Leadership Challenges in ESOP Companies

By: Ginny Vanderslice, Praxis Consulting Group, Philadelphia, Pennsylvania
Effective ESOP leadership is different than effective
leadership in companies with more traditional ownership structures. The opportunities are greater and so
are the challenges. Leaders in all companies need the
basics of business acumen, strategic perspective, market awareness, and the ability to develop and communicate a compelling vision. The challenges for leaders
of ESOPs arise from a combination of the expectations
of employee owners and the challenges of defining and
building a sustainable ownership culture that drives
company performance.
The greatest leadership challenge is creating a culture in which ownership is meaningful to employees
so that the value of being employee owned is realized.
When asked what makes ownership meaningful to
them, employees cite a consistent set of factors: communication or being “in the know,” having a say, being
treated respectfully, fairness, sharing in financial
rewards and opportunities for development. Combined
with the challenges of leading the people who are the
co-owners of your company, there are several leadership challenges that are particular to leading in an
employee ownership context.
• Communication. “If I’m an owner, I should know
what decisions are being made and why; our short
and long-term goals; our key financial indicators,
how we’re doing and why; and, generally what’s
happening in our company.” For leaders, responding
to the expectation for open communication means
being philosophically clear about what information
will and won’t be shared and having the self-confidence to explain your position when asked. More
transparency --- sharing more information rather
than less --- not only builds trust between employees
and leaders but also communicates that employees
are respected as co-owners, which gives meaning to
being an owner.
• Participation. Research findings have repeatedly
shown that employee participation is an important
factor linking ESOPs and company performance.
Employees who understand the responsibility of being a co-owner of their company want to contribute
to their company’s success beyond their jobs. This is
an ownership attitude that is beneficial for leaders
to encourage and support. The opportunity and challenge for leaders is to have a participatory mindset:
who should be involved in what decisions in what
way (be informed, give input, have decision making authority); and to structure ways for employees
to take part in working through issues that impact
the company. Participation opportunities could
include possibilities such as committees or task
forces focused on employee communications, specific
problem solving groups, safety, health insurance

