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NOTE TO READERS




THIS BOOK IS THE RESULT OF HUNDREDS OF HOURS OF INTERVIEWS with almost all the central figures in the AOL Time Warner debacle. Nearly every interview was recorded. Only a handful of the people I mention in this book refused to comment altogether. Others, sometimes because they were facing civil or criminal charges, spoke to me on background only. Others allowed only some of their comments to be attributed. In most cases, the people I interviewed were remarkably candid; they were also generous with their time. I am grateful for their cooperation.

Research for this book started in the fall of 2000, when I began writing an article for Fortune magazine about Jerry Levin and the AOL Time Warner deal. That article was shelved, so I turned to Vanity Fair, where two of my articles on the AOL Time Warner deal were later published (in July 2002 and January 2003). Some of the material in this book has appeared in Vanity Fair; for the most part, though, the book was written over twelve months, beginning in late 2002. Apart from interviews with more than one hundred people, my research included dozens of legal and financial documents, confidential e-mails and letters, internal memoranda, corporate filings, Census Bureau data, real estate deeds, high school and college yearbooks, newspaper and magazine articles, and stacks of books.


Most of the executives who were involved in the AOL Time Warner deal have left the company. Having dropped the acronym AOL, the company is now called Time Warner, but its problems are ongoing. As I write this, approximately fifty shareholder lawsuits against the company and its executives (former and current) are pending. Both the Securities and Exchange Commission and the Justice Department are pursuing their investigations. So far, having admitted that it inflated more than $190 million of revenue during a twenty-one-month period beginning in the fall of 2000, Time Warner has turned over more than one million pages of documents to prosecutors. Steve Case, Jerry Levin, and Dick Parsons have been subpoened by the SEC. More evidence is being gathered. I would like to think that Fools Rush In is the last, definitive word on the AOL Time Warner fiasco. We’ll see.



Nina Munk

November 2003







    

PROLOGUE




IT WASN’T A GOOD LIKENESS OF HENRY LUCE, PEOPLE SAID. Still, there it was, on the thirty-fourth floor of the Time-Life Building, propped up on an easel, in a conference room with no windows. Painted in 1972, five years after Luce’s death, by the Russian-born constructivist Constantin Alajálov, the portrait of Time Inc.’s great founder was based on a photograph taken by Life magazine’s Alfred Eisenstaedt when Luce was sixty-four years old.

Luce’s portrait (a likeness of a likeness) had been in that airless room for years, consigned to the dustbin of corporate history. Then, in early 2001, after the AOL-Time Warner merger had closed, Steve Case decided to claim the portrait and with it Luce’s exalted legacy. From the Time-Life Building to AOL Time Warner’s headquarters it’s two short blocks; before you could say “ancestor” or “heritage,” Luce’s portrait was hanging on the wall of Steve Case’s new office.

For Case, the portrait of Henry Luce was a sign, like a coat of arms: AOL Time Warner’s new chairman wasn’t some crass Internet upstart who’d used inflated dot-com stock to buy his way into high corporate society. On the contrary, Steve Case was the spiritual heir of an empire builder, a visionary known for his rigorous moral standards and an unwavering commitment to the greater good. “I have long believed that Henry Luce had it right when he said that corporations must be run not just for shareholders but also in the public interest,” Case declared in 2001. “And I wanted people to know that I embraced that perspective.”

In retrospect, the only surprising thing about Case’s laying claim to Luce’s portrait is that Jerry Levin hadn’t grabbed it first. Levin had often measured himself against the great man; one reason he’d persuaded himself to merge Time Warner with AOL in the first place was to create a legacy comparable to Luce’s. Over the years, distancing himself from other media and entertainment moguls (the uncultivated and greedy ones), Levin had flaunted his high moral convictions and his learning. With easy allusions to the Bible (Ecclesiastes), to the French existentialist writer Albert Camus, and, in an interview with Architectural Digest, to Heraclitus, the pre-Socratic philosopher, Levin presented himself as a scholarly, upright man who just happened to be the CEO of the world’s largest media company. Now in his sixties, having pulled off the AOL merger, the most ambitious deal of his career, Levin was satisfied that he, like his predecessor Henry Luce, would be remembered for something much bigger than a balance sheet.

He was right, of course. This book is the story of how two men, Jerry Levin and Steve Case, caused what may be the biggest train wreck in the history of corporate America. Or shipwreck. Like other willful executives and Captain Ahabs of the late 1990s, Levin and Case ran their companies with few checks and balances. To examine the AOL Time Warner deal closely, to scrutinize the details of its making and unmaking, as this book sets out to do, is to recognize a sad truth: Despite rules set by the Securities and Exchange Commission and other regulators, the company’s own stakeholders—its shareholders and employees—didn’t count for much.

In broad terms, the disastrous merger of Time Warner and AOL epitomizes the culture of corporate America and Wall Street in the late 1990s. It speaks to the speculative mania that gripped America at the end of the twentieth century. And it records the climate in executive suites, where as long as a company’s stock price kept going up and up, a CEO was all-powerful, like a king with divine right. Unworkable mergers and acquisitions, questionable accounting practices, massive insider stock sales, giant layoffs: all were part of the game. What makes the story of AOL Time Warner stand out from other corporate scandals of the past few years, however, is the absorbing egotism of two men: Jerry Levin and Steve Case.

In 1999, during the elaborate mating rituals that led up to the AOL Time Warner deal, Levin and Case had compared ideologies. They’d talked about integrity, missions, selflessness, altruism, responsibility, and (of course) making a difference. In a moment of mutual recognition, both men discovered they embraced the principles of Time Inc.’s founder, Henry Luce: their mandate was higher than profits, more than the bottom line; their mission was to educate and serve mankind, universally. Two years later, as the merger of AOL and Time Warner unraveled, Levin and Case, deluded to the end, wouldn’t admit their mistake. Instead, they wrapped themselves even more tightly in Luce’s mantle of righteousness. History would be their witness.

Meanwhile, some $200 billion of shareholder value had vanished; insiders had unloaded nearly $1 billion worth of shares; a federal investigation into AOL Time Warner’s accounting had begun; and shareholder lawsuits had been launched, alleging that the company and its executives had committed fraud. Before long, Jerry Levin and Steve Case would lose everything: their reputations, their power, their jobs. The way up and the way down are the same, Heraclitus wrote—or something like that.

 

FOR MONTHS AFTER THE COLLAPSE OF AOL TIME WARNER, Levin was “a wreck,” he confessed. During our first encounters (long lunches, telephone calls, and meetings in his post-retirement office on the second floor of the Time Warner Building at 75 Rockefeller Plaza), he sounded desperate, like someone looking for a sign of redemption and a way out. Vulnerable, he told me he was on the path of self-discovery, self-realization. He talked about maybe writing a novel. He was reading the philosopher Martin Buber, he said, whose 1923 treatise I and Thou focuses on the way human beings relate to the world and to others, genuinely. Freed from the corporate prison of AOL Time Warner with its inhuman demands, Levin had taken off his blinkers only to discover the fragile beauty of life itself. “I’d never cried before,” he told me in a confessional mode, “I’d never cried. And now I cry all the time.”

