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Employment Share Ownership Plans and Covid-19 

By Martin Hopkins and Lerato Maluleka 

 

Employee Share Ownership Plans (ESOPs) are Share Plans which provide for ownership of shares in the 

employer or parent company for workers and supervisory employees. They intend to encourage the 

retention, engagement and alignment of the objectives of employees with shareholders, and often are also 

intended to enhance the Broad-based Black Economic Empowerment (B-BBEE) objectives of the company.   

ESOPs have evolved over three distinct generations over the last two decades. The First Generation ESOPs 

were relatively complex. The company procured shares for employees by means of a preference share 

funded Special Purpose Vehicle and an Employee Share Trust. Second Generation ESOPs are less 

complex structures that are popular with JSE listed companies such as Anglo American’s Kumba Iron Ore 

and Vodacom’s Yebo Yethu Limited. For these plans, shares funded by means of a notional loan from the 

company are granted to the Employee Share Trust. Third Generation ESOPs are the simplest structures.  

They entail regular annual awards of restricted shares to participants with no funding element and full 

dividend rights from day one.  

Most companies undertake ESOPs to enhance their B-BBEE objectives and create wealth for workers, and 

while some ESOPs succeed in this objective, many don’t. For instance, on its fifth anniversary, Kumba Iron 

Ore’s Envision ESOP which comprised of 6,209 permanent employee participants as at 2011, paid out 

R576 045 before tax to each participant. The Clicks Group’s B-BBEE employee share ownership scheme is 

another highly successful ESOP. R2.8 billion of value was created for the scheme in 2018; providing 7,839 

employees around R355 000 each. Many ESOPs however have landed up “under water” when it came time 

to pay out – the funding costs of the Plan were greater than the value of the shares. 

The third generation ESOPs avoid this risk of being “under water” and are great for participants, but may be 

expensive for the company of this Plan is the primary source of B-BBEE credentials. Kumba’s Karolo ESOP 

is a good example of such a Third Generation ESOP. Karolo was launched mid-2018 with three tranches 

awarded annually and participants receive dividend payments as well. Anglo American Platinum has also 

implemented a similar ESOP scheme. It is a five year plan that based on forfeitable shares, with these 

shares vesting three years after acceptance. 

A key observation from the performances of the above-mentioned ESOPs is that the share price of the 

parent company and the timing of the launch and pay-out date of the ESOP is a critical factor driving the 

payouts of the schemes. When the company share price is significantly higher at the unwinding of the 

scheme than at its inception, the schemes tend to pay out well. Kumba Iron Ore’s share price grew from 

R113 when Envision was launched in 2006 to over R400 in 2011 when the first payout was made. Clicks 

Group’s share price had appreciated by over 360% since the commencement of the scheme. 
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Based on this evidence the timing would appear to be opportune to launch an ESOP in the current 

environment. Covid-19 has negatively affected the share market with precipitous declines in many iconic 

companies’ share prices – for example the 88% decrease in the share price of Sasol. Other share prices that 

were affected amongst many are Woolworths with a 46% decrease, Standard Bank with a 38% decrease, 

The Foschini Group with a 54% decrease and Harmony Gold with a 26% decrease. ESOPs established 

during this pandemic at companies such as these would have relatively lower initial costs of acquiring the 

shares. Historically, ESOPs awarded when share prices are relatively low have created value for the 

participants. 

Another reason for the propitious timing of an ESOP is the opportunity to use this shared ownership to re-

enforce the spirit of shared effort and reward in rebuilding your company and the economy at large after the 

Crisis, and building on the spirit of cooperation between business, government and workers that has 

emerged in these extraordinary times. 

When designing an ESOP for your company, you should bear in mind: 

 The prevailing legislation and codes to ensure compliance and optimal benefit of B-BBEE points 

from the ESOP relative to its economic and accounting costs; 

 The recent views of the B-BBEE Commissioner which alert you to some specific pitfalls, and current 

government objectives; and 

 Learning points of the positive or negative reward and HR impacts on your workers from the last 

decade or two of implementation experience.  

B-BBEE is regulated by the BEE Act and the Minister of Trade & Industry issues codes of good practice on 

B-BBEE from time to time. These codes include indicators to measure B-BBEE and the weighting to be 

attached to those indicators. In assessing B-BBEE, a scorecard is used whereby for each company, these 

indicators are given a score and the sum of the weighted scores determines the B-BBEE recognition level for 

the company. This indicator takes into consideration, amongst other things, exercisable voting rights held by 

black people (and women), the economic interest of black people (and women) in the enterprise and net 

value relating to the extent to which the ownership interests held by black people in the company are 

unencumbered.  

In November 2018 the B-BBEE Commission developed and distributed a guide on understanding the use of 

Trusts when used as a vehicle to facilitate B-BBEE ownership initiatives. They emphasized requirements for 

ESOPs, including that: 

 At least 50% of the fiduciaries must be appointed by the employees; 

 Black participants must know their entitled portion; 

 The trust deed must provide guidance to how proceeds will be distributed to the beneficiaries; and 

 The trustees have a duty to inform the participants on the status of the financial reports of the 

schemes on an annual basis. 
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Other learning points that have been established from experience of the good and bad points of ESOPs to 

date are: 

 Try and generate some cash from the ESOP holdings through-out the plan by payment of a 

reasonable portion of the dividends from the underlying shares; 

 Use funding with care – fully funded plans, where the initial cost of the ESOP shares is fully funded 

by real or notional borrowings have a significant chance of failure to create wealth or true 

empowerment.  Conversely, if no funding is applied, then the plan is expensive if it is the primary 

source of BBBEE points.  Providing funding with an initial discount to the full value of the shares may 

be a good compromise;  

 Communicate realistically and positively to ensure that the benefits of the ESOP are well understood 

by the participants;  

 Ensure that the Plan complies with the prevailing legislation and provides the required BBBEE points 

including voting rights, economic interest and realisation points as well as the potential bonus points; 

and 

 Bear the Commissioner’s views in mind where this is commercially tenable. 

In conclusion, it is ideal to launch ESOPs at times when the initial costs of the scheme are low, to consider 

the BEE Act and the applicable sector codes, and to consider the guidance provided by the BEE 

commission.   Many companies currently have cash-flow constraints but ESOPs can be implemented by the 

issue of new shares which don’t require cash outflow. The plan should be carefully designed to provide 

compelling benefits and effective empowerment to the participants, whilst carefully balancing the costs and 

the contribution to the B-BBEE credentials of the company. 


