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Today’s business world is very different than what it was 20 years ago.  Mergers and acquisitions have become the norm in just about every industry.  Where our fathers and grandfathers may have stayed with one company their entire careers, that is unusual for anyone today to do.  Recent mergers announced include USAirways and United Airlines, AOL and Time Warner, Exxon and Mobil, and First Union and Wachovia Banks.  Just about all industries have been affected.  With only looking at those mergers mentioned, the Transportation, Entertainment, Oil and Gas, and Financial Services Industries have all had dramatic changes occur.  Mergers not only change the business size; they also have various far-reaching results.  Combining two companies, two cultures, two systems, two headquarters, and countless other matters is a time-consuming and difficult process often times.  The employees in these companies have a lot of decisions to make and issues to deal with personally and professionally. 

In my own personal career, I have been very much involved in several mergers.  Financial Services was the industry I entered after college.  First Fidelity Bank was headquartered in Newark, NJ and had a varied history of acquisitions.  We were a fairly large bank, one of the top 50 largest banks in the nation.  It was exciting to be on the acquiring side, constantly expanding and growing.  It wasn’t until June of 1995 that I realized things could be different.  We were acquired by an even larger bank, First Union.  I had never even heard of First Union, and suddenly I was faced with a lot of uncertainty and questions.  Because the northeast was a new territory for First Union, my particular department was, for the most part, safe from any major layoffs.  I did, however, see numerous departments consolidated and kept in the headquarters of Charlotte, NC.  It was an emotional time; sad because of those losing their jobs, stressful because of the extensive work required to convert systems and policies, demanding due to the new travel requirements often needed to effectively work with counterparts in NC.  The trend of mergers continued, but again I was on the acquiring end, with the CoreStates and First Union merger.  Because of similar territories, layoffs again were the norm in joining the two banks.  Eventually, though, the companies always merge with minor hiccups in the process, but all difficulties that arise are handled.  There were always additional rumors that First Union would be involved in yet another merger, and this only recently came to be true.  

After a few years of dealing with the new banking organization, I decided to venture into another industry.  I left banking to enter the engineering & construction industry.  I joined a subsidiary of Raytheon Company, called Raytheon Engineers & Constructors (RE&C).  Although RE&C had been made essentially from various legacy companies including United Engineers, Ebasco, Rust Constructors, Badger, and Litwin, it seemed that this was not a high-profile industry and because we were part of a much larger company (Raytheon), a merger might not be likely to occur.  I realized I was incorrect in late 1999 when the rumors began.  It became clear in April 2000 when Raytheon Company sold off the Engineering & Construction business to Morrison Knudsen that again I was involved in an industry that was not immune to mergers.  Again I was dealing with all the issues that are arise when a merger happens.  This time, however, it became clear that my department was one that seemed to be at risk.  While the RE&C Accounting department was centralized, the new company’s Accounting departments were decentralized and located at different points across the country.  Philadelphia was not one of them.  The deal was finalized on July 7, 2000 and the new company took on a new name.  We were now known as Washington Group International (WGI), a tribute in part to Dennis Washington, the CEO who brought us together.

By the end of that same month, most of the Accounting Department received their notices that their job was to be eliminated at a future point in time.  Many had end dates of 01/26/01, others of 03/23/01.  Many had bonuses attached to the notices, a type of retention bonus.  If you stayed to the date they requested, you would earn the bonus.  If you left before that date you forfeited the bonus.  There have been several developments with the bonuses and other company-related issues that threaten the payment of these bonuses, and the going concern of WGI.

As the end dates of several of the accountants neared, it became clear that the work originally thought to be left for the Philadelphia team was drastically underestimated.  For those who were left, the end dates were extended from January/March to December of 2001.  That left us with several questions: What will happen to the first retention bonus?  Will it still be paid out at the original agreed-to date even if the extension is accepted?  Will the original payout be held and one payout made at the end of December?  Will there be an additional bonus for the extra 9 or 11 months?  Will it be as generous as the first?  It was determined that yes; the original retention bonus will be paid to the employee when the first date was reached.  Whether they decided to accept the extension did not matter.  The second agreement would be separate and distinct from the first, and would have the same terms as the first.  This put the minds of many of us at ease, and most were pleased that we had additional time to look for a job and had the possibility of another lump-sum payment at the end of the year.  

