
9/14/18

CEO Day 1

Pw C

Swiss Startup Day
25 Septem ber 20 18 - B ern

Incentive Plans for Startups

P w C K ellerhals C arrard

R em o  S ch m id , P artn er K arim  M aizar , P artn er
remo.schmid@ch.pwc.com karim.maizar@kellerhals-carrrard.ch
+41 58 792 46 08 +41 58 200 39 42

1
25.9.2018Sw iss S tartup D ay

Pw C

Contents
A) Introduction

• Overview of Compensation Elements

• Overview of Long Term Incentives

• Taxation Principles of Long Term Incentives

• Vesting

B) Case Study: Welldone Ltd.

Implementing the Plan

Design Considerations

Operating the Plan

Exit / Trade Sale

• Option Plan
• Share Plan
• Virtual Share (or 

Option) Plan

2
25.9.2018Sw iss S tartup D ay

mailto:remo.schmid@ch.pwc.com
mailto:karim.maizar@kellerhals-carrrard.ch


9/14/18

CEO Day 2

Pw C

Contents

A) Introduction
• Overview of Compensation Elements

• Overview of Long Term Incentives

• Taxation Principles of Long Term Incentives
• Vesting

3
25.9.2018Sw iss S tartup D ay

Pw C

Overview of Compensation Elements

LTI
( E q u i t y )

Bonus

Variable

Direct ‘cash out’
for the company

Prospective
long-term

Retrospective
short-term

Base 
Salary

Short-term Incentive 
Bonus (STI)

Long-term 
Incentives (LTI)

Pensions
& Social 
Security

Fringe Benefits

Fix

Introduction
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Introduction

Stage Considerations

Pre-seed/ Seed
• Founders often too busy for an ESOP
• Key employees are given incentives on an ad hoc basis or based on a 

letter of intent

Early stage • Investors will almost always request an incentive plan
• Incentive planis created pre or post money

Laterstage
• Startups at this stage begin to steadily ramp-up hiring and 

compensationbut incentive plans still matter a lot (may lead to 
increasing the ESOP size)

Overview of Compensation Elements
W hen to  create incentive p lans?
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Introduction

Seniority Equity Allocation

First 10 Employees 10%

Next 20 Employees 5%

Next 50 Employees 5%

Early-stage equity grants are always a negotiation, but generally: 

–C-Level: 1-5% 
–Key Developer or Engineer: 1-2% 
–Other Functional Team Member: 0.5-1.5% 
–No non-founding member of the senior team should receive over 10% 

Overview of Compensation Elements 
H ow  m uch to  grant? A  typical d istribution  schedule
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Eligible employees
Founders can 
be included 

(but rather uncommon)

Other key
people

Other employees

Top
Mgmt

Typically 
not eligible

Design Considerations
E lig ibility  and size

Introduction
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Introduction

Instruments Definition

Shares
The employee receives (or can buy at preferential conditions) shares of 
the company and thus becomes a shareholder of his employer. 

He has full shareholder rights, including voting and dividend rights.

Options

The right of an employee to acquire shares of the company during a 
period of time in the future at a fixed price. 

Until the exercise of options, the employee has no shareholder rights 
whatsoever.

Virtual shares / 
options (SARs)

The right of an employee to receive a cash payment in the future 
whereas the benefit is linked to the company value development.

The employee can benefit either from the full value of the virtual share 
that was granted to him (phantom share) or from the value created since 
the date of grant only (SAR = share appreciation right)

Overview of Long Term Incentives
D efinition  of instrum ents
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Topic Shares Options Virtual shares / 
virtual options

Shareholder 
structure

Number of shareholders 
will grow immediately

Number of shareholders 
will usually not grow as 
options are typically 
exercised later, e.g. at 
exit

No effects on 
shareholder base

Dilution
Fully dilutive on capital 
and voting rights

Upon exercise, fully 
dilutive on capital and 
voting rights

Fully dilutive on value 
only

Funding
New shares need to be 
issued (capital increase) 
or existing shares need 
to be transferred

