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Enterprise Management Incentives and other share 

incentives 

Many companies wish to give a share incentive to their key employees or directors.  A good way to do this 

is through share options, which give the right to shares in the future, possibly linked to the achievement of 

a particular target (such as the successful sale of the company) or more immediate events (such as 

achieving particular sales or profit targets). 

A very popular way to provide such share options is to use Enterprise Management Incentive (EMI) 

options, which is a government-provided arrangement that brings key tax advantages. 

This factsheet explains how EMI share options work and then briefly outlines other forms of share-based 

incentives which companies can use.   It uses the term ‘employee’ to include either employees or 

directors. 

EMI Share Options 

As with any sort of share options, EMI options give the right (but not the obligation) to acquire shares in 

the company at a pre-set price (the ‘exercise’ price).   This means that the employee should be able to 

benefit economically from any growth in value of the shares, without (from the employee’s side) having to 

pay out immediately for shares ‘up front’ or (from the company and shareholders’ side) without necessarily 

making the employee a shareholder immediately. 

There are various requirements to be met by the company, the employee, and the terms of the options 

themselves.  But as with any other forms of share options or incentives, there are some important basic 

factors to consider as a starting point, including: 

- How many shares, or what percentage of the company, to provide to the employee through the 

options 

- What level of exercise price to set 

- When to allow exercise of the option, ie when to allow the employee to have shares:  for instance, 

only on sale of the entire company, or at any earlier time 

- Whether to set other performance conditions for the exercise of the option, for instance, the 

company achieving sales or profit targets in one or more years, or the company being sold for a 

particular overall value. 

- What would happen if the employee leaves the company. 
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Tax treatment for EMI options 

Before covering the conditions which need to be met in order for EMI options to be used, it is helpful to 

consider the tax treatment for ‘ordinary’ or ‘unapproved’ options. 

If an employee is given share options which do not have tax advantages: 

- When the options are exercised, they will have an income tax charge (at rates of up to 45%) on 

the difference between the market value of the shares when the options are exercised, and their 

exercise price (assuming the first is higher than the second).   

 

Further, if the company’s shares are ‘readily convertible’, that is, either easily tradeable for cash, 

or if they are in a company which is controlled by another company, then this amount of income 

tax must go through the company’s PAYE system, so that this income tax is collected 

immediately, and National Insurance Contributions (NICs), both employee’s and employer’s,  

would apply.   This can make an ‘unapproved’ exercise of share options very expensive, in terms 

of income tax and NICs, in some cases leaving the employee with less than 50% of the value of 

the shares in their hands. 

- By default, where the shares are then sold for more than their value when they are exercised, they 

will suffer capital gains tax (CGT) at rates up to 20%. 

By contrast, EMI share options have the following tax advantages: 

- When the options are exercised, there should be no charge to income tax.  This will apply where 

the exercise price of the options has been set at no less than the market value of the shares when 

the options were granted. 

- When the shares are then sold, the employee will pay CGT at only 10% on the capital gain they 

make (ie on the difference between what they sell the shares for, and the exercise price).  This will 

apply if there has been at least 12 months between when the options were first granted to them 

and when they sell the shares. 

Conditions to be met by the company 

EMI options cannot be provided by every company.  The company (or the group which is part of) must 

meet the following conditions: 

- It must have gross assets of less than £30 million 

- It must have fewer than 250 employees 

- It must have a permanent business establishment in the UK 
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The above conditions only need to be met when the options are granted. 

- It must carry on a ‘qualifying trade’.  This is defined by exclusion, so that various businesses such 

as property investment, property development, farming, finance, legal, hotels and nursing homes 

will not qualify. 

- The company whose shares are to be issued under the option must not be under the control of 

any other company (so, for instance, these shares cannot be in a subsidiary company) 

- The company or its group must not have subsidiary companies which it does not fully control. 