The beginning of March, however, brought additional concerns to not only those with bonuses to consider, but also to every employee in the company nationwide.  The announcement was made that the new company was having difficulties with their cash flow, and there was a possibility the company would have to declare bankruptcy.  It has not come to that yet, but there have been jobs on which we have stopped construction, there have been memos sent to all employees for cost cutting suggestions, there has been a hold on hiring, training and travel expenses, etc.  There is a great deal of uncertainty, therefore, in the minds of us waiting to receive these retention bonuses.  I completed work through my first agreed-to date of 03/23/01 and have been told my paperwork has been submitted to Human Resources at the headquarters.  Although I believe I will get the payout as HR has assured me, I will feel much more relaxed when the payout actually occurs.  I do not feel confident that I will be around to receive the second retention bonus.  I have begun to look for another job and if I leave on my own, I forfeit the second retention amount.  If the company goes bankrupt, by the same token, I also may not have remedies to collect.  Lastly, while HR underestimated the time needed in the first issuance of retention bonuses, I feel they have overestimated it for the second issuance.  If the work is completed before that second date, I believe I will get the payout in the same terms as the first agreement, but the amount will be less since less additional time was worked.  Also, I would be out of a job much sooner than I would have thought based on the second estimated end date.  Taking control and getting a job on my own terms at my own time may be the best bet for me.  Time will tell.

It is a difficult time for my current company, and there are several crucial periods of time where decisions, some briefly mentioned above, were made which brought the company to where it stands today.  Due Diligence by Washington Group began after discussions commenced between Morrison Knudsen and Raytheon in October 1999.  Raytheon, at heart, was a defense contractor, and was very successful in that function.  The Engineering and Construction business often was an afterthought by Raytheon’s upper management.  The name RE&C also had problems inserting itself in the E&C industry.  While the names of the legacy companies (Ebasco, Badger, etc.) were well-recognized and well-respected, often Raytheon was not associated with providing such services.  Constant fighting this perception was a challenge faced by the engineers and marketing personnel.  The purchase of our company by a company dedicated to engineering and construction, then, for some, was a positive move.  Getting RE&C out of the shadow of Raytheon company, combining its strengths with MK’s experience, and prospering as a viable new E&C company was the ultimate goal of the merger.  There have been several road bumps in the meantime.      

April 30, 2000: This date was the agreed-to date on which the Balance Sheet values would be accepted by both parties.  At the time of the agreement, the financial statements were not yet finalized.  Raytheon prepared a preliminary balance sheet for purposes of the deal, which was still to be audited by PriceWaterhouseCoopers, the accounting firm responsible for Raytheon’s year-end audits.  The agreement was subject to this audit by the experienced third party, and the price paid would be adjusted based on their analysis.  The audited financial statements originally were to be provided at the 60-day mark after the April 30, 2000 date.  When it was determined that this date would not be met, it was determined, with the agreement of both Raytheon and MK that the date would be extended to January 14, 2001.  As of April 2001, however, the audited financial statements have not been completed, and issues are still up in the air regarding the actual price paid and if it was fair and equitable to MK.     

