Managing people

HI-TECH EMPLOYEES RETHINK PAY

The retreat in the share prices of technology stocks has hit many employee share schemes, leaving participants sitting on sizeable paper losses and sparking concerns that companies will be forced to return to more traditional cash remuneration. Employee share schemes at seventy of the 178 Australian Stock Exchange-listed companies that issued shares and options in the year to March are trading below their weighted average issue prices. Technology companies head the list of losers. 

But similar schemes at several blue-chip companies are showing large paper profits for executives and employees, a survey by The Australian Financial Review of ASX data shows. Staff at the big four banks were the standout winners, securing a total of $227.4 million, while employees and executives at News Corp notched up paper gains of $274.3 million. The total value of shares held under schemes at all companies that issued scrip in the year to March rose $752 million, representing a potential capital gain of fifty-one per cent. 

The sell-off in new-economy stocks means companies that use most of their cash for start-up plans will find it harder to attract talent and keep executives and employees. The chief economist at AMP Asset Management, Mr Shane Oliver, said continued falls in the share prices could lead employees to demand higher cash-based packages instead of stock options, putting pressure on wages. ‘Going forward, if employees are less keen to accept options plans because they might not be as rewarding, it could put upward pressure on wages growth,’ Mr Oliver said. 

Among the technology companies, staff at Sausage Software felt the impact of a falling share price. Employees were issued with 121 502 shares at an average of $5.45 a share at the height of the technology boom in January. But these shares closed yesterday at $2.30, a paper loss of fifty-eight per cent.

Technology companies have not been alone in the sell-off, as the knock-on effect of the Nasdaq-led retreat on Wall Street has hit other sectors. Staff at AMP are sitting on paper losses of $18.6 million, after purchasing shares for as much as $17.40. AMP closed yesterday at $14.50. 

The value of a tranche of shares issued under the Qantas share plan in November is $9.4 million lower, a thirty-four per cent fall on the issue price. The move towards rewarding employees and executives with shares to link their remuneration with a company’s performance, in line with United States’ trends, has provided a harsh reminder of the downside risk of equity-based pay. 

A parliamentary committee is due to release a report this month on the impacts of share ownership on productivity and workplace relations. 

Some observers, however, are concerned the plans can dilute earnings per share for existing shareholders, while remuneration consultants question the efficacy of some schemes. Executive remuneration analyst Mr John Egan of Egan Associates said share plans were designed to align an employee’s goals with those of shareholders. But he noted that senior executives tended to be the major beneficiaries. The survey found that the value of executive share schemes had risen by an average 124 per cent. In contrast, non-executive employees participating in share plans experienced gains of twenty-nine per cent. Mr Egan said some employees viewed the schemes as a salary bonus and would be prone to sell their entitlements at the first opportunity, undermining the incentive to contribute to a business over the long term. ‘That’s probably the challenge of the next decade, to shift the minds of employees to have them genuinely want to build a stake,’ Mr Egan said. ‘They have to have skin in the game, they have to live as shareholders do with the volatility in the market.’

The majority of executive option plans in Australia have adopted a performance hurdle, according to Towers Perrin’s Australian head of employee benefit services, Mr Steven Schubert. He said performance hurdles in the Australian Stock Exchange’s top twenty companies typically included a measure of return to shareholders, such as the company’s performance benchmarked against its industry peers. Despite the criticisms, Ms Heather-Maree Thompson, head of organisational development at ANZ, believes its share plan encourages employees to contribute to the long-term development of the company. ‘Traditionally, Australian companies have tended to use annual cash performance bonuses and that focuses them on twelve months at a time,’ Ms Thompson said. The bank’s staff are sitting on $65.54 million worth of stock, an increase of $41.15 million for the year. 

The AFR analysis showed that while banks pioneered the schemes, technology, media and telecommunications companies are fast becoming the most enthusiastic advocates. Telecommunications carrier AAPT exemplified this, with staff watching their shares and options rise on average by 167 per cent in the past year. Collectively, they own share parcels worth $26.9 million, a gain of $16.5 million. ‘The scheme helps us retain the management team and employees in a competitive environment for people,’ said chief executive Mr Larry Williams. ‘However, options can become a disincentive if they go below water.’ 

The AFR survey calculated that the total capital raised from shares issued under executive and employee share schemes over the twelve-month period was $1.46 billion. This represents a 22.6 per cent increase on the amount raised in the year before.
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Company
0.20–3.21
5 322 232
9.05
40 086 975
653

Westfield Holdings
1.67
334 400
9.4
1 880 000
462

Timber Corp
0.06–2.25
1 837 862
2.18
9 900 725
439

CSL
2.40–17.40
3 408 733
20.2
16 839 972
394

Solution 6
0.63–1.28
294 375
3.83
1 359 650
362

Gradipore
0.75–4.53
8 666 652
5.4
 36 124 315
317

Institute of Drug 
0.60–3.25
1 033 102
3.35
4 075 342
294

News Corp
0.93–9.54
14 762 400
20.76
53 778 780
264

Village Roadshow
2.30–3.06
4 908 529
6.68
13 810 953
181

AAPT
0.60–4.59
10 433 411
6.9
26 897 408
158

Kresta Holdings
0.07
2 717 801
0.16
6 689 972
146

Austar United
1.80–7.55
2 207 913
6.95
5 371 537
143

Corporate Express
0.55–3.41
2 909 347
4.3
6 872 669
136

Flight Centre
5.37–12.16
2 688 379
19.6
5 345 567
99

PBL
4.84–7.26
9 956 528
11.6
18 194 287
83

Brambles
17.80–40.94
60 940 165
45.85
111 353 832
83

Orbital Engine
0.53–1.20
1 153 816
1.29
1 969 151
71

Fairfax
2.60–3.37
1 815 540
4.59
3 011 040
66

Aristocrat Leisure
11.44
1 414 293
18.6
2 299 462
63

Energy Developments
5.70
8 735 056
8.85
13 562 324
55

…and losers

Delta Gold
1.40–2.70
2 387 449
1.42
1 309 623
–45

Mayne Nickless
5.06–5.38
11 405 441
3.34
7 408 324
–35

Qantas
4.79
27 143 742
3.14
17 793 601
–34

Coca-Cola Amatil
3.23–7.28
12 687 027
3.51
8 763 347
–31

Finemore Holdings
0.90–2.50
2 656 455
1.29
1 869 783
–30

Optiscan Imaging
2.37
1 470 395
1.7
1 054 714
–28

Normandy Mining
1.09–1.37
15 384 942
0.88
11 067 354
–28

Orica
8.09–8.63
14 549 422
6.7
11 320 112
–22

Pacific Dunlop
0.50–5.00
5 083 163
1.56
4 002 972
–21

Pacifica Group
5.05–6.23
6 632 928
4.48
5 223 810
–21

1. Based on ASX data and Friday closing price.

2. Current market value assumes no shares sold. Figures do not take into account other changes to issued capital. 

3. Shares are both employee and executive issues, and include option schemes on conversion to shares.

4. Survey for the twelve months 1 April 1999 to 31 March 2000.

5. The tables include only those schemes which raised > $1million, while the survey includes all companies.

Questions

1.
Do employee share schemes align employee interests with shareholder interests?

2.
Would you participate in an employee share ownership scheme if you could?

3.
What are the risks associated with employee share ownership schemes?

Source: Adapted from B. Clegg & A. Hepwort, ‘High-tech employees rethink pay’, Australian Financial Review, 16 May 2000.

