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Introduc�on1
1.1  Stock Apprecia�on Right (SAR) is one of the alterna�ves adopted for implemen�ng an 

equity based compensa�on plan like Employee Stock Op�on Plan (ESOP), Employee Stock 

Purchase Plan (ESPP) or Restricted Stock Units (RSU). SARs can be further structured as 

either ‘Equity se�led–SARs’ or ‘Cash se�led–SARs’. The Cash se�led-SARs are known as 

Phantom Op�ons.

1.2  SARs as a concept contemplate passing-on of apprecia�on in the value of certain number of 

equity shares to the employees without requiring any payment from employee’s side. It 

offers benefits to the company in terms of lower equity dilu�on and accoun�ng cost as 

compared to other alterna�ves.

1.3  SARs are recognized globally as one of the popular instruments of stock based 

compensa�on. Following the global trend, SARs are slowly gaining popularity in India as 

evidenced in SEBI’s inten�on to regulate SARs under its recently enacted Securi�es and 

Exchange Board of India (Share Based Employee Benefits) Regula�ons, 2014 (SEBI SBEB 

Regula�ons).

1.4  In this context, it will be useful to explore SARs to evaluate if they offer any advantage from 

different perspec�ves namely, equity dilu�on, accoun�ng and tax implica�ons, employee 

and employer convenience, etc. This may help not only ge�ng a closer insight into this less 

explored instrument in India, but also provide thoughts for ra�onalizing any exis�ng scheme 

or bringing out a new scheme.

Concept2
2.1  As per SEBI SBEB Regula�ons, the term SAR conveys a right given to an employee en�tling 

him to receive the apprecia�on of the market price of share of the Company on the date of 

vest or exercise of that right, as the case may be, over the SAR price/ base price. The 

apprecia�on is made either by way of cash payment or shares of the Company. The same 

concept is reflected.

2.2  The SARs essen�ally pass through the same life cycle as ESOPs/ RSUs. The stages of the 

SAR implementa�on are (i) grant, (ii) vest, (iii) exercise, and (iv) sale of shares in case of 

Equity se�led-SARs.

2.3  The concept can be understood with an instance. Say, a Company grants 10,000 SARs today 

(Y⁰) to an employee with an equal annual ves�ng schedule over 4 years (Y¹ to Y⁴ ) with an 

exercise period of 1 year given the following market prices over the period. The 
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apprecia�oncan be determined as under:

2.4  The mode of se�lement is defined beforehand at the �me of grant of SARs. There might be 

any one of the following choices of se�lement of apprecia�on: 

(i) Se�lement only by way of equity shares;

(ii) Se�lement either by way of equity shares or cash payment at the op�on of the 

Company;

(iii) Se�lement either by way of equity shares or cash payment at the op�on of the 

Employee; 

(iv) Se�lement only by way of cash payment (where Company may deal with shares of the 

Company through Trust route); and

(v) Se�lement only by way of cash payment (without Company’s dealing in shares directly or 

S.No Par�culars Y0 Y1 Y2 Y3 Y4 Total

1 Market price
Rs. 100
(Base 
price)

Rs.150 Rs.200 Rs.275 Rs.350

2
Less: Base 

price(SAR Price)
Rs.100 Rs.100 Rs. 100 Rs.100

3
Annual ves�ng 

percentage
25% 25% 25% 25% 100%

4
Apprecia�on per 

SAR (1-2)
Rs. 50 Rs.100 Rs.175 Rs.250

5
Annual ves�ng of 

SARs 
(1000*25%)

2,500 2,500 2,500 2,500 10,000

6
Cash –for cash 

se�lement(4x 5)
Rs.125,000 Rs.250,000 Rs.437,500 Rs.625,000 Rs.1437,500

7
Equity –for 

Equity 
se�lement(6 / 1)

833 1,250 1,590 1,785 5,458
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 indirectly).

2.5  Given the choices above, a Company may adopt one on evalua�on of respec�ve choices 

conforming to its requirements or constraints.