July 7, 2000: The deal was completed and agreements were signed the beginning of July 2001.  Morrison Knudsen paid $53 million in cash, and assumed the unaudited Balance Sheet liabilities balance of $450 million.  A new company was formed.  The former RE&C and the former MK joined, and the new company was named Washington Group International (WGI).  The name was a tribute to Dennis Washington, the CEO of MK, and a long-time presence in the construction industry.  His reputation as a successful businessman was one that the board of directors hoped to present face-forward.  The agreement on July 7, 2001 provided that MK would assume responsibility for all projects, with the exception of four problem contracts.  The four contracts were overseas deals that had severely overrun budgeted costs, and dramatically reduced the fee expected to be received.  RE&C had run into problems due to the fact these four contracts were fixed price contracts.  The trend of many clients is to insist on such contracts, to limit their expenses.  The risk lies with the contractor, because then any unforeseen costs cannot be passed on to the client.  This is what happened to RE&C.  MK left these problems under Raytheon’s management.  In addition, a widespread review of all contracts was undertaken.  Any job essentially complete, regardless of its individual balance sheet standing, would be analyzed a year from the signing date to see what changed in that standing. Any write-off done on those completed contracts would be charged to Raytheon in July 2001.  Any cash received on those completed contracts would belong to Raytheon. The completed jobs would remain Raytheon’s ultimate responsibility, with MK taking on only those active jobs.  This required a huge ongoing effort to analyze and track the changes in the balances of Accounts Receivable, and Unbilled amounts on each and every contract retained by Raytheon.  

The new company was quick to welcome the employees from RE&C, and most parties seemed genuinely excited to join the forces and grow.  Goals were made for the new company.  The new Washington Group’s goal was to offer services only in those product lines where we could succeed.  This included the Power/Nuclear product line, the Industrial Group, Government Services, and Infrastructure projects.  Petrochemicals was an arena where MK had not yet ventured.  The RE&C forces in this group were not among the industry leaders.  This was a product line still to be watched as time progressed.  One of the original rumors floating around in late 1999 was that Raytheon only wanted to sell off the Petrochemicals line, and keep the remaining business units.  MK and Dennis Washington had a strong belief, however, that by working hard to succeed, things would fall into place.       

July 31, 2000: After a few weeks learning about the new company, and even visiting the new headquarters, the layoffs began.  Most of the accounting department visited Boise, Idaho on July 22.  We were given an overview of the corporation, its business units, its strengths, and started to develop relationships with our counterparts.  Most of the same accounting department welcomed so eagerly in Boise got laid off on July 31, the very next week.  Those laid off were given a specified length of time, and many received retention bonuses if they stayed until that time.  The new company and the changes occurring in Accounting drove many people to act early, and leave for other jobs.  Employee morale is a consistent issue to be dealt with, for those who were laid off, as well as those seeing it happen around them.  

November 2000: The fiscal year for WGI ends 11/30.  The third quarter results, therefore, were the first major collection of contract results.  This was for the period ended 09/01/00.  Less than a 1% fee rate was earned on all contracts.  Some of the major contracts acquired lost a large deal of money each month, and they became a concern.  It started to become clear sometime after that that there were some major issues and unexpected costs related to many of the Power contracts.  WGI uncovered at that time more than $500 million in overstated assets and understated liabilities associated with Raytheon projects.  WGI began to question the price they paid for the former RE&C and the truth behind the 04/30/00 balance sheet on which they based the purchase price.  Deloitte & Touche and its Dispute Consulting group was then hired to investigate the matter at hand.  They brought in a team of more than 20 forensic auditors to investigate every aspect of the business, the systems, the policies and practices, etc. to determine what the value of the balance sheet rightfully should have been as of 04/30/00.  As of March 15, 2001, WGI has spent over $6 million to the outside consulting firm to defend their position.  The case they are preparing is quickly coming to a close.  Many of the auditors have rolled-off the project, and only the supervisors and managers and lawyers remain today.

December 1, 2000: Year-end close for WGI was December 1, 2000.  All systems and procedures officially changed over to the new systems and practices.  The previous RE&C systems were no longer used, and conversion to Oracle, JD Edwards, and Hyperion began.  Year-end results would be published much later.  

January 14, 2001: The audited balance sheet from 04/30/00 was due to be provided to WGI on this date.  WGI’s concern for its ongoing operations heightened after this point.  The reviews being performed by the forensic auditors had uncovered “significant, previously undisclosed, adverse facts about the assets acquired, as well as Raytheon’s inappropriate accounting for those assets”.  

