Is Universal Worth Fighting Over?
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EAN-RENÉ FOURTOU strode into the Grill Room of the Four Seasons in Manhattan on July 18 around noontime. Mr. Fourtou, the chairman of Vivendi Universal, had flown in from Paris for a round of closed-door meetings with his advisers, but his lunch that afternoon was very much a public affair. Officially, he had come to dine with Edgar Bronfman Jr., the Seagram scion, and Cablevision's Charles Dolan and his son James, all of whom are part of a consortium bidding for Vivendi's collection of entertainment businesses, including Universal Studios and USA Networks.  But it was just as important for Mr. Fourtou to be seen at the fabled Four Seasons, to create some buzz and try to send a loud signal to all the deal makers at neighboring tables that he was running a heated auction.  If Mr. Fourtou seems to be going out of his way to create the appearance of a frenzied bidding war, there is a reason. For the moment, at least, there may not be much of a battle. Indeed, Hollywood executives are now whispering that the zealously tracked auction for Vivendi Universal Entertainment may turn out to be this summer's biggest flop.  Mr. Fourtou has privately conceded to colleagues — and threatened to suitors — that he thinks the bids that have come in are so low that he may have to call off the entire process and instead take the more uncertain path of trying to spin off the business and sell a stake in it to the public. The highest offer so far is from Metro-Goldwyn-Mayer, at $11.5 billion, much less than the $15 billion Mr. Fourtou told associates last year that he would be seeking.

Vivendi's A-list cast of suitors includes Mr. Bronfman, Kirk Kerkorian's MGM, John C. Malone's Liberty Media, Sumner M. Redstone's Viacom and Robert C. Wright's NBC.  While some suitors respect Mr. Fourtou as a corporate leader, they and some of their advisers say privately that the auction has become extraordinarily messy, in large part because of the tangled web of assets he has inherited.  At least some suitors say they have become increasingly irritated by a sense that they are being manipulated. They assert that Mr. Fourtou changes his mind about what he wants to sell and what he wants from the bidders.

"It's a total circus," grumbled the chief executive of one top bidder, who did not want to be identified for fear of upsetting Vivendi. "The whole thing is dysfunctional. They are not even running an auction anymore. Don't let them fool you: there is no process."  Even some of Mr. Fourtou's own advisers are exasperated. "Let's just say this is not how I would go about it," one Vivendi banker said. Since the first round of bids came in last month, no new second-round asking price or deadline has been set. One bidder joked that maybe Mr. Fourtou had gone on strike. The financial numbers that Vivendi has provided bidders "are constantly changing," another bidder complained. "Plenty of people feel badly used," yet another bidder said.

But the company's chief operating officer, Jean-Bernard Levy, says that "the auction is on track."  "There is a clear timetable," he added. "We expect a final decision by late August or early September. Never has a process been so well mastered."  Vivendi's strategy may eventually prove inspired, but a tortured, protracted auction is not what Mr. Fourtou had in mind. He came out of retirement last year to take the reins of Vivendi after its former chairman, Jean-Marie Messier, was ousted, and pledged to dismantle the financially disastrous media-buying binge of his predecessor and quickly return to retirement in Morocco.

 BUT selling Vivendi Universal Entertainment, which includes the Universal film and television studios, the USA Network and Sci-Fi Channel cable networks and the Universal theme parks, is proving much harder than Mr. Fourtou had predicted.  Mr. Levy may say the auction is going well, but Vivendi Universal Entertainment's complex structure, created during Mr. Messier's shopping spree, makes it much less attractive than it might normally be.  For one thing, there is a vast array of tax liabilities that make breaking up the businesses very expensive. For another, there are the theme parks, which nobody particularly wants, except for one bidder. And then there is Barry Diller, chief executive of InterActiveCorp. Mr. Diller is the ultimate wild card who as a major shareholder could influence the final shape of the deal.  Two years ago, Vivendi acquired cable networks and a production business from Mr. Diller's USA Networks, now InterActiveCorp. As part of that deal, Mr. Diller and his company received stock in Vivendi's entertainment unit. In Mr. Messier's enthusiasm to do the deal, he agreed that if those assets were ever sold separately, Vivendi would cover taxes that might ordinarily be owed by Mr. Diller and his company. Mr. Levy said that "we do not intend to break up Vivendi Universal Entertainment," and added that "the assets will not be sold piecemeal for both industrial and tax reasons." 

