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Tension Between Top Viacom Officials
Obscures the Media Giant's Future
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When 78-year-old entertainment mogul Sumner Redstone spoke to investors at a conference in Arizona this month, the Viacom Inc. chairman and chief executive was asked about the depth of the company's top management. Mr. Redstone talked at length about the strengths of his key executives -- yet never once mentioned the person who contractually runs the company and has been widely assumed to be his successor: President and Chief Operating Officer Mel Karmazin.

It was just one of many recent signs of serious strains between the two strong-willed executives at the top of the nation's second-biggest media company. In an interview Mr. Redstone won't commit to renewing Mr. Karmazin's contract with its existing powers when he has a chance to change it next year. Such a move would be tantamount to naming his successor, he says. There are other executives at Viacom who may want the chance to run the company, Mr. Redstone says, though he calls Mr. Karmazin "a leading contender" to take over.

Mr. Karmazin, who is 58, says he's "not interested" in changing the existing arrangement, and that any attempt by Mr. Redstone to dilute his operating control is "unacceptable." He indicates he will leave if there is any such change. "I think I could get a job," he adds.

The tensions at the top of Viacom cast uncertainty upon its future as it faces a severe meltdown in the advertising market. If unresolved, they could lead to the departure of Mr. Karmazin, a move that Wall Street says would sink its stock. And they show that despite the recent rise of global entertainment conglomerates, many of these giants still are having trouble breaking from the old Hollywood tradition of the mogul who dominates the company.
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Mr. Redstone, who built Viacom into the giant owner of Paramount studios, MTV Networks and Simon & Schuster, capped off his empire in September 1999 when he announced the $36 billion purchase of CBS. He posed grinning with his new No. 2 Mr. Karmazin, who rose up as a brash radio-ad salesman to the top of CBS.

Mr. Karmazin had "seduced" him into making the deal in talks that began with smaller-scale transactions in mind, Mr. Redstone said at the press conference unveiling the deal. "He began to turn me on," Mr. Redstone said. Mr. Karmazin proclaimed that this was "the deal I have wanted to make from the time I was bar-mitzvahed."

Now, 17 months after the merger was completed, the men rarely appear in public together. Mr. Karmazin says he sees Mr. Redstone "a couple of times a week when he is around," although he noted "large times go by when I don't see him at all."

Mr. Karmazin says he doesn't believe sharing operating power works for merged companies, and therefore insisted on getting full operational control as part of the Viacom-CBS merger talks. All Viacom's division chiefs report directly to him. He says Mr. Redstone proposed that they be co-CEOS, but he rejected the notion. "The deal where you take a CEO of one company and combine with somebody of another company. These deals rarely work," he says. "You can't have two people running a company day to day. It causes politics; it causes confusion."

Mr. Karmazin says that Mr. Redstone can talk to executives, "but when it comes to making decisions on operations, you can't have two people doing it."

Mr. Redstone's description is different. Mr. Karmazin "doesn't exclude me from any operational decisions. We sit together and discuss every major decision and I would certainly not exclude him from any strategic or acquisition decision. ... We basically work as partners," says Mr. Redstone. "He is the COO," says Mr. Redstone. "I am in charge of the company." He adds, "I'm not giving up the job of CEO. I love the job."
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The two executives share power at Viacom according to the terms of an unusual prenuptial agreement. When Viacom closed the deal to acquire CBS in May of 2000, the bylaws of the merged company gave Mr. Karmazin complete operating control. Mr. Redstone retained the chairman and chief executive titles and his 68% voting stake in Viacom.

The bylaws also laid out a crucial future milestone: Three years after the closing, in May of 2003, Mr. Redstone would have the right to reconfigure the board and either diminish Mr. Karmazin's power, or oust him altogether. Mr. Karmazin's contract expires at the end of that year.

In a sign of Viacom's unresolved future, both executives agree that it isn't clear how the 2003 juncture is going to play out. Mr. Karmazin says he doesn't know whether Mr. Redstone will keep the existing structure. Mr. Redstone says he doesn't know what Mr. Karmazin's "aspirations" are. "I don't know what Mel wants," he says.

