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The Steel Crisis and Employee Ownership

virtual sea of ink, much of it red, and much of it in

Ohio, has been spilled in recent months over the cri-

sis in the U.S. steel industry. Since late last year,
four of Ohio’s mgjor steel producers, CSC Ltd., LTV, Repub-
lic Technologies and Wheeling-Pitt, have filed for bankruptcy.
Over the last three years, another 14 steel companies in the
United States have taken similar action. Of those eighteen,
four have since emerged from bankruptcy, five have closed
and nine continue operating under Chapter 11. One of those
that closed was employee-owned.

Like the crisis that
gripped the industry in
the 1980s, the current
crisis has sparked new
interest in employee
ownership as a way to
survive.

Empire Specialty
Stedl, in Dunkirk, NY
filed for Chapter 11
protection in late 1997
and emerged in late
1999 with the employ-
ees, members of the
United Steelworkers,
holding a 44 percent
ownership share.

Employees have
also been exploring
buying specialty bar
steelmaker CSC Ltd., in Warren, OH, which employed 1350.
CSC filed bankruptcy in January 2001, failed to obtain debtor
in possession financing, and the facility is now shut. USWA
Local Union President John Kubilis says the explanation is
simple: “We went down because we lost 35 percent of our
customers to foreign imports.”

The feasibility study commissioned by the CSC employee
buyout group was positive about the viability of the modern-
ized mill, which has a new melt shop and a new caster. The
study found that full employee ownership was not a good op-
tion because working capital requirements were too great, but
partial ownership with an outside equity partner could be a
workable solution. Since then, leaders of Steelworkers Local
2243 have worked tirelessly to get the company back up and
running with support from the state. Even thought the plant is

Y

now shuttered, the search for an equity partner continues.

How Has the Employee-Owned Steel Sector Fared?

During the previous steel crisis, more than a dozen steel
companies and steel industry suppliers were bought by the
employees to avoid shutdown or major job loss. Let's ook at
how afew of them have fared during this latest steel crisis.

Northwestern Steel & Wire, Sterling, IL, became a 59 per-
cent ESOP in 1988. The company flirted with bankruptcy in
1992 and Steelworkers' members were forced to reduce their
ownership stake to 16
percent with the rest
sold to outside inves-
tors. The company
filed bankruptcy again
late last year and isin
the process of closing
aswe go to press.

Erie Forge &
Steel, Erie, PA, a 68
percent ESOP formed
in 1990, aso filed
Chapter 11 in Decem-
ber 2000. But, unlike
Northwestern Steel, it
continues to operate,
making 90 percent of
the propulsion shafts
for the U.S. Navy.
According to CFO
John Fitzgerald, “The company expects to have a reorganiza-
tion plan to the court by July 23.”

Republic Technologies Inc., Akron, OH, filed bankruptcy
in April of this year. RTI is the former Republic Engineered
Steels Inc., acompany that became 100 percent ESOP in 1989
as LTV sought to divest its bar division. In 1994, RESI made
a public offering leaving the employees with a 54 percent
ownership. In 1998, RESI became RTI in a transaction taking
the company private. Although the company is no longer em-
ployee-owned, the employees did well, pocketing about
$40,000 each from a cash-out of preferred shares and the sale
of the company.

Among steel industry suppliers, the crisis led directly to the
1999 liquidation of Bliss-Salem in Ohio, long the flagship of
Ohio employee buyouts to avert shutdown. It also nearly sank

Late-Breaking ESOP Tax News — See pg. 15
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Sharpsville Quality Products, Sharpsville, PA, an ingot mold foun-
dry, as well, although the employee owners succeeded in selling
the company to a private buyer and it continues to operate.

Employee ownership is clearly no panacea in a price col-
lapse. Without employee ownership, however, these companies
would never have made it as far as they did. Even at Northwest-
ern Steel and Wire and Bliss-Salem, the two which closed, em-
ployee ownership preserved jobs for more a dozen years. Wages
and pensions were earned. Local economies benefited. Com-
pany internal performance improved.

But the current problems of the steel industry are not prob-
lems that can be solved at the company level. They are industry
problems; they are external; and they are the result of unfair
trade practices—both those we officially recognize, like dump-
ing, and those we still officially ignore.

We won't be able to ignore them in the future if we are to
retain an internationally competitive economy.

What Has Caused the Steel Crisis?

Some blame the crisis on overcapacity in U.S. factories, in-
efficient operations and high wages. In redlity, the U.S. steel
industry does not even have the capacity to meet domestic needs
if it operates at 100 percent utilization. Second, America’s steel
mills rank right at the top in output per manhour. Third, wages
for U.S. workers are comparable to those in Belgium, Germany,
Japan and Sweden, which used to be major competitors. We
should be proud that American wages are not comparable to
many of our current competitors like Russia, Brazil and Korea.
So, what are the real causes? What should be done about them?

Cause 1: Foreign producers illegally “dump” stedl, that is,
they sell it at prices below their production costs, often aided by
government subsidies when their domestic markets turn sour.
They sell it in the United States, the largest, most lucrative mar-
ket in the world, creating the havoc we' ve been experiencing for
the last three years.

Our mechanisms for dealing with this—industry complaints,
long investigations and hearings, slow rulings and extended pe-
riods for compliance—are too cumbersome to be remotely ef-
fective. We need “fast-track” dumping relief.

Cause 2: There is overcapacity in the global steel industry
when times are bad elsewhere. And they turned very bad in Asia
following the currency crisisin 1997-98; in Russia with the col-
lapse of the ruble and the banking system in August 1998; and
in South America with the Brazilian economic debacle in 1999.
Since their own markets could not support their production,
these countries turned to the U.S. market.

One consequence of these events was a series of currency
devaluations against the dollar. Devaluation is a powerful
weapon in global trade wars. For example, when South Korea

Our mechanisms for dealing with
this are too cumbersome to be
remotely effective. We need
“fast-track” dumping relief

devalued its currency by 40 percent in 1997, its exports to the
United States became 40 percent cheaper. What a competitive
advantage!

Since 1997, every major steel producer in the world has de-
valued its currency against the dollar. These sweeping devalua-
tions are arguably the single most important cause of the misery
the American steel industry has endured in the last three years.
We need to develop an automatic policy of temporary counter-
vailing duties to compensate for such predatory devaluations.

Cause 3: The Federal Reserve System keeps interest ratesin
the United States far higher than European or Japanese rates.
Currently, U.S. banks lend to their best customers at 7.0 percent
(the prime rate). The equivalent rate in Europe is 5.65 percent.
In Japan, it's 1.5 percent. For years, United States interest rates
have been 3-7 percentage points higher than our European and
Japanese competitors. American manufacturers thus have to pay
far higher interest on borrowed money than their counterpartsin
other industrial democracies.

If American steel producers could borrow at Japanese inter-

est rates, none of them would be filing for bank-
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ruptcy. It seems clear that's not in the cards, but
The Emergency Steel Loan Guarantee Act of
1999 authorized $1 billion in federa loan guaran-
tees for this very purpose; that’s the good news.
So far, there have been 14 applications, but only
one has actually been implemented. That's the
bad news. CSC Ltd. in Warren was unable to con-
vert its $60 million guarantee into a loan because
the banks were unwilling to take the risk. We need
to fix this legidation pronto to stop the foot-
dragging by the banks.

Cause 4: Because the industry has shrunk in
employment (one result of massive investments in
modernization), costs for retirees’ benefits have be-
come an increasingly large problem. By contrast,
our European competitors finance those costs from
the public budget, and generally pay for them from
value-added taxes, which they then rebate to export-
ers. Thisis hardly alevel playing field.

National health care would help to level the
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fieldCand improve Americans health in the process. However,
we saw how far that got under President Clinton. At a minimum,
we need legidation to require corporate funding for retiree
health care, asfederal law now requires for pensions.

Cause 5: Most competitive advantages for steel producers
in Third World countries consist of virtually nonexistent occu-
pational heath and safety standards, abysmal environmental
protections and company unionsCwhen there are any unions at
all. Those conditions are bad for workers in those countries and
they are bad for workersin the U.S.

Russian and Ukrainian steel companies, for example, regu-
larly finance operations simply by not paying workers for six to
nine months. You don't need a Ph.D. in economics to under-
stand that not paying employees their wages is a predatory prac-
tice in the competitive global market.

We need a policy of countervailing duties on imports from
companies that maim
and kill their workers,
poison the environ-
ment, and don't pay
their employees to
boot.

General protection-
ism is a costly answer,
but it is what we will
end up with unless we
develop systematic
policies to respond to
the distortions and
predatory practices on
the global economic

playing field.

What's  Happening
Inside the Beltway?
There can be no
guestion that Amer-
icas steel industry is
essential to our econ-
omy and vital to our
national  security.
There is aso no ques-
tion that the domestic

Seelworkers protest, Warren, OH, May 14, 2001

for stainless steel; the other two were for apple juice and
mushr ooms.

On the legidative front, the U.S. Steel Revitalization Act,
sponsored by a majority of members, is being debated in the
U.S. House of Representatives. A companion bill has also been
introduced in the Senate. This measure would legidate a steel
import quota, impose a tax on steel shipments to fund retiree
costs, improve the Steel Loan Guarantee Program and promote
industry consolidation while encouraging the retention of work-
ers and domestic steel production capacity.

The National Steel/Aluminum Retention Initiative

What to do about the political “hot potato” that is the steel
industry is being argued in Congress, in the government’s ex-
ecutive agencies, and in Cabinet meetings with the President.
One by-product of the crisis and the upsurge of interest in em-
ployee ownership is
the Nationa Steel/
Aluminum  Retention
Initiative. Known by
its initials as NSARI,
this program is the re-
sult of the leadership
of Congressman Tom
Sawyer of Ohio. The
program provides ini-
tial technical assistance
to steel and aluminum
companies  exploring
employee ownership.
NSARI can be a valu-
able weapon in the
fight to maintain a vi-
able steel industry in
the United States.

NSARI has sup-
ported the CSC em-
ployee buyout effort,
as well as employee
buyout efforts at two
stedl industry suppliers
in Ohio: Cellcote in
Cleveland and Ther-

steel industry has al-
ready been badly damaged by unfairly traded imports. Once you
lose your steel-making capacity, you can't just snap your fingers
and get it back. Millions of Americans are employed in steel
and related industries and some regions of the United States are
heavily dependent on the health of the domestic steel industry.
Mounting pressure on the President from both the steel in-
dustry and the steelworkers' unions led the Bush Administration
to announce June 5 that it would ask the U.S. International
Trade Commission to begin a Section 201 investigation. If the
USITC, an independent investigative agency, finds that imports
posed a serious threat to the health of the domestic industry, the
President could restrict imports for a period of up to four years.
While a welcome change in policy, it is not a quick fix. It could
take eight months before the industry sees relief. This is only
the fourth time a president has initiated a Section 201. One was

matex in Newton Falls.
Fallout from the steel crisis and bankruptcies has hit such com-
panies hard as well. In al these cases, funding for preliminary
feasibility analysis has been provided through the Rapid Re-
sponse Unit of the Ohio Department of Job and Family Serv-
ices.

