). As of the end of last year, there 
was $236,000 in unrecognized compensation costs related to non-vested RSUs. The firm also has a stock 
option plan that allows for issuance of up to 10 million shares, but there have been no stock option grants 
during the past three years. Moreover, the firm utilizes long term incentive compensation agreements for many 
of its executives. Although recent compensation related to share-based compensation has been modest 
(reflecting poor stock performance, etc.), overall compensation has been moving higher for management 
during recent years. Total compensation for CEO William Abbott increased over 48% during the 2009-2011 
period, totaling nearly $1.4 million during the most recent year. It is worth noting that CRWN shares declined 
over 50% during the 2009-2011 time frame. 
 
Management   
 The following table lists CRWN’s current team of executives. It is important to note that no members of 
the Hall family are represented on the management team (one member of the fam ily is on CRWN’s board of 
directors). 

Executive Position Age 

William Abbott President & CEO 50 

Andrew Rooke Executive V.P. & CFO 49 

Michelle Vicary Executive V.P. of Programming 50 

Edward Georger Executive V.P. of Advertising Sales 46 

Susanne McAvoy Executive V.P. of Marketing 41 

Charles Stanford Executive V.P. & General Counsel 66 

Annie Howell Executive V.P. of Media Relations 47 
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Valuation & Conclusion 
 Despite significant financial and operational progress over the past two years, Crown currently trades 

only modestly above the $1.75 per share price at the time the Company completed its recapitalization in June, 
2010. As illustrated below, Crown shares trade at only 9.0x EV/EBITDA and 8.8x EV/EBIT (TTM 2Q 2012), at 
the low end versus its cable network peers despite Crown’s outsized growth rates. Perhaps not surprisingly 
given the Company’s growth stage and historical unprofitability, Crown also trades at the low end of its 
historical trading multiples by virtually any measure.   

 
Comparable Company Analysis 

 

Company Name 
Share 
Price 

Market 
Capitalization 

Total 
Enterprise 

Value 

LTM EBIT, 1 Yr 
Growth % 

LTM Total 
Revenues, 1 Yr 

Growth % 

TEV/EBITDA 
LTM 

TEV/EBIT 
LTM 

AMC Networks  42.73 3,065.4 5,118.7 28.35% 12.54% 10.9x 13.8x 

Outdoor Channel  6.66 166.9 107.8 (1.81%) (11.16%) 12.2x 18.1x 

Scripps Networks 
Interactive  

53.73 8,164.9 9,315.3 10.54% 10.09% 8.9x 9.7x 

Viacom, Inc.  46.23 24,497.3 31,280.3 33.95% 18.05% 7.3x 7.8x 

 
    Average: 9.8x 12.4x 

Crown Media 
Holdings 

1.87 672.6 1,137.5 38.21% 13.60% 9.0x 8.8x 

Source: Capital IQ and company filings 

 
Several factors may be responsible for Crown’s depressed valuation. For one, we suspect Crown 

shares suffer from a lack of investor awareness/interest given the scant analyst coverage (only one sell side 
analyst) and a liquidity discount given Crown’s extremely small float (only 35 million shares versus 360 million 
diluted shares outstanding). Corporate governance risks associated with Hallmark Cards’ controlling 
ownership, and the perception that the Hall family is unfriendly to minority shareholders in light of the 2010 
recapitalization, may also be discouraging potential investors. Crown’s relative valuation also reflects the 
perception of the Company as a lower-quality, second tier programmer. Hallmark Channel has relatively 
modest viewership (16th in day viewership and 18th in primetime among U.S. cable channels in 2011 
according to Nielsen) and an aging viewer demographic (average age 58) that is considered less attractive by 
investors. The Company has relatively little original/live programming and at times has struggled with its 
programming mix—as attested by the ratings declines in 2009-2010 and the recent cancellation of the Martha 
Stewart Show.  
 

In our view, these concerns overshadow Crown’s improving competitive and financial position in the 
cable network industry—an industry Boyar’s Intrinsic Value Research has found fertile for investment given its 
relatively predictable, dual source revenue stream, pricing growth from digital/HD expansion, and large 
economies of scale.  Over the past two and a half years, Crown has increased revenue by 23% as the 
Company benefits from increased Hallmark Movie Channel penetration, higher affiliate fees, stabilized ratings 
and a recovery in advertising revenue. Crown’s profitability has also vastly improved due to the combination of 
cost cuts enacted since 2009 and the leveraging of programming and SG&A costs over a growing revenue 
base. Crown’s gross margins have steadily, and dramatically, climbed from 27.3% in 2007 all the way to 55.8% 
in 1H 2012 while EBITDA margins have improved to 38.2% from 22.4% in 2008.   
 

