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NEW LEGISLATION

The Income Taxes (Earnings & Pensions) Act 2003 contains extensive new legislation
governing the tax treatment of restricted securities. This flowchart is infended to provide a
quick guide to its main principles. For specific advice on this or any other question
concerning employee shares, please contact Robert Postlethwaite on 020 7470 8805 or
robert.postlethwaite@consortes.com www.consortes.com
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This is general guide only and contains a highly simplified account of legislation. It should not
be taken as advice and professional advice should always be sought. ©Consortes July 2004
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What about EMI options? These are not
exempted, but if the employee and the
Company elect to pay any income tax (and
NIC) on option exercise, there will normally
be none payable unless the EMI options were
granted at a discount to market value

Are there any special rules for manager
investments in venture capital backed
companies?

o If the shares are acquired under a public share offer or

o If seven years pass before the restriction is removed and the
holder remains an employee or

o If the holder may be required to sell the shares on leaving due to
misconduct or

o If the shares are acquired through a Revenue-approved CSOP,
SAYE option or SIP (no CGT either, if a SIP) or

o If the shares may be redeemed on payment of any amount or

o If the employee pays at least what their market value would be
without restrictions

(these cover the main exemptions only)

!

If there is no ratchet, shares won't be
regarded as subject to restrictions which are
taxable when removed if all of these apply:

. They are Ordinary shares

e Any leverage (e.g. preference shares) is
on commercial terms

e Managers pay at least the same per
share as the VC

e  Managers acquire shares at the same
time as the VC

e  Managers shares don't have special
rights

e  Managers are fully remunerated through
salary/bonus

If there is a ratchet, shares won't be regarded as subject to
restrictions which are taxable when removed if all of these apply:
e They are Ordinary shares

e Any leverage (e.g. preference shares) is on commercial terms
e  Managers acquire shares at the same time as the VC

e  Managers are fully remunerated through salary/bonus

e  Ratchet not related to individual performance and in place when
VC acquires its Ordinary Shares

e Managers pay a price reflecting maximum economic entitlement
of their shares

Other things to remember:

income tax on the discount

. These new rules apply to shares or securities acquired from 16 April 2003

o If shares are convertible into higher value shares, income tax effect is payable on
conversion on the growth in value resulting from conversion

e Ifthe employee pays less than the restricted value of the shares, he will also have to pay

e Separate new rules also exist in respect of shares whose value has been artificially reduced
before acquisition, or whose value is artificially increased after acquisition

This is general guide only and contains a highly simplified account of legislation. It should not
be taken as advice and professional advice should always be sought. ©Consortes July 2004




