tage most likely remains at least that
high. If so, it is almost three times the
average profit percentage of the
nation’s largest 100 diversified com-
panies charted by Fortune last June.
Other media giants also own herds of
such cash cows and a few of the
lumbering strays— The New York Tumes,
The Washington Post, the Los Angeles
Newsday, The Wall Sireet Jour-
nal-—produce some Grade A content
But the Newhouse newspapers, where
unions and enterprising journalism
have long been successfully discourag-
ed, are skim milk at best.

Sam Newhouse had better use for
his fat profits than putting out good
newspapers. The court papers reveal
that almost $200 million was kicking
around in the company when he died
in 1979. He liked to keep a lot of
ready cash on hand. Only in four cases
did he borrow money (always from
Chemical Bank) to acquire properties:
The Long Island Press (1932), the New
Orleans  Times-Picayune (1962), the
Cleveland Plain Dealer (1967) and the
Booth Newspapers in Michigan (1976).
For all the rest he paid hard cash, as did
his sons when they plunked down $65
million for The New Yorker earlier this
year.

[ am neither an accountant nor a tax
expert, so | called in one of each to curb
any predisposition on my part to catch
the very rich with their tax returns
down. The CPA, a philosophical soul
who !l’).,l-'drl\ tangles with the IRS in
the high digits, examined the court
papers and said he would be “absolute-
ly astonished if the government lost its
case. For the Newhouses to think that
they could get away with Chemical's
modest evaluations is pure chutzpah
The tax man, a lawyer who relishes
reading the IRS code at bedtime
less colorful language but tended to
agree.

The CPA predicted that the case
would eventually be settled out of

i
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Sam Newhouse had
better use for his fat
profits than putting out
good newspapers. The
court papers reveal that
almost $200 million was
kicking around in the
company till when he
died in 1979.

court since the government generally
prefers to avoid the expense of a trial.
The Newhouse lawyers are on record
as wanting to settle, too, short of con-
ceding fraud. But my tax lawyer sug-
gests that might not prove so easy.
“The government may have decided to

THE NEWHOUSE EMPIRE

Random House, Inc.
Random House
Alfred A: Knopf
Vintage Books
Modern Library
Ballantine Fawcett
Villard Books

Times Books
Pantheon Books

Del Ray Books

Newhouse Newspapers
Birmingham, Ala., News (evening)
Huntsville, Ala., Times (evening &

Sunday)

Huntsville, Ala., News (morning)
Mobile, Ala., Press (evening)
Mobile, Ala., Register (morning)
Mobile, Ala., Press Register (Sunday)
New Orleans, La., Times Picayune
and States-Item (daily & Sunday)
Springfield, Mass., Union (morning)
Springfield, Mass., News (evening)
Springfield, Mass. Republican (Sun-
day}
Pascagoula, Miss., Mississippi Press
" (evening}
Pascagoula, Miss., Mississippi Press

Register (Sunday)

St. Louis, Mo., Globe-Democrat

{morning & weekend)

Jersey City Jersey Journal (evening)
Newark Star-Ledger (morning &
Sunday}

crack down on reflexive undervalua-
tion, the kind that all major estimates
try to get away with. The IRS likes to
use big, highly visible cases like this, in-
volving prominent people, to send out
a message.” Just such a message, in fact
is contained in a new law that, effective
last January 1 p(‘r':ni'n the IRS to
penalize tax undervaluation by up to
30 per cent—without having to show
fraud.

Whatever the ultimate disposition of
the case, my consultants vigorously
agreed that Father Newhouse had not
faced his mortality like a proper,
modern-day capitalist. “Either he didn't
listen to good advice or he didn't seek
it,” said the CPA, expressing increduli-
ty that the founder had permitted
himself to die so firmly in the financial
saddle. Employing any number of
dodges long deemed fitting and legal
by the corporate state, Newhouse
could have reduced the size of his tax-
able estate by millions of dollars. He
could have set up a charitable trust or
two or, better yet, he could have
restructured the company

For example, in the 1960s and 1970s,
when Advance Publications was ad-
vancing double time, he could have
given his sons up to 4.9 shares of the
nonvoting stock and still retained con-
trol of the company. And after he
retired he could have handed over an
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Staten Island Advance (evening &
Sunday)

Syracuse Herald-Journal (evening)

Syracuse Post-Standard (morning)

Syracuse Herald-American (Sunday)

Cleveland, O., Plain-Dealer (moming
& Sunday)

Portland, OTe Oregonian {daily &
Sunday)

Harrisburg, Pa., Patriot {morning)

