Eisner’s Past Performance

In 1975, Eisner served ABC as Senior Vice President for Prime Time Production and Development.  He helped create programs such as Happy Days, Welcome Back Kotter, Barney Miller, and Starsky and Hutch.  During Eisner’s years in the programming department, ABC had moved from a perennial third place among television networks to first place.
In 1976, Chairman of the Board of Paramount Pictures, Barry Diller, offered Michael Eisner the position of President and Chief Operating Officer of Paramount Pictures.  Barry was a former mentor to Eisner at ABC, and thought Michael fit in well at Paramount.

Diller and Eisner applied lessons they had learned in network television to keep the studio’s cost down.  The average Paramount production during Eisner’s tenure cost only $8.5 million to produce, when the industry average was $12 million per picture, a 29% percent reduction in cost from the industry average.  During this time, Paramount moved from last place to first place among the six major studios.  In October 1978, half of the top ten box office attractions were Paramount films.  Films produced at Paramount during Eisner include: Raiders of the Lost Ark, Saturday Night Fever, Grease, Heaven Can Wait, The Elephant Man, Reds, Flashdance, Footloose, Trading Places, Beverly Hills Cop, Airplane, and Star Trek one through three.
In September 1984, Michael Eisner left Paramount to become Chairman and Chief Executive Officer of Walt Disney Company.  Disney began to create animated features such as The Little Mermaid, Beauty and the Beast, Aladdin and The Lion King, all of which became box office winners with tremendous merchandising.
The Dark Side of Disney and its Public Relation Problems
However, in the late 1980’s Disney took a dark turn.  For decades the wonderful world of Walt Disney was an icon for children around the world.  Mickey Mouse was more popular than McDonald’s golden arches.  Today, Disney has certainly become larger than its past icon of Mickey Mouse.
In 1989, Disney became the largest percentage of shares in Viewer’s Choice, a pay-per-view provider.  Disney began showing soft porn by 1993.  To develop original programming for their creation, Disney offered porn star performer, Becky LeBeau, a seven-figure deal and a share of profits.  She appeared in many films herself and hosted an all nude modeling program which showed explicit footage, some girls were barely 18 years old.  Disney also signed the infamous Marilyn Chambers, a veteran hard-core porn star, to an exclusive multi-project deal.
Henry A. Giroux shed some light on the dark side of Disney in his book, The Mouse that Roared: Disney and the End of Innocence.  In this book, Mr. Giroux outlines the objectionable artwork and subliminal pornographic messages in several children’s movies.

Other public relation problem Disney faces is gay week.  Gay week is an annual happening in which one hundred thousand homosexuals congregate at Disney theme parks.  Conservative organizations around the country have boycotted Disney because they refuse to warn families of the homosexual gathering.  A lot of families get a rude awakening on that week!

Disney licenses have been caught using child labor on three continents and the National Labor Committee in New York, whose job it is to track the labor force hiring of U.S. Corporations, considers Disney one of the worst offenders.

In May of 1993, Disney diversified by buying, Miramax Pictures for a reported $65 million.  The new purchase began releasing films for a wider audience.  Miramax produced more offbeat films for the specialized urban market.  Miramax seemed to be a smart buy; Disney received Miramax’s 200-film library and the most cost-conscious, control-driven studio around.  Entertainment Weekly; 5/14/1993
Miramax was a controversial film company, to say the least.  Although Miramax produced family films like, The Mighty Ducks and Sister Act, they made mostly hair-raising films that constantly fought the ratings board over NC-17 films.  Miramax produced the homosexual film called, “Lie Down with Dogs”.  The movie, “Priest” depicted five Catholic priests as perverts and blamed their perversion on Church teachings.  One priest was a homosexual; a second an adulterer; a third an alcoholic; a fourth demented; and the fifth just plain mean.  This was such an alarming and sick movie that the gay newspaper, “The Advocate” reported it under the heading “Family Alert Issues”. 3/10/95, 4/4/95, 4/18/95
The most notorious film was the movie called, “Kids”.  According to Newsweek, “The film follows a number of youthful-looking boys and girls around New York City as they smoke pot, bait gays, beat a black man and engage in graphic sex.  “Under pressure, Miramax formed an independent company to market and distribute the pornographic movie.”  Variety Magazine described the film as “one of the most controversial American movies ever made.”  Daily Variety 1/27/95; Newsweek 2/20/95
The drifting of Disney from its family friendly heritage does not come without the knowledge of the people in charge.  In fact, it seems to be encouraged from Disney’s top executive, Michael Eisner.  Actor Tony Jay, who supplied the voice for the character Frollo in The Hunchback of Notre Dame, talked about the way his character was scripted.  “It’s quite graphic.  I told Michael Eisner, I’m surprised how far they’re going with Frollo.  He said to me, “We can’t keep making Dumbo forever.”  Composer Menken, also remembers a conversation with Eisner: “He said even if it goes to PG, he would not compromise the material.”  USA Today 6/14/96, Entertainment Weekly 6/21/96
Eisner’s Politics

