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proportionate to the period during which the individual exercised his employment in Ireland
between the date of grant and the date of exercise.

Employees may enter into an approved savings-related share option scheme based on
maximum monthly contributions of EUR 500 over a 3-year period. The employee may exercise
the scheme options to purchase shares under the scheme free of tax. However, a liability to
the Universal Social Charge (USC) arises based on the benefit which arises on exercise. The
options granted by the scheme must provide at most a 25% discount on the market price of
the shares on the date the options are granted. No charge to income tax arises as a
consequence of the purchase taking place at this discounted price. However, any gains on
options exercised at the end of the 3-year term are subjected to paying Related Social
Insurance (PRSI) and USC at the time of exercise. Various additional conditions must be
satisfied in order to obtain the Revenue Commissioners’ approval (section 519A and Schedule
12A of the TCA 1997).

A wide number of other types of share scheme arrangements exist and specific tax rules
attach to them.

The reporting of information by employers in relation to awards of shares to directors and
employees is mandatory (except where the employer is already obliged to report the
information), including awards given in the form of cash or where a discount on shares is
provided.

Key Employee Engagement Programme

With effect from 1 January 2018, the Key Employee Engagement Programme (KEEP) was
introduced. The programme applies to unquoted trading companies (i.e. companies none of
whose shares are quoted on a stock exchange other than the Enterprise Securities Market
(ESM) of the Irish Stock Exchange (ISE) or equivalent in the EEA country with which Ireland
has a double tax agreement). Qualifying companies must be incorporated in an EEA country
and be resident in Ireland (or resident in the EEA country, but carry on a business in Ireland
through a branch or agency). Certain trading activities are specifically excluded, e.g. financial
activities, dealing in or developing of land and professional services companies. The
company must also fulfil the conditions for a small or medium-sized company (SME) on the
date the options are granted, i.e. (i) employ fewer than 250 people, (i) have an annual
turnover not exceeding EUR 50 million, and/or (iii) have an annual balance sheet total not
exceeding EUR 43 million.

A qualifying company may grant share options to employees up to a total market value of
EUR 3 million with the total market value of the share options granted to any one individual
not exceeding (i) EUR 100,000 in any tax year, (i) a EUR 300,000 lifetime limit (EUR 250,000
over 3 consecutive years for the period from 1 January 2018 to 31 December 2018), or (iii) 100%
of the individual's annual emoluments (50% from 1 January 2018 to 31 December 2018). The
total market value of the “qualifying share option” granted to any one employee/director
cannot exceed the following:

e EUR 100,000 in any one year of assessment;

e EUR 300,000 in all years of assessment; or

e 100% of the annual emoluments in the year of assessment in which the qualifying
option is granted.

KEEP only applies to share options granted to full-time employees, or directors who spend a
minimum of 30 hours per week working for the company.



The share options must be granted to the employees at market value and the main purpose
of the scheme must be to recruit or retain employees. In order to qualify for the KEEP
programme, the share options must be held for a minimum of 12 months before being
exercised (with limited exceptions, e.g. on death or a sale of the company), and must be
exercised within 10 years of the date of grant.

The shares received on the exercise of the options must be ordinary shares and they must
not carry any preferential rights, e.g. to dividends or assets on winding up. In addition, the
KEEP programme does not apply if the individual (either alone or with connected persons)
can control directly or indirectly more than 15% of the ordinary share capital of the company.

Any gain realized on the exercise of an option granted on or after 1 January 2018 and before
1January 2024, is exempt from income tax. Any gain arising on the exercise of the option is
also exempt from PRSI and the USC. Capital gains tax will apply on any gain arising on the
subsequent disposal of the shares with the employee’s base cost being the actual amount
paid for the shares on exercise of the options.