cost containment, process improvement, quality,
environmental impact, community engagement,
charitable contributions and capital investments.
Participation will mean more to employees if
committees and task forces are working on issues
directly related to improving business performance.
Some leaders struggle with involving employee
in strategic decisions because they believe employees won’t contribute enough to make adding
them to the process beneficial. Rather than not
involve employees in a process such as strategic
planning, ESOP leaders with participatory mindsets are challenged to figure out the most valuable way to involve employees which might be
contributing to the SWOT analysis or working
on committees investigating new opportunities.
The challenge for ESOP leaders is to provide a
framework for maximizing employee participation, balancing the multiple benefits of employee
engagement with organizational efficiency. Inviting employee participation is another means of
communicating that employees are valued and
respected.
• Fairness. Research has shown that even when
leaders conscientiously think through decisions
with fairness in mind, employees may not see
decisions as fair if they are not involved in them.
Fair process occurs, according to the authors of
Blue Ocean Strategy (Kim & Mauborgne), only
when three components are present: engagement,
explanation and clarity of expectations. Even decisions that may negatively affect some employees are likely to be perceived as fair if employees
have been part of the process in these three ways.
However, when making hard decisions that will
have negative consequences for some employee
owners, leaders may want to avoid any or all of
these steps. The consequence of avoiding them is
likely to be lowered morale, distrust and employees not feeling respected. Because fair treatment
is an expectation of employee owners, it is important for leaders of ESOP companies to build
all three steps of fair process into their overall
decision-making process.
• Development Opportunities. Employee owners
expect the opportunity to learn new skills, gain
knowledge and/or to take on new responsibilities. Providing training in leadership, management and or functional skills are all valued by
employee owners along with opportunities to
take on new challenges and responsibilities. EmPlease see Ownership page 6
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if and only if the ESOP had full voting pass through.
But the passage of time, and an expansion of voting pass through in
...a democracy needs broadthe mid-80s, seemed to put the criticism of ESOPs as not being real
based ownership in order
ownership where it belonged, in the trash bin. I always thought that
to survive...
the main reason was more and more ESOP companies realized that
an ESOP combined with an open, participatory environment was the
best way to beat the competition, and to increase profits; and these
companies and their employees showed members of Congress what the ESOP model of employee ownership
could mean for employees, the ESOP companies, and the towns and cities where they were located.
Now, however, the more I read lawsuit pleadings against ESOP companies and ESOP fiduciaries of private
companies that set forth that too much was paid for the ESOP stock because it did not reflect that the ESOP
trust owning the stock directly did not really ‘control’ the company.
As for the more left oriented worker co-op movement, small but showing some signs of growth, let me be
clear: my personal experience with the vast majority of men and women who are active in the worker co-op
world has been very positive. They display respect and understanding that many of the ESOP companies are
wonderful places to work --- employees are trusted and respected, are motivated, and consider working in an
ESOP company to be very satisfactory.
But I have picked up from some Congressional offices that some of the proponents of having more public
policy encouraging worker co-ops are telling Congressional offices that Congress is wrong to promote ESOPs,
because they are ‘not real ownership,’ and only reward the evil 1% in America who are rich. More common,
however, are some of the blogs on why the United States needs to revolt against the current concentration of
wealth, often using words seen in the occupy Wall Street posters.
While it is probably right on the mark, as so wonderfully laid out in the book The Citizen’s Share which
our Foundation has actually purchased and shared with nearly 75 members of Congress and their staffs, that
a democracy needs broad-based ownership in order to survive, what’s missing the mark is the ESOP cynics
believe that ESOPs are not spreading ownership and thus should not be favored in law.
So, the ESOP community represents the most effective way to broaden ownership, to strengthen our democracy, without being enemies of the entrepreneurs, and business leaders who have done no wrong except to create
a successful business.
And as I heard in one of the first ESOP companies I ever visited --- an employee of an ESOP company, a beneficial owner of company stock, has more influence, more say, more involvement with his/her company than
someone owning thousands and thousands of shares of stock in a Fortune 500 company.
One can say that an old fashioned, legalistic views of real ownership being
used to unravel public policy favoring ESOPs is just that --- totally wrong in the
21st Century.
Our ESOP community needs to push back with vigor against those who peddle
J. Michael Keeling
President, The ESOP Association
the line that ESOPs are no good because they are not ‘real’ ownership.
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ployee owners who are provided with development opportunities say that those opportunities are among the
most important factors distinguishing their company culture from the cultures of past employers.
In ESOPs where people are paid out the value of their ESOP accounts in five years and/or over five years,
developing the people who will move into their roles is more important to them as individuals than it would
be in non-ESOP companies. The challenge for ESOP company leaders is to build the responsibility for developing others integrally into the roles of all leaders and to allocate resources
• Clarity about power & authority. For some leaders, having their company becomes 100% employee-owned,
makes them unclear about whether and how their power or authority has changed or changed now that
the employees, together, are the owners. This seems to be particularly an issue if the founders continues as
leaders post-ESOP. Decisions involving financial risk (e.g., capital investments, new product development,
acquisitions) that founders previously may have made themselves now could affect the share value of employee owners. This may make leaders who have built successful companies by taking reasoned risks, more
risk averse. Confusion about a leader’s power and authority runs the risk of leaving an executive team feeling
rudderless or, worse still, competing to fill the power vacuum. Leaders who are not clear about their authority may fail to hold their team accountable for either their behavior or for achieving agreed-upon goals. The
leadership challenge for ESOP leaders is to understand their own power and use it well – making sure hard
decisions get made, providing direction and creating an environment that empowers others.
• Balancing individual’s interests with the company’s interests. Being an employee owner neither guarantees
a person a job nor relieves them of meeting performance expectations. Employee ownership is not an entitlePlease see Ownership page 10
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the major underlying drivers of the company’s forecast, the reasons for differences in expected performance
from that of the average company in the industry, and the potential risks inherent to the company’s forecasted
cash flows.
Reviewed by The ESOP Association’s Advisory Committee on Valuation Chair, Jeffrey S. Tarbell, ASA, CFA, Houlihan Lokey, San
Francisco, California.
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ment. Leaders of employee-owned companies often give greater consideration to the impact that decisions
good for the company will have on individuals or groups of individuals, because those individuals are co-owners of the company. For example, an investment in an acquisition that isn’t expected to payoff for five years
could have a negative impact on share value. Employees expecting to retire in the next year or two may see
a drop in value that won’t recover before they leave. Planning for ways to protect the share value of those employee owners is one way to balance longer term company outcomes with short term impacts on individuals.
Maintaining this balance and explaining decisions and the individual and company tradeoffs is an important
challenge for ESOP company leaders.
• Progressive HR policies. Research at Rutgers has shown that progressive employee policies are another factor
that links employee ownership with performance outcomes. Progressive policies engage employees or place
trust in employees and let them know the company cares about them. Examples include Paid Time Off instead of separating sick days, vacation days and personal days; paid time for community volunteering; and, an
allowance for professional development. Progressive HR policies contribute to employee engagement and are
aligned with employees being owners. Whether or not HR policies are progressive depends on the mindset of
the leader and how a leader then develops the company employee philosophy.
All in all, ESOPs create the opportunity for company leaders to build more successful companies. The challenges to do so require ESOP leaders to be better leaders than their peers in non-employee-owned companies.
Ginny Vanderslice is a past Chair of The ESOP Association’s Advisory Committee on Ownership Culture.