NSARI is administered by the Ohio Employee Ownership
Center at Kent State University. To provide support and pre-
liminary technical assistance to buyout efforts in the steel and
aluminum industries, the OEOC has assembled a national net-
work of non-profit and public sector partners with experience in
the employee ownership approach to job retention. The program
also can provide technical assistance to existing employee-
owned companies in efforts to avert shutdown or major layoffs.
Obtain more information by visiting our website: www.kent.
eduw/oeoc/NSARI.htm. oaw
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Thinking Globally, Acting Locally

Subnational strategies to promote employee ownership
John Logue

What are the prospects for employee ownership in the future? Past articles in our continuing series have looked at Louis Kelso's
economic theories, future U.S. legislative prospects, the Mondragon cooperatives in the Basque country, and a collection of bold
new ideas for spreading capital ownership drawn from the Capital Ownership Group (COG), a Ford Foundation online think tank
on broadening capital ownership worldwide. Also drawing on the COG discussions, John Logue focuses on what can be done by

public and private organizations at the state and local level.

roadening ownership is a global issue, but there are
strong reasons why its implementation requires action

at the local or regional level: state and provincial legis-
lative measures can encourage expanded ownership; regional
and local programs are efficient providers of technical assis-
tance to those seeking to implement employee ownership; and
public and private local action can encourage the creation of
collaborative company networks, training cooperatives, and em-
ployee-owned suppliers.

COG's subnational discussion group canvassed existing sub-
national governmental, non-profit and for-profit initiatives, se-
lected best practices worthy of dissemination, and proposed in-
novations in order to promote the expansion of employee own-
ership. This summary looks at what public and private subna-
tional actors can do to promote employee ownership through (1)
state legidation, (2) technical assistance, (3) local actions, (4)
investment funds, (5) company networks, and (6) using the eco-
nomic power of employee-owned firmsin their communities.

Subnational Public Policy

Subnational political units can encourage employee owner-
ship within their jurisdictions. The United States and Canada
have taken thelead inthisarea. In the United States twenty-
eight states have passed some sort of legidation encouraging
employee ownership since 1974. Such measures run the gamut
from policy declarations to substantial financial commitments.
They include tax credits, exemption of Employee Stock Owner-
ship Plans (ESOPs) from state securities regulations, legal rec-
ognition of workers cooperatives, earmarked loan funds and
loan guarantees, interest rate subsidies, funding for or the direct
provision of technical assistance, establishing state employee
ownership centers, and using employee ownership in privatiza-
tion of state services.

New initiatives proposed in the COG subnational discussion
include:

e States could provide tax credits to companies for setting up
more participatory ESOPs with benefits on a diding scale
varying with the percentage employee-owned.

e States can encourage €electrical consumer co-ops in electric-
ity deregulation.

e States can enact legislation giving employees the right to
purchase facilities being shut by companies abandoning that
line of business, or, more aggressively, giving employees

right of first refusal on plants being put up for sale.

e States can enact preferential bidding for government con-
tracts for employee-owned firms, asis done for cooperatives
in France and Italy.

» A preference for employees in privatization can be provided
as Virginia, North Carolina, Russia and some Eastern Euro-
pean countries have done with varying degrees of success.

e Partia employee ownership can be created within some or
most public enterprises by simply paying employees a small
capital wage in stock and underpinning ownership with divi-
dends when the enterpriseis profitable.

e States can require that citizens have partial ownership rights
when companies exploit publicly owned natural resources.
For example, the Alaska Permanent Fund distributes ail roy-
alties to citizens. Why not do the same for other profitable
public services—publicly owned utilities, parking garages,
etc—at the state or local levels when those streams of in-
come are sufficient to be divided?

Technical Assistance and Support Organizations

Organizations which provide information, technical assis-
tance, and training for employees seeking to purchase compa
nies help broaden and deepen ownership. They can be govern-
mental units, not-for-profit organizations, sectoral organiza-
tions, for-profit consulting firms, or national programs imple-
mented locally.

State programs. During the latter part of the 1980s and
early 1990s, seven state employee ownership programs (Hawaii,
Massachusetts, Michigan, New Y ork, Ohio, Oregon, and Wash-
ington) were established. A quasi-state entity—the Steel Valley
Authority—provides similar services on a regiona basis in
Southwest Pennsylvania. These programs focused on outreach
and assistance to union locals in plants facing shutdown and to
retiring owners who might be interested in selling their compa-
nies to their employees. A study of three of these programs—
New Y ork, Ohio, and Washington—found them to be quite ef-
fective in increasing the rates of ESOP formation in their states.

Reviving state programs which have been defunded and cre-
ating new ones is clearly a viable ownership-broadening strat-
egy.
Non-profits. A dozen or so regional not-for-profits promote
employee ownership in the United States, Canada, Mexico, and
the United Kingdom and a number of local non-profits do the
same. |n addition, afew general purpose economic devel opment

Envisioning the Employee-Owned Future
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organizations have devel oped special employee ownership com-
petence.

Generally speaking, single-purpose employee ownership
organizations require a relatively large catchment area; other-
wise they have to broaden their scope of activities beyond em-
ployee ownership to prosper. In smaller states and localities, it
makes sense to train economic development organization per-
sonnel in the appropriate uses of employee ownership.

Sectoral strategies. An alternative to a geographic focusis
a sectoral employee ownership strategy. Several organizations
have undertaken to promote employee ownership in the United
States within particular economic sectors. daycare, homecare,

State and regional employee
ownership assistance efforts
could be multiplied for a tiny
fraction of the cost of Federal
tax expenditures for ESOPs

temporary services, and the steel industry. Other employee own-
ership sectoral initiatives could be encouraged by trade associa-
tions, labor unions, and by the agricultural cooperativesin rural
areas.

Private sector consultants. Private sector consultants out-
number public and non-profit staff specializing in employee
ownership in the United States by perhaps 50:1, and are largely
responsible for the rapid growth of the ESOP sector. Can their
efforts be channeled toward broader and more democratic em-
ployee ownership?

For example, the growing evidence that participatory em-
ployee-owned firms outperform non-participatory employee-
owned companies could encourage lenders to urge participation
to improve debt service coverage and trustees to insist on em-
ployee participation to maximize value for ESOP participants.

An employee ownership extension service. One of the
most successful American innovations in economic develop-
ment is the Agricultural Extension Service. For decades it has
been transferring research results, knowledge and technology
from the lab to the family farm. The Department of Agricul-
ture's rural development specialists already have the mandate to
support cooperative development—including worker coopera-
tives—in rural areas. Creating an extension service for em-
ployee ownership, to supply technical and organizational devel-
opment assistance to smaller firms, could be tested and devel-
oped at the state level; and then spread by Federal matching
funds.

Maximizing leverage. State and regional employee owner-
ship assistance efforts could be multiplied for atiny fraction of
the cost of Federal tax expenditures for ESOPs (more than $3
billion annually in the 1990s). Only $5 million annualy in Fed-
eral matching funds—Iless than 2/10s of 1% of the tax expendi-
ture for ESOPs—would probably lead to the establishment of

20 to 30 state, regional, and sectoral employee ownership pro-
grams that would effectively cover the country.

Action at the Local Level

Why should we limit ourselves to actions by state, provin-
cial, or regional governmenta entities? Much can be done to
encourage broader employee ownership by municipalities, un-
ions, and charitable and religious organizations. Among the pro-
posals made during the COG process:

e Municipa or local economic development authorities can
establish industrial parks for employee-owned companies
and for other high performance companies with joint train-
ing facilities, cooperative day-care and food service.

* Municipa governments can give preference in purchasing to
employee-owned firms as is the case in Northern Italy, aid-
ing the growth of production cooperatives there.

* The Catholic hospital system can use its ingtitutional
strength to replicate New York’s Cooperative Home Care
Associates, creating better jobs and ownership for home
health care aides and improving care for the homebound.

» Local churches can encourage employee ownership through
their purchasing and through social justice work within their
congregations.

» Sde of religious or public hospitals to for-profit chains
could be made contingent on their contracting home health
care, janitorial services, and other services to employee-
owned firms.

e Community foundations, educational ingtitutions and
churches can receive stock from local companies (charitable
contribution at stepped up basis for donor) and create a mar-
ket by selling to employees.

* Unions can negotiate contract language that gives their
members the right to buy facilities put up for sale or right of
first refusal at the time of such asale.

» European and American universities concerned with the use
of sweatshop labor in garments carrying their logos could
require their production in worker-owned businesses, a posi-
tive screen more easily enforced than the current negative
screens.

» A coadlition at the provincial level between traditional coop-
eratives (agricultural, rural electric, mutual insurance com-
panies, credit unions, consumer co-ops, etc.) and the em-
ployee-owned sector has dramatically increased the rate of
cooperative formation in Quebec. (See Luc Labelle,
“Development of Cooperatives and Employee Ownership,
Quebec Style,” Owners at Work, Winter 2000/2001, pp. 1,
17)

Employee Ownership Financing

Should there be special financing institutions for employee
ownership? Opinion is divided. Some feel that it is salutary for
employee-owned firms to utilize market financing sources: com-
mercial banks, asset-based lenders, venture capital funds, and
the bond market. Others argue for a separate financing stream
for the employee-owned sector. Over the years, a variety of

Envisioning the Employee-Owned Future
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public and private financing mechanisms for the employee-
owned sector have been launched with mixed success.

State loans and loan guarantees. In the U.S,, thirteen
states have established loan funds, loan guarantees or interest
rate subsidies specifically for ESOPs or explicitly authorized
the use of state loan programs for ESOP companies. The effec-
tiveness of such programs has varied. Earmarked employee
ownership lending funds have generally been rolled into other
economic development loan funds because these small pots of
money were either underutilized or overdrawn. On the other
hand, both below market interest rates and public sector lend-
ers’ willingness to subordinate their loans to commercial lenders
seems to have played a significant role in supporting employee
purchases of troubled and/or divested
plants and firms. Loan guarantees—
which are very cheap for the public sec-
tor—seem to have been underutilized.

A national bank with a preference
for employee ownership with regional
intermediaries. Since the New Deal, the
agricultural cooperative sector has been
underpinned by specialized Federal lend-
ing institutions. So has home ownership.
The National Cooperative Bank, estab-
lished during the Carter administration as
a specialty lender for housing, consumer,
and worker cooperatives, has begun to
support regional cooperative lending
funds, like the Northcountry Cooperative
Development Fund. They serve as re-
gional intermediaries for the NCB, work-
ing with local borrowers who are too
small to be serviced efficiently from
Washington.

Special purpose local or regional
loan funds for employee ownership.
The Cga Laboral Popular, a financial
institution which is part of the foundation
for the Mondragon cooperatives in the
Basque region of Spain, is a consumer
cooperative—a credit union—with a spe-
cial mandate for investing in worker co-

. . . dragon University.
operatives. With assets in excess of $7 9 Y
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Father José Maria Arizmendiarrieta, founder of the
Mondragon cooperatives, in the courtyard of Mon-

tal’s Churchill ESOP Capital Partners, Keilen and Company's
KPS Specia Situations Fund, and American Capital Strategies.
All together, they have raised about $1 billion from conven-
tional venture capital sources. Each has, however, found itself
doing more non-ESOP transactions than employee ownership
dedls.

Judging from their experience, the employee ownership
market is not big or lucrative enough to be a niche for venture
funds specializing purely in employee ownership.

