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      BIG PRAISE FOR BIG DEAL

      “Wasserstein’s book is to M&A what Moby Dick is to whaling.”
      

      —Fortune

      “Pithy chapter-opening quotes and miniprofiles on such subjects as Viacom Inc.’s Sumner M. Redstone and buyout king Henry
         R. Kravis. And the last third is a thorough primer on the nuts and bolts of tender offers and bear hugs. … Wasserstein’s keen
         instincts, knowledge of legal and accounting issues, and gamesmanship abilities are apparent.”
      

      —Business Week

      “Wasserstein is widely recognized as the father of modern-day mergers and acquisitions. … [He] explains what drives mergers
         and how they get done. He also makes a powerful case for the process, which he says allows U.S. companies to compete and prosper.”
      

      —USA Today

      “This edifying look at megabucks corporate deal making unravels the complexities of mergers, buyouts, and takeovers. … With
         an insider’s mastery, Wasserstein concludes with a discussion of deal-making fundamentals, from negotiating and merger valuation
         to financing and gauging a deal’s future impact. Business buffs and corporate wheeler-dealers will gain an arsenal of tactics
         and little-known information.”
      

      —Publishers Weekly

      “Lucid and engaging. Wasserstein combines breadth of vision with practical insight and a sure sense of relevance. A rare and
         valuable book.”
      

      —Robert Clark, dean, Harvard Law School

      “A stimulating perspective on the current M&A boom.”

      —Financial Times

      “BIG DEAL is a big deal.”

      —Sanford I. Weill, cochairman and CEO, Citigroup, Inc.

      “The legendary chairman and CEO of Wasserstein Perella, veteran of over a thousand deals, describes the evolution of modern
         deal making. … Included are profiles of the major players and anecdotal sidebars on some of the more spectacular deals.”
      

      —Barron’s

      “A deal maker himself, the author takes the reader on a tour of some of the biggest in recent years.”

      —Atlanta Journal-Constitution

      “Wasserstein possesses a truly encyclopedic knowledge of corporate merger activity. … Informative and entertaining.”

      —Kirkus Reviews

      “Bruce Wasserstein is one of Wall Street’s best-known operators. … So he is perfectly positioned to bring an insider’s view
         of three decades of high-wire financing, junk bond takeover wars, and no-guts-no-glory Wall Street mercenaries. An engaging
         story.”
      

      —Triad Business News

      “A big book!. … Well-researched and fluently written. It provides excellent portraits of the leading leverage buyout firms
         and their principals, such as Henry Kravis, Teddy Forstman, Carl Icahn, even those fallen stars of yesteryear—Ivan Boesky,
         Robert Campeau.”
      

      —East Hampton Star

      “A master work from a master of his craft. A rarity: a book that is both readable and informative.”

      —Joseph Flom, senior partner, Skadden, Arps, Slate, Meagher & Flom

      “A must-read book.”

      —Martin Lipton, senior partner, Wachtell, Lipton, Rosen & Katz
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      Preface

      “When beggars and shoeshine boys, barbers and 
beauticians can tell you how to get rich it is time 
to remind yourself that
            there is no more dangerous 
illusion than the belief that one can get something 
for nothing.”

      —Bernard Baruch, on the 1929 crash Baruch: My Own Story

      The speculative financial bubble of the digital age burst and splattered the corporate landscape. Within a year of its high,
         the technology-dominated NASDAQ index was down 60 percent and Internet favorites plunged more than 90 percent. The management
         giants of the new age exited as the pygmies of a bygone era, and the financial visionaries of a boom were soon alleged to
         be the hucksters of a scam. Yet the digital age was only at the end of its beginning, and the corporate structural consequences
         of this inflection point will be felt for years in the big deal market.
      

      Fueling this explosion was a rare confluence of events—a financial “perfect storm.” The reality of dramatic changes in technology
         and regulation mixed with an inebriated stock market and created a combustible financial environment. This dawning of the
         digital age was reminiscent of the industrial revolutions of the 1890s and 1920s, with a strong flavor of the 1960s securities
         boom.
      

      The new economy emerged without an analytical framework for evaluation. In the absence of this necessary context, the religious
         belief was that the market was in a “new paradigm,” in which old methods of analysis were no longer valid and new companies
         could grow forever. Byron Wien, the distinguished market strategist at Morgan Stanley, attempted to question the logic of
         this new paradigm theory, but his lonely voice was drowned out by the chorus of euphoria, including his own company’s technology
         “experts.”
      

      If analysts were responsible for propagating a faulty framework, then the media hyped it. The digital era brought the capital
         markets to the individual, with online investing, day trading, and CNBC emerging as fixtures of daily life. The popular media
         embraced every moment of it, sensationalizing the ups and downs of the market, promoting investing as a sport for the common
         man.
      

      The media propelled the most optimistic analysts to fame. These new cultural icons rarely met a stock they thought should
         be sold. As Yale economics professor Robert Shiller discussed in his seminal book Irrational Exuberance, the hype was without an intellectual foundation, more a matter of emotion than logic, more a reflection of self-dealing
         and self-promotion than of rational analysis.
      

      Yet corporations increasingly felt the need to constantly be in motion. Standing still in a rapidly evolving world was not
         an option, but moving forward was necessarily difficult. It was a classic Hobson’s Choice. Those who did not pursue evolutionary
         strategies were penalized by the market as “old economy,” while many of those who did soon stumbled over lofty valuations
         and flawed integration strategies.
      

      When markets, industries, and technologies change so rapidly, they create a complex pattern of dislocation. Ideally, change
         should be harmonious and balanced, but it rarely is.
      

      Therefore, this latest phase in our long financial history was all about managing strategic dilemmas and reacting to fundamental
         change under conditions of uncertainty and volatility. Many companies did move forward in an effort to harness the new technology
         and fit the new regulatory patterns. Inevitably, the results will be mixed because the big deal business is about the difficult
         task of adapting to change with the right vehicle, at the right time, with the right financial structure.
      

      Even with the setbacks, however, the 1990s boom, of which the big deal was a major component, resulted in a vast contribution
         to our national wealth. We are now entering the second phase of a technological revolution, one in which there is both an
         appreciation of technology and its impact on future growth and a sobriety about financial markets. After a period of recalibration
         to the new realities, merger and acquisition activity will continue to reshape the global economic landscape of the future.
      

      AOL Time Warner: Mega Media Merger

      Gerry Levin faced a tough dilemma. As chief executive of Time Warner, he was respected as a corporate strategist and visionary,
         having foreseen the cable revolution and engineered the seminal merger between Time and Warner. He had received plaudits for
         reviving the merged giant’s financial health. But as the millennium approached, Levin realized that his company had failed
         to take a commanding position in new media and the Internet. Levin was intimately aware of the potential growth of new media,
         but he was also cognizant of the numerous potential stumbling blocks.
      

      For two years, Time Warner had been frustrated with a series of unsuccessful approaches to the problem. First it decentralized
         the opportunity to its divisions. When decentralization failed, Time Warner attempted to centralize by having one task force
         internally develop opportunities and utilize small acquisitions and venture capital investments. This approach failed as well.
         At the same time, while Time Warner was actively attempting to develop new media strategy, Levin was profoundly skeptical
         of the valuation placed on the industry leaders.
      

      Levin kept in touch with all the prospects, but no deal seemed realistic. Over dinner one night, Levin mentioned to Steve
         Case, chief executive of AOL, that he would be open to a deal involving a merger of the two companies, but only at a substantial
         premium to Time Warner’s current share price. In effect, Levin sought to mitigate the risk of a combination with AOL through
         a premium that protected Time Warner’s shareholders but gave AOL shareholders real assets and earnings. A delicately crafted
         compromise between the old and the new economy was fashioned, and AOL Time Warner was born.
      

      By its very nature, the combination of AOL and Time Warner underscores the recent leapfrogging in the size of media companies,
         much the same as the CBS/Viacom and the recent Vivendi/Seagram deals.
      

      The proposed AOL/Time Warner transaction was, of course, also the focus of much regulatory scrutiny. Regulators and competitors
         demanded open access to Time Warner’s cable lines and concessions with regard to Internet access and pricing. However, AOL
         and Time Warner jointly navigated the sinuous path of regulatory approval for a year, sacrificing the pawn of the pending
         acquisition of EMI Music to appease the tough European Commission.
      

      Telecom Troubles

      The competitive telecom and wireless industries were at the center of the storm. Sparked by deregulation, the opening of national
         boundaries, and technological innovation, competing telecom companies raced to outreach each other and capture a broader market
         geographically or technologically.
      

      Telecom companies and their suppliers faced similar dilemmas: how best to lead the rapid evolution of telecommunications while
         still managing the increasingly competitive current business environment. At first, it seemed a cornucopia of opportunity.
         Each new piece of technology would increase telecom revenues, and enthusiastic markets would finance the growth. But the margins
         on real businesses, such as wireline long distance, eroded as competition intensified, and capital expenditures for new equipment
         and new licenses soared. To compete, telecom companies and end-users bought every kind of switch, router, fiber, and optical
         equipment after already paying for wireless phone licenses or rights of way at dizzying valuations.
      

      But almost every practical assumption went too far, too fast. When the market realized the high expectations could not be
         rationalized, the bubble burst. There was a sudden and protracted downturn in telecom and wireless valuations and a shortage
         of debt and equity capital. Start-ups went bust and their suppliers grew shaky. Even the largest suppliers were not immune
         from the downturn, as evidenced by the ongoing pains at Lucent. Along with lower valuations came fewer blockbuster deals aimed
         at achieving scale and more deals geared toward survival. Even some of the deals that looked good upon their announcement
         became infected by the reversal of market perceptions and caused pending deal values to plummet. Worldcom’s long-standing
         battle to acquire Sprint was consistently hammered by lower telecom valuations and an ever-decreasing Worldcom stock price.
         Combined with severe opposition by the European Commission and the FTC on antitrust grounds, Worldcom eventually withdrew
         its offer completely.
      

      The wireless industry suffered a similar fate. Deutsche Telekom entered the U.S. in grand fashion with a bid to acquire VoiceStream,
         although the value of that transaction subsequently fell by more than 40 percent. And France Telecom acquired Orange at the
         height of the market and subsequently brought it public at one-third the valuation it had paid less than one year before.
      

