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Introduction
By Danyle Anderson, Executive Director, GEO
We are pleased to present to you the fourth annual edition of GEOnomics: a Journal of Equity Plan
Leadership. Initially launched in 2009 by the Global Equity Organization (GEO), GEOnomics
serves as a forum for GEO members and industry experts to opine on matters important to the field
of global employee share plan management. This year’s GEOnomics provides you information from
thought-leaders across our field on topics ranging from equity plan research to communications
to regulations. GEOnomics belongs to the members of the Global Equity Organization and we
welcome each and every one of you to participate.
As we are constantly reminded, the field of employee share plan management is a tumultuous one.
The worldwide regulatory landscape continues to challenge companies who reward their employees
with equity compensation as well as the advisors who assist them. However, amidst the challenges
we face we cannot forget the guiding premise of our profession. In this edition of GEOnomics,
Professors Blasi and Kruse discuss their watershed research that only serves to confirm what those of
us working in global share plan management vehemently believe: the use of broad-based equity and
profit sharing has definite benefits for corporations and their shareholders.
Sophistication quite aptly describes the evolutionary changes that have taken place within today’s
share plans. From the basic stock options of the past have sprung creatively designed alternatives such
as performance-based equity instruments and the myriad of performance measures that accompany
them. The economic uncertainty currently spanning our globe has further driven unique and new
approaches to rewarding employees and has prompted companies to do more with less. If this is not
enough to challenge us, the say-on-pay voting process, relatively new to the US and slightly more
mature in countries like the UK, Australia and Germany, has invited constituents not previously a
part of employee remuneration to positions of influence and control that has never been seen in the
past. How we adapt to these changes will significantly impact how corporations engage and reward
their employees going forward.
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Out of challenges come even greater opportunities and this year’s GEOnomics contributors
provide us insight on how to address the current environment. Effective communication is key to
driving employee engagement and loyalty and is an area often treated with diminished importance.
Our fourth edition features several articles addressing communication best practices including a
laundry list of common communication missteps and missed opportunities derived from a survey
of nearly 2,000 stock plan participants from 130 countries as well as strategies for considering
multigenerational audiences. Lastly, this year we also highlight the reemergence of a dear old friend,
the Employee Stock Purchase Plan (ESPP). Current trends show us companies are dusting off and
reinvigorating their ESPPs, finally understanding these plans are one of the most effective and
efficient ways of rewarding employees.
We wish to express our gratitude to the individuals that have taken the time to contribute to this
year’s edition of GEOnomics as well as the GEO members across the globe that dedicate their
time to making sure this organization can continue to serve our members and further advance the
knowledge and understanding of equity compensation worldwide. If you are not yet a member of
GEO, please consider joining us (www.globalequity.org).
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New Research with Hard Evidence
of the Benefits to Shareholders of
Broad-Based Equity Plans
By Professor Joseph Blasi and Professor Douglas Kruse,
Rutgers University School of Management and Labor Relations
A study of 780 corporations that applied to the Great Place to Work®
Institute to compete in the “100 Best Companies to Work for in America”
competition has concluded that those corporations with broad-based shared
capitalist practices, such as forms of broad-based employee stock ownership
and profit sharing, have significantly higher Return on Equity, especially
when the firms have high levels of employee empowerment. The study also
found that voluntary turnover by workers was significantly reduced with
the combination of broad-based shared capitalist practices and employee
empowerment. The study is available as a Working Paper by the National
Bureau of Economic Research in Cambridge, Massachusetts at http://www.
nber.org/papers/w17745 The study was completed by Professors Joseph
Blasi and Douglas Kruse of Rutgers University’s School of Management
and Labor Relations and Professor Richard Freeman of Harvard University’s
Department of Economics.
The study looked at 1312 corporations that applied to the competition
over the three-year period spanning 2005-2007. The analysis compared
the Return on Equity and the voluntary turnover of corporations with
greater broad-based equity and profit sharing and employee empowerment
to corporations with less broad-based equity and profit sharing and low
GEOnomics 2012
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scores on employee empowerment. The Great Place to Work® Institute
receives applications annually and does the analysis that goes into the “100
Best Companies” list later published by Fortune Magazine. The Institute
collects a random sample of employee surveys from all of the applicants
along with a Culture Audit that is filled out by management that describes
the company’s various work practices and gives data on voluntary turnover.
As far as we can tell, this is the largest study ever conducted in the United
States of broad-based equity and profit sharing. It included 1312 Culture
Audits with detailed company information and 305,339 employee randomly
administered surveys over the three-year period. Because some companies
applied more than once the study looks at 780 unique corporations whose
shares are traded on the New York Stock Exchange or the NASDAQ. The
financial data on the firms comes from Standard & Poor’s Compustat data
based on U.S. Securities and Exchange Commission filings by the firms.
The companies studies represent a major part of the entire U.S. public
stock market with the companies accounting for 10% of all sales, 10% of
all employment, and 20% of the total market value of all publicly-traded
corporation in 2007. No study of this significance and breadth has ever
been attempted on broad-based equity and profit sharing plans. The study
had the benefit of company-supplied measures of voluntary turnover as
well as estimates by individual employees of their expectation of leaving the
firms over the next six months. It is rare in social scientific research to have
independent corroboration of such an important measure of performance
from both the firm and the individual. The study used complex statistical
techniques and analysis to make sure that the effects of the equity and profit
sharing plans are not due to the age of the company, its industry, its other
benefit plans, the demographic mix of employees or other unique factors.
There is great variation among the applicants to the Great Place to Work®
Institute in terms of the presence and depth of broad-based equity and
profit sharing and employee empowerment. This study demonstrates
that the broad-based rewards in combination with a supportive company
culture has definite benefits for the corporations and their shareholders.
One of the most interesting findings of the study is that there are over a
hundred scientific studies of broad-based equity and profit sharing in the
4
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last few decades that have used multiple methodologies to suggest positive
effects on firm performance for broad-based equity and profit sharing.
This is the first study to look closely and intensively at a large group of
companies traded on the two major stock markets. It is one of the only
studies to have data both on company practices and the attitudes and
behaviors of individual workers. The measure of equity sharing and profit
sharing takes account of how many employees are covered and the impact
of the plans on worker wealth. A fair number of the corporations who apply
for the competition have broad or broader based equity and profit sharing
plans of various types according to the Great Place to Work® Institute. For
example, about 16.4% of the applicants gave stock options to a majority of
their employees. About 18% of the firms have profit sharing or gain sharing
plans, 22% have deferred profit sharing plans, and about 18% have ESOPs
(Employee Stock Ownership Plans).
Since employee empowerment as a key aspect of company culture plays
such an important role in the findings, an interesting question is the extent
to which corporations with broad-based shared capitalism plans actually
use complementary workplace practices. One of the most interesting
findings of the study is that corporations that use broad-based equity and
profit sharing are significantly far more likely statistically to have high
scores on participation in decisions, information sharing, and “high trust
supervision,” meaning trusting employees to work well without overly close
and expensive supervision. The study used the Trust Index© developed
by the Great Place to Work® Institute to assess these and other aspects
of company culture. This index is a detailed measurement of 58 metrics
examining camaraderie, pride, respect, fairness, and credibility from the
employee’s point of view. When shared capitalism practices are high, so
is the Trust Index©. These results strongly suggest that managers who
implement shared capitalist practices also give attention to figuring out
what kind of work context will provide employees with the environment
and tools to actually improve the company’s operations.
Two years ago, the University of Chicago Press published the results of a
ten-year study of 14 corporations using 40,000 worker surveys on similar
issues entitled, Shared Capitalism at Work: Employee Ownership, Profit
GEOnomics 2012
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and Gain Sharing, and Broad-based Stock Options. That book looked at
the effect of broad-based equity and profit sharing practices on employee
attitudes and employee behaviors. The new study corroborates the findings
of the ten-year study with a much larger group of corporations and hard
measures of financial performance and turnover. The original book is now
widely available as a paperback and an e-book at the University of Chicago
Press website, Amazon.com, and Google Books.
Rutgers University’s School of Management and Labor Relations has now
organized the largest research program in the world on broad-based equity
and profit sharing plans through a Fellowship Program that has identified
over seventy young, emerging, and senior scholars worldwide to closely
study a variety of questions on the subjects: http://smlr.rutgers.edu/
research-and-centers/fellowship-programs
Many of the fellows are seeking company sites for confidential research
using employee surveys and databases. Please contact the authors if you are
interested.

About the Authors
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Dr. Joseph Blasi, Ph.D. is a professor and sociologist at the School of Management
and Labor Relations at Rutgers University where he teaches the undergraduate and graduate
courses on corporate governance. He is a Research Associate at the National Bureau of
Economic Research. His work includes economic sociology, the social and economic history
of the corporation, and public policy, particularly, broad-based employee stock ownership,
profit sharing, gain sharing, and stock options in corporations, in countries, in industries, for
example, with a study of Silicon Valley, and in different historical periods of American history.
He has written thirteen books including Employee Ownership (Harper and Row, 1988), The
New Owners with D. Kruse (HarperCollins, 1991), Kremlin Capitalism with M. Kroumova and
D. Kruse (Cornell University Press, 1996), A Working Nation with various co-authors (Russell
Sage Foundation, 2000), In The Company of Owners with D. Kruse and A. Bernstein (Basic
Books, 2003), and Shared Capitalism at Work with D. Kruse and R. Freeman (University of
Chicago Press, 2010). His articles have appeared in the British Journal of Industrial Relations,
Industrial Relations, and the Industrial and Labor Relations Review, among others.
Dr. Douglas Kruse, Ph.D. conducts econometric studies on disability, profit sharing,
employee ownership, pensions, and wage differentials. Among his books are Profit Sharing:
Does It Make a Difference?, which won Princeton’s Richard A. Lester prize for Outstanding
Book in Industrial Relations and Labor Economics, and The New Owners (with Rutgers
colleague Joseph Blasi). His articles have appeared in journals such as Industrial and Labor
Relations Review, Economic Journal, Monthly Labor Review, Brookings Review, and Industrial
Relations. He is a research associate with the National Bureau of Economic Research
(Cambridge, MA) and was appointed to the President’s Committee on Employment of People
with Disabilities. He serves on the editorial board of Industrial Relations and the board of the
Profit Sharing Research Foundation, has conducted several studies for the US Department of
Labor and he is a Beyster Faculty Fellow at SMLR.
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How to Help Stock Plan Participants
Avoid Irrational Decisions on
Selling Company Stock or
Exercising Options
By Bruce Brumberg, Co-founder, myStockOptions.com
Your employees may have restricted stock that is about to vest, in-themoney stock options, an upcoming ESPP purchase, and/or outright
holdings of company stock. Whether stock plan participants are novice
or sophisticated investors, it can be hard for them to decide what to do
with their equity awards. The study of behavioral economics and investor
psychology offers insights that can help executives and employees develop a
personally acceptable strategy.
Common Hangups
In our experience with the many participants who use myStockOptions.
com, we have seen several recurring reasons that contribute to mistakes or
irrational decisions about investments. Overconfident or overly emotional
responses to investment situations are common. These pose additional risks
when they enter decision-making about company stock.
Overconfidence Takes Many Forms
A stock plan participant may be overconfident about investing experience,
about knowledge of stock options, restricted stock, or the company’s
employee stock purchase plan, or about the future prospects of the
company. Alternatively, if the employee or executive has a prominent role at
GEOnomics 2012
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the company and excels at making business decisions, he or she may think
it will be easy to choose the best strategy for stock grants.
When you add to this a strong belief that good corporate citizens should
hold on to their company’s options and stock as long as possible, stock plan
participants may set themselves up for disappointment. Their understanding
of the company, its financial prospects, and its leadership team may lead
them to believe they know what to do, but forces beyond anybody’s control
can cause the company’s stock price to plummet. Overconfidence about
the company can lead somebody to wait too late in a stock option term to
exercise. Alternatively, keeping a big chunk of net worth overconcentrated
in company stock acquired from equity awards runs contrary to healthy
investment diversification.
In fact, executives who are sophisticated investors sometimes make the worst
mistakes, including margin loans that turn sour, hedging strategies that
backfire, or incentive stock option exercises that trigger the painful impacts
of the alternative minimum tax. Hubris can be as risky as ignorance when it
comes to smart financial and tax decisions related to equity compensation.
Alternatively, the participant may be overconfident in a financial advisor
or CPA. However, an advisor that helped the employee make smart
decisions about other types of investments may not be experienced with
equity compensation and its tax nuances. While an executive may prefer
to delegate investments to someone else, when it comes to decisions about
company stock and options, he or she must have enough knowledge to
understand the various strategies and tax pitfalls.
Emotional Responses: Risk Tolerance And Loss Aversion
Financial crises and occasional big market swings can help people identify
their tolerance for risk, but it is easy for excessive risk-aversion to interfere
with financial goals. Aversion to future losses may be compounded by past
experience with, for example, once valuable stock options that became
worthless underwater options.
Behavioral psychologists find that some people develop a strong tendency
to place too much emphasis on loss aversion, focusing more on preventing
risk than on seeking gains. This can lead an employee to sell restricted
10
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stock or exercise options immediately after the grant vests, or sell ESPP
stock just after purchase. While a quick flip may help to preserve any small
gain immediately realized, it takes away the long-term potential of equity
compensation.
Unrealistic Targets
Conversely, there is a danger of waiting too long to exercise/sell because the
participant has fixated on a stock price that is no longer a realistic selling
point. For example, the participant may reason that because the company’s
stock traded at $44 per share back in 2007 but fell to $20 in 2009, he or she
should not sell until the stock price has regained its former level. However,
it may never return to that price during the option term. Similarly, if the
participant made a killing on employee stock options during the last big
tech boom, he or she may be tempted to refrain from exercising and selling
until a big score is once again possible. That all-or-nothing approach,
waiting for the unrealistic target price or the big score, risks the loss of the
options altogether when the term expires, or may cause the participant to
hold the stock too long.
Overcoming These Hangups
The goal of your stock plan participants should be an approach that
controls anxiety, overconfidence, and greed so that these feelings do not
end up controlling them. Similarly, they must not think like a gambler or a
speculator who characterizes winnings as just extra money for yet unknown
purposes, leaving no plan for company stock and options.
Realistic Goals
Expectations about the wealth that could be generated from equity
compensation should be realistic, but it is also important not to wait too
long before deciding what to do about options and company stock. It
can be helpful for participants to put equity compensation into one or
more “mental buckets” that stand for money needed to fund a long-term
life or investment goal. One of the simplest (but not simple) approaches
we recommend on myStockOptions.com is to link these goals for equity
compensation to price targets, which can be adjusted to include date targets
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for exercising options later in the term (e.g. X% monthly during last two
years of the term).
A participant’s goal could be to use the after-tax proceeds from the sale of
company stock, an option exercise, or restricted share vesting for a kitchen
renovation, big trip, college tuition, or a hefty investment in a mutual
fund or ETF. It may be that the exercise of the options when it reaches
that target price is not the most economically efficient decision, especially
when compared against a fancy (and often inaccurate) mathematical option
valuation model. However, with volatility in the market, participants may
find it more appealing to assign the company stock to specific uses that
matter to them instead of worrying about leaving money on the table.
The Value Of Planning
With a plan in place, participants are less likely to be anxious about
volatility. They have a better chance of recognizing unhelpful emotions
and balancing them against the discipline of price and date targets. Their
attitude about equity compensation, and therefore the effectiveness of your
company’s stock plan, will improve when participants feel it has provided
value that has changed their lives for the better.

