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The Sale of Fel-Pro

How do you decide to sell a business that
has been in the same family for three gen-
erations—especially when that business is
widely considered a model for others?
What emotions, lingering regrets, criticisms
must the family owners deal with in the
wake of the sale?
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The Sale of Fel-Pro

How do you decide to sell a business that has been in the
same family for three generations—especially when that
business is widely considered a model for others? What
emotions, lingering regrets, criticisms must the family
owners deal with in the wake of the sale?

AN INTERVIEW WITH RICH MORRIS, FORMER FOURTH-GENERATION EXECUTIVE

AT GASKET-MAKER FEL-PRO INC.

FEW companies matched its dazzling array of
benefits—vacations of up to 12 weeks, a sum-
mer day-camp for employees’ kids, a govern-
ment bond for every newborn, $3,500 a year for
college scholarships. Fel-Pro, a manufacturer of
automobile gaskets, sealants, and adhesives in
Skokie, Illinois, was on everybody’s list of the
best companies to work for in America. It was
also a highly successful business. Founded in
1918 as Felt Products by Albert Mecklenburger
and his father-in-law, Hugo Herz, Fel-Pro had
been run in the third generation by Mecklen-
burger’s grandsons in the Lehman, Weinberg,
and Morris clans. The firm had annual revenues
of $500 million and had a 60 percent market
share for its gaskets.

When Fel-Pro was acquired by a larger, pub-
lic company in 1998, its 3,000-plus employees
were shocked. The acquirer was another manu-
facturer of parts for the automotive aftermar-
ket, Federal-Mogul, based in Southfield, Michi-
gan. Under a new chairman, Richard Snell, the
company was being revitalized by a strategy of
growth through acquisitions.

In negotiating the $750 million merger, the
family owners of Fel-Pro worked hard to pre-
serve many of the plush benefits its employees
had always enjoyed. Business writers and peo-
ple in the community as well as family mem-
bers, however, worried about the loss of a
unique vision of a company that treated its
workers well and earned their best efforts in
return. Even before the merger was consum-
mated, it became clear that Federal-Mogul
would have difficulty integrating Fel-Pro’s “life-
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cycle” benefits with its programs at other
plants. Last year, moreover, there were signs
that Federal-Mogul was stumbling on other
fronts and having productivity problems. In
September, the company reported lower than
expected second-quarter earnings, resulting in
a 20 percent drop in its stock.

Rich Morris, 40, was one of two fourth-
generation family members employed at Fel-
Pro when it was sold. Morris, who has an MBA
from Northwestern’s Kellogg School of Busi-
ness, worked for a few years at a large public
conglomerate, Gould Inc., before coming to the
family company in 1983. He was in a key posi-
tion to observe the internal debate that led up
to the family’s agonizing decision to sell; for
three years he had been in charge of seeking
acquisitions that the family leaders hoped
would diversify the company and enable it to
survive in a consolidating auto-parts market.

In a recent interview with Howard Muson, ed-
itor of Family Business, Morris talked about why
the family believed its only choice was to sell the
company, and how the members now view their
decision. The interview provides a revealing
look at the gamut of emotions family members
must deal with in selling a business and trying to
preserve a cultural heritage for its employees.

- The Editors
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Family Business: Why did the family decide to
sell Fel-Pro? What led to the decision?

Rich Morris: We had done a great job of sur-
viving as a stand-alone company through the
1970s and 1980s. But in the 1990’s, there was
a lot of consolidation in both manufacturing
and distribution channels. In a mature market,
price is a key issue. Our bigger competitors
sold all of the engine components needed to
make up a car. They were able to offer lower
prices through achieving efficiencies in sales
and distribution.

In addition, the automobile manufacturers
were “getting it right” Cars weren’t falling
apart every three years. Engines were lasting
longer. The only way we could grow, basically,
was by “stealing” market share. But we already
had about 60 percent of the aftermarket for our
parts. Two other large players together con-
trolled the rest, and it wasn'’t likely we were go-
ing to be able to acquire either one.

FB: Were revenues beginning to decline?