March 2, 2001: Issues surrounding the acquired contracts continued to grow through March.  It was announced on March 2, 2001 that WGI was faced with near-term liquidity problems, solely due to the acquisition of RE&C contracts.  If things did not improve, then WGI would be forced to declare bankruptcy.  When WGI was still Morrison Knudsen, they went through a period of bankruptcy in 1995, after a poor acquisition of a train car company.  This was not something the former MK employees wanted to go through again.  A war of words between Washington Group and Raytheon began shortly after this announcement.  WGI emphasized in their press release that it was Raytheon’s failure to produce the balance sheet as promised that put them in such dire straits.  After this announcement, the stock of WGI dropped 79%, from $6.35 down to $1.65, and has been hovering there since.  

March 8, 2001: WGI filed suit against Raytheon, accusing Raytheon of fraud and breach of contract.  WGI is looking to rescind the whole acquisition in the lawsuit.  Raytheon still had not met its end of the agreement made in July 2000.  WGI was still waiting on the audited balance sheet in order to true up the purchase price from almost a year before.  To help combat the nearing bankruptcy issue, WGI announced they would stop their work on two major contracts located in Massachusetts.  These contracts had expected costs to be incurred in excess of cash to be received of approximately $380 million.  A great deal of activity, and costs on the two jobs was expected to occur in the second quarter of 2001, which for WGI was just beginning after the month ending February.  Keeping on with these two projects and everything associated with them surely would drain WGI’s remaining resources and bankruptcy then would be inescapable.  By stopping production on these contracts, it was expected the client would bring demand the guarantor make good on the contract, and continue the work.  The guarantor of these two projects was Raytheon.  WGI stated that they would be willing to complete the projects, if Raytheon would step-up and assume their contractual obligations.  The drastic step of leaving a job site was a first for WGI, and its predecessor MK.  WGI management felt they had no choice but to put this additional pressure on Raytheon.    

March 9, 2001: Raytheon responds to the allegations put forth by WGI management.  Raytheon management said the lawsuit was “without merit” and “doomed to failure”.  They also called the whole thing “rubbish” and “nonsense”.  Harsh words from both sides make for an unsure working environment.  It is especially difficult for the former RE&C employees.  It is because of our contracts, and Raytheon’s accounting of these contracts which has directly led to the threat of bankruptcy for WGI.  One of the first phone call conferences after the March 2, 2000 announcement, in part, emphasized the possible strengths still inherent in the merger.  WGI management stressed they did not regret the purchase, and they still see great things in the future, if only Raytheon would comply and the final purchase price could be determined.  The lawsuit filed March 8 to cancel the merger directly contradicts all management’s declarations.

Through all this uncertainty, Raytheon’s stock price has remained fairly stable.  They are, for the most part, unaffected by the issues that are so deeply affecting Washington Group.  This is mainly due to the size of the companies.  Raytheon is a mega-company, a defense contractor with approximately $17 billion in 1999.  RE&C had less than $3 million in sales, and therefore was just a small part of the overall operations overseen by top Raytheon management.  Conversely, WGI is a much smaller company.  In 1999, MK had sales of approximately $2 billion. Adding RE&C to the mix greatly increases the size of the former Morrison Knudsen, and makes WGI the fourth largest E&C company. 

March 15, 2001: Raytheon agrees to take over the construction on the two contracts WGI ceased work on a week before.  This will cost Raytheon millions and millions of dollars.  They must go to the site, evaluate the progress, and then decide the best method in which to proceed.  They expect at most for these two jobs to cost them $450 million.  This did affect Raytheon’s stock price, decreasing it by about 20% of its price only a month earlier.  It quickly rebounded shortly after, mainly due to the fact the E&C business was not a core one for Raytheon.  Fund managers, also, seem to promote defense stocks as safe investments. Brandes Investment Partners, as an example, believes Raytheon stock is dramatically undervalued, by about 50%.  

