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Enterprise Management Incentives: Case Studies

An Overview of the Statutory Requirements

• The highly tax-efficient and highly-commercially flexible EMI was first introduced through Finance       
Act 2000 and has the potential to benefit any company that meets the criteria for a Qualifying 
Company and whose employee participants meet the criteria for an Eligible Employee. 

• To be a Qualifying Company, the company: (1) must be independent throughout the life of the 
options, (2) must have gross assets that do not exceed £30 million at the date of grant and (3) must 
not have its trading involved in certain trades for 20% or more of its activities for the life of the 
options.

• To be an Eligible Employee, an individual: (1) must be an employee within the company or the 
company’s group, (2) must give “committed time” to the company that amounts to at least 25 hours 
a week or, if less, for at least 75% of his/her “working time” and (3) must not at the date of grant 
have a material interest (more than 30%) in the company.

• The maximum initial market value of shares over which an employee may hold unexercised EMI 
options is £250,000 and the total market value limit for the company to grant options is £3,000,000.

• The company must have fewer than 250 employees to grant options under EMI.
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Enterprise Management Incentives: Case Studies

Case Study 1: 

For Motivation Towards A Sale  

• Private company currently worth £300,000 has a projected value in 5 years time of £7 to 

£10 million.

• Fast growth business marketing software technologies to premium clients.

• Corporate objective to exit in 5 years time and in order to realize this ambition needs 
high calibre engineers that are difficult to recruit in the marketplace and even more 

difficult to retain. 
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Enterprise Management Incentives: Case Studies

Case Study 1: 

The Solution

• Focus the scheme on the corporate objective of realising value after a limited company life with 
the key employees sharing in the capital sale.

• Option price is set at nominal value only in order to maximise the benefit to the employees.  

• Lower level of share options for the support staff, recognising that team performance from all 
levels is required for the achievement of the corporate objective. 

• Exercisable events restricted to exit positions of takeover share sale, management buy-out, 
flotation on a recognised stock exchange and sale of trade and assets.

• Options lapse for employees who leave for any reason whatsoever, a feature that concentrates the 
attention on the focus for selling out in 5 years time.
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Enterprise Management Incentives: Case Studies

Case Study 1: 

Interesting Scheme Features 

• The accumulating right to exercise for one-off grants rather than a series of annual 

staggered grants at different option prices.

• This feature establishes the option price when the market value of the shares is low. 
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Enterprise Management Incentives: Case Studies

Case Study 2: 

For Long-Term Incentive Plan (“LTIP”) Requirements

• Company quoted on the Alternative Investment Market with a value of £18 
million.

• High level reputation in the business of passenger and freight rail transport.

• Already has Share Incentive Plan and a ShareSave Scheme on an all-employee 
basis.

• Requires a tax-efficient LTIP for its director and executive team to meet retention 
needs.    
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Enterprise Management Incentives: Case Studies

Case Study 2: 

The Solution

• Establishes an EMI scheme with options granted as “nil cost” options, i.e. 100% discount 
on the market value at the date of grant.

• Settles monies into an employee share trust to enable the trustees to purchase shares off 
the AIM market.

• Agrees performance conditions linked to Total Shareholder Return that must be 
achieved for the exercise of options in 3 years time.

• Options granted on an annual basis so that option lives overlap with up to three live 
options at any point in time, each with a different outstanding period remaining.
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Enterprise Management Incentives: Case Studies

Case Study 2: 

Interesting Scheme Features 

• The combination of the 100% discount EMI options and the employee share trust 
replicates the LTIP arrangement with an absolute guarantee of no tax or NICs at the 
inception of the scheme.

• The staggered option arrangement based on overlapping options assists retention by 
ensuring that if a director or executive left the company then he/she would be walking 
away from value.
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Enterprise Management Incentives: Case Studies

Case Study 3: 

For An Employee-Controlled Company In Perpetuity 

• Private company currently worth £5 million with no plans for sale in either the short-
term, the medium-term or the long-term.

• Very fast growth company in the business of software testing and recognises the 
opportunities in the U.K. and throughout the world for its continuing growth. 

• Belief in the employee share ownership ethic for growth and development and wishes to 
see its shares recycled in perpetuity between its employees.

• Sets option prices equal to the market value of the shares at the date of grant with 
employees buying their shares primarily through bonus monies.
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Enterprise Management Incentives: Case Studies

Case Study 3: 

The Solution

• Exercises are made on an all-employee basis with all employees offered shares on the 
basis of a tiered structure prepared on the basis of objective and fair criteria linked to 
seniority.

• Encourages early share purchase by restricting the opportunity for exercise to the period 
of three years from the date of grant.

• Encourages some retention by not allowing sale of the shares until two years after 
purchase.

• Exercises are satisfied through the employee share trust purchasing shares from the 
existing shareholders and then dispensing them to employees on exercise.
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Enterprise Management Incentives: Case Studies

Case Study 3: 

Interesting Scheme Features

• The employee share trust operates as a surrogate market for the shares in the absence of 
a recognised stock exchange. 

