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dollar value is between $80 -$90 a 
share, and the deal could be seen as 
worth $800 million or more, a figure 
far surpassing the reported $700 mil- 
lion buyout offer by Thorn-EMI re- 
ported in The Wall Street Journal 
earlier this month. Unlike that offer, 
which included both cash and stock, 
MCA Inc.'s pure stock deal was addi- 
tionally advantageous to Geffen be- 
cause it is tax -free. 

Further, the agreement calls for 
Geffen to receive dividends that will 
amount to at least $6.8 million each 
year. 

As part of the transaction, Geffen 
has entered into an exclusive, long- 
term employment agreement with 
MCA for his services as chairman 
and CEO of Geffen Records. 

In return for his services, and his 
record and publishing companies, 
Geffen, with 12% of the company's 
stock, is now MCA's single largest 
stockholder. 

The deal, which came as a surprise 
to many in the industry, took a total 
of 48 hours to complete, according to 
David Geffen. 

The label will continue to operate 
autonomously within the MCA struc- 
ture, he says, adding, "We'll simply 
plug into their manufacturing and 
distribution." 

That move -which will occur after 
the Dec. 31 expiration of Geffen's 
current distribution deal with 
WEA -should have a significant ef- 
fect on the MCA Distributing chart 
share. 

According to Billboard's chart - 
share calculations, Geffen was the 
third -most -successful label in 1989, 
claiming 8% of the Top Pop Albums 
chart- behind Columbia and Atlantic 
and just ahead of MCA's 7.6 %. On the 
distribution side, MCA was the No. 4 

pop company with a 9.8% chart share; 
the addition of Geffen product could 
vault MCA ahead of BMG (11.3%) and 
CBS (16.4 %), potentially making it the 
No. 2 pop distributor behind WEA. 

"Obviously this is a very major 
move for us," says Al Teller, chair- 
man of the MCA Music Entertain- 
ment Group. "It increases our mar- 
ket share in the U.S. dramatically - 
and certainly intensifies the whole in- 
ternational situation, in terms of fu- 
ture opportunities. Strategically, it's 
incredibly important for us." 

Geffen has done "a brilliant job of 
building a fantastic record company," 
says Teller. "I really think it's impor- 
tant that everybody realize that Da- 
vid's company will be run exactly as 
it's always been -and that he'll con- 
tinue to build it as successfully as he 
has in the past." 

A crucial factor in MCA's future is 
its international distribution status. 
Both Geffen and MCA are distribut- 
ed overseas by WEA International; 
those deals expire Dec. 31, 1990, and 
March 31, 1991, respectively. "I'm 
quite sure," says Geffen, "that [MCA 
Inc. president and chief operating of- 
ficer] Sid Sheinberg and Al Teller and 
myself will be sitting down to try and 
figure out what our strategy will be 
for the future internationally." 

Geffen acknowledges that product 
from his much -discussed new label 
has been on hold during the various 
label negotiations. It will start to ship 
at the end of March under the DCG 
banner. At one time slated to be 
called Asylum -after the label he 
founded in 1971 and sold to Warner 
Communications two years later - 
the label will have a complete promo- 
tion and marketing staff, the bulk of 
which is said to be already in place. 

Says Geffen of the new label, "Its 
purpose for being is to give new art- 
ists the kind of time and attention 
from a promotion and marketing 
standpoint that is unique at any rec- 
ord company. Because 100% of the 
time, the attention is going to go to 
new artists -so they will not be com- 
peting at the station level with a pro- 
motion man who's bringing in Cher, 
Guns N' Roses, and Whitesnake." 

Not involved in the transaction was 
Geffen's highly successful film divi- 
sion, which to date has produced such 
films as "Beetlejuice," "Risky Busi- 
ness," "Little Shop Of Horrors," "Af- 
ter Hours," "Lost In America," and 
"Men Don't Leave." 

Asked if he is separately negotiat- 
ing a similar deal for his film division, 
Geffen says, "I haven't even spent a 
second thinking about it. This has 
been going on for a long time; I want 
to get back to running my company, 
and I'll think about this sometime in 
the future." 

MCA's strength in the film indus- 
try was not a factor in the current 
deal, Geffen says. "It's not even some- 
thing we discussed. They wanted to 
acquire Geffen Records, and they did 

so. 'l'hat was very important to them, 
and they made a deal in 48 hours. It's 
quite an extraordinary deal." 

What was the overriding factor 
that cinched the deal? 

"The fit was always perfect," says 
Geffen. "But they didn't seem to be 
willing to make a deal with me that 
would put this much stock in my 
hands. And at the last minute, they 
changed their mind and decided to do 
it. Because they felt it was such a 
great strategic fit, and because 
they've known me for 20 years and 
I've known them for 20 years, and I 

felt extremely comfortable about be- 
ing in business together [with them]. 