Upon exercise, new 
shares need to be issued 
(capital increase) or 
existing shares need to 
be transferred via 
company

Cash-based, hence no 
special funding required 
(other than having cash 
reserves available)

Overview of Long Term Incentives
Q uick com parison (1/2)

Introduction
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Topic Shares Options Virtual shares / 
virtual options

Valuation issues
At grant, shares need to 
be objectively valued for 
tax purposes

At exercise, shares need 
to be objectively valued 
for tax purposes

No valuation issues for 
tax purposes

Accounting 
issues

Usually none under the 
Swiss Code of 
Obligations

Usually none under the 
Swiss Code of 
Obligations

Claim of employees may 
be or become a liability 

Taxes and social 
security charges

Shares are subject to tax 
and social security 
charges (unless they are 
purchased at full tax 
value) at acquisition

Options are subject to 
tax and social security 
charges upon exercise

Payments are subject to 
tax and social security 
charges

General 
complexity High High Medium

Costs High Medium Low-medium

Overview of Long Term Incentives
Q uick com parison (2/2)

Introduction
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Taxation Principles of Long Term Incentives
T axation of share plans

Introduction

• Taxation of the shares at the date of acquisition (tax value): Difference between the 
tax value at acquisition and the lower purchase price = taxable employment income 
of the employee

• Realization of value increase of the employee-shares is a tax-free capital gain resp. 
loss

value

time

tax-free 
capital 
gain

taxable 
income 
at grant 
(in case no 
price paid)

grant
of shares

sale
of shares
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Taxation Principles of Long Term Incentives
T axation of share p lans (continued)

Introduction

• With pre-approval of the tax authorities, the income tax can be levied on a formula 
value (e.g. based on EBIT, EBITDA, revenue or other financial indicators). This leads to 
a reduction of the taxable amount (for startups, the formula value is almost always 
lower than the fair market value)

• In case of a later sale, only the increase of the formula value will be considered tax-free 
private capital gain, while any exceeding proceeds will be taxed as employment income 

• Company must have a right to buy back (or at least a ROFR) the shares at the formula 
value (in case a formula is used despite the availability of a fair market value) 

value

time

tax-free 
capital 
gain

Taxable income 
at grant (in case 
no price paid)

grant
of shares

sale
of shares

taxable income 
at sale

value

time

tax-free 
capital 
gain

taxable 
income 
at grant 
(in case no 
price paid)

grant
of shares

sale
of shares
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Taxation Principles of Long Term Incentives
T axation of stock options

Introduction

• Stock options are taxable at the time of exercise
• No possibility for a tax-free capital gain for the employee (on the options) 

v
a

lu
e

t im e

Taxable 

incom e at 
exercise

Exercise price

grant

of option

sale

of shares

fa
ir 

m
ar

ke
t v

al
ue

exercise

of option

Tax-free 

capita l gain
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Vesting
Vesting schedule

Introduction

• Vesting = Earning the instrument over time (and/or based on performance)
- A vesting period describes a period of time, during which an employee has to earn 

the grant of e.g. an option 
- Vesting period is usually between 2 and 4 years with a one-year cliff and 

thereafter vesting based on e.g. a monthly basis
- What happens if an employee leaves during or after the vesting period?

- Before the cliff: Typically lapse of all shares/options
- After the cliff: 

- Good leavers typically can keep vested options and loose unvested ones
- Bad leavers typically loose all shares/options

- Shares after the vesting period: Typically, the company has a purchase right 
at fair market value (good leaver) or at a lower value (bad leaver)

- Accelerated vesting is typical upon Liquidity Event (single-trigger/double-trigger)

17
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Vesting
E xam ple: standard vesting  w ith  a  cliff

Introduction

• New hire
• Granted options for 1’000 shares

• 4-year vesting schedule with 1-year cliff

- At 12 months earns 200 shares
- Then earns ~22 shares per month

M o n t h ly v e s t i n g

T h e  c l i f f

0  m onth 12  m onth 48  m onth24 m onth 36 m onth

20 0  sh ares

1’0 0 0  sh ares

60 0  sh ares

40 0  sh ares

8 0 0  sh ares

V
ested

O
p

tio
n

s

M o n th s o n  th e jo b
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Case Study: Welldone Ltd.
Case Study: WelldoneLtd.

