C

& The Future Of
Capitalism

Webinar

Monday 07 Sep 2020



Professor Michael
Mainelli

Executive Chairman

Today’'s Chairman




Platinum
Sponsors

Gold
Sponsors

Silver
Sponsors

Bronze
Sponsors

Personal
Sponsors

Invest "I
Northern
Ireland

%

@ AIFC

embourgforfinance

Agency for the Development of the Financial Centre

‘ Red Hat
©

FINANCE
MONTREAL

6“#&6‘5{5&

CASABLANCA FINANCE CITY
el Byllja U all alle_ihall

@ € Seoul
> Together we stand

BIFL Mhanona

FINANCE CENTER

ABU DHABI I\ Dubai International
GLOBAL MARKET \ / Financial Centre

FEATURE

PEERNOVA /& Aptitude BRIDGEWORKS | SPA¢F

SOFTWARE

P2ZCONSULTING

#Profile ( expleo ) o

Software

\
("o Challenge W\

CU rve Currencycloud

$ GPS franspARE

%worldpay .

CONTACT
PARTMERS

TASK FORCE

CYGNETISE

OUTSMART RISK

-'..7'
AARBORET

Expoct Excollgncg

Joalyne

mastercard.

Catalina
Consulting

Empowering Busi s Globally

' AMSOM

r

Crown Agents

UM CERIDIAN

Bank

CONSULTING gg#™ ESTATES AND
|nfr¢:|so_lft_'l'_e_gl_1> E Bottomline @ gtk ‘\) PRAX|TV -!l INFRASTRUCTURE

g#™ EXCHANGE’ The Technium Global
SERVICE WITH INTEGRITY

ZB "5 LEl .L;::TL.F.ER r:] cuffassociates

GIBRALTAR VD'CIFI'I'E s

STOCK EXCHANGE




( = EsopCentre

f [~ ] -
ctirroRrDd (C'M'S’ (Computershare Deloitte. BOILE ELAYTON

Baker Bird&Bifd o sicn

McKenzie.
[ sf =52 KLEINWORT D
{-«AMBROS Q;p LEWIS SILKIN

B Global Shares ING ) KKR Intertrust =rawes

Tier One ( \ o
seersers | ™ Linklaters LINK!:: mm k Ogier ocorian ® o
. Pinsent Masons P
SANNE Shareworks  TRAVERS.. \Gw 2" SHane pLaN . Ry

ZEDRA

@ %i WHITE & CASE WillisTowers Watson LiI'I'Ll s A A AR
RBC

Tier Two : \ Groi PETTFRANKLIN !
~— ; & \aroup . ;

v)Vestrata WRIGLEYS

ABBISS =+~ PYO74 Craddoc
== bms. BT cann NS |GORE, TTP Group

Tier Three
Sponsors



Xe[lglele

17:00-17:05 Chairman’s Introduction

.
05 —
o \UJ\

~AvnA~tA A AArAace ~rayv, PAcoa

r



Corey Rosen

Founder
mpiloyee Ownersnip
& The Future Of
Capitalism



NCEO |
wowceies Employee Ownership and the
Future of Capitalism

"\ = Corey Rosen
; . National Center for
@ = Employee Ownership
crosen@nceo.org
510-208-314

NCEO.ORG


mailto:crosen@nceo.org

Why Employee Ownership is Essential

e Just over 20% of all Americans have no wealth at all.
* Forty percent of Americans cannot cover a financial emergency with available cash.
* Only about half the working age population has retirement savings of any kind.

 The net worth of a typical white family is nearly ten times greater than that of a black
family.

 About 60% of white families have retirement accounts; 30% of black families do.

 The median ownership of stock by white families is nearly eight times as high as black
families.

 Housing equity is about 2.5 times greater among white than black families.

NCEO * While the differences are less stark for Hispanic families, the disparities remain very
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Wealth Insecurity is Debilitating

This lack of access to wealth is economically, socially, and
psychologically devastating. Wealth means options; wealth
means security; wealth means we can plan for the future.
With wealth, we can send our kids to college, take a chance
onh a new job or starting a business, handle an emergency,
and much more.

While this is now widely recognized by all political sides,
there is little agreement on what to do about it — except
employee ownership.

NCEO
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Capitalism for the left and the Right

Broad-based employee ownership plans, primarily through
Employee Stock Ownership Plan, have bene embraced by
both parties, resulting in a long services of laws.