      So why did large sophisticated companies participate in the government sales of wireless licenses or the auctions of companies
         such as British wireless company Orange at such high prices? Simply put, they felt they didn’t have a choice. As the national
         boundaries of AT&T, Deutsche Telekom, France Telecom, and British Telecom were opened up and the regional monopolies of the
         American regional Bell companies were ended, open positions were occupied by either competitors or those with already strong
         positions. In that sense, to not act was to deny a company its future. Second, it was also assumed that whatever the future
         vagaries of the market, owning a chunk of the telecom frontier was good business in the long run.
      

      As companies scrambled to keep up, technological change and the shifting financial markets made sure-footing a rarity. AT&T’s
         continued changes in direction have been reflective of the difficulty of executing a consistent long-range plan in this turbulent
         environment. First AT&T sought to centralize all mediums, from wireless to cable to consumer long distance to business services,
         and then it proposed a self-split-up.
      

      The domino effect of this turmoil was the proximate cause of much of the volatility in the rest of the economy. On the other
         hand, amid the chaos, an infrastructure to support the digital revolution was created.
      

      Big Banks

      The erosion of laws such as Glass-Steagall, which separated banks from brokerage and investment banking activity, combined
         with increased globalization to compel many financial services firms to pursue industry-transforming mergers aimed at increasing
         global breadth and scale. Spurred by the ground-breaking merger of Citibank and Travelers to form Citigroup, other players
         looked to create global powerhouses, combining investment banking with capital markets, research, and other financial products.
      

      Chase Manhattan’s merger with J.P. Morgan to form J.P. Morgan Chase was the most visible transaction. Chase, itself the product
         of mergers between Chemical Bank, Manufacturers Hanover, and the original Chase in the early 1990s, saw J.P. Morgan as a way
         to bulk up its investment banking business. With the end of Glass-Steagall, Chase found itself free to transform itself into
         a full-service commercial and investment bank, providing clients with debt and equity underwriting and research, as well as
         with general corporate advisory services.
      

      The traditional cost-cutting regional deal also continues. First Union of North Carolina acquired neighbor Wachovia in a roughly
         $13 billion deal to create the country’s fourth-largest bank.
      

      Donaldson, Lufkin & Jenrette (DLJ) was consolidated into Credit Suisse First Boston (CSFB), marrying DLJ’s junk bond sales,
         trading, and research capabilities with CSFB’s M&A and equity capital markets businesses, both in Europe and in North America.
         However, many of the perils of service-based mergers are illustrated in this deal. Under the terms of the merger agreement,
         there were few constraints on the freedom of DLJ rainmakers to leave. Many senior DLJ bankers promptly found new homes at
         other firms, declining to take a role in the newly formed giant. Perceived differences in style and the overlap between industry
         groups and products caused significant turnover. This turbulence created a perception that the deal got off to a rocky start,
         although CSFB leaders dismiss such charges as the rantings of a bitter minority and point with pride to the position the combined
         firm now holds. In essence, CSFB needed to bulk up and was willing to pay the price.
      

      Less than six weeks before the DLJ/CSFB deal, PaineWebber was acquired by UBS as part of the latter’s global expansion strategy.
         Itself the product of a recent merger between UBS and Swiss Bank Corporation, UBS sought to gain a strong foothold in the
         U.S. brokerage market to facilitate the distribution of securities and provide money management services. The deal combined
         the international reach of UBS’s wealth management and investment banking businesses with PaineWebber’s strong retail operations
         in the U.S., underscoring the foresight exhibited by the merger of Morgan Stanley and Dean Witter in 1997.
      

      Wasserstein Perella & Co. itself found a unique overseas partner in Kleinwort Benson, which was owned by Dresdner Bank. By
         uniting our North American M&A advisory and high-yield sales and trading experience with their European investment banking
         and capital markets expertise, we were able to form a strong cross-border advisory and origination business. Dresdner was
         in turn taken over by Allianz, the large German insurance company, but the Kleinwort-Wasserstein combination was structured
         as an autonomous company in order to preserve and grow its operations.
      

      Feeding Frenzy

      For many years, consolidation in the food industry was a theoretical response to the increasing consolidation of retailers.
         In reality, there were few major deals.
      

      The industry went into a frenzy, however, when rumors started circulating about the future of Nabisco and of Bestfoods. The
         for-sale sign was soon publicly hung on Nabisco’s door and, shortly thereafter, Unilever bid for Bestfoods.
      

      The $20 billion bid for Bestfoods brought Unilever two things it coveted most—scale and stability. Scale allowed the combined
         firm to cut costs and remain competitive in the face of food retail consolidation, while Bestfoods’s strong portfolio of household
         brands enabled Unilever to continue to post stable predictable financial results.
      

      Nabisco was thrust into the consolidation arena by financier Carl Icahn, who launched a tender offer for the company. Icahn
         believed that the food giant was being unfairly valued due to the looming tobacco liability carried by its parent holding
         company. As a result, shares were trading at roughly half of what he felt was a fair value. The tender offer effectively put
         Nabisco into play, and Nabisco was sold to Philip Morris’s Kraft division for $19.2 billion. Kraft achieved its objective
         of widening its U.S. product line and, in turn, prepared for a public offering.
      

      Quaker Oats had to navigate a long, tense route to a deal that ended with PepsiCo buying Quaker Oats for about $1.4 billion
         more than it had originally offered less than one month before. In November, Pepsi approached Quaker with a bid for $13 billion.
         When this became public, Coca-Cola upped the ante to $15 billion, seeking to acquire Quaker’s coveted Gatorade unit and propel
         Coca-Cola into the leading position in the fast-growing sports drink category. Coke’s board was not so enthusiastic about
         a deal, however, and promptly shot down the acquisition and reshuffled its management. With the expected deal crumbling, Quaker
         was left to salvage interest from other potential suitors, although its bargaining position was obviously weakened. Pepsi,
         however, eagerly showed renewed interest, and a deal was soon announced for $14.4 billion.
      

      Other deals soon followed, including Nestle’s acquisition of Ralston, PepsiCo’s acquisition of Quaker Oats, Kellogg’s acquisition
         of Keebler, General Mills’s merger with the Pillsbury unit of Diageo, and ConAgra’s purchase of International Home Foods.
         The industry expects that these deals will themselves be followed by more deals among international food retailers and more
         mergers among global producers of food and consumer goods.
      

      DaimlerChrysler: Head-on Collision

      The failure of globalization as a result of poor execution seems to be the lesson of the ill-fated Daimler/Chrysler deal.
         Hailed as a dream merger, the combination of Daimler and Chrysler quickly became a lesson in structuring corporate governance
         and the importance of a sound integration strategy. The merger was supposed to help Daimler gain access to new and innovative
         auto designs, while allowing Chrysler to penetrate overseas markets and drive revenue. Neither happened, and the recriminations
         are vitriolic, including significant tension between the German and American managers. Every starry-eyed global idealist CEO
         is now asked, “Is your proposed deal a Chrysler in the making?”
      

      The Death of Pooling and the Requirement of Fair Disclosure

      Changes in regulatory and accounting standards will also affect the patterns of merger activity in the future. The year 2000
         began with the widespread fear on Wall Street that the Financial Accounting Standards Board (FASB) was set to abolish the
         popular pooling of interest method of accounting for mergers. Under this method, the surviving company does not recognize
         any reductions in income through charges against a purchase price for intangible assets such as the good name of a business.
         Firms who use the alternative purchase method of accounting must periodically amortize the excess paid in the transaction
         over the net tangible assets, such as buildings and equipment, of the target company. This results in lower reported net income.
      

      The FASB seemed determined to make purchase accounting the standard for all transactions, arguing that pooling distorted the
         financial impact of large transactions and had been abused by corporate America. Wall Street howled, however, and the large
         companies using pooling turned up the pressure. Marking a sudden about-face in its stance over the past two years, the FASB
         abolished pooling but significantly altered the rules for purchase method accounting to make mergers appear more favorable.
         Rather than periodically amortizing the excess purchase price, companies will now only have to write down goodwill if, by
         certain particular analyses, it is determined that the value of the goodwill has been permanently impaired. For example, a
         company that performs well after a transaction would most likely not be subject to a writedown. This favorable revision will
         now allow any company to pursue an acquisition without the fear of taking drastic writedowns and negatively affecting its
         income statement.
      

      From the dealmaker’s perspective, the new rules may facilitate increased activity in the future, although many analysts have
         increasingly gone to a cash flow analysis anyway. Still, the proposed rules are not without huge hidden problems, many of
         which won’t surface for many years to come. Under the revised purchase method of accounting, one will not be able to compare
         companies on an apples-to-apples basis because of the historic use of pooling accounting. Second, there will always be the
         issue of exactly when goodwill becomes impaired. While this was not the recipe for the further financial transparency that
         FASB may have wanted, it is also not the death knell of the M&A industry that executives and bankers feared.
      

      Similarly, after years of debate, the SEC unveiled sweeping reforms that took aim at the way corporations communicate information.
         By enacting Regulation FD (Fair Disclosure), the SEC disrupted the established protocol for corporate communications and attempted
         to level the playing field. Essentially, the SEC has mandated that all potentially important information must be revealed
         to the public at the same time corporations tell securities analysts. In the past, Wall Street analysts have traditionally
         known of major corporate developments in advance of official announcements. Just as with the revised merger accounting, the
         attempt was to create greater transparency for the public.
      

      Regulatory Hurdles: Trustbusting

      With the onset of the new millennium, the European Commission flexed its growing muscle in the face of proposed blockbuster
         mergers. In June 2000, the EC upstaged U.S. antitrust authorities when it signaled its plans to crush Worldcom’s merger with
         Sprint. It marked the first time the EC vetoed a deal involving two non-European companies and sent a warning signal to dealmakers.
         Within months, the EC blocked Time Warner’s deal with EMI.
      

      It wasn’t the EC’s power that surprised many U.S. executives and dealmakers—it was their intention to use it. For years, European
         regulators were irritated by American businesses setting rules regarding import, export, and other trade activities. American
         executives rarely paid much attention to Europe’s antitrust forces. Only recently, amid a deluge of multibillion-dollar mergers
         with global implications, have many U.S. companies discovered just how powerful the EC is.
      