No-Fire Clause
According to the bylaws, Mr. Redstone can't fire Mr. Karmazin or dilute his operating control without approval from 14 of the board's 18 members, and eight of those board members must be CBS appointees. Both those requirements expire in May 2003.

Mr. Karmazin says that "what now has to be determined is what Sumner wants to do with the board in 2003 because one option, I guess, is he could continue it. Or the option would exist that he would go back to the old Viacom board." He adds that he wouldn't work under the old Viacom board.
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Mr. Karmazin also says: "It has nothing to do with Sumner. I like the responsibility of reporting to a board that is an independent board as I have been accustomed to. I like reporting to an independent board." He said he hadn't discussed the matter with Mr. Redstone yet and likely wouldn't until the end of this year. Mr. Karmazin also said he didn't think it was likely that he would leave early because he has an obligation to shareholders. Mr. Redstone said through a spokesman that he currently wasn't thinking about changing the board.

Both men also insist that their relationship is working. Mr. Redstone telephoned from a jet to say that Mr. Karmazin is "doing a great job. He is leading a great team and I have no intention of doing anything to change it." He said this "implies" his commitment. Mr. Redstone also says he wants Mr. Karmazin to be at Viacom "for a long time." Mr. Karmazin said that resolving the situation now was "premature."

As the two moguls circle each other warily, some investors are growing anxious. Mr. Karmazin has a huge following on Wall Street, with a track record of soaring stock prices at CBS and before that at Infinity Broadcasting Corp., the big radio company CBS's former parent Westinghouse Electric Corp. bought in 1996.

"If Mel left, the stock would crater," said Merrill Lynch & Co. analyst Jessica Reif Cohen, who in a report last week attributed a stock drop in part to "speculation of senior level management changes." Ms. Reif Cohen, who has a "strong buy" on Viacom shares, added that she believes "the risk and perception regarding management defections are overblown."

In the teeth of the ad slowdown, Viacom shares have held up better than those of other media companies. Though it sunk more than 50% from last year's high of nearly $60 to a low of under $30 in September, it has recovered to more than $40 since then.

Tough Times
But these are difficult times for media companies, and the worst advertising downturn in decades places Mr. Karmazin in a particularly vulnerable position. Mr. Karmazin is known as the ultimate ad-sales machine. That was the idea behind the merger: Viacom's cable and television assets combined with CBS's TV and radio assets created a company dependent for nearly half its revenue on ad sales. Viacom would be an advertising "juggernaut," Mr. Redstone frequently bragged after the deal.

Then the boom times in advertising disappeared. In the middle of last year, Viacom had to pull back from ambitious earnings targets it had promised at the start of the year. Sept. 11 sent ad sales plunging even further. For 2001, Viacom is expected to finish the year with its most-watched profitability indicator, earnings before interest, taxes, depreciation and amortization, or Ebitda, slightly higher than 2000. AOL Time Warner Inc., the nation's biggest media company, has said its Ebitda will rise about 18% despite a perception it had an even tougher year.

For Mr. Karmazin, the performance is an embarrassment. He had frequently boasted before the ad slump that his company "won't participate" in any ad downturn if one occurred. More recently, he has said he'd simply order his sales force not to accept rate cuts.

After taking the reins at Viacom, he got heavily involved in the ad-sales strategy of its cable-network divisions. Bypassing division chiefs, Mr. Karmazin frequently calls ad sales executives throughout the company and accompanies salesmen to meet with big advertisers such as Procter & Gamble Co. It was a particular indignity that one of the weakest-performing divisions recently has been Infinity, the radio and outdoor-advertising business that Mr. Karmazin had run from 1981 until the start of last year.

Mr. Karmazin's fans on Wall Street believe Viacom's performance will soar once the economy recovers. Last October, Viacom promised 2002 Ebitda growth regardless of whether the ad environment improves -- which translates into an even greater emphasis on cost-cutting. Less than a week after Mr. Karmazin made that pledge, MTV announced it was cutting about 450 jobs. Expenses are so tight Mr. Redstone personally paid for a Christmas party last month for executives, top on-air personalities and spouses as well as other friends.