Having followed Levin for years, I’d finally concluded that the man was brilliant but fragmented; parts of him didn’t cohere, didn’t fit together. Part of him, the one that quoted the Bible and Heraclitus, was deeply spiritual. At the same time, as Levin himself admitted, he was ruthless. Was his spiritual quest a form of sentimentality, the inevitable flip side of ruthlessness? Or was Jerry Levin, one of the most manipulative corporate operators of our time, suddenly experiencing a change of heart and mind, regretting what he’d done to AOL Time Warner, and crying on behalf of his shareholders and employees?

Either way, Levin’s repentance was short-lived. “I’ve done a transforming transaction on myself,” he told me, giddy, one afternoon in early 2003. He’d fallen in love; the love was “profound, almost unreal,” he confided. Abruptly, during the 2002 Christmas holidays, Levin had informed his wife of thirty-two years, Barbara Riley, that he was leaving her, just like that. (“She never saw it coming,” a friend of hers told me.)

“The love of my life,” is how the sixty-three-year-old Jerry Levin described Laurie Perlman. A clinical psychologist, a former movie producer for Warner Bros., and a onetime talent agent, Perlman, forty-nine, was at the heart of Levin’s “transforming transaction.” They’d spent New Year’s together on a remote island of Hawaii. Upon his return to New York, they’d spoken by phone every single day, for hours at a time. He’d given her an emerald-and-diamond ring: they were now engaged to be married. With a nod to neoplatonism, he assured me they were “soul mates” and “twins.” As soon as arrangements were made, he intended to move right across the country to join Perlman in Marina del Rey, California. Late one January afternoon in New York, as he saw me to the door of his office, he announced proudly: “There’s a pep in my step today because I’m off to see her in California tomorrow.”

In February 2003, Levin and his fiancée appeared in The New York Times. Posing cheek to cheek, the couple was photographed on the beach in Marina del Rey with the evening sun setting softly behind them. “It’s been wonderful to discover that I can really have a life outside Time Warner,” Levin confessed to the Times. “Now I’m on a spiritual journey, and it’s one I intend to savor every step of the way.”

Reading that text, Levin’s former executives and employees were outraged. “It’s beyond belief,” gasped one senior official. “The gall!” exclaimed another. It was unconscionable: here was Jerry Levin, carefree, on a beach, in love, savoring his spiritual journey. Meanwhile, back in New York and Dulles, his former executives and employees were mopping up the awful mess he’d left behind at AOL Time Warner. Their stock options were worthless. Their retirement plans had been decimated. And Levin, free as a seagull, soaring, and still earning $1 million a year as an “advisor” to his old company, had walked away from it all. So this was what it all came down to: a CEO could be utterly reckless, utterly ruthless, and then he could move on.

After that, Levin lost interest in me and my book. He let days go by before returning my phone calls, and when he did he had little time to talk. His eyes glazed over when I asked for details about AOL Time Warner; that was old news, yesterday’s paper, I inferred. Compared to his spiritual quest, the story of AOL Time Warner was unimportant. He couldn’t meet me for lunch, he explained one day, because he and his fiancée were busy writing a proposal for a self-help book. Its working title was Soul Communion.
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ONE




BY ALL ACCOUNTS, HENRY ROBINSON LUCE WAS ENDOWED WITH moral certainty at birth. Born in 1898 to American missionaries in Tengchow, China, Harry, as he was known, was a precocious and serious-minded child. At the age of five, as a diversion, he delivered religious sermons to his playmates. Later, turning to journalism, which he referred to as a “calling,” he wrote: “I believe that I can be of greatest service in journalistic work and can by that way come nearest to the heart of the world.” His father had devoted his life to proselytizing; likewise, Harry Luce would set people on the highway to truth. Making money was not his goal, as the terms of Luce’s will would later make clear: “Time Incorporated is now, and is expected to continue to be, principally a journalistic enterprise and, as such, an enterprise operated in the public interest as well as in the interest of its stockholders.”

When he was fifteen Luce arrived in America to attend Hotchkiss School. From there he went on to Yale. He was an exceptionally gifted student: he wrote poetry; he became assistant managing editor of the Yale Daily News; he graduated summa cum laude; he was admitted to Phi Beta Kappa; and he was voted “Most Brilliant” in his class. Harry Luce was most likely to succeed.

In the early 1920s, while he was working as a reporter at the Baltimore News, Luce, together with a former classmate from Yale, Briton Hadden, decided to start a weekly magazine called Time. A summary of the world’s most important news, it would run articles of no more than four hundred words, or seven inches of type; it would also deal “briefly with EVERY HAPPENING OF IMPORTANCE,” as Luce and Hadden explained in their prospectus. Unlike the Literary Digest, an existing summary of the news, Time would have a clearly defined point of view: “The Digest, in giving both sides of a question, gives little or no hint as to which side it considers to be right. Time gives both sides, but clearly indicates which side it believes to have the stronger position.”

In early 1923, having raised $85,675 from seventy-two investors, Luce and Hadden published their first issue of Time. Only twenty-eight pages long, the entire issue of volume 1, number 1, dated March 3, 1923, could be swallowed and digested in thirty minutes or less. “It was of course not for people who really wanted to be informed,” sniffed W. A. Swanberg in his definitive 1972 biography of Luce. “It was for people willing to spend a half-hour to avoid being entirely uninformed.”

Those who worked for Time were rewrite men whose job was to shrink and condense articles from The New York Times and New York World, transforming them into “Timestyle,” the quirky prose for which Time became famous (or infamous). Together the men invented neologisms—telescoped words like “socialite,” “cinemaddict,” and “guesstimate,” for example. They also revived arcane terms such as “tycoon” (Japanese for “great ruler”) and “pundit” (Hindi for “learned man”). Deeply in love with adjectival phrases (“To Swanscott came a lank, stern Senator, grey-haired, level-browed”), Luce and Hadden claimed they’d been influenced by Homer’s Iliad with its inverted syntax and double-barreled epithets (“white-armed Hera” and “grey-eyed Athena” and “horse-breaking Trojans”).

Time was pilloried by intellectuals. Parodying Timestyle for a 1936 profile in The New Yorker, Wolcott Gibbs wrote: “Backwards ran sentences until reeled the mind…. Where it will all end, knows God!”

In 1929, just as Time was becoming successful, Hadden died of a streptococcus infection, and Luce took over, borrowing money to buy Hadden’s share of their company. He was thirty-one years old. Before long, Hadden would be a footnote in the history of Time Inc.

With a circulation approaching three hundred thousand, Time was now sufficiently profitable that Luce could afford to expand. Determined to spread his “fantastic faith in the industrial and commercial future of this country,” Luce launched Fortune in 1930. Six years later, in late 1936, he introduced his most spectacular success, Life magazine. Its purpose: “To see life; to see the world; to eyewitness great events; to watch the faces of the poor and the gestures of the proud.”

Within hours of its arrival at newsstands, Life was sold out all over the country. Struggling to find enough coated paper to meet the demand, Luce couldn’t publish enough copies. Even he had never imagined Life would be so popular. After just four weeks, Life’s circulation was 533,000; no magazine in American history had passed the half-million mark so quickly.

