
Over the last few years the 
number of companies 
operating employee 

share schemes has surged. 
These valuable schemes, which 
effectively allow workers to own 
shares in their employer company 
either by purchasing them 
or from shares given to them, 
require careful consideration by 
participants.

Anyone who is opted in to a 
company share scheme, is being 
remunerated through shares 

or is holding on to shares from 
previous employers, should 
consider any potential pitfalls, 
alongside the obvious perks. This 
is especially important for anyone 
planning to use their shares to 
fund retirement plans, as without 
the proper guidance, they may 
find themselves losing out on 
the full potential for returns that 
these schemes can offer.

Some of the many benefits
The emotional resonance of being 
a shareholder in the company 

for which you work is significant. 
While share-based remuneration 
schemes are offered by firms as 
a means of rewarding employees 
and ensuring their continued 
loyalty to the company, they’re 
also an effective way to boost 
engagement within the workforce. 
As schemes can allow employees 
to acquire shares at cheaper-
than-market value in a familiar 
company where their own efforts 
can play a real part in growing 
the company, employees can also 
potentially benefit personally 

from any growth in the firm’s 
share value, a powerful motivator, 
not to be underestimated.

“The emotional resonance 
of being a shareholder in 
the company for which you 
work is significant”

You may be an experienced 
investor but share schemes have 
proven very successful in opening 
up the possibility of tax-efficient 
share ownership for people who 
may not have been exposed to 
investing and may previously 
have limited themselves to saving 
in cash. Such accessibility adds to 
their appeal.

Not to be overlooked are the tax 
benefits in relation to Income 
Tax and National Insurance, 
providing the shares are offered 
through one of the following 
HMRC approved schemes: 
Save As You Earn (SAYE), Share 
Incentive Plans (SIP), Company 
Share Option Plans or Enterprise 
Management Incentives. Different 
tax advantages and criteria apply 
to each scheme or plan, so careful 
appreciation of any nuances is 
important.

Other tax considerations
Firstly, not all schemes, especially 
non-UK firms, will qualify for 
certain tax breaks and where 
they do it is a bonus. While tax-
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efficiency is a key advantage of 
investing in some employer share 
schemes, there are specific scheme 
rules to follow. For example, 
under a SIP, shares need to be 
held in trust for five years, until 
an employee withdraws them 
or leaves the firm, to negate any 
Income Tax consequences.   

Anyone who holds a 
sizeable chunk of their 
future financial wealth 
in the shares of the 
organisation that employs 
them, is clearly placing a 
lot of eggs in one basket”

Capital Gains Tax (CGT) is 
payable on any profits made. For 
approved schemes, the base cost 
for any future CGT liability is 
the market value of shares on the 
day of withdrawal. It is your own 
responsibility to keep records 
and report any personal tax 
consequences, so it is extremely 
important to keep all related 
paperwork, otherwise sorting out 
the CGT position can be difficult. 
Everyone has a CGT allowance for 
the tax year (£12,300 for 2022/23) 
and if you don’t make full use of 
it in one year, you can’t carry it 
forward to the next. Another point 
to consider if you are married or 
in a civil partnership, is whether 
you should transfer assets to each 
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other; no CGT will be charged on 
the transfer, and there are then 
two annual CGT allowances to 
take advantage of.

In some instances, share option 
schemes may be ‘unapproved’ 
and in these cases tax rules can 
be relatively complex. There is 
nothing underhand about such 
arrangements, but any options 
granted will immediately be 
subject to Income Tax and 
National Insurance on exercise. 
Often this will be deducted via 
PAYE and taxpayers may not even 
have an obligation to complete 
a tax return but it is important to 
check this based on your personal 
circumstances.

Concentration risk
As well as issues relating to tax, it 
is also vital to consider the overall 
level of risk employees face when 
investing in an employer’s share 
scheme. This is because anyone 
who holds a sizeable chunk of 
their future financial wealth in 
the shares of the organisation that 
employs them, is clearly placing a 
lot of eggs in one basket. In other 
words, their income as well as 
a large part of their investment 
portfolio effectively becomes 
dependent on the fortunes of a 
single firm. 

It is therefore essential that 
anyone contributing to a scheme 
considers what else they are 
doing with their savings to ensure 
assets held in their employer are 
balanced with other appropriate 

investments. Diversification 
clearly plays a key role in any 
successful investment strategy 
and investors need to regularly 
review their situation to ensure 
they continue holding a well-
diversified portfolio suited to 
their individual risk appetite.

Knowing when to take action
Once  certain schemes mature, 
typically after three or five 
years, the employee must decide 
whether to use the accumulated 
funds to buy the company’s 
shares at the price agreed at the 
outset (usually at a discount to 

the market price) or opt to receive 
back the money they invested 
along with the addition of some 
interest. Usually, provided the 
share price has risen, the investor 
will exercise their option to buy. 

“Whether to keep or sell the 
shares requires incredibly 
careful consideration of 
factors relating to both the 
company’s prospects as 
well as your individual 
personal circumstances.”

Whether to keep or sell the 
shares requires incredibly careful 
consideration of factors relating 
to both the company’s prospects 
as well as your individual personal 
circumstances. One option that 
many people are unaware of, is 
the ability to transfer all or part of 
SIP or SAYE shares into another 
tax-efficient wrapper, such as an 
Individual Savings Account (ISA) 
or Self-Invested Personal Pension 
(SIPP).  This can only be done 
within 90 days of the scheme 
maturing and the value of shares 
going into the wrapper mustn’t 
exceed the annual contribution 
limit. Unlike a typical Bed and 
ISA or Bed and SIPP arrangement, 
there is no requirement to sell 
shares and repurchase them 
within the tax wrapper, in addition 
the transferred shares are not 
subject to CGT on transfer or on 
the eventual sale.

Taking advice is the next step
If you’re unsure about the next 
steps to take with your employee 
shares, how to benefit from tax 
wrappers, how to make the most 
of your CGT allowance, ways to 
develop a diversified investment 
portfolio, or to take advantage of 
our full wealth planning service, 
then please get in touch, we can 
arrange a complimentary initial 
consultation with one of our 
advisers.
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Nothing in this piece should be 
construed as investment or tax 
advice, or as comment on the 
suitability of any investment or 
investment service. Prospective 
investors should take advice from a 
professional adviser before making 
any investment or tax decisions. 
There are risks with almost every 
investment that you may not get 
back the original capital invested. 
The value of your investments may 
fall as well as rise and the past 
performance of investments is not 
a guide to future performance.  Tax 
treatment depends on the individual 
circumstance of each individual 
and may be subject to change in 
the future.  Killik & Co is a trading 
name of Killik & Co LLP, a limited 
liability partnership authorised 
and regulated by the Financial 
Conduct Authority and a member 
of the London Stock Exchange. 
Registered in England and Wales 
No. OC325132 Registered office: 46 
Grosvenor Street, London, W1K 3HN. 
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