© While many companies still sweaz by them, the
- complexity of government rules turns off many
others now considering ESOP; in the 1990s.

By JACK ScisM
Staff Writer

Remefriber ESOPs, the penision plans that corporate
America embraced with such ardor in the 1980s?
ESOPs — acronym for employes stock ¢ption plans
— are still around but thé-affection for them has
' waney qﬂ‘éldEdly in the 1990a, After a sevenfold
increase in'the 1980s, the aumber of companies with
ESOPs (s the same today as'it was in 1990.
And vet, with & few exceptlons, companies that stact-
. ed ESOPs h} ‘the *708 and '80s are still as enthusiastic
. about them 35 ever. And this seems to sombo:h the
sexecutive ofﬁ&gnnd on the gasembly )
a2 it has beet outstanding,” Pete C Cross Sales &
¥ED ‘president; "S‘ays of anqup started by
{hu:fathet' lﬁrqm ago. . ,
The ESOF, Heigaid, has created a-“scnse or culture
X of Q}t'ners}ﬂp. and that 1s motjvating.”
v Al ESOP is & tax-quafified, defired-contribution,
Dyes-benefit plan that invests primarily in the
of the sponsormg company on behalf of the

After boom days of the 19805,
. popular pension plan levels off

emplayees, who become shareholders of the firm.

‘When a company starts an ESOP, it creates a trust to
which it makes contributions annually from its profits.
These contributicns then are used to buy stock from
the company in the name of the employees.

At the 20-employee Greensghora office of the Vir-
ginia-based Anderson and Associates civil engineer-
ing firm, bisinesa relations manager Tina Vaughn says
the company has extremély low turnover rate and
attributes it m the feeling of ownership generabed by
the company's ESOF.

"It'e the next best thing to working for yourself,” she
said.

Despite stich rave reviews, interest in ESOPs nation-

wide has definitely cooled in the 19%0s.

After rapid growth in the 1980s, the number of com-
panies with ESOPs has leveled off this decade.

According to ESOP Assoclation in Washington, the
number of ESQPs in the country grew from 1,500 in
1981 to 10,00 in 1950.

But five yoars into the 19905, that figure has not
gore up at all, THe association extimates the number of
ESOF companies still standa at 10,000,

ESOPs first gained popularity because they offered
significant tax advanteges for participating companies.
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WHAT THEY’RE SAYING

GWhen people have the
fesling of ovmership,
youmthemc-tﬂngoﬂ
Rghts ... saving paper -
’clips,thhpilkethat.m

lslth Price,
Anderson and Assoclates

®FEveryone understands
weo're all on this team
together and If one per-
son succeeds, we all
succeed.D

Tina Yaughn,
Anderson end Associates




ESOP

Continued from page E1

For instance, the employer can
treat as an expense ail payments
made into the plan and dividends
paid on the ESOP controlled stock.

From its beginning, an ESOP has
been an excellent device for own-
ers of small aud medium size,
closely held companies o dispose
of their stock and save taxes. Own-
ers incur no taxable gains on a sale
of gtock to an ESOP if the ESOP
owns 81 least 30 percent of the
ggpany immediately after the

Meanwhile, for bigger, publicly
held companies, ESOPs often were
used 1o avoid unfriendly takeovers,
Cone Mills in Greensboro, for in-
guance, created an ESOP in 1984 to
buy up it stock and .go private,
thereby turning back a -bid by 2
New York investrment company to
take H over.

In more recent years, struggling
airlines such ag United and North-
west bave used ESOPs to couvert to
worker ownership and stay afoft in
an extremely cost-sensitive indus-

try. United, for instance, gave its -

employees 55 percent ownership
and the employees in return gave
up 23 percent of their compensa-

. tion. ey .
Finalty, as the commenns of

Crosgs and Vaughn indicate, ESOPs
are a proven method of incressing
productivity by giving employees a
stake in the ownership.

Anderson apd Associates vice
president Keith B. Price Jr. notes,
“When people have the feeling of
ownership, you see them ¢utting off
lights when they leave, saving pa-
per clips, and things like that.
When everybody does that, it is a
win-win situation.”

So why has the growth of ESQPs
tapered off so dramatically in re-
cent years.

Dennis Stearns of Stearns Finan-
cial Services, a Greensboro invest-
ment management and business
consultant firm, thinks it has to do
with the complexity of government
rules.

Stearns has helped start about
eight ESOPs in the past 16 years
but now, when he talks to company
owners about them, he finds they
are turned off after he explains the
federal psles that govern their op-
eration.