About the Author
Bruce

Brumberg

is

the

editor-in-chief

and

co-founder

of

the

award-winning

myStockOptions.com, the premier provider of online educational content and tools
on stock options, ESPPs, restricted stock/RSUs, performance shares, and SARs. Used by
participants and professionals alike, and licensed by companies and stock plan providers,
myStockOptions.com has received a patent and has been featured in publications ranging
from the San Francisco Chronicle to Money. The magazine Human Resource Executive
selected myStockOptions.com as one of the 10 Best HR Products of the Year. CPA Wealth
Provider has selected myStockOptions.com Pro as one of the best new products for
financial advisors. Bruce also produced the popular Think Twice insider-trading prevention
videos (www.insidertradingvideos.com). Recently he started a new site on nonqualified
deferred compensation (myNQDC.com). He is involved with another web venture at www.
SocialSecuritySolutions.com that will help advisors and individuals make smarter decisions
on when to take Social Security. Bruce graduated from the University of Michigan and the
University of Virginia School of Law.
12

The Global Equity Organization • www.globalequity.org

Say-on-Pay’s Impact on Equity Plan
Design: Horse or Camel?
By Fred Whittlesey, Founder and Principal Consultant,
Compensation Venture Group, Inc.
The adage “a camel is a horse designed by a Committee” may draw the
retort that a camel is extremely well-suited for its particular environment,
and that the Committee must have been an effective one. We assume that
the committee in this case was a well-defined group of people who had a
variety of priorities and viewpoints, and through the process of compromise
and negotiation ended up straying from the original design concept of the
horse.
Contrast that committee with the ever-changing and diverse set of interest
groups that is opining on, and in some cases dictating, equity plan design.
The company’s Remuneration Committee (Remco) – the members of which
may have differing priorities and points of view – receives multiple pieces
of contradictory input and must reconcile those in arriving at a coherent
equity plan design. Institutional shareholders, proxy advisory firms, major
independent investors, labor unions, government regulators, and even the
media are providing an unprecedented stream of commentary on the design
of pay programs. These viewpoints are interpreted by consultants, lawyers,
accountants, investor relations professionals, and other advisers, adding to
the fray. While these are typically couched in an “executive pay” theme,
equity compensation has been and continues to be the primary direct and
indirect target of criticism, which affects more than just executives and in
some companies all employees.
GEOnomics 2012
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Current compensation governance dynamics may result in the Remco
designing multiple equity “animals” – equity for the CEO, equity for the
other executives and officers, equity for the newly-hired executive, equity
down to the Director level, and/or equity for all employees. Or, they may
design one or two of these animals and leave other design tasks to the
management team with a prescribed set of constraints – number of shares,
form of vehicle, type of vesting, and impact of company and individual
performance.
This fragmented design process is cause for concern as it is creating
significant misalignment in many organizations, but it is a topic for
another day. The focus here is on the multiple and conflicting sources
of plan design “guidance” being provided and how the say-on-pay voting
process – new to the US in 2011 but more mature in the UK (2003),
Australia (2005), Germany (2009) and other countries – has led to plan
design chaos as companies rapidly respond to threats of “no” votes and
implement so-called “best practices” that may be inappropriate for their
business situation. As the 2012 proxy season in the US unfolds, we are
seeing an increase in the intensity of this process. As this article goes to
print, say-on-pay 2012 has emerged as a daily headline in the US business
media and the equity design horse-trading has begun.1
Evolution of Equity Plan Guidance
Scrutiny and criticism of executive pay is hardly a new issue. In 1992,
the CEO of Disney, Michael Eisner, realized the unprecedented amount
of $198 million in income from stock option exercises – primarily as a
result of exercising 8 years of stock options in a single year.2 (Interestingly,
Disney was back in the corporate governance headlines in 2011 over tax
gross-ups and now again in 2012 over their dual Chairman/CEO position,
highlighting the ever-growing list of shareholder hot buttons.)
As executive pay grew in magnitude over the years, media focus escalated
the issue as shareholders and proxy advisers developed criteria for
determining how much pay was “too much” pay. While this question still
has not been directly addressed (with a few exceptions like the “million
dollar cap” in the US tax code and restrictions on financial institutions’
14
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pay in the TARP program) an early target of the “too much” concept was
equity compensation. Virtually every “excessive pay” citation is the result
primarily of equity compensation, which comprises about two-thirds of
public company executive pay in the US.3
Each of the successive metrics, policies, standards, and viewpoints has led
to specific equity plan design changes, often in a piecemeal fashion which
explains the extreme diversity of plan design and operation we see today.
Measuring Equity Compensation
A number of metrics evolved over the past two decades for measuring and
comparing equity compensation levels across companies. These continue
to be primary factors in shareholder and adviser assessments of companies’
equity compensation practices. Each of these has led to one or more
significant changes in equity compensation practices.
• Burn rate and overhang

For many years, the dominant theme among institutional shareholders
and proxy advisers has been dilution – measured in terms of run rate (or
burn rate) and overhang which later evolved into more sophisticated valuetransfer measures. Burn rate initially was simple to compute with the nearly
ubiquitous use of stock options as the equity vehicle, by simply counting
options granted as a percent of common shares outstanding. Overhang
measures the amount of equity granted combined with the amount
available for future awards, expressing the “worst case” dilution number for
shareholders. Run rate emerged as the key concern as overhang was static
and irreversible while an excessive run rate could be “fixed” in the following
year. Yet overhang, and other measures discussed below, continue to be a
closely-monitored metric in shareholder voting decisions.
	Equity outcome: Across-the-board reductions in grant size, elimination
of grants to employee subpopulations (hourly employees, below Director
level), toggling between options and full value grants based on share price
and volatility to optimize calculated burn rate, different forms of equity
awards to executives versus all other employees.
GEOnomics 2012
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• Value transfer

As full-value awards (restricted stock/units and performance awards)
gained in prevalence it became necessary to adjust for the differences
among these vehicles in their dilution impact and compensation value. It
was no longer possible to merely count the number of equity units (i.e.,
options) being granted when a combination of vehicles began to comprise
the equity compensation structure in many companies. This occurred as
dollar-denominated values for equity were becoming widely-accepted as a
result of changes in accounting rules and proxy disclosure rules. This led to
both a dollar-denominated approach (value transfer) and an adjusted-share
approach in which a full-value share is deemed to be “worth” more than an
option, based on one of several conversion methods.4
Equity outcome: Contention over valuation assumptions used in value
formulae (e.g., full term of options versus expected value) and shortening
of option terms and vesting schedules.
• Poor pay practices

Shareholders and advisers later turned more of their attention to the actual
policies and operation of compensation, identifying “poor” or “problematic”
pay practices. Not surprisingly, many of these continued to focus on equity
compensation such as tax gross-ups, performance measures used, dividend
equivalents (on unvested grants), and modifications (such as repricing).
	Equity outcome: Ad hoc amendments to plan documents and award
agreements to remove offending provisions (tax gross-ups, repricing,
dividend equivalents) often accompanied by “stealth” adjustments to
other forms of pay to compensation for the perceived takeaway (e.g.,
increase in base salary or annual incentive targets).
Ancillary Equity Compensation Issues
These “checklist” approaches suffered from the flaws of ambiguity,
subjectivity, and inconsistency. There continued to be a weak relationship
between how “poor” or “egregious” a company’s pay practices were, its levels
16
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of dilution from equity plans, and the votes and voting recommendations
issued. Quantitative methodologies to capture the overall corporate
governance practices related to executive and equity compensation have
emerged in the past few years, including color-coded categories, letter
grades, and numeric scores.
• Scoring systems

Scoring systems attempt to add objectivity and consistency as an overlay
to the qualitative policy guidance. Again, equity compensation practices
comprise a significant portion of some of these systems. For example,
the Governance Risk Indicators (“GRId”) methodology of Institutional
Shareholder Services (ISS), released in 2010, includes 65 different items
about compensation, 31 of which focus on equity compensation. GRId 2.0,
released in March 2012, continues in a similar vein with additional items
regarding equity plans including evergreen provisions and share recycling.
	Equity outcome: Implementation of policies to gain “points” such as
stock ownership guidelines for executive and directors which reduce the
risk-adjusted compensation value and encourage grants of time-vested
full-value awards to jump-start progress toward meeting the guidelines.5
• Pay-for-performance

For 2012, pay-for-performance has evolved from a catch-all concept to yet
another level of specificity of measurement and assessment driving voting
and voting recommendations. As this book goes to press, recently released
proxy advisory policies for 2012 announced which will further scrutinize
executive pay and if observed relationships between pay, performance, and
market pay levels are deemed inappropriate, the result may be an “against”
voting recommendation for additional shares in the company’s equity
compensation program. The pressure on equity compensation programs
– which may be for all company employees – continues in the say-onpay environment which many thought would refocus shareholders on pure
executive compensation issues.
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	Equity outcome: Sudden additions of performance features to options
and/or full value awards to assuage proxy advisors and achieve a majority
“for” vote in say-on-pay. In 2011, there were examples of this both
proactively (pre-vote6) and retroactively (post-vote7), the latter resulting
in an award modification, the need for revaluation and accounting
adjustments, and communication challenges to affected participants.
• Alignment

Alignment emerges from the pay-for-performance concept and measures
the multiyear relationship between CEO pay and total shareholder return
(TSR). This concept has been introduced by ISS in 2012 in the US and is
fraught with measurement controversies.
	