      The EC has taken on Bill Gates, Jerry Levin, Steve Case, and Bernie Ebbers, among several others. EC opposition was enough
         to derail the Worldcom/Sprint deal and scuttled a potential three-way merger with Alcan Aluminum and two European aluminum
         manufacturers. Vivendi was forced to divest its $6 billion stake in pay-TV operator BSkyB before it was allowed to acquire
         Seagram, and AOL/Time Warner spent several months in the hot seat as it was forced to make numerous concessions to settle
         antitrust concerns.
      

      The change of administration in Washington also signals a potential shift in merger policy. However, under President Bush,
         there may be a more hands-off policy than under the Clinton administration.
      

      Management Turnover

      While technology, economics, and regulation all have a profound impact on corporate activity, there is indeed a human element
         as well. Deals are made by people, and vision, strategy, and leadership go hand in hand with surging corporate initiatives
         designed to promote growth and competitive positioning. Strong companies with strong leaders often seek acquisitions as a
         vehicle for continued growth, while weaker companies with a turbulent management history are often the victims of consolidation.
      

      Volatility in the markets following the dramatic decline in many stock indices led to increased volatility in the corporate
         boardroom. Former management giants became notable executive departures, with CEOs from top companies—including Lucent, Coca-Cola,
         Procter & Gamble, Xerox, Campbell Soup, and Maytag—all leaving amid turmoil at their respective companies. In a rapidly changing
         world, management bore the brunt of investor impatience.
      

      Equally impressive as the number of CEOs being forced out is the speed at which they are being shown the door and how little
         time they are being given to demonstrate performance. The combined tenures of Procter & Gamble’s Durk Jager, Xerox’s Richard
         Thoman, Campbell Soup’s Dale Morrison, Maytag’s Lloyd Ward, Gillette’s Michael Hawley, and Lucent’s Richard McGinn barely
         add up to eleven years—just a little more than half of Jack Welch’s twenty-year term as CEO of General Electric.
      

      While leadership turnover has a direct impact on M&A, the exact opposite is very true as well: that M&A has a direct impact
         on corporate leadership. In this age of multibillion-dollar “mergers of equals,” the role of co-leader has often been attempted
         with mixed success. At Morgan Stanley Dean Witter, for example, John Mack recently resigned as president after losing a behind-the-scenes
         power struggle with Philip Purcell. It would appear that sharing seems to wear thin over time.
      

      Citigroup’s John Reed is another example of M&A-induced leadership turnover. At the time of the merger between Citibank and
         Travelers in 1998, John Reed and Sandy Weill agreed to share the leadership duties of the world’s largest financial services
         company. Just one year later, however, Reed ceded control of day-to-day operations to Weill in what was to mark the beginning
         of Reed’s exit from Citigroup. The conflicts between Reed and Weill, who each ran their own companies prior to the merger,
         were highlighted in the press and preceded the eventual division of duties that allowed Weill to take control of operations.
         Just seven months after this division, Reed officially tendered his resignation and ceded complete control to Sandy Weill,
         leaving a single CEO to guide the giant Citigroup into the future.
      

      Each of these issues will continue to have a propelling impact on the financial landscape. There is no choice but to adapt
         to change, although the stakes and risks are high. The recent big deals are just a harbinger of transactions to come.
      

   
      Introduction

      This is the millennium edition of Big Deal, prompted by the fact that many of the largest deals in history were announced this past year. This book is less about particular
         financial transactions and more about understanding the process our economy uses to adapt to change. The swirl of mystery
         and controversy surrounding the deal business continues to spiral. Recent big deals—MCI WorldCom–Sprint; Viacom-CBS; Chrysler-Daimler;
         BP-Amoco-ARCO; Travelers-Salomon-Citicorp; AT&T’s deal frenzy; AOL-Netscape; SBC-UBS; Dean Witter–Morgan Stanley; NYNEX–Bell
         Atlantic; Wal-Mart–Asda—suggest a seismic shift in the structure of the world economy. We are at the dawn of a post-industrial
         age, a world of microchips, services, and outsourcing, and as part of it, the tide of globalization will continue to rise.
      

      The movement and restructuring of assets—mergers, acquisitions, and divestitures—are currents in this evolutionary whirlpool.
         Front-page news and trends are inexorably reflected in a deal.
      

      Indeed, growth by merger has been a part of American economic history since the coming of the Industrial Revolution. Over
         the years, the rationale, style, and intensity of successive merger waves have varied, and a rich assortment of knaves and
         fools, heroes and winners, have played cameo roles. Millions of people and thousands of companies have felt the reverberations.
      

      Change of this sort has been inherent in business since the Age of Discovery. But the image of the merger process is clouded
         by technical jargon and the premise that somehow the structure of business is static, gray, unchanging, and unfathomable.
         The key barrier to comprehension is that changes in the structure of the economy have not come smoothly. Cycles of recession,
         depression, and growth have battered our experience. By 1932, the stock market declined over 70 percent from its 1929 highs.
         Yet from the Crash of 1987 to 1999, the market appreciated by over 500 percent.
      

      [image: art]

      Further, the wisdom of the moment often is misleading. The last decade has seen a breathtaking bull market, as stock market
         valuations of companies have soared. As a result, the 1980s turned out in hindsight to have been a time of relative bargain
         shopping. Curiously, little is said today of the fact that the carping at the end of the 1980s about prices paid in deals
         being too high turned out in hindsight to have been wrong. Today, the scope of the bull market is hard to comprehend as it
         unfolds, obscuring the fact that companies are being bought at all-time highs in the sensible 1990s.
      

      Nor are hustlers anything new. In 1720, shares in the glamorous English conglomerate the South Seas Company were hot: Its
         interests in whaling, exploration, and the slave trade were a window on the future. The bubble eventually burst, and the company
         passed into history.
      

      The process of change can also bring pain and destruction, a reflection of the cruel face of capitalism. That is why it is
         easy to attack mergers and acquisitions on an anecdotal basis. Such criticism calls to mind what Samuel Johnson once said
         about London: “When a man is tired of London, he is tired of life; for there is in London all that life can afford.”
      

      Similarly the mergers business reflects the hubbub of our society with all its bustling and pretense. It is at the edge of
         change and fashion, and yet a minefield for the unwary. Mistakes are common. Still, good, bad, or indifferent, mergers and
         acquisitions are an essential vehicle for corporate change, and the pace of change is increasing.
      

      This edition is an attempt to put the deal business in context of our changing times. Part One surveys the broad sweep of
         merger history, from the nineteenth century to the 1990s. Part Two focuses more closely on the strategy and tactics behind
         some active industries in the 1980s and 1990s and the deals that transformed them. Part Three describes the implementation
         of the modern transaction.
      

      The emphasis here is on the structural forces, tactics, and personalities that shape the deal process. My hope is that the
         spirit emerges in these clashes of corporate will, the uncertainty, fear and emotion, the failure and the triumph.
      

      Of course, this book reflects many prejudices and experiences. Some twenty years ago, I wrote a book on corporate finance
         law from a young lawyer’s point of view. I have since worked on well over 1,000 deals, including many of the larger transactions.
         With the inflation of asset values during this period and the dramatic rise in the Dow Jones Average, most deals have worked
         well, but there certainly have been disappointments.
      

      My perspective today is influenced by a particular combination of five experiences in this field. While at Harvard law and
         business schools, I worked for Ralph Nader examining government merger policy. Mergers were the natural intersection of my
         interest in law, business, economics, and public policy. After Harvard, I studied economics and British merger policy at Cambridge
         University and wrote an article for the Yale Law Journal on the subject.
      

      When I went to work as a young lawyer at New York’s Cravath, Swaine & Moore, I was sent off to specialize in mergers partly
         because of the article. At the time, mergers were less exciting to many of my colleagues than the booming public offering
         practice.
      

      After five years of lawyering, one of my clients, First Boston, convinced me to become an investment banker. I stayed there
         for over ten years, eventually as Co-Head of Investment Banking. Then for the past twelve years at Wasserstein Perella & Co.,
         I have continued to advise clients on deals as well as investing in businesses directly as a principal.
      

      Because the scope of this book is so broad, it cannot purport to be exhaustive. The intent is rather to provide a sensitivity
         and a context for an appreciation of the traits of an important part of our economic history and an inevitable phenomenon.
      

   
   	Part One

      Past as Prelude

    “Go where you will on the surface of 
things, men have been there before us.”

    —Henry David Thoreau, 
A Week on the Concord and 
Merrimack Rivers
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      The Digital World Cometh

      “Empires of the future are 
the empires of the mind.”

      —Sir Winston Churchill, 
Speech at Harvard, 
September 6, 1943

      The dawn of the new millennium has been accompanied by a frenetic quest for the business model of the future. Companies are
         scrambling to respond to and anticipate a new industrial revolution in which business is globalized, new technologies emerge,
         the Internet becomes a vital medium for commerce, and regulatory barriers begin to break down—in short the coming of the digital
         age.
      

      WorldCom: Challenging AT&T

In the whirlwind of this digital age, the pace of change has accelerated. The dramatic $129 billion merger of MCI WorldCom
         with Sprint to challenge AT&T for leadership in global telecommunications underscores the intensity of the restructuring.
         The Telecommunications Reform Act of 1996, new digital technologies such as fiber optic cables, the Internet, and wireless
         telephony, and soaring share prices have unleashed a frenzy of record-breaking deal activity in the industry.
      

      MCI WorldCom Chief Executive Bernie Ebbers will now be able to provide fully integrated voice and data services, over wireless
         or land lines. The combined company merges the second- and third-largest long-distance carriers in the U.S. to control a third
         of the nation’s $90 billion business, provides a majority of the country’s Internet backbone, and owns one of the fastest-growing
         nationwide wireless PCS service providers, Sprint PCS, which has focused on wireless Internet communication.
      

      Viacom-CBS: Media Giant of the Digital Age

Supersalesman Mel Karmazin had just emerged from a boardroom coup, becoming the new CEO of CBS to a roaring ovation from the
         stock market. Throughout his career the tenacious Karmazin was able to anticipate the implications of the changes in the regulatory
         environment, such as the allowance of multiple radio station ownership. With the recent modifications in the limits on TV
         station ownership and the explosive impact of technology such as the Internet, he saw a pressing need for greater mass and
         distribution muscle.
      

