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In this Guide we discuss the what, why 
and how to issue Employee Management 
Incentives (EMI) as well as the tax 
implications.

Increasingly employers are wanting to 
incentivise potential employees to join their 
business, as well as retain valuable members of 
their team.  Employees desire recognition of 
their knowledge and experience, the ability to 
influence strategy and are seeking appreciation 
of their contribution, and  a sense of mutual 
loyalty from their employer.

EMI are a valuable way of achieving an 
alignment of goals, building long term 
employment relationships and motivating all 
concerned to do their best. After all, everyone in 
an EMI scheme has an invested interest.

Please do not hesitate to contact us if you would 
like further information on any of the topics in 
this Guide.

Heather Tulloch
Senior Manager - Consultant

Welcome



Scheme types  
There are a number of conditions which 
must be met before EMI options can be 
issued. When the EMI conditions are not 
met “unapproved” share options can be 
used. This section identifies the benefits of 
issuing shares to employees and when to 
consider initiating a scheme.

EMI v unapproved

The range of benefits used to motivate and 
retain employees has become increasingly 
diverse and creative in recent years, 
however when it comes to incentivising 
key members of the team one of the most 
effective benefits has remained the grant 
of company share options. This offers these 
crucial individuals the chance to own a 
small part of the company and therefore 
become truly invested in the performance 
of the business, with minimal upfront 
costs. Employee share ownership helps to 
align the interests of a company’s owners 
with that of employees. All are looking to 
increase shareholder value through 
growing the business,  in the hope that 
they will eventually benefit through sale of 
their shares or through receiving 
dividends.

Share options can be particularly useful for 
new businesses who may not be able to 
compete on salary but are expecting high 
growth such that share options can be 
used to tempt in talent. An employee who 
sees potential for realising a significant 
lump sum through sale of shares may well 
be persuaded to join a company, even if 
the cash salary is less than that on offer 
from larger companies.

The most well-known type of options is 
Employment Management Incentives, or 
EMIs. These come with generous tax 
benefits but can only be used in certain 
circumstances. When the EMI conditions 
are not met “unapproved” share options 
can be used – whilst these don’t have the 
same beneficial tax treatment, they are 
more flexible and therefore should not be 
overlooked.



EMI opti  ns

Tax treatment

If the exercise price of an EMI option is 
at least equal to the market value of 
the shares at the date of grant, and the 
options are exercisable within 10 years, 
then no income tax or National 
Insurance Contributions (NICs) are due 
at the date of grant, or at the date of 
exercise.

If an employee exercises an EMI 
options and later sells the shares then 
Capital Gains Tax (CGT) would normally 
be due. Gains on shares acquired via 
EMI options can be eligible for 
Business Asset Disposal Relief (BADR, 
formerly known as Entrepreneurs 
Relief) provided that the individual has 
been an employee and held the 
options for at least 2 years prior to the 
sale. Therefore, ER can available even if 
the individual does not hold the 5% 
interest, which would otherwise 
normally be required in order to 
qualify.  

In this section we highlight the tax treatments 
and conditions of an EMI scheme. We are happy 
to help with establishing and managing your 
scheme with HMRC.

Identifying
tax treatments

It is possible to issue EMI options with 
an exercise price below the market 
value at the date of grant, however 
income tax will be due on the 
difference between the exercise price 
and the market value at the date of 
the grant. This tax charge will arise
when the options are exercised. If the 
shares are quoted or readily 
convertible into cash the employer is 
required to operate PAYE on the 
taxable amount and NICs will also be 
due.

As you can see the market value at 
the date of the grant is crucial with 
EMI options. Fortunately, there is a 
mechanism to agree this value with 
HMRC before the options are issued.



Invested and 
incentivised  

The company must not be under 
the control of another company, it 
must be trading wholly or mainly in 
the UK and have gross assets not 
exceeding £30 million and no more 
than the equivalent of 250 full-time 
employees. Group of companies 
can issue options in the parent
company to employees of any 
company within the group 
provided all companies within the 
group qualify and the group assets 
do not exceed £30 million. 

The shares must be ordinary shares 
but can have restricted voting  
rights or a qualifying hurdle.