"I have not been in business with 
anybody other than Warner my en- 
tire adult life, so you can imagine 
that this is a tremendous change for 
me. And it was also a tremendous 
change for MCA -and one that we 
went into with our eyes wide open, 
because we all like each other as 
much as we do. And respect each oth- 
er as much as we do." 

Assistance in preparing this story 
was provided by Don Jeffrey, Bruce 
Haring, and Bob Benjamin. 

JazzFMDebutsAs ILK'S 
!st Specialty Radio Station 

BY PAUL EASTON 

LONDON -"It's Early In The 
Morning" by Joe Williams helped 
make radio history here at 6 a.m. 
March 4, when the song heralded 
the start of Jazz FM, London's - 
and indeed Britain's -first specialty 
music radio station. 

Awarded a license last year by the 
Independent Broadcasting Author- 
ity, Jazz FM is the first of three new 
FM music stations due on the capi- 
tal's airwaves this year, with urban/ 
dance -formatted Kiss FM and easy 
listening Melody Radio expected in 
September. 

Despite a boom period in radio 
revenue over the past two years, 
current high interest rates and cut- 
backs in advertising budgets mean 
the station comes on the air at a 
challenging time. 

About $4 million has been invest- 
ed in getting Jazz FM on the air, and 
in order to achieve their projected 
$4.6 million advertising revenue in 
the first year, the station has to at- 
tain a 13% reach. 

This would give Jazz FM an audi- 
ence of around 1 million adults. The 
station is so confident of this that it 
has promised advertisers free air- 
time as compensation should it fail 
to make this listener target. Putting 
it into perspective, London's top -rat- 
ed station, top 40- formatted Capital 
FM, has a 30% reach. 

Jazz pianist and arranger Dave 
Lee, co-founder of Jazz FM, is ex- 
pecting flak from jazz purists about 
the station's programming format. 

"When we were doing the market 
research, there was one figure that 
stood out," he says. "About 60% of 
the people asked said they didn't 
like jazz. But they did like Ella Fitz- 
gerald, Billie Holiday, George Ben- 
son, and Nat King Cole. 

"That's the kind of audience we 
need to go after. Instead of going 
down the extreme jazz road, we 
want to lead people by the hand, 
then we can play a higher propor- 

tion of real jazz later on. I hope the 
regular jazz people will be patient." 

Research has revealed a figure of 
400,000 who are into jazz, mainly 
people under 25, who regard the 
music as fashionable, and the over - 
55s. 

The principal backer of Jazz FM 
is David Heinman, a multimillion- 
aire property developer and jazz 
buff who accumulated a fortune in 
marina developments. The station 
has a 40- member staff in state -of- 
the -art studios in central London. 
Start -up costs are estimated at 
more than $3 million and the adver- 
tising campaign behind Jazz FM's 
launch is billed at a further $1.65 
million (at an exchange rate of $1.65 
to the pound sterling). 

The program mix to attract the 
level of audience necessary to 
achieve the station's ad revenue 
forecasts will cover Afro, bebop, 
contemporary fusion, Latin, main- 
stream, big band, swing, traditional. 
blues, soul, and gospel. 

Jazz FM managing director Peter 
Gelardi explains the substantial ex- 
penditure as a token of how serious 
the station is in its intent. 

"It would have been possible to 
start, as other stations have done, 
on a relatively small scale and grad- 
ually build up listeners," he says. 
"But we are aiming for a 13% listen - 
ership reach and have the third -big- 
gest potential audience size among 
the independent stations." 

The station has made a strong 
commitment to live jazz, and plans 
to regularly feature recordings 
from local jazz clubs. Also, as part 
of the launch celebrations, the sta- 
tion brought over Ella Fitzgerald 
and the Count Basie Orchestra for a 
short season at the Royal Albert 
Hall. 

One interested onlooker at Jazz 
FM's launch party was Stan Dunn, 
morning presenter at KJAZ -FM San 
Francisco. He is in town guesting 
on a couple of Jazz FM shows dur- 
ing his stay. 

MCA Stack Dips After Deal 
But Long -Term Benefits Seen 

BY DON JEFFREY 

NEW YORK- Although Wall 
Street reacted poorly to MCA Inc.'s 
acquisition of Geffen Records for 
about $545 million worth of stock - 
driving the price down nearly $2 a 
share - analysts agree that the deal 
is a good one for both companies 
over the long run. 

"Everyone was wooing Geffen," 
says Jessica Reif, entertainment an- 
alyst with First Boston. "It's a coup 
for MCA. It gives them much more 
market presence." 

