International Journal of Innovative Research and Advanced Studies (IJIRAS)

Volume 2 Issue 4, April 2015

ISSN: 2394-4404

Disinvestment And Labour Restructuring In India - An Assessment
Of Esops And Their Impact On Disinvested Companies

Ms. Anjana Mani

Ph. D Research Scholar, Department of Economics,
Bangalore University, Bengaluru, India

Dr. K. K. Seethamma

Research Guide, Department of Economics, Bangalore
University, Bengaluru, India

Abstract: The disinvestment programme in India, has faced a lot of opposition, mainly from the employees and Trade
Unions, for fear of their job security, due to privatisation. The Public Sector Enterprises thus, have had limited corporate
restructuring, rendering the disinvestment programme in India with limited success. Employee Stock option Plans are a
medium by which, employee participation and involvement in the company's performance is fostered, due to their stake in
the company's stock. Being part owners of the company would give them the incentive to work more efficiently and
increase the overall productivity of the firm. This paper analyses the case of Computer Maintenance Corporation of India,
a Public Sector Enterprise which was completely privatised by the Government, with ESOP offered to the employees as a
part of disinvestment and its impact on the company's future performance.

Keywords: Disinvestment, Labour Restructuring, Employee Stock Option Plan.

I. OVERVIEW

The Indian economy has been a mixed economy,
fostering the co - existence of the Public and the Private
Sector. With Independent India focused on achieving rapid
economic progress, a major thrust was laid on the
development of the Public Sector Enterprises, as the duties of
the State had transformed from that of a police state to one of
welfare. These Public Sector Enterprises were the major
Engines of Economic Growth. A major thrust was on
development focusing on structural change with the setting up
of the large Basic and Key industries, as also the Infrastructure
industries.

Being highly populated, India has always boasted of
surplus manpower. However, owing to insufficient skill, the
majority of labour have been absorbed in the agricultural
occupation. Termed agrarian, the Indian Government had a
herculean task in transforming the structure of India itself,
from agrarian to being more indusrialised. To foster this

paradigm shift in the economy from agrarian to industrial, the
Indian Government made huge plan allocations under the
annual and five year plans. The Industrial Policy Resolutions
initially reserved most industries for the Central Public Sector
Enterprises, aiming to make them self reliant.

From a mere 5 units in 1951 with an investment of 129
crores, an increase was seen in the numbers of CPSE s as well
as in the amount of budgetary resource allocations made by
the Central Government with every successive plan. With the
aim of enhancing overall production along with employment
opportunities provided, the Central Government gave the
public sector the platform to bring in the desired structural
change. The PSEs functioned with utmost efficiency,
contributing substantially to the employment of human
resources as well as the revenues to the Government
exchequer for a number of years. Unfortunately this was not
sustained for too long, as inefficiency and corruption crept
into the working of these units. The total losses incurred by
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some of these units were very
Government to disinvest these units.

Corporate Restructuring was a significant outcome of the
deliberations that took place with the IPR of 1991. The main
objective was to broaden the base of the public sector equity
capital with participation from private players, mutual funds
and financial institutions among others to revive the efficiency
of these units. The new Policy of 1991 recommended the
policy of disinvestment and privatisation of several PSEs in
favour of the Private Sector, to conserve and optimally use the
resources of the country.

It was decided to categorise the Indian Public Sector
Enterprises into 3 - Strategic, Core & Non - Core Industries. In
order to infuse greater degree of efficiency in their working
and to bring about more accountability in their performance,
the extent of disinvestment differed for each of these 3
categories. The Government decided to disinvest up to 74%
and retain only a maximum of 26% in Non - Core Industries,
This encouraged private participation in public sector
management, infusing efficiency into the enterprise working.

Disinvestment of public sector enterprises has been
adopted on a large scale, with several methodologies of
disinvestment such as the auction method, strategic sale, IPO,
FPO, having been implemented in India. However, the success
has been limited owing to several political and external factors
primarily volatile capital markets, inadequate political will to
implement the new reforms, lack of transparency in the
process as also strong opposition from the workers and trade
unions.

The performance of a company is governed by many
factors - internal & external. Company policies formulated and
executed have a major bearing on the company while the
quality and skill of human resource employed is considered to
be a dynamic aspect impacting the overall functioning of a
company. It has been proven that an active and skilled labour
force changes the entire dimension of functioning in a
company. With welfare being the primary motive of the CPSE
s, measures had been taken from the beginning to ensure that
the labour were benefitted from most of the management
decisions taken for the companies. Trade Unions were
constituted for majority of the companies to represent the
grievances and requirements of the workers. Subsequently
with several amendments of labour laws, the Management of
Companies comprised representatives of the trade union
involved in decision making for the company, to ensure that
most appropriate policies were executed, benefitting the
company as well as its labour staff.

large prompting the

Il. SIGNIFICANCE OF THE STUDY

Dilution of stake in Government controlled firms in
favour of the Private Sector, Mutual Funds and Financial
Institutions to reform the working of the loss making Public
Sector Firms was one of the main outcomes of the Economic
Reforms initiated in 1991. Inefficiency and high levels of
bureaucracy were the reasons for the escalating annual losses
recorded from these firms. Although myriad factors have
contributed to the limited success in execution of
disinvestment in Indian Public Sector Enterprises, one of the

major factors has been the strong opposition from the workers

of the company for fear of retrenchment and thus absence of

job security with disinvestment occurring.

