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Overview and summary requirements  

Overview 

Following a government review and consultation on increasing employee ownership 

of companies, the Finance Act 2014, Schedule 37, introduces three new tax reliefs to 

promote employee ownership: 

inheritance tax (IHT) reliefs 

on certain transfers of 

property into and out of EOTs 

a one-off capital gains tax 

(CGT) relief on disposals 

made by non-corporates to 

an Employee Ownership 

Trust (EOT) in a single tax 

year, which result in the EOT 

owning more than 50% of the 

relevant company 

an income tax exemption 

on certain bonus payments of 

up to £3,600 per tax year 

made to employees of EOT 

controlled companies 
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Overview and summary requirements  

EOT Conditions 

An EOT is a special form of Employee Benefit Trust (EBT) 

In order to qualify as an EOT, a trust must meet the: 

‘all-employee benefit’ 

requirement (which 

includes the ‘equality 

requirement’) 

‘controlling interest’ 

requirement 
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Overview and summary requirements continued 

The ‘all-employee benefit’ requirement 

EOT trust property must be applied for the benefit of all eligible employees of a company or 

group on the same terms 

However, trust property may be applied differently for the benefit of different employees by 

reference to their: 

 

 

 

Provided that: 

 

 

 

 

hours worked 
level of 

remuneration 
length of service 

this does not result in 

some (but not all) 

employees receiving no 

benefits at all 

each of the factors above gives rise to a 

separate entitlement, and an eligible 

employee’s total entitlement is the sum of 

each separate entitlement 

or 

and 
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Overview and summary requirements continued 

The controlling interest requirement 

 

 

 

 

The EOT must hold more than 50% of the ordinary share 

capital of, and voting rights in, the company and be entitled 

to receive more than 50% of any profits distributed as 

dividends and any assets available on a winding up 

However, dividend waivers are allowed 
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The Reliefs 

CGT Relief 

A disposal of shares to an EOT will be treated as being made on a ‘no gain, no loss’ basis. 

The company must 

meet the trading 

requirement 

The transferor must not 

have claimed this relief in 

any earlier year in relation to 

a disposal of shares in the 

same company or a 

company in the same group 

The controlling interest requirement must first begin 

to be met during the tax year in which the relevant 

transfer to the EOT occurs and must be met at the 

end of that year (this allows several transfers of 

shares from different shareholders within the same 

tax year all to benefit from the relief) 

The EOT must 

meet the other 

EOT conditions  

The 'limited participation' requirement 

must be met subject to certain limited 

exclusions 
and 
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The Reliefs 

Limited Participation Requirement  

Broadly, the total number of employees 

and office holders who are 5%+ 

participators plus any employees or 

officeholders who are connected with them 

cannot exceed 40% of total number of 

employees in the group 

Subject to limited exceptions, this 

requirement must be met throughout the 

period which begins 12 months prior to the 

date of the relevant disposal and ends at 

the end of the tax year in which the 

disposal takes place 

 

 

 

 

 

Clawback 

If any of the conditions for CGT relief 

cease to be met in the tax year which 

immediately follows that in which the 

disposal to the EOT occurs, the CGT relief 

would be withdrawn 

If any of those conditions cease to be met 

in a subsequent tax year, the EOT would 

be deemed to dispose of the relevant 

shares or the date of the disqualifying 

event at their then market value. This could 

potentially trigger a CGT charge for the 

EOT 
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The Reliefs continued 

Income Tax Relief  

An income tax exemption is available on qualifying bonus payments made to employees of up to 

£3,600 per tax year 

In summary, to benefit from this relief: 

 

 

 

The total number of office holders plus any 

employees who are connected with them 

cannot exceed 40% of total number of 

employees and officeholders in the group  

The aggregate of qualifying bonus 

payments made at different times and by 

different companies in the group to an 

individual employee in a single tax year 

must not exceed £3,600 

The bonus 

payment must not 

represent regular 

wages or salary 

The payment must not be 

funded through the sacrifice 

of salary, non-qualifying 

bonus or benefits 

The employer 

must not be a 

service 

company 

The bonus payment must 

be made under a 'scheme' 

to which the Equality 

Requirement applies 

and 
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The Reliefs continued 

IHT Reliefs 

The IHT reliefs apply to various transfers into and out of EOTs 

If the company meets the trading requirement and the EOT conditions are met, save 

that the EOT does not meet the controlling interest requirement at the beginning of the 

tax year but does meet it at the end of the tax year, then:  

 

 

 

 

Reliefs are also available to EOTs in respect of the ten-yearly charge and exit charge 

otherwise applying to relevant property trusts 

A transfer of property by a close 

company to an EOT is excluded 

from being a transfer of value 

for IHT purposes 

A transfer of property by an 

individual to an EOT is an 

exempt transfer for IHT 

purposes 

  

and 
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How could this work? 

