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The Delphi Deal

~  Why would Rupert Murdoch purchase a relatively small online
service with a mere hundred thousand subscribers?

By Simson L. Garfinkel

¢ were the anly financial play lel,” says a smg
Robert Young, the energetic vice president of
business development al Delphi Imernet Services.
indecd, three of the nation's five major online services -
Pradigy, GEnie, CompuServe — were relatively minor divi-
sinns of large, publicly-owned companies, The fourth,
Amoerica Online, was alrcady pithlic, and in the process of
Leing taken over by one Microsoft founder, Paul Allen. Thal
len Dedphi as the ondy casy play for The News Corporation,
one of the world's largest media conglomerates, 1o gel into
the: ontine services business,
The company that owns T
Guide, the Fox Network, The Boston
Herald, The Times and Sunday
Times of t.ondon, Europe’s Sky
TV, Asia’s Slar TV, and more
than LS$10 billion worth of
other media properties
bought into a proflable and

ungoing concern that

aiready knows the ropes -
thus avoiding the risks and
polenlial embarrassment of a
high-profile debacle similar to
what Sears and LBM sre oxperienc-
ing with a still unprotitable Prodigy
(see Hired 1.6, page 98). Bul whal
. elinched the deal, according 10 lohn
Evans, News Corpls vice president
of developiment, was Delphi's staft.
“They are all exceedingly simart people,” says vans, who
midde the lechnical evaluation of Delphi For News Corpls
flamboyant chair and CECG, Rupert Murdoch.

i 4,

Murdoch's goal
is simple: global
domination

through vertical on i shoestring, and stowly expanded it throughoul Lhe
1980s. Whal Delphi was missing, Evans realized, was
media know-how. “For the masl part, jthey are all] engi-
neers, We have the incdia kaowledge, they have the engi-
neering Knowledge, [Lis a good i

Delphi was also Lhe smallest player io the market - so
small that articles and surveys of online services spoke
about the Big Four and not the Nig Five. Despite the facl
that Delphi was one of the oldest online services, its lack
of capital prevenled il from markeling and expanding as
quickly as ils rivals. In early 1993, the company decided o
do somelhing il bad never done hefore - seek outside (undd-
ing 1o go head-1o-head wilh the enline giants.

integration and
synergy between
competing media.

~ By midsnmmer, Delphi had parlaved ils nnigue position
into offers lor millions of dollars it cash from severai lop-
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Delphis managemenl had put wogether an online service

ticr venlure capital firms, When Delphi initiated discus-
sions with News Gorp., “we were nol Juoking for a buyer”
savs Young. Indeed, the only reason that Delphy had
approachaed News Corp, in the first place, Ynung claims,
was thal they were a large media company,

Soon il became apparent that a deal with News Corp.
waitld bring more than just cash: I wordd grant the anline §
service access 1o one of the largest prodncers of news and E
enteriainment in the world. In addition w ils tremendous
$3.3 billian in newspaper holdings, Murdoch®s empire
inclodes sueh propertics as 20th Centnry Fox, Fox Televi-
ston, and buesk publisher HarperGollins. Deiphi's 150 pub-
lic forums stored on a VAX Clusler in Cambridge seem
insignificand in comparison. An allianee with News Corp,
wonld give Delphi a competitive lever that Prodigy, GEnie,
al CompuServe conld never eygial.

The probletn was choosing which News Corpn praperty
to strike a deal with lirsc: Delphi potentiably wanted to
make deals with them all. After a Tew monlhs of negolia-
lions, News Corp’s negotiators “suggested that we shilt the
poradigm of sur discussinns [from licensing| to ane of
arquisition,” savs Young.

Bul The News Gorporalion is more than just another
hillino-dollary media company. 1L is o copglomerate con-
irolled by a single man - Mordoch - who has a vision far
creating an integrated giohal empire for the prodoction,
distribution, and dissemination of what Lhal cmperor cold-
Llondedly refers to as *copyright.” This vision has atready
Ted Murdoch o purchase or create lelevision stations,
cable hirms, and controlling interests in bwo direct satellie
hraadeasters, The goal is shinple: global dominalion
through verlical integration and synergy helyween compel-
ing medii.