Morris: The year the company was sold—
1998—we achieved our highest revenues and
highest profit. Our trend line for 10 years had
been straight up. But the market wasn’t grow-
ing at that point. We predicted it would start
shrinking by 2004 and would continue to
shrink after that.

FB: You had 40 family shareholders, all but six of
whom didn’t work in the company. Was pressure
building to sell from shareholders who wanted
liquidity?

Morris: The word “sell” may have come up in
dinner conversation, but never in official meet-
ings. Fel-Pro paid a dividend that kept family
members who didn’t work in the business hap-
py. We all had moderate lifestyles compared to
what we could have had, so there was never
pressure to sell because people needed cash.
When the word was mentioned, it was usual-
ly because family members felt uncomfortable
having the majority of their assets tied up in
one place. We knew, for example, that if an
electric car came along, our chief assets might
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become worthless in a few short years.

The main reason the family never gave seri-
ous thought to selling was simple: We were con-
sidered a model for other companies in how we
treated employees. The family members felt we
had something special that we wanted to pass
down. We felt, “Look at how much good this
money is doing where it is invested.”

FB: Where did this philosophy—this commit-
ment to employees—come from in your family?
How did you become a model?

Morris: We did not start out wanting to be a
model. People told us that we were, and that is
an important distinction. Our feeling was that
treating your employees well was good for
business. If you treated them well, they would
treat you well.

We also found that if people come to work
every day concerned about whether their child
is flunking school, or who is taking care of their
elderly parents, and so forth, they can’t focus
on their jobs. By offering benefits like day care,
baby-sitting for a sick child, tutoring for kids
that need help, you get more productive em-
ployees and improve the company’s bottom
line. It makes good business sense.

FB: Was there much internal debate over
whether or not to sell the company? Were there
differences of opinion in the family?

Morris: There was some tension over where
and how we could expand. I think one of the
things that prompted the decision to sell was
my search for acquisition candidates.

One group of folks thought we should stick
to our knitting and stay in engine parts. That
was what we knew the most about and so was
the least risky course. Another group felt that
would be very risky, however, because the in-
ternal combustion engine might someday be
replaced by one of the newer engine plat-
forms—in electric cars, for example. This group
felt that we should extend our automotive line
to other kinds of products needed in cars—
such as new electronic mapping systems,
brakes, and windshield wipers. But others felt
that would have stretched us beyond what we
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knew how to do.

Tensions also arose when we looked at how
big we would have to become to get enough
mass to compete with “the big boys.” By my es-
timates, we would’ve had to become a $2 billion
company by the year 2002 and a $10 billion
company by 2010 to keep up with competitors
who were growing and rapidly consolidating the
market by acquiring other companies. There was
no way we could have gotten bank loans to fi-
nance that kind of growth. It was clear we would
have to go out and get public equity, and that
would have changed the nature of the business.

FB: At what point did you conclude that selling
was the only alternative?

Morris: About nine months before the sale, we
had a meeting at which we all looked at each
other and realized any acquisition strategy
would be very difficult. We decided we should
at least explore the alternative of selling the
company. Interestingly, I at first saw this most-
ly as a way to prod us into actually jumping in-
to one of the acquisition strategies. I didn’t
think at that point that we really wanted to sell.

FB: Where did these discussions take place? At
the board level?

Morris: Ken Lehman and Dave Weinberg, the
co-chairmen, discussed the options in our
meetings on strategy. Then, yes, it went to the
board, which was made up of eight family
members, including three who were retired.

FB: When you finally did decide to sell, a bro-
ker brought you a number of suitors—12, ac-
cording to news reports. How did you choose
to go with Federal-Mogul?

Morris: The companies we talked to were in-
vited to the party for two reasons: First, be-
cause we felt there would be good synergy be-
tween their business and ours, providing a
good shepherd for Fel-Pro’s future and a rea-
sonable price for us. Second, and just as im-
portant, because we thought they could align
themselves with what we saw as our good
business model and our morals.
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FB: And you felt Federal-Mogul met those criteria?

Morris: [ don’t know that we would have invited
the old Federal-Mogul to the party. But we felt
that under the new man in charge, Dick Snell, the
company was changing and becoming something
different. He said all the right things about how
people were important to him and that he want-
ed to learn from our culture. After Federal-Mogul
took over, I realized practically from day one that
what he said and what his company was going to
do were two different things.