On the other hand, every venture capitalist wants to exit.
Employee ownership venture funds may create more owners at
the time they sell their equity than in the initial transaction. One
promising idea is to encourage conventional venture capital
funds to consider employee ownership as
an exit strategy. This idea would appear
to be potentialy viable in all countries
with significant venture capital markets.
The rea question is how to educate ven-
ture capitalists about this possibility.

One obvious possibility is to offer a
small tax break.

Regional labor-sponsored venture
capital funds. The Canadians have de-
veloped a very different means of raising
venture capital. Pioneered by the Quebec
Federation of Labor in the early 1980s,
Canadian labor-sponsored  investment
funds use provincial and Federal tax
credits to entice employees to place
some of their retirement savings in ven-
ture funds which anchor capital locally.
Rates of return are comparable to the
historical average for the market, rather
than the 35-40% rates of return sought
by Wall Street venture funds. Quebec's
Solidarity Fund has grown into the larg-
est single source of venture capital in
Canada, and there are labor-sponsored
investment funds in six of Canada’s ten
provinces.

Manitoba's Crocus Fund has added a
preference for employee ownership to its
investment criteria. Crocus is a friendly

e S

billion, it has become one of Spain’s big-
gest financial ingtitutions.

The Cagja Laboral provided the financing to grow the Mon-
dragon cooperative complex from a handful of co-ops in 1959
to its current size of about 25,000 employees in the industrial
sector with sales of more than $3 billion and 26,000 employees
in the retail sector with sales of more than $4 billion in 1999.
Credit unions and mutual insurance companies could be encour-
aged to play the same role elsewhere as the Caja Laboral does
in the Mondrag6n region.

Private sector venture capital funds. Several national ven-
ture capital funds have been created in the United States with a
preference for employee ownership, including Churchill Capi-

investor with the employees, partnering
with employee owners in purchasing or growing employee-
owned businesses, and Crocus's preferred exit strategy is to sell
its equity stake to the employees.

This model could easily be replicated outside Canada, and
several organizations are already seeking to do that. They in-
clude Framtid i Norr, a fund being established by the trade un-
ionsin the north of Sweden, and the Industrial Heartland Invest-
ment Fund in the US. Both are designed as vehicles for union
pension fund investments and for other institutional investors,
rather than for individual pension investments, as in the Cana-
dian model.

An ESOP partnership fund? Existing employee-owned

Envisioning the Employee-Owned Future
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companies could set up their own equity fund to invest in part-
nership with employees in existing and new employee-owned
enterprises. This employee-owned company investment pool
could also become a financial institution for employee-owned
firms more generally, including securitizing the debt of ESOP
companiesto lower interest costs and extend terms.

Building Company Networks

Existing employee-owned firms tend to be islands unto
themselves. One positive step is to associate them as archipela
goes, and to build linkages between them that would strengthen
them individually and as a group. Three different models from
three countries provide evidence that such linkages are produc-
tive.

The Mondragon Co-operative Corporation in the Basgue
region of Spain is perhaps the most outstanding company net-
work in any Western economy. This network of firms owned by
their employees now comprises one of the largest industrial
groups in Spain with more than $3 billion in sales; it is among
Spain’s top ten exporters, selling 47% of its production outside
Spain in 1999. The Mondragdn cooperatives' retail group does
an additional $4 billion in sales; it ranks number three in the
Spanish retail sector. All in all, the Mondragdn cooperative net-
work congtitutes the seventh largest closely held business in
Spain and employs more than 53,000.

The average size of a Mondragén co-op is quite small—
most are less than 500 employees—but the network of more
than 110 firms provides large scale economies for the small en-
terprises, including a common financing source (the Caja Labo-
ral Popular), joint research and development services, a broad
range of joint health and social services, a strategic management
group that can support managers in existing enterprises that are
under strain, and both technical training for employees and a
university-accredited management training program.

Manitoba's Crocus Fund has established its own network to
improve the performance of the enterprises it invests in. To
achieve this end, the Crocus Fund has embarked upon an ambi-
tious program of using networking to do three things. First, it
has a CEO “club” with regular meetings where CEOs of Crocus
investee companies share their experience. Second, it provides
business training for employees. Third, it has developed, with
the University of Manitoba, a management training program for
investee companies that trains managers in high performance
workplace practices.

Ohio’s Employee-Owned Network is a dues-paying associa-
tion of about sixty companies staffed by the Ohio Employee
Ownership Center to provide joint training services. It provides
20 to 24 days of courses to more than 500 employee owners
annually. About half the programs are designed for shopfloor
employees. Other courses are designed for supervisory employ-
ees, those who administer ESOP plans, and managers. One re-
sult is that participating companies learn best practices from
each other and benchmark themselves against each other.
(“Company Networks Improve Performance,” Owners at Work,
Winter 2000/2001)

A recent study found that Ohio Network member companies

systematically outperform other Ohio employee-owned compa-
nies which did not take part in networking activities.

The Employee-Owned Firm in the Community
Individual employee-owned companies can do a great deal
to broaden ownership in their communities.

» Employee-owned companies can use their economic clout to
broaden ownership locally. They can choose to buy from
neighboring employee-owned companies and they can
choose to support the development of additional employee-
owned suppliers. And they can buy local firms and convert
them to employee ownership, through direct ownership or
creating a holding company.

* Well established employee-owned companies with ample
management resources can undertake to manage an incuba-
tor for new employee-owned firms. Such firms could pro-
vide accounting, purchasing, and management support for
recently established employee-owned firms. As these firms
became better established, direct support would shift to
mentoring.

* Many existing employee-owned companies work with local
schools to provide coop jobs, internships, job training, and
apprenticeships. Those school-to-work programs can be ex-
panded by including ownership principles, participation,
understanding business basics, and other knowledge and
skills that create an interest in and basis for broader owner-
ship in the future.

» Existing employee-owned companies can act jointly to cre-
ate local company networks. These networks can share com-
mon facilities, jointly purchase supplies, create employee
benefits like health and dental insurance, or provide other
joint servicesto their employees.

Other possible joint steps might include establishing multi-
employer ESOP plans for firms which use the hiring hall model
for employment, such as construction firms, setting up a market-
ing label for products of employee-owned companies, and es-
tablishing an internet top domain “.esop” for electronic com-
merce as the co-operatives have done with “.coop.”

Dealing with the widening gap in income and wealth glob-
ally clearly requires action at the transnational and national lev-
els. At the same time, we know that most of us live and work in
an entirely different world: that of our company, our local com-
munity, our church, union local and civic organizations or, oc-
casionally, our state or province. There is an astonishing amount
to broaden ownership that can be done by each of us today
where we live and work.

Together, the combination of our small steps can yield large
scale change.

Summaries of the results of the Capital Ownership Group dis-
cussion can be accessed on the COG website (http://cog.kent.
edu) or requested in hard copy from the OEOC, 309 Franklin
Hall, Kent State University, Kent, OH 44242 or by e-mail from
OEOC@kent.edu. oaw

Envisioning the Employee-Owned Future
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ESOP Association’s 9th Employee Owner Retreat

I he ESOP Association’s annual national Employee Owner Retreat will be held near Chicago, at the Indian Lakes Resort in

Bloomingdale, Illinois. It will again be staffed by the Ohio Employee Ownership Center.

The Retreat is athree-day, off-site training seminar, where non-managerial employee owners learn from and interact with
their peers from other ESOP companies. In small groups,
structured exercises, and informal discussions, employee owners
develop new team problem solving skills, become more
knowledgeable about ESOPs and company financial statements,
and gain a new perspective on employee ownership at their
respective companies.

While any employee owner is welcome, the program is
designed primarily to give hourly and salaried non-managerial
employees an opportunity to learn with and from their peers.
Typically these come from outstanding ESOP companies, both
service and manufacturing, where developing a culture of
ownership is considered an important aspect of corporate success.
Participants are often members of the board of directors, ESOP
committees, problem-solving teams, and company trainers.

PAST PARTICIPANTS COMMENTS:

“| think all employees should have the chanceto go
through this; this way they can hear from other
companies and see how they work with ESOPs and make
it work!”

“I learned more this weekend than | ever expected. Now
I can look through our summary plan and actually
understand it!

“It'sagreat experience!”

Sending 2 to 4 co-employees maximizes the effectiveness of the retreat experience.

Recharge their enthusiasm

Do you want your firm’s Meet other employee owners
empl oyee ownersto: Participate more effectively

Better understand ownership

They can do all this and more at the ESOP Association’s 9th Annual

EMPLOYEE OWNER RETREAT

INDIAN LAKES RESORT
Bloomingdale, Illinois
August 3-5, 2001

Chicago Area
20 minutes from O’ Hare International Airport
Training conducted by the
Ohio Employee Ownership Center

SCHEDULE: The Retreat kicks off with registration and a box lunch at Noon on Friday, August 3rd and
concludesat 1 p.m. on Sunday, August 5th.

COST: Membersof the ESOP Association pay $495 for first participant; $375 for additional participants, meals included.
Non-member s of the ESOP Association pay $675 for the first participant and $500 for each additional participant.

LODGING: Cadll Indian Lakes Resort, 630-529-0200 to reserve a $129 room (can be used as a doubl€).

TO REGISTER: Cdll the OEOC, Dan Bell, 330-672-3028.
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Together We Stand Stronger

Employee Ownership and the Cooperative Sector
Paul Hazen

At the OEOC Conference on April 6, 2001, in Akron, Paul Hazen, President and CEO of the National Cooperative Business Asso-
ciation, talked about the shared visions and practical benefits of collaboration between employee-owned businesses and agricultural
and consumer cooperatives. Historical experience shows that helping other companies is often a part of successful employee owner-
ship and that mutual aid contributes to the long-term vitality of the employee-owned sector and the individual firmsin it.

ship sector and the cooperative sector. We have much in

common—we share many of the same goals and many of
the same challenges. There can be no doubt that by working
with your partners in the cooperative sector, you can create new
business opportunities and increase your clout. Our experience
in the cooperative sector has shown that when groups of like-
minded businesses like ours work in partnership for mutual
benefit—no matter how different our individual lines of busi-
ness may be—we can achieve results well beyond our expecta-
tions.

First, let me tell you a little bit about NCBA. We are the
only national cross-industry membership association represent-
ing al types of cooperatives ranging in size from small buying
clubs to businesses included in the Fortune 500. Our members
operate in industries as diverse as housing, healthcare, finance,
childcare, agriculture marketing and supply, energy, telecom-
munications, purchasing, food and consumer goods and serv-
ices. But they have one thing in common—they are all coopera-
tives. As the membership association that links them together,
NCBA's mission is to develop new cooperatives, advance pub-
lic understanding of cooperatives, and protect existing coopera-
tives.

Both employee-owned businesses and cooperatives share a
lack of complete public understanding about what our busi-
nesses are, and what benefits they provide the public and con-
sumers. We can work together to help educate the public, the
media, and our lawmakers about why our unique business struc-
ture matters.