With the sale of all Pelphi stock 10 News Corp. in late
October of 1993, Delphi became another ¢lement in Muar-
doeh'’s vision, joining the ranks of Elak, which has devel-
oped an antomobile-based pavigation system and mapped
mit most ol the roands, streets, and highways in the United
States; News flectronic Data, which plans o offer reser-
vation and news services aimed specifically a1 business
wravelers; and News DataCom, which has developed o
srnarlicard-based serambding svstem for divect broadeast
pay-per-view lelevision, Bot among i1s sisters in Neyys
Corpts News Technology Grong, Delphi is anigne, Fyans
says, 11 having a ready buse of costomers cager 1o lap up
dala from 1he info stream.

Nobady al ¢ither company is willing fo disclose the
terms ot the deal - exeepl to say thal News Corp.
purchascd every share of Delphi’s stock. Joshaa Harris,
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president of New York-based Jupiter Commu-
nications, which fotlows the markel lor
online services, estimales thal News Corp.
“paid belween $3 and $5 million, and proha-
bly the lower part of that, John Evans likes
getling bargain-bascment products”

Delphi got its start in 1983 with a lnnch of’
engineers who were trying 1o sell the world’s
first noline encyclopedia door-to-door. *Obvi-
ously, there wasn't enough [of a markel] 1o
support the business,” says Rusty Williams,

VP ol sales and markeling. In o shoelcather-
saving move thal saivaged the company, Del-
phi swilched markeling technignes and deeid-
ed Lo facns on other online services: cleclronic
conferencing, special-ineres! forums, and
downloadabte soNware.

Since then, Delphi’s emphasis has been
on member-lo-member communicaticn,
Although today’s Lelphi is a galeway to anline
shopping scrvices real-time stock marhel

~quedes, and 67 news wires, the real action is in
the 150 special interest groups. Delphi is the
only major online service that allows ils sub-
seribers o ereate, and controd the inember-
ship of their own special interest gronps, One
of the most popular groups is a forum devoled
to Jimmy Buffel fans,

Dephi leveraged its comununications leeh-
nology by producing “branded” derivalives of
itsclf - Riotech Net, Performing Artist Nei-
work, islernational Bosiness Network, and
others - each designed  create an individu-
alized elecironic meating plice Kr a ditlerent
group of prolessionals, compleie with elec-
renic mail to the outside world and & galeway
1o the rest of the Deiphi services, In Tebruary
1992, Deiphi also picked up Bix, Arte maga-
zine's online service, froin MeGraw-Hill, hron-
ically, says Willinms, the compnier magazine
had decided to abandon its online service and
“focus on print”

Delphi hopes to exploit precisely s experi-
ence in producing and markeling specially
onlinc services as the newest meinlier of the
News Corp. family, For example, says Young,
Delphi can leam up with Fox Broadcasting to
offer vnline serviees specifically targeled to
fans of popular shows like The Sirpsons and
In Living Color, Online forems would lel el
phi’s subscribers communicale directly with
the wrilers, producers, and aclors ol their
favorite lelevision shows.

Onee the necessary bandwidth is available,
such services might include elips from the
shows and backstage 1ours from the sets of
sieeeessiul 20th Century Fox movies like Home
Alone 2 and Alien 7. They might show scencs
eud from the movies, or make available a
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“Dlooper reel” A deal with HarperColiins could
bring the Book-ol-the-Monlh-Cluly oniine,
letting subscribers make sclections electroni-
cally afer reading reviews and excerpls.