Sports Illustrated would come next. In contrast with Life, however, Sports Illustrated was not an immediate success. Launched in 1954, when spectator sports were looked down on as fodder for the working classes, Sports Illustrated was ahead of its time. But Luce was fully committed to his new magazine. Before long Sports Illustrated would broaden the appeal of spectator sports and change the way they were covered.

 

LONG BEFORE SPORTS ILLUSTRATED HAD BECOME PROFITABLE—even before it was launched—Luce had become a media baron. By the early 1940s, one in every five Americans was reading a Luce publication. Company revenues were $45 million. Emboldened by the success of his publications, Luce increasingly turned them into vehicles of political and moral propaganda. Money had never motivated Luce, but power did.

In 1941, decrying isolationism, Luce argued that it was time for America, the world’s most powerful nation, to fulfill its duty to humanity. The twentieth century, he stated famously in an editorial written for Life, was “the American Century.” Americans had to “accept wholeheartedly our duty and our opportunity as the most powerful and vital nation in the world and in consequence to exert upon the world the full impact of our influence, for such purposes as we see fit and by such means as we see fit.”

Luce’s magazines promoted interventionism. They also attacked the New Deal, defended Chiang Kai-shek, advocated an aggressive attack on godless communism worldwide, and encouraged Americans to vote Republican. Luce’s strident voice and his partisanship enraged critics; some people said that he was single-handedly responsible for the cold war. Even his correspondents complained that their reporting was skewed to fit Luce’s worldview, his agenda. Theodore White, Time’s correspondent in China during the 1940s, protested that his dispatches were being willfully ignored. When White reported that Chiang Kai-shek had become a corrupt dictator, Time’s rewrite men and censors in New York had him glorifying Chiang and the Kuomintang. “Any similarity between this correspondent’s dispatches and what appears in Time is purely coincidental,” read a sign posted on White’s office door. T. S. Matthews, an editor at Time from 1929 to 1953 (and managing editor from 1949 to 1953), left after falling out with Luce. Luce, he wrote, “began to entertain the delusion common among press lords: that he could control and direct the enormous influence his magazines exerted on public taste.”

Utterly convinced of the “righteousness” (a word he used often) of his causes, Luce dismissed his critics. “I am a Protestant, a Republican and a free enterpriser,” he declared. “I am biased in favor of God, Eisenhower and the stockholders of Time Inc.—and if anybody who objects doesn’t know this by now, why the hell are they still spending 35 cents for the magazine?”

By the 1960s, Time Inc. had reached its glorious peak. Time had become a staple of the (not entirely uninformed) American middle class. Tall, slender, blue-eyed, gray-haired, thick-browed, Luce (a heavy smoker) influenced every aspect of American life. As his obituary in The New York Times would later confirm, Luce “helped shape the reading habits, political attitudes, and cultural tastes of millions.” At the beginning of the decade, the company moved into the new Time-Life Building at Rockefeller Center, an awesome $83 million, forty-eight-story steel-and-glass skyscraper that reflected the empire Luce had built. The building’s lobby featured shimmering brushed-steel wall panels, an undulating gray-and-white terrazzo floor modeled after Copacabana paving in Rio de Janeiro, and two immense abstract murals, one by Josef Albers, the other by Fritz Glarner. The ground-floor restaurant was designed by Alexander Girard. The eighth-floor auditorium was designed by Gio Ponti. As for the executive floor, where Henry Luce’s office was located, it “proclaims the presence of powers,” a critic remarked at the time: “Sleek, sharp and obviously expensive, these offices achieve the impossible: overstyled understatement.”

Of every advertising dollar spent on consumer magazines in the 1960s, thirty-three cents went to Time Inc. publications. Life, which by that time had a circulation of seven million, accounted for seventeen of those thirty-three cents. In all the American corridors of power, Time was required reading: every Sunday night in the early 1960s, at the personal request of President John F. Kennedy, an early copy of the magazine was delivered by special messenger directly from the printing plant to the White House.


Radiating the confidence of an enterprise that knows its place at the heart of the world, Time Inc.’s culture was based on entitlement and old school ties. Back then, virtually all Time Inc.’ers were male Ivy League graduates; most of them were WASPs. On closing nights at Time magazine, bow-tied waiters served beef Wellington (filet of beef covered with foie gras and wrapped in puff pastry) and chicken divan (sliced chicken breast and spears of broccoli covered with sauce Mornay and baked until golden brown). A well-stocked drinks cart was pushed through the offices, with highballs (whiskey and soda) and French wine for Time’s gentlemen writers and editors, until reeled the mind. On the street, chauffeurs in Carey Cadillacs were waiting to take them home.

Outsiders rarely gained access to Time Inc.’s exclusive club. John Gregory Dunne, who worked at Time from 1959 to 1964, explained how the system worked: “I was twenty-seven when I was hired, and an ignoramus, vintage Princeton ’54,” he wrote in overstyled understatement:


I got my job because a woman I was seeing on the sly, Vassar ’57, was also seeing George J. W. Goodman, Harvard ’52, a writer in Time’s business section…. Goodman, I was informed by Vassar ’57, was leaving Time for Fortune, which meant that if I moved fast there was probably a job open. I applied to Time’s personnel man, a friend, Yale ’49, and was in due course interviewed by Otto Fuerbringer, Harvard ’32, and Time’s managing editor. The cut of my orange and black jib seemed to satisfy him, and the $7,700 a year I was offered more than satisfied me, and so a few weeks later I went to work as a writer in the business section, although I was not altogether certain of the difference between a stock and a bond, and had no idea what “over the counter” meant.




Here and there on the editorial staff you’d find the odd Jew or African American. (Not on the business side, though.) One black writer felt so vulnerable at Time Inc. that he carried a knife to work. The most senior Jew at Time was Henry Anatole Grunwald, an extraordinarily talented editor who’d escaped from Austria in 1938 when it was annexed by the Nazis. Asked whether Grunwald would ever be promoted to the top job, a colleague remarked: “He’s short; let’s face it, he’s fat; and he’s Jewish. Can you see him as a boss of all those WASPs at Time?”

There was really only one boss, one editor, at Time Inc., and it was Luce. Refusing to take the title of “chairman,” “president,” or “publisher,” Luce referred to himself as “editor in chief” of Time Inc. (The editors of the individual magazines were known as “managing editors.”) Luce’s first responsibility was not to his shareholders; his title made that clear. His company’s mandate was to educate and serve the public—the millions of readers who were being shown life and the world and great events through Luce’s eyes.

To make ends meet, someone had to sell advertising, of course; but moneymaking was undignified. In the words of one executive, the people working on the business side of Time Inc. were “galley slaves.” Control was in the immaculate hands of editors, who were all-powerful and infallible. In Lucean terms, they represented “the Church,” to which “the State” (the publishing or business side) deferred. “The managing editor of a Time Inc. magazine,” Luce once remarked, “comes as close as anything in America to being a czar.”

When Harry Luce died on February 28, 1967, just short of his sixty-ninth birthday, Time Inc.’s revenues were $600 million. At his death, he beneficially owned 1,012,575 shares of Time Inc. Representing 15 percent of the shares outstanding, Luce’s stake was worth $109 million and paid an annual dividend of $2.4 million.

