
FHA NcIA L 

Record Divisions Forge Ahead 
136 Revenues Are Highest Ever 

BY FRED GOODMAN 

NEW YORK The record divisions 
of publicly held entertainment 
companies not only posted record 
revenues in 1986, they also contin- 
ued a trend begun the previous 
year by accounting for a greater 
percentage of the profits of their 
corporate parents. 

Recently released annual re- 
ports to shareholders from CBS 
Inc. (NYSE /CBS), MCA Inc. 
(NYSE /MCA), and Warner Com- 
munications (NYSE /WCI), show 
each company posted an increase 
in net income of at least 33 %, with 
CBS Records up an astounding 
85.25% over 1985 to regain its posi- 
tion as the leading record compa- 
ny. 

Revenues rose by approximately 
20% for each record division. 

Market leader CBS saw its in- 
come rise from $87.5 million in 
1985 to $162.1 million last year. 
Revenues were up from $1.2 billion 
to nearly $1.5 billion, an increase 
of 21 %. 

At WCI, the recorded music divi- 
sion also posted its best year ever. 
Income rose 33.6% to $150.6 million 
from the $112.7 million posted in 
1985. For the first time in its his- 
tory, the division's revenues 
cracked the $1 billion barrier, ris- 
ing 20.5% to $1.1 billion from 
$912.3 million in the previous year. 

Although posting far more mod- 
est numbers, MCA's music division 
continued to make large strides in 
1986. Net income was up 34.5% to 
$33.8 million from the $25.1 million 
posted in the preceeding year. 

`CBS was 
successful in 

cost reduction for 
talent & marketing 

Revenues rose 18% to $386.2 mil- 
lion. Over the last few years, 
MCA's music group has climbed 
slowly out of the depths of a $6.8 
million loss posted in 1983. 

The CBS records group closed 
the year out strongly, with its 
fourth quarter benefiting from 
two unusual items: the sale of CBS 
Songs to SBK Entertainment for 
$100 million and the release of 
Bruce Springsteen's 40 -song con- 
cert album, which by itself gener- 
ated more than $55 million in 
wholesale billing. 

Best income -to- revenues rate 
was enjoyed again by WCI's rec- 
ord division, which showed a profit 
of approximately 14% on revenues. 
CBS, while enjoying higher total 
revenues and net profit, had a mar- 
gin' of 11 %. MCA made a 9% profit 
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4/13 
Close 

4/20 Change 

American Can 1794 440/, 42'/, -2 
CBS Inc. 530.5 159 +6 
Cannon Group 316.1 6'/, 6'/. _/ 
Capital Cities Communications 119.2 349'/, 346 -3'/, 
Coca Cola 4180 45'/. 44'/, -1 
Walt Disney 2033.2 62 °/, 63'/, 
Eastman Kodak 5484.3 733/. 75 +1'/. 
Gulf & Western 623 75'/, 74 -1'/, 
Handleman 184.8 25 '/, 24% -1 
MCA Inc. 1642.8 46'/. 46V, 
MGM /UA 98.6 11' /, 11 '/. 
Musicland 64 22'/. 23 +/ 
Orion Pictures Corp. 319.2 15'/. 151/2 -/ 
Sony Corp. 523 18'/. 191/2 +1% 
TDK 13.3 37'/. 42 +4'/, 
Taft Broadcasting 182.8 154'/, 149'/, -4' /, 
Vestron Inc. 75.6 6%, 61/2 '/, 
Viacom 1579.3 52 51'/, '/, 
Warner Communications Inc. 2057 29'/, 30 +y 
Westinghouse 2502 62'/, 63'/, +% 

AMERICAN STOCK EXCHANGE 
Commtron 16 7% 7/ '/. 
Electrosound Group, Inc. 31.6 12'/, 12 -'/ . 
Lorimar/Telepictures 712.1 17'/. 13% 
New World Pictures 62.8 13' /, 13'/. 
Price Communications 137.2 11% 10% s 
Prism Entertainment 5 6'/, 6% -/ 
Turner Broadcasting System 45.9 22'/. 22 _./, 
Unitel Video 36.4 9 10 +1 
Wherehouse Entertainment 312.7 11 -1'/. 