Looking forward, we still see plenty of room for incremental improvement. Crown derives only ~23% of 
revenue from affiliate fees versus an industry average closer to 50%, suggesting the Company is well 
positioned to continue to achieve high single-digit or low double-digit annual affiliate fee growth going forward.  
Furthermore, Hallmark Channel is still not fully mature with 87 million subscribers or 84% of domestic pay TV 
subscribers and HD available to only ~1/2 of subscribers, while Hallmark Movie Channel has grown rapidly 
since its launch in 2008 but still has only 47 million subscribers. While investors may be concerned with the 
Company’s content quality and aging viewership, we would note that its core audience of families and middle-
aged women is still an attractive target for advertisers. While it may be easy to dismiss a channel whose top 
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content includes shows such as Golden Girls and Murder She Wrote, the Hallmark channels’ demographics 
and content may be better insulated from growing internet-delivered content competition compared to channels 
with much younger audiences. Management is also increasingly focused on delivering fresh original content to 
improve viewership, particularly among women aged 25-54. This includes the new daytime lifestyle program 
Home & Family (filming beginning in September 2012) and Crown’s first original primetime scripted series 
Cedar Cove (set to launch in 1Q 2013) as well as 12 new original movies slated for release in 2013. Some 
improvement in the Company’s viewership is already evident, with the average age of viewers declining by 0.6 
years and 1.2 years over the past twelve months for Hallmark Channel and Hallmark Movie Channel, 
respectively. While it is difficult to forecast the cash flow impact from Crown’s increased investment in original 
programming (we assume annual cash programming costs run $20-$25 million above amortized cost going 
forward), some of this investment should be offset by lower content licensing fees.  
 

Nonetheless in determining CRWN’s intrinsic value, we conservatively assume the recent revenue 
growth moderates to 7.5% in 2012 (implying a weakened advertising market and minimal revenue growth in 2H 
2012) and less than 6% in 2013-2014. Crown should continue to benefit from fixed cost leveraging, but we 
project EBITDA margins to expand more slowly from the 34.1% level in 2011 to reach 36.5% in 2014 (implying 
EBITDA margins ~170 bps below 1H 2012 levels). Assuming Crown’s EV/EBITDA multiple expands only 
modestly to 10x, we derive an estimated intrinsic value of $3.10 per share for Crown Holdings. Although 
factored into our projections for Crown’s cash flow generation over the next 2.5 years, our valuation ascribes 
no additional value to Crown’s large tax loss carry forward assets (a cumulative $1.4 billion in federal NOLs 
and $530 million in stated NOL deferred tax assets as of December 31, 2011), which could be worth upwards 
of $0.50 per share (present value) depending on Crown’s future earnings levels.  

 

Crown Media Estimate of Intrinsic Value 

 ($MM) 

2014E EBITDA $   141.94 

multiple 10x 

Enterprise Value $     1,419 

less 2014E Net Debt $      (291) 

Equity Value $     1,128 

2014E Diluted Shares Outstanding 364 

CRWN estimated intrinsic value per share $      3.10 

Implied upside from current share price 66% 

 
Investors may understandably fear that Crown’s ownership structure/corporate governance issues will 

cause the shares’ current discount to our estimated intrinsic value to persist. However, there are at least two 
possible longer-term catalysts that could allow patient investors to realize full value for their shares. Firstly, the 
Company’s strong and growing free cash flow should serve as an internal catalyst for creating shareholder 
value. Protected by the Company’s large NOL assets, we project Crown’s free cash flow to grow from $42 
million ($0.12 per share) in 2011 to upwards of $80 million ($0.22 per share) by 2014. This should allow Crown 
to continue to rapidly delever and eventually return cash to shareholders. Crown’s leverage ratio (net debt to 
adjusted EBITDA) already declined from 4.4x to 3.7x in 2012 through 2Q, and we estimate Crown’s leverage 
ratio could reach the mid-2x range by 2014. Although likely still at least 1-2 years away given the current debt 
load and financial covenants, over the longer term Crown’s strong free cash flow could be redeployed toward 
common dividends or a large-scale share repurchase program. In the meantime, the retirement of Crown’s 
high-cost debt will meaningfully boost earnings/free cash flow and accrete to the equity portion of the 
Company’s enterprise value. 
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Precedent Cable Network Transaction Analysis 
 

Year Target Acquirer Seller 
% 

Purchased 
Enterprise Value 

($MM) 
EV/EBITDA 

2012 A&E Networks Disney/Hearst Comcast 15.8% $     19,200 15x 

2009 Discovery Kids Hasbro Discovery 50% $          600 19x 

2008 Weather Channel NBCU/Private Equity Landmark  100% $       3,500 15x 

2008 Sundance Channel Cablevision Consortium 100% $          496 14x 

2007 Oxygen Network NBCU Consortium 100% $          925 NM 

2007 Travel Channel Cox Discovery 100% $          684 18x 

2006 Court TV Time Warner Liberty Media 50% $       1,470 18x 

2005 CSTV CBS CSTV 100% $          325 17x 

2003 USA Networks GE Vivendi Universal 80% $       8,725 17x 

2002 Bravo GE Cablevision 100% $       1,250 24x 

 Average 
Median 

 $       3,712 
$       1,088 

17x 
17x 

 
 