High Labour efficiency has been a driving force in
achieving spectacular financial progress in companies.
Managements have innovated various schemes as incentives to
compensate workers and thus retain their highly talented
workforce. Three such popular schemes was recognised as
v' The Employees Shareholding Ownership Programme

(ESOP) - also called a Retirement Plan, involved the

employers allocating a certain number of shares to the

employees, which employees are entitled to, when they
retire.

v' The Management Buyout (MBO) - which involved
buyout of the company jointly by the workers and the
management. The Employee Stock Ownership Plan has
been widely implemented in America and the western
countries.

v' The Stock Appreciation Right (SAR) / The Phantom
Equity Plan (PEP) - Under PEP, the employees are
allotted notional shares units at a pre - determined price.
On completion of vesting conditions, the employee is paid
cash equivalent of the net gain. These plans generally
result in cash outflow for the company.

With disinvestment posing a threat of retrenchment of
workers, the Indian Government deliberated on introducing an
Employee Stock Option Plan (ESOP), different from the
Ownership plan , the buyout plan or the Phantom Plan. Under
the stock option, the employees have the option to buy, at a
future predetermined date, (termed vested) a certain number of
the company's shares at a set price called the strike price
(which is usually the market price on the day the option is
given), making them shareholders of the company, upon
acquiring the shares. The option can only be exercised at the
future date, giving the employees the incentive to perform
better, in the interim period, as they would be the future
shareholders of the company.

The sense of participation and involvement of employees
in the company surges with compensation plans like ESOPs
offered. This would help to align the employee interests with
that of the company, assisting in its overall performance. A
combination of financial and work related participatory
measures would have a positive impact on the company. One
of the biggest impediments in the smooth execution of
disinvestment in several Public Sector Enterprises in India,
have been stalled on account of rebellion from the employees
of the selected PSEs. In a bid to give assurance to the
employees of the disinvested companies, that they will not
lose out, ESOPs were thought of, in June 2000.

I1l. REVIEW OF LITERATURE

Danish Faruqui and Raghav Sud in their article titled
'Economize, Privatize and Prosper' - Centre for Civil Society,
analyse the methods - of disinvestment and of valuation of
companies to be disinvested, that would be successful. They
discuss the importance of employee stock option plans that are
offered during disinvestment minimising the opposition of
employees along with incorporating greater employee
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participation in decision making, to increase the success rate | Growth Rate 80% | 165% | 8% 74% 98%
of disinvestment using this route. Their findings indicate that ~ |-Of NetProfit

L R . Employees
privatisation plays a very important role to achieve a Cost 98.2
turnaround.m the performa-nce-of the companies. . Source; Growth rates based on data Analysis

Ambuj Gupta (2010) in his paper titled ‘A critique's view Table 1 a: Financial Data of CMC Itd - 1996 - 2001

of Stock Option Plans in India: Re- Assessment and T T T T P Y
Perspectives' analyses the impact of Employee Stock Option 02 03 04 05 06 o 08 0 10

Plans on the private sector companies as they have adopted it
on a large scale compared to Public Sector Enterprises. He | Mo | oo | o | oo | 0 | asmer | e | ssar | sosas
assesses new ways to increase the popularity of ESOPs, | cownracor |16 | m2i | 2288 [ 388 | e | w2 [ - - -
mostly in the Indian Public Sector Enterprises in future.

Net Profit/Loss 33.64 37.05 47.99 23.06 44.11 64.1 88.22 105.57 129.58
Growth Rate Of
Net Profit 34% 10% 30% -52% 91% 45% 38% 20% 23%
OB‘]ECTIVES S 112.8 1418 158.9 193.1
Employees Cost 1 120.37 131.72 6 5 174.62 5 212.61 225.3
A A A Growth Rate In
v To assess the impact of offering Employee Stock Option Emloee Cosls 15%h i b 9"8 é% 2 I e =
Scheme during disinvestment on labour participation in Source; Growth rates based on data Analysis
the company Table 1 b: Financial Data of CMC Itd - 2002 - 2010
4 Tq forecast the share prices of the company disinvested Growth rate of sales
using the mode of esop.
40.00%
HYPOTHESIS 30.00% A
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v' H;: Employee stock option plan offers during \ /\
disinvestment increase the share prices of disinvested 10.00% | T growth rate of sales
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performance of the company.
Graph 1: The Growth Rate Of Sales - CMC Ltd

IV. METHODOLOGY Growth rate of net profits

200%

A study of Computer Maintenance Corporation limited
has been undertaken, to assess the impact of employee stock
option plans undertaken as a mode of disinvestment by the 100%
Government in 2002 - 03. The statistical time series tool and —e—growth rate of net

several financial calculations have been carried out on the S0% I V \/\ / \* profit
Q
c

150% '

data. Secondary data comprising the company financials have 0%
been taken from the annual reports of CMC Itd, earlier
editions of several financial periodicals like the Economic -50% 1

Times & The Mint, the magazines of the Standing Committee
on Public Enterprises India, financial websites like yahoo
finance, morning star and money control.

