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Executives tend to be very busy balancing 
career, family and in our experience, prone to 
making mistakes, overlooking some easy wins 
or just kicking the can down the road leading to 
undesirable tax outcomes.

Executive share schemes can come in a variety of 
forms and can be very complex. Knowing how best 
to deal with them requires specialist advice. In this 
article we look at the top nine pitfalls executives 
make with share grants. Please email us at 
hello@sovereignwp.com to discuss your personal 
circumstances and how we can help.

Please note this article is of a general nature only 
and does not constitute personal financial advice.

The $100,000 Executive 

Tax Surprise

I heard a story last week about an executive who 
woke up one Tuesday to be greeted by a rather 
unexpected $100,000 tax bill. How could this 
possibly happen?

How would that impact your morning?

Executive tax can be challenging, and many pitfalls 
are there just waiting for those who know a little but 
not enough.

We’ve seen it and we’re keen to help our clients avoid 
the pitfalls of poor and sometimes no planning.

Executive share schemes have become a normal 

part of the executive remuneration landscape. 

At its heart, these schemes, as an alternative 

or adjunct to a higher salary, are designed to 

motivate executives to contribute to the increase 

in the value of the company in which they 

have a vested interest. This article is focussed 

predominantly on tax deferred schemes.
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1.
The Vesting Trap 
(or, not planning for tax)

In broad terms, in a tax deferred scheme, once 
your shares are no longer under any restrictions 
from being sold you have accrued a tax liability. 

It’s as simple as that and yet too often executives 
neglect planning for this, potentially bringing 

upon themselves unwarranted financial stress. 
The concern isn’t so much about paying the tax 

bill as much as how it will be funded.  Against 
the backdrop of perhaps wanting to keep all the 

shares there can be many competing interests 
including mortgage and school fees – to have land 
upon you a tax bill (you kind of knew was there but 

ignored) and then potentially face quarterly tax 
assessments need not be a cause of stress. 
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The concern isn’t so much about paying the tax 
bill as much as how it will be funded.”

2.
Someone Else Can Pay 
(that is, until you’re margin called)

Given that share grants are designed to give employees 
a sense of ownership and empowerment, the decision to 
sell down a portion of shares to fund the tax bill may be 
unattractive. One choice that brought many executives 
undone through the global financial crisis was funding 
the exercise of options and tax bills with margin loans. 
Remember, margin loans are full recourse to the 
borrower – this means that should the shares not cover 
the value of the loan, you as the borrower, are liable to 
repay the debt. 

You may instead use equity in your home to cover the 
tax bill and have no fear of a margin call.  You may 
also consider yourself a long term holder and accept 
the potential volatility of the share price. The common 
element this avenue has with margin lending is that it 
still puts your household at risk of excessive debt in the 
face of potentially poor times. It’s also tax inefficient – 
debt to pay tax may not be regarded as an investment 
related activity and so the interest expense on this loan 
may not be regarded as an investment related expense 
for tax purposes.
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3.
Eggs in One Basket Flaw

(or, concentrating too much wealth in company stock)

Earning compensation in the form of company stock can be very financially rewarding but there 
are very good reasons to diversify your portfolio. The first is, from an investment perspective, 

having your investments highly concentrated in a single stock, rather than a diversified portfolio, 
exposes you to excessive volatility and risk of significant loss. Secondly, the company is also 

your employer – your financial wellbeing is already highly concentrated in the fortunes of the 
company in the form of your salary, benefits and superannuation. 

We would encourage executives to step back and consider how their total remuneration, 
including share grants, fits into their long-term plan including mortgage, school fees, retirement 

funding, travel, holiday home and so on. 
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For further insights, please contact us.
Visit us at: sovereignwp.com 
Phone: 02 8216 1777
Email: hello@sovereignwp.com

Chris Forrest is a Senior 

Partner of Sovereign Wealth 

Partners, a wealth advice firm 

that specializes in providing 

advice to executives and 

business owners.

This communication has been prepared and 
issued by Sovereign Wealth Partners Pty Ltd 
ABN 18 607 071 367 Corporate Authorised 
Representative (No. 001233909) of Bennelong 
Wealth Partners Pty Ltd ABN 44 164 127 833, 
AFSL 456235.

Any advice in this article is 

general in nature and does not 

take into account your objectives, 

financial situation or needs. 

Before undertaking any strategies, 

you should consider whether 

it's appropriate for you and seek 

professional financial advice.
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