Crown is also a logical acquisition candidate. Independent cable programming companies are 
increasingly few and far between, and a larger network company could easily increase penetration and extract 
larger affiliate fees by bundling the Hallmark channels with its lineup. We estimate Crown currently receives 
only ~$0.07 in monthly affiliate fees per Hallmark Channel subscriber, which we believe equates to only a small 
fraction of the affiliate fees received by comparable cable networks under larger corporate umbrellas. 
Alternatively, Hallmark Cards and the Hall family would make logical acquirers. Hallmark Cards could cut public 
company costs (meaningful for a company of Crown’s size) as well as the nuisance of reporting to public 
shareholders by acquiring Crown, and the deal should be easy to finance considering Hallmark already owns 
91% of Crown shares. It should be noted that cable network transactions have historically commanded large 
transaction multiples (EV/EBITDA multiples averaging in the mid to high teens) that are far above Crown’s 
current 9x EV/EBITDA multiple. Unlike in many industries, cable network transaction multiples have largely 
held steady since the 2007 M&A peak, reflecting the industry’s durable profit growth. Most recently, in July 
2012, Comcast agreed to sell its 15.8% stake in A&E Networks in a deal that valued A&E at $19.2 billion or 
close to 15x EBITDA and an estimated ~20x projected fiscal 2012 free cash flow. While there is no guarantee 
Hallmark would offer full value for the remaining Crown shares, there is little doubt any acquisition would have 
to be completed at a substantially higher multiple than Crown shares currently garner. While the current 
discount to intrinsic value could persist in the short to medium turn and corporate governance risks are real, we 
believe Crown shares offer an attractive risk/reward investment opportunity for long-term investors at current 
levels.          
 
Risks 
Risks that CRWN may not achieve our estimate of the Company’s intrinsic value include, but are not limited to: 

 

 Poor strategic execution by management to build content, increase distribution, and expand the 
audience. 

 A decline in profitability could make CRWN’s level of financial leverage difficult to manage, and could 
lead to violation of debt covenants. 

 Lack of improvement in overall corporate governance could hinder long-term value creation for minority 
shareholders.  

 CRWN could entertain M&A that is unattractive from a financial or strategy perspective. 

 Technological changes could alter content distribution, and jeopardize CRWN’s business model and 
long-term profitability.  

 The stock’s small float and lack of analyst coverage could encourage investor apathy about CRWN, 
and cause valuation to remain below intrinsic value.  
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 CRWN has a relatively concentrated group of distributors, loss of one or more of these distributors 
could negatively impact the firm’s financial and strategic positions.  

   

Analyst Certification: 

Boyar’s Micro Cap Focus certifies that the views expressed in this report accurately reflect the 
personal views of our analysts about the subject securities and issuers mentioned. We also certify that no part 
of our analysts’ compensation was, is, or will be, directly or indirectly, related to the specific views expressed in 
this report. 
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Crown Media Holdings, Inc.  
Consolidated Condensed Balance Sheets 

($ in thousands, unaudited) 

ASSETS  December 30, 2011   December 30, 2010 

Cash and Cash Equivalent  $35,181  $30,565 

Short-term investments  -  
  

- 

Net  Receivables  97,998  
  

77,684 

Inventories  -  
  

- 

Other current assets  110,865  
  

106,040 

Total Current Assets  244,044  
  

214,289 

Long Term Investments  -  
  

- 

Property Plant and Equipment  11,236  
  

12,701 

Goodwill  314,033  
  

314,033 

Intangibles Assets  152,806  
  

136,503 

Accumulated Amortization  -  - 

Other Asset  14,550  1,008 

Deferred Long Term Assets Charges  221,800  
  

- 

      

TOTAL ASSETS  $958,469   $678,534 

          

LIABILITIES AND SHAREHOLDERS’ EQUITY       

Accounts payable    $36,577   $28,840 

Short/Current Long Term Debt  155,368  142,460 

Other Current Liabilities  10,256  26,954 

Total Current Liabilities  202,201  198,254 

Long-term debt  496,105  413,339 

Other liabilities  16,667  18,972 

Deferred Long Term Liability Charges  -  - 

Minority Interest  -  - 

Negative Goodwil  -  - 
     

TOTAL LIABILITIES  714,973  630,565 

STOCKHOLDER’S EQUITY     

Misc Stocks Option Warrants  -  - 

Redeemable Preferred Stock  -  198,934 

Preferred Stock  -  - 

Common Stock  3,597  3,597 

Retained Earnings  (1,842,342)  (2,145,719) 

Treasury Stock  -  - 

Capital Surplus  2,082.241  1,991,157 

Other Stockholder Equity  -  - 

TOTAL STOCKHOLDER’S EQUITY  243,496  (150,965) 

     

 