Would a vendor choose this 

if there was an alternative? 

Sale  

EOT Proceeds Funder 
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How could this be financed? 

EOT 

Funder 

Contribution 

Loan 

Sale  

Proceeds 

EOT 

Loan 

Sale  

Proceeds 



11 © 2015 KPMG LLP, a UK limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity. 

All rights reserved. 

How could the acquisition of shares be structured? 

■ Individual can only get relief once 

■ Minority shareholders can only get relief in the year 

the control passes to the EOT 

■ Has to be a one-off sale 

EOT 
Sale  

Proceeds 
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Proposal for contributions to fund purchase in instalments 

■ The individual sells his shares 

to the EOT for a lump sum 

■ That lump sum is then 

payable in annual instalments 

■ The company will contribute 

these amounts 

EOT 
Sell 

Shares 

EOT 

Voluntary 

contribution 

Instalment of 

Proceeds 
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Practical and technical issues 

■ Practical governance 

structure under the EOT  

■ Position of minority 

shareholders 

■ Getting the numbers right for 

the contributions 

■ Employment related 

securities 

■ Transaction in securities 

 

EOT 
Sell 

Shares 

EOT 

Instalment of 

contribution 

Instalment of 

Proceeds 

Trading group 
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Financing markets for SMEs evolving fast 

■ ‘Credit crunch has had material impact across the full range of financing markets 

■ After serious pressure c2008-11, funding markets have generally restored capital positions 

– Favourable market conditions for larger businesses 

■ Lenders have taken strategic decisions about where and to whom they want to lend 

– Has left some gaps, particularly for SMEs 

■ Emergence of a wide range lenders seeking to fill the areas vacated by traditional lenders 

– Seeking to become mainstream debt providers 

– Some parties willing to lend through the capital structure 

■ Government has sought to encourage continued lending into SME classes 
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Financing market options vary depending on nature of business 

Asset based (e.g. leasing, HP, asset backed etc) 

Small companies Medium companies 

Traditional clearing bank 

‘Challenger’ bank 

Peer-to-Peer funding  

Specialist SME lenders / Credit funds 

‘Mezzanine’ / VC providers 
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Employee ownership structuring considerations 

■ Cashflow generation will drive ability to use 

funding to support acquisition price 

■ Debt capacity will be driven by cashflows 

and asset backing / security 

■ Lenders will require some reinvestment of 

proceeds (e.g. loan notes) to protect value 

■ Some potential to invest down the capital 

structure (e.g. ‘mezzanine’) 

■ Subordinated debt may impact value of 

employee interest if underperformance 

Indicative repayment profile 

1st 

financing 

2nd  

financing 

3rd 

financing 

A
m

o
u
n
t 

Time 

Aggregate cash out 

N.B: aggregate cash out subject to lender re-investment requirements 
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Transition to EO broadly ‘neutral’ on credit profile 

Impact of change 

from private to 

employee owned 

Business and market position ■ Underlying business and cashflows likely to be similar 

Credit structure 
■ Underlying cashflow / asset backing likely substantially similar 

■ Lender recourse rights can be protected 

Key employee exposure   
■ Subject to continued key employee involvement in the business 

■ Structure allows for appropriate succession planning 

Employee / management 

incentivisation 
■ Equity ownership provides improved management incentivisation 

Equity backing ■ Personal financial ‘backing’ of owners potentially reduced 
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Approaching lenders 

■ Approach can be made by the company on 

behalf of proposed owners 

■ Position approach from lender’s viewpoint 

– Focused on credit / defensive 

characteristics ahead of growth 

■ Approach lenders with comprehensive, 

evidenced information up front 

– Will demonstrate credibility 

■ Address perceived risks up front 

– Clarity over transition / succession plan 

Lender information requirements 

■ Strategic business plan 

■ Market overview 

■ Corporate structure and ownership overview 

■ Key management and governance 

■ Key operations 

■ Historic financial performance 

■ Financial projections  

– Key Assumptions 

– Sensitivities 

■ Funding structure and requirements 

■ Financing request 

■ Next steps and timetable 

 



Thank you 
Presentation David Ellis, Tim Nicholson 
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