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Strategies for a new growth cycle

Reward and
retention become key
to M&A strategy

The growing number of individual
incentive arrangements has made
remuneration and retention
arrangements of critical
importance to M&A strategy
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Over the past few years the number of
individual incentive arrangements in asset
management has increased substantially,
making due diligence exercises far more
complex than before. Historically, the idea
of ‘special arrangements’ was the privilege
of sales teams in the form of commission
plans but it is now not uncommon to see
targeted bonus arrangements for
executives, individual portfolio managers
and investment teams, together with
multiple long-term incentive plans
operating within a single business.

While these may have evolved in a
sensible fashion for the business, they can
all prove to be major headaches for both
vendors and purchasers when a business
is acquired (see previous article: M&A’s
route to growth). Subtle differences in the
minutiae of design come to the fore,
including whether an arrangement is
discretionary or contractual and whether
the plan carries special provisions on a
change of control. In addition, the
arrangements will highlight differences in
incentive arrangements between those
operating for the acquired executives and
those of the acquirer. These differences
can lead to major issues, particularly if the
business is to be integrated.

‘Change of control’ events
Added to this, any acquirer can bet good
money that the articulation of change of
control events for the purposes of reward
schemes, together with the subsequent
treatment, has been high on most
management teams’ list of priorities. As
we continue to emerge from the financial
crisis, many captive asset management
businesses have become increasingly
uncertain about their future ownership
structure and have introduced measures

to provide maximum comfort and
certainty for their employees.

In some cases, this has driven a move
away from generic change of control
provisions to elaborate definitions,
including the sale of all or part of a
business, corporate restructuring,
reallocation of parent company assets to
other providers and a change of control at
the parent company level.

On triggering a change of control, full
vesting of outstanding incentive and
equity awards is not uncommon. This can
cause problems for an acquirer where the
value of the business it is buying is tied up
in the existing management team and
other key employees. This is a time at
which the new shareholders want
maximum retention value in the hands of
these key people —yet it is precisely the
time where large, often life-changing,
sums of money crystallise, leaving zero
retention value on the table.

In most cases, this means ‘double
payments’ are unavoidable, as substantial
new retention arrangements need to be
implemented immediately, whether in the
form of brand new arrangements or
tempting offers to entice individuals to
‘reinvest’ some of their proceeds.

On the flip side, this might work in the
favour of a purchaser looking to take on

a business where the value lies in the

asset books rather than the people.
Crystallisation of benefits can easily be
quantified and will have a direct impact on
the transaction price. This then leaves the
new acquirer free to give retention awards
to specific individuals who may be critical
to integration.

There is also an emerging trend to
increase protections for employees in the
event of redundancy or termination under
anew regime —i.e. the corporate event
itself can unlock more generous provisions
than would be the case had the business
continued unchanged.

All of this complexity means that due
diligence on remuneration arrangements,
together with the associated thinking
around the future structure of rewards,
must be a priority for any acquirer.
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