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Specialised share
schemes
Specialised share schemes (including
share options) are those plans that
are neither approved by HM Revenue
& Customs nor receive statutory
tax advantages, such as Enterprise
Management incentives (EMI)
Specialised schemes, or “unapproved
plans”, can often achieve tax
efficiency for either the employee of
the company but, unlike approved
plans, not both.

These plans are designed to fit certain conditions and,
as such, may often provide a more effective scheme for
both parties. Typically, unapproved plans are used where
a company does not meet the qualifying conditions of an
approved plan or to top up shares or options where an
individual has reached the limits on the approved plans/EMI.
Unlike share options, these plans do not generally attract a
P&L charge (under FRS20 / IFR2), or any such charge should
be relatively small.
The following are examples of the more common
unapproved plans:
Deferred Share Plan
Key features:
Also known as a nil-paid or part-paid share plan, this plan
allows employees to buy shares at market value but defer
the cost until the company calls the loan at a later date,
typically on a sale of the company. These plans may include
performance conditions and are often used to top up
approved plans / EMI or where approved plans are not
possible.
Summary tax treatment:
There should be no tax on issue of the shares. The gain on
the sale of the shares should attract Capital Gains Tax (CGT)
for the individual. The company will not receive Corporation
Tax relief for any gain on the shares. The loan (interest
free) can give rise to an annual taxable benefit in kind for
the employee, although may not where the company is
a “close company” or an employee controlled company.
Care needs to be taken to ensure the plan is constructed to
avoid a 32.5% tax charge for a “close company” on a loan to
participators.
Guideline implementation cost
For the tax advice, legal documents including sale and
purchase (S&P) agreement, shareholder/ board minutes and
any amendment to the articles, the cost is typically in the
region of £10,000 plus £6,000 of share valuation costs.

Growth shares plan

TeamCo Shares

Key features:

Key features:

A new class of shares is created whereby employees
participate only in the value of a company over and above at
least market value on issue, i.e. accrue value from the date
the shares are issued. These plans are often used to top
up approved plans or used where approved plans are not
possible.

TeamCo plans are aimed at businesses (the Acquirer) who
want to incentivise a new team. It is common for insurance
companies and recruitment firms, for example, to bring in
new teams.
A new company (Newco) is set up by the new team and
a proportion of the shares are sold to the Acquirer. The
remaining shares held by the team are sold to the Acquirer
at a price dependent on the performance of the Newco.

Summary tax treatment:

Summary tax treatment

There should be no tax on the issue of shares. The gain on
the sale of the shares should attract CGT for the individual.
The company will not receive Corporation Tax relief for any
increase in the value of the shares. Unlike the deferred share
plan, there is no loan to the employee.

There should be no tax on issue of the shares in the Newco
The gain on the sale of the shares should attract CGT for the
team members. The company will not receive Corporation
Tax relief for either the gain on the shares or for the
purchase of shares. Guideline implementation cost £27,500
for drafting, tax advisory and valuation work.

Guideline implementation cost
Around £15,000 for the tax advice and drafting legal
documents including S&P agreement, shareholder/
board minutes and any amendment to the articles plus, if
needed,£7,000 to value the company’s original shares and
the growth shares to be awarded to the employee.

Long-Term Incentive Plans (L-TIPs)
Key features:
L - TIPs are plans designed to attract, motivate and retain
key individuals, usually a company’s senior executives. An
L-TIP can take many forms, including shares, options, cash
or a mixture of all three. Shares are commonly offered at nil
cost, based on a three year performance period.
Summary tax treatment
L-TIPs are often no more tax efficient than cash, as
the primary objective is to align the interests of the
shareholders with that of the key drivers within the
business. Tax efficient share plans would be used where any
design restraints did not impinge on the overall objective of
the plan.
Guideline implementation cost
Very much depends on the design. Each one would need a
specific quote.

Joint Share Ownership Plan – JSOP
Key features:
A share incentive plan where employees have a beneficial
interest in the growth of shares held in a trust. Access to
that growth can be linked to performance criteria. The
plan provides a smooth mechanism for employees to
participate in equity of private companies, but also provides
an alternative plan for listed companies where approved
schemes are either unavailable or the approved limits have
been reached.
Summary tax treatment
The employee will need to pay a small amount for the
shares, or suffer the income tax on that value. The gain
on the sale of the beneficial interest in the shares should
attract CGT for the individual. The company will not receive
Corporation Tax relief for any gain on the shares.
Guideline implementation cost
Around £25,000 for tax advice, drafting and valuation work
needed - valuing the company’s shares and the interest
awarded to the employee and agreeing that with HMRC.

Unapproved share options

Partition Shares

Key features:

Key features:

Unapproved options are not constrained by legislation, such
that the plan terms are infinitely flexible.

A special class of shares is created whereby the value of
those shares is linked directly to the performance of a
specific part of a business, e.g. a subsidiary, division or
business unit.

Summary tax treatment
Unapproved share options are not tax efficient for the
employee, attracting income tax on the gain at exercise
(PAYE and NIC may also apply), and CGT on any subsequent
gain in the share value between exercise and sale of the
shares. The company may, however, receive a Corporation
Tax deduction for the gains on exercise, if certain conditions
are met, and can pass on any Employer’s NIC cost relating to
the exercise to the relevant employee.

Summary tax treatment

Guideline implementation cost

Costs for putting in partition shares for one company for
one employee would be around £6,000 including legal
documents plus valuation costs of a further £6,000.

Very much depends on the design. Each one would need a
specific quote but not usually more than £15,000.

The shares can be “designed” so there is little or no tax on
issue of the shares. The gain on the sale of the shares should
attract CGT for the individual. The company will not receive
Corporation Tax relief for any gain on the shares.
Guideline implementation cost

*Note all costings in this document are exclusive of VAT
Measured Incentive Shares (MIS)
Key features:
Shares are issued with limited or no rights, which convert
to MIS at a later date. The shares are never “ordinary
shares”, but the gaining of certain rights attached to those
shares can be linked to performance conditions, including
those applicable to specific employees, e.g. divisional or
departmental performance.
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Summary tax treatment
There should be little or no tax either on issue of the shares
or the gaining of rights on those shares. The gain on the
sale of the shares should attract CGT for the individual. The
company will not receive Corporation Tax relief for any gain
on the shares.

E: chris.blundell@mhllp.co.uk
T: +44 (0)20 7429 4100

Guideline implementation cost
£30,000 for drafting, tax advisory and valuation work.
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