      The street-savvy Karmazin made his pitch to Sumner Redstone, the seventy-six-year-old controlling shareholder of Viacom, the
         home of Paramount, Nickelodeon, and MTV. Redstone brushed Karmazin away. Redstone had just completed focusing Viacom on its
         core media and entertainment assets and cleaning up its balance sheet: Paramount studios had a series of box office hits;
         Blockbuster, Viacom’s video rental chain, had a successful initial public offering; and non-core assets such as Simon & Schuster’s
         educational division had been divested; Viacom’s debt burden had been pared down substantially.
      

      Mel kept coming. Finally, he convinced Redstone that the digital future of the media industry required the participants to
         pool their assets, culminating in the announcement on September 7, 1999, of the seminal $41 billion Viacom-CBS merger.
      

      DaimlerChrysler: An Automotive Leader

As Juergen Schrempp chainsmoked through a pack of cigarettes, Robert Eaton listened with great interest. The two executives
         were sitting at the President Wilson, a hotel by Lake Geneva, hashing out the plans for the merger between their companies:
         Daimler-Benz and Chrysler. Finally Schrempp seduced Eaton into the largest industrial deal ever.
      

      Each company was attempting to solve its own dilemma. Daimler saw a future with stagnant sales: Its existing markets were
         becoming saturated and its vehicles were too expensive for most emerging markets. It lacked either minivan or broad SUV products.
      

      Chrysler too was finding its home market, the U.S., increasingly saturated, but found options abroad limited, since it did
         not have the same presence overseas that GM and Ford enjoyed. Furthermore, because it was the smallest of the three U.S. carmakers,
         it had fewer vehicles over which to spread its costs, making it increasingly less able to invest in advanced technology. Globalism
         and changes in technology had driven the necessity to larger scale.
      

      BP-Amoco and Exxon-Mobil: The Titan Recombined

In 1911, with the mere stroke of a pen, the government broke up John D. Rockefeller’s empire: Standard Oil. The company, which
         before the proceedings controlled 85 percent of the country’s oil production, emerged as seven separate pieces: Standard Oil
         of New Jersey (Exxon), Standard Oil of New York (Mobil), Standard Oil of California (Chevron), Standard Oil of Ohio (BP’s
         American subsidiary), Standard Oil of Indiana (Amoco), Continental Oil (Conoco), and Atlantic (ARCO).
      

      But in 1998, as if by magnetic force, the pieces of Standard Oil began to recombine in a whirlwind of activity. The search
         for global economies of scale was again the spark that ignited the fire. In an environment in which oil exploration costs
         were rising steeply but oil prices were at half the level of the previous year—down from $20 to $11 a barrel—oil combinations
         looked especially attractive. Indeed, it was an industry in distress. The dreams of lower exploration costs, lower administrative
         costs, and greater stability could be realized through mergers.
      

      Sir John Browne, chief executive of British Petroleum, moved first, announcing a merger with Amoco in August 1998 to form
         Britain’s largest company.
      

      Exxon and Mobil quickly followed with an announcement of their $86.4 billion combination. When the deal closes, Exxon Mobil
         will be one of the world’s largest companies in terms of revenue, surpassing Royal Dutch/Shell in both output and sales, and
         will produce more oil than the entire country of Kuwait.
      

      But Browne was not to be outdone. When an ailing ARCO, badly bruised from the crash in oil prices, shopped itself around to
         suitors, Browne sprang to action. In April 1999, BP Amoco announced its purchase of ARCO for $33.7 billion. The deal vaulted
         BP Amoco to the top of the pack, the largest non-OPEC producer of oil in terms of output.
      

      Citigroup: The Global Financial Institution for the New Millennium

Catching digital fever, Travelers and Citicorp merged, hoping to be poised to be the leading financial institution for the
         new millennium. It is a global powerhouse, whose stated goal is to provide insurance, mutual funds, and consumer, commercial,
         and investment banking services to 100 million customers in 100 countries. It manages over $700 billion—nearly one third the
         federal budget. Its immense asset base will be a source of enormous competitive advantage and will help Citigroup weather
         market downturns. Its brand, “Citi,” is recognized worldwide.
      

      The deal was most stunning, however, because its success was predicated upon the tearing down of a law that has regulated
         the banking sector for half a century: the Bank Holding Company Act, which prohibits banks from engaging in insurance underwriting.
         If the act is not repealed or revised, Citigroup will have five years to divest itself of its noncomplying insurance operations,
         which comprise approximately 20 percent of Citigroup’s revenues and whose combination with Citicorp’s banking assets was one
         of the strategic imperatives of the deal. But it is increasingly likely that the law will be altered so as to make such transactions
         legal.
      

      AT&T: Telephony for the Twenty-first Century

AT&T, once a sleepy monopoly phone company, has attempted to reinvent itself for the twenty-first century. Though in the last
         few decades the telco frequently stumbled, it seems as though AT&T might have traction. Over the course of the past year,
         AT&T has acquired a premier group of assets to create a global leader in telephony, Internet, cable, and data services.
      

      The prelude to this shift was long and painful for AT&T. Facing competition from newcomers MCI and Sprint in the 1970s, AT&T
         realized that its core long distance service was rapidly becoming a commodity business and therefore sought to expand into
         what it saw as a growth area: computers. But its partnership with Olivetti and takeover of NCR proved disastrous. AT&T retrenched,
         unwinding the Olivetti deal and spinning off NCR.
      

      For a time, AT&T’s future again looked uncertain. CEO Robert Allen promised a radical overhaul of the company, but none of
         the benefits of a restructuring ever materialized. Soon Allen was out and Michael Armstrong came in. Under Armstrong’s leadership,
         AT&T has set itself on a new course, transforming through acquisitions.
      

      In June 1998, AT&T announced the $70 billion acquisition of TCI. It is this combination that is to transform AT&T. TCI’s cable
         assets will be combined with AT&T’s phone assets to allow the phone company to provide an integrated package of services—local
         and long distance telephone service, Internet access, and cable—over TCI’s cable network. AT&T will be back at the cutting
         edge of technology.
      

      Despite the scale of this move, AT&T pressed ahead with its acquisition spree. To make itself into a truly global player,
         in June 1998 AT&T announced the merger of its global operations with the international business of British Telecom. In April
         1999, AT&T’s $63 billion bid for cable operator MediaOne was accepted, moving the company closer to its goal of becoming a
         digital communications leader.
      

      However, other telecom giants such as MCI WorldCom–Sprint and SBC-Ameritech have merged to challenge Ma Bell’s leadership.

      These deals, like others in the past, are part of a pattern of adapting to industrial change. Of course, the patterns are
         crude and imperfect. There is no clear road map.
      

      However, there do seem to be elemental forces, Five Pistons, which drive the merger process. They are regulatory and political
         reform, technological change, fluctuations in financial markets, the role of leadership, and the drive for scale.
      

      Regulatory and Political Change     Many of the most active M&A sectors over the past few years—media and telecommunications, financial services, utilities,
         health care—have been stimulated by deregulation or other political turmoil.
      

      Before deregulation, a number of industries owed their very existence to regulatory boundaries. In the financial services
         sector, for example, specific rules carved up the world into commercial banking, investment banking, insurance, mutual funds,
         credit unions, and so forth. These rules defined everything from the role of the local bank to that of the largest financial
         institution. Competition across the metaphysical regulatory boundaries was forbidden. However, lately these barriers have
         been relaxed, and in some cases completely removed. An Oklahoma land rush of deals has ensued, as companies struggle to make
         sense of this new competitive landscape.
      

      Likewise, Congress literally rewrote the rules for the media and telecommunications businesses in the Telecommunications Reform
         Act of 1996. In the past, the various telecommunications players had defined realms. Local and long distance companies were
         not allowed to compete against each other; cable television companies generally had monopoly status. By contrast, the 1996
         legislation eventually will allow local and long distance phone companies to compete in each other’s markets. Cable companies
         also will be permitted to offer local service. Television and radio broadcasting companies may now own more stations. Though
         the regulations to implement this vision are currently tied up in litigation, the churning of the economic structure of the
         industry has already begun.
      

      Technological Change     Technology creates new markets, introduces new competitors, has spurred globalization, and is intertwined with regulatory
         change. Changes in technology make old regulatory boundaries obsolete and sometimes silly, For example, the media and telecommunications
         business is an industry shaken by technological change and by regulatory reform. Technology has created industries like wireless
         telephony and satellite television, and promises a convergence of voice, video, and data transmission that will dissolve the
         boundaries between market participants. The emergence of thousands of new businesses in the last decade based on new technologies
         assures a heated merger pace in the future.
      

      Financial Change     Financial fluctuations have a similar catalytic effect. A booming stock market encourages stock deals. A low market with
         low interest rates can spur cash deals after a period of high inflation in which the cost of hard assets has increased more
         rapidly than stock prices. In this environment, it may be cheaper to buy hard assets indirectly by purchasing companies on
         the stock market. Falling interest rates and available capital lubricate the process.
      

      This was the story of the early 1980s. After a decade of relatively steep inflation, the replacement cost of assets had appreciated
         considerably. Yet, the stock market remained flat into the early part of the decade. As a result, a company’s breakup value
         often exceeded its stock market value. The gap provided a powerful incentive for takeover entrepreneurs and financial buyers.
         On the other hand, tight money chokes the deal flow.
      

      In the late 1990s, the opposite situation prevailed: the combination of financial fluctuations and technological change has
         created frothy stock market valuations in the technology and communications sectors, providing these companies with strong
         acquisition currencies. Sometimes, like the 1960s, companies with vibrant valuations can beat competing cash offers with stock,
         but the danger is that on some occasions the froth collapses like a soufflé.
      

      Leadership     Of course, corporate combinations do not occur in a mechanistic fashion. A human element is involved—the man on horseback
         who leads a company to seminal change. Jack Welch at GE, Mike Armstrong at AT&T, Louis Gerstner at IBM, Philip Purcell at
         Dean Witter, make a difference, just as J.P. Morgan or Harold Geneen made the difference. As in political history, there have
         been arguments made about economic determinism, but people have an impact.
      

      Size     Scale matters, and bigger seems to mean better to most managers. Maybe it’s critical mass, or technology and globalization,
         or integration, or sheer vanity and ego, but there is a natural imperative toward scale. However, just as some companies keep
         getting bigger, others shed their skin and became smaller. The imperative toward focus and simplicity is as strong as that
         for size. The two competing elements create a vortex of change. Generally, today size has momentum within an industry, and
         diversified large companies tend to divest. However, even focused companies shed subsized or underperforming units, and some
         conglomerates such as GE keep getting bigger.
      