Equity outcome: Companies may be encouraged to “reverse engineer” the
timing and form of equity grants to optimize the calculated alignment
under these models.
• Facts and Circumstances

Alas, despite the ever-increasing quantitative basis of shareholder and proxy
advisor opinions on compensation, many still reserve the black box of “facts
and circumstances” and “qualitative factors” continuing the uncertainty of
whether the checklist items are dominant drivers of voting behavior and
recommendations. The broad brush of this catch-all approach by proxy
advisors opens any equity compensation program feature to criticism if
pay-for-performance and alignment analyses are not favorable.
	Equity outcome: Additional actions to address individual pay program
features cited by shareholders and advisers such as more emphasis on
performance-vested rather that time-vested awards, greater disclosure
of performance goals, and inclusion of both absolute and relative
performance measures – all increasing the importance of the leading
challenge in equity compensation, performance award design.

18

The Global Equity Organization • www.globalequity.org

• Shareholder Guidelines:  Comply-or-Explain

In the UK, say-on-pay has been accompanied by the issuance of “guidelines”
for executive and equity plan design by a major shareholder group. Straying
from these guidelines requires consultation with a proxy advisory firm at
the risk of otherwise attracting a “no” vote. The guidelines have had the
effect of driving firms toward a safe, middle-of-the-road plan design.8
This represents a change from a measure-and-comment position to one of
prescriptive plan design and penalties for resisting the dictate.
Equity Animal Design Decisions
As companies strive for favorable voting outcomes, they must navigate this
increasingly complex web of policies, criteria, formulae, and subjective
standards, policies, and opinions. In 2011, US companies reacted to
threatened and actual “no” votes on say-on-pay with a variety of actions
which arguably had a disproportionate effect on equity compensation given
its majority share of executive pay.
Because dilution continues to be an overarching concern among
shareholders and their advisers, it is not surprising that one of the prevalent
strategies over the past eight years has been the reduction in equity grant
size and participation levels. While often ascribed as a reaction to the
change in accounting rules (FAS123R and IFRS2, frequently subject to the
misnomer “option expensing”) there is evidence that these reductions have
been to manage dilution, not expense.
Companies face a plethora of decisions in balancing say-on-pay pressures
with an effective equity compensation strategy.
• Participation – and Alternatives for Have-Nots

Early in the dilution-reduction phase it became clear that merely reducing
the size of equity awards across-the-board was a suboptimal solution, as
cutting an employee’s annual equity award in half had a number of negative
consequences (such as being labeled “insult grants” by employees in one
technology company). Yet, many companies pursued even more draconian
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measures and eliminated all equity grants to certain tiers of employees,
sometimes replacing them with other forms of pay and sometimes not. Even
in companies with strong egalitarian employee ownership philosophies, it
turns out that some animals are indeed more equal than others.
This trend continues, exacerbated by independent compensation
consultants working directly with the Compensation Committee of the
Board of Directors with a limited purview and charter. Anti-dilution
recommendations often take the form of simplistic advice such as
“eliminate grants below director level”or “implement a cash LTI plan for
everyone else.”
• Options or Full Value Awards

Curiously, stock options – which were blamed for the Enron crisis – continue
to be cited as not being performance-based pay, to the continued amazement
of some shareholder value advocates. This apparent contradiction to the
obsession with shareholder returns is met with the response that options
can still have some value in an underperforming (relative to peers) company
whose stock price has risen a bit. While it seemed unthinkable a few years
ago that options would be granted with performance criteria attached, this
is now the fastest-growing (starting from a base of near zero prevalence)
trend in the US.
• Performance Features

This emerging pressure for performance features on some or all equity
grants to executives is catching some remuneration committees by surprise
(in some cases as a result of selective attention to previous communications
by the committee’s consultant) resulting in hurried decisions with little
attention to the strategic and behavioral implications of the selected
performance measures. Given the difficulty of multi-year goal-setting even
in the most stable industries, economies, and businesses, companies often
default to a peer-based measure and more often than not the measure of
relative total shareholder return (TSR). Many companies soon discovered
that a lack of thoughtful design of these complex pay arrangements can
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create more governance problems that were thought being solved by the
“simple” addition of a performance measure to an RSU award.9
• Vesting

Like many aspects of equity compensation, vesting has become a complex
topic. Once meaning a time-based right to receive the underlying equity,
vesting now may be that or may be performance-contingent or performanceaccelerated.
• Role of time vesting

The debate over time-based vesting versus performance vesting should
revive questions over the role of various equity vehicles. The tired attractretain-motivate mantra is actually of value in assessing why a particular
equity award is conferred. Clearly, time-vested full-value awards have a
unique role in retention. Time-vesting and performance-vesting are not
either-or choices for the Remco.
• Performance Measures

The surge in prevalence of performance awards over the past five years in
the US has resulted in the greatest diversity of plan designs in the history of
equity compensation. It is not unusual for a group of 20 peer companies
in a narrow industry sector to have 20 unique plan designs, with no two
sharing a common set of performance measures. While we should expect
some differences based on variations in the companies’ strategies, stage
of life cycle, and business plan our observation that many companies are
changing their multi-year performance measures year to year indicate that
this experimentation with performance measurement may not be rooted in
company strategy and business plans.
• Valuation

The sad reality that accounting expense, both amount and timing, can be
driven by the choice of performance measures and that these accounting
expense-based pay numbers feed into various pay and pay-for-performance
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calculations gives us a glimpse into the unfortunate tail-wags-dog processes
underway in some Remcos grappling with the prospect of an unfavorable
say-on-pay outcome.
Perhaps one of the oddest and most counterintuitive outcomes of this wave
of reaction to woo positive say-on-pay votes is the possibility that adding
performance criteria to what would have been a time-vested award (e.g.,
RSUs) can increase the accounting based “value” of the award while creating
for the employee the perception that ultimately receiving the award is less
likely and thus of lower, not higher, value. We also see this effect in media
headlines claiming that a certain executive received a “pay increase” because
the grant date fair value of the equity awards this year was higher than the
time-vested award’s value last year.
• Performance-payout ranges and curves

The valuation aberrations are partly driven by the construction of the
relationship between the performance criteria and the payout levels at
various points on the payout “curve.” While some consultants continue
to maintain that an award with a performance feature is always deserving
of a “discount” due to the increased risk of forfeiture, competent valuation
professionals will confirm that the “shape” of the payout curve and the
minimum and maximum payout levels will drive this number. Plans with
a 200% (of target) maximum payout and protection of some portion of
payout down to a level of 50% (of target) performance will find that they
have conferred a much more expensive award.
• Role of discretion and performance in performance determination

If there is dark little secret to the wave of performance awards, it’s the
increased prevalence of discretion, subjectivity, and/or “individual
performance” in the calculation of the awards payouts. Several recent
studies by our Firm for clients of their peer group companies’ equity award
design indicates that about half of companies are continuing to use this
approach – despite shareholders’ and advisers’ strong dislike of discretion.
The addition or removal of a discretionary element to the next year’s
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awards may have the unintended accounting consequence of moving the
accounting grant date into a different year than the related service period
which will have ramifications for disclosure and ultimately the pay-forperformance and alignment calculations.
What’s the Remco to Do?
As Remuneration Committees increasingly rely on an independent
compensation consultant to assist and guide them in determining the pay
packages for top executives, the influx of competing and contradictory
viewpoints renders their job more difficult than ever. With limited time to
obtain, assimilate, and turn information into a pay decision, Committees
need to step back and consider the impact not only on the coming year’s
pay for a handful of senior executives, but the overall impact on the
culture, talent strategy, and incentive structure of the entire organization.
A simplistic response to an outside party’s criticism of dilution levels or
time-based vesting can have a devastating impact on the organization as
the Committee members move on to their next priorities pending the next
Committee meeting months later.
Prioritize opinions and inputs
Most companies will find it impossible, or impractical, to attempt to
satisfy all points of view by all organizations with a point of view on its
compensation program. Many companies learned in the first round of
say-on-pay that understanding their shareholder structure (institutions
versus retail), voting reference points, and relative impact of certain policy
positions (e.g., adding stock ownership guidelines versus removing tax
gross-ups) helped to clarify where changes should be made. This needs to
be done annually as shareholder positions change, advisers modify their
policy positions, and voting patterns shift. In the US, for example, the
40 or so failed SOP votes in 2011 provided shareholders of other firms
with some “bad boy” examples of what to look for in other companies.
Conversely, some of the changes made both proactively (by firms like GE)
and retroactively (by firms like Umpqua) provide a further road map of
equity award changes that can appease shareholders.
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Revisit strategy
The management consulting firm McKinsey has been critical of Boards
of Directors extreme focus on compliance at the expense of a focus on
strategy.10 This trend can be seen within Remcos as the overwhelming
onslaught of regulatory change consumes the Committee’s limited time
and capacity.
Interestingly, some lawsuits occurring after failed say-on-pay votes cite
the companies’ verbiage in the Compensation Discussion & Analysis
section of the proxy statement, pointing out the contradiction between the
documented stated compensation strategy and actual pay practices.
It is time for the Remco to devote time just to the topic of compensation
philosophy, objectives, and strategy, withstanding the temptation to
ask “what are other companies doing” and focusing on core business
and talent management strategies. Given the increasing prevalence of
companies “pushing back” on proxy advisor and institutional shareholder
pronouncements through investor relations strategy, supplemental tables in
proxy statements, and amended proxy filings, a counter-argument rooted
in strategy may prove superior to the spurious calculations of a proxy
advisor’s model.
Understand complexity of market data
The focus on discrete plan features – such as adding a performance
contingency to full-value awards – is creating an environment of complex
data that is not always being captured and interpreted accurately in
surveys and proxy databases. A common conclusion, for example, is that
performance awards are now “the” prevalent form of equity compensation
for executives. While a majority of companies in a given industry may in
fact be granting performance-based equity, closer scrutiny may reveal that
these grants are a relatively small portion of the total equity program and
have been added to, rather than replacing, options and RSUs.
Another emerging complexity is the phenomenon that adding a performance
feature can increase the fair value of a full-value award. Holding other
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forms of pay constant, merely adding a performance contingency to an
RSU can have the effect of a calculated overall pay increase while effectively
reducing the probabilistic expected value of the award.
As companies continue to navigate the rapidly changing landscape of
governance-driven pay practices, the somewhat chaotic year-to-year changes
in equity vehicle mix and design are rendering the question “what are other
companies doing?” difficult to answer in a succinct data point. Add to
this the artificial precision being employed by some plan designers: One
consultant recommended to a client that the “right” equity plan design
was to include 46% stock options, 20% RSUs, and 34% performance
shares. Despite the valuation field’s certainty that a common dollardenominated value can explain the pay result of that three-part award,
those methodologies are seriously flawed.
	Explore alternatives to accounting value
and use dynamic pay modeling
This can be the basis for an effective presentation of an alternative view of
the company’s pay programs. Again, as equity compensation is the biggest
piece of the publicly-disclosed executive pay pie, re-characterizing the pay
value of equity awards can be a cornerstone of say-on-pay communication
strategy. It wasn’t long ago that some firms published a table in their proxy
highlighting that the intrinsic (in-the-money spread) value of options
granted the previous year were far below the accounting-based fair value
presented in the proxy.11 The following year, a similar table showed the
surge in intrinsic value as their stock price rebounded and the options
created far more value than the accounting estimate, then again falling
below the accounting value later that year. 12 Others have added footnotes
or narrative to proxy tables reporting the fair value of performance awards
highlighting that none of the grants ever paid out. 13
The increasing use of tally sheets, scenario-based projections, wealth
accumulation models, and other projective techniques – prohibited by
accounting rules but fair game for the “marketing” of equity compensation
in disclosures – demonstrates the new thinking around analysis and
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presentation of equity compensation data and how “behind the scenes”
tools for the Remco can be effective in dealing with say-on-pay pressures.
Disclose clearly and succinctly
Investors and proxy advisory firms have made it clear that the response to
increased disclosure requirements generating dozens of pages of verbiage in
addition to the required tables is not digestible. One proxy advisory firm
representative indicated “we don’t have time to read your entire proxy – if
you want us to know something, put it on the first page in bullet points.”
There is a clear trend toward more tabular and graphical presentations of
information with an executive summary preceding. This approach allows
a company to lead the interpretation process rather than hoping that a
nameless faceless analyst draws the right conclusions as they read hundreds
or thousands of filings in a compressed time period. The cascading nature
of the analytical process, in which a few big metrics are reviewed and if
they are of concern subsequent levels of scrutiny are applied indicate that
getting the key points up front can set a tone of positive proactive equity
plan design that can offset potential issues. This is critical for guiding the
interpretation of complex equity compensation programs.
Closing
With the multiplicity of inputs, the 2012 shareholder meeting season
promises to create another wave of plan re-design, contention, and
commentary. The increasing volume and complexity of shareholder and
advisor criteria and standards are creating a “check it off the list” approach
to equity plan design with little attention to the business strategy, integrated
total compensation considerations, and the impact on participant behavior.
The worst-case, and somewhat likely, scenario is that we will see many
companies experience the equity plan equivalent of a genetic mutation and
end up with neither horse nor camel, but rather a being poorly-suited for
any environment yet rapidly reproducing through the referencing of survey
data and proxy filings.
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NOTES
1 For example, “Executive Pay Votes Spur Shifts in Policies”, Joann S. Lublin, Wall Street Journal, March 1, 2012
2 “Eisner Reaps $197.5 Million With Disney Stock Options”, James Bates and Jube Shiver Jr., Los Angeles Times,
December 2, 1992
3 Based on Compensation Venture Groups independent analysis of the Wall Street Journal 2011 Survey of CEO
Compensation in 350 large US public companies
4 For example, Institutional Shareholder Services’ Voting Policy Guidelines calculate a full-value award as being
“worth” between 1.5 and 4.0 stock options, depending on the company’s stock price volatility
5 Research by Compensation Venture Group has noted a high incidence of initial adoption of executive stock
ownership guidelines coupled with the granting of restricted stock units (RSUs) to affected executives in the same
year, often with a “special award” or “retention grant” label
6 GE attached performance conditions to the CEO’s previous year stock option award after being notified of a
proxy advisor’s intent to recommend a “no” for the say-on-pay vote. “GE changes share option plan for Immelt,”
Financial Times, Ed Crooks and Dan McCrum, April 20, 2011
7 Umpqua Holdings retroactively attached performance conditions to executive equity awards after the company
failed to received majority approval in the say-on-pay vote and was subsequently served with a lawsuit over the
matter. “Say on Pay Starts to Bend Advisory Votes,” Wall Street Journal, Joann S. Lublin, July 29, 2011
8 “Say on Pay: Cautionary Notes on the UK Experience and the Case for Shareholder Opt-In,” Jeffrey N. Gordon,
Harvard Journal on Legislation, Spring 2009
9 “The Governance Ups and Downs of Performance Plans,” Fred Whittlesey, GEOnomics 2011
10 “Making the board more strategic: A McKinsey Global Survey,” McKinsey Quarterly, March 2008
11 Definitive Proxy Statement, DEF 14A, Oracle Corporation, filed September 7, 2010, available at http://sec.gov/
Archives/edgar/data/1341439/000119312510205711/ddef14a.htm
12 Definitive Proxy Statement, DEF 14A, Oracle Corporation, filed August 26, 2011, available at http://sec.gov/
Archives/edgar/data/1341439/000119312511232666/0001193125-11-232666-index.htm
13 Definitive Proxy Statement, DEF 14A, East West Bancorp, filed April 14, 2011, available at http://www.sec.gov/
Archives/edgar/data/1069157/000106915711000011/formdef14a.htm
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The Employee as Investor
in the Company
By Dennis Paalman, SVP Compensation & Benefits, Royal Ahold and
Eric Engesaeth, Associate Professor of Managerial Compensation,
TiasNimbas Business School, Netherlands
Broad-based equity plans are popular, and not without reason:

