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EOTs – The new style Buyout

➢ Employee Ownership Trust EOT FA 2014

➢ EOT  Trust  but not an EBT---equality not selective principles 

➢ Think of John Lewis and dozens of other companies

➢ Indirect collective employee ownership with trust having control for the long term 

benefit of employees as a whole

➢ Employee Buyout rather than narrow management buyout
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The EOT Basic Model

Current State Future State 

ABC Ltd

100%

EOT Trustee Ltd

EOT

ABC Ltd

Debt
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Retiring Entrepreneur’s 

dilemma

➢ Trade Sale

➢ Sale to Private Equity

➢ Sale to management 

➢ Wind down and closure 

➢ Do nothing and leave mess for employees and family 
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External Saletrade or PE

➢ Maximise Sale Proceeds – Third party sale to trade buyer or private equity - with earnout

➢ Intrusive and pressurised at end of career

➢ New owners not interested in culture, employees, locality

➢ Pressure on business to deliver short term  returns to purchaser
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MBO

➢ How do they afford it without personal debt or selling at an undervalue?

➢ Do the management want the responsibility 

➢ How do I retire?
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The EOT Basic Model

Current State Future State 

ABC Ltd

100%

EOT Trustee Ltd

EOT

ABC Ltd

Debt
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The EOT Solution

➢ Vendor Funding/Patient Capital 

➢ Deferred uncertain consideration; dependent on company making future profits and 

having cash to fund the EOT for the EOT to pay its debts to the vendors

➢ Upfront payment from available cash

➢ Future payments dependent on double lock: Distributable Reserves AND Surplus Cash

➢ Money gifted to EOT by company to a plan but only as it has spare cash 
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The Tax Incentives

➢ Dividends not taxable 

➢ Sale of majority control to an EOT exempt from CGT 

➢ Stamp duty still payable

➢ Tax free bonuses for employees

➢ Payments to EOT by company not taxable dividends (ESOP Centre Letter) 
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The EOT Basic Model

Current State Future State 

ABC Ltd

100%

EOT Trustee Ltd

EOT

ABC Ltd

Debt
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EOT Income Tax Relief

➢ Part of the underlying concept of collective employee ownership. Employees should 

benefit from enhanced remuneration  - profit sharing

➢ £3600 max tax free per person per annum

➢ Bonus is paid by the company  so potential  legal rigmarole of company paying dividends 

to the trust and then the trust paying out to the employees is cut out 
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Why the reliefs?

➢ Before FA 2014 and EOTs vendors who tried to convert to this structure had to be very 
determined, altruistic and patient 

➢ Dry CGT tax charge on sale to Trust

➢ Had to do it in stages to make tax payments manageable 

➢ Making the sale to an EOT CGT free removed this huge obstacle - providing EOT 
conditions satisfied of which the key one is giving control to the EOT  “ handing over the 
keys of the castle”

➢ Income tax relief of tax free ( but not NIC free ) bonuses to the employees  gives the 
employee a financial benefit from collective  EOT ownership and control 

➢ Lib Dem idea and condition of the Coalition Agreement which like the pupil premium and 
increased personal tax allowances has been adopted  and embraced by the 
Conservatives 
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Vision

➢ Long termism

➢ Employee engagement through ownership 

➢ Employee Responsibility 

➢ Reforming / Redeeming capitalism 

➢ Spreading income and wealth more widely 

➢ Localism 

➢ Better securer jobs 

➢ Stronger performance EO evidence 
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EO Evidence

As published by the Employee Ownership Association
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EO Evidence

As published by the Employee Ownership Association
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Cash and Culture

➢ Future cash flows are key

➢ Set price at one the company can sustain over the long term

➢ Unstrained Price and Terms 

➢ Culture of employee responsibility as well as rights

➢ Grow management internally who accept the ethos
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New Governance 

Structures 

➢ Employee Engagement Employee council? Not Prescriptive

➢ Supervisory board structure

Corporate Trustee Ltd

EOT

ABC Ltd

Supervisory

Operational



© Pett, Franklin & Co. LLP, 2020

German two-tier board 

structure

➢ Employee representation on the Supervisory Board:

➢ 500+ employees: one third employee representatives (One-third 

Participation Act, Drittelbeteiligungsgesetz) 

➢ 2,000+ employees: half employee representatives (Co-

determination Act, Mitbestimmungsgesetz)

➢ Employee representatives elected by the workforce in secret, 

equal & direct elections organised by Works Councils
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Role of Trustee board

➢ Fiduciary and legal responsibilities

➢ Dual  responsibilities director/trustee

➢ ‘Moral compass’ for company - tax mitigation strategy ?

