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Submission 

I have nearly completed Doctoral studies in the Utilisation of Employee Share Ownership Plans 
(ESOP) as a Business Succession and Exit planning tool for Australian SME's and my practice is a 
substantial provider of succession planning advice, products and services to business especially 
focusing on ESOP's. We were established in 2009, have 20 advisers nationally and work with mostly 
mid-market businesses to assist them maximise business value and achieve a successful exit. This 
often includes implementing an Employee Share Ownership Plan. 

We implemented our first ESOP in 2006 (it is still operating and the business owners credit it at 
least partly with their success - especially in terms of attracting, retaining and motivating key staff 
which in their industry - real estate - is a key issue) and since then have implemented approx. 100.  
Our clients have won the Australian ESOP of the year award twice. Demand / inquiry is increasing in 
a tight labour market (for professional services employees especially) largely focused around staff 
recruitment and retention and even further as a result of COVID19. 

The academic research https://successionplus.com.au/white-paper/academic-research-esops/  is 
overwhelmingly positive, providing the plan is properly designed (to match the business outcomes 
important to the business owner and key stakeholders) and implemented. 

See https://successionplus.com.au/employee-engagement-share-plans/   for a case study video 
(featuring both founder and employees) on our client Umwelt, who has successfully implemented 
both Ownership Thinking and an ESOP as part of an overall succession plan to sell the business to 
its key employees. This option is common in both the USA and Europe as an exit option. 

Unfortunately, in Australia, ESOP is not widely known, understood or utilised - my own research 
shows that business owners generally are unaware of ESOP as a strategy, believe it is expensive and 
/ or complicated and perceived to be mainly for listed companies / larger corporates. 
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In addition, both the ATO and ASIC work to make the implementation complicated and expensive - 
compliance documentation is lengthy, and the taxation provisions limit effectiveness in SME's - for 
example: 
 

• The tax law limits each employee to owning less than 10 % of the equity in the business - in 
small businesses - for example a professional services firm with 4 key employees - each 
would necessarily own > 10 %. The use of ESOP’s for succession has been widely recognised 
and was one of the recommendations of the 2004 Shared endeavours report. This limitation 
and focus on broad based plans limits the utility of these plans for succession. 

 
• The deferred taxation rules (Div. 83A) serve to tax employees (on a deferred basis) without 

them having access to income /equity to fund the tax payment - we have several clients 
where this taxation impact will be far greater than the employees annual salary and may in 
fact force them to sell some shares to fund the taxation liability. The taxing point should be 
better matched to the realisation of value within the shares ( and therefore access to cash 
to fund the taxation liability ). 

 
• The process of obtaining a Private Binding Ruling is slow and complicated - we have several 

instances where this process has taken longer than 6 months (the ATO default position 
seems to be that these plans are set up to avoid / minimise / defeat taxation). 
 

• The taxation rules also favour broad based ESOP models (which are fine in some cases but 
not always) by requiring the plans be available to at least 75 % of employees with greater 
than 3 years’ service.  These are often not suitable in professional firms where ownership is 
typically focused on “key” employees. 

 
In clients where the plans have been implemented, we generally see increases in staff retention, 
improved engagement (including ideas from employees to improve business processes), greater 
collaboration and overall, more profitable and valuable businesses. They are typically better 
prepared and equipped to grow and employ more people and contribute at a higher level to wider 
economic growth. Importantly, despite the taxation limits they do produce more viable succession 
outcomes. 
 
Please see attached detailed supporting academic research including tax and legal issues. 

Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15



Inquiry into the Tax Treatment of Employee Share Schemes
Submission 15