• Welldone Ltd. is a privately owned technology startup company based in Zurich, 
aiming at offering global virtual networks and smart technologies to customers 
requiring cost effective solutions

• Welldone was incorporated in 2017 by 3 skilled professionals (founders) with 
entrepreneurial spirit who share a vision for pioneering technologies

• A few months after the incorporation, Welldone raised CHF 600,000 from business 
angels in Switzerland and invested the funds in product development and additional 
staffing resulting in the hiring of more than 10 employees

• Welldone is aiming at conducting a CHF 1.5m Series A financing round later this 
year (2018). In order to boost product development and prepare market entry

• Given the increased number of employees, Welldone decided to create a long term 
incentive plan (LTI) for its management team, key employees and international 
agents in order to align the people’ interest with the company’s long term business 
strategy

• Which incentive plan should Welldone choose? 

20
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Design Considerations
W hich p lan?

Case Study: WelldoneLtd.

Welldone Ltd.
• After assessing different alternatives (shares, options, virtual shares/options), it was 

concluded that a real participation should be offered and not a phantom scheme
• Considering various possibilities an option plan meets the requirements best, 

especially because:
n o  u p - fr o n t  

in v e s tm e n t  is  
n e e d e d

n o  im m e d ia te  

e ffe c t  o n  
s h a r e h o ld e r  b a s e

o p t io n s  p r o v id e  a n  

in c e n t iv e  to  
in c r e a s e  th e  

(c o m p a n y )  v a lu e

h ig h  a c c e p ta n c e  

r a te  a m o n g  
in s t itu t io n a l 

in v e s to r s  (V C s )

o p t io n s  c a n  la p s e  

in  c a s e  o f  
te r m in a t io n  
( r e te n t io n )
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Design Considerations
M ain term s of option  p lan - design

Case Study: WelldoneLtd. –Option Plan

• Vesting schedule: Typically graded over 2–4 years with a 1 year “cliff”
• Option term: Up to 10 years
• Exercise Price: Initially often nominal*, in growth and later stages „at the money“
• Exercise can be subject to additional conditions, e.g. performance conditions (rare, 

at least in early stage startups) or knock-in conditions (e.g. liquidity event)
• Frequency: Intervals vs. one-off grants
• Funding: Conditional share capital OR founder shares

* I n  c a s e  o f  U S  t a x  p a r t i c i p a n t s ,  e x e r c i s e  p r i c e  s h o u ld  b e  a t  l e a s t  m a r k e t  v a lu e  t o  a v o i d  t a x  i s s u e s

Grant of 
option

Exercise

Share value
Exercise Gain 
(spread)

Exercise
Price

Vesting Expiry
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Design Considerations
M ain term s of option  p lan - events

Case Study: WelldoneLtd. –Option Plan

• Single trigger acceleration vs. double trigger acceleration
• In VC-backed startups often double-trigger acceleration

Acceleration 
in case of a 

liquidity 
event:

• All options (whether vested or unvested) lapse entirely 
(employment law!)

• All unvested options lapse entirely, vested options continue to 
be exercisable until expiry

• All unvested options lapse entirely, vested options continue to 
be exercisable (sometimes only within a certain period of time, 
e.g. 6 or 12 months)

• Good leaver vs bad leaver clauses 

Early 
termination 
of employ-

ment: 
Different 

mechanics 
can be 

implemented:
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Implementing the Option Plan
Step-by-step  process

Case Study: WelldoneLtd. –Option Plan

1. Draft term sheet with main terms of the option plan (including a tentative 
allocation spreadsheet)

2. Discuss/negotiate term sheet within board of directors, with key employees and 
investors, if any

3. Draft and finalize option plan based on the term sheet (usually done by financial or 
legal advisors in cooperation with the startup)

4. Ensure funding of shares is secured (articles of association, shareholders‘ 
agreement)

5. Have option plan (including allocation spreadsheet) approved by board of directors

6. Have option plan and allocation agreements signed by the company and the 
individual participants

7. Don‘t forget to list the granted options in the employees‘ yearly salary statement 
(Lohnausweis und Beilage dazu) and in the tax return (pro memoria)

8. If you have conditional share capital for the options: Ensure to update the clause on 
a yearly basis in accordance with the Swiss Code of Obligations.

