
In good economic times, a share plan can be a highly effective means of attracting, 
retaining and incentivising key people - particularly for fast growing New Zealand 
companies competing against cash rich foreign competitors. 

Employee equity plans 

Have they ever been more important to business?

pwc

In the current economic climate where cost cutting is at the 
front of the minds of many business owners, building and 
retaining a top flight team should be more important than 
ever. The 12th Annual Pricewaterhousecoopers Global CEO 
Survey shows both cost and retention of talent to be high 
but competing priorities of global business leaders. 

Given their cashless nature and the large potential upside 
in the current market, equity plans have arguably become 
even more valuable – a cost effective means of rewarding 

key personnel, retaining them in the face of economic turmoil 
and incentivising them to focus on the potential upside as 
co-owners of the business. 

In this article, Chris Place discusses briefly why he believes 
that 2009 should see a proliferation of equity schemes in 
New Zealand, and describes how these schemes are often 
structured. Chris is a Partner in Pricewaterhousecoopers’ 
taxation services and executive reward practice. His contact 
details are: chris.g.place@nz.pwc.com



Securing commitment
Share plans are often seen as an ideal way to secure the 
commitment of key personnel without being a drain on cash 
flow – they are a common feature of local and (more so) 
international firms competing for the same talent. It is widely 
acknowledged that employee ownership can lead to greater 
commitment, incentivisation and retention of key people  
i.e. employees think and act like owners, with a vested 
interest in the success of their employer. This is crucial in 
both good and bad times.

Competing for talent and employee 
buy-in
For fast growing New Zealand companies, their cashless 
nature means that equity awards have often been an essential 
tool in enabling companies to compete for talent against 
the bigger cash packages of foreign competitors, and also 
to leverage/enable management “buy-in” over time. In the 
private company space, equity plans are often as much 
about succession planning as they are about incentivisation. 
Realisation of benefits is frequently funded by the market if the 
company is listed, or through participating in a trade-sale or 
other exit in the case of closely held companies.

Alignment and tax
New Zealand, unlike most of our trading partners, currently 
has no capital gains tax. Equity plans generally seek to align 
the interests of executives and owners. In this country, true 
alignment economically can mean alignment in tax terms too. 

Employee share ownership can in many cases result in 
share gains being taxed on the same basis as other share 
investors, rather than as employment related benefits. This 
is particularly the case when participants “buy in” at market 
value. Depending on plan design, share gains should, where 
long term ownership is the goal, frequently be derived “on 
capital account” and tax free for employees. 

This means that in addition to being cashless, New Zealand 
equity plans stack up well against cash remuneration and similar 
schemes in competitor countries from a cost/post tax benefit 
perspective. For example, cash remuneration (which comes at a 

cash cost to the employer) is fully taxable to employees  
(at current marginal tax rates of up to 39%), whereas in  
Australia capital gains can be taxed at as high a rate as 45% 
(although concessions of up to 50% may be available). 

Simply put, on a dollar for dollar basis, equity in New Zealand 
can deliver considerably better post tax value to employees 
than cash, or in other jurisdictions, equity. This can only be 
good news for employer and employee alike.

The economic crisis
The current global financial crisis has changed the focus 
of company owners and leaders, who face a common 
challenge – how to meet the demands for short term 
survival, while ensuring their businesses will be durable over 
the long term. In the 12th Annual PricewaterhouseCoopers 
Global CEO Survey, a key theme of global survey results was 
the need to balance the immediate drive to cut costs and 
reduce (non critical) headcount, against the retention of key 
talent that will keep business afloat and help capitalise on the 
recovery when it comes. 

In the writer’s view employee and executive equity plans 
should (and will, he predicts) prove to be an invaluable tool 
assisting companies walk this tightrope in New Zealand.  
This is because:

Equity benefits are cash free to the employer  •	
(and frequently funded by the market on a trade sale or 
other exit), therefore a low cash cost way of rewarding 
and retaining key personnel;

The cost to entry is in many cases lower at present as •	
values are typically depressed;

From a lower cost base, in the current environment •	
equity can provide real upside potential, and accordingly 
a meaningful incentive to management to stick with the 
company and commit to turning the company around;

Team members who feel like owners are more likely to •	
act like owners and invest concerted discretionary effort 
in staving off disaster; and

Not only is equity cashless for the company, but benefits •	
derived by employee shareholders should in many cases 
not be diluted by a tax liability.
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One of the real challenges that faces 
emerging businesses is to develop 
a remuneration system that attracts, 
retains and incentivises key people. 



Structuring participation and risk

The options

There are a number of ways of structuring equity plans. 
Examples of common plans and how they work are 
summarised in the table at the end of this article. Most of 
these plans can be designed to fit all commercial needs and 
can include performance criteria linked to the drivers of any 
company. These plans vary in terms of economics, complexity, 
flexibility, accounting and tax impact, implementation cost, 
legal consequences and risk – in short the implementation 
process needs to be carefully managed. 