Luce’s funeral was held on March 3 at the Madison Avenue Presbyterian Church, where he had worshipped since 1924. Among the eight-hundred people present that day were former vice president Richard Nixon, New York governor Nelson Rockefeller, and Barry Goldwater, the former senator and presidential candidate. The church was filled with 140 floral arrangements; a cross of white flowers was sent by General and Mrs. Dwight D. Eisenhower. In a public statement, President Lyndon B. Johnson declared: “Henry Luce was a pioneer of American journalism.” To commemorate his death, Luce’s photograph appeared on the covers of both Time and Newsweek.

 

FOR A FEW YEARS AFTER HIS DEATH, THE COMPANY HENRY LUCE had built remained unmistakably his. It was high-minded, self-righteous, and Protestant; it was also insular.

Imitating the gestures of the proud, Time Inc.’s editors still took it upon themselves to dictate the course of national affairs. Here’s a telling anecdote. During the 1972 presidential campaign, editorials in Time and Life suggested that Richard Nixon’s vice president, Spiro Agnew, was not fit to be president. In response, Agnew invited Hedley Donovan, Time Inc.’s editor in chief, and Henry Grunwald (who after Luce’s death had, after all, been named managing editor of Time) to the Executive Office Building for lunch. The editorials had been unfair, Agnew objected. Why, Life had said he was not intellectually qualified to be president! “My I.Q. happens to be 130,” Agnew asserted. “And in any case, is it for Time to decide who is qualified to be President?”

Donovan, looking Agnew in the eye, replied matter-of-factly: “First of all, Mr. Vice President, you work for us. You’re a public servant. The reason we say these things about you is that we believe they are true. You are not qualified to be President, and we have a responsibility to tell our readers.”

Time Inc.’s editors had always been arrogant, but now they were increasingly out of touch. By the early 1970s, fewer and fewer people cared what Time had to say about anything. The magazine had grown stale. Comparing Time to its biggest competitor, an advertising executive told The Wall Street Journal in 1969, “Newsweek has a fresher feel to it; Time seems rather tired.” Fortune, meanwhile, was losing readers to Business Week, to Forbes, and to The Wall Street Journal. As for Life magazine, it was shut down in 1972, having accumulated $47 million of losses in the previous two years alone. To the horror of Time Inc.’s Brahmins, their once noble company was increasingly being defined by supermarket magazines. Insiders referred to Sports Illustrated, with its annual swimsuit issue, as Muscles or Jock, just as they referred to the company’s new Money magazine as Greed. People magazine was launched in early 1974—“A cross between Women’s Wear Daily and Silver Screen,” observed one insider. Someone else added: “It violates everything Luce stood for. It has no redeeming social or educational qualities whatsoever.”

 

JERRY LEVIN MADE HIS WAY INTO TIME INC.’S PATRICIAN ENCLAVE almost by accident. Time might have reported it this way: To Time Inc. in the early 1970s a clever, ambitious, slight, slope-shouldered, mustached, son of a butter-and-eggs man from South Philadelphia, a Jew, came. “You’ll never make it there,” his father, David Levin, predicted. “Everyone knows they’re anti-Semitic.” But his son Jerry had arrived at just the right moment: Time Inc. had been in decline since 1967, the year of Harry Luce’s death.

Television, not print, had become the great mass medium. An entire generation was being raised on The Brady Bunch, Hawaii Five-O, and Swanson TV dinners with their little compartments. As fate would have it, Jerry Levin wound up in a small, overlooked corner of the Time Inc. empire devoted to television.

In the 1970s, Time Inc. was saved by a minor, almost casual investment in a New York City cable television company—Sterling Communications, founded by Charles (“Chuck”) Dolan. At a time when cable TV was almost unheard of, Dolan had come up with the crazy idea of wiring Manhattan for cable. Because its densely packed skyscrapers interfered with television signals, Manhattan had some of the worst TV reception in the country. It was the perfect market for cable, but still, wiring the city for cable was a huge job. In remote parts of America, cable operators could deliver television to customers by stringing wires on telephone poles. But there were no telephone poles in Manhattan, with the result that Dolan’s Sterling Communications had to dig up streets, snake wires through narrow underground ducts, drag them up and through apartment buildings, and, finally, connect the cable to individual apartments. In the Midwest, cable could be laid for about $10,000 a mile; in Manhattan, Sterling was spending $300,000 a mile. By 1965, having laid just seventeen miles of cable, Dolan ran out of money. That’s when Time Inc. stepped in.

For Time Inc., investing in Sterling was one way to make up for lost time. It was too late to buy or start one of the big networks (the company had missed out on that one), but by getting into the cable business, Time Inc. might make headway in the fast-growing medium of television. Thus in 1965 the company paid $1,250,000 for 20 percent of Dolan’s cable company. At first, the investment looked like a disaster. By 1967, Sterling was out of money again, having blown $2 million wiring no more than thirty-four city blocks. What’s more, few Manhattan residents were willing to pay a premium for clear TV reception; by mid-1967, Sterling had only four hundred customers. Time Inc. had a choice: invest more of the company’s money or lose the whole investment. Guaranteeing a $10 million bank loan for Sterling, Time decided to press on. But even $10 million wasn’t enough. No matter how much money Time Inc. invested, Sterling swallowed it all and then some.


In 1971, just as Time Inc. was ready to throw in the towel, Chuck Dolan had a stroke of genius. Cable television wasn’t just about better picture quality, he recognized; it should be about carrying high-quality programming. Dolan proposed they create a cable network with programming available only to Sterling subscribers who paid an additional monthly fee; in other words, he’d come up with the core idea for Home Box Office, or HBO. In May 1972, once his investors at Time Inc. had given him the go-ahead on HBO, Dolan hired a smart young lawyer named Jerry Levin to help roll out his new pay TV channel. That’s where it started.

Levin had just turned thirty-three. He didn’t know anything about television or about the entertainment business in general. By training he was a lawyer, whose career had started in 1963 at the high-class Wall Street firm of Simpson Thacher & Bartlett. But as Levin quickly discovered, practicing law was not for him “because you were giving advice to people who were really doing something.” Determined to really do something and commit himself to society, Levin thought about joining the Peace Corps or going into politics. Instead, in 1967 he joined an international development company run by David Lilienthal, the charismatic New Dealer best known as the founding director of the Tennessee Valley Authority and, later, as chairman of the Atomic Energy Commission. From Lilienthal, Levin claimed he’d learned “management as a humanist art.” As Lilienthal stated in 1967, management “is based on the capacity for understanding individuals and their motivations, their fears, their hopes, what they love and what they hate, the ugly and the good side of human nature.”

Working for Lilienthal, Levin helped Colombia’s Indians start a business exporting flowers (carnations) to the United States. He also spent a year in Tehran, working on a massive, quixotic project to transform part of Iran’s desert into farmland. As time passed, Levin became more and more convinced that business could be noble, and more, that noble business was his true calling. He could have it all: “I realized that maybe business itself is the highest art form,” he explained a few years later.