      Technology, deregulation, and globalization fuel one another to shape this global digital age with a profound impact on our
         lives. Yet, we are only on the brink.
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      Mel, Barry, and Sumner Go Digital

      “A billion here, a billion there, and pretty soon 
you’re talking about real money.”

      —Former U.S. Senator Everett Dirksen

      Barry Diller, Sumner Redstone, and Mel Karmazin are extraordinary entrepreneurs who have repeatedly been catalysts for media
         industry change. Almost single-handedly, Diller transformed the ABC network and built up Fox as the fourth television network.
         Karmazin helped define the radio broadcasting industry as it is today by rolling up radio stations across the country. Redstone
         foresaw years ago a world of specialized programming, and spent the past decade and a half developing the country’s leading
         cable television assets such as MTV and Nickelodeon that have defined the youth culture. The three men’s paths have crossed
         as they have gone about creating their vision of the future, a series of events that culminated in the merger of CBS and Viacom.
      

      Redstone and Diller clashed in the first of the digital age deals: the battle between Viacom and QVC for control of Paramount.
         It was a battle responding to changing regulations and the need for scale, driven by the tenacity of the two media moguls.
         Redstone not only won, but the price he paid was, in hindsight, low. The Viacom-Paramount deal fueled Viacom to be a potent
         media conglomerate— a vertically integrated player combining powerful distribution and content assets—which enabled it to
         consummate the CBS deal.
      

      Sumner Redstone, Mel Karmazin, and Barry Diller all are transitional men, one foot in old media and one in the digital age.
         They have spent their careers assembling media assets through acquisitions, mergers, and organic growth. They will spend the
         next decade building upon these old media assets and adapting them to bridge over to the evolving world of the Internet and
         positioning themselves for the broadband revolution.
      

      Diller left QVC not long after losing Paramount to Redstone. His relatively short stint at QVC had left him considerably richer,
         but without a platform for his talents; so he went about creating his own company by combining a collection of humdrum media
         assets, sprucing them up, and attempting to move into the digital age.
      

      Diller started his new empire from scratch. In 1995, he obtained control of a comparatively modest, unremarkable asset: twelve
         Silver King UHF-TV stations. These paled in comparison to companies Diller had run in the past, but he had a grand vision:
         Silver King would form the basis for a new broadcast network.
      

      From this humble base, and backed by a $320 million equity infusion from John Malone’s TCI, Diller embarked on an ever-larger
         string of acquisitions. First was Savoy Pictures Entertainment in November 1995 for $210 million in stock. Then came Silver
         King’s purchase of the Home Shopping Network for $1.3 billion in a stock swap. The deal combined Silver King and Savoy’s TV
         stations with HSN’s retail TV network. Before, his twelve UHF stations’ only source of revenue was the $45 million annual
         fees for carrying HSN’s broadcasting. But by shifting the broadcasting of HSN solely to cable, Diller freed up the TV stations
         to launch his new network.
      

      Diller bought content next. In October 1997, he struck a deal to buy Seagram’s Universal Studios television assets—including
         cable channels USA Network and the Sci-Fi Channel, with 72 million subscribers and lucrative syndicated shows like Xena: Warrior Princess and Law & Order. HSN paid Seagram $1.2 billion cash and granted a 45 percent stake in the new company, renamed USA Networks. Diller’s collection
         of broadcasting and content assets finally had the potential to take on the established networks, command comparable advertising
         premiums, and also collect cable subscriber fees. Aiming to control another network, Diller held discussions in June 1998
         with General Electric, owner of the NBC network, to merge NBC with USA Networks. However, that deal was vetoed by Edgar Bronfman
         Jr., CEO of Seagram, who did not want to have his stake in USA Networks diluted.
      

      Barry Diller had a media empire again, but he was restless—he saw the world moving ahead while his company was stuck in old
         media assets. The imperative was clear: Participate in the Internet revolution or be left behind. USA Networks acquired a
         controlling stake in Ticketmaster and merged Ticketmaster’s online efforts with CitySearch, a Pasadena-based producer of Internet
         guides to entertainment, businesses, and services, and then spun off the combined venture in a highly successful initial public
         offering.
      

      The deal, however, that Diller hoped would transform USA Networks for the digital age was announced in early 1999: a three-way
         merger involving the Internet assets of USA Networks, Lycos, and Ticketmaster Online–CitySearch. The deal would unite the
         cable home shopping company with the Internet portal and allow Diller to push his commerce content over the web as well. USA
         Networks would own 61.5 percent of USA-Lycos, with 30 percent to be held by Lycos and 8.5 percent by Ticketmaster. USA Networks
         would contribute to the new venture its Home Shopping Network, Ticketmaster, and Internet Shopping Network–First Auction assets,
         which together represent about 50 percent of its cash earnings. Cable operations would remain with USA Networks.
      

      While Lycos was, as is true of most Internet companies, a business with no earnings, the deal was to bring it “real assets”
         and positive “EBITDA” (earnings before interest, taxes, depreciation, and amortization—a measure of the company’s cash earnings),
         allowing the market to value the company on a traditional cash earnings basis rather than as a multiple of revenues, as Internet
         companies tend to trade.
      

      Despite its strategic promise, the market and investors gave the deal a thumbs-down. They thought Diller hadn’t valued Lycos
         highly enough. USA-Lycos company, with positive earnings, would be measured against comparable companies in the industry;
         but companies that actually have earnings and that, like USA-Lycos, are not composed primarily of Internet assets, enjoy nowhere
         near Lycos’ valuation because of the fear of old media dilution on their equity. Ultimately, the prospect of high growth for
         Lycos holders was more alluring. The Lycos deal was called off.
      

      Diller had attempted to transition to the digital age but was essentially unwilling to pay a new age price for the digital
         future. Some might think Internet values frothy, but not Lycos’ shareholders. Despite his strategic adaptability, the new
         age market saw him as too stuck in the old media mindset, not a product of the Internet generation, although he would contend
         he was ahead of an immature market.
      

      Redstone and Karmazin may be ahead one step, but Diller has shown he can bob and weave. Barry will be back. Meanwhile, the
         entire industry will be completely restructured.
      

      Mel Karmazin has built a career on exploiting changing FCC regulations. He built Infinity Broadcasting to be one of the most
         successful collections of broadcasting assets by aggressively acquiring top radio stations in major cities whenever regulations
         permitted—first in the 1981 and 1984 relaxation of multiple radio station ownership, then again in 1996. At the time of the
         1996 change of regulations, Karmazin aimed bigger and approached CBS to buy all of its radio stations. CBS was not a seller.
         Karmazin reconsidered and sold his company to CBS. Subsequently, in a boardroom coup, Karmazin, who also had become one of
         the biggest equity holders at CBS, took over the reins of CBS as the new CEO.
      

      Karmazin inherited a broadcast network with a limited demographic profile—and not only were CBS’ viewers older than advertisers’
         preferences, but broadcast networks in general were losing viewers in droves to alternative specialized entertainment sources
         such as cable television and the Internet. Mel successfully shook up the status quo and revitalized CBS’ staid image. He saw
         a new opportunity with the recently relaxed regulation on TV station ownership and the scrapping of the “fin/syn” rule, which
         had prevented network and studio mergers in the past.
      

      In the Viacom-CBS deal, Redstone will remain the CEO of the new Viacom and retain voting control. In a highly unusual provision,
         baked in to the merger agreement was Karmazin’s role—he would be the COO and president for the next four years and only a
         fourteen-person majority of the eighteen member board of directors could remove him.
      

      The merger of Viacom and CBS is Redstone and Karmazin’s response to rapid regulatory and technological changes. The combination
         of a focused Viacom and CBS under Mel Karmazin brings together Viacom’s premier cable assets such as MTV, VH1, and Nickelodeon,
         Paramount motion picture studio, Simon & Schuster consumer book publisher, Blockbuster Video, a movie theater chain, theme
         parks and television stations, with CBS’ broadcast television network, Infinity radio and outdoor media assets, television
         stations, and prime syndication assets such as King World Productions, television’s largest program syndicator.
      

      But Redstone and Karmazin are not only combining old media content and distribution under one umbrella. Combined, they have
         the power to dominate in new media as well. Viacom has developed its Internet program through promoting MTV and other strong
         brands online. CBS, on the other hand, has been investing in Internet startups by swapping Internet equity for valuable advertising
         time on its radio and television stations. Viacom’s Internet program will benefit from ad exposure through CBS’ radio stations
         and television network. Likewise, CBS’ myriad Internet investments will benefit from Viacom’s depth of experience in developing
         strong brands and specialized programs, especially important in a broadband world. A platform has been established for the
         digital age.
      

      PROFILE

      Barry Diller

      Barry Diller is regarded as unique in Hollywood, a cut above the rest. He retains a genuine creative capability in addition
         to outstanding business management and leadership skills.
      

      Diller was born and raised in California. Lured by the world of show business, he dropped out of UCLA at age nineteen and
         convinced neighbor Danny Thomas to secure him an interview at the William Morris Agency. Eventually, Diller landed a job in
         the famed William Morris mail room. He rose from there to become an agent and then, at age twenty-four, an executive at ABC.
      

      Diller spent ten years at the television network, cementing his reputation as a creative force. In those years, he launched
         ABC’s popular and successful Movie of the Week format and the first successful miniseries.
      

      In 1974, Diller left ABC to become the head of Paramount and, with a highly successful team that included Michael Eisner,
         Frank Mancuso, and Jeffrey Katzenberg, drove the studio to renewed success. The studio produced such hits as Saturday Night Fever and Raiders of the Lost Ark. However, when Martin Davis succeeded Charles Bluhdorn in 1983, Davis and Diller clashed.
      

      Diller then moved to Twentieth Century Fox, which was undergoing its own period of instability under owner Marvin Davis (who
         is unrelated to Martin Davis), and created “the comeback studio of the year.” Diller, along with the next Fox owner, Rupert
         Murdoch, built Fox Television into a successful fourth network with popular series such as The Simpsons.
      