Compara�ve effec�veness 3
3.1  A comparison vis-à-vis other similar natured alterna�ves namely, ESOPs and RSUs, may 

reveal the effec�veness of SARs. Company specific desirable outcomes and constraints are 

considered while designing an equity based compensa�on scheme. Some of the desirable 

outcomes may be in terms of minimum accoun�ng cost, minimum ou�low by the 

employees, taxability of employees, tax deduc�bility cost incurred by the company, 

possibility of upward apprecia�on in the hands of employees, convenient administra�on, 

etc. whereas constraints may be in terms of maximum equity shareholding that can be 

diluted by Promoters/ exis�ng Shareholders, cash expense depending on cash flow 

projec�ons, etc.

Alterna�ves/
Parameters

ESOPs RSUs Equity se�led -
SARs

Cash se�led -
SARs

Ves�ng period Ves�ng over the period

Ves�ng condi�ons Time based / Performance based

Performance 
measure

Individual / Corporate

Ou�low by 
employee

High ou�low of
market price as on

date of grant

Minimal ou�low
of face value

No ou�low* No ou�low

Tax liability on the
employee

Perquisite tax on
exercise

Perquisite tax on
exercise

Perquisite tax
on exercise

Perquisite tax
on cash receipt

Employee 
ownership

Achieved Achieved Achieved Not achieved

Upward 
apprecia�on

Possible Possible Possible Not possible

Equity dilu�on High Moderately low Moderately low No dilu�on

Accoun�ng cost 
/Cash payout

No Accoun�ng cost High accoun�ng
cost

No accoun�ng
cost

Cash payout

Tax deduc�bility of
accoun�ng cost

Not applicable Uncertain# Not applicable Cash cost is tax
deduc�ble
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 * Though in principle nothing is payable by the employee in Equity se�led-SAR, but as a 

legal requirement (under Sec�on 53 of the Companies Act, 2013), the employee has to pay 

at least the face value. However, even this minimum ou�low by the employee may be 

avoided with an appropriate Trust route structure.

 # Company may claim the accoun�ng cost as per decision of Special Bench of Income Tax 

Appellate Tribunal, Bangalore, which may not be accepted by the Tax Authori�es in the 

absence of any law in the Income Tax Act, 1961 or in a precedent by Supreme Court.

3.2  As can be seen from the table above, SARs do have an edge vis-à-vis other instruments on 

several parameters.

3.3  Apart from proponents for an Equity se�led-SAR Scheme, certain other overriding 

restric�ons on further issue of equity (irrespec�ve of financial health of the Company) may 

prompt to prefer Cash se�led-SAR Scheme. These are as under:

 a) Promoters want to share the growth in the economic value of equity, but not equity itself.

 b) The Company cannot offer conven�onal equity based alterna�ves, because of 

corporaterestric�ons, say, a Joint-Venture or Shareholding Agreement.

 c) The Company has exhausted its equity under one or more equity plans but s�ll desires to 

incen�vize on a equity based plan, perhaps without providing stock itself.

 d) The Company belongs to a group and wishes to use equity shares of a group Company 

which is restricted under law - Cash se�led-SARs benchmarked with equity of that group 

Company may work in such cases.

 e) When a larger chunk of lower Management personnel are intended to be covered – as 

they prefer cash over equity.

Legal provisions4
4.1  Neither the erstwhile Companies Act, 1956 nor SEBI (Employee Stock Op�on Scheme and 

Employee Stock Purchase Scheme) Guidelines, 1999 (SEBI ESOP Guidelines) which ruled up 

to recent past, men�oned anything about SAR schemes. Hitherto, the Indian Companies 

whether listed or unlisted desirous of the SAR structure however used to implement the 

same trea�ng SARs as a variant of ESOPs in due compliance of the ESOP related regulatory 

requirements - as the core principle remains the same in both the cases.

4.2  SEBI SBEB Regula�ons which came into force on October 28, 2014 formally recognized 

SARs indica�ng that SARs would now be regulated and subject to procedural requirements 

in almost same manner as that of ESOPs in case of listed Companies.

4.3 In case of unlisted Companies, as the Companies Act, 2013 read with relevant Companies
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 Rules, 2014 is silent on this aspect, a Company should adopt SARs muta�s mutandis 

trea�ng it a variant of ESOPs and accordingly comply with all procedural requirements as 

prescribed under the relevant Company Rules governing ESOPs. Otherwise, in the absence 

of any specific provisions or guidelines, the unlisted Companies may follow SEBI SBEB 

Regula�ons as best prac�ce to the extent prac�cable for them.

