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cases, other share rewards are only used 

because EMI is not available.

Key features:

• an individual can be granted up to 

£250,000 of options;

• options can be granted at a discount to 

market value (but income tax will be due at 

exercise on the discount);

• entrepreneurs relief available on options 

granted after April 2012 resulting in the 

potential for gains taxed at the lowest CGT 

rate of 10%.

Limits on EMI:

• a company limit of £3m on the value  

of shares over which unexercised options 

exist (again, determined at the time  

of grant);  

• the company must be independent and 

cannot have gross assets exceeding £30m, 

or more than 249 full-time employees  

(or equivalents);

• a company cannot grant EMI options if  

it is carrying on certain excluded trades. 

This includes dealing in land or shares, 

banking and insurance, and property 

development. 

Company Share Option Plan (CSOP)

There are no limits on company size or 

number of employees unlike EMI, which 

allows CSOPs to be used by larger companies, 

listed organisations and those whose trade is 

outside of EMI such as accountancy, banking 

etc.

CSOP is a more restrictive regime than EMI  

in that:

• options must be granted at market value;

• each employee can only be granted up to 

The use of employee share schemes is once 

again on the rise as businesses recover from 

the recession and begin to grow confidence  

in their future trading and profitability. 

Some of the key uses of employee share 

schemes are:

• incentivising employees to achieve better 

performance;

• attracting and retaining staff, particularly  

in start-ups, where companies have 

insufficient funds to provide adequate 

salaries;

• enhancing remuneration packages where 

this can be achieved tax efficiently;

• succession planning for major stakeholders; 

• raising equity funding, particularly in 

management/employee buy outs.

There are a number of alternatives when 

looking at the best form of employee share 

scheme for your business. An approved 

scheme has distinct tax advantages over an 

unapproved scheme but can be less flexible, 

and there are qualifying rules for both 

employee and employers.

Share options are often used as there will 

generally be no tax charges arising until the 

option is exercised, while the direct award of 

shares can result in an up-front tax charge. 

However, by owning shares, employees are 

able to benefit from having voting rights, 

entitlement to dividends etc. that they would 

not have as merely an option holder.

Approved share options
Enterprise Management Incentives (EMI)

EMI options are still the ‘gold standard’ for 

share rewards, being flexible and having very 

advantageous tax rates available. In many 

£30,000 of options;

• the gain is only exempt from income tax if 

the options are held at least three years.

Unapproved options
As with approved options, there is no initial 

tax cost up front. Any gain on exercise will 

be taxed as employment income and these 

are typically used as top-ups to approved 

schemes.

Approved all-employee schemes
There are two all-employee approved share 

ownership plans; the share incentive plan (SIP) 

and the save as you earn (SAYE) scheme.

SIPs allow employees to acquire shares from 

pre-tax income, with employers able to top  

up these awards. The shares are then held   

in trust for a minimum period and, when 

taken out after the required holding period, 

can be sold or retained without an income  

tax charge arising.

The SAYE scheme is a savings plan where 

employees can purchase shares at a discount 

of up to 20% on funds paid into a savings 

plan over a three or five year period without 

an income tax charge arising from the 

acquisition.

The all-employee nature of these plans can 

make them difficult to implement, but in our 

experience they have a good track record of 

incentivising and retaining staff.

Direct share acquisition

The future increase in value will, in most 

cases, be treated as a capital gain, but if 

market value is not paid on acquisition, the 

discount will be treated as a taxable amount. 
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Nominal value needs to be paid if shares are 

not to be treated as partly paid. If shares are 

not currently considered readily convertible at 

acquisition, the discount will not be subject  

to PAYE/NIC but instead taxable via self-

assessment, unless the company’s under the 

control of another company.

Often used where voting rights are valued  

and where there is a likelihood of future 

dividend payments.

Growth shares

This requires a new class of shares to be 

created, where the shares are only entitled  

to a distribution of capital on a sale once a 

particular financial hurdle has been achieved. 

Where this hurdle is considered stretching it 

allows a significant discount to be applied to 

the initial market value of the shares, so 

reducing the market value at award down  

to typically nominal value. Further increase in 

value would then be taxed as a capital gain. 

The process of setting the appropriate hurdle 

and valuing the new class of shares can be 

complex. As this hurdle will be an inherent 

characteristic of the share class, it will need  

to be included in the company’s articles. Some 

care will need to be taken to reduce 

potentially sensitive material as the articles 

would be available publically.

