
Employee 
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The EOT tax reliefs originate from a 
political desire to introduce more diversity 
into the UK economy by encouraging 
employee ownership. In 2012 the 
Government commissioned the Nuttall 
Review, which amongst other things, 
recommended a CGT relief where 
business owners sell their shares to a trust 
for their employees.

This model of ownership of a business can be very 
tax-efficient for business owners seeking to exit 
and for employees involved in a business that 
implements the model.

It is a special form of Employee Benefit Trust, backed 
by legislation introduced in Finance Act 2014 to 
facilitate employee ownership, albeit indirectly.

How does it work?

The owners of a business will sell more than 50% in 
the Company to a trust – the EOT which holds the 
shares for the benefit of the employees.

Careful thought must be given to who will be the 
trustees, trust governance, the market value of 
the shares being sold by the outgoing shareholder 
and acquired by the trustees, and how the EOT will 
be funded. It is especially important to consider 
whether an EOT is an appropriate structure in the 
context of a business, commercially.
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The diagram below gives a general outline of how an EOT structure might look once implemented.
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When might a Company implement an 
EOT structure?

Usually, we find that the motivation of a tax-free 
or tax-efficient exit for the owner, coupled with a 
desire not to sell a personal business to an unknown 
third-party Buyer drives the use of an EOT. It offers 
a means of rewarding existing employees for their 
hard work and ensures that the business continues 
for the benefit of those who work in it.

This could be a solution for:

• Family-owned companies where the next 
generation are not able to take over running the 
business, for a multitude of reasons.

• Entrepreneurs who wish to retire. 

• Businesses seeking to encourage the involvement 
of their staff in the success of the business.

You should note that this is only available to trading 
companies or the holding company of a trading 
Group.

Why Implement an EOT structure?

• Not all shareholders are required to sell their 
shares;

• Directors can remain in situ post-disposal and 
can continue to receive market-competitive 
remuneration

• It is a “friendly” purchase by the staff working 
in the business and is normally less costly than 
Company sale due diligence

• Employees buy the Company indirectly without 
putting in their own money, although they may 

be able to lend to the EOT at a reasonable 
rate of interest if the EOT needs funding and an 
employee can provide it;

• Shareholders sell their shares at market value, 
without difficult negotiations over price. The 
Company accountant should be able to offer 

a reasonable view of the value and agree that 
with HMRC.

• No capital gains tax is payable by the Seller. No 
IHT liability arises on sale. Both apply where a 
controlling interest is sold to the EOT: >50%.

• The ability to pay annual tax-free bonuses to staff 
of up to £3,600 (subject to certain conditions).

Why is this tax-efficient?

The sale of the shares is exempt from Capital Gains 
Tax, meaning that the sale monies received by the 
exiting shareholder(s) are not taxed.

Payments from the company to the trust to fund the 
sale can also be made by the company out of its 
post-tax profits, with no further liabilities arising. 

Employees of the company can receive annual 
bonuses of up to £3,600 per tax year, free of Income 
Tax (although not National Insurance).

This structure can be used in conjunction with EMI 
and SIP schemes (see other guidance for details).

How is the share purchase funded?

In the first instance, the EOT might seek external 
lending, however this could be difficult to achieve. 

If independent borrowing cannot be obtained, 
then the Company can pay cash to the EOT which 

will fund all or part of the purchase. If it is only 
part-funded then the exiting shareholder retains a 
loan note (which may pay interest to the exiting 
shareholder), which can be redeemed using future 
funds provided by the Company to the EOT. 

Are there any restrictions?

• An EOT can only act to benefit all employees 
on equal terms. Other remuneration decisions 
must be reserved for the Company. Trustees 
may distinguish between employees based 
on remuneration, length of service and hours 
worked.

• The EOT should not act in place of the Directors 

of the Company.

• The number of continuing shareholders (and 
other 5% participators) who are Directors or 
employees (and connected persons) must not 
exceed 40% of the total number of employees in 
the company/Group.

• There are strict conditions around:

• The all-employee benefit requirement.

• The equality requirement (which is a subset 
of the all-employee benefit requirement).

• The controlling interest requirement.

• The trading requirement.

• No related disposal requirement

These detailed conditions all must be met if the 
EOT is to be tax effective. We have experience of 
implementing these structures and can guide you 
through the process to ensure each condition is met 
at the appropriate time.



This is a potentially valuable solution for the 
Entrepreneur who would like to see their legacy 
continued by those who work in the business 
they have created, where there is a step-up 
management team in place and where the owner 
is keen to step away from ownership without going 
through a complicated and often arduous sale.

If you are interested in implementing an EOT, 
then please contact Philip Kinzett-Evans in the first 
instance either by email at  
p.kinzett-evans@uhy-rossbrooke.com or by 
telephone on 01635 555 666.

Read more about us on our 
website at uhy-rossbrooke.com.
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