4.4  Apart from Regula�ons in Chapter I and II of SEBI SBEB Regula�ons that prescribe for 

procedural compliances in respect of SARs in general that equally apply to ESOPs and 

ESPSs, Part C of Chapter III of the SEBI SBEB Regula�ons specifically deals with SARs.

4.5  However, it may be noted that an SAR Scheme of a listed Company which does not 

contemplate dealing in securi�es of such Company in any manner shall be out of purview of 

these Regula�ons. Similar is the case with unlisted Companies. In these cases, the Cash 

se�led-SAR Schemes would ideally be logic driven rather than legally regulated.

Implementa�on / structure5
5.1  Suitability of SARs for a par�cular Company and the structure of implementa�on depends 

on desirables or constraints typical to that Company. Implementa�on and structure should 

take into account many permuta�on and combina�on out of Trust route or direct route, 

primary or secondary shares, cash se�lement or equity se�lement.

5.2  Normally, Trust route of implementa�on is preferred if there are dilu�on constraints and 

secondary shares are to be sourced from market. Concern for equity dilu�on can also be 

addressed through a Cash se�led-SAR Scheme.

Tax and accoun�ng6
 Tax implica�on in the hands of employees

6.1  In case of Equity se�led-SARs:

 a) Perquisite tax: As per Sec�on 17(2)(vi) of the Income Tax Act, 1961 the taxable value of    

perquisite refers to ‘value of equity shares issued or transferred to the employee as on date 

of exercise’ as reduced by ‘amount recovered from employee’. As per Rule 3(8) of the 

Income Tax Rules, 1962 value of listed equity shares refers to average of opening and 

closing market price of equity shares on the relevant Stock Exchange. In case of unlisted 

equity shares, the value refers to the fair market value of equity share as on date of exercise 

as determined by a Category-I Merchant Banker registered with SEBI. This tax is 

determined as on date of exercise of SARs at the rate of tax that applies to Salary of that 

individual employee.
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 b) Capital gains tax: Further, at the �me of sale of equity shares, the employee is liable to 

pay income tax on the capital gain arising out of such sale. The capital gain refers to the 

excess of ‘sales considera�on of shares’ over the ‘cost of acquisi�on of shares’. As per 

sec�on 49(2AA) of the Income Tax Act, the cost of acquisi�on refers to the value of such 

shares as on date of exercise of SARs which was considered for perquisite tax etermina�on. 

Long-term gains are taxed at preferen�al rates than the short-term capital gains. Even at 

�mes, the long-term capital gains exempt in case of listed shares.

6.2  In case of Cash se�led-SARs:

 The amount of apprecia�on received by way of cash payment from the Company is subject 

to tax in the hands of the employee as perquisite. It is treated as part of salary and is 

accordingly taxed.

 Tax implica�ons in the hands of Company

6.3  As a consequence of perquisites being taxable at the �me of exercise of equity / cash 

se�led SARs as salary, the Company is liable for tax deduc�on at source under Sec�on 192 

of the Income Tax Act.

6.4  In case of Equity se�led-SARs, the Company may claim deduc�on up to perquisite earned 

by the employees on the basis of decision of Special Bench of Income Tax Appellate 

Tribunal, Bangalore which was rendered in ESOP context. The principle upheld was that 

perquisite earned by an employee is at the cost of the Company which is a claimable 

expense. However, in the absence of any suppor�ng provisions in the Income Tax Act or 

precedent of Supreme Court, acceptability of such claim by the Tax Authori�es in other 

Jurisdic�ons is not certain.

6.5  In case of Cash se�led-SARs, the cash compensa�on made by the Company is deduc�ble as 

allowable expenditure under Sec�on 37 of Income Tax Act.

6.6  Accoun�ng implica�ons

 a) Equity se�led-SARs:

The principle of accoun�ng cost recogni�on is that there must be some cost (whether 

no�onal or otherwise) to the Company. With the presump�on that Equity se�led-SARs 

shall be granted with reference to the fair market value/ market price of shares as on date 

of grant of such SARs (i.e. without any discount), there shall not be any accoun�ng cost with 

reference to intrinsic value method prescribed under the Guidance Note issued by ICAI. 

