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What is the Share Incentive Plan
(SIP)?

The Government, believing that employee share
ownership increases productivity, wants many more
companies to offer shares to all their employees, and
the SIP is their main route towards achieving this goal.

Unlike SAYE options, the SIP creates immediate
employee shareholders, who may have the same
rights to dividends and voting as the other members
of your company. Because real share ownership starts
on day one, but employees can’t normally sell for five
years, you should consider the SIP if you want the
risks and rewards for your employees to match most
closely those experienced by other shareholders.

How does it work?

Employees can obtain shares in three main ways:

. Purchase - employees may buy Partnership
Shares out of their gross pay, with full income
tax relief. For example, an employee investing
£1000 of their pre-tax pay in shares in their
employer company will not have income tax or
National Insurance deducted, so they will have
shares worth £1,000 allocated to them. If
instead they simply take that £1,000 as part of
their normal pay, they would receive a cash
amount after deduction of tax and National
Insurance

. Free - employees may be allocated Free
Shares, without being required to pay income
tax or National Insurance on their value

. Matching - employees may be allocated up to
two Matching Shares free for every
one Partnership Share they agree to buy -
again without being required to pay income
tax or National Insurance on their value.

Also, dividends paid on any of these shares can be
paid as additional shares (Dividend Shares) instead of
as cash, in which case they won't be subject to income
tax.

When and how are the shares
allocated?

When?

« Partnership Shares can be allocated just
once, or once a year, or every month. Or
instead, you could allow your employees
to have Partnership Share money
deducted from their pay once a month for
up to twelve months (an Accumulation
Period), then used to buy Partnership
Shares at the lower of share value at the
beginning and end of that period. This
transfers the risk of downward share price
movement over that period from
employees to the company.

* Free Shares can be allocated whenever
you wish, so long as within the annual
limits (see over).

« Matching Shares will be allocated at the
same time as the Partnership Shares to
which they relate.

How?

They must always be purchased by a SIP trust -
using each employee’s money if they are
Partnership Shares or the company’s money if they
are Free Shares or Matching Shares - then
immediately allocated to the names of participating
employees.

Are there any conditions?

. It’s an all employee plan, so everyone
must be invited to participate, although
you can require employees to have worked
in your company for at least (broadly)
eighteen months

. Any shares allocated to employees must be
held on their behalf in a special SIP trust -
normally for five years to ensure the
income tax reliefs.

There are several other conditions, including strict
rules as to the type of shares that may be used,
and a rule preventing a SIP being used to allocate
shares in a subsidiary.
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Are there any benefits for my How many companies have a

company? SIP?

Yes, in addition to the intended positive benefits on According to the Inland Revenue in June

your company'’s performance: 2004, 600 companies had a SIP. We
estimate that 30 of these were in AIM listed

. Your company doesn’t have to pay employer companies.

National Insurance on any pay used by
employees to buy Partnership Shares so long
as they are then left in trust for the full five
years, so saving your company up to £128 for

every £1,000 invested by employees Is there anythlng else | need to

know?
. The cost to your company of providing Free
Shares or Matching Shares is deductible ] ] ]
against corporation tax Yes, there is more information you'll need to
understand before deciding whether a SIP may be
. Any award of Free Shares may be linked to the right solution. This guide is intended to

achievement of performance conditions, which provide a brief overview only.

can be company-wide or linked to a particular
business unit

i 2
. Free Shares or Matching Shares can be forfeit How do we find out more?

if employees leave as “bad leavers” (dismissal .
or voluntary resignation) within three years Please contact Robert Postlethwaite

rmp@postlethwaiteco.com

or Sarah Anderson

Are there any financial limits? sa@postlethwaiteco.com

Yes, the following annual limits apply for each This is a general guide only and should not be treated as advice.
empl>loyee' Copyright Postlethwaite & Co 2005

Partnership Shares - | Free Shares - £3,000
£1,500 or 10% of
salary (whichever is
lower)

Matching Shares - | Dividend  Shares -
up to twice the| £1,500

number of
Partnership Shares

Is a SIP suitable for my company?

Free Shares and Matching Shares can be a powerful
way of fostering staff retention, through the ability to
forfeit them where employees leave as “bad leavers”.

Where awards of Free Shares are linked to
achievement of a performance target, they can be a
strong performance incentive.

Partnership Shares are purchased by employees with
their own funds, so are often seen as the best way of
aligning employees’ and other shareholders’ interests.
Take up rates of Partnership Shares are likely to
increase where Matching Shares are offered.
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