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R e f o r m  o f  t h e  ta x a t i o n  o f  
e m p l o y e e  s h a r e  s c h e m e s

Care is needed to ensure that the collection of tax is 
not used to manipulate the remuneration market in 
ways which lead to unintended results.  Egan 
Associates supports the streamlining of the collection 
of tax provided that the sound commercial and social 
functions of employee share plans are protected and 
enhanced. 
 
Introduction 
Our observations are not so much in regard to the 
means by which the Government’s regulation of the 
taxation of benefits arising from share plan 
participation is determined, but rather about the 
principles underlying that regulation.  In accord with 
many countries in the developed world, Australia has 
an excellent record for successfully encouraging 
employees to take up shares in their employer 
companies, be they private companies, multinationals 
or publicly listed companies.   
 
Recent Government findings reveal, however, that 
there are some employee participants who have either 
knowingly or carelessly avoided paying tax on some or 
all of the benefits arising from their participation in 
share plan programs.  Most Australians would applaud 
steps to counter this.  Our main concern is that a clear 
perception of the principles being addressed is 
maintained throughout. 
 
The principles 
Protection of the main stakeholders 
The public response to the 2009 Federal Budget 
proposals has illustrated the wide range of 
stakeholders in employee share plans.  These include:
 

• the shareholders in the employer companies 
who accept sharing some of the “corporate 
cake” to encourage improved morale and 
performance; 

• the employees who are the key operator 
stakeholders who seek participation in the 
company’s increasing prosperity to which 
they have contributed; 

• the nation which is seeking the engagement 
of entrepreneurs and employees in 
enhancing the wealth and reputation of the 
nation;  

• the representatives of the stakeholders who 
support the reasoned and equitable 
participation of all stakeholders; and 

• the government having the responsibility to 
optimise tax collections to which they are 
entitled while at the same time supporting 
legitimate measures to improve the function 
and output of commercial enterprises. 
 

The broad range of this list emphasises the need for a 
careful and efficient approach to the problem. 
 

Government attitude 
The basic employee share plan is designed to 
align the interests of employees with the 
shareholders so that the true community of interest 
in the success of the company is made clear to the 
employees.  Any regulation should be carefully 
scrutinised to ensure that this primary function is 
protected. 
 
The fact that some plans may have  been 
designed for the benefit of a limited number of 
participants should not be made an excuse to 
prevent thousands of Australians from sharing in 
the benefits of their own hard work.  This means 
that employers and their advisers will need: 
 

• clarity and certainty as to the nature and 
timing of government action; 

• better understanding on the part of 
government as to the nature of 
employee share plans and their function;

• a commitment by government to 
supporting ordinary Australian 
employers and protecting them from the 
abuse of these plans. 

 
A symptom of a problem of attitude may be found 
in the nomenclature used in government regulation 
and literature in this area.  Companies, advisers, 
participants and commentators call these 
arrangements “employee share plans”.   
 
The government material refers to them as 
“employee share schemes”.  The word “scheme” 
may have quite innocent implications but it does 
have pejorative implications which are 
inappropriate for most plans and most participants.
 
Protection of Australian tax revenue 
Australians are recognised round the world as 
working long hours and being careful and 
dedicated employers and employees.  They 
expect that appropriate tax is collected from 
income earned (including the gross value of 
benefits arising from participation in employee 
share plans).  As well, they expect that the 
government will be vigilant to close off loopholes 
where tax is being evaded or significantly reduced 
due to unintended consequences of legislation. 
 
It is clear that there are several serious 
deficiencies in the collection  of tax on benefits 
under share plans.  This is mainly due to existing 
legislation and regulation.  It is important that 
these shortcomings are removed as much to 
protect the rights of the majority of share plan 
participants as to collect the tax. 

This article is based on material provided to the Productivity Commission in a 
submission on its enquiry into director and executive remuneration in Australia 
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Tax exempt plans 
Egan Associates’ view is that all employees, 
irrespective of their salary level, should be entitled to 
participate in the $1,000 concessional share plan.   
 
That is, there should be no cap on salary for the 
purpose of participation.  We do, however, hold the 
view that those employees who choose to 
participate in the tax exempt plan not be eligible for 
participation in any other plan.  This enables all 
employees, irrespective of their salary level, to have 
an engagement or participation in an equity plan.   
 
Many large companies may restrict participation in 
performance tensioned options, rights and other 
plans to senior management staff who may be in 
receipt of base salaries in excess of $200,000 or 
indeed $300,000 per annum.   
 
The imposition of an arbitrary cap at $180,000 
disqualifies many employees from sharing in the 
prosperity of the companies for whom they work 
through employer sponsored plans.  It would be our 
judgement that the loss of tax revenue from the 
above strategy would be far less than would arise 
from the careful management of ensuring that staff 
at all levels who participate in plans other than the 
tax exempt plan meet their tax obligations arising 
from any benefit through such participation on the 
basis that that benefit is treated as ordinary income. 
 
Tax problems 
We note that, after extensive consultation, the 
government has addressed several of the problems 
arising from the collection of tax on the proceeds of 
certain equity plans. 
 


