
spreading the wages of capital

The Employee Share Trust: 
Establishing A Dynamic Market For 

Your Employee Share Schemes

Webinar

Monday 29 June 2020



Ian Harris, BA (Hons) 

FCA FBCS FIBC CMC

Managing Director

Z/Yen Group 

spreading the wages of capital

A Word From The 
Chairman



Agenda

12:00 – 12:05 Chairman’s Introduction

12:05 – 12:25 Keynote address

12:25 – 12:30 Final thoughts

12:30 – 12:45 Questions & Answers





David Craddock

Founder and 

Director

David Craddock 

Consultancy 

Services

spreading the wages of capital

The Employee Share Trust: 
Establishing A Dynamic Market For 

Your Employee Share Schemes



DAVID CRADDOCK CONSULTANCY SERVICES

Specialist in Employee Share Ownership and Reward Management, 
Management Buyouts, Share Valuation

and Investment Education

6



The Historical Employee Share Trust

What is the historic concept of the employee share trust?

• Historically the employee share trust is typically resident for tax purposes in an offshore jurisdiction, say for example Jersey or Guernsey 
or the Isle of Man.  This is the arrangement that is created from the general legislation rather than bespoke legislation and is referred to in 
this presentation as “the historical employee share trust”.

What is the history of this employee share trust structure?

• The origins of this structure lie in the solution provided by Louis Kelso in 1956 for Peninsula Newspapers, a company based in Palo Alto, 
California.  The challenge was that the owner wished to retire and sell his shares to the employees while the employees, despite their 
willingness to buy, did not have the cash to enter into the transaction.

What is the significance of the Peninsula Newspapers case?

• The case established the basis for a management-employee buyout arrangement.  The trust dispenses the shares to the employees through 
bona fide employee share schemes.  However, the trust has a dual function in that it also buys back the shares from the employees for 
subsequent recycling when the employees sell.  In the absence of a recognised stock exchange, the trust operates a market for the shares. 

• The case also established the express linkage in the US between succession planning and pension provision for retirement as the 
employees sell their shares back to the trust on retirement. 

How does the employee share trust work and what is the basis for financing?

• The following set of seven diagrams depict the application of the key trust principles that operate for purposes of the arrangement and 
the financing techniques that are used to facilitate its operation.  In the absence of a recognised stock exchange, the level of the finance is 
based on the allocation of recognised share valuation methodologies to determine the share price equivalent that is used in the 
transaction. 
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Employee Share Trusts
Diagram 1a: Company Funding through Contributions
How to Fund Free Shares: Company Contributions 

• If the company, rather than an external financial institution, is to fund the trust then the alternatives available are either funding through gift 
contributions or funding through loans.

• Where loans are advanced by the company to the trust, it is, of course, possible at a later stage for the company to make contributions to the trust 
so that with a circular movement of cash the trust in a position to pay off the loans.   
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Employee Share Trusts
Diagram 1b: Company Funding through Loans
How to Fund Option Shares: Company Loans 
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Employee Share Trusts
Diagram 2: Bank Funding through Company Guarantees

• If the company is “cash poor but asset rich” it may be necessary and possible for an external financial institution to fund the trust on the basis 
of guarantees given by the company.  In these circumstances, both the company and the trust are parties to the agreement with the external 
financial institution.   
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Employee Share Trusts
Diagram 3: Funding the Loan Repayments and Interest Charges

• Where funding is obtained from an external financial institution, the trust will have to pay interest charges to the external financial 
institution.  In these circumstances, the trust deed will not usually contain a dividend waiver so that dividends received on shares can contribute 
to the payment of the interest charges.  The rest of the funding for the loan repayments and the payment of interest charges will derive from
company contributions to the trust.
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Employee Share Trusts
Diagram 4: Employees become Shareholders 
through the Transfer of Trust Shares

• Once the employees become shareholders through, typically, 
either the exercise of share options or an award of shares then, 
for purposes of selling their shares, they move in the 
diagrammatical representation from the bottom right-hand 
box to the bottom left-hand box.  

• The illustrates the principle of how the shares are recycled 
from one generation of shareholders to the next generation of 
shareholders.
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Employee Share Trusts
Diagram 5: Identity of Interest

• Although the term “identity of interest” is not a legal
term of art, it is a well-established term in employee
share scheme parlance.  It is based on the principle that
existing shareholders, through their shareholdings, and
employees, through their share scheme involvement,
unite around the totem of the share price/value in the
interest of both parties wanting to see the capital growth
of the company for the reason that both parties do,
indeed, have an express interest in that growth.

• The key principle that underpins the employee share
ownership initiative is that employees are more likely 
to work towards the capital development of the company
if they have an interest in the growth that supports the
capital development of the company.     
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Employee Share Trusts
Diagram 6: The Operating Agreement

• The operating agreement or linking agreement (as distinct 
from the trust deed) governs the operating relationship
between the company and the trust.

• Under the operating agreement, the trust agrees to dispense 
shares to the employees on the recommendation of the
company, provided the company has arranged for cash to
be supplied to the trust so that the trust is in a position to
first buy shares that it will subsequently dispense. 
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Employee Share Trusts
Diagram 7: The Relationship within the Trust Structure

• The company can provide recommendations to the trustees
for use of trust property.  However, these recommendations
are not instructions and the trustees must operate as
independent trustees, acting in the best interests of the
beneficiaries.

