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WHATWHAT’’S AN ESOP?S AN ESOP?

�� A A Company sponsoredCompany sponsored employee employee 

benefit program  benefit program  

�� A A defined contributiondefined contribution plan that is plan that is 

designed to invest primarily in designed to invest primarily in 

Company StockCompany Stock

�� A plan that shares the rewards and A plan that shares the rewards and 

risks of capital ownershiprisks of capital ownership



WHATWHAT’’S AN ESOP?S AN ESOP?

�� Employees own a piece of the Employees own a piece of the 
companycompany

�� Better yet, it is paid for by Better yet, it is paid for by 
Company contributions to the Company contributions to the 
planplan



ESOP StatisticsESOP Statistics

�� About 1 in 10 companies have ESOPsAbout 1 in 10 companies have ESOPs

�� Currently over 10,000 Companies with Currently over 10,000 Companies with 

over 13,700,000 employees have an over 13,700,000 employees have an 

ESOPESOP

�� The average account balance is The average account balance is 

$67,000 per employee$67,000 per employee



PHILOSOPHY OF ESOPPHILOSOPHY OF ESOP

�� CREATE FINANCIAL SECURITYCREATE FINANCIAL SECURITY



LIFELIFE EXPECTANCYEXPECTANCY TABLETABLE

RRETIREMENTETIREMENT

AAGEGE MMALEALE FFEMALEEMALE

5050 8080 8484

5555 8181 8484

6060 8282 8585



Social Security CollapseSocial Security Collapse

Cost and Income for Social Security, 2005-2080
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PHILOSOPHY OF ESOPPHILOSOPHY OF ESOP

�� BETTER INCENTIVES AND BETTER INCENTIVES AND 

PRODUCTIVITYPRODUCTIVITY



PHILOSOPHY OF ESOPPHILOSOPHY OF ESOP
The Basic IdeaThe Basic Idea

�� Nobody washes a rental carNobody washes a rental car

�� People work best when they work for People work best when they work for 

themselves.themselves.

�� If employees own a piece of the If employees own a piece of the 

company, they company, they areare working for working for 

themselves.themselves.



Do ESOPs ReallyDo ESOPs Really
IncreaseIncrease

Employee Productivity ?Employee Productivity ?



Decrease Expenses by 2%Decrease Expenses by 2%

SalesSales $ 10,000,000$ 10,000,000 $ 10,000,000$ 10,000,000 0%0%

CostsCosts 9,600,0009,600,000 9,400,0009,400,000 (2%)(2%)

ProfitsProfits $ 400,000$ 400,000 $ 600,000$ 600,000 50%50%

BEFOREBEFORE AFTERAFTER

ESOPESOP ESOPESOP



Increase Revenues by 2%Increase Revenues by 2%

SalesSales $ 10,000,000$ 10,000,000 $ 10,200,000$ 10,200,000 2%2%

CostsCosts 9,600,0009,600,000 9,600,0009,600,000 0%0%

ProfitsProfits $ 400,000$ 400,000 $ 600,000$ 600,000 50%50%

BEFOREBEFORE AFTERAFTER

ESOPESOP ESOPESOP



Increase Revenues 2% Increase Revenues 2% andand
Decrease Expenses 2%Decrease Expenses 2%

$10,000,000 2%$10,200,000

$9,600,000 2%$9,400,000

$400,000 100%$800,000

Before ESOP After ESOP % Change

Sales

Expenses

Profits



How an ESOP Account GrowsHow an ESOP Account Grows

�� Employer ContributionsEmployer Contributions

�� ForfeituresForfeitures

�� Company Stock Appreciation Company Stock Appreciation 

�� SS--Corp DistributionsCorp Distributions

�� Interest and Earnings on Other Interest and Earnings on Other 
InvestmentsInvestments



How Might Your ESOP Account Grow?How Might Your ESOP Account Grow?

There are no guaranteesThere are no guarantees--

Actual contributions depend on profits!Actual contributions depend on profits!