In October of 1995, Eisner passed over studio chief Jeffrey Katzenberg for promotion to the Presidency of Disney.  Katzenberg resigned, and a private feud between Eisner and Katzenberg erupted in a very public lawsuit.  Katzenberg eventually settled a breach-of-contract suit with Disney for a reported $270 million.  Eisner’s anger finally boiled over when he publicly denounced Jeffrey Katzenberg by saying, “what can I say, I hate the little midget.”  

More negative publicity followed after Eisner filled the Presidency with his friend, and agent Michael Ovitz, over the objections of some board members.  Ovitz’s time spent with Disney was a very brief 16 months.  Ovitz grew frustrated under Eisner’s apparent unwillingness to give control to even his fried of 25 years.  “It is important to recognize when something is not working,” Ovitz said in a statement released by Disney.  Michael Ovitz departed with 38.9 million in cash and $101 million in stock.  When shareholders sued Disney for negligence, the company tried to have the suit thrown out.  But a Delaware judge felt the lawsuit raised legitimate questions as to how liable board members should be when hiring executives.  Although the board must maintain independent from management, stockholders, the press, critics, and former board members suggest the Disney’s board is in the back pocket of Eisner.  Many of its own shareholders question if the board can objectively make decisions.
By the beginning of 1997, Disney went from a management with the most experience in the industry, to the least experienced.

Eisner’s Performance

Since Eisner joined Disney in 1984 to 1994 the company’s annual revenues had grown from $1.7 Billion to $25.4 billion, and operating income has increased from $291 million to $4.08 billion.  President at the time, Frank Wells helped Eisner transition its operating income from theme parks from 80% percent dependability to a reasonable 35% percent.  Operating income from movies went from 1% percent to 43% percent, thanks to video sales.
In 1992, the Disney Company experienced a significant setback with the opening of the new theme park in France called, EuroDisney.  The opening day crowds were expecting around five hundred thousand visitors on the first day.  Instead fifty thousand visitors showed up for the first day at EuroDisney.  After months of 50% percent vacancy, Disney realized the locals were content at staying home while attending the theme park by day, thanks to the planners building the theme park and resorts one hour away from Paris.  Currently the Disney Company is still losing money on what is now called, “Disneyland France”.  The French socialist government receives a good portion of revenues received from the operation. 

On April 3, 1994 one of Eisner’s closest advisors, Disney Company President Frank Wells, died in a helicopter accident.  The loss of Frank Wells was a possible sign of trouble ahead for Disney.  Frank Wells was going to share power with Michael Eisner, both of whom would have only been accountable directly to the board.  Frank was weeks away from signing a multi-year contract when the helicopter accident occurred. 

In 1995, Disney acquired Capital Cities for 19 billion, Eisner’s former employer.  The network brought with it valuable cable television channels, including ESPN, The History Channel, Lifetime, A&E, and E entertainment.  However within a few years the acquisition of the television network came to be seen as a drain on the Disney Company’s resources.
An investment of $10,000 dollars 5 years ago would now be worth $7,835 dollars.  Many critics of these numbers quickly point out September 11th had a terrible effect on the entire economy.  However, from January of 1997 to August of 2001, the stock performance was already sluggish.  A $10,000 dollar investment during the period would have only given an investor $625 dollars, very bad for any standard.  However when you match that with Eisner’s compensation, the numbers turn from bad to embarrassing.
1997 to 2001 CEO Total Compensation Verses Return 
Dell Computer (DELL) ……………………….. $245,788,000 = 55%
Oracle (ORCL) ……………………………….. $112,471,000 = 49%
Cisco Systems (CSCO) ……………………... $313,672,000 = 39%
Citigroup (C)
………………………………….. $785,227,000 = 34%
International Business Machines (IBM) ……. $282,519,000 = 30%
General Electric (GE) ………………………... $324,789,000 = 24%
Disney Corporation (DIS) ………………….. $737,712,000 = 12%
Michael Eisner has been rated one of the lowest performing CEO’s comparing his compensation numbers for years, according to Fortune Magazine.
Turmoil from Within