1) 
From a corporate finance perspective, company-wide stock option
programs have been associated with financing the enterprise (Babenko
et al. 2011). Fama and French (2005) even noted that the value of stock
issued to employees through compensation plans is significantly larger
than the value of stock issued through seasoned equity offerings (SEOs)
and private placements;
2) From a tax perspective, equity plans, in various countries, are related to
tax benefits for the company and / or the employee;
3) Last but not least, equity ownership amongst employees is mentioned
in the context of greater engagement and a feeling of responsibility for
the success of the firm. This form of corporate glue may have a positive
impact on the value of the company through the behavioral consequences
of having ‘skin in the game’.
In the U.S. the National Center for Employee Ownership (NCEO)
estimates that, among companies that have stock, about 36% of the work
force own stock in their employers through one kind of plan or another.
This ownership comes in several forms, ranging from stock purchase plans
in public companies, broadly granted stock options and similar kinds of
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equity awards. Additionally, employee stock ownership plans (ESOPs), a
company sponsored ownership plan that holds stock in the employer for
employees is also common. An overview is provided in the table below:
Estimated Number of Plans and Employees; Value of Plan Assets
(updated per February 2012, source: NCEO)
Type of Plan

Number of Plans
(estimated as of
the end of 2011)

Number of
Participants (as of
the end of 2009)

Value of Plan
Assets (as of
the end of
2009)

ESOPs, stock bonus plans,
& profit sharing plans
primarily invested in
employer stock

10,900

10.3 million

$869 billion

401(k) plans primarily
invested in company stock

800

5 million

$200 billion

Broad-based individual
equity plans

3,000

10 million

($5 billion to
$10 billion in
2008, S&P
1500 only)

Stock purchase plans

4,000

11 million

(not realistic to
estimate)

U.S. practices differ significantly from the rest of the world. Broadbased equity plans are less prevalent outside the U.S. The levels of equity
compensation are lower in absolute terms and relative as a percentage of
base salary. Furthermore, eligibility levels decrease more rapidly when
going down into the organization. This can be explained by differences
in institutional context and culture. However, there are also a few
considerations that are more generally applicable because they relate to
human nature. We will explore these from the perspective of the employee
as an investor in the company.
The employee as investor
Employees are important investors in the firm. They invest their talents,
skills, time, and energy in the organization. If part of the return for this
investment is provided in equity compensation, it implies that besides the
employee’s human capital, a part of his financial capital is tied to the firm.
Employees can also be offered the opportunity to invest private funds into
the organization; e.g. through 401(k) and Employee Stock Purchase Plans
(ESPP).
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In the introduction, we listed three reasons that are often used to promote
broad-based equity plans. To balance the discussion, we will now focus on
three concerns:
1) Employees that are rewarded in equity compensation incur a loss of
diversification. This implies that employees will value stock or optionbased compensation at less than its market value. After all, the employee
is linked to firm-specific risk but is only rewarded for systematic risk.
This implies that the value for the recipient is less than the cost for
the company. This cost-value wedge is a source of inefficiency, which
is exacerbated if one moves down into the organization in terms of
eligibility (Meulbroek, 2001; Hall & Murphy, 2002);
2) Employees that invest money in the company make a decision under
risk (Kahneman and Tversky, 1979). Because individual (lower-level)
employees do not have a material impact on the value of the organization,
investing money in a single stock can be compared to a bet. It is difficult
for the employee to assess all possible states of the world relating to the
outcome of this bet. From the research of Amos Tversky and Daniel
Kahneman on decision-making, we know that people are less rational
than assumed in standard economic theory. Real-life behavior shows that
people exhibit loss-aversion, i.e. they are on average twice as unhappy
with a loss as they are happy with a gain of similar value (Novemsky and
Kahneman, 2005). Furthermore, people have internal reference points.
If the gain is less than the ‘reference gain’ people feel unhappy with the
outcome. Finally, people can become regretful if the choice they made
in the past turns out to be the wrong choice. Example: if someone holds
on to the shares for a longer period than strictly necessary and the share
price in that period plunges, this results in strong negative emotions.
Alternative example: someone did not invest, and is now confronted
with people that made an excellent return because they did invest. All
these feelings of unhappiness can impact engagement levels;
3) Jensen (2005) indicates that when a firm’s stock price is substantially
higher than its underlying value (overvalued equity), it sets in motion a
number of organizational forces that destroy part or all of the core value
of the firm. Broad-based equity compensation cannot solve the problem
because it makes the problem worse, not better.
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The above concerns can trigger a firm-specific discussion on the pros and
cons of the employee as financial investor in the firm. In case the company
wants their employees to invest money in the company, it is important to
find out what makes them an investor or not. We will take the example of
an ESPP. In a typical ESPP 30%-40% participate in such a plan. Engelhardt
and Madrian (2004) show that non-participation can be explained by risk
aversion, liquidity constraints, imperfect knowledge of the plan, general
unwillingness to invest in the company’s stock, and transaction costs.
Rapp and Aubert (2011) empirically support this research from a French
perspective; in France, ESPPs have become quite popular. In addition, the
researchers found a ‘novelty effect’ as the largest amounts invested were by
employees who have not already been eligible to previous offers. All these
factors are lessons for companies that would like to increase participation.
The opposite choice, i.e. to abandon broad-based share investment
programs can also be a possible outcome of the discussion, as shown by the
special case of Royal Ahold.
The Royal Ahold Case
The company’s origins can be traced back to 27 May 1887 with the founding
of the Albert Heijn grocery store in Oostzaan, Netherlands. The grocery
chain expanded through the first half of the 20th century, and went public
in 1948. It became the largest grocery chain in the Netherlands, expanded
into liquor stores and cosmetic stores in the 1970s, and changed its name
to “Ahold” in 1973 (which stands for “Albert Heijn Holdings”). The
company expanded internationally starting in the mid 1970s, eventually
buying chains in Spain, the United States, and Portugal, and accelerating
its acquisitions in the latter half of the 1990s in markets in Latin America,
Central Europe, and Asia.
This ambitious global expansion was halted by fraud at the chain’s American
subsidiary U.S. Foodservice and by a Board level accounting scandal. In
February 2003, the CEO and CFO resigned following charges of financial
irregularities. Earnings over 2001 and 2002 had to be restated and the
company began selling off some of its grocery chains in Latin America and
elsewhere.
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Share Price Development

The Royal Ahold share price climbed to a historical high above EURO 33 at
the end of 2001 but on the heels of the financial scandal, the price dropped
to slightly above EURO 2, over a relative short period of time. Clearly this
had an impact on all shareholders but initially, little attention was paid to
employees in the ESPPs as a shareholder group and as such co-investors.
With the acquisition of several U.S. based chains like Stop and Shop and
Giant Food Stores, Royal Ahold was first confronted with ESPPs and 401k
plans. As common in the U.S., through ESPPs, employees were offered
the opportunity to buy company stock with a modest discount. Shortly
thereafter, alike programs were introduced in other chains owned by Royal
Ahold (e.g. Albert Heijn in The Netherlands). Broad-based Long-Term
Incentives (plain vanilla options) already were part of the compensation of
the top layers in the organization. In this case however, we will focus mainly
on the ESPP.
Employee Stock Purchase Plan (ESPP)

Although not on an active basis, employees were stimulated to invest part
of their personal income in company stock. So, besides the human capital
these employees invest, they also invest ‘their own’ or, in most cases, ‘family’
money. As long as the share price goes up, little criticism is to be expected
but as soon as the share price declines and especially at the rate Royal
Ahold’s share price did, many negative consequences emerge.
Trusted Advisor

Not all employees clearly understand the downside risk of an investment as
to most, investing is not their core competence. Despite all the education
and information provided by the company, most employees turn to a ‘trusted
advisor’ within their own circle of reference; either at work or in their own
social environment. These ‘trusted advisors’ are not always content experts
either. The consequences of the share price drop on the atmosphere on
the workplace, and the employee’s personal social environment, turned out
to be far stretching. Colleagues earlier regarded as trusted advisors were
blamed for the personal financial losses as a result of ‘their’ bad advice.
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As a result they lost their status in the group and sometimes even were
completely excluded from the ‘inner circle’ at work going forward. This
(significantly) impacted the relationships at work and in some cases had a
huge (personal) impact on the formerly trusted advisors.
Personal Loss and Credibility at Home

As the employee invested ‘family’ money, the losses had substantial
consequences at family level as well. All of a sudden the ‘concentration of
risk’ became painfully clear to all involved. As the job of the employee was
at risk and at the same time a (considerable) part the employee’s ‘savings’
had evaporated.
Credibility of Employer’s Pay Component

The combination of ESPPs and the option program with a significant share
price drop resulted in a credibility crisis between employer and employees.
A proper balance between what the employee brings to the table and the
compensation received by the employer is a key element of the ‘deal’.
This crisis upset the balance leading to dissatisfied employees and as a
consequence, a loss of motivation and engagement.
How to Restore Credibility?

