ESOPs as areward: Cash
realization is the key

The value of long-term incentives as the biggest retention
tool needs to be derived without much hassles, delays and

e

uncertainties to serve its purpose well

BY HARSHU GHATE

etention and reward ara the two Key

reagona for employers to grant stock

options to employees. Almost all the

campanles {maore than 20 per cant},
who grant stock options, feel that the retention
abjective |z achleved. What |z left unssaid Is If
the employaes have realissd the cash from the
percelved ESOP gaine. Thie last lag of the ESOP
aycle I8 mastly unattended by the employers.
A3 the procass owner of this plan, the HR team
gshould be sware that If one i2 selling the ESDP
ldea o employess a5 8 “Raward’, the pitch will be
effective only when the employee reslizes that
reward In the nonmal course and without much
hassles, delays and uncertainties.

Most of the time, the delsys and heasles are
explained as Inevitable under the pretext of legsl
prosdsions. In fact, f one ware o dwell deeper Into
the process and legal proviaions and look &t the
avallable workarounds, it Is possible to simpliy
the procass, maka it more emploveeriendly and
haselefras.

Reallzation of cash & 8 major showstopper In
the cese of ES0Ps of unlisted companies. Sale
of gharas Is not easy sincea they are nat traded.
Mary plans of guch companies are glient on the
‘liquidity route’ for the employess. Some keep it
atthe dizcretion of the company. While thera ig no
ready liquid market for such shares, It is possible
o provide exdt for the employess, because there
g no ban per s on the transferability of the
shares. Unlisted companias have several routes
1o choose from, such as purchase by the exst-
Ing/neaw Ireestorns, purchase by other emplnees
{Intemal market), and buy-back by the company.
It iz possible to provide for either of these routes
oF all the routes In a seguence. Unlisted carmps-
nles do Tace some challenges in terms of price
discovery for eharas, but these can be addrassed
by providing & uniform mechanksm with the help
of professionals. Procass for lasus of naw sharas,

their ransfer and buy-back ig much simplar in
private companies ag compared with listed ones.

Az Tar as ligted companles are concemed, the
maost commaon bottleneck is frequency of izsue of
sharas and thelr listing. Many companies accu-
riutata sl the exerciaas for a quarter and make
an alieiment once a guarter (coinclding with the
guarterty Board meeting). This means that an
employee can realise hig gaing only once a guarter
and nat when he wishes o, During this period,
he ie exposad o the finencial risk [becauge he
had pald the exercige price) and the market rigk
[prices could vary significantly during the gquarter).
An average employves s not equipped o manage
either of these risks. The end result i3 that the
emplayes Is left with an Impression that ESOPs

ALMOST ALL THE COMPANIES (MORE THAN 90 PER
CENT), WHO GRANT STOCK OPTIONS,

are speculative rigky Instrumeants whare reslizs-
tion of the gaing i3 uncertain and time consuming.

Liated companies can allot shares mara
Treguently {even weekly]. use the tust routa ©
park listed shares, affer cashlese axercige o
employees, facllitate provighon of loane. prowide for
online payments. Maost of thesa can be achleved
through autemation or by cutsourcing of plan
managemeant to specialized sarvice providars. It
I poasiide to reduce the exarclse-to-cash process
time from 30 - 45 days to less than 10 daye by
implementing these rmeasures.

The kay to & 3uctessill ESOP experience i3
Tacus on “enabding lguidity” as much &3 on the
‘design” of stock options, =
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