MCA will issue 1 million new pre- 
ferred shares of stock to David Gef- 
fen, founder and 100% -owner of the 
independent record label that bears 
his name. That preferred stock may 
be converted to 10 million shares of 
common stock. At the recent price 
of $54.50 a common share, the deal 
is valued by Wall Street at about 
$545 million. 

On the first trading day after the 
news was disclosed, shares of MCA 
tumbled $1.875 to $54.50 each on the 
New York Stock Exchange. 

Raymond Katz, analyst with Ma- 
bon, Nugent, says investors put 
thumbs down to the deal because it 
will dilute earnings, place 10 million 
shares in the hands of an insider 
(Geffen will continue to run his rec- 
ord company as an independent 
MCA unit), and take away MCA's 
takeover potential. 

MCA's stock had traded as high 
as $71.375 a share in the past year 
on the strength of persistent take- 
over rumors. (If the stock were still 
selling at that high a price, the Gef- 
fen deal would be currently worth 
$713 million.) 

As it stands, Geffen is selling his 
company for about 2.4 times annual 
estimated 1989 revenues of $225 
million. But, as Katz notes about 
current record -company deals: 
"They seem to be going for that." 

The biggest loser in this transac- 
tion may be Time Warner Inc., 
whose Warner -Elektra- Atlantic 
(WEA) unit distributes Geffen 

product worldwide. That deal is set 
to expire at the end of this year. 
However, since MCA does not dis- 
tribute its own records overseas, 
sources say WEA may retain its in- 
ternational distribution agreement 
with Geffen. 

Reif says that although Time 
Warner will lose some profits if 
Geffen calls off its deal with WEA, 
it will "not be a crippling loss." 
Sources estimate that Geffen con- 
tributes about $15 million to $20 mil- 
lion annually to Warner's music di- 
vision. 

Analysts say MCA's offer is 
more attractive to Geffen than the 
earlier -reported $700 million -$750 
million proposed cash -and -stock 
buyout by Thorn -EMI P.L.C. be- 
cause the all -stock MCA deal is tax - 
free. Reif says investment sources 
told her that "Geffen wanted a non- 
taxable transaction,." 

However, Geffen will be taxed on 
the annual dividends -said to be 
worth $6.8 million -that he will re- 
ceive on his preferred stock. 

"It's very expensive for MCA," 
says Edward Atorino, analyst with 
Salomon Bros. "They have to pay a 
$6.8 million dividend off the bottom 
line." 

In addition, with more stock is- 
sued, earnings per share will be di- 
luted. Katz estimates the dilution at 
about 15 cents a share. 

The deal places some limitations 
on Geffen. For instance, according 
to an MCA spokesman, he is limited 
as to how many shares he may sell 
each year. And, if he sells his stock, 
it must be in "a wide public offer- 
ing," the spokesman says. That pre- 
vents him from selling his stake to 
a third party that MCA might not 
approve of. 

Also, Geffen is restricted as to 
how much additional stock he may 
purchase over a 20 -year period. 
That prevents him from acquiring a 
controlling interest in the company. 

When he converts his shares, he 
will own approximately 12% of 
MCA's outstanding common stock. 

DISNEY SPLITS KIDDIE LABEL IN 2 
(Continued from page 8) 

staff employed in selling music, he 
adds. 

Both labels will continue to be dis- 
tributed through the current setup, 
which includes direct selling to re- 
tailers as well as using independent 
distribution companies. 

"The goal of Disney is that we 
want the children's department to 
be a destination," says Cross. "We 
want to create traffic for music re- 
tailers. Our recent success with 
'The Little Mermaid' shows Disney 
has the strength to push the con- 
sumer into the store. We will reach 2 
million albums sales from 'Little 
Mermaid.' " 

As part of the restructuring, Dis- 
ney is repackaging about 28 of the 
140 albums in its catalog. Of the 28, 
24 are under the Disney Audio En- 
tertainment label, with the remain- 
der under Disney Records. 

One upcoming Disney Records re- 

release is the soundtrack to "Fanta- 
sia," on a remastered CD. "It is the 
50th anniversary of 'Fantasia,' " 
says Jaffe. The whole Disney com- 
pany, which includes film, theme 
parks, and consumer products, will 
put its muscle behind promoting the 
popular animated cartoon movie. 

One component of the effort is a 
tie-in with a major electronics manu- 
facturer in an advertising campaign 
offering a rebate and a consumer 
sweepstakes. 

Upcoming releases from Disney 
Audio Entertainment include a new 
Dick Tracy comic book read -along 
album, which will target boys in the 
4- 10- year -old range. In addition, the 
Disney group is gearing up to pro- 
mote a new concept, "Minnie And 
Me," which will be exploited 
through various new products, in- 
cluding read -along albums. 
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