FB: What led you to that quick judgment?

Morris: The way the company was treating the
employees, the way he treated me and other
family members, this isn’t the most horrible
story in the world, but it was symptomatic.
During the sale talks, the family leaders didn’t
negotiate any non-competes or contracts to
stay on. We felt that we owed it to shareholders
to first negotiate the best possible price for
their stock. Then, after the sale, each family
manager who wanted to stay on could negoti-
ate his own contract.

Personally, I didn’t much care whether I
stayed on. [ had a list of reasons why it would
be fun to stay, and a whole host of reasons why
it would be better to leave and do something
else. But when I inquired of the new manage-
ment whether or not they wanted to keep me, I
received no response. The way I found out was
that someone in Fel-Pro’s benefits department
called and asked if I wanted to go on the CO-
BRA plan to extend my insurance. “What are
you talking about?” I asked. I was told, “Well,
you are not going to be retained.”

FB: How much staff turnover has there been
since Federal-Mogul took over?

Morris: I'm most familiar with the Skokie facil-
ity, where there are about 2,000 employees. My
rough guess would be that 350 people have left
or been fired.

FB: You knew at the time of the sale that Feder-
al-Mogul was planning to consolidate opera-
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tions, so there would be layoffs. Do you feel any
promises were broken?

Morris: They really didn’t lay off anyone in
the manufacturing facility; some of the folks in
manufacturing were, in fact, promoted. What
we were told was that they would look at con-
solidating people in accounting, marketing—
anyone that didn’t touch a piece of machinery.
At a meeting a couple of days prior to the sale,
employees were told that “the best of the best”
would be retained. In reality, politics took over.
The Federal-Mogul managers in charge of the
consolidation tended to choose their own peo-
ple over Fel-Pro’s.

That, naturally, raises some questions: If Fel-
Pro had a 60 percent market share and Federal-
Mogul only about 20 percent, why would they
get rid of Fel-Pro’s marketing people? Why
would they get rid of Fel-Pro salespeople, who
were better accepted in the industry and had
earned a larger market share for the company?

FB: Federal-Mogul didn’t appear to try too hard
to keep the know-how and experience of the
family, even for the short-term.

Morris: [ don’t disagree with their decision not
to retain the family. Quite frankly, they did not
need the family. To be honest, the family mem-
bers knew how to run a family business. They
did not know how to run a multibillion-dollar
business, which requires a different skill set. I
think the family members may have had a hard
time shifting those gears. [ would have, too.

FB: Did any family executives stay on?

Morris: Just Ken Lehman, and he stayed only
for a short time.

FB: I'm sure you realized during the sale negoti-
ations that Federal-Mogul had fewer and less
generous benefits than Fel-Pro offered its em-
ployees. They were going to have problems
maintaining Fel-Pro’s programs when employees
in their other plants didn’t have them.

Morris: We raised that exact question and they
told us they wanted to evaluate our benefits
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and see if some of the better ones could be ap-
plied to the rest of the Federal-Mogul family.
Federal-Mogul, like many companies, had a
core group of benefits. Some benefits were ac-
tually better than Fel-Pro’s—their medical
plan, for example. The biggest dollar amount
spent on benefits goes for medical. What was
missing were many of the benefits we had,
what I call “life-cycle benefits.” These don’t ac-
tually cost as much as core benefits because
they are spread out over an employee’s lifetime
and so are not fixed expenditures. For example,
our pre-school program and our summer day-
camp for children were used at different times
by employee families than our college scholar-
ships or our support for eldercare services.

FB: What did you do to encourage Federal-
Mogul to adopt some of these benefits?

Morris: We actually agreed to fund some of the
benefits for a period of one to five years, in or-
der to give them time to study the programs and
possibly put them in throughout their organiza-
tion. It is clear that this money was wasted be-
cause they never intended to study them at all.

FB: I've read that you “left $50 million on the ta-
ble” to continue some of the benefits.