Apr. 20 
Company Open Close Change 

OVER THE COUNTER 
Crazy Eddie 6'/, 6'/, 
Dick Clark Productions 6'/. 6 _y, 
Josephson Intl. 1274 12% -'/ 
LIN Broadcasting 35'/. 35'/, _'jß 
Lieberman Enterprises 18 18'/, +V, 
Malrite Communications Group 11 10'/, 
Recoton Corporation 61/2 6 -/ 
Reeves Communications 11'/, 11' /. _'/. 
Satellite Music Network Inc. 5'/, 5'/, '/. 
Scripps Howard Broadcasting 82 82'/. 
Shorewood Packaging 17'/. 18'/, +' /, 
Sound Warehouse 10V, 10'/, 
Spec's Music 9, /, 10 +'/. 
Stars To Go Video 12'/. 11'/. 
Trans World Music Corp. 271/2 27'/. '/. 
Tri -Star Pictures 11'/, 11' /, 
Wall To Wall Sound & Video Inc. 4'/, 5 +' /. 
Westwood One 241/2 23 -1'/, 

on its revenues of $386 million. 
In the past, sources familiar 

with the operations of both WCI 
and CBS' record divisions have at- 
tributed the higher WCI profit 
margin to several factors, includ- 
ing higher operating costs at the 
field level for CBS, which has larg- 
er staffs both here and abroad. 

Additionally, Warners has been 
said to enjoy lower manufacturing 
costs and a lower average royalty 
rate than CBS. In this year's re- 
port to shareholders, CBS ap- 
peared to acknowledge the situa- 
tion by noting that during 1986 
"the division was successful in 
cost reduction in two areas -talent 
and marketing -where costs had 
been consistently rising and re- 
straining profits for every major 
record company in recent years." 

Costs associated with signing 
talent could also be a major factor 
in MCA's 9% margin. While much 
of the label's success has come 
with homegrown acts like Night 
Ranger, Ready For The World, 
and the Jets, management has not 
hesitated to pay top dollar to at- 
tract established artists like Bos- 
ton, Elton John, Patti LaBelle, and 
Gladys Knight & the Pips. 

While each record group has its 
own manufacturing operation, 
only WCI manufactures compact 
disks. The company manufactures 
CDs at plants in Alsdorf, West 
Germany, and Olyphant, Pa. CBS, 
which had been a partner with 
Sony in the DADC facility in Terre 
Haute, Ind., until 1985, expects to 
have its own CD plant on line in 
Pittman, N.J., by 1988, with full 
production capacity reached by 
1990. MCA has not signaled any in- 
tent to enter CD manufacturing. 

Although none of the divisions 
offers internal breakouts of profit 
and income from its various opera- 
tions, CBS says its domestic manu- 
facturing arm moved from a loss 
in 1985 to a profit in 1986. A con- 
trolling interest in Winterland 
Concessions, a leading manufac- 
turer of tour merchandise items, 
was acquired in 1985, and the com- 
pany is clearly expecting the oper- 
ation to develop into a new profit 
center. The tour merchandising 
area is a lucrative segment of the 
business in which record labels 
have traditionally not participated. 

The role of the record divisions 
as profit centers continued to in- 
crease in the past year in relation 
to what have been considered the 
historic flagship operations of the 
companies (Billboard, Nov. 8, 
1986). 

CBS Records' hefty hike in prof- 
its came during a year that saw op- 
erating profits for the broadcast 
group drop by $110 million. At 
WCI, while the filmed entertain- 
ment division continued to be the 
leader, it posted an income rise of 
just $12 million, a rise of 8% com- 
pared with the 33% hike posted by 
recorded music. 

At MCA, profits for the filmed 
entertainment division declined 
substantially, from $144 million to 
$88 million, with the company's 
Universal Pictures operation re- 
porting a loss. 

newsliI]a.. 
A TAXING REPORT FROM WHEREHOUSE: Los Angeles -based home entertain- 
ment retailer Wherehouse Entertainment Inc. (ASE /WEI) reported a 
significant decline in profits for the fourth quarter and fiscal year end- 
ed Jan. 31. Although revenues rose 35% in both periods, the company's 
net income for the three -month period dropped sharply, from $4.3 mil- 
lion to $1.9 million. Company president Louis Kwiker tagged higher 
tax rates for fiscal 1987 as the culprit, saying the company's effective 
tax rate rose from 32.6% in the previous fiscal year to 49.8% in the year 
just ended. For the year, net income was $5.2 million, or 58 cents per 
share, on 9 million shares outstanding, compared with a net income of 
$7 million, or 79 cents per share, for the previous 12 -month period. Rev- 
enues for the fourth quarter were $79.4 million, compared with reve- 
nues of $58.3 million for the final quarter of last year. 

