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Update

Introduced by Finance Act 2013 the employee shareholder 

status allows employees to receive capital gains tax-free shares 

in their employer’s company in exchange for surrendering 

certain UK employment rights. 

New employment status
The employee shareholder status was introduced with effect 

from 1 September 2013 following the government’s concerns 

that employers’ fears of being taken to employment tribunals 

were stopping companies hiring more employees. By removing 

some of the employees’ rights with the employee shareholder 

agreement, the hope is that companies will be encouraged to 

take on more staff. By owning shares in their employing 

company, the employees would potentially be more concerned 

about the success of the company, therefore creating a more 

committed and productive workforce. 

Employees offered shares under this type of employment 

agreement will be ‘employee shareholders’. The government 

views the introduction of the employee shareholder status as 

simply providing employers with an additional option and hopes 

that this new employment status will give employers greater 

flexibility, encourage growth and create jobs.

Tax impact
The employee shareholder agreements allow employees to 

receive between £2,000 and £50,000 of shares with any gain 

on the eventual sale of those shares being exempt from capital 

gains tax. 

Although the shares will be exempt from capital gains tax on 

disposal, the shares will be subject to the normal income tax 

rules that apply where an employee receives shares by reason of 

their employment. If the full market value of the shares is not 

paid by the employee, an income tax and potentially a national 

insurance charge arises on the underpayment. However, the first 

£2,000 of the value of the shares received by the employee will 

not be subject to an income tax or national insurance charge. 

This is because the employee shareholder is deemed to have 
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made a payment of £2,000 for the shares received (this applies 

only on the first occasion the employee receives share from the 

employer under an employer shareholder agreement). The 

£2,000 is not deemed to have been paid where the employee 

has a material interest in the company.

Surrendering employment rights
In exchange for surrendering some of their employment rights, 

employees will be given shares in the company they work for. 

The employment rights to be surrendered are:

• unfair dismissal rights (apart from where this is automatically 

unfair, such as in relation to whistle-blowing or anti-

discrimination law); 

• rights to statutory redundancy pay;

• the right to request flexible working hours except in the two 

week period after a return from parental leave; 

• certain rights to request training; and 

• give longer notice of their intention to return to work after 

maternity or adoption leave – 16 weeks’ notice rather 

than eight.

Companies of all sizes are able to use the employee shareholder 

agreements, and it will be optional for existing employees. 

However, companies will be able to choose to offer only this 

type of contract to any new employees they hire. There is no 

need to obtain HMRC’s agreement for the employee 

shareholder contracts to be offered to employees, any company 

wishing to offer the new employee shareholder contracts may 

do so. The employer can choose to limit the rights attaching to 

the shares awarded to employees, for example by restricting 

voting rights.

The employee has a right to seek independent advice before 

agreeing the employee shareholder contract and the company 

must pay the reasonable costs of obtaining that advice, whether 

or not the contract is eventually taken up. The provision of 

advice is not treated as a taxable benefit in kind for the 

employee.
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Leaving the company
To be prepared for the situation where an employee owns 

shares in a company and then ceases employment, the employer 

may include a clause within the employee’s contract requiring 

the employee to surrender their shares in the event they leave 

the company, are made redundant or are dismissed. To protect 

the employee, the company would be required to buy back the 

shares at a reasonable value.

Conclusion 
It still remains to be seen how many employers will make use of 

these employee shareholder agreements and whether the issue 

of shares to employees is a great enough incentive for 

employees to willingly surrender their employment rights. 

Employers are able to limit the rights attached to the issued 

shares (such as rights to dividends, voting rights or rights to a 

share in the company’s assets in the event it is wound up) which 

makes the scheme quite attractive to the existing owners.
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