
Christmas 2015 

The team at PD Tax wish you a Merry Christmas and a Happy 

New Year! 

Welcome to the Intelligent Tax Newsletter from PD Tax, especially for entrepre-

neurs. 

We have included a roundup of some intelligent ways to help you make the most of tax reliefs 

and save you money. This issue focusses on employee shareholder schemes, including EMI 

schemes, the employee shareholder status, and employee ownership trusts.  

If you would like to discuss how an employee shareholder scheme may benefit you and your 

business, please contact a member of our team. 
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Employee Ownership Trusts  
In 2014 new reliefs for business owners were                              

introduced to encourage employee owned trading                     

companies. This is because employee owned businesses 

are believed to achieve higher productivity, increased staff 

loyalty, and improved motivation levels. 

Employee Ownership Trusts (EOT) are a tax-efficient 

mechanism by which trading companies can become          

employee owned.  

The owner of a trading company vests control into a trust, 

whose beneficiaries are all employees of the                 

company. The shares are then held collectively on                 

behalf of the employees. 

What are the benefits? 

Business Owner 

If you believe that your best exit route is a Management 

Buy Out or a wider employee share ownership                          

arrangement, you should be able to benefit from an EOT.  

This is because you could get an unlimited capital gain tax 

(CGT) exemption on the sale of shares to the trust, as             

opposed to being liable to the 18/28% rate of tax (or 10% if 

Entrepreneurs’ Relief is available.)  

This is therefore particularly beneficial to shareholders who 

do not benefit from Entrepreneurs’ Relief or where the gain 

exceeds their lifetime limit (currently £10 million). 

Furthermore, the transfer into the trust will also be                 

exempted from Inheritance Tax. 

It should be noted that in order to benefit from the tax               

exemption, you must divest control to the EOT                        

immediately. This is in contrast to a Management Buy Out 

or an Employee Benefit Trust arrangement where the 

shares can be dripped down gradually. 

 

 

 

With the EOT arrangement, you may keep shares in the 

business after you have disposed of control, but you                 

cannot be a beneficiary of the trust. 

Employees 

The beneficiaries of  the EOT will not have any income tax 

liabilities on the trust receiving the shares. This is because 

the shares are held indirectly by the trust rather by the                

employees directly. 

Discretionary bonuses  of up to £3,600 can be received by 

an employee of  an employee-controlled company income 

tax free, however it should be noted that National                            

Insurance Contributions would still be payable by the                  

employer and the employee. 

While the trust cannot favour specific employees, the                     

bonus can be allocated by reference factors such as hours 

worked, salary and length of service. 

The company is entitled to receive a corporation tax                       

deduction for this bonus, notwithstanding that they are   

exempt from income tax. 

 



EMI Schemes: A Summary 

EMI schemes are a popular way for business owners to award 

shares to employees in a tax efficient manner.  

EMI schemes operate by giving selected employees the option 

to acquire up to £250,000 worth of shares in the company.  

When the options become exercisable, the employees have 

the opportunity to purchase shares at the market value at the 

time the option was granted. 

There is no limit on the number of employees who can                         

participate, however those with more than 30% of the share               

capital do not qualify and the employee must spent at least 25 

hours a week (or 75% of their working time) working for the            

company. 

Tax Implications 

The tax advantages that can be obtained by implementing an 

EMI scheme can be beneficial to both the employees and the 

employer. 

Employees 

At the date of the grant of the option there should be no                    

immediate income tax or NIC implications. 

Provided that the option was granted at market value there is 

no income tax or NIC charge at exercise. 

This is in contrast to unapproved share options, where income 

tax and NIC will be charged. 

The employee may be liable to CGT on a future sale of the 

shares if the shares are sold for more than the cost of                          

acquiring the shares. The current rate of CGT is 18%/28% 

depending on whether the taxpayer pays tax at the basic or 

higher rate, although it should be noted that employees may 

be able to claim Entrepreneurs’ Relief on the gains, even if 

their stake in the company does not exceed 5%.  

 

Qualifying company 

 

In order to qualify for EMI 

scheme the following          

conditions must be met: 

 

 Must be a trading                  

company 

 Prohibited trades include 

financial activities, legal 

services, farming, and 

property development 

 Cannot be a 51%                  

subsidiary or under the 

control of another com-

pany 

 Permanent                            

establishment in the UK 

 Assets of less than £30m 

 Less than 250 full-time 

employees 

claim a corporation tax deduction equal to the market 

value of the shares at exercise  less the amount paid by 

the  employees. 

 

Existing Shareholders 

An Employee Benefit Trust (EBT) is a discretionary 

trust for the benefit of the beneficiaries, i.e. the selected 

employees. It is possible for the company to create an  

EBT in order to facilitate the sale of shares to employ-

ees.  

 

To fulfil the options, the EBT will purchase shares from 

the shareholders of the company at market value using 

monies from the option holders and the balance being 

contributed by the company. 

 

Provided that Entrepreneurs’ Relief is available, the 

existing shareholders would be taxed AT 10% on the 

cash received for their shares. 

 

The EBT route may be beneficial for directors who are 

concerned about the dilution of share capital on the 

issue of new shares. 

 

 

Company 

If desired, the employer 

can include performance 

criteria so  that the                    

options are only                            

exercisable if the                  

employees have met 

certain conditions, such 

as an increase in                  

turnover or number of 

years in employment. 

 

Upon exercise of the  

options the company can  



Employee Shareholder Status  
The employee shareholder status was introduced in                

September 2013 as a tax efficient share incentive                    

designed to encourage company productivity.  

In exchange for an employee sacrificing certain                                

employment rights, they will receive at least £2,000 worth 

of shares in the company (or its parent).  

Anyone can apply for or accept an employee shareholder 

job, however those who already own 25% or more of the 

company are unable to benefit from the  tax reliefs                           

available. 

Conditions 

In order for someone to become an employee                   

shareholder, the following conditions must be met: 

1) The individual and the company must both agree    

that the individual will be an employee shareholder 

2) The employer must give the individual fully paid up 

shares in the company of a value of at least £2,000 

3)   The individual must not pay for the shares 

4) The employer must give the individual a written 

statement of the particulars of the status of employee 

shareholder 

5) The individual must get independent advice from on 

the terms and effect of the written statement and this 

must be paid by the company. However, this cost can 

be offset against some of the benefits described below. 

6)   The individual  must be given a 7 day ‘cooling-off’ 

period after receiving the advice before accepting the 

offer. 

 

 

 

 

Benefits 

Employee Shareholder 

Unlike other shares acquired by employees, HMRC are 

willing to agree a value for the shares prior to them being 

issued to an employee so the employee acquiring shares 

can be certain of their income tax liability. 

Employee shareholders will not be charged to income tax 

or Class 1 NICs on shares acquired up to the value of 

£2,000. Any shares received above this amount will be 

charged to tax in the normal way.   

The first £50,000 worth of ES shares acquired will be free 

from capital gains tax, regardless of the size of the capital 

gain eventually realised.  

Company 

A corporation tax deduction equal to the shares’ market 

value at the time of acquisition will normally be available 

for the employer company. 

A buy back of ES shares by the Company will normally 

automatically facilitate the Capital Gains Exempt status for 

the employee on their proceeds. ES shares that are sub-

ject to the capital gains exemption will not normally be 

taxed as income and so gains should be free from tax. 
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