26
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Implementing the Option Plan
T ax ruling: if, w hen and how  (1/2) 

Case Study: WelldoneLtd. –Option Plan

• What is a tax ruling?
- A tax ruling is an agreement with the tax authorities regarding the tax 

consequences of the option plan for the participants and the company
• What is the main advantage of a tax ruling?

- Certainty regarding tax consequences
- Reaching an agreement with the tax authorities regarding valuation 

issues, e.g. a lower income tax burden upon exercise of the options by 
applying a valuation formula

• Should a tax ruling be obtained in any case? If one is obtained, when should it 
be submitted?

- It depends

27
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Implementing the Option Plan
T ax ruling: if, w hen and how  (2/2)

Case Study: WelldoneLtd. –Option Plan

• How is a tax ruling obtained?
- File a written request by disclosing all plan details including the financials 

in connection with the valuation (also financing rounds)
• What are the implications of a tax ruling?

- A lower income tax burden on the part of the participant by stipulating a 
generic valuation formula for the company (on the basis of e.g. 
EBITDA or other financial indicators) based on which the value of the 
shares (upon exercise of the options) is calculated for tax purposes

- When selling the shares later on, the difference between the formula value 
of the shares at the time of the sale and the actual price received from the 
buyer is again subject to income tax (in the canton of Zurich: unless the 
time period between buying the shares at formula value (because no fair 
value was available) and the availability of a fair value (e.g. trade sale) is 
at least 5 years)

28
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Exercising Options
H ow  are options exercised? (1/3)

Case Study: WelldoneLtd. –Option Plan

• Exercise notice must be sent to bank of the company (or, 
factually, also to the company)

• Exercise notice must be accompanied by proof of payment of 
exercise price on the company’s bank account (no blocking 
account is required, Barliberierung)

• The bank (or the company) will issue/confirm the respective 
number of shares

Options 
backed by 

conditional 
share capital 
in the articles 
of incorpora-

tion

• Exercise notice must be sent to the company
• Exercise notice must be accompanied by proof of payment or 

set-off declaration
• The company will deliver the respective number of shares

Options 
backed by 
treasury 
shares

• Same procedure as in case of treasury shares, except that the 
company has to call the shares required for settling the options 
of the employee

Options 
backed by 
founders / 
investors
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Exercising Options
H ow  are options exercised? (2/3)

Case Study: WelldoneLtd. –Option Plan

• The employee becomes an actual shareholder of the company -
there are no registration or other requirements, it happens 
automatically and instantly (conditional capital)

• Exception: In case of options backed by existing shares, the 
shares must be duly transferred (formalities!)

Other 
Formalities?

• The employee should be bound by the terms of a 
shareholders’ agreement, in particular with regard to drag-
along rights (possibly also tag-along rights), transfer 
restrictions (rights of first refusal, pre-emption rights, call 
options of other shareholders and/or the company) and 
liquidated damages as enforcement incentive. Alternatively, 
the share participation plan or the shareholder’s agreement 
respectively should at least provide for a right of the company 
to re-purchase the shares or to oblige the employee to sell the 
shares in an exit event (drag-along)

Legal status 
of employee 
following the 

exercise of 
options
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Exercising Options
H ow  are options exercised? (3/3)

Case Study: WelldoneLtd. –Option Plan

• Once a year, the company will have to entrust an auditor with 
the task of verifying the issuance of shares under the option 
plan. Upon receiving the auditor’s statement, the board of 
directors will have to amend the articles from a notary to 
reflect the current amount of the share capital and amend the 
commercial register accordingly

Duties of the 
board (only if 
conditional 

capital is 
used)
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Exercising Options
Sw iss tax consequences? (1/2)

Case Study: WelldoneLtd. –Option Plan

• Based on tax laws (as from 1 January 2013) and the federal circular letter No 37 (published in 2013), unlisted stock options 
are taxable at the date of exercise

• The taxable benefit (gross employment income) equals the exercise gain, i.e. the difference between the share value at the 
date of exercise and the exercise price paid by the employee.