Most recently, different dramatic proposals have been
introduced by Ron Johnson (R-W!I), a very conservative
Senator, and Alexandria Ocasio-Cortez, (D-NY), one of the
most liberal members of the House.
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Employee Ownership Works

Most common form of employee ownership in the U.S. is the Employee Stock Ownership Plan (ESOP).

ESOPs are almost always add-ons to other retirement plans. Participants in these plans accumulate 2.2
times the retirement assets of employees in other retirement plans and literally infinitely more than
the roughly half the non-government working population that has no retirement plan at all.

In 2017, Nancy Wiefek of the National Center for Employee Ownership, using data on millennials from
the National Longitudinal Survey of the Bureaus of the Census, found that the median household net
wealth among respondents in employee ownership plans was 92% higher for employee-owners than
for non-employee-owners; employee-owners of color have 79% greater net household wealth.

Employees in these plans are one-third to one-fourth as likely to be laid off, depending on the survey
year.

ESOP companies default loans taken out to buy company stock at a rate of 2 per thousand per year.

NCEO
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Granting Equity Broadly Works Too

Companies with broad-based plans saw productivity rise
20% to 33% above comparable firms after plans were

implemented, with medium-sized firms at the higher end of
the scale.

Looking at companies before and after they set up a plan,
indexing out industry effects, shows that productivity went
up 14.8% and return on assets 2.5% in the three —year
period after they set up their plans.
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https://www.nceo.org/article/key-studies-employee-ownership-and-corporate-performance

ESOPs

Started in 1974 Used for

o v' Succession Planning
7,000 companies in

2020; 14 million
participants

Financing Growth
Employee Rewards

Matching 401(k)
Deferrals

<N X

S1.4 trillion in assets
(estimated 2020)

Tax Benefits for

v Selling
Shareholders

v' Company
v' Employees



Why an ESOP?

Creates a way for owners of closely held companies to provide for
ownership transition in the most tax effective way available.

Allows companies to be transferred to employees using corporate
profits, not employee after-tax dollars, on a schedule comfortable to
the owner(s).

ESOPs can buy some or all of the stock, from one owner or more
Properly structured ESOPs can improve competitiveness.

S ESOP companies can avoid taxation on profits attributable to the
ESOP’s ownership percentage.

NCEO
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ESOP Basics

e Defined contribution plan under ERISA

 Company sponsored and paid; employees
very rarely buy shares

* Funded instead by company contributions
to an ESOP trust; contributions allocated
among plan participants based on relative
pay or more level formula

e All full-time employees are usually covered
by the plan, subject to service and vesting
rules

 Paid out in flexible terms on termination

NCEO
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How An ESOP Buys Out an Owner (details follow)

e Company sets up an employee benefit trust.

* Contributes cash to buy shares or

 Borrows money through the plan to buy shares.
* Employees do not buy the stock.

 Contributions are tax deductible, even when used to
repay a loan (principal and interest), up to 25% of eligible

pay.
NCEO
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How Much Will the ESOP Pay?

Price must not be higher than fair market value on a
financial basis as determined by an independent, outside

appraisal firm.

The ESOP cannot pay synergistic value.

Minority ownership sales are valued at less per share than
control sales.

NNNNNNNNNNNNNNNNN
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Elements of Valuation

Most important is some multiple of future free cash flow or,
similarly, discounted future cash flow over an appropriate

number of years.

Comparable company sale data and, if applicable, public
company comparison data will be factored in.

Asset value is usually the least important factor, but valuable
non-performing assets may add to value.

NCEO
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Benefits to Seller

e |f ESOP owns 30% or more of the company after the saleina C
corporation, seller can defer tax on gain on the sale if reinvested in
qualifying stocks and bonds (see slide later). If this is not possible,
sale still qualifies as capital gain.

e |fthe company is an S corporation, deferral is not possible, but
capital gains deferral is not available, but other tax benefits are.

 ESOP can buy some stock now, some later.

e Sale accomplished in pre-tax dollars.

NCEO
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Sales in a S Corporation

e The tax deferral is not available.

* The profits attributable to the ESOP, however, are not subject to
federal, and usually state, income tax.

e Subject to the anti-abuse rules, the seller, 25% owners, and family
members can get ESOP allocations.

e Distributions made to other owners must be made pro-rata to the
ESOP, but can be used to buy additional shares.

NCEO
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Funding Options

* Banks can loan money to the company, which reloans to the ESOP (the internal loan), which
uses the cash to buy the owner’s shares.

 Company repays the bank, not the ESOP. Payment usually over 5-7 years.
* Covenants on loans are typical.

* Internal loan often for much longer term to smooth out annual additions to employee
accounts.