Risk 
We anticipate that, in the current environment, protecting 
employee participants from risk will be a crucial ingredient 
to employee appetite for equity. This is generally achievable 
with appropriate structuring and legal advice.

Accounting, legal and tax advice
Accounting and legal advice are essential, as is tax advice. 
From an accounting perspective, although there is no cash 
cost, under IFRS there will be an accounting cost to the 
profit and loss account. The rules are relatively complex. 
Legal advice must also be obtained to ensure company and 
securities law is complied with. 

Tax is also a key issue, and poor tax planning can undermine 
plan objectives. For example, some schemes may crystallise 
a tax liability for participants at a time when participants must 
also fund the purchase of shares – this can run counter to 
encouraging long term ownership as it may force the sale 
of shares. On the other hand long term ownership and 
appropriate planning can mean that benefits are taxed on the 
basis of investment, rather than employment.

Conclusion
A well thought out equity participation plan should: 

Provide significant benefit potential with no impact on •	
cash flow;

make key team members think and act like owners of •	
the business, and align the objectives of the team and 
shareholders;

retain key people through tough times when cash  •	
is tight;

incentivise high performance and align reward with •	
performance; and

focus key people on attainment of long term objectives •	
(without necessarily losing sight of the short term).

Most would agree these objectives are crucial elements to 
successfully weathering the current economic storm.
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The options

Options Employee share loans Convertible notes Performance share rights Partly paid shares

Description A right to purchase shares 
in the future at a set price, 
typically issue date market 
value, but this can be 
varied to requirement or 
may change over time 
depending on performance 

Employer provides loan 
to employee to purchase 
shares, either with or 
without interest

Loan by employee to 
company which can be 
repaid to employee in 
either cash or shares if 
shares have grown in value 

Similar to options, but 
typically no purchase 
price required when rights 
are converted to shares 
i.e. shares delivered 
for nil consideration on 
performance being met

Shares acquired at 
market value, but partly 
paid (often to 1c) on 
commencement, with 
the balance called by 
the company later

Design Highly variable, 
performance measures  
as required

Highly variable, 
performance measures  
as required

Highly variable, 
performance measures  
as required

Highly variable, 
performance measures  
as required

Highly variable, 
performance measures 
as required

Risk protection 
for employee#

No risk to employees as 
lapses if out of the money

Achievable Achievable No risk to employees as 
lapses if out of the money

Achievable

Complexity Simple to implement  
and understand

Relatively simple 
to implement and 
understand

Complex to implement 
and understand

Relatively simple 
to implement and 
understand 

Relatively simple 
to implement and 
understand

Tax for 
employee*

Growth in value over 
scheme life fully taxable

Share gains potentially tax 
free if on capital account

Share gains potentially tax 
free if on capital account

Full value taxable Share gains potentially 
tax free if on capital 
account

Tax for 
company*

No FBT liability or other 
tax cost for company

Potentially no liability, 
however interest free loan 
may attract FBT in  
certain circumstances

Potentially no FBT  
liability or other tax cost 
for company

Potentially no FBT  
liability or other tax cost 
for company

Potentially no FBT 
liability or other tax cost 
for company

 
Notes 

# Subject to appropriate legal advice 

* The tax rules in this area will generally tax any discount to market value when shares are purchased, and may impose FBT in certain circumstances. 
Consequently options and performance share rights are fully taxed when exercised to the extent of any discount to market value. To be noted is that  
“tax free” in relation to the other schemes listed assumes market value is paid at the commencement of the scheme when the shares are acquired.  
The growth in value of the shares from the commencement of these latter schemes should be tax free if held on capital account.

 The tax comments above are general in nature, assume appropriate implementation and review by a competent professional tax advisor with expertise in 
this area, and should not be construed as tax advice to any person.

Some examples of New Zealand equity plans are listed 
below, together with basic commentary. This is by no means 
exhaustive. Note there are a number of other equity schemes 
which are also potentially applicable in the New Zealand 
market. The schemes listed below can also be varied, added 
to or combined depending on commercial needs. 

All schemes are generally highly flexible and can be tailored 
to specific requirements. Note that legal, accounting and tax 
advice must always be taken. Typically all these schemes  
will have a three year vesting period, but again this is variable 
as required.

Disclaimer: Employee Equity Plans is intended as a guide only. Readers are advised that before acting on any matter arising in this bulletin, they should consult a 
PricewaterhouseCoopers senior staff member. 

© 2009 PricewaterhouseCoopers.
PricewaterhouseCoopers refers to the network of member firms of PricewaterhouseCoopers International Limited, each of which is a separate and 
independent legal entity. 

All rights reserved.
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