All ESPPs were cancelled and the option program was replaced by new
share based program in 2006. This new global equity ownership program
(GRO) was rolled out to all employees, store manager and up. Under the
program, shares were conditionally granted through a three year ‘leg’ and
a ‘five’ year leg
The shares under the three year leg, with a performance condition at grant,
vest after three years of continued employment. The performance hurdle
at grant is the multiplier of the Annual Incentive Plan of the preceding
year, which is used to determine the number of shares to be conditionally
granted.
The shares under the five year leg, with a performance hurdle at both
grant and vesting, vest at the end of the performance period of five years.
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Performance at vesting is measured using TSR (share price growth and
dividends paid over the performance period) as benchmarked against the
TSR performance of the defined peer group. The number of shares that vest
depends on Royal Ahold’s ranking within this group.
Best Plan Effectivemness Award

Three years after the first grant, the first shares vested, boosting the credibility
of the equity based compensation component of the employees. In that
same year, the GRO program won the prestigious Best Plan Effectiveness
award at the GEO conference in Paris.
Conclusion
In this article we have discussed the employee as (financial) investor in the
firm. Although broad-based share investment programs such as ESPPs can
be very powerful, the upside gains may not always outweigh the downside
risks. In this light, financial education is of key importance. However, the
risks are broader than measured by the direct financial impact. The Royal
Ahold case has shown that most employees will not consult the official,
validated and company provided information sources only. This sets in
motion important ‘social costs’, once the share price starts moving into the
wrong direction.
Although the case of fraud at Royal Ahold may be an extreme example,
it promotes finding a sustainable and firm-specific solution, given the
objectives defined, and in light of the characteristics of the target population.
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Economic Uncertainty Raises the
Relevance of Employee Stock
Purchase Plans
By Carine Schneider, CEO, EASi and
Don Gillotti, Senior Vice President of Sales, EASi

With tumultuous stock market swings promising a wild ride for investors,
Employee Stock Purchase Plans (ESPP) may look like a safe haven. What
other form of employee plan offers a potential return on investment so
quickly?
The ease of payroll deductions and a discounted purchase price make ESPPs
very attractive. There’s no doubt they are a great benefit for employees who
want to invest for their future. These plans are perhaps the most broadbased form of equity available, making it possible for employees at all levels
– who meet eligibility requirements – to have the opportunity to purchase
shares at a discount. Becoming an owner gives employees a vested interest
in how the company performs since it impacts how much they profit from
their company stock investments. While on the surface it appears to be
a “no-brainer” to participate in an ESPP plan, employees need sufficient
education to understand the potential risks and rewards before investing.
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The Anatomy of an Employee Stock Purchase Plan
The Employee Stock Purchase Plan has been a part of the equity
compensation mix since it was introduced in 1964. Section 423 of the
Code was added to the Code by section 221(a) of the Revenue Act of 1964
The National Association for Stock Plan Professionals’ Stock Plan Design
and Administration Survey estimates there were nearly 4,000 active plans as
of early 2010 serving 11 million participants, predominantly from public
companies. They further estimate 2,500 companies offer tax-qualified “423
plans,” and the remaining 1,500 offer nonqualified plans.
An ESPP is a company-run program that allows participating employees to
buy company stock at a discounted price. Employees contribute to the plan
through payroll deductions, which build up between the offering date and
the purchase date. At the purchase date, the company uses the accumulated
funds to purchase shares on behalf of the participating employees who don’t
incur brokerage fees. The amount of the discount depends on the specific
plan, but can be as much as 15% of the lower of the opening or closing
market price during the period.
For example, employees can contribute from 1% -15% of their base pay
for the purchase of the companys’ stock shares. They have the opportunity
to enroll in the program every three months during special “enrollment
periods.” The stock gets purchased once a quarter. After they enroll, the
ESPP contribution amount they choose is taken out of each paycheck
through payroll deductions on an after-tax basis. Deductions begin with
the first paycheck after the enrollment deadline date. Payroll deductions
accumulate in a non-interest-bearing account until the quarterly purchase
date. Once they are purchased, shares are transferred into the employee’s
individual account at the company’s broker.
In addition to the purchase discount, some company plans have a “lookback”
provision that allows the discount off the stock price to be based on the
price at the beginning of the offering period if that price is lower than the
price at the end of the offering period. When that happens, employees
are able to buy shares at even more than 15% below their current value.
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Some companies may also set a base price that could last 18 months to two
years into the future. A stock – particularly a high-tech stock – can rise
significantly in 18 months to two years, so a provision like this is another
potential benefit to employees.
The ESPP benefit may be set up as part of the employee’s compensation
if the employer matches contributions to the stock purchase plan. In
some instances, a stock dividend reinvestment plan is also offered to allow
employees to reinvest their dividends in the company by automatically
purchasing more stock.
Deciding to Offer an ESPP
There are several considerations to weigh if you are considering offering
an ESPP. Philosophically, are you more inclined to drive ownership or to
promote retirement savings via a 401(k)? What will it cost you in terms
of expensing and administration to offer an ESPP? How will those costs
compare to other equity compensation options? You may also want to
look at the design options for an ESPP offering. A non-US based company
structured a plan so that employees benefitted from a match if they held
their ESPP shares for a year. They also had the option of selling sooner if
desired.
According to Christine McCarthy, Partner at Orrick, Herrington &
Sutcliffe, LLP, “We’re seeing a resurgence in companies offering ESPP.
More and more companies are introducing “look-back” plans to encourage
ownership by giving employees the best possible purchase price. We also
find companies introducing these plans at the same time they are going
public to capture efficiencies.”
Teach Your Employees Well
Even though stock purchase plans allow employees to acquire shares at a
discounted price, they need to be educated about the risks, tax implications
and potential drawbacks. Any stock purchase is subject to the ups and
downs of the market so there is no guarantee of performance if employees
choose to hold the shares.
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Even though participants are buying the stock with money that they have
already paid taxes on, they will be responsible for either short-term capital
gains or long-term capital gains on any profit from the transaction. These tax
implications need to be understood, especially if the employee opts to sell
the shares immediately to ensure they benefit from the discounted purchase
price. If employees sell the stock they may owe taxes on the discount they
received at the time of purchase and in addition to capital gains tax.
Depending when the employee sells the shares, the disposition will be
classified as either qualified or not qualified. If the position is sold two years
after the offering date and at least one year after the purchase date, the shares
will fall under a qualified disposition. If the shares are sold within two years
of the offering date or one year after the purchase date the disposition will
not be qualified. These positions have different tax implications.
If a participant holds shares from an employee stock purchase plan long
enough to avoid a disqualifying disposition, he or she still may have to
report some or all of the profit as compensation income when they sell or
gift the shares. If they have additional profit beyond the amount reported
as compensation income, it must be reported as capital gain.
Advise employees to consult with their tax preparers if they are selling ESPP
shares. The tax laws are confusing. Also, make sure you let your employees
know whether their W-2 shows income from a disqualifying disposition as
a separate line item. It can often be hard to find or not included at all.
When employees sell ESPP shares they should receive a Form 1099-B,
which reports proceeds from the sale. In addition, they need information
provided on Form 3922, which employers are required to provide as of the
2010 tax year.
The Practice of Flipping
Flipping is the practice of locking in the gain by buying shares at a discount
through the ESPP and selling them immediately after the purchase. Let’s
say your employee signs up for the company’s plan at the end of 2011 for
2012. On the first trading day of the offering period in 2011 the company’s
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stock was trading at $40 and on the last trading day it was trading at $80.
Payroll deductions will be used to purchase the stock at a 15% discount off
the $40 share price (because it the lower closing price). Employees can pay
$34 a share and immediately turn around and sell the stock for $80 a share.
On the other hand, if the company stock started at $80 at the beginning of
the offering period and ended at $40, employees would still benefit from
paying $34 for the stock that they can then quickly sell for $40.
Not all companies with ESPPs permit an immediate sale. Most companies
allow participants to make same-day sales or sell shares the day after their
purchase, or a few days later if it takes time to transfer the shares into
the employee’s account. Employees should be educated about the selling
provisions so they understand any potential delays that could impact their
ability to capitalize on the guaranteed return.
Although flipping may be permitted by the employer and perfectly legal, it
isn’t always in keeping with the purpose for which the plan was designed.
Most ESPP’s are intended to provide an advantageous way for employees
to have an ownership stake in the company where they work. There’s ample
proof that owning stock increases the level of employee engagement which
has a positive impact on productivity and helps drive results.
Timing and Behavioral Economics Encourage Participation
While ESPPs are clearly attractive at face value, employees still have to
part with some percent of their income through payroll deductions to
participate. The best way to encourage participation is to promote the need
to make contributions several months before the money actually gets set
aside. This timing is ideal because it avoids a situation where natural “loss
aversion” tendencies cloud decision-making. If people see an impending
loss they consider a decision with the part of their brain that responds
emotionally and wants to avoid economic losses. If they are asked to spend
or invest money in the future, the pre-frontal cortex leads the decisionmaking which results in a more reasoned thought process.
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The Bottom Line on ESPPs
ESPP is basicallty free money, especially when the value of the company
stock has risen or is rising. Employees would be wise to leverage every
penny they can and maximize their ESPP deductions. In economic times
like these, offering an ESPP is one of the best ways to attract, retain and
motivate top talent.

ESPP PLAN – WITH A 15% DISCOUNT LOOK-BACK
10% of paycheck, $50 a month/$300 total contribution, 6 month offering example
Regardless of stock price performance, employees will benefit with a gain on the purchase date
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EXAMLE ONE
Stock Value
Start Period

$10

EXAMLE TWO
Stock Value
Start Period

$15

EXAMLE THREE
Stock Value
Start Period

$18

Stock Value
End Period

$20

Stock Value
End Period

$15

Stock Value
End Period

$10

Stock Value on
Puchase Date

$20

Stock Value on
Puchase Date

$15

Stock Value on
Puchase Date

$10

ESPP Purchase
Price

$8.50
($10 - 15%)

Purchase
Amount

35 shares
$300 / $8.50

ESPP Purchase
Price

$12.75
($15 - 15%)

Purchase
Amount

23 shares
$300 / $12.75

ESPP Purchase
Price

$8.50
($10 - 15%)

Purchase
Amount

35 shares
$300 / $8.50
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Value Through Engagement:
Considerations for Making the Most of
Your Equity Compensation Programs
By Debbie Tsoi-A-Sue, Finance Director, Heading Global Stock Plan
Programs, Yahoo! Inc. and Randy Murphy, Manager of Global
Equity Plan Services, Salesforce.com
Overview
In the current economic environment, employers are increasingly forced to
seek ways to maximize the perceived value of their compensation offerings.
For companies plagued with volatile stock movement and engaged in
intense competition for top talent, efforts to ensure participants value their
equity programs make up a critical piece of putting the puzzle together
so that perceived value is not being left on the table. In developing or
redesigning your company’s communication & equity compensation
education strategies, here are some considerations to ponder.