* Sellers can finance the transaction with a note, but can only get a tax deferral on what they
reinvest in first 12 months (see more in next slide).

 Company can contribute cash each year to the plan, either to buy shares that year or to build
a cash reserve to make a larger purchase later on, perhaps in combination with debt.

* Inlimited circumstances, some portion of funds in existing defined contribution plans may be
NCEO used to help fund the ESOP (but fiduciary issues arise).

NATIONAL CENTER FOR
EMPLOYEE OWNERSHIP

NCEO



Seller Financed Sale to Employees

e Seller takes a note for the shares from the company.
e Company reloans to the ESOP. Terms do not need to match.
* Principal and interest deductible.

* |nterest rates and terms must be arms length equivalent and fair
to the ESOP trust.

e Seller notes often used in combination with bank loans and may
have warrants attached.

NCEO
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Leveraged ESOPs

* Plan can borrow money to buy existing shares or new
shares to fund growth.

e Company contributes cash to the ESOP to repay the loan
and takes a tax deduction.

* Shares go into a “suspense account” and as they are paid
for get released to employee accounts.

NCEO
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Step 1
ESOP Nuts and Bolts

An ESOP enables employees to own part or all of the company they work for. Individual
employees accumulate shares in their retirement accounts over time, and they cash in those
shares when they retire or leave. Yet the stock they own never costs them a nickel. To see
how this works, let’s imagine that Pat, a company owner, decides to sell shares to an ESOP.

The first step is to set up an ESOP trust. The
trust is a legal entity that will hold shares of
stock on behalf of the employees. It is governed
by many of the same rules as 401(k) plans,

but it is funded entirely by the company.

NCEO

NATIONAL CENTER FOR
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Step 2

Next, the company contributes money to the

trust, or else the trust borrows money from a
N CEO bank, the seller, or both. If it borrows the money,
NATIONAL CENTER FOR as is common, the arrangement is called a

EMPLOYEE OWNERSHIP

leveraged ESOP.




Step 3

NCEO

NATIONAL CENTER FOR
EMPLOYEE OWNERSHIP

Using that money, the trust buys some
or all of the company’s shares from the
owner or owners (Pat in this case). The
price of the shares is determined by an
independent appraiser.



NCEO
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Step 4
4

Then the trust begins allocating shares to the
retirement accounts of employees. |In a leveraged
ESOP—the kind with borrowed money—it allocates
the shares as it pays back the loan. By law, shares must
be distributed according to relative pay or by some
formula that results in a more equal distribution.

Bob's account

Ari's account

Sue’s account

See what happened? The
employees’ accounts now
have stock, and they are the
owners—without having
made any cash outlay.

™




Step 5
5

When employees leave the company,
they are cashed out. The ESOP provides

n them with a significant retirement
benefit. Beyond individual employees,

] the ESOP protects jobs by providing

ownership continuity and keeping the
company as a going concern.

=

R

—

And Pat not only found a buyer
for her business while keeping
it going, but she can keep
working there and ease out in
stages if that's the right thing
for her and the company.

EMPLOYEE-OWNED

r ]
NATIONAL CENTER FOR @
EMPLOYEE OWNERSHIP
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Key Points to Remember

« The company, not the employees, fund the plan.

 The acquisition of shares is a non-productive expense, so
the company must have the earnings to absorb it.

 ESOPs are the only way a company can use pre-tax dollars
to buy out an owner.
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Participation, Vesting, and Allocation

Employees have individual accounts.
 Company contributes cash to buy stock, contributes stock, or has plan borrow to buy shares.
e Accounts are subject to vesting over not more than 6 years.

e Generally, at least all-full-time employees with 1,000 hours in a year must be included in the
plan.

* Allocations can be based on relative pay or a more level formula. They cannot be discretionary
or merit based.

NCEO
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Distribution

 Employees start getting distributions not later than one
year after death disability, or retirement, or

* Five years after the end of the plan year for other
terminations.

 Can be paid out in installments up to five years.

 Employees with 10 years in the plan who are 55 or older
can diversify part of their stock accounts.

NCEO
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Governance

* Limited employee voting rights.
* Plans governed by a trustee appointed by the board.

e Often an ESOP committee to assist in the process.

NNNNNNNNNNNNNNNNN
EEEEEEEEEEEEEEEEE




Costs

* First year costs typically $80,000 and up.

* Ongoing costs can be as low as $15,000 or so, depending
on size of the company, changes in the law, and other

factors.

 ESOPs more expensive than other plans, but much less
expensive than selling a business in other ways.