On his return from Iran in the early 1970s, Levin started looking for a job in cable television. “I became fascinated with it because the concepts had many of the same principles as the work I’d been doing on massive flood control and electrification,” he said, forcing an analogy between his work in the Iranian desert and the early days of HBO. “There’s very little difference between water, electricity and television.”

With Levin as vice president in charge of programming, HBO was inaugurated on November 8, 1972. That same evening, the eyes and ears of 365 subscribers in Wilkes-Barre, Pennsylvania (the only place to have signed on for HBO) were focused on Jerry Levin as he welcomed them to the new network. Then they were shown a hockey game between the New York Rangers and the Vancouver Canucks at Madison Square Garden (5–2 for the Rangers); that was followed by a screening of Sometimes a Great Notion, starring Paul Newman and Henry Fonda. HBO signed off around midnight. Determined to replicate his viewers’ experience, Levin watched the entire show in a suburban living room set up at HBO’s studio in New York.

Now, having invested more money in Sterling Communications and HBO than it cared to admit, Time Inc. reluctantly converted its loans into equity to become HBO’s sole owner. Chuck Dolan, never having made a penny for Time Inc., left the company. In late 1973, with Dolan gone, Jerry Levin was promoted to president of HBO for one good reason: According to Time Inc.’s then CEO, Andrew Heiskell, “he was the only one who understood it.” That wasn’t an understatement. In the geography of Time Inc., cable TV was a third world nation; it was a business run by upstarts who knew nothing about Lucean ideals or chicken divan and who depended on huge subsidies from its parent company. In the view of just about everyone at Time Inc. except maybe Levin himself, HBO was a hopeless proposition.

Just to break even, HBO needed at least 225,000 subscribers, but by the end of 1974 barely more than 50,000 had signed on. Worse, the cost of reaching new subscribers was growing exponentially. HBO’s signal was transmitted by primitive microwave relay towers; depending on the terrain, the towers could be spaced no more than twenty to thirty miles apart. The only way to reach additional subscribers was to build one microwave tower after another—slowly, inefficiently, and at great expense. Apparently, no one at Time Inc. had thought through the absurd business of multiple towers. “When it was first brought to me, we talked about microwave towers as the transmission process, but we never thought about how we were going to get to the Midwest, much less to California, in order to become a national business,” Heiskell admitted. “If we had thought about how impossible it would be, we would never have started it. If I had finished Harvard Business School, I might have known enough never to start HBO at all.”

We have reached Jerry Levin’s moment of greatness. To save HBO, Levin argued in 1975, Time Inc. would have to distribute its programs by satellite. In itself, the idea wasn’t new. Satellites could be used to bounce around TV signals; people in the industry knew that, just as they knew that their future would one day depend on satellites. Some 22,300 miles above earth, Western Union’s Westar, the nation’s first domestic communications satellite, was already in orbit. RCA’s Satcom satellite was about to be launched. But so far no one had been daring or foolish enough to send TV signals via satellite; the cost would be prohibitive. Communications satellites, with their limited capacity, had been designed for simple voice and data transmission, not video. With its death notice all but written, HBO seemed an unlikely candidate to make the first move into satellite TV.

Somehow (no one remembers the details exactly) Levin convinced Time Inc. to spend the then immense sum of $7.5 million to be a pioneer in the TV distribution business. On September 30, 1975, HBO became the first TV network to broadcast its signal by satellite, relaying all the way from Manila the most anticipated sporting event of the year: Muhammad Ali’s heavyweight title defense against Joe Frazier. It was, Levin would later remember, “an electrifying kind of experience.” Whereas the big three broadcast networks would have to wait a day or two until tapes of “The Thrilla in Manila” could be flown in from the Philippines, HBO subscribers had watched the fight as it happened, live, all fourteen dramatic rounds of it, as though they were part of the frenetic crowd at the Philippine Coliseum.

In response to HBO’s fantastic achievement, Time Inc.’s stock price shot up. News of the amazing satellite broadcast made the front page of The Wall Street Journal. Single-handedly, it seemed, HBO had revitalized Time Inc., which, with the exception of People and Sports Illustrated, seemed all but moribund. “It was sort of a turning point for me and maybe Time Inc.,” recalled Richard “Dick” Munro, who as head of Time Inc.’s video group at the time was Levin’s boss. At a meeting with analysts at the Harvard Club that year, almost every question was directed to Munro: “Suddenly the whole meeting began to be HBO-oriented. Magazines were ignored. Everybody was looking down the table at me. I didn’t know a hell of a lot, but I was the only one who had any idea of what they were talking about—satellites, dishes.”

Who could have predicted it? To Time Inc. came the thirty-five-year-old Jerry Levin. Satellites, dishes, cable TV, wires, and connections—they were the future of Time Inc., and Levin was in charge of it. From then on, he would be known as Time Inc.’s “resident genius.” Andrew Heiskell, who at one time had called Levin “a snake-oil salesman,” switched to hyperbole: “Levin is our resident genius—there is only one at Time Inc., and it is he,” he pronounced. Around the office, speaking to no one in particular, Heiskell was heard muttering: “There is no one like Jerry Levin.”


Levin believed it. He was the genius of the place, the tutelary spirit of Time Inc., inspired to put HBO on satellite. It was a moment of greatness Levin would never recapture.

 

IN 1907, JERRY LEVIN’S PATERNAL GRANDPARENTS, SAMUEL AND Anna (née Fraler) Levin, arrived in the United States from czarist Russia, part of a huge wave of Jews fleeing the pogroms. Back in Russia, Samuel had been a broom maker, according to information he provided for the 1910 U.S. Census. Soon after arriving in America, he opened a dairy shop at 2344 South 7th Street in South Philadelphia; in honor of his wife, Anna, the shop was called A. Levin Butter & Eggs. Yiddish was the couple’s native language, the census taker noted. Samuel could read and write, whereas Anna could not.

Eleven years after coming to America, Samuel Levin died in the flu epidemic of 1918. He left his wife, Anna, age thirty-two (who couldn’t speak English); three children between the ages of five and nine; one infant; and, according to his estate filing, “goods, chattels, rights and credits” worth $1,000, plus real estate valued at $100 after “encumbrances.” Living with her four young children on the second floor of A. Levin Butter & Eggs, the newly widowed Anna took charge of the store. Her eldest son, David, then nine years old, became the part-time delivery boy, carrying packets of eggs and butter to customers after school. Every day for the next fifty-two years, until he retired in 1970 at the age of sixty-one, David Levin, Jerry Levin’s father, would report for work at A. Levin Butter & Eggs in Philadelphia.

When he was in his late teens, David Levin met his future wife, Pauline Shantzer. He may have been paying a bill that day, or he may have been buying eggs for the store. In any case, he found himself at the New York Creamery Co., a Philadelphia dairy wholesaler on South 8th Street owned by Joseph Shantzer. That’s when David met Pauline, Shantzer’s niece and bookkeeper. Born in Romania in 1909, Pauline had arrived in America that year with her parents, Simon Shantzer and his wife, Rebecca.