Compensation Compensation (& grows @5%/yr)(& grows @5%/yr)

Contribution Contribution (@10% of Comp)(@10% of Comp)

After 10 Years After 10 Years (w/ no Company growth)(w/ no Company growth)

Value in 10 years if stock  Value in 10 years if stock  

grows @ 10% per year          grows @ 10% per year          

$ 60,000$ 60,000

$ 6,000$ 6,000

$115,782$115,782

$ 6,000$ 6,000$ 12,300$ 12,300$ 18,915$ 18,915$ 25,861$ 25,861$ 33,154$ 33,154$ 40,811$ 40,811$ 48,854$ 48,854$ 57,296$ 57,296$ 66,161$ 66,161$ 75,468$ 75,468



Which company would have been Which company would have been 

the best investment for 2008 ?the best investment for 2008 ?

�� Xerox ?Xerox ?

�� Nokia ?Nokia ?

�� Dow Jones Industrial Average ?Dow Jones Industrial Average ?

�� Apple Computer ?Apple Computer ?

�� Citigroup ?Citigroup ?

�� Best Buy ? Best Buy ? 

�� SharjoSharjo, Inc ?, Inc ?



Stock price ↓ 50.8% in 2008.



Stock price ↓ 59.4% in 2008.



Stock price ↓ 37.4% in 2008.



Stock price ↓ 77.2% in 2008.



Stock price ↓ 56.9% in 2008.



Stock price ↓ 46.6% in 2008.



Which company would have been Which company would have been 

the best investment for 2008 ?the best investment for 2008 ?

�� Xerox ?Xerox ?

�� Nokia ?Nokia ?

�� Dow Jones Industrial Average ?Dow Jones Industrial Average ?

�� Apple Computer ?Apple Computer ?

�� Citigroup ?Citigroup ?

�� Best Buy ? Best Buy ? 

�� SharjoSharjo, Inc ?, Inc ?

50.8%

59.4%

37.4%

56.9%

77.2%

46.6%



ESOP is a longESOP is a long--term programterm program

Your benefits will increase in Your benefits will increase in 

direct proportion to the long direct proportion to the long 

term growth and success of term growth and success of 

the Companythe Company



Why DidWhy Did

SharjoSharjo, Inc, Inc

Form An ESOP?Form An ESOP?



To provide additional security for your To provide additional security for your 

retirement.retirement.

To reward employees for their contribution to To reward employees for their contribution to 

the companythe company’’s success.s success.

To help provide for the succession of the To help provide for the succession of the 

business and create liquidity for the current business and create liquidity for the current 

shareholders.shareholders.



HOW DOES THE PLAN HOW DOES THE PLAN 

OPERATE?OPERATE?



THE EFFECTIVE DATETHE EFFECTIVE DATE

July 1, 2008July 1, 2008



Plan YearPlan Year

�� Starts on July 1Starts on July 1stst and ends and ends 

on June 30on June 30thth of each year.of each year.



ELIGIBILITYELIGIBILITY

You are eligible to join the plan if you have You are eligible to join the plan if you have 

completed 1,000 hours of service during the completed 1,000 hours of service during the 

Plan year Plan year 



YOUR COMPANY'S  YOUR COMPANY'S  

CONTRIBUTIONS TO THE CONTRIBUTIONS TO THE 

ESOP:ESOP:

�� COME FROM THE COMPANYCOME FROM THE COMPANY’’S PROFITS S PROFITS 

�� COMPANYCOMPANY’’S CONTRIBUTION IS S CONTRIBUTION IS 

DISCRETIONARY AND WILL BE DETERMINED DISCRETIONARY AND WILL BE DETERMINED 

BY THE BOARD OF DIRECTORS EACH YEARBY THE BOARD OF DIRECTORS EACH YEAR



ALLOCATIONSALLOCATIONS

EACH YEAR ANY CONTRIBUTION EACH YEAR ANY CONTRIBUTION 

THAT THE COMPANY MAKES TO THAT THE COMPANY MAKES TO 

THE PLAN IS DIVIDED AMONG ALL THE PLAN IS DIVIDED AMONG ALL 

THE ELIGIBLE PARTICIPANTS IN THE ELIGIBLE PARTICIPANTS IN 

PROPORTION TO COMPENSATION.PROPORTION TO COMPENSATION.