Finance Act 2019 introduced a number of favourable amendments to the legislation
governing KEEP. These are as follows:

o the qualifying share option definition has been extended to include options granted
in a qualifying holding company of a qualifying group. The definition of a qualifying
group includes only a qualifying holding company, its qualifying subsidiary or
subsidiaries and its relevant subsidiary or subsidiaries. The qualifying group
(excluding the holding company) must be wholly or mainly carrying on a qualifying
trade and must have at least one qualifying subsidiary and all of the companies in
the group must be unquoted. The definition of a qualifying holding company is a
company: (i) which is not controlled either directly or indirectly by another company,
(ii) which does not carry on a trade or trades; and (iii) whose business consists wholly
or mainly of the holding of shares only in its qualifying subsidiary or subsidiaries.

e Aqualifying subsidiary means a company where a qualifying holding company directly
owns more than 50% of the ordinary share capital and a relevant subsidiary is a
company whereby more than 50% of the ordinary share capital is indirectly owned by
the qualifying holding company. A relevant subsidiary cannot be regarded as a
qualifying subsidiary.

o the “qualifying individual” definition has been changed to allow for part-time
employees or flexible working arrangements and the movement of employees
between group companies. The definition of a qualifying individual has been
amended to include an individual who is required to work at least 20 hours per week
or who devotes not less than 75% of their working time for a qualifying company or a
qualifying company within a qualifying group. This change has in effect made the
scheme available to employees who may previously not have qualified on the basis
that they were not “full-time employees” and it also facilitates the possibility of an
employee moving between qualifying companies within a group; and

e the requirement for the shares to be newly issued shares which carry no future or
preferential right to assets on a winding-up or dividends has been removed. The
scheme now offers the opportunity for options to be granted over existing shares as
well as new shares, which is a welcome amendment which further enhances the
flexibility of the scheme.

The changes are subject to a commencement order by the Minister for Finance.






Alongside the grant of the option, the employee enters into a savings contract with a bank
or building society designated by the employer, under which the employee must save a
monthly amount between GBP 10 and 250. An employee may take part in more than one
scheme, but the total monthly amounts saved must not exceed GBP 500.

An employee may save for either 3 or 5 years. (It is also possible to have a 7-year contract,
but in that case contributions are made for the first 5 years and are then left in the SAYE
account for the remaining 2 years. The 7-year contract is available only for SAYE contracts
existing before July 2013) The interest and any bonus earned on the savings are free of tax.
At the end of the contract period, the employee may exercise the option, using the savings
to buy the shares. There is no tax or national insurance contributions charge on any
difference between the exercise price of the shares and their market value on the date of
exercise.

CGT may be payable on the disposal of the shares, but this could be sidestepped by
transferring the shares into an Individual Savings Account (ISA).

Company share option plan (CSOP). Also known as “discretionary” or “executive” share
option plans, the CSOP is mainly targeted at senior or key employees in a company. Unlike
the SAYE scheme (see above), the company is free to select the employees to whom it wishes
to offer the scheme. As such, the scheme need not be open to all employees and directors.
However, it should only be open to employees and to full-time directors working at least 25
hours a week. However, an individual owning, or holding options over, more than 25% of the
shares of a close company is disqualified from the scheme.

Under an approved CSOP scheme, an employee is granted an option to buy up to GBP 30,000
worth of shares at a fixed price at a particular time. In its Growth Plan 2022 (published on 23
September 2022), the government announced its intention to increase this limit to GBP 60,000
from April 2023. It was confirmed by the government at the Autumn Statement 2022 on 17
November 2022 that this increase would go ahead.

Further conditions must be met for a scheme to receive HMRC approval. The exercise price
is fixed at the date of option and must not be less than the market value of the shares at
that date. The total value of the shares over which an individual may hold an option must
not exceed GBP 30,000 (or GBP 60,000 from April 2023), calculated at the date of grant. The
date of exercise must be at least 3 years, and no later than 10 years, after the date of grant.
Exercise within 3 years is permitted in certain cases, e.g. leaving the company due to
disability, redundancy, injury or retirement at an age specified in the plan. In such a case,
the option must be exercised within 6 months of leaving the company.

Gains on the disposal of the shares may be subject to CGT.

Provided the conditions are met, there is no tax or national insurance contributions charge
on the grant or exercise of the options.

Approved share incentive plan (SIP) is an all-employee share plan. It is not mandatory for
all employees to join the SIP, but the company must offer the scheme to all its employees
who are UK-resident as well as eligible under the SIP rules.