-100%

Graph 2: The Growth Rate Of Net Profit - CMC Ltd

Growth rate in employee costs
DATA ANALYSIS AND FINDINGS
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Improvement in productivity is the main outcome of 0.12
offering an employee stock option plan. it increases 000-; AW'&"A‘W

participation of the employees, as, being shareholders, they 006 ¥ hd Ny —+gowthratein
take more interest in the company affairs, as their progress is 0.04 employee costs
governed by the company's performance. 0.02
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Net Graph 3: The Growth Rate Of Employee Costs - CMC Ltd
Income/Sales | 174.31 | 224.08 | 288.17 | 338.22 | 457.07 | 537.68 With the Government offering 6.31% of its disinvested
(cn stake as the Employee Stock Option Plan, to the employees, in
Grg}’véh IRate 2855% | 28.60% | 17.37% | 35.14% | 17.64% 2001 - 02, the Company's proflt star_te_d rising rapldly In 2004,
N:tes the Government offloaded its remaining stake in the company
Profit/Loss | 1266 | 257 6.8 731 127 | 2509 | (26%), to privatise CMC ltd 100%.
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The new Management offered the employees a number of
productivity linked incentives, mainly in terms of monetary
rewards for increased efficiency and productivity of the
employees. The Company also arranged for several training
programmes on an annual basis to hone the skills of the
employees and improve their efficiency consistently.

The data of 3 variables of the company has been analysed
which highlight the change in productivity - the Annual Sales,
Net Profit and employee costs incurred. The growth rates of
sales and net profit show an immediate increase in 1998 - 99,
when the Government first disinvested its stake in the
company. The sales showed a steep rise after 2001-02,
reflecting that the productivity of the employees had risen
sharply on account of the ESOP offer. The net profits too
have shown a rise, though it was for a shorter duration.

The financials of the company have clearly indicated that
disinvestment has improved the financial performance, and
disinvestment through the route of ESOP has certainly
enhanced the company's performance because of greater
employee participation.

GRAPH 1V: HALF YEARLY TREND PROJECTION OF
CMC'S SHARE PRICES AUGUST 2002 - MARCH 2006
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The above 7 graphs [Graph IV (a) to (g)] depict the
direction of movement of the half yearly share prices spanning
3 %, years from August 2002 to March 2006. The government
disinvested its stake in the company in 1999, 2001 & 2004.
On October 16, 2001, the Government decided to disinvest
57.31% of its stake in the company. ( 51% as a strategic sale
to Tata Sons & 6.31% as an Employee Stock Option Plan in
favour of the employees of CMC Ltd).

The analysis of time series applied to the daily share
prices of CMC Ltd From August 2002 to March 2003, the
share prices showed a trend of declining very marginally by
03 per day. However, from April to September 2003, the
trend improved, displaying an increase of .15 with each day.
The trend from October 2003 to March 2004, showed a
decline of 0.2 per day. Due to the incessant decline in the
share prices and performance of the company, the Government
decided to sell its balance 26.5% stake in the company, in
February 2004. Thus the company was 100% privatised and
the new Management acknowledged that employees were to
play a very important role in the company's performance.
Thus, training sessions and workshops were arranged for the
employees, to hone their skills and improve their performance.
The trend from April to September 2004 showed a decline in
trend by about 0.9 per day, mainly due to partial skepticism
that the company had been completely privatised. This trend
however was transformed into a positive one, for a whole
year, from October 2004 to September 2005. The trend, from
October 2004 - March 2005 revealed a rise of 0.29 per day,
while it was 0.12 for the time period of April to September
2005. This rising trend, though, could not be sustained
further, and a decline in the trend was experienced, by 0.06 for
the 6 months ranging from October 2005 - March 2006.

The inclusion of employees in the working of the firm, by
giving them financial incentives like ESOPs positively

impacted their participation in company performance and their
willingness to hone their skills, to contribute better, as they
ceased to be mere employees in the company. They were
employees along with being shareholders / part owners of the
company.

V. CONCLUSION

Employee Stock Option Plans are certainly the best
technique to undertake labour restructuring in a company.
With more participation of the employees in management
decisions, there is a lesser likelihood of labour unrest
occurring in the company. This would foster more consistent
production, with least interruptions in the production process,
leading to greater profits obtained by the Company.

The Public Sector Enterprises, however, have not adopted
this mode on large scale. The Private Companies, have
adopted this technique majorly and have shown drastic
improvements in their company's performance, owing to
greater labour participation in decision making for the
company. If the Government adopts this route for
disinvestment, there is a very high chance of complete
corporate cum labour restructuring taking place, leading to
immense improvements in the Company's performance.
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