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April 18, 2007
More ESOP fables and facts
Several of you who were unable to attend the sessions on Employee Stock Ownership Plans (ESOPs) April 12 asked that we issue a summary.  Here it is.  Panelists for the session were Christopher Mackin, an ESOP consultant who runs Ownership Associates, and Ian Laird, an investment banker working with Mackin.  Both are retained as consultants by The Newspaper Guild international, which made the available to us.  Both will continue to advise us as things proceed.  Also at the session was Bob Patrician, a research economist with our parent union, Communications Workers of America, who is advising us on retirement benefits. 
Uncertainty about the deal: Although Tribune and Sam Zell have agreed on a deal, there are several things that have to happen before it’s completed.  Things that could block the deal include the transfer of FCC waivers for the cities where Tribune has newspapers and TV stations; the possibility of a superior bid from someone other than Sam Zell; and shareholder approval.  Completion of the deal is likely to take the rest of the year. 
Uncertainty about the ESOP: Although the ESOP has already been created, and most Tribune employees are already participants, employees represented by unions aren’t yet included.  And, unlike the unrepresented workers, we can’t be included without being consulted.  Under law, it has to be bargained.  When bargaining occurs, we don’t know whether Tribune will push to get us in, push to keep us out, or what it would ask in exchange for either status.  The question most people had – “Is this a good deal for us?” – can’t be answered yet.

What the unrepresented Tribune workers are getting: Pension credits and 401(k) money earned over the years won’t be touched. But going forward, in place of Tribune has said it will stop company contributions to current retirement benefits, including the 401(k).  Employees can still contribute pre-tax money on their own to their 401(k) accounts​.  But instead of contributions to the 401(k) and other retirement benefits, unrepresented workers get ESOP participation – initially worth 5% of pay – and a cash balance retirement plan with a contribution of 3% of pay.
What Guild members at the Sun are getting currently: There is a defined benefit pension plan.  Although you don’t get a quarterly statement, money is put in regularly, and Tribune is legally obligated to pay you a benefit when you retire, based on your salary and years of service. You’re vested in the plan after five years of service; even if you change to a non-Tribune job, you’d still get a benefit at retirement.  We’re currently getting information to calculate the exact value of this benefit, but we estimate at 6 to 8 percent of pay.  In addition, Tribune contributes 2½ percent of pay into your 401(k) account. 

What is a cash balance retirement plan: The employer puts in money each year; in this case, Tribune is putting in 3% of pay.  And it guarantees a set rate of return; in this case, the rate paid on 10-year treasury bills, currently 4.7%.  Like a 401(k), you get individual account statements, and you can roll over the money when you change jobs.  Unlike a 401(k), you get a guaranteed rate of return.  In times when stock prices are rising, a 401(k), carefully invested, can beat the return rate of a cash balance plan.  But 401(k) values can decline when stocks do; cash balance accounts never lose value.

How does an ESOP work in general?  There are good ESOPs and bad ESOPs.  We don’t yet know enough to place the Tribune one on the good-bad continuum.  In general, we prefer those that give employee-owners a real voice in running the company.  There are some 10,000 ESOPs currently functioning.  Most are “plain vanilla” ESOPs, where a company’s owner/founder decides to transfer ownership, over time, to the employees. These ESOPs typically take place in small to mid sized privately-held companies of between 50 and 2,000 workers and provide a tax advantage to the seller.  Many of these companies do make an effort to create what is called an “ownership culture,” that not only allows employees to participate but, studies show, leads to improved profitability.  Another group of ESOP transactions, including Tribune’s, are what might be called “tycoon ESOPS,” set up by savvy investors looking for an advantage from ESOP tax benefits.  Sometimes, these work out well. Avis car rentals, for example, was bought through a “tycoon ESOP;” when it was sold, employees received nice checks. The law that created ESOPs doesn’t guarantee employees a direct voice in running the company.  Under the law, the ESOP is managed by a trustee, who has a legal obligation to look out for the long-term interest of the employee-owners.  This doesn’t mean necessarily voting the wishes of the employee-owners.  For examples, employees might oppose a staff reduction, but the trustee would support it if he felt the staff reduction was in the long-term interest of the business and would improve the value of the shares.  When workers are represented by a union, they are in a better position to tap into expertise (by hiring lawyers and consultants), to gather ideas from employee-owners and to express the wishes of the employees.  In a case such as the Tribune deal, where the ESOP will own all the stock in the reorganized company, trustees have a particularly strong voice in corporate affairs with the ability to elect members of the board of directors. Trustees can sometimes act aggressively – including, if warranted, the firing of CEOs – to protect the long-term interests of the employee-owners.  Since the ESOP shares aren’t publicly traded, the “fair market value” of the shares is determined periodically by an independent valuation firm.   Employees are allocated ESOP shares each year based on their base salary, but they can’t sell their ESOP shares while they’re employed.  When they retire or leave the company, their shares are cashed out at a fair market value as determined by the independent valuation firm.
How does this ESOP work?  The trustee in the Tribune transaction has been named – a Chicago bank called GreatBanc.  They are an experienced trustee with a good track record at representing the interests of employee-owners.  Although Tribune has made public filings with some ESOP documents, it isn’t clear yet exactly what latitude the trustee will have in nominating and electing board members, although the trustee will be required to elect the CEO and two representatives of Sam Zell. It is also still unclear what special powers might be vested with Zell, as chairman, and his representative on the board. No mechanism has yet been proposed for employee-owners, most of whom are not represented by any union, to express their ideas or to vote on key issues. Tribune has said it will initially contribute 5% of pay into an account for each participating employee. That money will purchase ESOP shares at a value determined by the trustee and independent valuation firm. Tribune is borrowing a lot of money to buy out existing shares.  As it generates cash from operations, money will be paid into the ESOP, and the ESOP will make payments on the loans, while benefiting from substantial tax savings.  If the reorganized Tribune prospers, the shares will become valuable over time for both Sam Zell and employee participants as the debt is paid down.  If Tribune continues to slip, it could have trouble making its payments, and the shares could become worthless.  
What happens to the Tribunes shares or stock options I have now?  If the deal gets completed, all shares – whether in 401(k) accounts, Employee Stock Purchase Plan or just bought on the market – will be cashed out for $34.  Options would pay the difference between $34 and the exercise price.  We don’t know exactly when this will happen or what paperwork will be required.  You can also sell shares or cash options at the current market price, but, so far, that price is below $34.  In the past week, shares have traded between $32.50 to $33.
                                        





-- Bill Salganik
