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INTRODUCTION
In the market various approaches are applied to calculate the number of equity instruments (rights,
options etc.) to be granted as a long term incentive (LTI). Unfortunately, many of these approaches are
flawed and result in inappropriate numbers of equity instruments being granted. To address this issue
Godfrey Remuneration Group (GRG) has developed a universal formula for calculating the numbers of
equity instruments to be granted for LTI and other purposes. This GRG Insight presents the formula and
discusses its application.
It should be noted that the formula is based on a Target LTI% which may be determined by the
difference between the targeted total remuneration package for expected performance and the
company’s market positioning policy for Fixed Pay. The Target LTI% may be determined from market
remuneration practice data for executive key management personnel (KMP) roles published in GRG
KMP Remuneration Guides – see https://www.grg.consulting/remuneration-data/grg-remunerationguides/ .

THE UNIVERSAL FORMULA
The universal formula for granting equity instruments is as follows:
Grant Number

=

Stretch Award Value ÷ Instrument Value

Where
Stretch Award
Value

=

Instrument Value =

Fixed Pay x Target LTI % ÷ Target Vesting %
Value of Rights, Options etc ignoring the impact of vesting conditions
Proxy Advisors prefer share price/face value for rights, but this is technically
incorrect and inconsistent with their acceptance of the value of options.

REMUNERATION CONTEXT FOR FORMULA
Total Remuneration Package
The total remuneration package (TRP) for senior executives is typically composed of three elements:
Fixed Pay, short term incentive (STI) and long term incentive (LTI). Fixed Pay is often set by reference
to the median/P50/50th percentile of market practice for Fixed Pay. When adding STI and LTI to Fixed
Pay boards need to be conscious of where the TRPs will fall when various levels of performance are
achieved. In this regard it should be noted that most STI and LTI plans have three anchor levels of
performance being:
•

Target: which should represent the outcome expected when fully competent performance is
delivered,

•

Threshold: which should represent a near miss of Target and be an outcome when acceptable
but below expected performance is delivered, and
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•

Stretch: which should represent an outstanding level of performance rarely expected to be
achieved.

While outcomes may vary from year to year it would generally be expected that outcomes would cluster
around the Target over time. Accordingly, Target is the most relevant potential outcome when a
company is considering where in the market it wishes to aim its TRP practices. Often selected market
positionings for Target TRP are P50, P62.5 and P75. By focusing on Target, a company can budget for
expected costs but incur lower costs when Targets are not achieved or higher costs when company
performance is exceeded. In addition, communicating Target as the expected outcome has significant
advantages compared to communications to executive which focus on Threshold or Stretch. In this regard
it should be noted that Threshold is rarely communicated to executives as the expected outcome, but
Stretch is sometimes communicated to executives and as a result becomes the expected outcome. When
Stretch is communicated it generally leads to executives becoming dissatisfied as their expectations are
linked to outcomes that should be rarely, if ever, achieved. Stretch by its nature should be achieved
around once every 10 years (≤10% probability), leaving executives disappointed with their incentive
rewards in 9 out of 10 years.
From budgeting, accounting, communications and remuneration management perspectives, it is clear that
TRP benchmarking and communications should be focussed on Target outcomes rather than any other
possible outcomes. These are reasons for the granting formula to also focus on Target award
opportunities.

LTI Vesting Scale Considerations
Most STI and LTI plans use performance and/or service metrics to assess the level of award for STI and
the amount of vesting for LTI.
To illustrate the flexibility of the universal grant calculation formula several different vesting scale
examples are used in the models shown in the Appendix. In each case the Fixed Pay is $300,000 and the
Target LTI percentage is 40%. With a share price of $10.00 and nil dividends, the value of a Right is
$10.00 (as per Black-Scholes models, or any other broadly accepted method, ignoring vesting conditions,
noting that AASB2 valuations are not relevant). The Target number of Rights is 12,000 ($300,000 x 40%
÷ $10.00). Because the Stretch level of vesting is typically 200% of the Target level of vesting (most
vesting scales show 50% vesting at Target and 100% vesting at Stretch making Stretch 2x Target, it is not
possible to vest more than 100% of a tranche) it has become common practice for Stretch grants to be set
at double the Target Level irrespective of the type of vesting condition (scaled or binary) or the scale used
for scaled vesting. In some cases, the Stretch level is determined without reference to the type of vesting
conditions to be applied or to the vesting scale to be subsequently applied e.g. when stretch levels of LTI
are benchmarked instead of Target.
The Stretch level of the LTI award opportunity is important because grants of rights and options are
made at the Stretch level and the level of vesting is then determined by reference to the extent to which
vesting conditions are satisfied. The practice of granting at the Stretch level has been influenced by:
•
•
•

the need for prior shareholder approval of grants to directors,
a preference for grants to all participants to be made at the same time to minimise administration
costs, and
that the value of the rights/options to be expensed will usually be least when grants are made at
the earliest possible time (assuming that the share price increases).