Cooperatives are fortunate in this area because we've been
around a long time and we have tens of millions of members.
But we have a long way to go before the public fully under-
stands cooperatives for what they are—a unique, distinct and
strong sector of the economy. One of NCBA's goals is to make
sure that happens. Unlike the investor-owned sector, the non-
profit sector, or the government sector, the cooperative sector is
based on a foundation of principles and values that focus on
empowering people. To be a member of a cooperative is to be
an owner of that cooperative, either as a worker, a customer, or
asupplier. And that adds value.

Here's one of the many things co-ops and employee-owned
businesses have in common. Cooperatives are all about owning
the solution to whatever challenge the co-op was created to ad-
dress. The role that real people play in producing the products
and services we sell can be a competitive advantage. The same
holds true of employee-owned businesses. Reams of research

I here is a natural aliance between the employee owner-

and polling data
clearly show that co-
operatives can gain a
competitive  advan-
tage by marketing
their cooperative val-
ues and by marketing
the people who stand
behind their prod-
ucts. One farmer-
owned orange juice
cooperative, Flor-
ida’'s Natura, has
trademarked its do-
gan: “We own the
trees. We own the
land. We own the
company.” Its sales
have grown dramati-
caly in recent years
as a result of that
campaign. The same
concept underlies the
credit union market-
ing campaign that
uses the slogan “where people matter more than money.”

They found that the public—your customers—identify with,
and trust, businesses owned and operated by real people. Cus-
tomers feel better about buying a product from someone they
relate to, rather than from some faceless investor. And they rec-
ognize that an ownership culture in any business produces a bet-
ter quality product. Both cooperatives and employee-owned
businesses stand to profit from this. This is one of those areas
where co-ops and employee-owned businesses can collaborate.
We can and should market the value that our unique structure
brings to our products and services. Our businesses are about
people.

Let me tell you alittle bit more about co-ops. If you're from
the country, you probably know about agriculture and electric
co-ops. If you come from the city, you're familiar with food or
housing co-ops. All of you are probably familiar with credit un-
ions.

But there are so many other types, sometimes it even sur-
prises me. Today in the U.S., there are over 48,000 co-ops with
over 120 million members that represent 40 percent of the U.S.
population. Credit unions make up alarge portion of those num-

Paul Hazen, National Cooperative Business
Association.
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bers. In the last five years, U. S. credit union membership grew
from 60 million to 80 million people, in part due to new serv-
ices such as home mortgages, business loans, retirement pro-
grams, and electronic commerce that credit unions can offer.
It's also due to a strong customer belief, borne out by market
data, that credit unions provide better service at a fairer price
than do for-profit banks.

Of course, the 1,000 electric cooperatives—part of the rural
heritage of this country and a mainstay of the cooperative com-
munity—not only continue to provide power to rural areas,
they’ ve launched an innovative campaign to brand the commu-
nity value of consumer-owned electric cooperatives. The brand
is “Touchstone Energy,” and its dogan is “the power of human
connections.” Y ou may have seen their ads on television.

Because those electric co-ops are owned by their customers
and work directly in the community they serve, they provide

In atime when many are also losing
faith in democracy, employee owner-
ship and cooper atives demonstrate to
people that democratic institutions can
still work and deliver tangible results.

quality and service that few other businesses can boast about—
with the exception, of course, of other co-ops and employee-
owned businesses.

Cooperatives also provide new solutions for independent
business owners who too often get squeezed by large corpora-
tions that have greater purchasing power and integrated distri-
bution channels. Today, purchasing cooperatives—some 300 of
which exist nationally—combine the buying power of a large
number of small businesses so they can compete in the market
place. In short, they make the small players big. Purchasing co-
ops now exist for owners of fast food franchises, industrial and
construction supply companies, educational services, small
town pharmacies, and home furnishing stores, among many oth-
ers. Working together, the co-ops owners can negotiate na-
tional purchasing contracts, provide e-commerce opportunities,
and create brand recognition. The well-known company Carpet
One is actualy the Carpet Cooperative of America, a purchas-
ing co-op owned by 800 small businesses. With annual sales
over $2 billion, it is the largest retailer of carpeting materialsin
the U.S. Without purchasing cooperatives, many small busi-
nesses in this country would have gone under years ago.

Of course, agricultureis one of the industries in which coop-
eratives are best understood, producing brand name products
such as Ocean Spray Cranberries, Blue Diamond Walnuts, and
Land O'Lakes butter. These large cooperatives have thousands
of farmer members. But a new type of cooperative—known as a
new generation cooperative—is gaining ground across the coun-
tryside to help farmers regain control and increase their income.
These co-ops tend to be smaller than their more well-known
counterparts and not only process commodities, but also direct
market them to consumers to cut out the middiemen. They turn

wheat into pasta and bread, corn into ethanol, crop stubble into
construction material's, and so on.

They succeed, in part, because they require more investment
of capital from their members than more traditional coopera-
tives—up to 40 percent of the total capital required comes from
the farmers. That commitment and investment mimics the own-
ership culture of employee-owned business. The members have
a vested interest in the success or failure of the company.
Within the past five years, farmers have organized over 250
new generation agriculture cooperatives.

Of course, one type of cooperative | haven't mentioned,
which is part of the employee ownership sector, is the worker-
owned cooperative. There are around 200 such employee-
owned cooperativesin the U.S. that are very similar to the busi-
nesses represented in this audience. NCBA worker-owned coop-
erative members include the Burley Design Cooperative, a bicy-
cle manufacturer; Beluga Software, a computer applications
firm; Equal Exchange, a gourmet coffee distributor; and Coop-
erative Home Care Associates, a worker-owned home health
care agency in New Y ork City. Because workers directly benefit
from a successfully run, profitable business, the co-op is able to
provide high quality products and services that reflect the own-
ership culture. Also like other employee-owned businesses,
worker-owned co-ops often make use of outside capital. That
external capital creates management challenges and limitations
on the returns to the worker-owners.

The growth in these new types of cooperatives—purchasing,
new generation and worker cooperatives—reflects a demand for
new tools to help people control their economic destiny. The
recent economic boom benefited those already making high in-
comes much more than it did lower and middle income house-
holds. In a time when many are also losing faith in democracy,
employee ownership and cooperatives demonstrate to people
that democratic institutions can still work and deliver tangible
results.

One huge challenge both employee-owned and cooperative
businesses face, though, is the lack of equity capital to start and
grow our businesses. As more and more money flows into the
stock market, ample capital resources are made available to
larger public companies. Smaller businesses, especialy those
that primarily obtain equity capital from their employees and
members, are restricted in their sources of capital.

Because of these limitations, many cooperatives, employee-
owned enterprises, and other mutual companies have converted
to conventional investor-owned businesses in order to raise the
kind of capital they need to expand. Many people around the
world are seeing businesses they invested in, built, and once
controlled, lost to big investors in this disturbing trend of de-
mutualization. Fortunately, though, not all businesses are resort-
ing to this option.

Some are rethinking the way they have always operated and
creating innovative solutions to the challenges they confront.
Some have tinkered with their capital structures in order to tap
new sources of equity capital without surrendering their basic
principles and values. One example is Nationwide Insurance, a
mutual insurance company that has abided by cooperative prin-
ciples since its founding by Ohio farmers 80 years ago. Nation-
wide created a new stock company and sold a small portion of
its assets to capitalize that company. This new corporation
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brought millions of dollars in new capital to Nationwide and
enabled it to expand into new areas of business.

Another example is Mountain View Harvest Co-op, one of
the new generation farmer co-ops | spoke about earlier. This co-
op could not accommodate the increasing consumer demand for
the baked goods it was produc-

lication, Owners At Work, published by the Ohio Employee
Ownership Center. An article in arecent issue highlighted a few
great ideas for spreading capital ownership, including labor-
sponsored investment funds. A few Canadian provinces offer
tax credits to individuals investing in these funds that invest in
locally owned and controlled

ing without expanding. But to
expand, it needed more capital.
Instead of converting to an in-
vestor-owned company, it
formed a partnership with an-
other farmer co-op, Farmland
Industries, to capitalize a new
venture and expand into new
markets.

NCBA works with its mem-
bers and other organizations to
explore new sources of equity
capital for cooperatives and

We want to work with employee-
owned businesses to create other
new sources of equity capital and
additional resources that our
businesses need to survive and
thrivein an increasingly
competitive global market.

businesses. We would wel-
come the opportunity to work
with employee-owned busi-
nesses to establish tax incen-
tives for similar funds in the
United States.

We also want to find other
ways to collaborate. Coopera-
tives have found that working
together has made us stronger
even though, to the uninitiated,
a rural electric co-op and an
urban housing co-op may seem

other businesses that do not
have ready access to venture capital. We work to make connec-
tions between cooperatives that can provide innovative solu-
tions. And last year, we worked with Senators Craig of Idaho
and Harkin of lowa to introduce legidation that would establish
a new public-private equity fund for all businesses in rural ar-
€eas.

We want to work with employee-owned businesses to create
other new sources of equity capital and additional resources that
our businesses need to survive and thrive in an increasingly
competitive global market. | read many good articles in the pub-

to have little in common.

We will no doubt find that if cooperatives and employee-
owned businesses work together to profit from our consumers
trust, to solve our shared economic challenges, to find new ways
to expand our businesses, and to develop new educational and
training resources, we will grow stronger still.

Paul Hazen can be reached at National Cooperative Business
Association, 1401 New York Ave., N.W., Suite 1100, Washing-
ton, D.C. 20005, phazen@ncba.org. oaw

OEOC and Ohio Council of Cooperatives
Launch Joint Committee

sumer cooperatives, credit unions, mutual insurance com-

panies, and similar organizations—and employee-owned
companies share a common commitment to broadening owner-
ship. And they share a commitment to more democratic decision
making in the economy.

For some months, the Ohio Employee Ownership Center
(OEOC) and the Ohio Council of Cooperatives (OCC) have been
discussing the possibility of undertaking joint initiatives. The re-
sult: a unanimous agreement by the OCC and by the OEOC’s Ad-
visory Board to establish a joint committee to explore what can
be done together.

This committee includes OEOC Executive Committee mem-
ber Nancy Cronin, International Affairs Director for the Port of
Cleveland Authority; OEOC Director John Logue; OCC Execu-
tive Coordinator Tom McNutt; OEOC Advisory Board Co-chair
Dave Scott, CEO of Dimco-Gray, a 100% employee-owned di-
versified manufacturing firm in Centerville; OCC President Dan
Walski, General Manager of the Luckey Farmers Cooperative;

I he cooperative movement—agricultural cooperatives, con-

and OCC Trustee Janice Welsheimer, from Nationwide Insur-

ance, one of America' s leading mutual insurance companies.
“We are really looking forward to partnering with Ohio’s

employee-owned companies,” OCC's McNutt told Owners at

|t's exciting to imagine what
we can do together.

Work. “This will create opportunities to coordinate educational
events and other activities between our organizations. | hope
that we get a broader base for meeting the educational needs of
people who belong to both organizations.”