• Recognised share valuation methodologies are used to establish a surrogate value for the 
shares on a six-monthly basis.

• The same 20% of the share capital is recycled through the employee share trust adopting 
a commercial persona and acting as both provider and purchaser of the shares.        
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Enterprise Management Incentives: Case Studies

Case Study 4: 

For Succession And Shareholder Investment Diversification

(Note: Employee Share Schemes for Management Buy-Outs)

• Company has grown steadily over many years and existing shareholders in their late 50s are 
contemplating retirement.

• Engineering business with a long history but with strong potential for new product development 
and the capture of new markets.

• Existing shareholder/directors have identified successors who as responsible individuals will be 
able to lead the workforce of some 220 individuals into this new era for the business.

• Existing shareholders want to retain some interest but also want to realise some value for their 
shares with a view to diversifying their investment portfolio.                
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Enterprise Management Incentives: Case Studies

Case Study 4: 

The Solution

• Company establishes an employee share trust to enable the shareholder/directors initially 
to sell 24% of their combined shareholding and realise cash for investment elsewhere.

• Company grants EMI share options to key management team members with top-up tax-
unapproved share options to take the combined new management shareholding to 40% 
in five years time and to 75% in 7 years time. 

• Company has taken deliberate steps to train and to develop its new management team to 
the level of management that is required to run the company.    
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Enterprise Management Incentives: Case Studies

Case Study 4: 

Interesting Scheme Features 

• Existing shareholder/directors realise cash through a capital gains tax transaction with the 
employee share trust at the CGT rates.

• Existing shareholder/directors have in the short-term retained control of the company, even 
control of special resolutions, whilst at the same time ensuring that their investment portfolio is 
not restricted to shares in their own company.

• The statutory corporation tax deduction is an attraction with the company benefiting from relief 
within its corporation tax computation based on the gain realised by the employees at exercise.

• The new management team can envisage a future with their shareholding escalating over time 
and their own opportunity in time for a realisation of value through selling to the same employee 
share trust.           
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Enterprise Management Incentives: Case Studies

Case Study 5: 

For The Growth Shares Model

• Private company currently worth £10 million with five shareholders who are resolved to drive the 
company forward towards high growth in order to realise the company’s potential.

• Operating in a specialised management consultancy field with a dynamic set of products and 
services that have unlimited potential in the UK and worldwide.   

• Existing shareholders want to preserve for themselves the existing Whole Company Value at the 
date of the commencement of the employee share scheme AND going forward.

• Resolved to involve the whole workforce of 140 employees in a growth shares model as the 
impetus for the company to grow in the UK and overseas.  
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Case Study 5: 

The Solution

• Reclassify the existing ordinary share capital into a new preference share capital to 

replace the existing ordinary share capital. 

• Value the company at the £10 million Whole Company Value and freeze the £10 

million Whole Company Value into the new preference shares. 

• Create new ordinary shares as the Growth Shares, allocated 80% to the existing 

shareholders and 20% to the new employee shareholders. so that all (existing 

shareholders and new shareholders) benefit from the growth.

• On a sale of the company, say for £50 million, the first £10 million is paid to the 

preference shareholders while the remaining £40 million is paid to the ordinary 

shareholders (the Growth Shareholders).  
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Enterprise Management Incentives: Case Studies

Case Study 5: 

Interesting Scheme Features

• The Growth Shares, i.e. the ordinary shares, grow from zero value, to attract all future 
growth following the reclassification, with ALL gain as capital gain.

• The employee share scheme is Enterprise Management Incentives which has the special 

form of Entrepreneurs Relief that was specifically created by statute for Enterprise 
Management Incentives.

• For all Enterprise Management Incentives, the special form of Entrepreneurs Relief 
delivers a 10% capital gains tax rate on the capital gain, provided a period of at least 
two years has elapsed from the date of grant to the date of sale.  However, when linked 
to the Growth Shares Model, the 10% capital gains tax rate applies to virtually all the 

sale proceeds as the base cost of the shares is no more than a very low nominal value, 
say £0.0001 per share.
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Enterprise Management Incentives

All Best Wishes For Your Business Initiative From David Craddock

Consultant, Lecturer, Author
and Specialist in Employee Share Schemes and Reward Management,

Management Buyouts, Share Valuation and Investment Education 

We are very pleased to help you so please do not hesitate to make 
contact by telephone or e-mail.

David Craddock Consultancy Services
Telephone: 01782 519925

Mobile Phone: 07831 572615
E-mail: d.craddock@dcconsultancyservices.com 

www.DavidCraddock.com
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To subscribe: https://fsclub.zyen.com/#Subscribe

From 43,000 curated sources,
you get a machine summary of the 
key point(s) from forward-looking 

articles, not just article titles:
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