In the universal granting formula, the Stretch Award Value is calculated by reference to the Target LTI
value so as to ensure that different vesting conditions and vesting scales are properly brought to account
and that the same number of rights/options vest when Target Performance is achieved. This approach
recognises that the Stretch Award Value for each tranche of LTI needs to be independently calculated and
is not an independently defined element of the grant calculation formula. Where approaches are used
that do not recognise the difference between scaled vesting and binary vesting, such as milestones which
are either achieved or not achieved, illogical outcomes will arise, particularly with regards to intended
weightings (often scaled metrics will end up with a much lower weighting than intended).
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See Appendix for Examples, where the Target level of vesting for grants of rights is 12,000 (calculated as
indicated above) yet the stretch level is a different number in each case ranging from 12,000 to 24,000 to
36,000.

Multiple Tranche Considerations
With LTI grants of rights, options etc, it is common practice for the grant to be divided into tranches with
different vesting conditions. To recognise the different vesting conditions and vesting scales it is
necessary to modify the universal grant formula such that it is being applied to each tranche separately.
This is done by adding a tranche weighting to the formula as follows:
Grant Number

=

Stretch Award Value ÷ Instrument Value x Tranche Weighting

This approach is very different to calculating a Stretch level grant and then dividing it into tranches. This
approach only works when each tranche has the same Target vesting %. If a grant were composed of 3
tranches as per the example in the Appendix (3 different Target vesting %s) and each were to have an LTI
weighting of one-third then the three tranches would be as follows:
Tranche with Vesting Condition

Number of Rights to Grant

ATSR

8,000 (24,000 x 33.3%)

EBITDA

12,000 (36,000 x 33.3%)

Service

4,000 (12,000 x 33.3%)

DEFERRED STI AWARDS
Standard STI Plans
For some years, it has been common practice for a part of the STI award to be deferred into equity mainly
in the form of rights. Such rights were initially subject to service vesting conditions so as to qualify for tax
deferral. However, following changes to the taxation laws current best practice is for deferred STI awards
to be fully vested at grant but for exercise and/or disposal restrictions to be applied to ensure that the
rights are held for a period of time of at least 1 to 2 years following grant, and to enable clawback.
When converting deferred STI awards into grants of rights, the universal grant calculation formula may
be applied but, of course, with the Target vesting % of 100%.

Single Incentive Plans
When a single incentive plan is used instead of a combination of STI and LTI plans it is common practice
for part of the award to be provided:
a) in rights on the same basis as standard STI deferral, and
b) in rights with vesting conditions typically used in LTI plans.
In relation to a) above, the same approach as outlined above for standard STI plans should be applied.
However, in relation to b) above, the same approach as discussed in the section dealing with LTI Awards
should be applied.
Looking at a) and b) from a value perspective it is clear that vested rights over say $50,000 of shares will
have much more value than contingent rights over $50,000 of shares where vesting is subject to onerous
performance vesting conditions. Using the Target vesting % as the divisor is a convenient way of
addressing the vesting conditions without the need to have the rights independently valued and will, in
most cases, produce a similar result.
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Appendix Examples
Common Vesting Scale
Total Shareholder Return (as CAGR) as a Vesting Condition for an LTI Plan
Standard of
Performance

Award

Number of
Granted
Rights to Vest

Vesting
Rights as % of
Total Grant

Stretch/Maximum

15%

200% of Target Award

24,000

100%

Target (Planned)

10%

100% of Target Award

12,000

50%

8% of Budget

50% of Target Award

6,000

25%

Below 8% of Budget

Nil

0

0%

Performance Level

Threshold
Below Threshold

Leveraged Vesting Scale
EBITDA as Vesting Condition for an LTI Plan
Standard of
Performance

Award

Number of
Granted
Rights to Vest

Vesting
Rights as % of
Total Grant

Stretch/Maximum

400% of Budget

300% of Target Award

36,000

100%

Target (Planned)

Budget

100% of Target Award

12,000

33.3%

80% of Budget

50% of Target Award

6,000

17.7%

Below 80% of Budget

Nil

0

0%

Award

Number of
Granted
Rights to Vest

Vesting
Rights as % of
Total Grant

100% of Target Award

12,000

100%

Performance Level

Threshold
Below Threshold

Binary Vesting Scale
Service Vesting Condition for an LTI Plan
Performance Level

Stretch/Maximum

Standard of
Performance
Served > Specified
period

Target (Planned)

Served the Specified
Period

100% of Target Award

12,000

100%

Below Target

Below 80% of Budget

Nil

0

0%
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ORDER FORM FOR

KMP REMUNERATION GUIDES 2022

CONTACT DETAILS
Company Name/Licensee: ______________________________________________________________ ASX Code: _______________
Title: _______ First Name:____________________________________ Last name: ________________________________________
Position: _____________________________________________________________________________________________________
Street Address: ________________________________________________________________________________________________
_______________________________________________________________State: _______________ Postcode: ________________
Phone ___________________________Email: ______________________________________________________________________
Email for receiving the guides (if different to above): _________________________________________________________________
REMUNERATION GUIDES
1) Select the guide/s you wish to order:

Tick to
Order

Publication in Electronic Format
2022 GRG All Industries KMP Remuneration Guide License
2022 GRG Resources KMP Remuneration Guide License
2022 GRG Industrial & Services KMP Remuneration Guide License
Additional Market capitalisation range data
TOTAL

