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Part I. Employee ownership and jobs
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Michigan’s manufacturing decline

> Since 9/2000, Michigan has lost 298,000
manufacturing jobs, 31% of the manufacturing base

> The manufacturing jobs lost typically paid higher
wages and had better benefits than the service
sector jobs which have partially replaced them.

> Manufacturing jobs lost had a higher multiplier
effect than service sector replacements.

> Consequently It Is not surprising that, since 9/2000,
total Michigan employment has fallen by 200,000,
from 4.6 to 4.4 million
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Where do we grow |ohs?

It’s primarily in smaller, closely held companies:

> Closely held companies provide 74% ofi all
private sector jobs in US, up from 71% In
1980

> Small and medium sized businesses create
65% of net jobs in country.

> In recent years, Fortune 500 companies have
liguidated more jobs than they have created
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Employee Ownership and Job Retention

> Not realistic as a layoff aversion strategy for auto
plants

» More realistic for troubled, smaller auto industry
suppliers with a diversified customer base

> Highly realistic for closely held businesses with
retiring owners

» Consider setting up new employee-owned
businesses using existing social capital in plants
being closed

> But willineed support services for new
businesses
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Forms off Employee Ownership

1) Employee Stock Ownership Plans (ESOPS)

Tax advantaged retirement plans for employees

Invest primarily or exclusively in the stock of the employing
company

Can borrow money

Tax breaks for selling owners

Consequently ESOPs are excellent tools for employees to buy
companies

2) Cooperatives
Fewer tax advantages — but same tax break for selling owners

Flexible
Most advantageous in smaller companies
“Born democratic” — members control the ce-op
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Jobs & ESOPs in Ohioe and Michigan

Jobs ESOPs
Ohio: 5.4 million 417
Michigan: 4.4 million 286

Sources: Bureau of Labor Statistics and IRS
Form 5500 data for 2003/04 (Larkspur Data)

OEOC The Ohio Employee Ownership Center .



The Profile of ESOPs Iin Ohio

Ini Ohio there are about 410 partially or wholly employee-owned
companies with about 480,000 employee owners

. Median employment: 110-120 employees
. Median sales: $15 million
. Closely held: 85%
. Majority employee owned: ca. 35%
. Full corporate governance rights
for employees: 42%
. Non-managerial employees on
board of directors: 17%
. Automatic disclosure of
financial information: 48%

. Iffno automatic disclosure
(I.e., other 52%), financials are
available en request: 57%
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Growth of the Ohio Employee-
Owned Sector

1993 2004
# of ESOP 295 411
companies
# ofi employee 196,000 482,000
owners
Value of employee $4.8 billion $34.7 billion
Equity

Source: IRS Form 5500 filings, Larkspur Data Resources
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Reasons for employee ewnership in
Ohio (multiple reasons possible)

> OWNnership succession 58%
> divestiture of plants & divisions 11%
> averting shutdown or major job loss 5%
> blocking a takeover or purchase by another company 6%
> financing expansion oficompany 10%
> reducing borrowing costs 15%
> replacement of another benefit plan 10%
> additional benefit plan 35%
> philosophical commitment to employee ewnership 44%
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Part Il. Impacts of employee ownership
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Impacts on company performance — 1

Employee ownership improves company performance
relative to pre-employee ownership performance

Difference in Post-ESOP to Pre-ESOP Performance (2000)

 Annual sales growth +2.4%
 Annual employment growth +2.3%
Difference between ESOP and non-ESOP productivity

 Productivity edge of ESOP firms +6.2%

Source: Douglas Kruse and Joseph Blasi, Rutgers University
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Impacts on company performance — 2

Employee ownership + employee participation makes the difference

8 _ _ Sales growth of

5 A e T participatory employee-
owned firms rose 7.2%

4 faster than that of their
competitors. Sales

2 - growth of non-

0 4 participatory employee-
owned firms lagged that

) of their competitors by
4.3%. Baseline (0.0%)

-4 equals sales growth of

5 competitors.

Participatory EO Non Participatory EO

= Relative Growth

Source: Jim Keogh and Peter Kardas, Washington State study

OEoc The Ohio Employee Ownership Center 13



Impacts on company performance
-3

Organizational Development and Change in Profits Relative to
Industry
60
50
40
30
20
10
0-

(percent of firms)

No change Added 1 Added 2 Added 3 Added 4 or 5
(N=29) (N=42) (N=31) (N=20) (N=25)

B Better than Industry

Increasing avenues for participation correlates with increased profits
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Impacts on total employee compensation

1999 comparison of wages and benefits in matched ESOP and non-ESOP companies

ESOP non-

ESOP
Average wage: $19.09 S 0]0)
Median wage: $14.72 $13.58

Average retirement assets

ESOP $24,260 0)
other plans 7,953 | $12,735
Total retirement assets $32,213| $12,735

Source: Peter Kardas, Adria Scharf, and Jim Keogh, 1999 Washington State study
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Impacts on on job creation

How Ohio ESOPs Compared with Their Industries
in Job Creation and Retention

OEOC

B Worse than Industry - 1%

B Same as Industry - 48%

B Better than Industry - 51%
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OEOC

Part Ill. Strengthening the
employee-owned sector
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Michigan and employee ownership

Michigan used to be THE national leader

>
>

>

State legislation started in 1979

Michigan Center for Employee Ownership (501(c ) (3)),
established 1984, shut ca. 1990

The state-of-the-art Michigan Center for Employee
Ownership and Gainsharing was established in 1986,
but shut in 1991

Rapid Response unit continued to provide in-house
employee ewnership assistance until 2002

Currently, senvices continue to be available through the
state but are contracted out
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Ini Ohio, by contrast....

Ohio followed Michigan with a Center in 1987
and legislation in 1988. We contracted with
MEOC for assistance for the first three years

> Over the last 10 years, the rate ofi ESOP
growth in Ohio has been three times that of
the US as a whole

> Ohio employee-owned sector also appears to
e more democratic and more participatory
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OEOC roles

> Information & outreach
> Technical assistance for ownership transition

> Support for feasibility work (especially in
shutdowns)

> Training & erganizational development for
employee-owned companies

> Employee-owned company network
> Purchasing cooperative for employee-owned firms

> Need to Improve financing sources
e New: loan fund
o Under development: equity fund
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Impact off OEOC (1987-2005)

> Worked with 515 companies employing 97,880 to
explore employee ownership

> Assisted employees in buying part or all of 77
companies, creating 14,400 new employee ewners

> Cost In state funds per job retained or stabilized has
been about $250/job

> These companies have created $330 million in equity
for current employee owners (data for 2004)

> We estimate that this employee equity position grows
by $10 million annually despite retirees taking out
about $5 million annually
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Why not recreate the Michigan
Employee Ownership Program?

> Focus on job retention where possible
> Focus on retiring owner situations

> Focus on using social capital remaining
after major shutdowns to establish new
employee-owned firms making new
products
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Part IV. Employee Ownership and the
High Road in the Global Economy
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Employee ownership in the community

Impact on lecal business

> Anchors capital locally
> Increases rate of reinvestment
> Higher local multiplier effect

Impact on families
> Increases job security
> Builds family assets

Impact on community.
> Stabilizes tax base and community econoemics
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Employee ownership from the
employees’” perspective

Employee ownership provides an additional
pension & financial return

Participatory employee ownership also
provides

> greater job-level influence

> some additional opportunities for training
> more insight into the business

> profit sharing in good times

> more jolb security in bad times
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