➢ Hold the executive to account against the strategy / Challenge the executive against strategy  
management

➢ Appointing MD/Board

➢ Ultimate arbitrator for appeals against directors

➢ Offer from third party 

➢ What are the boundaries of responsibilities between the 2 boards 

➢ How are trustee directors appointed

➢ Where do employees get involved - Employee counsel ?
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Evolution of Trustee Board

The mixture of skills on the Trustee board needs to evolve over time to reflect the needs of 

the company

Conversion MaturityTransitional period
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EOT Conditions

➢ The Trading requirement       s236I, TCGA 1992

➢ The all-employee benefit requirement   s236J, TCGA 1992

➢ The equality requirement   s236K(1)-(4), TCGA 1992

➢ The Controlling Interest Requirement   s236M TCGA 1992

➢ The Limited Participation Requirement  ss 236N (1) – (3) TCGA 1992
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Limited Participation 

Requirement

➢ Condition for CGT exemption

➢ Block conversions of small family companies converting and carrying on regardless

➢ 40% NP/ NE test

➢ At date of conversion and before and after 
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The EOT Basic Model

Current State Future State 

ABC Ltd

100%

EOT Trustee Ltd

EOT

ABC Ltd

Debt
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Vendor Financed MBO 

Current State Future State 

ABC Ltd

100%

Managers

NEWCO

ABC Ltd

Debt
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MBO v EOT

➢ Newco owes vendor debt not EOT

➢ If Newco cannot fund debt, ownership can revert back to vendors 

➢ EOTs  if  company cannot fund EOTs debt repayment  cant be paid and may have to be 

written off by vendors 

➢ Means the long payment periods of EOTs 5-10 years not commercially acceptable in an 

MBO

➢ Managers have direct individual ownership 

➢ EOTS collective all employee ownership 

➢ EOT sale tax free   

➢ So write off of unpaid debt is more tolerable for vendors 
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The Hybrid EOT

➢ Founders retain minority interest

➢ Share Schemes for some or all of employees

➢ Control 51% remains with the EOT

➢ More Conflicts of Interest to manage

➢ Key employees managers can have shares 

➢ Value of shareholdings? Status, dividends, internal market maker exits, possibility of sale 

of company
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Moral Compass Dangers

➢ Very generous tax relief

➢ Narrow Tax Planners mindset  

➢ Ignore the societal purpose, and  the goals of the founder /vendor 

➢ Offshore trusts   

➢ Unregulated UK trust industry

➢ Inherent conflicts of interest

➢ Excessive cash extraction

➢ Ignoring the cultural employee engagement and governance issues
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Abuse or Missed 

Opportunities  

➢ Tax reliefs; Control by EOT;  keys of the castle 

➢ Double lock 

➢ Best practice guidelines emerging slowly eg trustees

➢ Long term Success requires employee engagement  

➢ Managing conflicts of interest inherent in the model

➢ Evolutionary journey 
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William Franklin william.franklin@pettfranklin.com

Stephen Woodhouse stephen.woodhouse@pettfranklin.com

Jane Jevon jane.jevon@pettfranklin.com

mailto:william.franklin@pettfranklin.com
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Questions & Comments



Resources 

Esop Centre website & newspad FS Club Bulletins

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

/#Subscribe

To subscribe:
https://esopcentre.com/

news/newspad/

https://fsclub.zyen.com/#Subscribe
https://esopcentre.com/news/newspad/




Thank You

Forthcoming Webinars

Visit https://fsclub.zyen.com/events/webinars/

More added every day…

16 October 2020 (12:00) What Should You ‘Outsource’ To Your Chamber(s) Of Commerce Of Choice?

20 October 2020 (16:00) Uncovering Opportunities: How Finance Executives Can Use Machine 
Learning To Gain A Leading Edge

21 October 2020 (12:00) Employee Share Schemes: Innovative Communication Strategies 
Guaranteed To Increase Employee Take-Up

22 October 2020 (11:00) Nature Smart Cities: Innovative Financial Mechanisms To Support 
Local Authorities With Urban Greening

https://fsclub.zyen.com/events/webinars/