GEOnomics 2012

47

Define your target audience & get to know your population
The question of who you are targeting with your communication seems
an obvious point to establish up front. However, it’s beneficial to review
your target audience beyond identifying who needs the information you’re
providing. One of the first steps in developing a global communication
plan is to understand who you are communicating with and how their
specific factors affect your delivery method and messaging. This includes
analyzing factors like demographics, primary languages spoken and, of
course, your corporate culture.
It’s important to recognize that there could be up to five generations in
your workforce today (Generation 9/11, Millennial/Gen Y, Gen X, Baby
Boomers, and Traditionals)(1). It’s a simple fact: all employees will not be
engaged and communicate in the same fashion. To design an effective
communication strategy, it is key to be aware of what generations make
up your workforce as well as how your corporate culture affect how those
generations are engaged. For example, your line of business might have a
heavier weighting towards a particular generation and, naturally, this which
will affect how you can most effectively deploy your communications. An
up and coming high-tech corporation might be comprised primarily of
Millennials (the first generation to grow up with technology) and Gen
9/11’ers (those who have only seen the world through the prism of the 9/11
tragedy). Those companies are likely to see populations more focused on
electronic channels versus a manufacturing company that has a population
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base primarily of Boomers and Traditionals with little to no corporate
provided accessible technology.
Even between Millennials and Gen 9/11’ers, there are key differentiators
with the technology they grew up with and might be most comfortable
using. For example, Millennials are demonstrably different from other
generations in their thinking, expectations, resourcefulness, and results.(2)
Millennials grew up with email and the early stages of the web where for
the first time; there were no limits (beyond server storage capacity) to the
information that could be poured into an email or posted to a website.
Gen 9/11’ers are more honed in to communication whereby the format is
geared towards brief and instant information/updates (such as offered by
Twitter and Facebook).FN1
One other aspect to consider about your population is often defined by
Compensation. Is your equity program broad-based or limited to a certain
level of individual within your organization? Are you speaking to a rank
and file global population or a population made up of VP and higher
individuals? The answer will influence how you design your communication
plan and which channels of delivery you select.
Action Plan:
• Establish baseline to measure outcomes of your efforts
• Identify your target audience
• Determine if targeted communication is necessary
• Identify channel for distribution
• Implement
• Benchmark results against your baseline
The 3 “C”s of Communication: Clear, Concise and Compelling
Advice from a high school English teacher, the sentiment to keep
communications clear, concise and compelling to the reader is important
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for essay writing and is absolutely critical for effective employee
communications. In developing your messages, it is important to define
the top data points you are targeting. In other words, if your employees
were to only take away two or three points from the communication,
what would you want them to be? Drafting your communication from
this perspective will help you develop a concise message that meets your
objectives. Likewise, it’s important to select wording that is efficient and
precise.
The last of the 3 “C”s, but certainly not the least, is the need to make your
communications compelling to engage and retain your targeted audience’s
attention. Word selection is also often influenced by your corporate culture.
Employees are inundated with a myriad of messages from a multitude of
mediums, so it is imperative to catch their attention quickly before they
move on to the next topic/email/item of interest. There are a number of
ways that one can accomplish this; here are a few of the many alternatives
(some suited better for situations than others):
Call to Action
Depending on the situation, a call-to-action message could be appropriate
to compel your participants. Call to Action communications are the
easiest to measure for success because the metrics can be based directly
on measuring the action you are soliciting. To keep with the 3-C’s, it’s
important to establish with clear and precise language what you want your
stock plan participant to do, when do they need to act by, and describe the
compelling reason of why they need to act upon your request.
What’s in it for me?
When communicating changes, probably the single most important aspect
that a recipient is looking for is to determine how they are impacted by the
communication. A compelling communication will immediately position
that for the recipient so that they will be quickly engaged to read, take
action or interact further.
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Relating to the Story
A foundational concept that emerges is that one values what one can relate
to. Many companies develop their own vernacular for their corporate
culture. For example, at Yahoo! Inc., “employees” do not work for the
company, “Yahoos” do. Compelling communications should tie to your
corporate culture to encourage the sense of belonging as well as align with
consistent messaging company-wide.
In almost all communications, there is an opportunity to promote program
worth in an effort to capture engagement. Participants might not only
be inclined to read your communication but, overtime, might also learn
to look for valuable messages in your established messaging medium.
Conversely, establishing a pattern of sending lengthy communications that
don’t maximize the opportunity to emphasize benefits to the participants
could end up in employees not recognizing that there is something worthwhile for them in reading or looking out for.
Company Spotlight: Starbucks Corporation
In their efforts to engage their participants, Starbucks Corporation partnered
with their service provider and took the idea of “relating to the story” one
step further. Together, they developed a way to engage their participants by
creating a story that their employees (also known as “Partners”) could relate
to. Starbucks developed a storyline for their stock plan programs around
a favorite childhood story that many of us know, Jack and the Beanstalk
(adapted as “Jack and the Bean Stock”). Throughout this storyline,
they very effectively intertwined their stock plan communication and
educational efforts around a simple theme of watching the bean stock grow.
With the simplicity and clarity of a childhood storybook, their information
pamphlets sent to stock plan participants globally walked their Partners
through a story of how Jack could see his bean stock grow with time. This
allowed participants to relate to the story on many levels, including tying
to their core business in coffee.

GEOnomics 2012

51

Sometimes, less is more…
What you communicate is just as important as how you communicate it.
How many stock plan administrators have sent out emails to employees,
only to get a reply with a question that could easily be answered by scrolling
down the communication? This could be a sign that the email sent was not
as efficient or precise. Often times, emails will simply be ignored. Of course,
it is impossible to achieve engagement all the time but more often than not,
precise and efficient wording can help engage more of your participants.
Various strategies can be employed to increase engagement:
In sending communications, focus on calibrating your top three points.
1) F
or emails, consider developing “Blackberry bites“. This concept
employs three bullets at the top of the email summarizing the content
so that mobile device readers can quickly get the key points of the
communication.
2) For electronic communications, always provide a hyperlink to a location
where the employee can get more detailed information if needed
(corporate intranet).
3) Use surveys sparingly. It seems every organization that interacts with
your participants, from your broker to your transfer agent, wants some
feedback. If you determine you also need feedback, make your questions
precise and your surveys infrequent as employees quickly tune out when
too many surveys start to pass their way.
When action is required (electing e-Delivery or signing up for benefits
fairs, etc.), whenever possible, provide incentives for the employee to take
action.
Depending on the equity vehicle, stock compensation can be a complex
topic. It’s a difficult task to communicate all the legal, administrative and
tax related nuances. Employers are concerned with making sure they cover
all of the necessary provisions in detail so employees are fully informed.
However, lengthy communications with too much information will often
be ignored or unread. This is not unique to email; this is applicable to any
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form of participant communication (pamphlets, websites, even tweets).
Often companies publish the legally required documents to a company
intranet that employees can access at their leisure while deploying a
targeted message to the employees that highlight the key points that is
being delivered. Companies should be strategic in how much information
(and how often) is really necessary to convey to employees.
Genius in its simplicity…
Use of stock-based compensation has grown increasingly since the days of
the early adopters of broad-based equity compensation programs. Especially
from the view in Silicon Valley, some form of company equity has become
and continues to proliferate globally as a compensation staple for the tech
sector and increasingly so for other industries. Companies find an ever
increasing challenge of determining how much to communicate to global
participants, especially in regions or industries where equity compensation
is not as predominantly used. In addition to various levels of knowledge in
the different regions, the country complexities of various award types create
a difficult undertaking for a stock plan department to educate globally.
Although a stock program might be lucrative for a participant, it is from
the dilemma of educating the masses that another foundational concept
emerges: one can value what one can understand.
One company that has showcased their leadership in minimizing the
potential for leaving value on the table is Intel. Shortly after the start of the
new millennium, Intel recognized a pattern emerging with their stock plan
participants; specifically, their participants did not appreciate the value in
their program offering to the level that Intel actually delivered. As such,
the company set out to capture the delta of perceived value by enhancing
the appreciation through facilitation of learning and understanding. With
focus on perceived value, the Intel program team set out to progress the
average participant through a cycle of awareness and understanding in
order to achieve participation and appreciation. Their first step towards
accomplishing this was to simplify their awareness efforts. Their first rung
in a ladder of steps to accomplishing their goals was to develop a basic
awareness video, of which the outcome could accomplish awareness in less
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than 5 minutes. The video essentially captured a very high level overview of
the program and did so in fashion with the 3-C’s (clear, concise, compelling).
By design, it did not include aspects that you’d expect from the typical
stock plan presentation (tax implications, administrative logistics on
how to enroll). The content was globally applicable and very engaging.
Moreover, in five minutes, it explained the value their stock programs held
for participants on a basic level to facilitate general understanding; one can
value what one can understand. Intel went on to use their base English
version of the video and adapted it to various languages for the benefit of
their global population. As of the date of this essay, the video is available
for viewing on the web. URL: http://www.youtube.com/watch?v=FKL0jCeZ-Y&feature=youtu.be
Education vs. Advice
In today’s world of litigation, some companies are afraid to offer their
participants information that could be construed at advice. Many times,
companies provide general information but rely on the adage, “please consult
with your personal tax advisor as your situation may be unique.” This can
relieve the burden of advice from the administrator, but it sometimes does
not provide enough and leaves participants craving from more information.
Companies are left in a state of conflict. Do they provide the additional
information and insight that their participants require? Should they risk
employees using that information incorrectly? Or should they provide less
information and risk the employees seeking incorrect information from
their peers or on the internet? Ultimately, your company’s legal department
may need to get involved to help establish your company’s philosophy.
In addition to the problems of education vs. advice, companies are faced
with a spectrum of generations who have varying degrees of understanding
of equity programs and the resulting taxation complexities. For the
Millennials and Gen 9/11’ers generation, this may be their first job in
which they are receiving equity compensation. The message to this group
should be different than the message to the seasoned employee who has
received equity for years.
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In simplest form, education involves providing factual information, which
could include bringing awareness of risk factors. Education becomes
advice-oriented when an opinion of action to be taken or recommended is
expressed in connection with providing information. It is sometimes easy
to cross into advice when explaining equity concepts to employees simply
because they want to understand equity in terms of what it means for them.
It’s also easy for participants to view stock plan administrators as the experts
and, therefore, solicit advice directly when calling the stock department.
Here are a few examples to demonstrate the differences between educational
and advisory information:
Educational Information Scenarios
Employee wants to know how to calculate their reported income on their
yearly tax statement issued by the company; Stock administrator educates
employee how the reported income is calculated
Employee has multiple lots of shares purchased at different prices and wants
to know which lots s/he has sold shares from; Stock administrator explains
to the employee where to find his lot information on the broker’s website
Employee is non-US based and conducting a trade of the company’s stock
with a US brokerage firm subject. S/he did not complete a W8-BEN tax
form for US IRS purposes. Employee wants to know why additional taxes
were withheld from his trade settlement; Stock administrator tells the
employee that s/he was subject to backup withholding taxes because they
did not complete the W8-BEN tax form before the trade took place.
Advisory Information Scenarios
Employee is in the process of deciding when to exercise an approved
option under a UK qualified plan grant and the employee asks the stock
administrator to confirm there is no personal tax liability after they sell
their shares; Stock administrator tells the employee that s/he will have no
tax liability after the sale.
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Employee purchased shares in the Employee Stock Purchase Plan (ESPP)
and doesn’t know if they should sell their stock right away or hold on to
the shares for the potential to save in taxes; Stock administrator tells the
employee they will be better off saving the taxes in the long run.
Israeli employee who transferred to the US is trying to determine if they
will owe taxes for their grant that vested from their Israeli Section 104
(qualified stock program) for the portion of time that was spent in the
US; the stock administrator confirms that taxes will be due and tells the
employee they should sell their stock to come up with the money to pay
the taxes due for the US.
Globalize then Localize
Even the best equity compensation plan can be considered valueless if it
is not understood by the participants and this is never truer for US-based
multi-national issuers than outside of the US. It is easy for communication
strategies to become headquarter centric. You could draft the clearest,
most concise and compelling communication and deliver that on a global
basis, but if goes to the Chinese sales representative that speaks very little
English, then the effort is lost on that associate. Of course, it is always
best to be consistent. However, it sometimes becomes imperative to know
how participants in your local offices communicate. What if you design
posters to promote a new equity offering or ESPP enrollment period, but
the local office you send it to do not have a common area for posting such
items, then you will need to design a new strategy for that office. If you
are unfamiliar with the best strategy to use, reach out to the local human
resource person or department and solicit their feedback on the best way to
reach the local population. When developing your campaign, establish your
global message and utilize your partnership with local country colleagues to
localize and deploy. In some countries, employees look to the managers and
directors for advice on topics so, unless you have a travel budget allowing
you to roam the global, it’s key to develop “train the trainer” messages that
can be deployed to your local country colleagues and front line managers.
This can go a long way to promoting a complex equity topic. It is easy for
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US based companies to adopt communication strategies that are singularly
focused and applied. However, not everything at headquarters can be
replicated globally. It is extremely important to identify your local markets
and target communication as appropriate. This includes translating into
local language for non-English speaking employees.
Collaborate for Consistency
Like many duties of stock plan program administrators, communication
and education efforts usually benefit from, if not required, collaboration
with Legal, HR and other functions within the company. This potentially
reduces efforts but, perhaps more importantly it maximizes each touch
point to a potential participant. Depending on your company’s philosophy
about equity compensation, partnering communication efforts with other
departments could also reinforce a picture of total rewards or total benefits
to employees.
It is important to maintain a system of record for documents. How many
times have you received an email from an employee referencing a document
that is several years out-dated? One great place for maintaining your most
up to date documents is on your corporate intranet. This allows one
central repository to be maintained for all other groups and employees to
access. Additionally, companies are using new technologies and resources
to maintain consistency.
Company Spotlight: Salesforce.com
Salesforce.com uses their social software, Chatter, to maintain and rollout
new equity programs. Chatter is collaboration software that becomes a
company’s own private social network. It enables employees to join groups,
find and share files, provide status and group updates and stay connected.
For salesforce.com, Chatter enabled them to roll out their Employee
Stock Purchase Program all through this single medium. Employees were
invited to join the ESPP chatter group where they could find all relevant
information pertaining to the rollout of the plan. Plan documents, FAQ’s,
education seminar schedules and other useful information were all shared
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on this site. Users were able to “follow” the FAQ document and if any
updates occurred, they would be automatically notified of the updates.
With Chatter, employees are encouraged to ask questions and share their
experiences with others. The questions are answered by the subject matter
experts that maintain the site and the answers can be viewed by all the
participants that belong to that group. This ensures that all answers are
consistent and allows all members to review their peers’ questions. This
significantly cuts down on overall questions by the group. Mass updates can
be shared with everyone instead of emailing or mailing. This significantly
reduces email clutter and reduces overall costs. For participants, it is a
single point of reference where they can find the most relevant information
on the topic they are interested in.
Technology – Friend or Foe?
You’ve developed your plan to communicate an important plan change…
you’ve identified your population…you have refined your messaging…
now what? Learning to use technology to your advantage is a key way to
maximize limited resources. The days of posters in the break room or thick
printed information brochures as a primary source of information may not
work in a mobile environment. There are numerous mediums that can be
utilized for channeling information to your participants.
It’s all about access
Who has time for a benefits meeting during a lunch hour? Over time
companies have trended to their corporate intranets to update with relevant
information that can be referenced around the clock and from anywhere
in the globe. However, the primary assumption in that model is that the
employee is the one engaged on behalf of his/her household to do that kind
of analysis or decision-making; therefore, it’s reasonable to assume that
access to information via the corporate intranet is sufficient. However, in
present times, it’s not uncommon for employees to either engage a financial
advisor or another member of their household (e.g. spouse or significant
other) to understand the programs and make decisions on behalf of their
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Medium
Live Presentations