• How is the share value determined?
• Praktikermethode as base mechanism, resulting in most cases in 

relying on the net asset value of the company (but at least the 
nominal value of the share capital)

• If a formula has been agreed upfront, according to the formula.
• Note: It makes sense to allow the exercise per year only during 

the first 6 months of the fiscal year (because the value of the 
underlying share determined based on the financials of the 
business/calendar year is only valid for 6 months)

• The value has to be declared in the monthly salary statement 
(Lohnblatt), thus triggering social security charges and possibly 
source taxes

• Relevant value also needs to be reflected in the yearly salary 
certificates (Lohnausweis plus Beilage)

Income tax
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Exercising Options
Sw iss tax consequences? (2/2) 

Case Study: WelldoneLtd. –Option Plan

• Options need to be declared in the asset statement of the 
individual tax return with pro memoria until exercise (no 
value)

• Shares held at year end need to be declared in the asset 
statement of the tax return with the actual value

Wealth tax

34
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Exercising Options
Sw iss socia l security  charges?

Case Study: WelldoneLtd. –Option Plan

• The contributions are calculated based on the determinant 
salary, in particular the latter includes also monetary benefits 
from employee participation plans, i.e. the exercise gain 
realised by employees are subject to social security charges

• Employee participations have to be certified to the AHV 
authorities in the same way as the taxes

AHV (Old Age 
Insurance)

• Principle: Any element requiring AHV contributions also 
requires contributions for occupational benefit plan purposes, 
at least mandatory occupational benefit plans (Obligatorium), 
i.e. up to a determinant income of CHF 84‘600 (valid for 
2017)

• However, long-term incentives are generally not covered by 
the pension fund (generally only base salary plus target bonus 
up to the maximum)

BVG (Pension 
Fund)
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Trade Sale 
W elldone L td. is facing  a  liquidity  event

Case Study: WelldoneLtd. –Option Plan

Facts
• Jackpot Inc., a US-based, listed IT company wishes to acquire 100% of the shares in 

Welldone Ltd
• The board of directors and the main shareholders are in favour of the sale. A letter of 

intent regarding the sale has been signed recently
• Jackpot Inc. has initiated its due diligence exercises, including a legal due diligence

• Currently, most of the options under Welldone‘s option plan are unvested. However, 
due to a single-trigger acceleration clause, the participants of the option plan would 
be entitled to immediately exercise all options (including the unvested ones) prior to 
the exit

• Shares held (e.g. also through the exercise of options in the past) can also benefit 
from the trade sale (drag-along)

• As the trade sale materializes, all employees exercise their options prior to the trade 
sale occurring
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Trade Sale 
Sw iss tax consequences (1/2)

Case Study: WelldoneLtd. –Option Plan

• In principle, the sale of privately held shares (Aktien imPrivatvermögen) is exempt from Swiss income taxes (= tax-free 
private capital gain). Exceptions may apply in the context of shares 
held by employees

• In the case of Welldone, income taxes are levied as follows:
• Employees who have exercised options already in the past and 

who have paid their income taxes on the basis of the full market 
value at that time, will, in principle, realize a tax-free private capital gain

• Employees who exercise their options and paid or pay their 
income taxes on the basis of a formula value, will only realize a 
tax-free private capital gain on the value determined by the formula with the difference between the formula value and the 
actual price paid by Jackpot being subject to full income taxes 
(and social security)(1)