“The cooperative movement is a key part of the economic
infrastructure of Ohio,” says OEOC's Logue. “Those of us
working with employee ownership have a lot to learn from what
the cooperatives have achieved and how they have achieved it.
It's exciting to imagine what we can do together.” oaw
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ver 340 participants attended the
15" Annual Ohio Employee Own-
ership Conference on April 6" at
the Hilton Akron/Fairlawn in Fair- |
lawn, Ohio. Riley Lochridge, President |
and CEO of Akron-based ComDoc, Inc., =
delivered a captivating morning plenary |
entitled, “People + a Strong Sense for
Ownership and Development = Success.”
Lochridge's presentation highlighted the
manager’s role as a mentor and the respon-
sibility of all employees to strive to reach
their learning potential. In this capacity,
ComDoc has been in the forefront of main-
taining a unique learning environment. i
CombDoc is an $80 million document
solutions firm providing consultation and
document products and services to markets
in Northeastern Ohio, upstate New York,
Western Pennsylvania and West Virginia.
The company is committed to building a
culture of open communications and em-
ployee involvement. Lochridge said that
one of his “proudest achievements’ was
“launching an Employee Stock Ownership
Plan (ESOP) which has produced dramatic
results from any measurement perspective -
profitability, customer satisfaction, partner
satisfaction and sales growth.” Under
Lochridge's leadership, ComDoc has be-
come an employee ownership success
story. Its annual sales have grown 600%,
the employee base has tripled to 525, and
stock valuation has risen from $5.25 per
share to $129.00 per share.
Paul Hazen, President and CEO of the
National Cooperative Business Associa-
tion (NCBA) was the luncheon speaker.

The NCBA is the umbrella national organi- Highlights from the Conference (clockwise, L to R): Riley Lochridge shares the ComDoc experience; Roger Elder and P
; Russell from Will-Burt exchange ideas; Conference participants gather for the morning plenary (and breakfast, too!); Jc
zation for farmer, consumer, and worker good start; Congressman Tom Sawyer inspires the crowd; Dean Caldwell, Carl Butler, Laurie Reynolds, Dale White, M

cooperatives. Hazen is a leading national
advocate of using cooperatives in community and economic de-
velopment. He is directing a major legislative effort to secure
new sources of equity funding for the nation’s rural coopera-
tives, which have difficulty financing expansion and new ven-
tures, and to create a national development program for new
urban cooperatives. (See the text of Hazen’ s speech on page 9)

After Hazen's speech, the 2001 Ohio Employee Owner -
ship Awards were presented to Ohio companies and individu-
als who have demonstrated exceptional leadership in making
contributions in employee ownership.

Ted Thieman, the Thieman Family, and Employee Own-
ersat THT Presses were honored for Getting (Their) ESOP Off
to a Good Sart. On February 29, 2000, company founder Ted

2001 Ohio Employee O

“Cooperation, Participation, Ownership: Imag

Thieman sold 49% of his sharesin THT Presses of Dayton to
the ESOP. The 43-employee firm is an innovator in casting
equipment for the electric motor and auto industries. As family
member and current CEO Mike Thieman recalls, “the whole
emphasis for my father is giving something back for all the hard
work and dedication of this company’s long-time employees.”
Learning and innovation are important traditions at THT
Presses. In that spirit, an ESOP Committee was set up immedi-
ately. The Committee is structured on a rotating basis so that
each employee will share responsibility for learning and innova-
tion through the ESOP.

Gledhill Road Machinery and 1. AM. & A.W. Local
Lodge 1151, District 54 were honored for Laying the Founda-
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2345 were honored for Fifteen years of
Saying the Course Toward Labor-
Management Cooperation. In June, 1986,
Republic Storage Systems of Canton be-
came Ohio's largest 100% employee-
owned firm when local management and
members of the United Steelworkers of
America (USWA) Local 2345 purchased
the business from LTV. The company
builds lockers, industrial shelving and stor-
age systems. Fifteen years of experience
with various structures of joint labor-
management partnership has been a learn-
ing process to change the traditional adver-
sarial relationship to one of increased co-
operation around common ownership and
goals and joint structures for governance
and participation.

Throughout the day, the conference of-
fered 16 expert panels including technical
presentations on selling shareholders and
organizing employee buyout groups, as
well as interactive panels for employee-
owners, human resource managers and
CEOs. Randy Leffler from the Ohio
Manufacturers Association (OMA) led
apane on Developing Your ESOP Com-
mittee where employee-owners, Jeff Pee-
cook from The Ruhlin Company, Mike
Rarick from Gledhill Road Machinery,
and Lucy Zauner from Joseph Industries
explored the mission, purposes, and strate-
gies of their companies ESOP committees.

A panel on Building A Culture of Em-
ployee Ownership explored how ESOP
firms promote employee ownership, in-
cluding processes for new employee orien-
tation. Sheila Henderson from Y S|, Riley

ete Martelli accept Republic Storage System's award for staying the course; Karen Thomas fromthe OEOC and Andrea. | qchr idge from ComDoc and Lorna Zel-

hn Laub, Marilyn Bibb, Dave Shipps, and Amanuel Andebrhan of THT Presses celebrate getting their ESOP off to a

ke Rarick, and Ray Walters helped to lay the foundation of Gledhill Road Machinery's ESOP.

tion for Cooperation Through Ownership. With a unanimous
vote of support by the forty-plus employee members of the In-
ternational Association of Machinists and salaried employees,
the vision of employee ownership laid out by Gar Gledhill is
being built in a spirit of cooperation with hope for a bright fu-
ture. Gledhill Road Machinery has developed a comprehensive
strategy for employee involvement and education. Earl
Gilkison, Business Representative for IAM District Lodge
54, sees the ESOP as the “opportunity of a lifetime for the em-
ployees. Gar Gledhill really wants to keep jobs here in Galion.
With low turnover and many employees with 20-plus years of
seniority, they now have alight at the end of the tunnel.”
Republic Storage Systems Company and USWA L ocal

ler from The James B. Oswald Company
reviewed the importance of employee de-
velopment, communication, participation and celebration. An-
other very popular panel for selling shareholders was “Is an
ESOP Right for Me? Practical Considerations for the Small
Business Owner.” This panel, moderated by Gerry Meyer
from the Growth Capital Corporation, helped business own-
ers explore the use of an ESOP as a succession strategy. Legal,
tax and valuation issues were discussed, and Bob Kraft, CEO
of Kraft Fluid Systems, shared his experience in setting up an
ESOP.

We thank everyone who made this year's conference the
largest employee-ownership event in the region and we look
forward to seeing everyone for next year’'s conference on Friday
April 12, 2002. oaw
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Ohio’s Employee-Owned Network
2001 Program Schedule

ESOP Summer Institute

June 18-22 Kent State University

Training sessions for ESOP communication, financial training,
ESOP administration, and trustee roles. Participating individu-
a]s & committees may register for one, two, three, or more ses-
sions.

ESOP Communication Committee Training

Monday, June 18

A training session for committees and teams responsible for
communication and education to promote the ESOP and an
ownership culture at their firms.

Basics of Communication & Sharing Information

Tuesday, June 19

How do you open communications? What kinds of business
information should you share? How do you build employee own-
ers' business understanding and commitment.

Making Financials Fun

Wednesday, June 20

Participants learn how to share financial information and how to
educate others to understand financial information.

Making the Numbers Meaningful

Thursday, June 21

Participants learn about key performance indicators and several
basic tools of financial analysis. Concepts include the operating
cycle, working capital, cash flow and ratio analysis.

ESOP Administration Update

Thursday, June 21

Repurchase funding & payouts, valuation, and your issues and
concerns.

Leading and Managing Owners:
Making Financials Fun

What do employees need to learn about business to be effec-
tive employee owners? This session will explore fun and inter-
esting ways to educate and train people who may possess little
or no financial background.

September 18 Kent
September 21 Dayton

Sharing Our Successes Forums

August-Sept. TBA

Employee-Owner
Leadership Development Retreat

Provides nonmanagerial participants with the knowledge and
skills to participate in making their ESOPs successful. Interac-
tive team learning activities teach the basics of ESOPs, team
meeting skills, team problem-solving processes, and the basics
of understanding business financial reports.

Recharge enthusiasm
Participate more effectively
Learn about ESOPs
Understand financial information
Meet other employee owners

L I

October 18-20 Atwood Resort

Leading and Managing Owners: Team-Building & Team
Communication

How do you organize teams and manage team relationships?
This session will explore key elements in building teamwork and
‘esprit de corps’ through effective employee communication,
recognition, and reward sharing.

November 13 Kent
November 16 Dayton

Board, Trustee, & ESOP Administration
Committee Training

Focus on fiduciary roles and major responsibilities, ESOP re-
purchase obligation, and valuation issues.

December 6 Kent

For more information or to register to
participate in these Network events call
Karen Thomasat 330-672-3028

This Issue of Owners At Work Sponsored by:

Ohio Department of Development
Labor-Management Cooperation Program

The Charitable Cooperative Trust (CCT)

and the supporters on pages 21-23
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Tax Bill Retains Sub-S ESOP, Expands C-Corp
Deductions and Benefit Limits

Growth and Tax Relief Reconciliation Act, HR 1836)

cleared the U.S. Congress on May 26 and was signed by
President Bush on June 7, 2001, with favorable provisions for
ESOPs intact. The pro-ESOP changes were introduced and sup-
ported by Senator John Breaux, Democrat of Louisiana; and
Representatives Nancy Johnson, Republican of Connecticut;
Rob Portman, Republican of Ohio and Democrat Benjamin Car-
din of Maryland. The legidlation allows companies to deduct
ESOP dividends, even when employees reinvest them in the
company. The limits on what employees and employers can
contribute to a defined contribution plan are raised, making it
easier for ESOPs to be combined with a 401(k) plan. The vest-
ing schedule is accelerated. Small companies at last gain tax
relief for the costs of setting up an ESOP or other retirement
plan. The act also places checks on the abusive use of ESOPs
without eliminating their benefits.

Michael Keeling, President of the ESOP Association, writes,
“This legidation is landmark legidlation for ESOPS, and thereis
literally no prior legidation in US history that is as positive for
ERISA plans, such as ESOPs.”

Limits on contributions to retirement plans are generally
raised. The total amount that can be contributed to a plan has
been raised from $35,000 to $40,000 per year. The law raises
the cap on company contributions to non-leveraged ESOPs
from 15% of wagesto 25%.

Employees will welcome an accel erated vesting reguirement
for employer stock contributed as match to 401k plans, includ-
ing through an ESOP. Cliff vesting must be completed after
three years instead of five, and graduated vesting must start at
20% per year after the second year of service, so that the planis
fully vested at the end of the sixth year of service, instead of the
seventh.

At last the heavy cost of plan administration has been ad-

I he much-discussed tax cut bill of 2001 (Economic

dressed. For small employers with less than 100 employees, the
government’s user fees are waived for the letters of determina-
tion which approve retirement plans. And a 50% tax credit is
provided for the first $1,000 of costs in the first three years of
creating a 401(k) or ESOP plan.

The bill permits the employer to deduct dividends paid to
employeesif the employee voluntarily reinvests the dividends in
the ESOP, as well as preserving the deductibility of cash divi-
dends or dividends used to pay off the ESOP loan.

By defining what constitutes abuse of S-Corporation ESOPs,
the bill alleviates fears of charges of tax evasion. Under the new
law, abuse can happen only if the ESOP gives most of the bene-
fits to a small controlling group. This will protect legitimate S-
Corp ESOPs.