      In February 1992, Diller stunned the entertainment industry by abruptly resigning his post at Fox. His explanation for leaving
         the studio was simple: “It’s not mine,” he said. He landed at QVC with the express desire to own a major entertainment property
         and started eyeing Paramount.
      

      Watching Diller, both during the Paramount battle and since, he dazzles with his ability to take on different roles for different
         crowds. When appropriate, he can be as emotional as any director. The fire blazes from his eyes. Other times, he is as businesslike
         and efficient as a button-down IBM executive. Diller has learned all the parts and is in total control. His attempt to transition
         to new media, however, is a reminder that the transition to the digital age is difficult to accomplish, even for the smartest
         and most nimble.
      

      The Battle for Paramount

The Viacom-CBS deal and Diller’s quest for a digital empire both flowed from the battle for Paramount. The price was steep,
         but the value was there.
      

      In addition, the Paramount epic foreshadows many of the themes of this book: the impact of changing technology, the dominant
         roles of personalities, the changing strategies of major corporations, the importance of the courts, and issues of pricing
         and takeover tactics.
      

      While the contest for Paramount raged on, it dominated the financial news. Newspapers, television, radio, online information
         services—all were filled with the latest word on the bidding. In fact, the back-and-forth received so much attention for so
         long that at least one reporter openly professed to be “sick of writing about Paramount.”
      

      However, many Americans were captivated with the struggle. One reason for this interest was the nature of Paramount’s business.
         Paramount was, as then-Viacom president Frank Biondi described it, one of the great American “dream machines.”
      

      Diller Decides

A host of lawyers and investment bankers trooped into the dark granite Manhattan office tower on the corner of Sixth Avenue
         and 52nd Street in January 1994. Known to New Yorkers as “Black Rock,” the building houses the main executive offices of CBS
         Television. However, the lawyers and bankers were in the building to visit the new offices of Wachtell, Lipton, Rosen & Katz,
         a powerhouse takeover law firm, which in a typically shrewd move had leased space at the bottom of the real estate cycle from
         the downsizing CBS network.
      

      QVC chairman Barry Diller arrived last in the thirty-third-floor Wachtell, Lipton conference room. The epic battle for control
         of Paramount Communications, pitting home shopping channel QVC against Sumner Redstone’s Viacom, had dragged out over months.
         Now it came down to this one moment. As the clock ticked toward the impending February 1 deadline for final bids, Barry Diller
         and his partners had to decide whether to raise QVC’s $10 billion bid for Paramount.
      

      When Diller arrived in the conference room, he found a small crowd that included Marty Lipton, one of Wachtell, Lipton’s founding
         partners, and high-profile media banker Herb Allen of Allen & Co. A bevy of advisers including a team from Wasserstein Perella
         & Co. represented Diller’s partners in the bid.
      

      The meeting opened with a description of the situation. Viacom had just raised its bid from $104 to $107 a share for 50.1
         percent of Paramount’s stock. Media mogul Sumner Redstone was a tenacious and skilled adversary. Earlier, hoping to craft
         a “Diller killer,” Viacom had added a contingent value right (CVR) to the complicated package of securities it was offering
         in exchange for the remaining 49.9 percent of Paramount’s stock. The rest of the Redstone package was easy to beat. Consequently,
         the CVR was the main topic of Diller’s conversation with his advisers.
      

      The CVR provided that Paramount shareholders would receive additional Viacom securities if Viacom’s stock failed to reach
         a specific price target within three years. Although there were substantial loopholes in Viacom’s CVR, a consensus quickly
         developed among Diller’s advisers that, due to the CVR and the downside protection the CVR provided, the arbitrageurs, or
         professional speculators, who held a majority of Paramount’s stock would favor Viacom over QVC. QVC would lose the bidding
         war unless it offered a similar security.
      

      The debate raged. Was gaining Paramount worth taking the additional risk inherent in a CVR? If QVC added such a right to its
         bid, QVC’s existing shareholders might be forced to pay a steep price: Should QVC’s stock not hit the price target, new QVC
         shares would have to be issued to the former Paramount stockholders, diluting the interest of the other QVC shareholders.
         Was the price for Paramount so high that the winner of the bidding would really be the loser?
      

      Diller closed the debate and asked his friends to make their personal recommendations to him in private. Lipton, Allen, and
         all the others realized that a “win” was within grasp and that Diller’s destiny was to run Paramount. They all strongly endorsed
         the raise. Diller said he needed time to think the issue over and would be back shortly. While Diller’s advisers waited, he
         walked the halls.
      

      Paramount was the transitional deal, the last of the contested brawls of the 1980s, the first of the digital strategic transactions
         of the millennium. Only a true believer in the full valuation of content would pay the price; the cynic would back down.
      

      Finally, Diller returned and in a soft voice told the exhausted entourage his decision—he would not let the emotional momentum
         of the contest push him; QVC would not raise. He would rather lose than overpay. The battle for Paramount was over.
      

      Paramount Communications—the company being fought for—had not always been a sexy sought-after media company that could command
         a steep price in the market. Not long before, the company called Paramount Communications had been Gulf + Western, a plodding
         corporate conglomerate. Of course, the Paramount movie studio—one division of Gulf + Western—had a long and compelling history.
         Founded in 1916 by Adolph Zukor, Paramount Pictures was a Hollywood powerhouse in the 1930s and 1940s, boasting a stable of
         stars that included the Marx Brothers, Gary Cooper, W.C. Fields, Claudette Colbert, Bob Hope, and Bing Crosby.
      

      In those early days, Paramount not only made movies, it also owned a captive chain of theaters. To the politicians of the
         late 1940s, this arrangement smacked of a dangerous monopoly. Eventually in something called the “Paramount Decrees,” the
         government forced Paramount and other movie studios to sell off their captive theater chains.
      

      By the 1950s, however, Paramount was wounded and dying. Then along came the highly controversial Charles Bluhdorn—dubbed the
         “Mad Austrian” by Life magazine—and his company, Gulf + Western. Even before it bought Paramount in 1966, Gulf + Western was a corporate menagerie,
         having evolved from a car bumper business into one of America’s largest conglomerates. Bluhdorn’s company made building products,
         owned racetracks, marketed consumer products and cigars, ran a publishing company, held land in the Dominican Republic, mined
         titanium, peddled panty hose, and so on. The various operations were known as “Charlie’s cats and dogs.”
      

      In the end, Gulf + Western’s performance was lackluster. The sudden death of Bluhdorn in 1983 and rise of Martin Davis to
         the position of CEO only underscored what had been clear for several years—Gulf + Western needed to slim down and refocus.
      

      On taking the helm, Davis, a tough former publicist with an instinct for survival, quickly assessed the situation. In a radical
         departure for a company once known as “Engulf & Devour,” he launched Gulf + Western on a campaign to sell off more than 100
         unrelated businesses. By 1989, this effort was largely complete. In that year, the company sold its large finance division
         to Ford Motor Company for $2.6 billion, rechristened itself Paramount Communications, and made an unsuccessful $12 billion
         hostile bid for Time Inc.
      

      Having failed to win Time, Davis and Paramount sat in the early 1990s on a large hoard of cash and looked for another strategic
         partner. Potential acquisitions reportedly included Geffen Records, Thorn EMI, and even MCA. Rumors also periodically circulated
         of an impending Paramount-Viacom merger. In talks with Viacom’s Sumner Redstone, as well as with other potential partners,
         Davis reportedly insisted that he control the surviving entity as CEO. But Redstone found this demand unacceptable, as did
         other potential partners. A match failed to materialize, and the pressure began to mount.
      

      A New Kind of Rumor

In the summer of 1993, Martin Davis heard a new rumor. Word on the street had QVC’s Barry Diller preparing a bid for Paramount.
         Davis and Diller knew each other well, as both had worked together under Bluhdorn in the old Gulf + Western days. But a clash
         of wills after Davis took over had led Diller to leave Paramount.
      

      Given the antipathy between Diller and Davis, Davis viewed the prospect of a QVC bid with alarm. Soon he received confirmation
         of his worst fears: Early in 1993, Davis heard from John Malone, the leader of both Tele-Communications Inc. (TCI), a cable
         company, and Liberty Media, an affiliated owner of cable television channels and QVC’s largest shareholder, who told Davis
         that QVC intended to purchase Paramount. At the time, Malone was regarded by his enemies as the Darth Vader of the cable industry,
         an all-powerful, brilliant overlord with his fingers grasping for every media opportunity. According to court papers filed
         in later litigation, Malone recalls Davis responding that the Liberty Media boss should keep Diller “on a leash.”
      

      In July, Davis had a tense lunch with Diller at Paramount headquarters. According to Davis, Diller denied the rumors of QVC’s
         interest in Paramount, but only in a “vacant” fashion. Diller, who claims he was noncommittal when asked about his intentions,
         describes the meeting differently. In a later deposition, he testified that the lunch was cut short when Davis became incensed,
         yelling “I know you’re coming after me.”
      

      Meanwhile, Redstone and Davis had been in serious discussions since June 1993. The negotiations were at times difficult. Everything
         was hotly debated, including the total price, the amount of cash to be paid for Paramount, as well as a whole slew of governance
         issues, including who would be CEO and the name of the surviving entity.
      

      However, the approaching shadow of Diller apparently motivated the Paramount side to come to terms. A little over a month
         after Davis’ lunch with Diller, Davis took a proposed merger with Viacom to the Paramount board. The deal called for Viacom
         to pay Paramount shareholders $9.10 a share in cash plus Viacom stock then valued at $60 and valued Paramount at roughly $8.2
         billion.
      

      To facilitate the merger, Paramount agreed to amend its existing “poison pill,” a takeover defense device. Moreover, as approved
         by the Paramount board, the deal also contained two lockup provisions designed to keep other bidders from busting apart the
         Viacom-Paramount marriage: First, Paramount granted Viacom an option to acquire 20 percent of its stock, and second, Paramount
         agreed to pay Viacom a $100 million fee if it backed out of the deal. Finally, for Davis, the deal had another important feature—he
         would be CEO of the proposed Paramount Viacom International, though Redstone would control the company.
      

      Stroke, Counterstroke

On Sunday, September 12, 1993, the Viacom and Paramount boards approved a merger agreement. The transaction would bring the
         two companies together into a combined entity with a market capitalization of roughly $18 billion. Two days later, papers
         were filled with the news, heavily sprinkled with words like “mega,” “mogul,” and “giant.”
      

