mergers & acquisitions

EMPLOYEE COMPENSATION & BENEFITS
Part 111

In our last newsletter, we discussed employee compensation and benefit plans as
key components of an acquisition strategy. We discussed a number of variables that
must be considered when integrating compensation and benefit plans into merged
companies. We reviewed how
salary and wages affect the
merging of companies. In
addition to analyzing the level of
salary and wages, management
should also note the number of
employees of the merged group.
Severance pay arising from
reduction-in-workforce programs
initiated after the integration may
be a hidden cost that should also
be reviewed. Alternatively,
necessary staff additions may
lower profit expectations.

A review of the acquired
company’s executive incentive
and employee profit sharing or
bonus programs (including
recent payout history) will indicate whether they are consistent with the buyer's
philosophy in terms of participation, award size, performance measures and formula for
payment period. To the extent that they are not in accord with the buyer’s
philosophy or objectives, the buyer needs to balance the potential for morale and
turnover problems if a change is made against the need to conform to the buyer's
philosophy. Additionally, any potential negative impact on productivity or
financial results must be considered.

It is usually more difficult to integrate long-term incentive awards into a buyer’s
program. If, for example, the seller's company stock is involved, how will the reward
opportunities be continued if the acquired company stock ceases to exist after the
acquisition? If immediate vesting and payouts are triggered by so-called “golden
parachutes”, this may materially impact acquisition costs and add to the
complexities of structuring replacement programs. The transaction might also
trigger adverse personal income tax treatment for U.S. or overseas executives,
possibly requiring “tax offset” relief. In addition, the acquisition is likely to take
place during one or more of the performance measure periods. The procedure for
measuring performance and providing for pro rata payments needs to be resolved.
Finally, it should be recognized that the long-term plan will become the key retention
tool for executives, if properly structured.

Executive contracts should be reviewed, particularly if they take the form of
“golden parachutes,” which provide compensation under certain conditions resulting
from a change in control. If the contract makes it easy for an executive to claim
a diminished position and if the size of the payments under the contract are
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editorial

Trucking: Another
High-Profile LTL
Closure; Good for
CNF and USFC

On May 20, 1999, NationsWay
Transport (NW) closed its doors
in yet another high-profile closure in the less-than-truckload
(LTL) sector (ANR Advance Transportation suffered a similar
demise). NW generated $364 million in revenue in 1997,
making it the eighth-largest regional LTL company in the country.
NW was based in Denver, Colorado and primarily served
regional territories west of Denver.

A. W. Ahern, CEO and Founder of Ahern &
Associates, with daughter, Megan.

Good news for regional LTL carriers. NW’s bankruptcy will
benefit Con-Way Western, USF Bestway, USF Reddaway
Freightways and Viking Freight, as these carriers should absorb
almost all of NW’s higher-quality business. American
Freightways could also see a modest upside in freight levels, but
the carrier has very little overlap with NW. However, AFWY could
benefit through potential acquisition of some of NW’s Midwest
terminals and employees, which could facilitate its expansion.

Almost as significant is that NW was commonly viewed as a
heavy rate discounter, which could help the overall rate
environment in the West given that an aggressive pricer is leaving
the market.

Although the potential impact on the industry is almost
impossible to quantify, Morgan Stanley believes it should be
positive. First of all, they think it is pretty safe to assume that
the quality of NW's book of business deteriorated considerably over
the past several years along with the company’s financial health.
Therefore, they estimate that as little as a third, or $120
million of the company’s freight might be at attractive enough
margins for any of the premium regional LTL carriers to consider.
It is conceivable that Con-Way, USFreightways, and Viking
could each gain $20-$30 million in revenue. Assuming normal
margins for Con-Way and USFreightways, this would boost annual
earnings by $0.04 and $0.06, respectively.

NW’s financial health has deteriorated over the past several
years, demonstrating the challenge in running a profitable LTL
operation with a unionized workforce. Since deregulation in
1980, approximately 160 Teamster-represented carriers have gone
out of business, a phenomenon that Morgan Stanley believes is
the direct result of the rise (and market share gains) of faster,
more service-sensitive non-union competitors.
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As background, NW is owned by Jerry McMorris, who is also the
majority owner of the Colorado Rockies. McMorris also owns
Westway Express, a truckload carrier, and SLT Express, which
handles government contracts. The two companies (which are
much smaller players in the industry), remain profitable.
Founded in 1959, NW operated more then 13,000 pieces of
revenue equipment and employed more than 6,000 people.

Assuming Morgan Stanley is correct in their assumption that
only $120.0 million dollars of NW freight was profitable, why
didn't NW down size? Could it be the union wanted to prove a
point? Whatever the reason, the unions actions certainly didn't
help their cause.

Good drivers will find non-union jobs.

Good customers freight will be handled by quality carriers.
Cheap freight shippers will receive rate increases.

The union has lost more members and more dues.

Jerry McMorris will survive.

A job well done!

(Excerpts taken from Morgan Stanley/Dean Witter)

What motivates employees to
stay...or leave

It is an employee’s market due to the booming
economy, and companies are in tough competition to
hire and retain skilled individuals.

Managerial and professional employees cite these
factors as being “extremely” or “very” influential
when deciding whether to stay with their current
employer or move to another...

Job responsibilities. ..........ooeveiiiiiiiii e, 94%
SALAIY ... 89%
Culture and values............coovvviiiiiiiiiiiii e, 85%
Benefits package ..........ovieeuiiiiiiiiiiicieeeieee 83%
Advancement opportuNities..........ccuvvveeeeiieninnnnnnn. 78%
Success/stability of organization................c......... 7%
LoNg-term rewards ..........oceeuuieeeeineieiieeeeiee e 65%
Relationship with their co-workers........................ 64%
Ease of COMMULE .....coovviviiiiiiiii e 56%
Diversity/affirmative action policy .........c............ 26%
Child care considerations .............cccevvvinnneiieninnnnnn. 9%

(Survey of 2,000 managers and professionals by Workforce
magazine, 245 Fischer Ave., B-2, Costa Mesa, CA 92626)