ENTERTAINMENT LAW will be the focus of an all -day seminar presented by 
the Florida Bar Committee on Entertainment, Arts and Sports Law 
May 8 at the Hyatt Regency in Miami. Speakers will include Jay Coo- 
per, former head of the American Bar Assn.; former CBS Records ex- 
ecutive Norman Stollman; Jordan Bittel and Gerald Damsy of Miami 
law firm Shutts & Bowen; and NYU law professor Melvin Simensky. 

Bertelsmann Reports 
Record Profits In '85 -'86 
BY WOLFGANG SPAHR 

MUNICH West German media 
group Bertelsmann has turned in 
record figures for the financial year 
ending in June 1986. Gross earnings 
were $4.2 billion, up 22% on the pre- 
vious 12 months, and profits 
reached $164.5 million. 

Results for the group's music and 
video division do not reflect its in- 
ternational position. Owing to the 
shares position in the Bertels- 
mann /RCA joint venture operating 
at the time, only figures for RCA 
and Ariola Eurodisc activities in 
Germany, Switzerland, and Austria 
are included. Set up in August 1985, 
the venture was acquired by Ber- 
telsmann late in 1986 and was re- 
cently renamed BMG Music (Bill- 
board, April 4). 

Music and video earnings are 
therefore given as $205 million, 5.4% 
of overall gross. Monti Lueftner, 
head of the division, describes 
group performance in German - 
speaking markets as excellent. 
"Thanks to the RCA /Ariola link, we 
were able to hold our own very suc- 
cessfully against the major multina- 
tionals," he says. 

"Ariola Eurodisc again per- 
formed above the industry average, 
and, with a 16.7% market share, it is 
the undisputed leader in the West 
German industry, while RCA's 
progress in Germany has been 
equally positive." 

The creative and artistic indepen- 
dence of the two allied companies 
was a key factor, Lueftner says. 

Michael Dornemann, who shares 
joint responsibility for the music 
and video division, says: "Decentral- 
ization is the principle behind Ber- 
telsmann's success. Managing di- 
rectors who are close to the market 
and the customers work indepen- 
dently to develop the business of all 
the separate subsidiary companies. 
That's how Bertelsmann became a 
major international media group." 

In the U.S., source of 50% of the 
group's earnings, Arista achieved 
excellent results with an attractive 

artist roster, Lueftner says. Speak- 
ing about RCA, he notes: "We think 
the weaker situation of last year 
will develop positively because of 
the company's market importance." 

Purchase of RCA's share in the 
joint venture was the achievement 
of a long -term strategic aim, he 
says, designed to strengthen the 
companies' international competi- 
tiveness. Coordination of music ac- 
tivities will allow optimum exploita- 
tion of rights in all media, while the 
broad international base gives art- 
ists, composers, and authors im- 
proved prospects for the future. 

"We have an unusually strong 
classical base as well as an interna- 
tionally very successful roster of 
pop acts," Lueftner says. "By pro- 
moting new acts, RCA's own prod- 
uct base will be enlarged, and the in- 
tegration of overseas subsidiaries 
will bring local artists who are as 
yet unknown outside their own ter- 
ritories into the group as a whole. 
To open new markets for these acts 
is a challenge we are eager to ac- 
cept." 

Among national markets, 
Lueftner reports upward trends in 
Argentina and Brazil, offset by a 
decline in Mexican earnings due to 
exchange -rate problems. Italy per- 
formed exceptionally well, but 
France still presents problems. 
Companies in all other markets 
managed to reach ambitious sales 
targets, he says. 

Lueftner is optimistic about the 
world music market in general, say- 
ing: "A slight decrease in tradition- 
al sound -carriers was more than 
compensated for by increasing com- 
pact disk sales." 

Bertelsmann is now one of the 
major players in the international 
entertainment business, operating 
what is claimed as the third biggest 
music company in the world. Ber- 
telsmann's pressing company Sono- 
press last year manufactured more 
than 100 million LPs and cassettes 
for the first time, and its annual 24 
million CD production capacity will 
rise to 30 million in 1987. 
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