Price
excluding GST

Amount
including
GST

$3,500.00
$3,500.00
$3,500.00
$1,500.00

$3,850.00
$3,850.00
$3,850.00
$1,650.00

Select TWO Market Capitalisation Ranges for your guide/s (and additional ranges if selected above):
Market Capitalisation
Ranges
Above $10 Billion
$7.5 to $12.5 Billion
$5 to $10 Billion
$3.5 to $7.5 Billion
$2 to $5 Billion
$1.5 to $3.5 Billion
$1 to $2 Billion
$750 Million to $1.5 Billion

Tick to
Order

Market Capitalisation
Ranges

Tick to
Order

$500 Million to $1 Billion
$375 to $750 Million
$250 to $500 Million
$175 to $375 Million
$100 to $250 Million
$75 to $175 Million
$50 to $100 Million
$37.5 to $75 Million
$25 to $50 Million

Resource Only
Market Cap Ranges

Tick to
Order

Less than $37.5 Million
Less than $25 Million

Instructions for selecting ranges:
- Your copy of each of the Guides will contain market practice remuneration data for roles in 2 market capitalisation ranges most relevant to your company.
- Please select 2 ranges in the tables above: The range that is most relevant for your company AND an adjacent range above or below for additional reference.
- If no selection is made then we will provide the range in which your company sits plus the closest adjacent range.

Signature: __________________________________________ Date: ________________________

METHODS FOR ORDERING THE GUIDES Please complete this form and return to GRG by email, online or post:

Email Order

info@grg.consulting

Internet Order

www.grg.consulting/dataproducts

Postal Order

Godfrey Remuneration Group P/L
Level 7, 75 Miller Street, North Sydney NSW 2060

PAYMENT
An invoice will be sent along with your copy or copies of the Guide(s) if payment is not received at the time of the order.
Payment is required within 21 days of the date of the invoice. Late payment attracts an additional charge of 2% compound for each 30 days or part
thereof that payment is received after the date of the invoice.

INFORMATION ON THE

KMP REMUNERATION GUIDES

TYPES OF KMP REMUNERATION GUIDES

2022
All Industries KMP
Remuneration Guide: This Guide covers
all industries in aggregate as well as subsectors for resources, financials and
industrial & services.

2022
Resources KMP Remuneration
Guide: This Guide covers the resources
sector in aggregate as well as sub-sectors
for oil & gas, other energy, gold, base
metals and diversified resources.

2022
Industrial & Services KMP
Remuneration Guide: This Guide covers
organisations outside of the resources
and financial services sectors in aggregate
as well as sub-sectors for industrial,
services, consumer and health
(healthcare, biotechnology &
pharmaceuticals).

Publications are delivered in electronic format to the nominated email.

A license is for a company and entitles circulation of copies of the Guide amongst employees and directors of the company. Other
users and external circulation requires purchase of an additional license for each additional company.
Each remuneration guide comes with data for two market capitalisation ranges. Additional remuneration ranges can be ordered for
your Guide. The additional range will include data for all KMP jobs. Each additional market capitalisation range is priced at $1,500
(GST exclusive). Please make the selection over the page.
DATA PRESENTED IN THE GUIDES
The Remuneration Guides provide market remuneration practice information in relation to all key management personnel roles (nonexecutive directors (NEDs) and top executives) reported in Remuneration Reports, as well as general commentary and useful market
references. Role remuneration data is tailored to the market capitalisation range relevant to your company (the licensee).

Data typically presented includes:
•
•
•
•
•
•
•
•

Median, 25th and 75th percentile statistics,
Current and forecasted figures,
Market movements,
Fixed Pay (FP) or Main Board Package (MBP) Excluding Equity,
FP + short term incentives,
Total Remuneration Package (TRP, which is inclusive of LTI)
or MBP (which includes equity),
“Median FP to median TRP incentive uplifts” and “median FP to
75th percentile TRP incentive uplifts” (MBP Excluding Equity to
MBP uplifts in the case of NEDs), and
Sample sizes.

The GRG KMP Remuneration Guides
and the GRG KMP Incentives Guide are
essential reference sources for
Remuneration Committees, Human
Resources Professionals and
Remuneration Professionals. For more
information see
https://www.grg.consulting/remuner
ation-data/grg-remuneration-guides/

KEY MANAGEMENT PERSONNEL (KMP) ROLES PRESENTED IN THE GUIDES

Executive KMP roles typically include: CEO, CFO, COO/Head of Operations, Business Unit Manager, Company
Secretary/Legal Counsel, Sales & Marketing Manager, Business Development Manager, Corporate Development &
Strategy Manager, Corporate Services Manager, Human Resources Manager, Chief Information Officer, Project
Manager, Other GM level roles, Exploration Manager* and Mine Manager*. (*Resources Guide only).
Non-executive directors (NED) KMP roles and data typically includes: Board Chair, Non-executive Director
(NED), Remuneration Committee fees (Chair and member), Audit Committee fees (Chair and member), Ratio of
Board Chair to NED board fees, and Aggregate Fees Limits (AFLs).

