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The Cerberus-Chrysler deal reconsidered
Everyone is certain that it's blue skies ahead for Chrysler. Fortune's Alex Taylor asks, Is there less here than meets the eye?

By Alex Taylor III, Fortune senior editor

May 25 2007: 5:43 AM EDT

NEW YORK (Fortune) -- The business world was agog. A bold initiative involving Chrysler had just been announced that was going to reshape the automotive landscape. Global expansion was in the wind. A new business model was being created that would make General Motors and Ford (Charts, Fortune 500) look obsolete. Smart businessmen with loads of capital were taking a fresh look at the auto business and bringing ideas to the table about cutting costs and becoming more competitive. A new day had arrived.

That all happened nine years ago when Daimler-Benz merged with Chrysler. Since then, all those bright ideas have gone down the drain -- along with $36 billion of Daimler's money. The linkup that was universally described as a win-win failed to produce the expected payoff because of management inattention, cultural warfare, market shifts, and smarter, quicker competitors.

Now Cerberus Capital Management has purchased an 80 percent stake in Chrysler and will take the company private. It has said little about its plans for the automaker, but, once again, everyone is certain that it's blue skies and clear sailing ahead for Detroit's youngest and smallest automaker. Number One cheerleader CEO Tom LaSorda is out talking to employees about reinvention and the "New American Chrysler." No more boom and bust, LaSorda is saying. Let's all work hard and make it different this time.

Perhaps. But there may an alternate scenario here. After all, Cerberus was the winning bidder for Chrysler, and Daimler (Charts) is effectively paying it to take Chrysler off its hands. So there is a perception out there that Chrysler isn't worth very much as an automaker. Perhaps Cerberus is nothing but a bottom fisher looking for a cheap deal.

So far, Cerberus has said almost nothing about what it plans to do with Chrysler to change things. All it is has talked about so far is what will be the same.

· Cerberus says it will keep Chrysler's managers in place while they execute the latest turnaround plan. Wait a minute? Aren't those the same guys who masterminded last year's big inventory screw-up and brought out such ill-conceived vehicles as the Jeep Commander and Chrysler Aspen?

· Cerberus says it will keep all three of Chrysler's brands. Fine, but how is an auto company whose name is not Toyota (Charts) going to be able to pump enough money into new models to fill three branded channels?

· Cerberus says the union leadership is sympathetic to its takeover. That's good, but the union has made no representation that it will risk an uprising by its members by accepting a sharp reduction in health care benefits. Chrysler may not even get a seat at the table when health care benefits are discussed in contract negotiations this summer. The union usually picks a company with which to negotiate first and GM (Charts, Fortune 500) is considered the likely target.

Here's what we can reasonably guess about Cerberus. It will take an outsider's look at the business, put a sharp pencil to the operations, and move faster and smarter than the Germans could.

It will also be looking for a quick return on the $7.4 billion it is putting into Chrysler - perhaps as quick as three or four years. Quick returns are not what you expect in the auto business, where it takes three or four years just to get a new model into production. So Cerberus will be focused more on the expense portion of the income statement than the revenue part.

Since automotive assets are not exactly yielding top dollar these days, Cerberus' most likely strategy would seem to be to dress Chrysler up for a sale to another automaker - probably a foreign one. Scale still counts and there are numerous companies in Europe and Asia who would like to control Chrysler's market share and distribution network.

Nobody wishes ill of Chrysler. But we've all seen the danger in reading too much into mostly hopeful signs, only to be disappointed later on. The company that invented the minivan, popularized the sport utility vehicle and revived the convertible has had numerous opportunities to put itself on a stable footing over the past three decades and flubbed them all. We should all take a deep breath and relax before saying "it is going to be different this time." 



UAW: Chrysler pension fund to get boost
LaSorda: Chrysler will remain intact
Find this article at: http://money.cnn.com/2007/05/24/news/companies/pluggedin_taylor_cerberus.fortune/index.htm
Article 2: 

FORTUNE

by Alex Taylor III
Cerberus' Chrysler bombshell
Hiring Toyota's top American executive casts the automaker's future in a whole new light, writes Fortune's Alex Taylor III.