If, in a particular year, more than 50% of the company’s
stock and options are owned by “disgualified persons’—
individuals who own at least 10% of the shares or a group of
family members who own more than 20% of the stock and op-
tions—that year is a “non-allocation year.” In a “non-allocation
year,” there is a heavy excise tax on the company: 50% of any
dividends paid to the “disgualified persons.” In addition, the
owners who are “disqualified persons’ have to pay personal in-
come tax on the dividends.

The Secretary of the Treasury can also trigger the excise tax
where the ownership structure constitutes an abuse of the tax
benefit provisions. Sub-S ESOPs formed after March 14, 2001,
must comply with the anti-abuse provisions immediately. Plans
formed before that date have until December 31, 2004.

Other provisionsin the law raise the contribution and salary
limits for 401(k) plans.

All in al, the tax provisions will help ordinary employees
and managers to set aside more towards retirement, and allow
their employers to raise their matching contributions. oaw

Become A Friend of the Center

The OEOC is midway through its fifteenth year of service to people like yourself who are interested in employee ownership.
As areader of our newsletter, Owners At Work, you know the Center’s commitment to retaining jobs, anchoring capital in our
communities, and educating employee owners. Whether we are working with retiring owners, employee buyout groups or
existing empl oyee-owned companies, the OEOC staff is truly dedicated to serving the needs of others.

Over the last 14 years, we've helped more than 11,500 workers buy 57 companies. In 2001, we ran 15 different training
programs for the 60 companies of Ohio’s Employee-Owned Network. Every day our staff helps to build a more just—and more
productive—economy through employee ownership. Although our efforts are supported by the State of Ohio and a few private
foundations as serving an important economic development role, in recent years we've been asked to do “more with less.”
Consequently, we are turning again to grass-root support from the folks who know us on a more personal level. We hope you
will become a “ Friend of the Center” by making a tax-deductible donation to help the OEOC continue providing quality
services. Your individual contribution will help the Center to continue serving the community.

Checks should be made payable to: KSU Foundation / OEOC
Ohio Employee Ownership Center 309 Franklin Hall Kent Sate University Kent, Ohio 44242
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From Mondragon to Ohio: Building Employee Ownership

John Logue

The Mondragdn cooperatives in the Basque region of Spain have become the largest employee-owned business in the world, employ-
ing more than 50,000. Owners at Work described their impressive success in its Summer 2000 issue (on the web as “ Envisioning
Employee Ownership-Part 2 [http://dept.kent.edu/oeoc/pandr.htm]). In April, 2001, John Logue, Alex Teodosio and Jackie Yates
from the OEOC staff visited Mondragon in a group sponsored by the Cooperative Charitable Trust. What can Ohio employee-owned

companies learn from Mondragdn’ s unique style?

hen asked “why we can't develop something like the

Mondragén cooperatives in Ohio?’ in the past | al-

ways replied, “because we just don’'t have enough
Basques.”

A week in Mondragén taught me not to be so flip. The Mon-
dragon cooperatives have their roots in Basgue nationalism and
in Catholic social and economic teaching, but their survival,
growth, and prosperity in an increasingly globalized economy
are the product of structural factors and capital consolidation
that have nothing to do with nationality or religion.

Instead it has a lot to do with structural integration among
cooperatives, particularly through the Mondragén Cooperative
Corporation, and through its central financing institution, the
CajaLabora which, in effect, is a credit union for cooperatives.

There are about 115 cooperatives in and around the town of
Mondragén. By and large they are small businesses, employing
an average of 225; the outlier is a large retail grocery co-op
which isjointly owned by its 25,000 employees and its custom-
ers. Unlike small employee-owned companies in the United
States, however, the Basgue co-ops have pooled their resources
through the Mondragon Cooperative Corporation. This creates
economies of scale and financial resources that enable them to
support weaker co-ops or those caught in economic downturns
and to compete aggressively in the new global economy.

Capital consolidation

The Mondragdn co-ops have consolidated themselves in
terms of capital to a far greater extent than American ESOP
companies. Thisistrue at two levels.

At the level of the individual co-op, each year the internal
account system used by the cooperatives allocates a portion of
the retained earnings—the “patronage dividend”—to the ac-
counts of employees who worked in the co-op. The rest of the
retained earnings goes into a collective account owned by all
the employees. While the individual accounts are withdrawn at
retirement, the collective account remains a part of the core fi-
nancing of the cooperative. In effect, it is an asset bequeathed
by each generation of employee ownersto their successors.

Employees receive annual interest paid on their internal ac-
counts. The interest payments currently are 6.5%. The larger the
internal account the individual employee has, the greater the
annual interest payment to the employee.

This system is fundamentally different than the American
ESOP system which vests the entire value of the business in the
hands of individual ESOP participants and pays them out in full
for their shares when they retire or leave the company. First, the
Mondragén system pays out only the individual employee’s por-
tion of retained earnings, which is not the full retained earnings

of the business. Second, retained earnings reflect the book value
for the company rather than market value. That generally under-
states the real value of the business based on its earnings power.

The consequence is that Mondragdn co-ops are able to fi-
nance themselves internally to a significantly greater extent than
American ESOP companies and have less call on their resources
to repurchase accounts of retiring employees.

At the level of the Mondragén Cooperative Corporation, the
cooperatives maintain policies which enable them to support
each other when one is in difficult circumstances. The co-ops
have their own financing institution, the Caja Laboral. This cen-
tral Cooperative Bank provides financing for working capital
and for new investments. It is owned by its depositors, which
are primarily employee-owned enterprises and their employee
owners. The Cgja Laboral has become one of Spain's largest
banks with over $7 billion in assets.

Having a cooperatively owned financial institution creates a
separate sector for cooperative finance that makes capital avail-
able at commercial bank rates. It clearly lowers the overall capi-
tal costs for the cooperatives while providing all of them a secu-
rity net in the form of afriendly lender.

Employment guarantee

One of the virtues of the financial consolidation of the co-
opsistheir ability to offer employment security.

From the average employee’s point of view, the greatest ad-
vantage of being a member of one of the Mondragon coopera-
tivesis the fact that membership confers a lifetime employment
guarantee. Of course Mondragén worker owners can be termi-
nated for cause or can choose to seek other employment. How-
ever, should your co-op fail for financial reasons, you are guar-
anteed employment in another Mondragdn co-op.

This employment guarantee provides real security for indi-
vidual employees. It doesn’'t prevent having to move to a new
cooperative, but it does prevent members from ending up in
long-term unemployment or having to seek a job flipping ham-
burgers. And employees can move to other co-ops for career
advancement.

This employment guarantee would not be possible without
the cooperation among the co-ops or without their collective
commitment to flexibility and entrepreneurship.

Responding to globalization

The Mondrag6n co-ops grew up in the 1950s, 1960s and
1970s behind the high tariff walls which sheltered Spain’s econ-
omy. Spanish entrance into the European Union—the European
Common Market—was a rude awakening. After a crisis of con-
fidence ten years ago and substantial institutional redesign, they
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found their niche in the broader European market only to have
economic globalization strike in a new form: global competition
intheir core industries. This hit the co-opsin two ways.

First, the co-ops were subjected to increasing competition in
what had been their protected home market. This was particu-
larly true in the retail market, where small scale was the norm.

Mondragén’s retail grocery chain found itself being over-
whelmed by the internationalization of the Spanish grocery
trade. The co-ops concluded that either they should get out of
the grocery business entirely or they would need to expand mas-
sively to compete head on with foreign competition moving into
their market. They chose the latter. Backed by the financial ca-
pacity of the Mondragén Cooperative Corporation, including
the lending capacity of the Caja Laboral, the Eroski grocery co-
op has developed explosively. It has added a chain of hyper
markets which resemble Wal-Marts. The Eroski chain has be-
come Spain’s third largest grocery retailer, and it is the largest
domestically owned. It employs some 25,000.

Second, to compete globally, Mondragdn co-ops have begun
an aggressive globalization

Mondragén, just as elsewhere. But the technical assistance
structure in Mondragén is clearly superior to what is available
to most new businesses in other locations. Consequently the
Mondragén survival rate is higher: 80% over the last 15 years.

What can we learn?

| went to Mondragon prepared to conclude that the Mon-
dragbn model was unique to the Basque country. If we didn't
have any Basgues, then we were out of luck.

| came back persuaded that the Mondragdén model for capi-
tal accumulation creates companies that are more stable finan-
cialy than our ESOP model. It also puts more back into the
community. And the Mondragén co-ops are probably better pre-
pared to compete in the new global economy.

Let's talk about capital first. The Mondragbn model says
that companies are created not just by current employees and
cannot be owned fully just by current employees. They are cre-
ated by previous generations of workers, and it is important for
the current generation to be a good steward so that there will be
jobs for the next generation.

strategy of their own. They
have acquired or built from
scratch twenty-six  plants,
largely in Spanish-speaking
Latin America, and expect to
double the number by 2004.
Those plants sell into their [
host country markets and [
surrounding areas, generaly
buying some parts from the
Spanish parent. They are
not, however, displacing §
Spanish employee owners
from their work. The Mon-
dragon industrial coopera-
tives number among Spain’'s

This is very different from
the “just wait until we get a
good merger offer—we'll be
rich!” mentality that charac-
terizes some American em-
ployee-owned companies.

Further, Cgja Laboral—
the co-op bank—provides
financing for expansion and
for new cooperatives. In
harder times 10 years ago,
its lending and its co-op
solidarity helped struggling
co-ops makeit.

Second, the Mondragén
Co-ops put more back into

top ten exporters.

The co-ops globaliza
tion strategy has created
some major disputes around

Delegation sponsored by the Cooperative Charitable Trust with HR Director Jesus
Mari Labayan outside Fagor refrigerator plant in Mondragon.

the community than we ex-
pect ESOP companies to do.
They get a specid tax

the issue of whether and how to include foreign employees in
the cooperative structure as owners. To date, foreign employees
are just that: employees. However, inclusion of foreign employ-
ees in the cooperative structure is on the agenda.

Developing new employee-owned companies

The Mondragdn Cooperative Corporation supports co-op
development through a non-profit center to encourage product
diversification and innovation in existing co-ops, product coop-
eration between co-ops, and establishment and incubation of
new co-ops. Most new co-ops grow from current co-op mem-
bers ideas for new businesses or through business plans devel-
oped by students at Mondragén’s University. The Cgja Laboral
provides the seed capital.

This approach has a number of advantages. First, it avoids
concentration in any declining industry in crisis. Second, it de-
velops synergies between existing and new co-ops. Third, it fo-
cuses new cooperatives on new and expanding lines of business.

There are high costs associated with business start-ups in

break—they pay 20% of
profits in taxes rather than the usual corporate rate of 32%—
provided they donate at least 10% of earnings to charitable edu-
cational, cultural, and other non-profit purposes; these help fund
Mondragén's university and cooperative development. How
many American ESOP companies—even Sub-S corporation
ESOPs that don't pay any Federal income tax at all—put 10%
of their profits back into the community for charitable and edu-
cational purposes?

Third, the economies of scale that the Mondragon coopera-
tives have achieved through their collaboration enable them to
be highly competitive in the global economy despite the small
scale of the individual cooperatives.