After a brief courtship, David and Pauline were married in July 1928. They were nineteen years old. Having finished high school, David was working full-time as a butter-and-eggs man. Pauline, whose formal education ended after junior high school, earned some money teaching piano. In 1929, she gave birth to their daughter, Marilyn. In 1932, in the depths of the Great Depression, the couple took out a $3,000 mortgage, payable in monthly installments of $7.50, on a row house at 720 Copley Road, Upper Darby, a working-class suburb of Philadelphia, where some of Pauline’s relatives had settled. It was there that Gerald Manuel Levin was born on May 6, 1939, four years after the birth of his brother, Samuel. By then, their sister, Marilyn, was in an institution; she was retarded, it was said, though details of her condition remain vague. The subject of Marilyn was off-limits in the Levin household. Jerry Levin remembers seeing his sister only once, institutionalized, “in grotesque circumstances.” She died in 1945.

The family residence at 720 Copley Road was unremarkable, a modest two-story row house with a porch and a small (eighteen-by-twenty-foot) front yard. Nonetheless, it was a step up from the teeming tenement buildings of South Philly. For the most part, immigrants didn’t settle in Upper Darby. Nor, for that matter, did Jews. In a town of twenty-three churches (eighteen Protestant, five Catholic) and not a single synagogue, the Levins were one of a handful of Jewish families in Upper Darby. “Jew boy” is how Samuel Levin, Jerry’s older brother, recalls being taunted by his Upper Darby neighbors.

The Levins were not especially religious. David Levin had been raised in an Orthodox home, and early in his marriage he and the children worshipped at an Orthodox synagogue in South Philly, not far from A. Levin Butter & Eggs. His wife was less observant. David was strictly kosher, separating meat from dairy and avoiding pork and shellfish (and other foods prohibited in the Bible), whereas Pauline would sneak the boys out for bacon-lettuce-and-tomato sandwiches. By the mid-1940s, David stopped going to Orthodox services altogether; instead, the family attended high holiday services in Upper Darby, where, shortly after World War II, a Conservative “synagogue in formation” was founded. Held variously in homes, above stores, in restaurants, and in churches, services were conducted by visiting rabbis.

The Levin household was structured. There were music lessons (cello for Samuel, clarinet for Jerry) and day-to-day chores. Every hour and every dollar were carefully accounted for. Clothes were passed down to Samuel from his cousins, from Samuel to Jerry, and from Jerry to other cousins. “My father was European,” explained Samuel, which is to say he was strict and old-fashioned. “He ruled the roost. My mother followed his orders.”

Evenings, Pauline would play classical music on a small upright piano in the living room. On weekends, the family often got together with relatives. Between them, Pauline and David Levin had ten brothers and sisters, all of whom had children of their own. The boys played games with their cousins. With Pauline at the piano, the women sang songs. Later, after dinner was served and the women washed up, the men would play cards or shoot craps.

Occasionally, as a special treat, David Levin would take his young family to the local Hot Shoppe, a drive-in fast-food chain where “running boys” delivered ice-cream sundaes and milkshakes on trays that clipped onto the windows of the family’s 1941 Chrysler. David loved newfangled gadgets. He was one of the first on his block to get a 45 rpm record player. After the war, when television was still a novelty and programming limited to a few hours a day, he splurged on an RCA Victor television receiver, a $226 tabletop model with a seven-inch screen enlarged by an attached magnifying glass. Once a week, Samuel and Jerry Levin watched The Howdy Doody Show.

The boys’ fondest childhood memories were of Camp Kweebec in Schwenksville, Pennsylvania, a coed summer camp they attended for more than a decade in the 1940s and 1950s. Less than forty miles northwest of Philadelphia, Camp Kweebec might have been in another country; that’s how different it was from their home. At Kweebec, Jerry Levin discovered his love of acting: he played Billy Bigelow in Carousel and Curly in Oklahoma! He learned to ride horses and build campfires. And he met a girl named Carol Needleman, who would later become his wife.

In 1951, when Jerry was twelve, the Levins sold their row house in Upper Darby for $8,000 and moved to Overbrook Hills, a solidly middle-class neighborhood in Lower Marion on Philadelphia’s Main Line. They paid $26,500 for a two-story brick house at 150 Trent Road. It had a nice wide yard and a finished basement. As Samuel Levin put it, it was “a big step up,” so big that David Levin had resisted the move. For one thing, he was nervous about financial pressures; for another, by personality, he resisted change. But his wife and children were eager to move to a bigger house in a better neighborhood, and finally they wore him down.

To cover the mortgage on the new house, David Levin worked punishing hours, spending twelve to fourteen hours a day, often seven days a week, at A. Levin Butter & Eggs. His mother, Anna Levin, had retired. And though his youngest brother, Benjamin (“Benny”), and a delivery boy named Abe now worked for him, David rarely left the store. On weeknights he’d come home long after his boys had eaten dinner, sometimes after they’d fallen sleep.

Jerry admired his father. But it was his grandmother Anna whose influence he felt strongly. Anna Levin doted on Jerry; she was confident that the future would be his, that the world lay before him. “I was close to my parents, but my grandmother was the matriarch,” Jerry Levin recalled. “She had great aspirations for me. She was very loving and thought to an extent that went beyond reality that I was bright and good-looking, and she wanted me to be the president of the United States or something like that.”


Anna’s instincts were sound. Even as a young boy, Jerry Levin showed self-discipline and self-control. He was a prodigy. When Levin was ten or eleven, he told me (and almost everyone else who has ever interviewed him), the rabbi in Upper Darby failed to show up one day; whereupon the gifted young boy took the rabbi’s place, leading the service in Hebrew. And all who heard him were astonished at his understanding. “Jerry was very studious,” recalled his brother, Samuel. “He was a very serious-minded individual and an extremely good student. He got straight As in everything. I, on the other hand, was a B student.” At every school Jerry Levin attended, he graduated at or near the top of his class. “In terms of personality, I was more outgoing and a bit of a troublemaker,” Samuel added. “Jerry was not that way at all. He always did what he was supposed to do; he was really a very, very good child.” Jerry concurred: “My brother was wild, and I was very quiet and never got into trouble.”

At Lower Merion High School, where he graduated second in his class, Jerry Levin was named to the Honor Society. He was one of the year’s “Outstanding Students,” according to the school’s 1956 yearbook, where his activities are cataloged: member of the Spanish Club and the Photography Club, president of the Thespian Society, “literary associate” of the yearbook, baseball player, and more. As well, there’s a photograph of Levin playing District Attorney Charles Montgomery Flint, the lead role in Ayn Rand’s drama of 1933, Night of January 16th; good and evil merge in her plot, and it’s hard to tell truth from fiction.

Like many graduates of Lower Merion High School, Jerry Levin’s older brother, Samuel, attended Temple University in Philadelphia. Jerry was exceptional, though, and everyone knew that. “When I met Jerry, he was sixteen going on forty-seven,” recalled his first wife, Carol Needleman. “He had this maturity and sense of self.” Levin attended Haverford College in Haverford, Pennsylvania, a small (480-student) all-male liberal arts school founded by the Quakers. “At the time, Haverford was one of the most difficult schools to get into,” Samuel explained. “You had to be A-plus number one to get in. In suburban Philly, where we lived, it was the place to go. It was a big deal. It was very, very prestigious.”