Once created, the new class of shares can  

be used for share option awards such as an 

under EI scheme or employer shareholder).

Growth shares are typically used in companies 

where the acquisition price of ordinary share is 

quite high, so making better use of limits 

under approved schemes or reducing the 

acquisition cost for employees who  

acquire shares.

Jointly owned shares 

An alternative route to growth shares used in 

listed companies and other companies where 

it is not possible to create a new class of 

shares. This involves an employee and a 

employee benefit trust (EBT) jointly owning a 

share where the trust is entitled to the initial 

value and a small incremental increase and 

the employee is entitled to the majority of the 

future growth. This is a complex arrangement 

that requires a detailed legal agreement and 

valuation work in determining appropriate 

hurdle and carry cost levels and their impact 

on tax valuation, as well as the setting up of 

an EBT.

However, it does allow the employee to 

acquire an interest for a low cost, and have 

the future increase in value taxed as a 

capital gain on exit without creating a new 

class of shares.

Employee shareholder scheme

This is a very useful initiative for part-time 

employees who would not otherwise qualify 

for an EMI, and higher paid executives that 

would not typically place a great deal of 

weight on the rights they forego as they 

appreciate the far greater link between 

performance and reward in their senior 

position. The participants cannot have a 

material interest in the company either directly 

or through connected persons. 

 

The executive would also need to be paid 

directly for services performed through  

as an employee/office holder rather than 

through a service company for this to apply.
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The planning requires the employee to give 

up certain employment rights  in exchange  

for £2,000 of free shares and up to a further 

£48,000 in shares at market value (or be 

taxed on market value if awarded free). The 

subsequent gain on sale of these shares 

would be free of capital gains tax.

Growth shares as well as ordinary share 

capital can be used to make an award under 

this scheme. This is a tax advantageous route 

for the right participant, but the loss of 

employment rights will not make it suitable 

for the wider workforce.

Share valuation

While in a listed company the act of 

determining the market value of a share  

is as simple as looking up the relevant 

financial market on the internet. The process 

is very different for private companies who  

do not have a publicly listed share profile.

In many cases there will not be external 

transactions to base the valuation on, so 

the share valuation process will require a 

valuation to be determined from financial 

records. This is a complex area with differing 

methods of valuation and the potential for 

discounts to be applied to minority 

shareholdings, as the value for a small 

shareholder can often be worth less per 

share than that of a controlling interest. 

Valuation is a key part of the share reward 

process and should not be considered  

an afterthought.
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Moore Stephens is the UK’s 9th largest 

independent accounting and consulting 

network, comprising over 1,700 partners and 

staff in 39 locations.

Our objective is simple: to be viewed by 

clients as the first point-of-contact for all their 

financial, advisory and compliance needs. We 

achieve this by providing sensible advice and 

tailored solutions to help clients achieve their 

commercial and personal goals.

Clients have access to a range of core and 

specialist services including audit and tax 

compliance, business and personal tax, trust 

and estate planning, wealth management, IT 

consultancy, governance and risk, business 

support and outsourcing, corporate finance, 

restructuring & insolvency and forensic 

accounting.

Our success stems from our industry focus, 

which enables us to provide an innovative and 

personal service to our clients in our niche 

markets. Specialist sectors include charities 

& not-for-profit, construction, education, 

energy & mining, family offices, financial 

services, healthcare, hotels & leisure, insurance, 

pensions, professional practices, public sector, 

real estate, shipping, social housing, sports and 

technology & media.

Moore Stephens globally 
Moore Stephens International Limited is a 

global accountancy and consulting network, 

headquartered in London.

With fees of US$2.7 billion and offices in 103 

countries, you can be confident that we have 

access to the resources and capabilities to meet 

your needs. Moore Stephens International 

independent member firms share common 

values: integrity, personal service, quality, 

knowledge and a global view.

By combining local expertise and experience 

with the breadth of our UK and worldwide 

networks, clients can be confident that, 

whatever their requirement, Moore Stephens 

will provide the right solution to their local, 

national and international needs.
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managed businesses. 
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incentivisation plans. Nik is a Fellow of the ACCA and a Chartered Tax 

Advisor (CTA).
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Please note that this is a general guide and should  
not be considered a full summary. Please contact us when 
considering the tax position on share awards  
to employees.