Pros

Cons

Interactive; allows real time

Not scalable for multiple global

Q/A with participants

locations; dependent upon participant
scheduling

Corporate Intranet

Most companies have them;

Can be time consuming or difficult to

great Repository for static

update

information
Social Media: Facebook,

Great for short blasts of

Same questions are asked; hard to

Twitter, Yammer, Chatter,

information

find information; may not be a prolific

Jive
Email

channel with older generations
Easy to distribute; cost

Can be ignored or accidentally deleted

effective; well established
channel for information in
most companies
Print: Posters, brochures

Can be customized for local

Costly; not a green solution; doesn’t

advertising messages

capture work from home or remote
participants

Videos

Easy to distribute; engaging

Costly; point in time information ages

for participants; uses

content deployed

multiple senses (visual,
listening)
Traditional Mail

Distribution can be

Costly; not a green solution

outsourced; uses multiple
senses (visual, touching)
Interactive Media

Easy to distribute (typically

Costly investment ($ and labor) in

phone or web-based); uses

planning and development; potentially

multiple senses (visual,

seen as attempt to “replace a human”

verbal, touching)

(Not listed in specific order)
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household. For example, an employee’s spouse might be responsible for
deciding whether the employee should enroll in the ESPP. It is with this in
mind that companies might expand their communication channels beyond
the security of corporate emails or intranet sites. Third parties might be
engaged to develop and host content that could be shared outside of the
security of corporate firewalls. Additionally, companies may select hardcopy
mailings to employees’ homes to ensure information reaches extended
decision-makers.
Company Spotlight: Yahoo! Inc.
In thinking about access to education, Yahoo! Inc. engaged a third party in an
effort to learn about the many ways employees obtained information about
the company’s benefits and rewards, including the stock programs. Data
indicated that some employees cited that they learned from the company’s
information specific emails. Some indicated they primarily relied on prerecorded webinars or live training sessions (like new hire orientation). A
somewhat obvious source was identified as learning from word of mouth by
a cube-mate. Also somewhat obvious was employees identifying a spouse/
significant other tasked with decrypting information about the programs
and translating it into what that meant for the employee and his or her
household.
In light of this, Yahoo! chose to expand the educational program to
beyond the corporate intranet. The Stock Plan Services team worked
with the HR Global Benefits team and third party vendor to develop a
series of short video vignettes that would be hosted on the third party’s
servers and accessible to anyone who has the link. The resulting vignettes
sought to accomplish an abbreviated version of the typical hour long stock
plan presentation with emphasis on value and how the employee could
benefit from the programs. But specifically, the goal targeted was to make
the vignettes accessible so they could be leveraged by not just the spouse
trying to decipher how the programs worked, but also by those who had
been scheduled for new hire orientation, pre-start date, where soon-to-be
employees could understand what they needed to do to participate in the
stock plan programs. The vignettes could also be leveraged by the Talent
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Acquisition team in case a candidate wanted more in-depth details on how
the programs work in their decision to accept an employment offer. With
the education accessible, it could go beyond the confines of the corporate
firewall to help with facilitating understanding of the programs and the
value they offer.
Measuring Success and Gaining Support
We’ve mentioned a lot of aspects for consideration in developing or
redesigning you global communication program but how do you know
you’re successful in your efforts? To ensure that your efforts are moving
in the direction you’re hoping, it’s important to also establish some targets
up front and benchmark your status before you deploy any new efforts.
There are many possible metrics to measure success and they will vary with
your objectives. For example, you might have an event driven effort that
you’re trying to promote like ESPP enrollment in which you’d want to
measure current enrollment participation. You might want to benchmark
your current participation rate by US vs. non-US or you might want to
measure by country for specific targeting. Or you may want to set a goal
for a ten percent increase in enrollment, deploy your campaign and then
re-measure participation rates over the course of the next two or three
enrollment periods to track trends. Depending on the technology for your
chosen modes of communication, you could measure statistics of how
many participants are opening your communications to read, number of
followers on your social medium, or website hits for the frequency you’re
measuring. The process of communicating can be iterative. After deploying
a communication or educational effort, you can measure, analyze, tweak as
needed, deploy and re-measure. Collection of these statistics are more than
just interesting data points, but can also be used strategically to gain support
(and potentially additional budget) for your communication programs.
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Closing
Communicating value in a global multi-generational workforce is a
daunting task for the average equity professional. There is not a one-sizefits-all program that would meet the needs of all of your plan participants.
As you begin to scope out your next communication initiative, it is
important to know your target audience in order to engage them properly.
Remember that your employee’s time is extremely valuable, so craft your
communication to be as clear, concise and compelling as possible. With the
myriad of channels available to communicate to your employees, make sure
that you are choosing the best medium to reach your targeted audience.
Whenever possible, measure the success of your communication campaign
so that you can properly present to upper management, so that resources are
made available for future communications. Remember, even the very best
equity programs are rendered useless if your employees do not understand
the value.
Takeaways
• Define your target audience
• Keep your communication clear and concise
• Remember every communication has the potential to highlight value!
• Use the best medium for your audience
• Keep it engaging ~ if possible, make it fun!
• Whenever possible, measure your success
• Increase perceived value for your employees
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Maximizing Equity Compensation
Benefits Through Effective Participant
Communications
By Joan Bloom, Senior Vice President of Marketing and
Business Planning, Fidelity Stock Plan Services
A phased approach that targets varying levels of employee sophistication
can help plan drive employee engagement and loyalty.
Despite employers’ best efforts and intentions, employees sometimes fail
to understand the potential benefits of their equity compensation plans
and may miss an opportunity to profit. Such situations, as when an in-themoney stock option grant expires worthless, underscore the importance of
having an effective participant communications program in place.
One of the challenges in communicating the often complex concepts of
an equity compensation plan is deciding on the volume and frequency
of communications. A plan that takes a phased approach can be the
most effective way to avoid overwhelming employees with too much
information. Targeted messages that help participants get started, stay on
track, and manage major milestones can help ensure that both employers
and employees get the most from their company’s equity compensation
plans. After all, why go to the expense of offering equity compensation if
employees fail to participate and profit from these benefits?
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For those who may question whether the benefits of equity compensation
outweigh the costs, research has demonstrated that a well-executed equity
compensation plan can help motivate employees, enhance employee
satisfaction, and increase loyalty. In January 2011, Fidelity Stock Plan
Services surveyed nearly 2,000 stock plan participants from 130 companies
that offered stock options, restricted stock awards, and stock purchase plans.
The survey showed that the majority of participants were highly satisfied with
their plans. Most reported that their stock plans motivated them to work
harder and that they were more loyal to their employers as a result of their
stock plans. Other key findings included:
Overall awareness and engagement with stock plans was high. Nine out of
ten said they were aware of their company’s current stock price and nearly
80% said they had a good idea of the value of their stock plan benefits.
Employee participation in stock plans appears to increase loyalty. Nearly
60% of respondents said their stock plan benefits made them more loyal to
their employer and 57% said they caused them to work harder.
Nearly 40% of participants indicated they could fully explain their plans to
a new co-worker and almost 90% said they could at least generally explain
their plans.
Most participants (88%) said they knew where to get the information they
needed to make decisions about their stock plan. While respondents can
access stock plan information from a variety of sources, the most common
sources were the company that administers their stock plan, cited by 62%
of participants, followed by their employer’s human resources department
(46%).
Only 12% of participants said they didn’t have the information they needed.
Among this group, the information needs most commonly sought were
guidance (77%) and planning (71%). Other information needs included tax
information, vesting information, and expiration information.
Only half of participants said they included the value of their stock options or
plan assets when calculating their overall compensation. However, 85% of all
respondents would expect any potential new employer to offer a stock plan.
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Common Missteps and Missed Opportunities
While these survey results were encouraging, they do raise the question of
whether simply communicating how equity compensation plans work is
sufficient to help ensure participants take the necessary steps to maximize
those benefits. Despite their employer’s best efforts to educate them,
participants sometimes miss critical deadlines and mismanage their equity
compensation benefits. Even in cases where plan participants fully grasp
the value of their benefits, without detailed information that is delivered
in a timely manner, it’s still possible for employees to miss opportunities to
profit. Some of the more common missteps include:
Allowing in-the-money stock options to expire. When participants fail
to exercise in-the-money options before the end of the expiration period,
they may leave serious money on the table, with no recourse. In some
cases, options expire worthless because employees simply forget about
the deadline. In other cases, employees wait until the last possible date to
exercise, but get distracted and fail to take necessary action before it is too
late. To avoid this, employers should take maximum advantage of their
stock plan administrator’s email alerts program and also ensure they keep
participant contact information, including email addresses, up-to-date.
Failing to understand the tax consequences of selling stock options.
The rules that govern taxation of incentive stock options (ISOs) and
nonqualified stock options (NSOs) can be confusing, even to those who
deal with such issues on a daily basis. So it should come as no surprise
that participants often struggle with tax questions. For example, in order
to qualify for the long-term capital gains rate on ISOs, participants must
hold their shares at least one year from the date of the exercise and two
years from the grant date. Without this knowledge, participants sometimes
sell their ISOs prematurely and incur a disqualifying disposition. In such
cases, the difference between the strike price and the grant price will be
taxed as ordinary income. Any remaining gain is taxed as a capital gain. For
most participants, ordinary income tax rates are higher than the long-term
capital gains tax rate. The challenge for employers is to help participants
understand which shares are qualified for special tax treatment, what the
holding periods are, and ensure they transact accordingly.
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Not knowing stock plan rules when leaving an employer. Under most
companies’ stock plan rules, employees have no more than 90 days to
exercise any existing stock option grants when they terminate employment.
While they may receive a severance package that lasts six months or more,
departing employees sometimes confuse the terms of their severance with
the expiration date on their stock option grants. This may cause them to
let their options expire. The situation can become more confusing when a
company is acquired by a competitor or merges with another company. In
such cases, the vesting schedule may be accelerated and employees may have
the opportunity to immediately exercise their options. In either situation,
departing employees need timely communications that clearly explain their
options.
Allowing employees to concentrate too much of their wealth in company
stock. Equity compensation can be highly lucrative, especially for those who
have the good fortune to work for a company whose stock price has been
rising for a long time. Nevertheless it’s dangerous for anyone to have too
much of their personal wealth tied to a single company’s fortunes. History
is littered with high-flying companies that later became insolvent. When
Enron filed for bankruptcy in 1999, more than $1 billion in employee
retirement savings evaporated into thin air. More recently, Lehman Brothers
employees shared a similar fate. When these companies folded, employees
lost their jobs, their income, their benefits, and a chunk of their retirement
savings. To help soften the blow from the potential collapse of a company’s
stock price, employers should educate their participants about the dangers