March 16, 2001: WGI delays filing its annual report. The fiscal year ended 12/01/00, but things were still outstanding regarding the purchase price, and possible adjustments.    WGI announced that they plan to file the annual report as soon as possible.  In this same week, Raytheon was accused of hiding information from another company.  L-3 purchased the Training Device and Services Division in February 2000.  L-3 claims that Raytheon failed to fully disclose material liabilities.  This complaint rings familiar to those at WGI.

March 28, 2001: WGI sent an internal memo out to all its employees stressing its appreciation for all the loyalty during these trying times.  They asked for suggestions to save on cash expenditures, and announced that the members of the Office of the Chairman volunteered to ten- percent pay cut.  First-class travel was stopped, and most hiring, training, and other office expenditures were frozen for a 45-day period.   It was emphasized that the normal merit increases were not part of this movement.  Employees, their importance to every aspect of the company and what it is going through remain a primary concern by management.  

In the next weeks, there were more cases to possibly raise any low morale.  WGI was awarded a five-year construction contract at Great Falls International Airport in Montana and an engineering and procurement contract with Cargill Dow LLC.  This solidifies future work for several product lines, and shows there is still some level of industry confidence in the company.  

April 9, 2001: Raytheon officially announced they would take a charge in the first quarter between $275 and $325 million.  This is after their assumption of the two construction projects in Massachusetts, required by them after WGI left the job sites.  While this is within their original estimated spread of nothing to $450 million, it is a long way from the nothing.  Taking on these two contracts required Raytheon to hire a competitor of WGI.  Duke Fluor Daniel has been hired to complete the jobs. 

It was also announced on April 9, 2001 that the case between WGI and Raytheon will not be tried in court.  The District Court of the Fourth Judicial District of the State of Idaho decided that the matter would be decided through private arbitration.  This was the road Raytheon was requesting, while WGI wanted the matter to be brought to court.  This was a huge victory for Raytheon.  The arbitration hearing will also allow Raytheon to bring up the costs they incurred due to WGI defaulting on their contracts in Massachusetts.  They have already sent bills to WGI to recoup the expenses they’ve incurred at the job sites.  

While the court ruled in favor of arbitration, at WGI’s request it did retain the authority to push for the completion of the closing balance sheet.  Raytheon is blaming WGI for holding up the process of the audit by PWC.  PWC requests significant amounts of information from the former RE&C every day.  Questions are raised on those answers.  Documentation is needed to support all answers.  WGI contends that the questions and documentation asked for by PWC is unnecessary, and essentially just busy work.  Regardless, it is required.

April 15, 2001: Letters were sent to key employees in the Philadelphia office, from the legal department of WGI in Boise.  Any employee who has assisted PWC in obtaining their information was asked to provide copies of this information to Legal.  WGI is required to produce documentation relative to the purchase and associated price adjustment process.  All documents, communication, minutes of meeting, etc. were forwarded to the Legal department last week.  The Legal department will then compile all the information received, to present to the court as proof of the documents we have provided PWC and expedite the process of completing the audit of the balance sheet.  Legal is looking for evidence of how much time and effort has been expended in giving the required information to Raytheon and PWC.  It is important for us to demonstrate that we have invested thousands of man hours, produced hundreds of thousands of pages of documentation supporting our position, attended numerous meetings, and responded to hundreds of questions by PWC.  These numbers are not exaggerated when you realize the extent of PWC’s review.  Legal hopes to show that we have provided all that has been asked for, and that we are not the cause for the delay, as Raytheon has accused us of being.  

This story is an on-going one.  There is not yet a resolution to any of these matters.  The audited balance sheet has not yet been provided, despite it being pushed along by court order.  WGI is surviving for the moment and has kept the threat of bankruptcy at bay.  Major efforts to do this have been implemented, and it is in all the officers and employees benefits to continue these efforts.  Raytheon is stipulating still they are not at fault.  WGI is stipulating they are in their position solely because of Raytheon.  The arbitration hearing has not yet been scheduled, but certainly will be an interesting and corporation-changing process.  Which corporation will be changed, and how, though is yet to be determined.    