NNNNNNNNNNNNNNNNN
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Making It Work

Just sharing ownership is not enough.

The most effective companies share information at both the
overall company level and through work-level metrics.

Employees then use this information to identify problems
and make decisions about issues affecting their jobs.

More and more companies are going beyond this to involve
employees in strategic planning.

NCEO
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The MSA Idea Card

What is the problem/waste?

Why is it happening?

Date implemented:




Create a Responsibility Chart

MSA Idea Board

Huddle day and
time
Ideas and Progress

Huddle steps: Idea Owner Task Due Date

1. Review
metrics

2. ldeas in
progress

3. New ideas
4. Celebrate!

Follow Up
Parking lot ideas Needs help that need help Completed
ideas

Review every three months
and move to in progress
when a task is assigned.




Additional Resources from the NCEO

Understanding ESOPs

Beyond Engagement: How to Turn Your Company into an
Idea Factory

WWWw.Nnceo.org

Fall Forum

crosen@nceo.org
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https://www.nceo.org/Understanding-ESOPs/pub.php/id/41
https://www.nceo.org/publication/beyond-engagement
http://www.nceo.org/
forum.nceo.org

QUESTIONS & DISCUSSION, ANSWERS? ‘
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Resources

Esop Centre website & newspad

( - Esopcentre About ~ What is Eso? ~ News ~ Esop awards Event

(LF.10) Reduced Inequalities

In Soptember 3015, 390 eedto 1
arv completed. it
Goal 10 Rechace knequabty within aned amoag countries

Home » newspad | Anequality w1l be greater i 3071 than # vas i 2016,

ontatnable growth o the comicg decads
P —

o Uncomme a2 wralth gage a0e alrwady wideming.

podal

newspad

ek v for I 2010 6 ghring equuality. lochudig poverty

The Esop Centre’s newspad, edited by Fred Hackworth, is a monthly publication providing in-depth coverage of the main

international news in the employee share ownership field.

the curtent chalengesfaced
NB Reminder: The email address of Fred Hackworth, editor of newspad, has now changed to: fred_hackworth@zyen.com . P o€ Aska wizh the

(please note the under-score). Please send all press releases, company bulletins and news items for newspad to the above

address. Thank you.
(FS.3.05) Employee Share Ownership

e Miensial 2.t criieal that

September 2020 7 e

i

emvitonment

In this month’s edition:

— busi Devices Used for Work th
i’s our business o e with Code. from 2020, ]
T Share G Comire i = Sposting Coumsll

+ For HR e Jook o
By 2021, Arificial Intelligence (A1) wil aiow the rate of innovation n New Zealand to deable. Employee
productivity galus are expecied 1o locrease 1.5 tines

o Antificial Intelligence will od . i by 1.5 times i New Zealand by 2021

o US health beneft couts per employee will xcrease § 1% pext year - abebtly hagher than ieflation and less than the double dugt incroases sees i ) ears past

2

= Employee equity values slashed in pandemic job cuts

= Discretionary employee stock award for sex - claim

= Roadchef: efforts to secure tax-free compensation fail

= Executive reward under pressure

et 3 ) 2032, based o the job
= Reports on five Centre-FS Club webinars
* Employee welliess has bees o6 treod for years, but exgeet 10 s some bigh-tech changes in 2010,
By 2020, sutomati a 63 percent, which sy the RPA
market wil top $1 billion by 2020.
+ This year, many S cheddaies that

= Covid pushes SMEs towards share plans, report claims

= Share plans in a Covid world

= Last orders for Centre-STEP Jersey seminar September 25

= British Isles share plans symposium London, March 24

Pandemic news: employees turn Bolshie

To subscribe:
https://esopcentre.com/
news/newspad/



https://fsclub.zyen.com/#Subscribe
https://esopcentre.com/news/newspad/

THANK YOU FOR WATCHING

Forthcoming Webinars
> 09 September 2020 (15:00) Financial Cenires Of The World 2020: Focus On Turks & Caicos

> 10 September 2020 (10:00) Regulation & Recovery: EU Financial Services In The Wake Of
Covid-19 & Brexit

> 14 September 2020 (11:00) Can | Really Be An Inventor If | Work in Finance? How & When To
Obtain Patent Protection For Financial Innovations

> 15 September 2020 (16:00) Leadership Of Self - An Infroduction To Mindfulness & Inner
Resilience For New Modes Of Working

Visit hitps://fsclub.zyen.com/events/webinars/



https://fsclub.zyen.com/events/webinars/