The author reviewed this article with The ESOP Association’s Advisory Committee on Ownership Culture Chair, Rod Reinertson, Van
Meter Inc., Cedar Rapids, Iowa.

AACE Awards --- A few Interesting Facts about the Program

In doing some historical research into the AACE Awards program this summer, ESOP
Association staff came across some interesting facts. First, a bit of background on the AACE
program. The AACE Awards are sponsored each year by the Association to recognize the outstanding communications and educational programs of its members. The AACE Awards are
presented each year at the Association’s Annual Conference in Washington, DC to companies
who have excelled in communicating the ESOP and its meaning to employee owners. AACE
Award winners are chosen by a panel of five judges made up of both management and nonmanagement employee owners, each of whom has demonstrated active experience and interest in the field of ESOPs and employee ownership communications.
Additional information about the AACE Awards program, including the program brochure
(the 2015 AACE Awards brochure will be available in the coming
months), tips on winning, and a list of the 2014 winners, can be found
here: http://www.esopassociation.org/about-the-association/esopawards/aace-awards. AACE Awards videos can be found on the Association’s YouTube
Channel as well: http://www.youtube.com/user/ESOPAssoc. If you have questions concerning the AACE program, please contact Pat Barnes at (304) 876-3624 or by email at patbarnesart@gmail.com.
Starting with 1992, as far back as staff were able to trace records, 214 ESOP companies
have entered the AACE program. Breaking the numbers down by Chapter, the New
England Chapter leads the way with 27 entries. The full breakdown: New England (27);
Mid-Atlantic (22); California/Western States (21); Ohio/Kentucky (20); Minnesota/Dakotas (15); Southwest (14); New South (12); Pennsylvania/Delaware (11); Carolinas (10); Iowa/
Nebraska (9); Heart of America (8); Illinois (8); New York/New Jersey (8); Wisconsin (6); Northwest (5); Indiana
(4); Michigan (4); Hawaii (1).
According to information available in the Association’s database:
• The majority of companies entering AACE have less than 250 employees
• Average ESOP % of companies entering AACE is 71.77%
• 72 of the 214 companies that have entered AACE are 100%
• Average year the ESOP was established for companies entering AACE is 1994
• Average year the company was established for companies entering AACE is 1962
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