EMPLOYEES ACQUIRE A RIGHT EMPLOYEES ACQUIRE A RIGHT 

TO THEIR BENEFIT  TO THEIR BENEFIT  

DEPENDING ON THEIR DEPENDING ON THEIR YEARS YEARS 

OF SERVICEOF SERVICE.  .  

THIS IS KNOWN AS THIS IS KNOWN AS ““VESTING.VESTING.””



VESTINGVESTING

�� IF YOUR EMPLOYMENT ENDS IF YOUR EMPLOYMENT ENDS 

BECAUSE OF DEATH, DISABILITY BECAUSE OF DEATH, DISABILITY 

OR RETIREMENT, YOUR OR RETIREMENT, YOUR 

ACCOUNTS WILL BECOME FULLY ACCOUNTS WILL BECOME FULLY 

VESTED AND NO PART WILL BE VESTED AND NO PART WILL BE 

SUBJECT TO FORFEITURE.SUBJECT TO FORFEITURE.



VESTINGVESTING

�� IF YOUR EMPLOYMENT ENDS IF YOUR EMPLOYMENT ENDS 

FOR ANY OTHER REASON, FOR ANY OTHER REASON, 

YOUR VESTED INTEREST IS YOUR VESTED INTEREST IS 

DETERMINED BY YOUR DETERMINED BY YOUR 

YEARS OF SERVICE.YEARS OF SERVICE.



YEAR OF SERVICEYEAR OF SERVICE
�� Each fiscal year in which an employee Each fiscal year in which an employee 

has at least 1,000 hours of service has at least 1,000 hours of service 



66--Year Graduated VestingYear Graduated Vesting
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RETIREMENTRETIREMENT

�� Normal Retirement is defined as Normal Retirement is defined as 

attaining age 65attaining age 65



DISTRIBUTIONSDISTRIBUTIONS
Retirement, Death & DisabilityRetirement, Death & Disability

•• ACCOUNT BALANCES OF LESS THAN $1,000 ACCOUNT BALANCES OF LESS THAN $1,000 

WILL BE PAID OUT IN LUMP SUMWILL BE PAID OUT IN LUMP SUM

•• ACCOUNT BALANCES OVER $1,000 WILL BE ACCOUNT BALANCES OVER $1,000 WILL BE 

MADE IN SUBSTANTIALLY EQUAL MADE IN SUBSTANTIALLY EQUAL 

INSTALLMENTS OVER A PERIOD OF 5 YEARS, INSTALLMENTS OVER A PERIOD OF 5 YEARS, 

STARTING AS SOON AS POSSIBLE AFTER THE STARTING AS SOON AS POSSIBLE AFTER THE 

PLAN YEAR ENDPLAN YEAR END



DISTRIBUTIONSDISTRIBUTIONS
TerminationTermination

•• ACCOUNT BALANCES OF LESS THAN $1,000 ACCOUNT BALANCES OF LESS THAN $1,000 

WILL BE PAID OUT IN LUMP SUMWILL BE PAID OUT IN LUMP SUM

•• ACCOUNT BALANCES OVER $1,000 WILL BE ACCOUNT BALANCES OVER $1,000 WILL BE 

MADE IN SUBSTANTIALLY EQUAL MADE IN SUBSTANTIALLY EQUAL 

INSTALLMENTS OVER A PERIOD OF 5 YEARS INSTALLMENTS OVER A PERIOD OF 5 YEARS 

AFTERAFTER A 5 YEAR BREAK IN SERVICE WITH THE A 5 YEAR BREAK IN SERVICE WITH THE 

COMPANYCOMPANY



Tips for SuccessTips for Success

�� RememberRemember……itit’’s a process.  s a process.  

�� It takes timeIt takes time……

�� YouYou’’ll have some rough ll have some rough 

waterswaters……



In SummaryIn Summary……

�� ““If you could get all the people in an If you could get all the people in an 

organization rowing in the same organization rowing in the same 

direction, you could dominate any direction, you could dominate any 

industry, in any market, against any industry, in any market, against any 

competition, at any time.competition, at any time.””
–– Excerpt from the book:  The Five Dysfunctions of a Team Excerpt from the book:  The Five Dysfunctions of a Team 

authored  by Patrick Lencioniauthored  by Patrick Lencioni



Congratulations !Congratulations !
You are now You are now 

employee ownersemployee owners


