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Presenter
Presentation Notes
My name is Rashree Chhatrisha and I am here to talk about the following:



Executive and All Employee Plans;

The ABI guidelines

Setting up and running international share plans

Share plans are known to be good for motivation and retention of employees; link to increase in productivity.


Types of Plan
 Option Plans (CSOPs, EMI, SAYE)

» LTIPs (conditional & restricted share
awards etc.)

» Share Purchase Plans (“SIPs”)
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Presentation Notes
There are two basic types of share plans:

Option plans are plans under which Participants are given the right to buy shares at a future date. (e.g. executive or discretionary schemes and save as you earn (all employee) share schemes); and

Long Term Incentive Plans (e.g. Conditional share award plans are plans under which Participants are awarded shares which are not released until a future date and then normally only if certain performance conditions have been met). Restricted share plan is where the executive is awarded the shares outright but on the basis that the shares may be forfeited if the performance conditions are not met or the executive does not remain in service for a set period. The executive will become the legal and beneficial owner of the shares from the date of the award, although they will remain subject to a risk of forfeiture.

Share Purchase Plans (SIP) was introduced in the FA 2000 and is an all employee plan and a form of share purchase plan.


Company Share Option Plans
“*CSOPs”

Selected participants are granted rights to
acquire shares

Approved or unapproved
Performance targets
EXxercise Price
Frequency of grants
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 These are plans under which selected participants are granted rights to acquire shares in the future (normally at least 3 years later) on payment of the option price (usually the market value of the company's shares at the date of grant or averaged over a period of up to five days up to the date of grant). 

 Schemes are either approved by the Inland Revenue (when they are subject to detailed requirements) or unapproved.

 Approved schemes – no income tax or NIC on grant or exercise

 Unapproved schemes – no income tax or NIC on grant as long as options are exercisable within 7 years; income tax and NIC charge on exercise.

 Approved options are limited to a total value of £30,000 at the time of grant (calculated by multiplying the number of shares under option by the market price at the time of grant).  This is an overall limit, not an annual one. Any options granted over this amount will then be unapproved. 

 Share options may be granted subject to performance conditions. They are only exercisable if the P/C is met.

The exercise price of an approved option must not be ‘manifestly less’ than the market value of a share on the date of grant – in other words, it cannot be granted at a discount.

Grants of options must be on a phased basis, rather than in a single tranche (for example, on commencing employment).




Enterprise Management
Incentive ("EMI”) plans

EMIs were introduced by the Finance Act 2000

EMI options must be over shares in an independent trading company,
which has gross assets not exceeding £30 million at the time the options
are granted

Company limit: subject to a total share value of £3 million under EMI
options to all employees.

Employee Limit: market value of up to £100,000

No income tax or National Insurance either on the grant or (assuming it
was granted at market value) on the exercise of the option.
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Employee must not hold outstanding EMI options or other Inland Revenue approved options (excluding SAYE options) which, taken together with new EMI options, would have a value of more than £100,000.

CGT taper relief runs from the date of grant; not the date of exercise.


Savings-Related Share Option Plans

Must be open to all employees, including part-time employees, subject to service
requirements which must not exceed 5 years.

Employees enter into savings contracts for 3 or 5 years and are simultaneously
grante)d options based on total anticipated savings (which may include interest and
bonus).

The proceeds from the savings contract when it matures fund the option price,
which is normally discounted by up to 20% of the market value of the shares at the
date of invitation or grant.

SAYE schemes are approved by the Inland Revenue.

The option holder does not pay income tax on the grant or the exercise of the option
but may suffer a charge to capital gains tax when the shares are sold.
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Must be open to all employees, including part-time employees, subject to service requirements which must not exceed 5 years. Employees enter into savings contracts for 3 or 5 years and are simultaneously granted options based on total anticipated savings (which may include interest and bonus). The proceeds from the savings contract when it matures fund the option price, which is normally discounted by up to 20% of the market value of the shares at the date of invitation or grant. SAYE schemes are approved by the Inland Revenue.  The option holder does not pay income tax on the grant or the exercise of the option but may suffer a charge to capital gains tax when the shares are sold.