Whatever the tax consequences of a deal, Mr. Diller's role in any transaction remains murky. Though he has an agreement that precludes him from joining in any bid for the company, some media executives believe that he might join with another bidder later for the movie studio. 

As for Mr. Fourtou, his strategy seems to have shifted repeatedly. First, Vivendi sought to sell Vivendi Universal Entertainment as well as the company's huge record company, the Universal Music Group, to a single buyer. When the offers came in too low, Mr. Fourtou took Universal Music off the block, apparently convinced that the industry might recover within a few years.

Then he told buyers he wanted to sell Vivendi Universal Entertainment for all cash to a single buyer. When those bids proved too low, he said he would consider offers that included stock, with Vivendi Universal possibly remaining a minority stakeholder. 

And even now, one executive involved in the talks said bankers were exploring a sale of individual assets under which one bidder, Liberty Media, for example, might acquire all of Vivendi Universal Entertainment and then immediately resell some assets to another company — perhaps Viacom or General Electric's NBC, for example. Mr. Levy had no comment. 

To be sure, Mr. Fourtou's ever-shifting strategies are partly a result of the company's own success at pulling itself back from the brink of bankruptcy. Though Vivendi is still eager to cut its $16 billion debt load, it needs to raise only about $300 million to satisfy its debt repayments between now and the third quarter of next year because it has cash and credit lines of $4.8 billion and debt repayments of $5.1 billion, according to Drew Borst, an analyst at Sanford C. Bernstein & Company.

"That is very manageable, given the myriad of asset sales they are pursuing," Mr. Borst said. "And the debt capital markets have been pretty receptive to them." 

The warmer reception reflects, in part, the $3 billion that Vivendi raised last year by selling its publishing unit, which included Houghton Mifflin in the United States and a package of French magazines. Though some analysts say that auction, too, dragged on far too long, Mr. Levy, Vivendi's chief operating officer, said he was surprised by the criticism. "By anybody's standards, the sale of Vivendi Universal's publishing assets was done in record-breaking time," he said. 

For all of Vivendi's recent success, a company official acknowledged that the company's management had no experience running American entertainment properties and would be far better off exiting the United States operations entirely — provided, of course, that the price was right. 

But it is hardly a seller's market for Hollywood film studios, and the movie business is the single largest component of Vivendi Universal Entertainment's cash flow. 

Last year, Vivendi Universal Entertainment reported $1.4 billion in cash flow as measured by earnings before interest, taxes, depreciation and amortization. Of that total, about 44 percent, or $616 million, came from Universal Pictures, according to estimates by Sanford C. Bernstein.

Not long ago, when the videocassette business was booming and merger mania was sweeping the media world, film studios were regarded as trophy properties. But in today's more disciplined financial environment, it is harder to rationalize buying a studio.

"Filmmaking is very capital intensive and right now there are no important new revenue sources to offset rising costs," said Harold L. Vogel, author of "Entertainment Industry Economics: A Guide for Financial Analysis"(Cambridge University Press, 2001). "Investors are also worried about piracy."

Nevertheless, Universal Pictures, under its chairwoman, Stacey Snider, has done very well, analysts agree. Although "The Hulk," a $170 million investment, has been considered somewhat of a disappointment, "Bruce Almighty" and "2Fast 2Furious." have been hits. 

 BUT Universal's very success may have made it harder for Vivendi to get its price. Because the movie business is so cyclical, Universal could have a hard time lifting profits enough to produce favorable year-over-year comparisons, said Michael Nathanson, an analyst at Sanford C. Bernstein.

Mr. Vogel said, "The fear here is that a buyer is getting Universal at the top of the cycle." 