Morris: I don’t know if that’s an exact figure.
But I'll give you a couple of examples. We let
them have the building for our day-care center,
basically rent free, so they could maintain that
benefit. We rented the space to them for the
summer camp for, like, a buck a year, and con-
tinued to pay for counselors and maintenance
of the grounds. We put aside money in a bank-
account to fund the scholarship program for
the next five years.

FB: You feel that as far as benefits are concerned,
Federal-Mogul did not honor its commitments?

Morris: Federal-Mogul was very careful about
how they couched their words. From a moral
perspective, I don’t think they followed
through. From a contractual standpoint, I be-
lieve they have. Now I know why they were so
careful about what they put in writing.
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FB: As far as you know, has the changeover in
ownership at Fel-Pro affected performance?

Morris: We used to have a 97 percent “fill
rate.” If the customer orders 100 parts and gets
97, that’s a 97 percent fill rate. We had 8,000
part numbers. Sometimes a few are not availa-
ble when ordered, so it’s hard to achieve a 100
percent fill rate. If you have less than a 90 per-
cent fill rate, however, customers don’t usually
want to deal with you. One of the ways we
achieved 60 percent market share was by
maintaining a 97 percent fill rate.

In the last 20 years I can’'t ever remember
our company’s fill rate going below 94 percent.
But | was told that in the two or three months
after Federal-Mogul took over, the fill rate went
down to 85 percent.

FB: What evidence do you have that the fill rate
has fallen?

Morris: A friend of mine who worked there at
first refused to discuss it with me when I called
him. He was eventually let go and later told me
that, yes, the rate had dropped to 85 percent
and it was a real problem. In fact, he said the
person put in charge of manufacturing by the
new owners had been moved out of the job for
that reason. After a period of time, it became
pretty public knowledge that the rate was no
longer over 90 percent.

FB: What conclusions do you draw from this?

Morris: For the first time, I think we can see
proof that treating employees properly and
having good benefit structures really makes a
difference. There’s no way to prove it beyond a
shadow of doubt, of course. But basically you
have the exact same factory, the exact same
people, the exact same procedures. The only
difference may be that people simply aren’t
motivated to make the extra effort that is need-
ed in certain situations.

Let me give you an example. A lot of our
products were sets of 30 or 40 parts. One
group may have made some of the parts or-
dered in a set, and another group may have
made the others. To put together sets for a cus-
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tomer, someone has to coordinate the two
groups and make sure the parts are all availa-
ble and come together in time to fill the order.
If morale is low, no one may be willing to make
that extra effort.

FB: It has been about a year-and-a-half since the
sale. What have your personal feelings been and
how have they evolved?

Morris: [ took some time to log some of
those feelings in a diary. My emotions have run
the gamut from elation to anger. Of course, ob-
taining financial freedom from the company, as
you might expect, was nice and stimulated ela-
tion; the prospect of doing something else with
my life was also interesting and exciting.

But not being able to go to a place I loved on
a daily basis was sad. I also had fears about
how the employees we left behind would do.
Fel-Pro had been my life; it was a lot of who I
am as a person. People who own businesses
don’t realize how much of their identity is tied
up with the business.

FB: How about the feelings of employees?

Morris: Their emotions, too, ranged from
elation to anger, with everything in between.
Some employees were happy for our family,
and also because they felt there would be op-
portunities for them to grow with the larger
company. But they were also angry and fearful.
They were afraid the company would no longer
be as safe a place to work, that they might get
fired, and so on.

FB: Did they know the sale negotiations were go-
ing on? Did you talk to them about it?

Morris: My own experience may help other
owners in this situation decide whether or not
to tell employees about a possible sale. Many are
going to have an urge to tell people they are sell-
ing the company, because they’ll want to be
truthful. My best advice is to tell only those who
need to know and leave the rest uninformed.

I know that sounds cruel and harsh. But, first,
if the company is going to be sold, there’s noth-
ing the employees can do about it anyway. Sec-
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ond, if they do know, they may sit around talk-
ing about these issues and morale will go down.
Because I had basically lost my job when we
started to sell—we weren’t making any acquisi-
tions, obviously—I spent a lot of time lending an
ear to people who had been let in on the negotia-
tions and were quite upset. [ can tell you that
from an emotional standpoint, the friends I didn’t
inform did much better than the ones I did.