• In the canton of Zurich: Employees who have exercised their options more than 5 years ago may also realize a tax-free private 
capital gain even if they paid taxes at that time on the basis of a 
formula value (because no fair value was available)

Income tax

(1) Options exercised upon trade sale are fully taxable.
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Trade Sale 
Sw iss tax consequences (2/2)

Case Study: WelldoneLtd. –Option Plan

• No particular issues; the cash generated from the sale as per 31 
December will be part of the assets which are subject to Swiss 
wealth taxation

Wealth tax
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Questions?
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Remo Schmid, Partner
P w C
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Head Startup Desk
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Thank you!
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Annex
• Case Study Welldone Ltd.: Share Plan
• Case Study Welldone Ltd.: Virtual Share Plan
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Design Considerations
M ain term s of a  share p lan - design

Annex: Case Study WelldoneLtd. –Share Plan

• Restriction schedule: Like options, typically graded over 3–5 years with a 1 
year “cliff”. For tax reasons, target number of shares is usually granted 
upfront which are then all subject to the (reverse) restriction schedule

• Frequency: Intervals vs. one-off grants
• Sourcing: New shares OR founder shares

Allocation 
of share

Share value

Capital Gain 
(assuming allocation at 
nominal value)

End of 
Restriction

Sale
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Design Considerations
M ain term s of a  share p lan - events

• Acceleration (lifting of restrictions) in case of a liquidity event 
• Early termination of employment:

- All restricted shares can be called back by the company or the other 
shareholders at nominal value (if allocated at nominal)

- Sometimes, the company or the other shareholders can also call back the 
unrestricted shares, typically at the then fair market value

- Good leaver vs bad leaver clauses 

Annex: Case Study WelldoneLtd. –Share Plan
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Implementing the Share Plan
Step-by-step  process

1. Draft term sheet with main terms of the share plan (including a tentative 
allocation spreadsheet)

2. Discuss/negotiate term sheet within board of directors, key employees and 
investors, if any

3. Draft and finalize share plan based on the term sheet (usually done by 
financial or legal advisors in cooperation with the startup)

4. Ensure funding of shares is secured (articles of association, shareholders‘ 
agreement)

5. Have share plan (including allocation spreadsheet) approved by board of 
directors

6. Check whether a tax ruling should be obtained
7. Have share plan and allocation agreements signed by the company and the 

individual participants

8. Don‘t forget to list the allocated shares in the employees‘ yearly salary 
statement (Lohnausweis und Beilage dazu) and in the tax return

Annex: Case Study WelldoneLtd. –Share Plan
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Implementing the Share Plan
T ax ruling: if, w hen and how

• Should a tax ruling be obtained in any case? 
- Typically, employees in startups cannot pay high taxes due to the lack of 

liquidity
- Therefore, share plans are usually implemented together with a tax ruling 

in order to reduce the initial tax burden by agreeing on a formula value 
regarding the value of the shares acquired

- The tax ruling should be negotiated before the shares are offered to keep 
flexibility

- Tax ruling is generally filed with the canton where the company 
(headquarter) is located

Annex: Case Study WelldoneLtd. –Share Plan
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Issuing Shares
H ow  are shares issued to  em ployees? (1/2)

• Only possible if shareholders’ agreement does not provide 
otherwise

• Employees have to pay at least the nominal value per share in 
order to subscribe for the new shares (often facilitated by a 
respective bonus payment or a loan of the company)

Issuance of 
new shares 

based on 
authorized 

share capital 
in the articles 

of 
incorporation 
(or in case of 

ordinary 
capital 

increase)

• No particular issues, the company can transfer the respective 
number of shares

Treasury 
shares

Annex: Case Study WelldoneLtd. –Share Plan
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Issuing Shares
H ow  are shares issued to  em ployees? (2/2) 

• Same procedure as in case of treasury shares, except that the 
company has to call the shares required for the employee

Shares backed 
by founders / 

investors

• The employee should be bound by the terms of a shareholders’ 
agreement, in particular with regard to drag-along rights 
(possibly also tag-along rights), transfer restrictions (rights of 
first refusal, pre-emption rights, call options of other 
shareholders and/or the company) and liquidated damages as 
enforcement incentive