Visiting Mondragon encouraged me to envision an Ohio
employee-owned sector with more cooperation among em-
ployee-owned firms, more involvement in the community, a
common commitment to expanding employee ownership, a
commitment by firms to incubate new employee-owned compa-
nies, and the creation of more joint institutions, including joint
strategies for responding to economic globalization. oaw
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Ownership for All: International
Conference Promotes Employee Ownership

entration of wealth throughout the world were the sub-

ect of an international conference convened at Kent State
University May 6-8. An assembly of scholars and activists from
13 countries was hosted by the Capital Ownership Group
(COG), aFord Foundation project to study employee ownership
solutions to the problem of capital concentration. COG is an on-
line think tank which conducts discussions among a worldwide
network of thinkers. The website also contains a library of arti-
cles and links to numerous other sites on employee ownership
(http://capitalownership.org).

Inthe U.S,, “the wealth of the top one percent of households
exceeds the wealth of the bottom 95%,” noted author Jeff Gates,
who made the case for the problems created by capital concen-
tration. Furthermore, 86% of the stock market gains between
1989 and 1997 flowed to the top ten percent of households, and
amost half of that (42%) to the top one percent. Worldwide,
disparities between the rich and poor are even more dramatic.
The UN Development Program reports that 80 countries have
per capita incomes lower than a decade ago and the wealth of
the world's 84 richest individuals exceeds the gross domestic
product (GDP) of China's 1.3 billion people. What is more,
Gates pursued, if just a small part of annual economic growth
were directed to helping ordinary people become economically
productive, the world's most appalling poverty could be quickly
aleviated. For example, if the more than $8 trillion now shel-
tered in offshore corporations were taxed at the rate of just
3.5% (much less than its growth rate), it would raise $280 hil-
lion, almost all of the $300 billion researchers at Cambridge and
Sheffield Universities estimate is needed to “save the planet.”

Keynote speaker Juan Guillermo Espinosa reported that
Chile's economic history, and that of Latin America generally,
is atale of “wild fluctuations which have ruined the local econ-
omy,” due to larger and more volatile financial markets, and
drastic changes of government. Espinosa, Professor of Econom-
ics and Development at the University of Chile, argues that
“rapid withdrawals of international investment funds have fun-
damentally shaken the Chilean economy, causing economic re-
cession, significant losses of production, and catastrophic im-
pacts on employee ownership.” Even though employee owner-
ship could anchor capital and provide some protection from in-
ternational financial markets, Chile's efforts to create it have
been weakened by three dramatic changes of government, each
of which has substantially shifted the terms of employee owner-
ship. Each new government failed to provide support during the
difficult transitions.

In China, by contrast, the national government has taken a
hands-off approach to employee ownership, leaving it to re-
gional, county and local governments to privatize state-owned
enterprises, reported Gongyun Situ of the China Ingtitute for
Reform and Development. On their own, the regions and locali-
ties have adopted a wide variety of approaches. The smallest of

Sategies for countering the trend toward increasing con-

these, the township and village enterprises (TVESs) have been
exceptionally successful, growing rapidly in many areas, while
larger state-owned enterprises still under central control lan-
guish or even lose money.

Employee ownership is making a little progress in being ac-
cepted by unions, reported Vic Thorpe, former General Secre-
tary of the International Federation of Chemical, Energy, Mine
and General Workers' Union (ICEM). International unions have
been fighting against the “race to the bottom” for at least two
decades, but, like U.S. unions a dozen years ago, they are only
beginning to view employee ownership as a viable strategy to

The UN Development Program reports
that 80 countries have per capita incomes
lower than a decade ago and the wealth
of theworld' s 84 richest individuals
exceeds the gross domestic product
(GDP) of China’s 1.3 billion people.

protect workers worldwide. The emergence of a single market
in Europe and the phenomenon of globalization have created an
opportunity for unions and an urgency to their agenda of social
justice. Among his recommendations, Thorpe included a confer-
ence on worker ownership specifically targeted to unions.

World Bank economist David Ellerman gave the conference
a powerfully different vision of ownership. “Who is the com-
pany?’ he asks. Is it absentee shareholders? Or is it the people
who work there and make the company function? If the people
are the company, they should have control and a share of the
profits made from their efforts as a matter of human rights, he
argued.

Australian employee ownership expert Shann Turnbull pro-
posed two new means of financing and promoting employee
ownership. One method is using the central bank to create new
money by making loans for employee buyouts. Another is the
ownership transfer corporation (OTC), where investors would
receive a substantial tax benefit or pay no taxes at all in return
for turning new ventures over to their employees after a speci-
fied time period. Turnbull reasons that investors of venture
capital like to take their profits and move on, and since they are
going to sell the business anyway, why not use tax incentives to
encourage them to sell to employees?

The conference papers are available on the internet (http://
cog.kent.edu/CogStrategyConf6-8May2001/StrategyPapers.
htm).

To follow up on these and other ideas and present them to
policymakers, COG plans a conference in Washington, D.C.,
October 9-11, 2002. oaw
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Business Owner Succession Planning Program

teaming up with the Greater Cleveland Growth Asso-

ciation’s Council of Smaller Enterprises (COSE) and
the Cleveland Advanced Manufacturing Program (CAMP,
Inc.) since 1996 to provide a comprehensive series of succes-
sion planning seminars to area business owners. The Succession
Planning Program helps business owners plan for succession by
exploring a wide range of options.

Participants receive An Owner's Guide to Business Suc-
cession Planning. This manual presents clear and concise step-
by-step succession planning
techniques. A directory of
local service providers, work-

I he Ohio Employee Ownership Center (OEOC) has been

Cleveland. Registration for each seminar is limited to the
first 40 business ownerswho sign up.

The cost is $25.00 per seminar or al five seminars for
$85.00. Parking is free and breakfast will be provided. Direc-
tionswill be faxed prior to each seminar.

To register or for more information, please contact:

Alex Teodosio at 330-672-3028
or
ateodosi @kent.edu

Fall 2001 Business Owner Succession Planning Seminars

sheets, selected readings and
presenter packets will also be
provided. Owners have the
opportunity to ask technical
guestions and interact with
other business owners.

This program is an effort
to retain jobs that would oth-
erwise be lost from failure to
plan for succession. Each
seminar runs from 8:00 am. -
10:00 am. at CAMP located
at 4600 Prospect Avenue in

October 11: Business & Estate Issues in Suc-
cession Planning

Charles F. Alder & James Valil

Schneider, Smeltz, Ranney & LaFond

October 25: Financial Transactions:
Maximizing the Value of Your Business

Neil Waxman
Capital Advisors

November 1: Maintaining Family Harmony
Through Business Succession Under Current
Tax Reform

Richard Tanner
The Koptis Organization

November 15: Valuation: How Much is My
Business Worth?

Loren Garruto
Valuemetrics, Inc.

November 29: Selling to Your Employees:
Employee Stock Ownership Plans

Carl Grassi

McDonald, Hopkins, Burke & Haber

Kent State Orders Logo Products from Co-op

nounced on May 6 the University will explore purchas-

ing the products carrying the University’s logo from
Equal Exchange, a Massachusetts-based worker-owned coop-
erative which buys from farmer-owned workshops and farmer
cooperativesin developing countries and ensures that the profits
go to the workers who make the products. The announcement
kicked off athree-day conference hosted by the Capital Owner-
ship Group on using employee ownership to distribute wealth
more widely. Equal Exchange, the first U.S. company to offi-
cially adopt European fair trade standards, is committed to
working directly with democratically-run cooperatives so that
the benefits of trade actually reach the producers. They are com-
mitted to paying fair prices, providing credit to help workers
and farmers out of debt, and encouraging ecologically sustain-
able farming practices. Founded in 1986, Equal Exchange be-
gan with coffee imports, including organic shade-grown coffees,
paying a premium to farmers who follow cultivation practices
which better preserve the environment and the tall trees which
are home to hillions of migratory birds from North America.
Beginning with sales of its coffee in cooperative food stores,
Equal Exchange has grown to have saes of $7.2 million in
1999. oaw

K ent State University President Carol Cartwright an-

=

KSU President Carol Cartwright with Clark Arrington, Chairman of the
Board of Equal Exchange
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Crocus Fund Grows in New Directions

For the last several years, Owners at Work has been following the development of Manitoba’s Crocus Investment Fund. Crocusis a Ca-
nadian labor-sponsored investment fund with a preference for employee ownership. Our continuing coverage shows Crocus going beyond
simply favoring employee owner ship through investment. With growth and early returns from its investments, Crocus is now planting the
seeds for long-term growth in its region by creating the first management training certificate just for employee-owned companies, by
sponsoring a nonprofit organization to create quality jobs for the poor, and by leading downtown revitalization in Winnipeg.

1993, today manages over $200 million Canadian in

IRA funds from over 30,000 working Manitobans. Its
growth has enabled it to go beyond straightforward investment
to help Manitoba. It has begun to build a network of mutually
supporting institutions which will aid the entire community—a
university management program, a project to develop realy
good jobs for low income people in the province, and an urban
revitalization initiative. With all these projects, Crocus is scor-
ing well on the “double bottom line”—financia performance
and social investments. It focuses on provincial development,
favors employee ownership in its investments, and prefers em-
ployee ownership as an exit strategy. It currently has $137 mil-
lion invested in 60 companies, resulting in 9,644 jobs created.

I he Crocus Investment Fund, started from nothing in

First University-based Certificate in Participative Management
In afirst for employee ownership in North America, Crocus
led development of a university-based management training
program for employee-owned companies. The University of
Manitoba offers the Certificate in Participative Management,
which now boasts its first six graduates. The 200-hour curricu-
lum emphasizes the development of skills needed for a partici-
pative management style and the development of company-
specific action plans for employee participation. Topics covered
include participative management, communication, conflict
management, decision-making, employment law, employee
ownership, project management and financia management.
Participants are sponsored by their employers and must develop
a participation action plan for their firm as part of their studies.
For more information, contact Joyce Rankin
(jrankin@crocusfund.com) or 204-925-7781.

Community Ownership Solutions

To foster economic development and create quality jobs for
low-income Manitobans, Crocus has founded, staffed, and pro-
vided initial funding for Community Ownership Solutions
(COS), aregistered charitable organization. COS aims to create
new businesses of 50 or more employees, supplying “natural
markets’ for goods and services in local, provincial, national
and international venues. It will also work with established busi-
nesses to enhance and transform their business cultures for
greater employee empowerment and better performance.

At the core of the COS mission are specific goals for the
next 10 years, including the creation of 1000 quality jobs, with
above average pay and benefits, a well-defined career advance-
ment process, access to company financial information, oppor-
tunities to use that information to improve company perform-
ance, and employee ownership or profit-sharing.

High-quality products or services are to be a priority for

COS firms, to raise the standards for competing companies and
benefit consumers as well as employees. “We believe that the
most important determinant of a quality product or service, is a
quality job,” declares the COS organizational description. COS

“We believe that the most
important determinant of a
guality product or service,

Isa quality job.”

also plans to provide and facilitate training and workforce de-
velopment activities.

Another priority for COS is creating linkages among the
new firms to strengthen and support them. The Participative
Management Certificate Program (University of Manitoba) will
be a source of management talent, and Crocus CEO Roundta-
ble will provide mentoring for leaders. COS will also collabo-
rate with “social entrepreneurship” organizations which empha-
size community economic development, neighborhood im-
provement, and micro-lending. Several of these partners are al-
ready signed up.