Conditions

There are a number of conditions 
which must be met before EMI options 
can be issued. These apply both to the 
issuing company and the employees:

Getting 
employee 
schemes
 right

EMI options can be granted to any 
employee who controls 30% or 
less of the ordinary share capital 
of the company and works for the 
company for at least 25 hours a 
week (or 75% of their working 
time if less than 25 hours). Each 
employee can receive options 
worth up to £250,000 at the date 
of grant.

     

It is possible to agree the value of EMI 
shares with HMRC and apply for 
advanced assurance that the 
company meets the EMI qualifying 
conditions and can issue EMI options 
in advance of granting the options in 
order to reassure employees that the 
favourable tax treatment will be 
available.



Tax treatment

There is also no income tax due on the 
grant on an unapproved share option. 
However, the tax due on the exercise of 
an unapproved option will typically be 
higher as it is based on the difference 
between the exercise price and the 
market value at the date of exercise (as 
opposed to market value at the date of 
grant as for EMI options).

The CGT base cost of the shares will be 
the aggregate of the exercise price and 
the amount on which tax is paid, i.e. 
the market value at the date of 
exercise. Therefore, when the shares 
are sold soon after exercise, it is likely
that there will be minimal or no CGT 
due on the sale.

Where the shares are sold at a later 
date the normal CGT rules apply and as 

Unappr  ved 
options
 

Tax 
implications &

flexibility 
defined

 

such the gain will only be eligible for 
BADR if the 5% interest, and other 
conditions, are met.

Flexibility of unapproved 
options

There are no restrictions on the types 
of company which can issue 
unapproved options, or on the 
employees that can be issued 
unapproved options. Furthermore, it is 
possible to issue unapproved options 
to different employees with different 
exercise prices, meaning that they can 
be tailored to specific key members of 
the team.

...EMI benefits the company...and 
employees 



Corporation Tax Deduction

Share option schemes have a further 
benefit for employers. In the 
accounting year that the options are 
exercised the company can claim a 
corporation tax deduction equal to the 
difference between the market value 
of the shares and the exercise price 
paid by the employees. For 
unapproved schemes this deduction 
will be equal to the amounts charged 
to income tax on the employees, but 
EMI options benefit from the 
corporation tax deduction in addition 
to the favourable income tax 
treatment.

Reporting requirements

Regardless of the type of options 
issued these are Employment Related 
Securities (ERS) and as such an annual 
return will be required for each tax 
year in which an option scheme is 
open. These returns must be 
submitted to HMRC online by the 6 
July following the end of the tax year.

Given the tax benefits associated with 
EMI options there are additional 
reporting requirements. Any grants of 
options must be notified to HMRC 
within 92 days, and the scheme must 
be registered with HMRC before this 
notification can be made. If this 
notification is missed the options will 
not be EMI options and will lose their 
tax advantaged status so it is crucial 
that this report is made in a timely 
manner.

Worth a shout
 



 EMI Options Unapproved Options

 
  Tax on

  employee at grant
  

 
  Nil

  

 
  Nil

  

 
  Tax on

  employee at exercise
  

 
  Income tax on

  difference between exercise price and market 
value at date of grant, if any

  

 
  Income tax on

  difference between exercise price 
and market value at date of 

exercise
  

 
  CGT – base

  cost of shares for employee
  

 
  Market value

  at date of grant
  

 
  Market value

  at date of exercise
  

 
  CGT due on

  sale
  

 
  5%

  shareholding not required in order to qualify for 
ER, provided the other

  conditions are met
  

 
  Normal rules

  apply, ER only available if hold at 
least 5% and all other conditions 

met
  

 
  Maximum value

  of options to be issued to each 
employee

  

 
  £250,000 (£3m

  for the whole of the company)
  

 
  N/A

  

 
  Company/group

  size limit
  

 
  Gross assets

  of £30 million
  

 
  N/A

  

 
  Maximum

  number of employees
  

 
  250

  

 
  N/A

  

 
  Reporting

  requirement
  

 
  Notification

  within 92 days Annual ERS return
  

 
  Annual ERS

  return
  

Summary To give you an idea of the conditions and tax 
implications of the different share option schemes 
we have created the table below. 



All our work is completely tailored to the client. This
is the only way to fully understand the activities

taking place, in order to maximise the value. 

Contact us

T +44 (0) 1223 920200 E info@ashcroftllp.com

Ashcroft LLP, Stonecross, Trumpington High Street, Cambridge CB2 9SU

ashcroftllp.com