As the decade ended, Disney embraced the new technology of computer animation.  Through a strategic partnership with the innovative Pixar, led by Apple founder Steve Jobs, Disney developed and released such hits as Toy Story, Monsters, Inc. and Finding Nemo.  When Jobs chose not to renew Pixar’s contract with Disney, major shareholders, and board members Roy Disney, and Stanley Gold relinquished their positions to protest Eisner’s direction.  Roy Disney and Stanley Gold both waged a campaign against Michael Eisner at the March 2004 stockholders meeting in Philadelphia.   Their efforts gave Eisner a 43% percent no confidence vote, though embarrassing, it was short of pulling Eisner from power.  However, after 20 years at Disney, Michael Eisner relinquished the post of Chairman to his friend and longtime board member, former U.S. Senator George J. Mitchell, Eisner retained the title of Chief Executive Officer and is still responsible for the day-to-day running of the Disney Company.  The move made shareholders, media, and Wall Street more cynical/ to the board’s objectivity, and the company’s direction.

Barry Diller, former boss and good friend to Eisner once said in an interview in 1995, “The board doesn’t control Disney, and the investors don’t control it, Michael controls it”.  Diller meant to say this in a positive way, but in the light of the current issues within Disney today, it’s damning evidence.
The New Chairman at Disney
The announcement of a new Chairman surprised many on Wall Street, but what surprised them the most was the promotion of George Mitchell to Chairman.  Especially after twenty-four percent of the shareholders withheld their votes for Mitchell returning as a director.  The former Senator has had a very checkered past to say the least.  
1. Mitchell was a director at Xerox during a period when management was accused of manipulating financial results and refusing to cooperate with government investigators.  The SEC charged that Xerox allowed the company to overstate its profits by $1.4 billion over four years.
2. Mitchell was a director at Staples when the directors agreed to sell back their shares in staples.com to the company for enormous profits.  They quickly dropped the idea after the shareholders filed a lawsuit.
3. Mitchell was a director at U.S. Technologies, which is now out of business.  The internet company’s CEO was indicted on criminal charges of securities fraud.  Former FBI director William Webster under the Clinton Administration had to give up his federal position because he chaired the board’s audit committee!

4. He was a well compensated Vice-Chairman of a company called Oily Rock Group Ltd.  To make a long story short, the company was accused of cheating U.S, investors of about $500 million dollars.  Fortune.com called the story, “The Incredible Half-Billion-Dollar Azerbaijani Oil Swindle.”
Comcast makes a Bid

In February of this year Comcast made a proposal to merge with Disney.  Comcast offered $66 billion which included Disney’s debt of 11.9 billion dollars. That left $54.1 billion for the shareholders.  The offer drove this stock price up to $28 dollars per share, from $25 dollars.  Investor’s speculated on a bidder war that never came.  Five days after the proposal the Disney board rejected the offer.  The offer valued Disney at $26 dollars per share; however the consensus on Wall Street estimated Disney’s take-out value ranged from $31 to $35 dollars a share.  As of August 9th 2004, the price is under $22 dollars per share.  This is a good example of how sluggish the stock price is performing.
Michael Eisner is caught between a rock and a hard place.  On one side he has angry investors wanting growth in the company.  On the other Comcast is trying to take over his company.  Although the board must maintain independence from Management, stockholders, the press, critics, and former board members suggest the board is in the back pocket of Eisner.  Most investors question if the board can objectively make decisions.  This may setup a possible lawsuit from the shareholders if the board doesn’t take the Comcast bid serious.  In 1985 Smith V. Van Gorkom, a Delaware Supreme Court Judge, ruled a company’s board of directors is obligated to seek the highest price for shareholders.  In that decision the ruling held the directors of Trans Union Corporation personally liable for the difference between the amounts they agreed to sell the company for $55 dollars per share, and the amount that the court decided was a fair price, which was $56.50 dollars per share.