By Alex Taylor III, Fortune senior editor

September 6 2007: 12:14 PM EDT

NEW YORK (Fortune) -- Today's stunning announcement that Chrysler has hired Toyota's top American executive, Jim Press, as president and vice chairman, is a huge coup for the newly-private automaker. Press had elevated Toyota (Charts) in the U.S. from being just another Japanese automaker to a powerful contender for industry leadership with General Motors (Charts, Fortune 500). Arguably, Press is the most successful American auto executive since World War II. 

But his hiring also raises big questions about chemistry among Chrysler's three top executives, and about Cerberus' ultimate intentions for the company. Press is schooled in Japanese-style management: he's low-key, persistent, and plays for the long term. He has been patiently teaching his superiors in Toyota's home office about the peculiarities of the American market for two decades and quietly allowing them to make mistakes. The success of the Toyota Tundra fullsize pickup, after two earlier failures, is a testament to his skill and understanding of Japanese psychology. By contrast, his boss, chairman and CEO Bob Nardelli, is intense, impatient, and driven by private equity owners clamoring for a return on their investment. 

Whether this partnership succeeds will depend on their ability to match Nardelli's short-term need to show measurable progress with Press's instinct not to rush things. The long product cycles of the auto industry - where it takes four years to bring out a new model - could increase the tension between the two. 

Cerberus, the major owner of Chrysler, keeps insisting that it bought the company for the long run, and the hiring of Press would seem to reinforce that. Yet given the decline of the American auto industry over the last three decades, it is hard to imagine Chrysler being more valuable as a stand-alone company five years from now than it is today. 

At Chrysler, Press joins another highly-regarded Toyota alumna, marketer Deborah Wahl Meyer, who signed on in August. More than anything, their hiring shows that Cerberus is playing for keeps by going after the best talent in the auto industry. The industry rumor mill has it that Meyer got an enormous pay package that would make her one of the highest paid executives in Detroit - and she will be worth it if she delivers. 

Cerberus' aggressiveness casts a huge shadow over Ford Motor and its new CEO Alan Mulally (Charts, Fortune 500) who, during his first 12 months on the job, has hired exactly nobody from the outside, even though Ford, after years of infighting, has one of the weakest executive lineups in the industry. Just by hiring away first Meyer and then Press, Cerberus has shown a willingess to act both quickly and smartly and defy conventional wisdom. Except for the odd manufacturing expert, it is hard to think of any other American automaker raiding a Japanese one for talent. The old-line Detroit thinking tended to regard them as not tough enough for the rough-and-tumble atmosphere of the Motor City. 

Press, 60, was elected to Toyota's board of directors as recently as June, the first non-Japanese executive to be so named. It was a high honor but Press was unlikely to exercise much influence, since he was outnumbered by several dozen Japanese executives. His other job, as president of Toyota Motors in North America, based in New York, left him almost no hands-on responsibility for operations. Newly remarried, and spending two weeks a month in Japan, he may have welcomed an opportunity to get away from the brutal travel and become more directly involved in the auto business. 

At Chrysler, the arrival of Press will leave even less room at the top for Tom LaSorda, the former Chrysler Group CEO. So much for Cerberus' earlier praise for LaSorda and the rest of Chrysler's legacy managers. The well-liked LaSorda is a manufacturing specialist known for his close ties to the United Auto Workers union. But Chrysler hasn't been winning many awards for product quality lately, and the UAW stiffed Chrysler when it came asking for the same givebacks on medical care that General Motors and Ford received. 

On balance, the hiring of Press is a huge win for Cerberus and Chrysler. Mike Jackson, head of AutoNation, the country's largest dealer group, has been watching developments at the company closely. Says he: The biggest challenge for Ford and GM, as well as Chrysler, is to reinvent their business from factory-driven push to market driven pull. That requires a complete reinvention of their business model, and nobody understands that better than Press. " Adds Jackson: "He is truly a transformational executive." 

Press will have plenty of opportunity to prove that at Chrysler.  


Nardelli is strike one for Chrysler
This article is available at: 
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The Auto Industry
Can Cerberus Save Chrysler?
Joann Muller, 05.14.07, 1:48 PM ET
Detroit - 
Can Cerberus succeed where the entire American auto industry has failed? It seems to think so.