LTIPs

Conditional Share Awards
Forfeitable Whole Share Awards
Deferred Bonus Share Plans
Bonus Matching Plan
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Put simply, a conditional share award is an award of a number of shares of which the employee will become an owner at a future date if specified conditions are met.

Forfeitable shares are shares awarded to employees now but which are held in Trust for a specified period subject to a risk that they may be forfeited if certain specified conditions are not met during that period.

Deferred Share Bonus Plans are where part or all of a bonus is paid in shares which are held in Trust for a period (typically 3 years). 

Bonus Matching Plan - the objective of a bonus matching scheme (BMS) is to encourage an executive to remain in employment by permitting or requiring him to defer all or part of his annual bonus, which is then invested in shares. In return for retaining those shares for a set period, and remaining in employment (and usually the company achieving a performance target), the executive will receive a number of ‘matching’ shares after the set period. Accordingly, the executive benefits from any increase in value of both categories of shares.








Share Purchase Plans
Share Incentive Plan
Partnership Shares
Matching Shares

Free Shares
Dividend Shares
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This is a share purchase plan. There are three types of award: free shares, matching shares or partnership shares.

Free shares

Employers can give employees up to £3,000 of shares each year free of tax and National Insurance.  Some or all of these shares can be awarded to employees for reaching performance targets.

Partnership shares

Employees are able to buy partnership shares out of their pre-tax salary, up to a maximum of £1,500 a year, free of tax and National Insurance.  

Matching shares

Employers can match partnership shares by giving employees up to 2 free shares for each partnership share they buy.


Share Purchase Plans cont.

Free shares

Partnership
shares

Matching shares

Dividend shares

Tax on award

None

None - tax relief
for salary used to
buy shares

None

None

Tax on removal of shares
from plan within 3 years of
award

On market value
when taken out

On market value
when taken out

On market value
when taken out

Original dividend
taxable but in
year when shares
taken out of Plan

Tax on removal between 3 | On lower of value at | On lower of On lower of value None
and 5 years of award award & value on salary used to at award & value
removal from Plan buy shares & on removal from

value on removal Plan

from Plan
Tax on removal after five None None None None
years
CGT on removal -any time | None None None None
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This slide illustrates the tax treatment for the different types of shares. If you leave the shares in the plan for 5 years – you do not pay income tax or NIC when you take them out of the trust. There is no CGT either.


Other issues

» Age Discrimination

 Unlawful for companies to treat their employees
differently on the grounds of age;

 Plan rules need to be reviewed so that they
comply with The Employment Equality (Age)
Regulations 2006 (the "Age Regulations")

« Communication of plans
* Accounting issues
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Companies must take great care to ensure that they are not discriminating against employees on grounds of age in either the structure or operation of their share plans. HM Revenue and Customs ("HMRC") have agreed a policy on how they will treat the necessary changes. Every company should undertake a thorough review of their plan rules and grant policies to see if they fall foul of the Age Regulations and make amendments where necessary. In many cases the amendments will require prior shareholder approval and changes to approved plans will need advance HMRC consent. Companies might choose to make amendments to Eligibility, Retirees, Existing Awards.

Communication is key to achieve a good take up on your share plans.

The International Financial Reporting Standard (IFRS2 Share based payment) was published in February 2004.  The equivalent UK standard is FRS 20.  The disclosure requirements are onerous.