Under the SIP rules, an employee may buy shares out of sums deducted from his salary, up
to a maximum of GBP 1,800 (or 10% of your income for the tax year, whichever is lower)
annually (“partnership shares”), and may also be allocated shares for free, directly or



indirectly from the employer company (“free shares”). There is a limit on the number of free
shares that may be awarded. A company may award to each relevant employee free shares
of up to GBP 3,600. Before 6 April 2014, the annual maximum for partnership shares was GBP
1,500, and for free shares, GBP 3,000.

The maximum permitted annual amounts (stated above) may be revised by means of
secondary legislation (i.e. by Treasury Order).

The employer may also award shares to match those bought by the employee out of his
salary (“matching shares”). The maximum available for award is two matching shares for each
partnership share. The employer may award the matching shares according to any ration it
chooses, subject to the maximum award limit.

There is also provision for dividend shares. In brief terms, the trustees of a SIP may reinvest
dividends from shares under the SIP (i.e. “plan shares”) in the acquisition of more shares on
behalf of participants in the SIP.

Given a minimum period of holding of 5 years, no income tax charge arises on any award of
shares under the plan. The employee is treated for CGT as having acquired the shares for a
consideration equal to the market value at the time they exit the scheme (sections 488-515
and Sch. 2 of ITEPA).

Enterprise management incentives (EMIs) are aimed at smaller, high-risk companies. Key
employees may be granted options over shares up to the value of GBP 250,000 (the individual
limit) over a 3-year period.

In determining whether the individual limit has been reached, account should be taken of
any shares awarded to the employee under the CSOP (see above).

Where an option is granted to an employee and the relevant value exceeds the individual
limit, the tax-advantaged treatment applies to the option up to the individual limit, with the
excess not qualifying for beneficial treatment. Similar rules apply for the company-wide limit
of GBP 3 million. Where the employer grants an option the result of which is that the GBP 3
million limit is exceeded, beneficial treatment applies up to the limit, and the excess is
treated as not qualifying.

EMIs are, however, not available for companies that work in so-called “excluded activities”.
These activities are:

banking;

farming;

property development;
provision of legal services; and
shipbuilding.

Where the individual limit has been reached, no further options may be granted to an
employee until 3 years after the last such grant. This applies regardless of whether some
options were exercised or released in the meantime.

In order for an employee to be eligible for the scheme, he must be required to spend at least
25 hours each week, or if less, 75% of his working time, working as an employee for the



company in question, or for one of its qualifying subsidiaries. Directors are eligible for EMI
treatment if they also meet this requirement.

Employees who have had to reduce their working hours (or were/are furloughed) due to the
COVID-19 pandemic, however, treated as having continued working as normal for their
employer during the pandemic. This is to ensure they retain access to the incentive. This
treatment is in place from 19 March 2020 until 5 April 2022.

The EMI scheme is not available to an employee with a material interest in the relevant
company. The relevant company is the company with the shares under option, or, where that
company is a group company, any of the companies in that group. Broadly, “material interest”
refers to (i) beneficial ownership of, or the ability to control, more than 30% of the shares of
the company or (i) (in the case of close companies) possession of or entitlement to acquire
rights that would give 30% of the assets available on a winding-up.

No income tax charge or national insurance contributions charge arises on the grant of an
EMI option.

There is also no income tax or national insurance contributions charge on the exercise of
the option where this takes place no later than 10 years from the date of grant, and provided
that, in the meantime, none of the disqualifying events set out in the legislation have taken
place. Also, the employee must acquire the shares at a price at least equal to their market
value on the date the option was granted.

“Employee shareholder” status shares. Under these rules, an employer may offer to an
employee shares in the company for which the employee works. In return, the employee
would give up certain specified employment rights. There is an exemption from income tax
and national insurance contributions for the first GBP 2,000 of share value received by the
employee shareholder.

There is CGT relief on the disposal of employee shareholder status shares, subject to certain
limits. There is a lifetime limit of GBP 100,000 for CGT-exempt gains on the disposal of
employee shareholder shares. This applies to employee shareholder shares acquired
pursuant to an employee shareholder agreement entered into from midnight at the end of
16 March 2016, and to gains on such shares.