“There’s been a general backlash
agrinst their complexity because of
all ge government regulations,” he
sai

Another factor, Stearns said, is

the alimination of tax advantages
banks ooce enjoyed on loans for
leveraged ESQOPs.

Part of the {mterest from such
loans uged to be'exempt from taxes
but no longer 1s.

ESOPs 8130 now must compete
with other, less complex pension
plans.

Cone Mills, for instance, guit
making contribitions to its ESOP
in 1993 because “we found this was
not an efficient way to fund our
pension plan,” =aid Jim Buckner,
vice president of industrial and
public relations at the Greensboro
denitn manufacturing giant.

Cone now has a 401(k) plan for its
hourly employees.

Two athetr major Greensboro
textile 15 — Burling-
ton Industries and Guilford Mills —
continue to have and fund ESQPs.

ESOPs can be expeunsive to set
up and this can be a deterrent for
small companies.

Nations Businege magazine esti-
mates the legal, accounting, actuar-
ial and appraisal fees for a small-
or medium-sized firm can total
about $50,000 while annual ex-
penses to maintain the plans run
$10,000 to $15,000.

While an ESOP can be an excel-
lemt way for the ownex of a private
company to minimize taxes in dis-
posing of his or her interest in the
company, - another section of the

federsl tax code is atractive to

small, closely held oompames for
its tax advantages. This is designa-
tion a8 au S Corporation. An ESOP
corporation canngt become an S
corporaticn.

Small companies often opt for

the S corporation designation since

this them to pass income
dll‘e(‘,%ﬂgh to shareholdets
without paying tax on the income.
Thig aveids the double taxation
problem of bigger compauies,
which pay 1ax on their income be-
fore dividend distribution and
whose shareholders then must pay
tax on their dividend income.

Still, for an owner of a small
company anticipating retirement,
an ESOP provides both tax advan-
tages for the owner and incentives
for the ewmployees.

Cross ar Cross Saleg & Engineer-
ing said that's what happened when
his father, William (Bill) Cross Jr.
started an ESQP in 1979.

“We were closely held and be
used the tax advantages of an
ESOP to in effect sell the com-
pany,” be said.

Today, 45 percent of the com-
pany is owned by employees.

Experts wam that only compa-
nies with good growth and profit

-
prospects gshould start an ESOP. If
a company is stagnating or declin-
ing, an ESOP will not reward em-
ployees for loyal service and could
leave them resentful, they explain.

Cross emphatcally agrees.

He noted that the 260-employes
Cruss Sales & Engineering — an
industrial distribution firm thst
sells motion and control products
in nine states in the —
has been a high growth and p;
able company throughout the

years.

“An BSOP 15 no good unless ypu
have those elemeats of growth Hnd
profit,” he said.

Cross also cautions that F.S(ﬁ?s
do create a Jong-term issue. As
employees retire, die or quit, their
holdings in the ESOP must be pe-
deemed and cash i3 needed for this.

“Companies with 4()1%1)ld plans

buthasanobhgaﬁmmbwthe
smckbackemmﬂly suittm:st
remain imtérested.”

Buyhnglmdthxsswckcanhe*
come expeusive, he said B
To start an ESQP, a company

‘cremaammmwmﬂ\nmm

annual contributions. These congyi-
butions are dliocated o individgal

- employee aeconnts within the trgr.
Allocactlmmnybe gde basedn
‘8 namber’of different Formulag

including compemauon and
of service, -

Employees receive the . venmd
portion of their accounts at citfier
termination, disability, death orire-
tirement. ‘These distnbnmtm
be made in“a hamp - som br
installments over & period of years.

An ESOP ix intended to euvar all

formation about the compary, s
performance and its key exeelu-
tives’ salaries. Thus, a ectnpang’s
mapnagement must be committedio
this type of openness, gays Nations
Business magazine. st

Stli, it reported, advocateswof
eaployee ownership argue that the
benefits outweigh the disadvﬁ
tages.

Vaughn at Anderson and Aswﬁ-
ates, where the ESOP owns 38 per-
cent of the company, 2ays therd’s
no doubt in her mind abour rigd.

“The benefits inchide higher em-
ployee morale and greater proditc-
tivity,” she said. “Everybody
un we're all on this tedin
together, and if one person suk-
ceeds, we all succeed. And frokn
top to battom, everybody knows if
we're not succassful, we all luaél."