However, the scenario would change in case a Company adopts IFRS 2 for accoun�ng of 

employee share based payment in which case the fair value of SARs (as per Black Scholes or 

other prescribed Binomial Method) shall be accounted for.

 b) Cash se�led-SARs:

As per Appendix-IV of the Guidance Note issued by ICAI, the Company is required to make 

provisions for es�mated cash requirement for se�lement on the basis of es�mated Fair 

Market Value as at end of each financial year �ll the es�mated life of SARs or actual 

exercise/ se�lement of SARs, whichever is earlier. As and when any cash payment is 

madeon account of se�lement of SARs, the provision is accordingly adjusted.
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SARs in prac�ce7
7.1  NCEO, a nonprofit research organiza�on based in the United States, has recently conducted 

a Survey (NCEO 2014 Survey of Execu�ve Compensa�on) on use of different instruments 

in equity based compensa�on by Companies having global presence which depicted that 

around 50% Companies adopted SARs with an op�on for either equity or cash se�lement, 

followed by Cash se�led-SARs (Phantoms Op�ons) by around 25% Companies.

7.2  In India, a Survey conducted by ESOP Direct in year 2014 reveals that only 10% Companies 

have adopted instruments including Equity se�led and Cash se�led SARs. Most of the 

companies who implemented Instruments other than ESOPs said that the reason was either 

to manage equity dilu�on and/ or accoun�ng charge. Few Companies also men�oned that 

review of compensa�on strategy and industry prac�ce was the reason for implemen�ng 

instruments other than ESOPs.

Concluding remarks8
 Given the op�miza�on poten�al of SARs, the global prac�ce, and the fact of recogni�on of 

SARs by SEBI in the Regula�ons, it is appreciated that the Indian Industry may show interest 

in examining the effec�veness and adop�ng SARs which up �ll now have been significantly 

less used in India. Hopefully, it may prove to be an effec�ve tool for the achievement of 

objec�ves not only from the perspec�ves of the Management but also from Shareholders’ 

wealth maximiza�on point of view and stand test of �me.
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We hope that you find this white paper 

useful in understanding the relevant 

aspects of Stock Apprecia�on Rights 

being implemented by a Company. It may 

be noted however, that although we have 

endeavored to cover all relevant aspects 

and informa�on in the white paper, it is 

not an assurance that it portrays an 

exhaus�ve summary or that it establishes 

legal veracity. Do not consider this to be a 

legal advice and do not rely solely on the 

informa�on provided in this white paper. 

We would be pleased to help you review 

all per�nent informa�on and can assist 

you in developing a comprehensive 

s t r a t e g y  t o  i m p l e m e n t  a  S t o c k 

Apprecia�on Rights Scheme or any other 

share based employee benefits scheme 

for your employees.

About ESOP Direct

We are a leading solu�ons company in 

the space of equity based compensa�on. 

ESOP Direct is a part of the Kirtane Pandit 

G r o u p  c o m p r i s i n g  t h e  fl a g s h i p 

Acco u n� n g  a n d  Co n s u l � n g  fi r m 

established more than five decades ago, a 

so�ware services company and a 

business process consul�ng company.

ESOP Direct has a team of professionals 

with experience in preliminary analysis, 

planning, designing and implementa�on 

of ESOPs. Each of our consul�ng team 

members is a qualified Chartered 

Accountant/Company Secretary. The 

team a lso  cons is ts  of CPAs and 

Management graduates including 

q u a l i fi e d  C E Ps  (Ce r � fi e d  Eq u i t y 

Professional) on board. CEP is a US 

qualifica�on highly recognized in Equity 

based compensa�on space globally.

About Our Services

Our service offerings spans the en�re life 

c y c l e  o f  E S O P s  i n c l u d i n g  P l a n 

c o n c e p t u a l i z a � o n ,  d e s i g n , 

documenta�on, Plan management, 

par�cipant services, compliance and 

repor�ng. We are the first and the only 

company in India to offer the full 

spectrum of integrated on-line stock Plan 

management services., We also offer a 

web based pla�orm MyEsops, for 

financial repor�ng of stock op�ons which 

includes valua�on , expensing and 

repor�ng under IFRS, IGAAP &amp; FAS 

123R.

info@esopdirect.com

+ 91 77740 21582

+ 91 77740 21583

For more informa�on

www.esopdirect.com
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