FB: How about outsiders? Did everyone assume
you were just doing it for the money?

Morris: Well, during a visit to my doctor, he spent
more time talking about how much money he
thought [ was getting than my physical ailments!

Yes, some outsiders concluded we were
“selling out.” But, you know, people will say in-
appropriate things even when they don’t mean
to hurt you. For example, at the Bar Mitzvah of
my son, which happened during the time of the
sale, a friend came up to me who was, basically,
very angry that we were selling. He felt there
was no way any buyer would be able to main-
tain the benefits that existed at the company.

I'm still this man’s friend. What people like
him don'’t realize is that it may be better to sell
a company so that most of the employees can
keep their jobs, than to go out of business and
leave 3,000 unemployed.

FB: Did members of your immediate family have
to deal with such reactions as well?

Morris: My kids had to deal with a lot of ques-
tions, because [the sale] was a very public
event. My son went into Charles Schwab’s Web
site and pulled up an article saying we were
selling the company for $750 million. Now he
didn’t know what percentage of the company
we owned, but he knew that was a lot of mon-
ey. My younger kids were concerned that I no
longer had a job.

FB: What did you tell the kids?
Morris: My wife, Linda, had a wonderful way of
presenting this to the children, who were 13, 10,

and 4 at the time. To paraphrase, she told them,
“We are no wealthier today than we were yes-
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terday. What has happened is that our money
was tied up in hard assets [the company] which
are now being transformed into investments
like stocks. So our standard of living will not
change. We will make as much money from the
invested assets as your father drew in salary.”

It was important to reassure the children
that we would still have food on the table. But
we didn’t want to send the wrong message. We
didn’t want to say, “We’ve got millions so don’t
worry about it.”

FB: Do you think you’ll have to deal with other
questions when the children get older, such as:
“Why did you sell Great-great-granddad’s com-
pany when I might have worked there and even
been the head of it?”

Morris: My son, now 15, has already posed
that question. And the answer I gave him was
just what I have said to you: We had no choice.
The business needed to be sold and put in
the hands of a larger firm that could shepherd
it forward. And even though the buyer hasn’t
shepherded it in a way [ would have liked, I still
believe the employees will be better off in the
long run than if we had maintained ownership.

FB: What are you doing now, Rich? How do you
see your career developing?

Morris: One of the things you need to do in the
first year or two after you sell a business is to
reinvest the assets. I have spent about half my
time doing that. The other half has been spent
teaching marketing [to graduate students at
the Lake Forest Graduate School of Manage-
ment] and doing marketing consulting.

I am also doing some consulting to family
business owners who are considering selling
their businesses. To date, I haven’t yet partici-
pated in an actual sale of anyone’s company. In
fact, I try to convince them that it’s not a good
thing to do and assist them in finding ways to
avoid it. But if they need to do it, I'll help them
through the process.

FB: What are other family members who were

principals in the firm doing? Have they found
other interests?
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Morris: Many of them have. My cousin Dave
Weinberg is teaching graduate students at the
University of Illinois about excellent personnel
practices. He also consults with companies who
want to set up benefits programs such as we had
at Fel-Pro. Another cousin, Denny Kessler, has a
management consulting firm that deals with
many of the same things that Dave and I do. His
son, Keith Kessler, was the other member of the
fourth generation working at Fel-Pro; he has
purchased a firm that makes high-end closet
furniture. The three principals from the Lehman
family have gotten involved in setting up an in-
stitute that will attempt to show how treating
employees’ right makes financial sense. All of
the family members now have more time for our
philanthropic activities as well.

FB: How has the sale of the company affected
family relationships?

Morris: Without mentioning names, I would say
that some family members have become much,
much closer, and some have become more dis-
tant. We never had any feuds. Everything we did
was by consensus, and although family mem-
bers were sometimes disappointed with deci-
sions we made, they never went away angry.

Nevertheless, one might have predicted that
after the sale the families would go their sepa-
rate ways. While there has been some drifting
apart, I find, to my great delight, that most fam-
ily members still talk to each other and see
each other on a regular basis. When we get to-
gether we act more like a family than just peo-
ple in business together. =

Source: Family Business Magazine, Winter 2000
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