23 Jan 2007 - UK's Accounting Standard Board announced a major relaxation of the requirements for FRS20 Share Based Payments for smaller companies that report under FRSSE – the reporting standard for smaller entities.  The revised standard is effective for accounting periods beginning on or after 1 January 2007. In March 2006 the Accounting Standards Board published proposed amendments to FRS 20 (in line with amendments to be made to IFRS 2) that will have particular impact on companies operating SAYE plans and SIPs. The proposed amendments will require a company to recognise an accelerated charge to its profit and loss account where options are cancelled by employees (as well as by the company). The exception to this is where the cancellation is due to the failure of "vesting conditions“ (broadly "performance conditions" or the option holder ceasing employment). One case in which the change would have an important impact is where a participant in an SAYE plan is unable to continue his monthly savings contract and allows his options to lapse. This would be treated as a cancellation due to the failure of a non-vesting condition. The employer would, in these circumstances, have to recognise an accelerated charge to its profit and loss account.






Phantom Share Plans/SARs

» Uses for “phantoms”

e Cash settled SARs
* Equity settled SARs
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A phantom share option is a right to receive a payment in cash (not shares) based on the increase in value of a set number of shares over a set period. No shares are actually issued or transferred to the option-holder on the exercise of the phantom share option.  

There is no dilution of the issued share capital as no shares are transferred to the executive on exercise of the option;

There are no regulatory requirements to be met and the plan is extremely flexible.

SAR’s are stock appreciation rights. SARs are units of value, granted as awards, to employees. They provide the right to receive an amount, in shares or cash, equal to the appreciation in a company’s shares over a period of time. Like share options, SARs are exercisable during their term, subject to vesting and other applicable conditions. Unlike shares options, no exercise price is payable.�SARs come in two varieties: share-settled SARs (“stock SARs”) are paid in company shares upon exercise. Cash-settled SARs (“cash SARs”) are paid in cash upon exercise. Selecting one over the other depends on a company’s situation, but in general, share SARs are more favorable because they foster employee ownership.


ABI Guidelines - 1

» QGuidelines cover all share plans
 Latest Guidelines published December 2006
* Five key principles:

- Remuneration policies should promote long term value creation and
should be aligned to corporate objectives.

- Remuneration Committees must oversee remuneration practices and
should engage with shareholders on such matters.

- Remuneration levels should retain and motivate but benchmarking
should be treated cautiously to avoid ratcheting effects.

- Remuneration arrangements should be performance linked, promote
alignment with shareholders' interests and be clear and
understandable.

- Payments for non-performance should be avoided.
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The Association of British Insurers (the ABI) have been issuing guidelines on executive remuneration and share incentive plans for fully listed companies since July 1999. The guidance can be found on the ABI website (www.abi.org.uk) under Investment Affairs, Corporate Governance and Investment Guidelines.  Apply to listed companies – other companies comply for best practice.

The guidance covers all share plans, whether options or conditional share awards and whether the awards vest in the form of shares or cash (calculated by reference to the gain in share price). 

The Association of British Insurers (ABI) published revised guidelines in December 2006 on executive remuneration. Five key principles:

Remuneration policies should promote long term value creation and should be aligned to corporate objectives. 

Remuneration Committees must oversee remuneration practices and should engage with shareholders on such matters. 

Remuneration levels should retain and motivate but benchmarking should be treated cautiously to avoid ratcheting effects. 

Remuneration arrangements should be performance linked, promote alignment with shareholders' interests and be clear and understandable. 

Payments for non-performance should be avoided. 




ABI Guidelines - 2

Share Plans:

> The ABI have given encouragement to Remuneration Committees to consider

applying performance periods for long term incentives that are more than the
normal three years.

Pre-grant performance is generally not suitable.

The guidelines no longer make any distinction between the treatment of leavers
by reason of retirement and other "good leavers". This is in order to address
age discrimination concerns. The ABI's preference in all such good leaver
situations is for there to be time pro-rating of awards for the period to leaving
and for performance conditions to apply either over the original performance
period or over the shortened period to leaving.