Haverford was unlike anything Jerry Levin had ever known. For the first time, he was intellectually challenged. He studied philosophy, modern literature, and religion. Intoxicated by the world of ideas, he absorbed them all. Majoring in biblical studies, he first considered becoming an academic. “He was disciplined beyond any normal standard,” recalled George Parker, a classmate of Levin’s at Haverford who was dazzled by him. Forty years later, Parker would say: “I think the world of him—I just think the absolute world of him. I’m awestruck by him and honored to have had him as a friend.”

Encouraged to think in new ways, and surrounded by creative young men with nimble minds, Levin began to regard his background as embarrassingly parochial. How restricted his life had been! Slowly Levin was rejecting the world of Judaism and embracing something called universalism: everyone would be saved. The more he read, the more he was drawn to Haverford’s Quaker ethic—its emphasis on humility, industriousness, and moral purity, for example. “The symbol of Jesus—the notion of humility, ego submersion, the meek will inherit the earth—became so powerful to me that, although I was first in my class, I refused the award that went with it,” he later said. “To this day I’m not sure why, but I also burned every paper I wrote in college, including my honors paper, on the theory that no one needed to applaud it or read it.” Quakerism, Levin noted, “endowed me with a moral certainty about certain things that I carry to this day.”

One book, Albert Camus’s bleak existentialist novel of 1942, The Stranger, made an indelible impression on Levin. He’d read it first in his sophomore year at Haverford; then he kept reading it. The plot of the novel is straightforward: An ordinary young Algerian named Meursault kills a man for no apparent reason and is condemned to death. The absurdity of the trial is central to Camus’s novel. Meursault is detached, memorable for his lack of guilt and his inability to express human emotion. When his girlfriend asks him if he loves her, he writes clinically, “I answered the same way I had last time, that it didn’t mean anything and that I probably didn’t.” The Stranger was the catalyst for Levin’s first great epiphany—in his words, “that humankind’s fate is to rally against injustice but that the universe is indifferent.”

Identifying with Camus’s protagonist in The Stranger, Levin saw himself as a detached observer, misunderstood, helpless in the face of an absurd universe. “It just resonated,” Levin said from the depths of his human predicament. “That we impute meaning and purpose to things that are totally adventitious or accidental; that there is no God; that there just is; that there’s no life after death. It was a pretty bleak philosophy, but it became my philosophy.”

When Levin came home from Haverford during holidays, his parents were shocked by his transformation. His mother resented his new philosophy, perhaps because it implied contempt for her beliefs. She had hoped that her son would become a rabbi. But now, recognizing that religion was nothing more than an excuse for evading one’s own liberty, Jerry Levin turned his back on Judaism. “She thought that my mind had gotten poisoned by all this stuff, and she never quite understood it,” said Levin.

When he graduated from Haverford in 1960, Levin was named class valedictorian and elected to Phi Beta Kappa. Newly married to Carol Needleman, the girl he’d met back at Camp Kweebec, and with his first child on the way, Levin decided to pursue a practical and lucrative career. In 1963, he graduated first in his class at the University of Pennsylvania Law School.

By the time he entered his new situation at Time Inc. ten years later, Levin had cut most of his ties to the past. He was detached, literally, having left his wife and three young children in 1970. Two months after his divorce, he married a woman from Kansas named Barbara Riley, who had worked as a secretary for David Lilienthal’s international development company. Jerry Levin was starting over.
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BY 1980, THE MOST POWERFUL MEN IN THE TIME-LIFE BUILDING were accountants, lawyers, and MBAs. That year, for the first time, Time Inc.’s video group, comprising HBO and various cable systems, made more money than all the company’s magazines put together. Two years later, in 1982, the video group was responsible for an astonishing two-thirds of Time Inc.’s total profits. It was hard to believe, but there it was: Time Inc.’s most important assets no longer depended on Henry Luce and his legacy. Time, Fortune, Sports Illustrated, and People were good, steady businesses, but compared to cable television and its enormous potential for growth, Time Inc.’s magazines seemed doomed.

In 1980, Dick Munro, who had been running the video group since the early 1970s, was elected Time Inc.’s new president and CEO. Now, with Jerry Levin succeeding Munro as its head, the video group was all-powerful. Cultures clashed at Time Inc., with people on the magazine side accusing people in the video group of being “market oriented.” In other words, they intended to make money. “Compared to Time Inc., we’re overly aggressive and overly arrogant,” a video group executive admitted. “Publishing is more gentlemanly.”

In the days of Henry Luce, editors were gentlemen, and Time Inc. was high-minded. By the 1980s, however, America was moving into a new age. Wall Street now controlled corporate America, and Wall Street demanded efficiency (which may have been inseparable from aggression and arrogance). The traditional employment contract—loyalty in exchange for lifetime employment and a gold watch—no longer made any sense. Hundreds of thousands of workers were fired. From now on employees would be self-sufficient, responsible for their own future. Ruthlessly, costs were cut. Companies that didn’t or couldn’t adapt became targets for corporate raiders. The economy was on speed. It was the age of corporate raiders, yuppies, insider trading, leveraged buyouts, junk bonds, limousines, cocaine, Bright Lights, Big City, Michael Milken, and Ivan Boesky.

Luce’s handpicked successor, Andrew Heiskell, retired in 1980, just in time. In many ways he was the last gentleman of Luce’s Time Inc. Heiskell was tall (six feet five and a half inches); he was cultured (a member of the board of the New York Public Library); and he was international (born to American parent in Naples, raised in Italy, Switzerland, Germany, Austria, and France, and fluent in three languages). “When I became chairman, I didn’t know what a balance sheet was,” he once said, suggesting that the world of finance was slightly beneath him. Heiskell’s first wife was the glamorous movie actress Madeleine Carroll. His second wife was Marian Sulzberger, daughter of Arthur Hays Sulzberger, publisher of The New York Times. Andrew Heiskell was universally regarded as “urbane.”

By contrast, Dick Munro was a meat-and-potatoes man. A former U.S. Marine and a combat veteran of the Korean War, he’d spent a year in hospital recovering from shrapnel wounds. Having attended Colgate University on the GI Bill, he’d arrived at Time Inc. in 1957, a decade before the death of Henry Luce. Munro wasn’t sure he’d ever met the great man (“I can’t recall ever shaking his hand,” he said). He disliked traveling abroad. When forced to cross the Atlantic, he’d bring along jars of peanut butter. “He is a man who has absolutely no interest in food or drink, who confuses Château Margaux with Château Gallo, or for that matter with cream soda,” said Heiskell, who was charmed by Munro’s lack of pretensions.

Munro was thoroughly likable, someone who boasted of never having eaten fish, as though fish eaters were soft or un-American. He was a populist, working in shirtsleeves and more at ease with Time Inc.’s elevator security guards than with its senior executives. He was modest and self-effacing. From the perspective of Time Inc.’s directors, his greatest contribution was his success with the video group: Munro had built the company’s most profitable division.

But despite his admirable qualities, or because of them, Dick Munro was not suited to run a major public company in the 1980s. For one thing, he wasn’t good at big strategic thinking. And complex financial models made him nervous; he couldn’t always grasp them. After all, when he’d arrived at Time Inc. in the gentle 1950s, the emphasis was not on numbers and charts. “In those days,” he recalled, “all you had to do was add and subtract. Almost no one ever heard of a balance sheet. Business then was all profit and loss.”