Harrisburg, Pa., News (evening)

Harrisburg, Pa., Patriot (Sunday)

Booth Newspapers

Ann Arbor, Mich.. News (evening &
Sunday)

Bay City Mich., Times (evening &
Sunday)

Flint, Mich., Journal (evening &
Sunday)

Grand Rapids, Mich., Press (evening
& Sunday)

Jackson, Mich., Citizen Patriot
(evening & Sunday)

Muskegon, Mich., Chronicle (evening
& Sunday)

Saginaw, Mich., News (evening &
Sunday)

Cable Television companies
Metro Vision Inc., Atlanta
New Channels Corporation, Syracuse

Vision Cable Comimunications Inc.,
Englewood Cliffs, N.J.

additional .2 shares of voting stock,
thus giving Si and Donald a total of 51

per cent of the company and lifting the .

whopping control premium off his
estate.

| wanted to discuss these notions and
several others with the brothers, but all
efforts to get through to Si were polite-
ly rebuffed by his secretary at Conde
Nast. By a fluke, I did manage to speak
to Donald. In my search for the
authoritative list of the family’s cable
television holdings. I called his office at
the Newark Star-Ledger. He picked up the
phone himself, so I put the question to
him. “No, | won't tell you what they
are. This is a privately held company
and we don't give out any
information,” he said in a voice that did
not suggest tax(‘s were next on the
agenda.

Beyond the federal government's
nettlesome demands on the Newhouse
family wait some state incursions. Like
mony cost-conscious - citizens before
him Sam Newhouse decided Florida of-
fered the right climate for his golden
years, a place to bask in the Palm Beach
sun and benign estate taxes. He thus
made sure to become an offical resi-
dent of the state—the year that he
died. New York and New Jersey,
where Newhouse lived for almost all of
his 84 years, might well find such
disloyalty wounding when they reflect

on how much money they stand to
lose. Both my consultants agree that
the estate may well wind up with tax
bills from all three venues, which could
boost the final figure.sought from all
quarters to more than a billion dollars.

That is a lot of money, even if you
are the sixth seed on the Forbes 400. In
fact, were the various revenuers to
settle for, say, merely two-thirds of
what they claim to have coming, it's
still a lot of money. To help pay off
such a debt Si Newhouse could chip in
the $2500 he won last week when
named 1985 “Publisher of the Year” by
the Magazine Publishers Association,
but more drastic measures are probably
required.

The most chilling would be to make
the company public. This would raise a
mountain of cash very quickly but it
would also open the books to the
Securities and Exchange Commission
and anyone else who wanted a peek. A
board of directors would start looking
over the family’s shoulder, too, alorig
with a lot of bothersome (and frequent-
ly greedy) outside stockholders, nosy
strangers roaming the Newhouse
preserves for the first time in 70 years.
Bad for control.

As an alternative, Si and Donald
could hold media tag sales periodically,
inviting their fellow barons to stop by
and pick though the merchandise.
They might even find a buyer for Vani-
fy Fair, thus ridding themselves of an
embarrassment even greater than the
tax case. Selling off a unit now and
then would also raise a considerable
cash, but this approach will likely be re-
jected, too; the Newhouses tend to ac-
quire rather than sell things.

In the end, the tax payment will pro-
bably come out of that sacrosanct kitty:
profits. If the hypothetical two-thirds
settlement reached, the estate
would have 10 years to pay the $670
million in annual installments of %67
million plus interest. Robert B. Ladd, a
media analyst at E.F.Hutton & Co., said
this week that a company with $2
billion in revenues could probably
cope with such a yearly bite out of
earnings. But he acknowledged that it
would put a crimp in the Newhouses’
grand acquisitiveness, unless they were
willing to start borrowing heavily.
Such debt, along with severely reduced
profits, could make life quite austere
for toilers on the plantation.

But Si and Donald don't think they
owe anything like $670 million, and
certainly not 9914 million, with its
awkward fraud penalty. Forty-eight
million dollars still seems about right to
them. “We believe that the return we
filed originally was correct and that the
penalty is totally uncalled for,” said
Richard L. Braunstein, one of the
Newhouse lawyers, last week.

Meanwhile, negotiations continue. If
a settlement can't be reached, a trial
will most likely take place next year in
New York. It would be the Talk of the
Town. B
Richard Pollack 1s a press crific and former literary editor
of the Nution whose first novel, “The Episode”, will be
published by New American Library in the fall of 1980,
© 1985 by Richard Pollack, reprinted by permussion of
Harold Ober Associales.
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