Dilution limits - The main 5% (executive plans) and 10% (all plans) dilution
limits remain unchanged. However the flexibility for very small plcs to apply
only the 10% limit has been extended from companies of up to £5m total
market cap to companies of up to £10m market cap.
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The guidance on share plans is materially unchanged.  However, there are five points of detail that are worth noting:

a)  The ABI have given encouragement to Remuneration Committees to consider applying performance periods for long term incentives that are more than the normal three years.  The ABI's view is that this would be consistent with the new statutory requirement on directors to consider the long term consequences when fulfilling the directors' duty to promote the success of the company. 

b)  In previous years' guidelines there has been an extensive section on the circumstances in which it may be possible to apply pre-grant performance conditions to share awards, rather than having performance conditions apply between grant and vesting.  This section has been replaced with a succinct statement that pre-grant performance is generally not suitable.  

c)  Leavers' rights – The guidelines no longer make any distinction between the treatment of leavers by reason of retirement and other "good leavers".  This is in order to address age discrimination concerns.  The ABI's preference in all such good leaver situations is for there to be time pro-rating of awards for the period to leaving and for performance conditions to apply either over the original performance period or over the shortened period to leaving.

d)  Dilution limits – The main 5% (executive plans) and 10% (all plans) dilution limits remain unchanged.  However the flexibility for very small plcs to apply only the 10% limit has been extended from companies of up to £5m total market cap to companies of up to £10m market cap.


ABI Guidelines - 3

NEDs

Discounts

Repricing

42 days grant window

10 year life of plans

3 to 10 year exercise window
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Non-executive directors may have their fees paid in the form of shares at the full market price but should not participate in any share incentive plans.

Shares or options should not be granted at a discount to the prevailing market price. 

Phased grants are encouraged.	

The repricing or reissue of underwater options is not appropriate.

Share options or awards should normally be granted only within a 42 day period following the publication of the company’s results for any period.

The life of a plan should not be more than 10 years.  No awards should be made under a plan after this time (though existing awards will vest after this).  Shares and options should not vest or be exercisable within 3 or more than 10 years from the date of grant. 


International Plans

Real shares or phantom
Prospectus Directive
Local tax issues

complex maze of legal, regulatory and
administrative requirements

Transfer Pricing
Administration and Communication
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Company will need to decide on whether to offer shares or cash in each country depending on the tax, legal and securities implications.

The EU prospectus directive may apply and require a prospectus to be issued.

Local tax laws may create a tax liability on grant and/or on exercise of the option/award.

Complex maze: from corporate, securities, regulations, tax, employment, exchange control, data protection issues to the questions of how overseas employees can hold or sell their shares and how their dividends will be paid to them. 

Transfer pricing rules apply where a UK parent company grants options to employees of overseas subsidiaries.  These grants count as benefits to the overseas company and the UK parent is deemed to receive taxable income in return. Following a decision in the European Court of Justice, these rules have recently been extended to cover grants to employees of UK (as well as overseas) subsidiaries. For SME’s (with staff throughout the group of less than 250) there will be a new transfer pricing exemption.  

Need to plan the project from conception to launch, co-ordinating the input of all parties, from overseas advisers, administrators, banks, and translators to the printers. Ensure that any post-launch and ongoing matters are dealt with swiftly and efficiently. Need to address administration and communication is key.


SHARE INCENTIVE PLANS

by
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MM & K Limited

authorised and regulated by the Financial Services Authority
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Presentation Notes
I am happy to answer any questions now or later. 


	�SHARE INCENTIVE PLANS��by��Rashree Chhatrisha�MM & K Limited�12 September 2007��authorised and regulated by the Financial Services Authority�
	Types of Plan 
	Company Share Option Plans “CSOPs”
	Enterprise Management Incentive (“EMI”) plans
	Savings-Related Share Option Plans �
	LTIPs
	Share Purchase Plans
	Share Purchase Plans cont.
	Other issues
	Phantom Share Plans/SARs
	ABI Guidelines - 1
	ABI Guidelines - 2
	ABI Guidelines - 3
	International Plans
	SHARE INCENTIVE PLANS