Legal status 
of employee 
following the 

receipt of 
shares

Annex: Case Study WelldoneLtd. –Share Plan
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Share Plans
Sw iss tax consequences? (1/4)

• Based on tax laws (as from 1 January 2013) and the federal 
circular letter No 37 (published in 2013), shares are taxable 
at the date of acquisition

• The taxable benefit (gross employment income) equals the 
value of the share at acquisition, i.e. the difference between 
the share (tax) value at the date of acquisition and the price 
paid by the employee (if any)

• How is the share value determined?
• Praktikermethode as base mechanism, resulting in most 

cases in relying on the net asset value of the company as 
not earnings are generated (but at least the nominal value 
of the share capital)

• If a formula has been agreed upfront, according to the 
formula

• The taxable benefit has to be declared in the monthly salary 
statement (Lohnblatt), thus triggering social security 
charges and possibly source taxes

• Relevant value also needs to be reflected in the yearly 
salary certificate (Lohnausweis und Beilage dazu)

Income tax

Annex: Case Study WelldoneLtd. –Share Plan
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Share Plans
Sw iss tax consequences? (2/4)

• Shares held at year end need to be declared in the asset 
statement of the tax return with actual tax valueWealth tax

Annex: Case Study WelldoneLtd. –Share Plan
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• In case of blocking periods, a tax discount on the value of the shares applies:

Timing Discount Taxable value
1 year 5.660% 94.340%

2 years 11.000% 89.000%
3 years 16.038% 83.962%
4 years 20.791% 79.209%
5 years 25.274% 74.726%
6 years 29.504% 70.496%
7 years 33.494% 66.506%
8 years 37.259% 62.741%
9 years 40.810% 59.190%
10 years 44.161% (max.) 55.839%

Share Plans
Sw iss tax consequences? (3/4)

Annex: Case Study WelldoneLtd. –Share Plan
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Market Value

of the Share

Tax Discount*

Tax Value

of the Share

Tax Discount

Purchase 
(exercise) 

Price 
paid by 

employee

Taxable 
Benefit

Gross Employment Income

(subject to income taxation and social 
security charges)

*  f o r  b lo c k i n g  p e r i o d

Share Plans
Sw iss tax consequences? (4/4)

Annex: Case Study WelldoneLtd. –Share Plan
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Share Plans
Sw iss socia l security  charges?

• Follows generally income tax treatment

Annex: Case Study WelldoneLtd. –Share Plan
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Trade Sale 
W elldone ltd  is facing  a  liquidity  event

Swiss tax consequences
• See previous slides

Annex: Case Study WelldoneLtd. –Share Plan
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Main Features of a Virtual Share (or Option) Plan
• Synthetic (cash-settled) participation as a shareholder / risk-bearer where the 

employee does not become actual shareholder of the company
• The participant can benefit either from the full value of the virtual participation 

(phantom share) or from the value created only (SAR = share appreciation right)

$

t

Phantom Shares 
(full value)

SAR
(Stock appreciation rights)

Design Considerations
Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Main Features (cont‘d)
• Claim on virtual shares is a claim against the company (like a bonus) and not against 

the shareholders
• There is a great flexibility to structure a virtual plan because no corporate restrictions 

needs to be respected. However, the intention of virtual plans is to put the participant 
into the same economic position like a «real shareholder» . To reflect this properly, 
the definition of the payment (which is a liability for the company) can involve 
complex calculations, e.g. in connection with calculating the dilution when issuing 
new (real) shares

• Often investors request that the dilutive effects of phantom plans are borne by the 
founders, i.e. founders’ proceeds in an exit transaction will not only be decreased due 
to liquidation preferences but also due to costs of a phantom plan

• Phantom plans may be less complex in terms of mechanics and taxes and are, 
therefore, usually less costly. However, the proper drafting of a phantom plan can be 
challenging (e.g. calculation) and thus drive costs, too

