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A Hot Talent Market and High Levels of Equity
Participation Put Pressure on Share Pools

Annual equity grant values and participation rates have risen since the financial crisis. Here’s
our playbook for competing in this environment while still conserving shares.

Technology companies are faced with having to do more with less— at least when it comes to granting equity
compensation across their employee populations. The root of the problem is driven by competing interests:
attracting employees in a red-hot job market, which typical requires a premium above standard annual grants, all
while managing shareholder expectations to keep dilution rates at a satisfactory level.

While many mid-size and larger technology companies have migrated away from stock options to restricted stock
units (RSUs), smaller and emerging growth companies continue to grant a portion of their overall equity pools in
options. Options provide added compensation leverage for employees (particularly given today’s robust stock
market), but is a more dilutive approach. For reference, see Figure 1 below, which shows how well the Nasdaq
100 has outperformed an already strong S&P 500 since the financial crisis of 2008-2009.

Figure 1
Stock Market Growth from 2008 to 2017
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As the value of equity delivered to employees has gone up, participation rates at technology companies in long-
term incentive programs have remained relatively flat according to the Radford Global Technology Survey.
However, don’t be misled by this statistic— the sector has been adding to staff over this period of time, meaning
more employees are actually getting an annual grant, and again, as Figure 2 so clear shows, equity spend per
employee is rising significantly.

Figure 2
Average Equity Spend per Employee vs. Ongoing US Equity Participation Rates
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Figure 2 shows that leading up to and during the financial crisis we observed generally flat equity spend from
2006 thru 2010 when the market was facing less talent pressure. However, by the end of 2016, average equity
spend per employee has nearly doubled to almost $10,000. This level of growth is consistent with the growth in
the stock market. What does this all mean? It suggests that the increase in equity spend is a direct byproduct of
an increase in share price rather than a change in the amount of equity being issued.

While we might expect to see rising stock prices resulting in a decline in the number of units issued, and therefore
a reduction in total dilution rates, this has not happened. Companies continue to issue between 2% to 3% of the
company in stock grants on an annual basis (absolute dilution rates between new hires, annual grants,
promotions and to their board). When we factor in the increased reliance on RSUs, technology firms have been
able to maintain participation rates at the same level (~40%) even as they continue to scale the organization.

Radford does observe a tail of two markets when you examine these practices: more mature companies that
need to seek shareholder approval every year or every other year have more constrained share pools, while
recently public companies have the benefit of an “evergreen” provision. These provisions provide a company with
an automatic replenishment, typically at 4% of the share pool annually. This provides these companies with a
competitive advantage to include a broader portion of the employee population in the new hire and/or ongoing
equity program, which many mature technology companies cannot do (evergreen features are typically active for
10 years following an IPO and are then phased out).
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Next Steps

Companies that are constrained by their pool and/or shareholder concerns regarding annual dilution can explore
a number of alternatives for addressing competitive pressures, including:

= Consider changing equity distribution by location. While most companies with employees in multiple
locations will use discretion in their base salaries based on local market pay, we don’t see a widespread
approach to doing this with equity grants. Consider whether employees at your satellite office (particularly
in a lower cost city) will expect the same value of equity awards as their colleagues at the headquarter
city or in markets constrained by supply and demand. In addition to local market data, your equity
strategy should take into account local talent pools, your hiring and growth strategy, and where certain
key jobs are located. Taking a discerned approach to equity allocation can save precious shares for the
markets where attracting and retaining critical jobs is most difficult. This may also include making trade-
offs in different global markets.

= Analyze equity participation rates. Consider whether your policy should emphasis attraction over
retention, broad equity participation vs. targeted grant practices. Making company-specific policy
decisions that address your unique challenges can be a competitive advantage when you factor in hiring
and retaining talent by level, role, location, and/or function. Growth companies scaling a commercial
function may need to be more aggressive to attract talent while a more product-centric business may
need to focus on key engineering functions.

= Evaluate equity vesting periods. Consider how vesting periods might impact the value of equity
delivered to new-hires and whether it makes sense for your organization to adopt shorter (or longer)
vesting periods. Shorter vesting periods will deliver more value to participants in the short-term, but can
create retention risk over time as less and less equity is unvested.

We urge clients to consider the pros and cons of changing all aspects of their policies to manage risk while
creating policies that can differentiate your employment offering in the market.

If you have any questions about your equity program and want to speak with a member of our compensation
consulting group, please write to consulting@radford.com.
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About Radford

Radford delivers talent and rewards expertise to technology and life sciences companies. We empower the
world's most innovative organizations—at every stage of development—to hire, retain and engage the amazing
people they need to create amazing things. Today, our surveys provide in-depth rewards insights in 80-plus
countries to more than 3,000 client organizations, and our consultants work with hundreds of firms annually to
design talent and rewards programs for boards of directors, executives, employees and sales professionals.
Radford is part of the Talent, Rewards & Performance practice at Aon plc (NYSE: AON). For more information,
please visit radford.aon.com.

About Aon

Aon plc (NYSE:AON) is a leading global professional services firm providing a broad range of risk, retirement and
health solutions. Our 50,000 colleagues in 120 countries empower results for clients by using proprietary data and
analytics to deliver insights that reduce volatility and improve performance. For further information on our
capabilities and to learn how we empower results for clients, please visit aon.mediaroom.com.

This article provides general information for reference purposes only. Readers should not use this article as a replacement for legal,
tax, accounting or consulting advice that is specific to the facts and circumstances of their business. We encourage readers to consult
with appropriate advisors before acting on any of the information contained in this article.

The contents of this article may not be reused, reprinted or redistributed without the expressed written consent of Radford. To use
information in this article, please write to our team.

© 2017 Aon plc. All rights reserved
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