To compensate for his lack of financial sophistication, Munro was forced to rely heavily on his two former lieutenants in the video group—Levin, and Nick Nicholas, a Harvard MBA and a mathematical wizard. Born in September 1939 and descended from Greek immigrants, Nicholas had arrived at Time Inc. in 1964, fresh out of business school. Quickly he proved to be a sharp and focused turnaround artist, dedicated to the bottom line. He was unsentimental, tough-minded, and very ambitious. He was not self-effacing. Before long, Nicholas and Levin were widely regarded as Time Inc.’s most promising young executives. “They were my protégés,” explained Munro.

Levin was the big thinker, the so-called resident genius who’d put HBO on satellite, and Munro was impressed by him. But despite his considerable intellect, the truth is that Levin couldn’t make money. Carried away by the big idea, he had never mastered the art of turning a profit. Time and again in the late 1970s and early 1980s, Nick Nicholas was dispatched to clean up after Levin, who made one expensive mistake after another. For example, under Levin, the video group lost $35 million on something called Teletext, a service that delivered text news and information to TV sets via cable wires. The video group also lost $87.4 million, an immense sum of money at the time, in one of the costliest failures in Time Inc.’s history—an experiment with subscription television. Then there was TriStar Pictures, a film studio started in 1982 by HBO with CBS and Columbia Pictures. In a startling (but not uncharacteristic) act of shortsightedness, Levin had failed to limit the amount of money HBO would invest in movies made by the studio. No matter how much TriStar decided to spend on its films, Time Inc. found itself on the hook for a third of that sum. By the time the terms of the initial agreement were changed, in the late 1980s, Time Inc. had wasted somewhere in the range of $500 million.

In 1983, Levin and Nicholas were named to Time Inc.’s board of directors. A year later, in 1984, they were made executive vice presidents, reporting directly to Dick Munro, who openly (and naively) announced that he intended to retire by 1990. Suddenly the two forty-four-year-old golden boys, Nicholas and Levin, became rivals, enemy twins, as it were, in the race to become Munro’s successor. Nicholas won and in 1986 was named president and chief operating officer of Time Inc. Levin, by sad contrast, was given the titular position of “chief strategist.” It wasn’t Levin’s only humiliation. Three months after Nicholas’s promotion, Levin was removed from Time Inc.’s board of directors. “I didn’t think Gerald had the balls for the job and I thought Nick did,” explained Munro, adding, “I was proven wrong.”

Levin was devastated. Moping around the place, he appeared to be inconsolable, a broken man in an indifferent universe. At the age of forty-seven, Levin had suffered his first public setback. Nevertheless, if Nicholas thought for a moment that his opponent would pack up and leave, he had misread Levin badly. “The conventional view was, as a colleague put it, that Levin had his eyes on the mountaintops while Nicholas was good at fighting through the swamps,” recalled Henry Grunwald, Time Inc.’s editor in chief at the time. “The reality was more complex. Nicholas was not as tough as he looked, and Levin a lot tougher.”

Patiently, biding his time, Levin stayed the calculated course. His day would come; he knew that. Meanwhile he would position himself as Nicholas’s closest, most trusted adviser. “The reason I didn’t quit was not just because of blind love for the company,” Levin later explained. “There was some unfinished business. It was finding the destiny of the company. I was going to do it.”

 

FOR THE REST OF HIS LIFE, FROM 1980 UNTIL HIS DEATH IN THE summer of 2003, Andrew Heiskell would regret having appointed Dick Munro as CEO of Time Inc. In Heiskell’s view, Munro, or rather his proxy, Nicholas, had destroyed Luce’s great company. “Within a relatively short period of time Munro was not making any decisions of his own but was being propelled by Nicholas,” wrote Heiskell in his memoirs, published in 1998. “After a while I began to wonder, who the hell is Dick Munro? What have I done? A failure. My big failure.”

Indeed, once Nicholas had been made president of Time Inc. in 1986, Munro seemed to be little more than a figurehead. Meanwhile, Levin had allied himself tightly with Nicholas, who regarded his new partner as “his right arm.” Together, under Munro, the two men devised a tough new program for Time Inc. The company would be driven by financial targets, the sorts of targets that in the past had been thought to stifle creativity. “Capital redeployment,” “strategic benchmarks,” and “return on equity”: those and related catchwords now defined the goals of Time Inc. If Wall Street demanded accountability and efficiency, then the company had to be operated in the interest of shareholders, period. Luce’s mission to run Time Inc. in the “public interest” was outdated.

In the view of Wall Street, Time Inc. was in trouble. “The company is perceived on both Wall Street and internally as uncreative, overly cautious, investor-driven, and risk-adverse,” concluded an internal report of 1988. By the late 1980s, the breakup value of Time Inc. exceeded its market capitalization; corporate raiders were circling the company like so many buzzards.

Under Nicholas, Time Inc.’s overriding goal was a return on equity (ROE) of 20 percent, well above the 13.7 percent ROE that Time Inc. had averaged in the 1970s. To meet that goal, underperforming divisions were shut down or, in the case of Temple Eastex and Inland Container, the company’s forest-products divisions, spun off. Hundreds of employees were fired, expense accounts were curtailed, and the company’s airplanes were sold. Even the editors would now be paid according to their magazine’s financial performance.

Inside the company, Nicholas became known as “Nick the Knife” and “Neutron Nick.” Neither epithet bothered him particularly; in his view, Time Inc. needed to be shaken up. “There was no choice,” he recalled. “I just kept saying, ‘Hey, everybody, wake up! This should have been done five years ago, but it wasn’t. So now it’s our job. We’ve got to bite our upper lip and do it.’ And I had the will to do it.”

In the all-out drive to cut Time Inc.’s costs and improve ROE, even Andrew Heiskell was given an ultimatum: Either he’d vacate his modest postretirement office in the Time-Life Building or he’d have to start paying $50,000 a year in rent (he chose to pay the $50,000). What’s more, in an act of iconoclasm that marked a break with Time Inc.’s history, Nicholas removed the official portraits of Heiskell and of Hedley Donovan, who had succeeded Luce as Time Inc.’s editor in chief. “This is not a company that worships deities,” Nicholas stated. “Who is Andrew Heiskell? Andrew was the latest guy to come along. Hedley Donovan was the number two editor in chief. We’re now into number four. Big deal. Give me a break.”

 

BY 1987, NICHOLAS AND LEVIN AGREED ON A STRATEGY: TIME Inc.’s salvation depended on what Levin called a “transforming transaction.” (In the 1980s, just about every company in America equated salvation with making a big deal.) From the perspective of Levin and Nicholas, Time Inc. was too insular, too resistant to change, to transform itself; it needed a catalyst. To quote Levin: “I remember going to one of our strategy sessions…and looking around at the top 75 or 80 people in the company; nearly all of them had been here since they got out of school.” Hiring outsiders wasn’t the solution, he explained: “Time has what we call an immunologic system, and it rejects them.”

In May 1987, Nicholas met what seemed to be his future salvation in the person of Steve Ross, the head of Warner Communications.
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