If I Were Eisner
First if I was Michael Eisner I would quit as CEO effective immediately, and apologize to the Disney shareholders for losing focus of what Disney did best.  Disney was excellent at providing family entertainment.  When customers saw Disney they immediately thought of their childhood and family entertainment.  Michael Eisner lost that family icon reputation by making the wrong acquisitions and by letting his personal ego effect policy within the organization.  Eisner is not a leader; he plays the role of CEO like a politician fortifying himself within Disney.  Instead of building a strong experienced team, his selfish ego runs the entire organization.  Most of his management and board are made up of his personal friends, and in the case of Michael Ovitz even his friend of 25 years couldn’t work with him.  The acquisitions he made were either personal or financially driven. The deals never considered how the company’s corporate cultures would mix with the Disney identity.  
If I Were CEO

It would be my vision to make Disney an efficient machine, with stable growth.  The first time I’d need to do is find out who my best managers are.  I’d have candid discussions with each of my top managers from every sector of the company.  I would ask questions like:

1. What improvements could make your area in the company better?

2. What does your competitive environment look like?

3. In the last three years, what have your competitors done?

4.  In that same period, what have you done?
5. How might the competition attack you in the future?

6. What are your plans to jump ahead of the competition?

With questions like these, we could possibly workout a strategic plan to dominate an industry within a few years.  Every quarter I would follow up on the progress, and how each goal is being met.  After a full year I would have the same candid discussion with each of the top managers.  

However if we couldn’t fix or solve the problem, the area must be sold or closed immediately.  My job would be to put the best people on the biggest opportunities and the best allocation of dollars in the right places.  I wouldn’t waste precious resources on areas that were destined to fail.  Most mistakes business leaders make is the inability to face reality.  I’d have to filter through the bureaucracy, and make the tough decisions.  

The next concern I have with the company is the public relation problems.  

1. I will launch an internal audit to find out if Disney is receiving products from child labor.

2. During Gay week and Disney, families will be warned ahead of time before they make their reservations.

3. I will implement a system within the animation division, to make each artist accountable for their work.  If pornographic subliminal messages are found, specific artists would be dismissed.  

4. The subsidiary Miramax will be sold for the right price.  Miramax does not fit into the family oriented identities I want for the company.

5. The pay-per-view pornographic division will also be sold for the same purpose of changing Disney’s identity back to family oriented programming.

The first company I would try to acquire is SIRIUS Satellite Radio (SIRI).  Disney owns hundreds of small radio stations around the country and they all face stiff competition with satellite radio.  The acquisition would give Disney a foothold in the future of broadcasting and eliminate a future competitor.  Sirius currently has about 500 thousand subscribers paying $12.95 per month.  Industry forecasting projects the industry supporting 40 million subscribers by the year 2010.  If Sirius can obtain half of that projection by 2010, the company would bring $3.1 billion dollars in revenue each year.  Currently Sirius is running out of cash, the buyout would guarantee Sirius survival without filing for bankruptcy.

Before the takeover, Disney would sign a deal with Ford Motor Corp, and Chrysler to factory install satellite radios in all car lines by the year 2006.  The takeover would also involve assuming the long term debt of $446 million dollars. An additional $800 million would be allocated for two new Boeing satellites, operational by the year 2007.  The price Disney would pay is $1.98 per share to own the company.  In money terms the value of Sirius would be $1.47 billion dollars.  Total cost to Disney would be $2.72 billion dollars including debts and obligations.  The added debt would also protect Disney from the takeover by Comcast.
The second corporation Disney would target is the IMAX Corporation (IMAX).  IMAX is an entertainment technology company specializing in large format and three-dimensional film presentations.  Most of the films are educational and family oriented.  Disney would also increase the total sites of IMAX theaters, so more people could experience IMAX.  The offer would price IMAX at $6 dollars per share.  The cost to Disney would be $396 million dollars including the assumption of debt.
The third and final deal would be a long-term deal with the Pixar Corporation.  Hopefully with the acquisition of IMAX, Pixar could also show their dynamic features in 3D.
I would try to implement these changes in a 3 year period.
These three deals would fit in the family oriented identity I would want for Disney, creating tremendous growth for future years to come.