When Mr. Karmazin took the helm at CBS, he quickly developed a contrarian image that Wall Street was hungry for: the antimogul mogul. While some executives at other companies like to say they read movie scripts, Mr. Karmazin dismisses programming as "Arts and Crafts."

Mr. Karmazin may like to describe himself as low profile, but he's hardly low-key. Asked in an interview about his reputed lack of diplomatic skills, he replied: "F you. Isn't that diplomatic? I'm the most diplomatic guy in the world!" He enjoys gallows humor: MTV Networks executive Judy McGrath telephoned Mr. Karmazin during the anthrax scare last fall to alert him to a "suspicious package" that had arrived at MTV's Internet offices. "Are you sure that strange package isn't a sales order?" Mr. Karmazin said.

His decision-making can be impulsive. Last summer he was having a drink at the home of Dallas disk jockey Ron Chapman, a longtime employee. He admired the house, a 12,000-square-foot Mediterranean on the beachfront in Naples, Fla., and offered to buy it for $15 million on the spot. "I'll write you a check tonight," Mr. Karmazin said, according to Mr. Chapman. He ended up paying $14.9 million, purchasing the house with furnishings intact -- including a new Ford Expedition and a Mercedes convertible parked outside, according to property records and Mr. Chapman. Mr. Karmazin said he wouldn't discuss his private life.

Mr. Redstone doesn't have the same relationship with Mr. Karmazin outside the office that the chairman has had with other executives. While Mr. Redstone's two former top deputies, Tom Dooley and Philippe Dauman, dined with him frequently, as do current divisional executives, Mr. Karmazin often leaves the office by 5:30 or 6 p.m. and isn't interested in breaking bread. "We are different kind of people," said Mr. Redstone. "I believe there is a lot to be gained by becoming closer to people, talking things over. It develops mutual respect [and] affection." He said that soon after Mr. Karmazin joined Viacom "I may have suggested 'Mel, I'm available any time you want to have dinner.' But when it was apparent he didn't do things that way, I wasn't offended."

Awkward Relationship
The awkward relationship sometimes results in confusion over policy decisions. Late last year, Mr. Karmazin took management control of Viacom's struggling UPN television network away from Paramount Pictures and gave it to CBS. The move came only weeks after Mr. Redstone told the Los Angeles Times such plans were unlikely to happen in part because he felt loyal to studio executives Jonathan Dolgen and Kerry McCluggage. Two people involved in the switch say the plan of action for the UPN move was initiated after Mr. Redstone's comments appeared. Asked about it, Mr. Karmazin said he was "surprised" when he read Mr. Redstone's comments. He said Mr. Redstone agreed with the decision, which he said had been long planned. Mr. Redstone said the two agreed on the decision and his comments were made in an interview conducted before the decision was made. Mr. McCluggage subsequently quit.

Several people close to Mr. Redstone say he also isn't happy with a big gamble Mr. Karmazin took in CBS's ad-sales effort for the 2001-02 season. Last summer, Mr. Karmazin ordered his sales force not to sell as much ad time as their competitors were doing in a soft marketplace, holding some back to sell later when he thought prices would rise. But the terror attacks of Sept. 11 sent ad rates plunging even further, casting doubt on the wisdom of the move. Mr. Karmazin defends the gambit, saying the CBS network's revenue would be up in the fourth quarter 2001 although he concedes the next three quarters are less certain.

Mr. Redstone also insists the decision was successful. But media buyers say CBS is getting no more money for the ad time than it would have if it had sold the ads last summer, and that Viacom's cable networks were hurt by the tactic. Some believe he should have been more willing to negotiate prices last summer. "The rigidness in Mel's determination not to be flexible was very pronounced and was not well embraced," says Bob Flood, a senior vice president at Publicis Groupe's Optimedia International.

In recent months Mr. Redstone has hinted to people -- two of whom confirmed that he said it directly to them -- that he may replace Mr. Karmazin. He told one person that they would "like" his choice of a replacement. One possibility is that he could bring back his former deputies, Messrs. Dooley and Dauman, who have joined forces in an investment firm. Both executives declined to comment. Mr. Redstone vigorously denies making such comments, though he concedes he has told investors "whatever management team is in this company you will be happy with."
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