      “We think we’ve created the number one software company in the world,” Sumner Redstone told reporters at a press conference
         in Viacom’s cafeteria. “Only a nuclear attack” would break the deal. When asked, he dismissed the notion that Davis had agreed
         to the deal only to stave off Diller. “Martin has never had any fear of those people,” he said. “We’re not concerned about
         them.”
      

      Redstone’s confidence in the Viacom-Paramount deal stemmed largely from his assessment of developments in the media business.
         While distributors of programming, in particular cable providers, currently had a powerful position as access providers, content,
         according to Redstone’s vision, would soon reign supreme. New technologies promised to allow phone companies to transmit video
         over phone lines. Cable providers would have to share their distribution monopoly with telephone companies and satellite dishes.
         In a 500-channel world, content manufacturers like Viacom and Paramount would have a sought-after product.
      

      From this perspective, the Viacom-Paramount combination made compelling strategic sense. Viacom brought cable channels MTV,
         Nickelodeon, VH-1, and Showtime to the table. Paramount produced movies and television shows, owned a successful publishing
         house, and had a library of over 850 films. The distribution boom—digital cable, movies on demand, global satellite television,
         and hot international movie and videocassette markets—dramatically increased the leverage and value of content.
      

      However, as soon as the deal was announced, it became clear that the market doubted Redstone’s confident assertions that no
         other bidder would emerge. Arbitrageurs—the speculative investors who buy up the stock of merger targets in the hope a deal
         will go through at a higher price—elbowed to buy up Paramount stock. The price was bid up from the mid-50s to the high 60s.
      

      There was good reason for the arbs to hope. On a breakup basis, most observers valued Paramount’s treasure chest of media
         assets at between $9 and $10 billion. A buyer could easily outbid Redstone and make up the difference with asset sales. Paramount’s
         theme parks, Madison Square Garden, which owned the Knicks and Rangers sports teams, and seven TV stations were likely candidates
         for easy sale.
      

      Eight days later, with the stroke of a pen, Barry Diller indicated his intention to break up the deal. In a letter that began
         “Dear Martin,” Diller proposed a merger of Paramount and QVC “on terms far more attractive to Paramount stockholders than
         the transaction proposed with Viacom.” In the merger, Diller continued, each share of Paramount stock would be converted into
         $30 cash and .893 share of QVC stock. The package was valued at $80 a share, or $9.5 billion in the aggregate, based on QVC’s
         market price at the time. When compared to Viacom’s offer, by this time valued at around $63 a share, Diller’s bid was superior.
         In essence, Diller thought the Viacom deal was vulnerable because Viacom had lowballed its bid.
      

      According to Diller, QVC would finance the generous offer, which included $3.5 billion in cash, with the help of several equity
         investors. At the time of his letter, cable operators Liberty Media and Comcast already had agreed to invest $500 million
         each in QVC. Another $1 billion would come from Paramount itself. When asked about the final $1.5 billion, Diller responded
         with a question: “Is there anybody in the world who doesn’t think we can borrow $1 billion, $1.5 billion? I’m not paying for
         any bank commitments … until we know more.” True to form, Diller soon had another $1 billion of equity commitments, $500 million
         each from Cox Enterprises, a cable and newspaper company, and Advance Publications, the New-house family’s publishing company.
      

      Like Redstone, Diller had a sweeping strategic vision to back his offer. A combination of QVC—with support from cable providers
         Liberty and Comcast—and Paramount would create a vertically integrated media company. In addition, Diller brought a strong
         creative history, running both Paramount and other studios, and a demonstrated ability to turn a flagging media company around.
      

      Diller’s bid naturally threw the Viacom-Paramount deal into great turmoil. Paramount shareholders were not likely to tender
         shares to Viacom in light of QVC’s steep premium over the existing Viacom offer. Still, Paramount management stuck to its
         position that a combination with Viacom represented the “best fit for growth” of its businesses. The Paramount board slowly
         considered the QVC offer but continually put off discussions with Diller. First, Paramount required QVC to provide information
         on its financing. Then, when that condition was satisfied, Paramount delayed signing the confidentiality agreement needed
         before QVC could safely share further information with Paramount.
      

      Finally Diller tired of the foot-dragging. He launched a public tender offer for Paramount stock, contingent on the removal
         of both Paramount’s poison pill and the costly termination fees provided for in the Viacom deal.
      

      Viacom responded by renegotiating its deal with Paramount, raising the total consideration to $80 per share in cash for 51
         percent of Paramount’s stock plus a package of securities for the remaining 49 percent. The total package was worth roughly
         $9.4 billion. Even with the raise, however, the lockup provisions were left in place.
      

      On November 16, the Paramount board met and rejected QVC’s offer as unduly conditional. Even though the most recent QVC bid
         remained appreciably more valuable than Viacom’s best offer to date, the board urged shareholders to favor the Viacom merger.
         In support of this stance, a company spokesman pointed out that QVC’s tender offer was contingent on the removal of Viacom’s
         lockup provisions, which had escalated in value and were now worth more than $600 million.
      

      PROFILE

      Sumner Redstone

      Sumner Redstone—ranked as one of the 400 wealthiest Americans by Forbes magazine—has built an estimated $9 billion fortune on the strength of shrewd judgment and a tough competitive spirit. He
         was born on May 27, 1923, in a Boston, Massachusetts, tenement. An entrepreneurial spark was bred into Redstone from the start—he
         watched his father transform a single drive-in movie theater into a small but profitable chain.
      

      Though the seeds of a business career were planted early, Redstone didn’t return to the family business until the mid-1950s,
         after graduating from Harvard College and Harvard Law School and spending a number of years as a Washington lawyer. Then in
         1954, Redstone joined his father and brother in the family’s chain of twelve drive-ins, known then as Redstone Management.
      

      Redstone soon spotted the trends that would reshape the movie business. People were moving out of the cities into booming
         suburbs, and land was becoming increasingly scarce and more valuable. Redstone put these two trends together and realized
         that drive-in theaters were not the future. Rather, there was value in clustering more screens at single indoor locations.
         So the multiplex was born—a concept and a term that Redstone is credited with creating.
      

      In time, Redstone expanded the family chain from fifty-nine to 129 theaters. He carefully picked sites and bought the underlying
         land, giving his company a hedge on the volatile movie business. By his fifties, Redstone was a wealthy movie exhibitor with
         a reputation for an unyielding negotiating style.
      

      However, the course of Redstone’s life changed dramatically in 1979. Caught in an early morning hotel fire, he barely survived.
         This near-death experience seems to have sharpened Redstone’s drive. He continued to expand the family business, now known
         as National Amusements, but became increasingly concerned at the lack of further growth potential. Good theater locations
         near major highways were scarce. Looking for growth, Redstone began investing in the content side of the movie business, just
         as the 1980s deal frenzy took off.
      

      In 1986, Redstone made a toehold investment in Viacom, a cable television and movie company then the subject of takeover rumors.
         Soon, sparked by what he viewed as a lowball management bid to buy the company, Redstone launched his own takeover, ultimately
         winning Viacom after a heated round of bidding. The original management offer had been $2.7 billion; Redstone agreed to pay
         $3.4 billion.
      

      Some observers scoffed at Redstone’s initial foray into the big-deal business. He was portrayed in the media as a novice dealmaker
         who got caught up in the zeal to win and seemed to have overpaid. Yet, very soon after the deal closed, Redstone looked like
         a genius. Viacom’s MTV and Nickelodeon channels continued to captivate young audiences around the world, while the value of
         Viacom’s cable system doubled very quickly in a rising market. This growth allowed the company to service its debt, and the
         value of Redstone’s stake multiplied, providing the capital to launch his Paramount bid.
      

      On a personal level, Redstone exudes congeniality and charm. He almost gurgles with enthusiasm about his business in every
         technical aspect. Yet the sunshine fades rapidly when Redstone is crossed. In such circumstances, he displays the bulldog
         tenacity of a former litigator.
      

      The Battle Shifts

Both sides in the Paramount fight soon ran to court. Not surprisingly, Redstone, a litigator by training, was first out of
         the gate. Two days after Diller announced his bid, Viacom filed suit in New York federal court challenging QVC’s offer on
         antitrust grounds. In a press release, Viacom claimed that the lawsuit, which was broadly focused on the allegedly anticompetitive
         practices of John Malone’s Liberty Media and Tele-Communications Inc., had been in the works even before the QVC bid. In light
         of its Paramount bid, however, QVC was added to the complaint.
      

      Redstone had repeatedly used litigation in his career as an integral part of business strategy. He shrewdly judged that Diller’s
         glass jaw was his Malone connection. As CEO of TCI and chairman of Liberty, Malone controlled the largest cable operator in
         the country as well as a number of cable channels. Critics charged Malone made a practice of using to unfair advantage his
         status as a gatekeeper to millions of cable subscribers.
      

      Liberty Media’s partial ownership of QVC gave Redstone an opening, and he pounced. According to Viacom’s complaint, Diller
         was nothing more than a front man for Malone. Diller’s offer was just another manifestation of Malone’s “conspiracy to monopolize”
         the cable television business. Malone was painted in stark terms, as a buccaneer, a “bullyboy” monopolist, who used his company’s
         dominance in the cable market to exact tolls from content providers like Viacom.
      

      By November 12, the Malone connection cracked. Facing mounting scrutiny and political pressure, QVC had dropped Malone’s Liberty
         Media from its group of financial backers. A week later, John Malone announced a settlement with the Federal Trade Commission
         that required Liberty Media Corporation to sell its interest in QVC within eighteen months if QVC bought Paramount.
      

      But the resourceful Diller bounced back. He scrambled and replaced Liberty Media’s planned $500 million investment with a
         much larger $1.5 billion commitment from regional telephone company BellSouth Corporation, our client. BellSouth had been
         lying in wait, hoping for a crack in one side or the other so that it could acquire a relatively low-cost window on expertise
         for video content. Meanwhile, NYNEX, the New York regional Bell phone company, took a position backing the Viacom bid.
      

      Notwithstanding Viacom’s initial success, the central litigation took place in Delaware courts as Diller mounted a counterattack
         masterminded by Herb Wachtell, the senior litigator at Wachtell, Lipton. Delaware prides itself on, and profits from, its
         position as the leading legal home for corporations, and because of this role, takeover litigation most often involves the
         Delaware courts. In this arena, the fiery Wachtell was a star, smooth, articulate and yet passionate. He proceeded to cut
         Paramount’s board to ribbons.
      