Pre-feasibility assessments have been completed in 15 busi-
ness areas, including modular housing construction; repair,
maintenance, cleaning, security and protection services; project
and property management services, construction, site prepara-
tion, renovation, and retrofitting for energy efficiency; office
administration; and light industry. The Charles Stewart Mott
Foundation has provided a grant for preliminary activity.

Revitalization in Winnipeg

Crocus latest activities include leading a Winnipeg revitali-
zation project underwritten with public sector pension funds.
Joint committees are working on feasibility studies now, look-
ing at a dozen locations and identifying tenants. As a model and
showecase for the project, Crocus has taken a long-term lease in
a six-story “heritage” (landmark) building, which is being reno-
vated for mixed use, with three floors for Crocus, two floors for
arts organizations, including a music school, a dance studio and
afolk festival. One floor will be used for loft apartments. Addi-
tional plans include a technology building for the local commu-
nity college and a hockey arena. Susan Hart-Kulbaba, Director
of Labour Services, says, “Government is already on board and
we are working with the pension plans. The bits and pieces are
pulling together.” oaw




EMPLOYEE-OWNED S CORPORATIONS OF AMERICA (ESCA)

If you arean S CORPORATION ESOP company, or thinking about becoming one, you need to know about ESCA!

We are atrade association organized by S corporation ESOP companies to fight the attempts to repeal our enabling
legislation. We achieved our objective with the passage of the landmark “Breaux-Ramstad” legislation several weeks ago,
but we need your support to continue our work for the protection and promotion of broad-based S corporation ESOPs.

For more information contact: EMPLOY EE-OWNED S CORPORATIONS OF AMERICA (ESCA)
C/O Stephanie Silverman, President
1050 17th Street, NW — Suite 600
Washington, D.C. 20036

Phone: (202) 496-4968
Fax: (202) 496-9669
e-mail: s.silverman@vennstrategies.com

l‘ Crowe Chirek has exvensive expertise in ESOT administrarion

" " providing a full complement of plan and paricipant level services

n for more than 200 ESOPs nanonwide. These services include

CR[’JWF CHIZEK recordkeeping, compliance testing, Form 5500 prepararion, benefir

: 2 |!|J:I audiring, repur hase obligation studies and peneral m'-nl_-ulr'_:.lj
Certified Mublic Accountanes

k- You will find your ESOP management team o be knowledgeable,
& Consultaneo 1

accessible, flexible and ]1J|:-|'|.'-.-..'|:-||.||.

For more informarion, please contacr Kare Reid ar 800.59%9.0359

(41 I‘Ell:'i.ll.l"'"i T III."L'I'E..I.iIIII.
www.crowechirmek.com

KEILIN & COMPANY

A firm dedicated to providing investment banking service to unions
AND

KPS SPECIAL SITUATIONS FUND, L.P.

A private equity limited partnership focused on constructive investing in restructurings, turnarounds, and
other special situations in partnership with unions.

EUGENE KEILIN MICHAEL PSAROS DAVID SHAPIRO  STEPHEN PRESSER
BRIAN RILEY RAQUEL VARGAS-PALMER JOHN BARRETT
JOsH WOLF-POWERS JAY BERNSTEIN

200 Park Avenue 58th Floor New York, NY 10166
Tel. 212.338.5100 Fax. 212.867.7980 email kps@kpsfund.com www.KPSfund.com

McDONALD, HOPKINS, BURKE & HABER CO., L.PA.

Over the past 60 years the attorneys of McDonald, Hopkins, Burke & Haber have gained a reputation for
combining legal expertise, business know-how and leadership skills to help clients implement efficient,
practical solutions to critical business and persona challenges. The professionals of the Firm's ESOP
Services Group apply legal and strategic planning experience to assist private and public corporations,
selling shareholders, banks and investment bankers in achieving their business objectives through the
creative, cost-effective use of ESOPs. The firm also counsels clients on corporate, litigation, taxation,
employee benefits, health law and estate planning and probate issues. For more information, contact Carl
J. Grassl, at (216) 348-5448 or cgrassi@mhbh.com.
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BCI Group is a worldwide, |'-.'L-rnic'r p.'u'-'.':d-:'r of full-service consulting, actuarial
and administration services for all types nF-'|||.1|iFir.-u' and non-qualified retirement
benefir plans. Over the course of the last two decades, BCI Group has become a

nationally recognized expert in ESOPs and other retirement beneht plans.
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Locker Associates, Inc.
Financial consultants working to save good jobs for your community

 Dedicated to providing sound advice and top quality research to unions and employee groups

* Focused on devel oping joint union/management cooperation and improvement projects

» Specializesin enhancing the competitiveness of unionized companies

» Over 25 years experience working with manufacturing firms on transition planning and employee-led buyouts
» Experience with State and local organizations dedicated to industrial retention and economic devel opment

L ocker Associateswill assist your group with planning, designing and implementing joint improvement proj ects, conducting
feasibility studies, developing business plans and structuring employee buyouts

225 Broadway, Quite 2625 New York, NY 10007 Tel: 212-962-2980 Fax: 212-680-3077 lockerassociates@yahoo.com

Alliance Holdings, I nc. offers closely held companies unique ways to transfer complete or partial ownership of their business. At the
core of these solutions is the belief that employee ownership, through the use of a captive ESOP, provides the greatest benefits to both the
selling shareholder and the employees.

Alliance Holdings is a private equity holding company owned 85% by its ESOP and 15% by an affiliate of Banc One. Interested owners
of companies with an enterprise value of $5-$75 million, stable operating results, sustainable cash flow, a strong management team and are
partially or entirely ESOP owned, fit well within our profile.

Using the Alliance Holdings model:
» Employees' retirement benefits are diversified
» The selling shareholder(s) stock is acquired with cash with no lingering guarantees or pledge of proceeds
» Thetransaction is structured to achieve IRC Section 1042 tax treatment
Alliance Holdings assumes responsibility for the repurchase liability, administration, annual valuation, audit and fiduciary liability
for the stock ownership transfer.

Thanks To Our Sponsors

Contact: Ledlie A. Lauer
614-781-1266
lauer@alliancehol dings.com

AMERICAN CAPITAL HASA LONG HISTORY
OF WORKING ON:

« ESOP Buyouts

« ESOP Transactions

«  Ownership Liquidity

+ Repurchase Obligation Financing
+ Acquisition Financing

For more information, contact - ESOP Liquidity

John Hoffmire at 781-862-4447 or - Growth .
visit their website at + Bankruptcy Reorganizations

WWW.€S0ps.com - Refinancing & Recapitalization




An Employee-Oumed Company
Serving the ESOP Community Since 1988

Third-party recordkeeping, compliance guidance,
ESOP administration, employee communications
and repurchase obligarion studies.

BJME Rfdg{? ESOP “We treat your ESOP as if it were our oum.”

A Caraly n :"-lll'-lllll.:'lfllllr'u. Sentor Vice President Sales & Markering
—— Ajj{}{:‘fﬁ'ff,j‘1 fﬂ[’_‘, 418 East Jefferson Steer, Charlottesville, Virginia 22902
Tel. (804} 979-550 Fax (B04) 979.7647

WO R LT S COTTT

CAPITAL ADVISORS, Ltd.

Capital Advisors, Ltd. works closely with your company’s tax, legal and human resource advisors
to determine the optimum financial designs and options in the area of business succession
planning. The firm's professionals provide the perspective and vision necessary to progress
through the succession planning process. philosophy, mechanics, and economics. This process
explores many options which may include employee stock ownership plans (ESOPs). Some
additional ESOP services include: feasibility study, plan design and implementation, repurchase
obligation analysis and funding alternatives, and the role of corporate-owned life insurance
(COLI). For more information, please contact Neil Waxman at 216-621-0733.

VALUEMETRICS

Vauemetricsis a corporate financial advisory firm with offices in Atlanta, Chicago, Cleveland and
New York. We provide business succession and transition advisory services including ESOP
feasibility through implementation programs, gift and estate tax valuations, transaction advisory
services, and litigation support services to business owners, attorneys, accountants, commercia
and investment bankers, and others. These people have trusted Vauemetrics over the last eighteen
years as their independent advisor who understands their company, their industry and the securities
markets. We would like to build that same relationship with you. For more information, contact
Loren Garruto, Director at 216-479-6876 or |.garruto@val uemetrics.com.

Thanks To Our Sponsors

GREATBANC TRUST COMPANY
INDEPENDENT ESOP TRUSTEE

GreatBanc Trust Company wel comes the opportunity to discuss the benefits of utilizing an independent ESOP trustee.

As an experienced ESOP trustee, we understand the complexities of the independent trustee’ srole. Our ESOP team is
led by John Banasek, CFP and Marilyn Marchetti, J.D., nationally recognized expertsin ESOP transactions.

For more information on how an independent trustee may contribute to the success of your ESOP, contact John Banasek
at (630) 572-5122 or Marilyn Marchetti at (630) 572-5121. Our nationa toll free number is 1-888-647-GBTC. We are
located at 1301 W. 22™ ., Suite 702, Oak Brook, IL. 60523
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UPCOMING NETWORK EVENTS — 2001

ESOP Summer Institute
June 18-22 Kent State University

Sharing Our Successes Forums
August-Sept. TBA

Leading and Managing Owners:
Making Financials Fun

September 18 Kent
September 21 Dayton

Employee-Owner
Leadership Development Retreat

October 18-20 Atwood Resort

Leading and Managing Owners:
Teambuilding & Team Communication

November 13 Kent
November 16 Dayton

Board, Trustee, & ESOP Administration
Committee Training

December 6 Kent

» Mark Your Calendars!! «
16th Annual Ohio Employee Ownership Conference
April 12th, 2002 Hilton Akron/Fairlawn

For more information about these events or Ohio’s Employee-
Owned Network, contact Karen Thomas at 330-672-3028.

OTHER EVENTS

The ESOP Association’s August 3-5
2001 Employee Owner Retreat Indian Lakes Resort, IL
(Seepg 8 for details)

Buckeye Labor- September 26-28
M anagement Conference Salt Fork State Park, OH
Call (419) 530-3546 for details

The Ohio ESOP Association’s October 9th
12th Annual Fall Conference Columbus, OH
Call (440) 989-1552 for details

The NCEOQO’s Conference on Global November 5-6, 2001
Equity-Based Compensation St. Francis Hotel
San Francisco

Call (510) 208-1300 for details

Preliminary Feasibility Grants

The Ohio Employee Ownership Center (OEOC)
administers the Ohio Department of Job & Family Services
preliminary feasibility grant program. This program is
designed to provide financial assistance for groups who are
interested in contracting a study to explore employee
ownership as a means to avert a facility shut down. For more
information, please contact the OEOC at 330-672-3028 or
oeoc@kent.edu.

The National Steel/Aluminum Retention Initiative
(NSARI), administered by the OEOC, provides preliminary
technical assistance to buyout efforts in the steel and
aluminum industries. The program can also provide technical
assistance to existing employee-owned companies in these
industries. For information, call Steve Clem or John Logue, at
330-672-3028 or at http://mww.kent.edu/oeoc/nsari/.

visit our website at www.kent.edu/oeoc



http://www.kent.edu/oeoc/nsari/