of putting all their eggs in one basket and encourage them to diversify their
stock holdings.
Passing up the opportunity to participate in an employee stock purchase
plan (ESPP). According to the National Center for Employee Ownership,
only about 30% of eligible employees participated in their ESPP in 2009.
The majority missed out on the opportunity to purchase their employer’s
stock, often at discounts ranging from 5% to 15% from the stock’s current
fair market value. Many plans also offer a “look-back option” that allows
employees to buy stock based on the price on the first or last day of the
offering period, whichever is lower. While entry-level employees may not
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have the available cash to participate in an ESPP, those with more tenure
and higher incomes may want to reconsider participating in their ESPP.
Here again, targeted communications can help drive participation.
A Targeted, Phased Approach to Participant Communications
Avoiding the common missteps outlined above requires a coordinated effort
between plan sponsors and their outsourced solution providers. Working
together makes it easier to create a program that educates participants
about their equity compensation and can help drive participation.
Whether plan sponsors are launching a new equity compensation plan
or managing an established plan, the quality, quantity, and timing of
participant communications will play a critical role in participation rates.
And participation is the key to helping attract, motivate and retain talent.
Plan sponsor personnel will likely have the most in-depth understanding
of their equity compensation plan’s nuances, as well as the unique
communication needs of the various target audiences within the
participant population. Meanwhile, the outsourced solution provider may
have its own recommendations for implementing an effective participant
communications program. Therefore, it may come as no surprise that
the first step in developing an effective participation communications
program also starts with communication. In this case, a dialogue between
the outsourced solution provider and the plan sponsor can help both sides
understand the plan design, target audiences, what’s working, and what can
be improved.
The next step in any successful participant communications project is to
define goals. Without clear objectives, it’s impossible to measure progress.
In most cases, the primary goal is to drive employee understanding of—
and participation in—their equity compensation plan. The success of
these efforts can be measured by participation rates, levels of employee
ownership, the value of equity benefits delivered, and employee recruiting
and retention rates. The effectiveness of participant communications
vehicles can also be measured by tracking email open rates, click though
rates, and website visitors, as well as participant surveys.
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After agreeing on clear objectives and measurements, the next step is to
develop a communications plan that ensures participants receive the
information they need to understand their equity compensation plan and
participate fully. This may require segmenting the audience and tailoring
communications to the specific needs and sophistication level of each
population. For example, senior executives may have more familiarity with
equity compensation concepts than rank and file employees participating
in an ESPP.
To avoid overwhelming participants with too much information all at
once, an approach that focuses on three key phases in the lifecycle of equity
compensation (getting started, staying on track, and managing major
changes) can be an effective framework.
Getting Started
Participants who are new to equity compensation may have virtually
no knowledge of how these benefits work. Therefore, the first and most
important element of the communication plan is the welcome kit. A welldesigned, clearly written welcome kit can help engage employees, motivate
them to activate their accounts, and learn more about their plan.
The welcome kit should explain the equity compensation program in the
simplest terms possible. It should contain detailed instructions on how to
activate accounts. Graphics and examples will help enhance comprehension.
A multimedia approach that employs videos or online tutorials can also
help foster a deeper understanding of these benefits and drive adoption.
Finally, the welcome kit should direct participants to additional sources of
information, including a phone number for participant support.
Depending on the target audience and budget, welcome kits can be
delivered electronically or in hard copy. For example, a printed welcome
kit may be more appropriate for a population of manufacturing employees
who don’t have access to computers at work. Electronic welcome kits would
be more effective for an audience of senior executives.
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Staying on Track
Once participants have activated their accounts and gained a basic
understanding of their equity benefits, a steady stream of educational
content and timely notifications is necessary to keep them on track. A
quarterly participant e-newsletter or a statement insert can communicate
key financial planning concepts to help participants understand how their
equity compensation fits within their overall financial picture.
Email alerts about plan-related and activity-related events are another critical
component to help ensure participants don’t miss important deadlines.
Alerts can be used to notify participants that they need to accept a new grant
of stock options or restricted stock, to notify them of an upcoming vesting,
prompt them to make a tax election, or notify them about impending stock
option expirations. Alerts can also be used to prompt participants to take
advantage of the enrollment period for their ESPP.
Managing Major Changes
As employees prepare to retire or terminate their employment for other
reasons, the need for guidance on distribution and income planning
increases. Here again, timely notifications and educational materials are
necessary to help participants make smart decisions. Email alerts, articles,
online tutorials, and phone-based guidance may be necessary.
Communicating With a Global Audience
As outlined above, communicating the benefits of equity compensation
to U.S.-based participants requires targeted, well written materials tailored
to varying levels of investor sophistication. When communicating to
international participants, however, that challenge becomes even more
daunting due to language and cultural barriers.
For example, participants’ understanding of basic financial and investing
concepts may be low to non-existent in some developing economies. While
terms like exercising an option, vesting, and strike price may make sense
to someone who speaks English, their meanings can be misconstrued when
translated into other languages. Therefore, whenever possible, plan sponsors
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should provide plan documents or online resources in their employees’
native language. In fact, this is a requirement in many countries. These
materials should also be reviewed by native speakers to ensure nothing
is translated in a way that could be considered culturally insensitive or
offensive. Enlist the support of human resources personnel in each country
to ensure compliance with cultural norms and legal requirements.
A Collaborative Approach
Effective participant communications programs are always a work in
progress. Just as market conditions, company culture, and employee
populations evolve, so too should participant communication programs.
For example, the growing prevalence of performance-based awards
and restricted stock may require plan sponsors to update their existing
communications to ensure participants understand these benefits.
While plan sponsor personnel most likely have the most detailed
understanding of their plan’s nuances, they may lack the communications
expertise necessary to portray the value of these benefits to employees. By
working together with an outsourced solution provider and leveraging the
knowledge of their participant communications experts, plan sponsors
can ensure their participants understand and appreciate the value of their
equity compensation benefits.
Case Study:
Communicating Equity Compensation Concepts To A Global Workforce
PartnerRe provides re-insurance and risk-assumption solutions to insurance
companies and capital markets around the world. The very nature of their
business requires a global workforce. With that global workforce, however,
comes the challenge of communicating the benefits of equity compensation
to employees located in 14 countries.
From its headquarters in Bermuda, PartnerRe communicates with
approximately 1,300 employees worldwide. This includes roughly 420
in Paris, 325 in Zurich, 300 in the U.S., along with smaller groups in
Singapore, Ireland, Montreal, Tokyo, and Sao Paulo, among other locations.
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Given the fact that PartnerRe’s employees work within the financial
services industry, one might assume they have some familiarity with equity
compensation concepts. However, according to Liz Furtado, PartnerRe’s
manager of equity compensation, employees still need to be educated about
the benefits of participating in their equity compensation plan, along with
many of the more technical issues, such as taxes.
“Each country in which we operate has its own unique culture and
regulations,” says Furtado. “While some employees have familiarity with
equity plans and employee share purchase plans, it is difficult to understand.”
PartnerRe’s senior executives and managers are eligible for share-settled
SARs/stock options and/or, restricted stock units, while employees at all
levels can participate in the company’s Employee Stock Purchase Plan
(ESPP). In addition to a regular ESPP, PartnerRe offers a Swiss Share
Purchase Plan (SSPP) to full-time employees in Switzerland.
Employees can contribute a percentage of their base salary toward
PartnerRe’s ESPP. Employees are eligible for a 15% discount and can take
advantage of a look-back feature..
Full-time Swiss employees have the additional option of participating in
the company’s SSPP. This plan offers employees a 40% discount with no
look-back feature. There is a cap on how much employees can contribute
in a year and a two-year holding restriction. During the required two-year
holding period, employees cannot sell or transfer shares.
Going Global With Their Message
Because all employees are eligible for the ESPP, PartnerRe concentrates
much of its international communications efforts here. To communicate
the benefits of the ESPP and to encourage employees to participate,
PartnerRe created a customized version of the Fidelity Stock Plan Services’
welcome kit.
The Swiss employee welcome kit explains differences between PartnerRe’s
regular ESPP and the SSPP. The welcome kit provides details about
enrollment, offering periods, purchase instructions, dividends, contribution
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limits, holding periods, tax treatment, fees, and other important details.
It also provides international dialing instructions for contacting a U.S.
based representative of Fidelity Stock Plan Services, as well as directions
for logging on the Fidelity NetBenefits® website. Non-English speaking
participants can also request a translator at the time of their call to Fidelity.
Rather than simply relying on the written word to get their messages
across, Furtado and her colleagues from Human Resources also conduct
annual on-site seminars in several countries, including France, Switzerland,
and the U.S. These sessions typically focus on the company’s ESPP plans.
Because these plans are available to all employees, they have the broadest
potential audience.
“Meeting face-to-face with our employees really helps us get our message
across and drives participation rates higher,” says Furtado. “It also gives
us an opportunity to hear directly from our employees about equity
compensation issues that are important to them.”
While these sessions are conducted in English, in non-English speaking
jurisdictions, a local Human Resources representative is always on hand
to translate questions and answers to the local language. Employees are
also given an opportunity to meet one-on-one with Furtado to review
any questions they may have about their ESPP or other forms of equity
compensation. To further supplement the information provided in these
meetings, PartnerRe distributes answers to frequently asked questions and
other step-by-step tutorials to conduct stock plan transactions.
While communicating to employees in 14 countries is an ongoing challenge
for Furtado and her team, their efforts have resulted in higher participation
rates over the past several years. In fact, despite current economic conditions,
PartnerRe experiences ESPP enrollment rates of 46% or more, and over
35% for the SSPP, some of the highest seen at Fidelity.
PartnerRe and Fidelity Investments are not affiliated.
Fidelity Stock Plan Services, LLC
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About GEO
With over 4,500 individual members representing over 1,500 companies and
professional firms in more than 60 countries around the world, the Global
Equity Organization (GEO) is the world’s leading not-for-profit member
community for employee share plan professionals. GEO’s mission is to provide
an open and honest forum to discuss the challenges of creating, administering
and managing equity compensation programs for employees around the world.

GEO members are dedicated to:
• Promoting high standards of competence, professionalism and performance
in the administration of share plans;
• Obtaining and disseminating information on the subject of employee share
plans for the benefit of other members and their employers through GEO’s
website, conferences, seminars and publications;
• Encouraging the exchange of ideas and mutual assistance among members;
• Facilitating the association of professional handling of all aspects of global
share plans;
• Respecting the confidentiality and personal nature of the information
available to GEO members.
GEO was founded in 1999 by industry professionals who recognized the need
for an independent network to support equity compensation programs on
both a local and global basis. Our basic tenets revolve around three goals: Join,
Learn & Share. For more information, please visit www.globalequity.org.
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