      From a technical legal standpoint, the case Paramount v. QVC revolved around whether the Paramount board had treated its shareholders fairly: By agreeing to merge with Viacom, did the
         Paramount directors effectively put their company up for sale? Wachtell maintained that the company was on the auction block,
         and the process the directors followed was unfair. The Paramount-Viacom deal was not a strategic marriage, according to Wachtell.
         Rather, Paramount had sold itself to Viacom. Under that circumstance, according to an earlier case involving industrialist
         Ronald Perelman’s hostile bid for the Revlon Corporation, the Paramount board had a responsibility to open the sale to all
         bidders and conduct a fair auction.
      

      Ironically, Paramount and its lawyers were in the awkward position of relying on the case they had lost three years earlier
         in Paramount’s effort to split apart the Time-Warner merger. The Time case, won in part by Herb Wachtell, stands for the proposition that a board of directors is not required to cancel a planned
         “strategic” merger when faced with a higher cash bid.
      

      After hearing arguments, the Delaware court sided with QVC. In his November 24 opinion, Vice Chancellor Jack Jacobs lambasted
         the lockup provisions in the Viacom-Paramount merger agreement as “draconian” and enjoined Paramount from modifying its poison
         pill to favor the Viacom deal or honoring the lockup option. Instead, an auction would have to be held consistent with the
         Revlon case.
      

      Fifteen days later, after a hearing broadcast live on Court TV, the Delaware Supreme Court affirmed the opinion. The court
         sided with Diller—the proposed Viacom-Paramount merger was a sale of control that triggered the Revlon duties. The Paramount board should have focused single-mindedly on securing the highest price for Paramount shareholders.
         This conclusion rested in part on the fact that Redstone would control 70 percent of Viacom’s voting stock after a Viacom-Paramount
         merger, and in part on the court’s distaste for the Paramount board’s and advisers’ procedures.
      

      To the court, the board was too swift to act and too generous to Viacom, and therefore the court proceeded to rap the board
         and its advisers on the knuckles. Moreover, the Paramount board could not hide behind the “no-shop” provision in its agreement
         with Viacom, which prohibited Paramount from seeking other offers, for the board had originally given “insufficient attention
         to the potential consequences of the defensive measures demanded by Viacom” and the measures were therefore unenforceable.
      

      Barry Diller now had a level playing field.

      The Auction

Reacting to the Delaware Supreme Court, the Paramount board met into the evening of December 13, 1993. The deliberations were
         in one sense a formality—in light of the court’s decision, Paramount would be auctioned to the highest bidder. Still, a long,
         heated debate ensued. Certain directors felt a committee of independent, non-management directors should be appointed to oversee
         the bidding procedures, especially in light of the court’s concerns. However, Davis argued that the entire board could administer
         a fair auction. Ultimately, Davis carried the day and the entire board approved a set of auction procedures.
      

      Under the procedures, each bidder was required to submit a closed “final” bid by 4:00 P.M. on December 20, 1993. Paramount
         agreed to drop its poison pill defense with respect to the bidders so that shareholders would be free to select either offer.
         In addition, the bidders were required to hold their offers open for at least ten days after gaining enough stock to complete
         the acquisition. This stipulation would allow stockholders who had tendered to the losing bidder to switch sides, thereby
         eliminating the incentive to tender early. Without this rule, only those shareholders who tendered to the winner prior to
         its deadline would receive a share of the cash consideration offered.
      

      When the auction opened, QVC had a decided edge over Viacom. QVC’s latest offer for Paramount was a $9.8 billion package of
         cash and securities. Viacom, with the help of a $600 million investment from Blockbuster Entertainment and a $1.2 billion
         investment from NYNEX, had cobbled together a $9.6 billion counteroffer. However, even this offer threatened to overwhelm
         Viacom’s resources. The combined Viacom-Paramount entity would barely have enough cash flow to cover its massive debt unless
         both companies performed far better than they had over the past few years.
      

      On December 20, the parties submitted their bids. However, reflecting Viacom’s cash crunch, its bid remained unchanged from
         its last offer. QVC, on the other hand, raised the cash portion of its new bid to $92 per share for 50.1 percent of Paramount.
         At the same time, the stock portion of the bid was reduced, so that the shift did not raise the total value of the offer.
         A day later, in a blow to CEO Martin Davis, the Paramount board adhered to the Delaware Supreme Court’s admonition and endorsed
         the higher QVC bid. Putting the best face on these developments, Davis emphasized that Viacom could still raise its bid.
      

      Davis’ wish came true during the first week in January. Sumner Redstone announced an $8.4 billion merger with cash-rich Blockbuster
         Entertainment. By paying stock for the acquisition, Redstone acquired new fuel for his battle with Diller and, with this new
         partner, dramatically raised the cash portion of his bid to $105 a share. However, like Diller, Redstone adjusted the stock
         portion of his bid, so that the total value of Viacom’s offer was around $9.4 billion, still well short of QVC’s $9.8 billion
         bid. Redstone, it seemed, was counting on the greater cash pool to entice the arbitrageurs, who now held most of Paramount’s
         stock.
      

      In an angry response to Viacom’s new bid, QVC charged that its rival had violated the bidding procedures by entering a new
         bid with the same value as the old bid. Earlier, QVC had charged Redstone with attempting to manipulate the price for Viacom
         stock higher to keep the Paramount purchase price down.
      

      The New York Times sparked these claims when it reported in December that Redstone’s National Amusements Inc., Viacom’s parent company, had
         been buying Viacom stock in July and August and that WMS Industries, a company 25 percent owned by Redstone, made similar
         purchases around the time of QVC’s original bid. The WMS Industries purchases amounted to about 20 percent of the volume in
         Viacom Class B shares, at the time a large component of Viacom’s acquisition currency. For his part, Redstone insisted that
         he was ignorant of the purchases by WMS Industries. Meanwhile, both companies had secret talks as to a compromise settlement
         with no success.
      

      At a January 11 media conference in Los Angeles, Diller told reporters, “The bids are in. The public, the shareholders, should
         decide. As for me, I’m finished.”
      

      The bidding had reached the presumed upper limit of Paramount’s breakup value. To some degree, Redstone’s fierce competitive
         reputation was an asset to him. No matter the obstacle, Redstone seemed determined to overcome it. Redstone was betting that
         efficiencies and the opening of new windows for the use of creative content would leave room for adequate returns on Viacom’s
         $10 billion investment. Diller disagreed.
      

      Implicit in Diller’s thinking was a relatively high value for Paramount’s movie studio and a relatively low value for both
         Paramount’s publishing businesses and Madison Square Garden and its sports teams. The studio business was pegged at between
         $3.5 and $4.0 billion, roughly 15 times cash flow from operations. The publishing business was valued at between $2.5 and
         $3.0 billion, or roughly 10.5 times cash flow from operations. The Garden, the sports teams, and the theater chains together
         were valued at between $800 million and $1.0 billion. This was about 15 times operating cash flow. Adding all Paramount’s
         assets up, Diller couldn’t get to a number higher than he had already bid. Redstone was in a different position because he
         already had a large asset base in Viacom. Diller also had to bring along his partners in a complex and difficult situation.
      

      Diller, however, was not just concerned about the Paramount purchase price and persuading his partners; he also was thinking
         ahead to life after the deal. Additional money would need to be invested in Paramount to realize his vision. If QVC paid much
         more than $10 billion for Paramount, Diller would be hard-pressed for capital. Improvements would be difficult. Diller refused
         to parachute into what he saw as an untenable situation.
      

      On February 15, Viacom announced it had enough shares to complete the deal. The evening before, with the “cruel, abusive,
         and sometimes ridiculous battle for Paramount” (as Redstone described it) winding down toward a midnight resolution, Redstone,
         Viacom CEO Frank Biondi, and two other Viacom executives dined at Manhattan’s “21” Club. At around 8:30 P.M., a call came
         in from Viacom’s proxy solicitor. Viacom already had the 50.1 percent it needed to complete the deal. A few weeks later, Redstone
         described his reaction: “I picked up a champagne glass and said, ‘Here’s to us. We won.’ It was not said in arrogance. The
         frustration, the stress, the meanness that had taken place all disappeared.”
      

      Diller, on the other hand, was philosophical about losing the biggest takeover fight of the year. He told the Los Angeles Times, “One of the things I learned long ago about auctions … you have to remember it’s not ego or talent. It’s simply raising
         your hand for the next bid. You don’t always get to win.”
      

      In the aftermath, Sumner Redstone felt like the winner, Barry Diller expected to be a winner, and the rest of the world was
         waiting to see.
      

      Diller’s official statement about the Paramount contest—“They won. We lost, Next.”—turned out to be prophetic. Diller soon
         bounced back.
      

      Meanwhile, Redstone profited more directly from the coming of the digital age. Despite Diller’s concern about overpaying for
         Paramount, in the end, its assets were worth more than previously thought. The cash received from the divestitures of Madison
         Square Garden ($1.0 billion), its sports teams, the educational publishing business of Simon & Schuster ($4.6 billion), and
         half the USA and Sci-Fi cable networks brought in a collective $7.5 billion. The assets that remain from the deal, excluding
         the studio business—Paramount’s TV stations, Simon & Schuster’s consumer publishing, a movie theater chain, and a music publishing
         company—are valued at more than $4 billion by analysts. Therefore, Paramount’s nonstudio assets alone are today worth more
         than $11.5 billion, several billion dollars in excess of the $9.8 billion paid for Paramount. Effectively, Redstone got the
         studio for free, proving his critics wrong.
      

      Despite serious setbacks with Blockbuster, the vehicle whose copious free cash flow enabled Redstone to enter the nearly $10
         billion bid, Redstone seems to have turned things around. The new CEO, John Antioco, has refocused Blockbuster on its core
         video rental strategy and has instituted an innovative revenue-sharing plan with studios: To make it affordable for Blockbuster
         to offer plentiful supply of the most popular tapes, Blockbuster will pay studios a substantial cut of revenues in exchange
         for huge discounts on video rental tapes. The program appears to be successful, and Blockbuster had a successful August 1999
         IPO. This enabled Sumner to take advantage of the CBS opportunity.
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