The New York-based private equity firm is making a $7.4 billion bet that by taking Chrysler out of the public eye, it can quickly reshape the company in a way that Germany's DaimlerChrysler could not during the nine years it controlled the American carmaker.

If Cerberus is right, and it succeeds at Chrysler--particularly in forcing union concessions on health care and other labor costs--it's a safe bet that the reforms will flow quickly to crosstown rivals General Motors and Ford Motor as well.

"We view the purchase of a majority stake in Chrysler by Cerberus as a positive for the Big Three's labor restructuring efforts." J.P. Morgan Securities analyst Himanshu Patel wrote in a note to investors.

Cerberus is acquiring 80.1% of Chrysler, while DaimlerChrysler--soon to be renamed DaimlerAG--will retain 19.9%. Significantly, Cerberus will take over Chrysler's $18 billion in retiree health care obligations and $29 billion in pension liabilities. The transaction, announced Monday, did not include a new labor agreement, but analysts believe Cerberus would not be moving ahead without reasonable assurances from labor leaders about the scope of possible concessions. Negotiations with the United Auto Workers union on a new national contract begin this summer at all three U.S. automakers.

UAW President Ronald Gettelfinger, who serves on DaimlerChrysler's supervisory board, flew to Germany over the weekend and spent four hours meeting with Chrysler and Cerberus officials before lending his support to the deal. In recent weeks, Gettelfinger had made clear his desire that Chrysler remain part of DaimlerChrysler. 

But at the meeting on Saturday, he said, "It was explained that the status quo for the Chrysler Group was no longer an option." The union eventually concluded that the transaction with Cerberus was in the best interest of its members. "We are satisfied now that the decision has been made so that our membership and management can focus on designing, engineering and manufacturing the finest-quality products for the future success of the Chrysler Group," Gettelfinger said.

Private equity firms have wrested labor concessions from the UAW in the past, but those contracts were generally negotiated at small auto-parts suppliers, like American Axle and Metaldyne, with relatively few employees. 

Cerberus is the first private equity company to try to negotiate concessions at a major automaker under the glare of the national spotlight. And the UAW will no doubt want to preserve "pattern" contracts at GM, Ford and Chrysler. 

Thomas Stallkamp, a former Chrysler executive who now works for Ripplewood Holdings, a private equity firm, predicted "a tough summer" of bargaining. "The union is going to be pressed for three different answers, and the UAW wants to do the same for all of them," he said.

Cerberus intends to keep the current management team at Chrysler, including Chief Executive Thomas LaSorda, who in February announced a recovery and transformation plan aimed at restoring profits by next year. It includes 13,000 job cuts, some cuts in production capacity and a $3 billion investment in new, more fuel-efficient power trains.

"We believe in Mr. LaSorda's plans, and we want to support those plans going forward," Cerberus Chairman John Snow told reporters during a press conference at DaimlerChrysler's headquarters in Stuttgart, Germany.

LaSorda's strategy also includes forming global alliances to help Chrysler, which is heavily dependent on truck sales in North America, to grow in developing small-car markets like China and Russia. Dieter Zetsche, chief executive of DaimlerChrysler, said that strategy will be easier to pursue when Chrysler is a stand-alone, private company. For example, some labor representatives on Chrysler's supervisory board had resisted Chrysler's plan to hook up with China's Chery Automobile to develop a low-cost mini-car for North America and Europe. 

"It will be much easier for Chrysler in this case, and in many others, to look for opportunities," Zetsche said.

LaSorda said he was "very, very excited" about Cerberus' investment, noting that the deal will allow Chrysler to start fresh with a clean balance sheet. "It's a great start," he said.

Former Chrysler President Wolfgang Bernhard, who, with Zetsche, helped lead an earlier turnaround at Chrysler, has joined Cerberus and will serve as an adviser to Chrysler.

"Cerberus believes in the inherent strength of U.S. manufacturing and of the U.S. auto industry," said the company's chairman, former U.S. Treasury Secretary John Snow. "Most importantly, we believe in Chrysler."
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