• However, the company, as the settlor of the trust and the
employer of the beneficiaries, must continue to be acutely 
aware of the decisions and the activities of the trustees.    
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The Historical Employee Share Trust

What is the tax position for each party arising from this employee share trust structure?

• For the company

For the company, there is no corporation tax deduction on any contribution to the trust; rather under Chapters 2 and 3 of Part 12 of 
the Corporation Tax Act 2009, there is corporation tax deduction on the value of any income gain in the hands of the employee.  
The corporation tax deduction becomes a component of the company’s business profit or loss for the year and is treated like any 
other deductible amount that has contributed to producing profits assessable to corporation tax.  Under the Part 12 rules, the gain 
has the potential at least to be considerably higher than the actual cost of the purchase of the shares by an employee share trust for 
the reason that the gain represents a market-generated gain.

• For the employee share trust

For the employee share trust, given that the trust and the trustees are not resident in the UK, any sales, gifts or transfer of shares 
from the trust to any party are not subject to capital gains tax.  There is no requirement, therefore, for the trust to be supplied with 
funds to pay a capital gains tax liability.

• For the employees

For the employees, the delivery of shares to them is through bona fide employee share schemes with whatever attendant tax reliefs 
are attached to those employee share schemes, either through the tax reliefs that arise from the tax-advantaged scheme in Part 7 of 
the Income Tax (Earnings and Pensions) Act 2003 (“ITEPA 2003”) or from the general tax legislation.

The shares are “readily convertible assets” under Section 702, ITEPA 2003 by virtue of the fact that the existence of the employee 
share trust in itself establishes “trading arrangements” in the shares.  As a consequence, any income tax on employee gains is 
collected through the PAYE system rather than through self-assessment and National Insurance Contributions arise.
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The Employee-Ownership Trust (“the EOT”)

So enter the Employee-Ownership Trust (“the EOT”) in 2014!

• Unlike the historical employee share trust, the EOT does have bespoke legislation.  Introduced through Schedule 37, Finance 
Act 2014, it came into force on 6th April, 2014 through the insertion of new chapters into the Taxation of Chargeable Gains Act 
1992 (“TCGA 1992”) and the Income Tax (Earnings and Pensions) Act 2003 (“ITEPA 2003”).  

• The inspiration for the EOT initiative appears to be the approach taken by John Lewis which historically has taken a different 
route to employee ownership than that which is encouraged by the tax-advantaged employee share schemes.  The key feature of 
the EOT is the sale of the company’s shares to a trust for that trust to hold the shares on a permanent basis and that clearly is 
inspired by the John Lewis model.  

• Thankfully, though, the EOT does not preclude the operation of the tax-advantaged employee share schemes.  Nevertheless, it is 
important to state that the EOT is a self-contained mechanism for achieving its dual purpose of facilitating a capital gains tax-
free sale of a controlling interest to an employee trust while also enabling the payment of income tax-free bonuses to employees
by the company.

• The EOT initiative offers a business succession model that has the capacity to operate as an alternative to a takeover trade sale of 
the business to an independent third-party acquiring company or a flotation on a recognised stock exchange.  The prime 
motivation behind setting up the EOT is a combination of succession planning and securing the independence of the company.  
It is the case, though, that the EOT can be applied to start-up companies or, indeed, to companies at any stage in their 
development as indeed can wider employee share ownership in its many manifestations.  
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The Employee-Ownership Trust (“the EOT”)

The EOT Tax Exemptions

A. Capital Gains Tax Exemption: Qualifying Disposal of Shares

• A complete exemption from capital gains tax for the seller of the shares for the sale of the 51% controlling share interest to the 
trustee of the EOT in that defined single tax year.  This exemption from capital gains tax is available for “qualifying disposals” 
by persons other than a company made to an EOT on or after 6th April, 2014. 

• The exemption is available for persons who are not companies and, provided the set statutory requirements are met, notably 
that the shares are in a trading company or the parent company of a trading group, then the capital gains tax exemption is 
available to an unlimited extent.  The fact that the exemption is unlimited is a very attractive feature indeed, even if the vendor 
has access to Entrepreneurs Relief for the simple reason that the sale of the shares to the EOT attracts zero capital gains tax on an 
unlimited amount.  

B. Income Tax Exemption: Qualifying Bonus Payments

• A complete exemption from income tax for employees on bonuses paid up to £3,600 per tax year by a company that is owned by 
an EOT to all “qualifying employees” on a basis that meets the definition for “same terms”.  This exemption from income tax is 
effective for bonus payments that are made on or after 1st October, 2014.   
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Employee Share Ownership

All Best Wishes For Your Business Initiative From David Craddock

Consultant, Lecturer, Author
and Specialist in Employee Share Schemes and Reward Management,

Management Buyouts, Share Valuation and Investment Education 

David Craddock Consultancy Services
Telephone: 01782 519925

Mobile Phone: 07831 572615
E-mail: D.Craddock@dcconsultancyservices.com

Website: www.DavidCraddock.com 
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Questions & Comments



Resources – “It’s Our Business”



Resources – Bulletins

To subscribe: 
https://fsclub.zyen.com

/#Subscribe

https://fsclub.zyen.com/#Subscribe
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