• A claim arising under phantom plans may be or become a liability (subordination 
should be provided for under the plan)

Design Considerations
Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Design Considerations
M ain term s of a  virtual share (or option) p lan - design

• Vesting schedule: Like options, typically graded over 3–5 years with a 1 year 
“cliff”

• Vesting can be subject to additional conditions, e.g. performance conditions 
(rare, at least in early stage startups) or knock-in conditions (e.g. liquidity event)

• Frequency: Intervals vs. one-off grants
• Sourcing: not necessary as virtual awards are entirely cash-settled, however, 

cash needed
• Accounting: Beware of accounting rules (liability)

Grant of 
virtual share

Share value
Incentive 
(assuming virtual share is 
granted free of charge)

Vesting Sale

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Design Considerations
M ain term s of a  virtual share (or option) p lan - events

• Acceleration in case of a liquidity event, like in share or option plans:
- Single trigger acceleration vs. double trigger acceleration

- In VC-backed startups often double-trigger acceleration

• Early termination of employment:
- All unvested virtual shares or options lapse entirely 

- Sometimes, the company or the other shareholders can also call back the 
vested part of the virtual shares or options, typically at the then fair 
market value

- Good leaver vs bad leaver clauses 

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Implementing the Virtual Share (or Option) Plan
Step-by-step  process

1. Draft term sheet with main terms of the plan (including a tentative allocation 
spreadsheet)

2. Discuss/negotiate term sheet within board of directors, key employees and 
investors, if any

3. Draft and finalize plan based on the term sheet (usually done by financial or 
legal advisors in cooperation with the startup)

4. Ensure compatibility with shareholders‘ agreement
5. Have plan (including allocation spreadsheet) approved by board of directors

6. Have plan and allocation agreements signed by the company and the 
individual participants

7. No tax ruling necessary!

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Granting Virtual Shares or Options
Sw iss tax consequences? (1/2)

• No particular formalities as no physical shares are issued
• Remember to account for the grant in the salary certificate 

(Lohnausweis und Beilage dazu) though
Formalities?

• The employee does not need to be bound by the terms of a 
shareholders’ agreement as no physical shares will ever be 
acquired

• Receiving the virtual awards does not mean that the employee 
has rights and obligations that come with actual shares (rights 
to dividends, subscription rights etc.)

• Legal drafting can become complex, e.g. in connection with 
the calculation of the exact payments, the anti-dilution 
protection or the consequences of an exit (IPO, trade sale) or 
early termination

• The dilutive effects of virtual share plans are usually governed 
in the shareholders’ agreement

Other Key 
Issues to 
Consider

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Granting Virtual Shares or Options
Sw iss tax consequences? (2/2)

• The grant does not trigger any Swiss income taxes, however, 
declaration in the salary certificate neededIncome tax

• Virtual shares or options need to be declared in the asset 
statement of tax return with pro memoria valueWealth tax

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Virtual Share or Options Plans
Sw iss socia l security  charges?

• Follows generally income tax treatment

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Trade Sale / Realisation
W elldone ltd  is facing  a  liquidity  event (1/2)

• Based on tax laws (as from 1 January 2013) and the federal 
circular letter No 37 (published in 2013), virtual shares or 
options are taxable at the date of realisation/payment

• The taxable benefit (gross employment income) equals the 
value of the payment received (less the purchase price paid, if 
any)

• No valuation issues
• Upon payment, the value has to be declared in the monthly 

salary statement (Lohnblatt), thus triggering social security 
charges and possibly source taxes

• Relevant value also needs to be reflected in the yearly salary 
statement (Lohnausweis und Beilage dazu)

Income tax

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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Trade Sale / Realisation
W elldone ltd  is facing  a  liquidity  event (2/2)

• Virtual shares or options need to be declared in the asset 
statement of tax return with pro memoria value until disposal

• The cash generated as per 31 December will be part of the 
assets which are subject to Swiss wealth tax

Wealth tax

Annex: Case Study WelldoneLtd. –Virtual Share (or Option) Plan
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