Another indangible benefil of the deal conld
be acoess 1o News Corps vast arvay of trade-
marks and copyrighted characiers, I's proh-
ably enly & matler of time hefore Barl Simpsoi
graces lhe sereens of Delphi users, And [1's a
lwo way street; Delphi might erop up in a 20th
Cenmey Fox movie il a director necds to depict
a compuier network.,

Relphi's management also seems commilted
10 Lhe tdea ol Festering viriual communilics, in
marked contrast o the Big Four. For example,
Gilinie acqirired The Souree several yoirs ago,
stul down the service allogether, and forced a
migration of The Source’s nsers o GEnic's
own systemn. Delpbi, in contrast, has kepl Dix
alive with its own unique gronps and user
interface. *Bix is a thriving community in
isell” says Williams, Similarly, while Prodigy's

Having Fun In Flflh Plat Ho

managemaent celines and redefines its censor-
ship policy almost monthly in order 1o main-
tain a “family-oricated” service, Delphi is
comniitled Lo preserving free speceh to the
limit allowexd by federal law - even il thal
means rinning forams thal contain inlamous

pornegraphic treatises such as *Cinddy’s “Tor-
ment”™ and “Cindy’s Revenge”

Nevertheless, Delphi bas some calehing up
1o do, Indeed, wilh a subscriber base estimaled
at hetween 60000 and 100,000 subsoribers
(company officials decline o provide the actn-
al numbers}, Delphi has only ooe twentieth
the subsceibers of Prodigy, And Delphi’s nser
inlerface is shuck in the 1970s, wilh a charac-
ter-oriented menu siruchre that would make
a teletype nser feel right al home. Although

*Williams claims Delphi will have a graphical

user interface ready by next snmer, “they
will stitl be way behind,” says analyst Harris.
“By the end of the vear, AOL, CompuServe,
and Prodigy will have doswnioadable sonnd
and full-motion viden” CompuServe is also
developing multitasking soltware which will
allow users to downtlvad one lile while doing
something else with the command line.
Another big probleny, says Harris, is a round

of nascent indusiry-wide price wars. light
naw, Delphi’s two plans = $10 per month for

Be

four hours of conneel time, or $20 for 20
hours, makes il aonong the cheaper of the _
onling services, bulits limited online services
makes il among the least useful. *You gel
move for your buck from AOL,” says Harris.
“CompuScrve has a maore extensive array of
services. Prodigy is casier o use” 1
U Murdosh’s reputation as a hands-off CEQ
is any indication, Delphi's management will ¥
probably be lel e its own deviees 10 cut deals
with Lthe sther News Corp, propertics. Being
part ol the News Corp. Tamily will make it
casier g approach the olther properties, bulit
won't guarantec exclusive, swectheart deals,
“Ithink it’s a greal deal for them,” says Bob
Smith, president of Inleractive Services Asso-
cialion, o Washington-based trade group. “lt
gives |Delphi] polential resanrces and access
tor an international media company. The
financial jaspects| are certainly bmportanlt, bul
the relatinnships with many of these compa-
nies under the Murdech corporation” will

Dalphi
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The News Corporatic,

60,000-100,000

probably be more valuable in the long run,
Smith says.

Anather thing thal Detphi has going for i is
profilabilily. Although Delphi is small, i is oot
fosing maney, which is likely 1o keepiton
statle grovund as it expands. Muoch ol the
expansian, al least in the short term, will like-
Iy be overseas, owing 10 News Corpls inlerna
lional presence and the lack of overseas com-
pelition. Delphi's Inleraed connection makes
possible for its Eurepean subseribers 1o telnel
to the LIS for next 1o nothing. Nevertheless,
says Willianns, only five percent ol Belphi's
current suhseribers are in couniries other
than the US and Canada.

Delphi will also bave o change its markel-
ing thrust. Lately, the service's main setling
poin has heen low-cost aceess o The Internet.
Hut Internet connectivily s inereasingly a
commeaodily, says Evans. IUis only a matler of
tirne before the other services ofler Welnet, N,
gopher, ikl WALS in addition W simple e-mail
In the *90s, content is where the action will be.
F'or the users of Delpivi, the purchase by News
Corp. may well openup the floodgates. s a w
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