The movie business may be glamorous, but Vivendi's most coveted properties are its American cable networks, the SciFi Channel and the USA Network, and its television studio, which produces the hit series "Law & Order." Compared with the hit-or-miss film industry, the cable networks are fast-growing and generate steady earnings. 

So is there a buyer in the house?

Viacom, the parent of MTV, Nickelodeon and CBS, would love to buy just the cable networks and the TV production business. But Vivendi is unlikely to sell them unless it can find a way around its tax problem.

If Mr. Fourtou had his druthers, he has told colleagues, he would strike a deal with NBC, a company he respects. Until recently, General Electric had seemed unwilling to put cash in the deal, but late last week, one executive involved in the talks said G.E. might be willing to put up as much as $3 billion in cash as part of its bid. The two companies would then form a joint venture of the NBC and Vivendi Universal assets.

"We don't need as much money as we once did, and a joint venture would create value going forward," said a person close to Vivendi Universal. Indeed, in a deal with NBC, any cash payment would not be made upfront, according to a another person close to the discussions. 

If Mr. Fourtou decides he would prefer to sell all of Vivendi Universal Entertainment for cash, the betting line favors MGM, Liberty Media or possibly Mr. Bronfman, who sold his family's business, the Seagram Corporation, then the parent of Universal, to Vivendi three years ago and is now bidding to buy back the entertainment businesses. 

Who has the advantage in this scenario? MGM and Liberty Media both have had a contentious relationship with Vivendi and Mr. Fourtou. Just this month, MGM announced that it would drop its bid if Vivendi did not produce more detailed information about its finances. The threat, which was widely reported in the press, infuriated Vivendi, which sent a sternly worded letter to MGM refusing to comply with its request.

As for Liberty, it filed a lawsuit against Vivendi Universal in March in United States District Court in Manhattan, contending that Vivendi concealed its financial problems before using its stock in late 2001 to buy most of Liberty's stake in USA Networks. Since that deal, valued at about $10.3 billion in late 2001, Vivendi's shares have plummeted. At the time of the lawsuit, some media executives believed that it was a way for Mr. Malone to gain an edge in negotiating for the Vivendi assets. 

An executive close to Vivendi said that "Mr. Fourtou viewed the lawsuit as a case of bad manners." Several people close to Vivendi Universal said the suit had angered Mr. Fortou. 

 ANOTHER possible outcome is a combination of bids, though some suitors have a long history of feuding that could make that difficult. Despite MGM's interest in Universal Pictures, it seems unlikely that Mr. Kerkorian would consider teaming up with Mr. Redstone, the Viacom chairman, who is more interested in Vivendi Universal's cable networks.

In the early 1980's, Mr. Redstone, who was then a major movie theater owner, was a minority shareholder in MGM/UA Home Entertainment, a home video company that Mr. Kerkorian controlled. Mr. Kerkorian offered to buy out minority shareholders, but Mr. Redstone decided that the price was too low and challenged Mr. Kerkorian's offer in court, forcing Mr. Kerkorian to raise his bid.

Mr. Redstone has also warred with Mr. Diller. In 1993, Viacom and USA Networks engaged in a rough battle to acquire Paramount Communications, and Viacom ultimately won. Though there are persistent rumors that Mr. Diller might offer to take over the film studio, letting Mr. Redstone keep the cable networks and TV production business, it might be tough for the pair to strike a deal.

That is not to say there won't be any alliances. Mr. Malone has a long relationship with Mr. Diller, for example. Liberty Media is a major shareholder in Mr. Diller's InterActiveCorp, and those companies might team up for an offer. 

But the longer the process goes on, the more its dynamics change. For example, last month Liberty Media, which owned 50 percent of QVC, the home shopping network, suddenly agreed to buy the half that it didn't already own. That may have sated Liberty's appetite to expand. 

Meanwhile, Brian Roberts, the chief executive of the Comcast Corporation, the nation's largest cable operator, is looking at Vivendi's financial information.

Will that company now play a role? Instead of a clear winner emerging, the backstage machinations just seem to become murkier with each passing week. 