 

Conditions to be met by the employee 

The employee (or director) must work for the company or group for at least 25 hours a week, or if less 

than this, they must work at least 75% of their total working hours for it. 

The employee must not hold more than 30% of the shares in the company, including any rights they may 

have to acquire shares. 

Conditions for the shares, and the option agreement 

The shares which are provided under the EMI option must be ‘ordinary shares’. 

The documentation which ‘creates’ EMI options normally consists of: 

- An overall set of rules which the company adopts, dealing with the procedures for granting and 

exercising options, and what would happen if employees leave the company; and 

- An option agreement that is specific to each employee, which must clearly set out matters such as 

how many shares are under the option, the exercise price, any performance conditions and other 

details on when and how the option may be exercised. 

Each employee can only hold EMI options over shares with a total value of £250,000 (this value being 

taken when the options are granted) and in total the company can only grant EMI options with a maximum 

value of £3,000,000.   

Valuation of shares for EMI purposes 
 

As set out above, valuation of the shares to be used in EMI options is quite important, in that the company 

will need to know that the exercise price for the options is no less than their market value (otherwise tax 

and NICs may arise when the options are exercised); and there are limits over how many options are 

granted to each employee. 
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Most companies therefore agree the value of the shares to be used with HM Revenue & Customs (HMRC) 

prior to granting the EMI options.  Although this is not compulsory at that stage, it does offer comfort on 

both these points. 

 

This valuation takes into account a number of factors including the company’s profits and dividend history, 

its balance sheet position, and the prices paid for those shares in recent transactions.   It may also take 

into account a discount for the fact that EMI options are typically over only small amounts of shares in the 

company. 

Other share incentives 

Although EMI options are so flexible and give such good tax advantages,  not every company will be able 

to use them.  This may be because: 

- The company does not meet the conditions to grant EMI options, for instance because of its size 

or the number of employees; or because the shares to be offered are in a subsidiary or other 

company that is controlled by another company; 

- The employee does not work  enough hours for the company, or owns more than the 30% limit of 

shares in it; or 

- The employee already holds more than the maximum £250,000 value of shares under an EMI 

option. 

For these or other reasons, companies may consider a variety of other share incentives.   Some of the  

main ones are set out briefly as follows: 

Company Share Option Plan: An older form of ‘approved’ or government provided share option scheme, 

which does not specify the type or size of company.  It provides some of the same tax benefits as EMI 

options, but has a much lower limit of £30,000 of the shares under the option. 

All-employee share schemes:  These are also government provided schemes with tax advantages.   

They include ‘Save As You Earn’ schemes where the employee makes regular savings which may 

eventually be used to exercise share options, and the ‘Share Incentive Plan’, where employees can 

purchase shares in the company out of pre-tax salary and also be provided with free shares by their 

employer up to certain limits.  Both of these schemes  must be offered to the company’s entire workforce 

(of full-time employees), and tend to be used by larger companies. 

Employee Shareholder Status:  This is a government-provided scheme under which shares are issued 

to employees in exchange for their giving up certain (relatively limited) employment rights.    When the 

shares are sold, they are then free from CGT up to an amount of £100,000 per person. 
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‘Unapproved’ schemes:  Some share schemes which are not government-provided can still allow for 

very flexible and effective incentives and rewards for employees, and they can also have beneficial tax 

effects.   These include ‘growth shares’, where the valuable rights of the shares are not available 

immediately; shares with deferred payment; and arrangements where the employee has a shared interest 

in the shares together with a third party such as a shareholding trust. 

 

 

 

 

 

 

 

How we can help 

It is not possible to cover all the detailed rules of the schemes in a factsheet of this kind. If you are interested in 

share incentive schemes please contact us. We can also help to guide you through the implementation of a 

scheme which is suitable for your circumstances. 

If you would like further details on any matter contained in this factsheet please call the business tax team on +44 

(0)1865 861183 or email info@jamescowperkreston.co.uk. 
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