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What is an ESOP?

 An Employee Stock Ownership Plan (ESOP) is a flexible, tax-efficient exit 

strategy

 It allows the owner to sell a portion or all of their stock 

 The seller can defer or, with proper planning, permanently avoid capital gains 

taxes on the sale
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What is an ESOP?

 ESOPs reward employees with an additional retirement benefit 

 They can help improve corporate culture

 ESOPs can also help increase productivity and profitability

 An ESOP can help align the goals of the employees with those of the company 

and its management
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Why consider an ESOP?

You may be able to defer capital gains taxes and 
potentially even eliminate them entirely

You can continue to lead and participate in the 
management of the company even after a sale

ESOPs can help reward employees and management,          
which may, in turn, increase productivity*

You can preserve your legacy within the company while 
gaining the independence to start the next chapter of your 
life

*Blasi, J & Kruse, Douglas & Weltmann, Dan. (2013). Firm survival and performance in privately held ESOP companies. Advances in the Economic Analysis of Participatory and 
Labor-Managed Firms. 14. 109-124. 10.1108/S0885-3339(2013)0000014006. 

Neither UBS Financial Services Inc. nor its employees provide tax advice. You should consult your tax advisor regarding your personal circumstances.
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ESOPs enable an alignment of interests

Owner
• The potential for more in total after-

tax proceeds, compared to a sale of 
the company to an outside buyer, 
mainly from the abilities to:
– Sell stock and defer or potentially 

eliminate the capital gains taxes 
associated with the sale

– Hold a high-yield seller note with 
an attractive total return

– Retain upside potential in the 
company through warrants, 
which are typically taxed at long-
term capital gains rates instead 
of rates for ordinary income

– Continue drawing a salary
• Preserve your legacy and a 

potentially meaningful benefit to 
employees

• The ability to remain active in the 
business

• The time to create and implement 
succession and estate plans through 
a gradual ESOP transition over time
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ESOPs enable an alignment of interests

Owner
• The potential for more in total after-
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Employees

• Provides no-cost retirement benefits 
for those participating in the ESOP

• Participation can be combined with 
other benefit and retirement plans

• Can create opportunities within the 
company, rather than reasons to 
leave the company
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ESOPs enable an alignment of interests

• Gradual transition to fully running 
the company

• Participation in ESOP and Stock 
Appreciation Rights (Non-Qualified 
Plan) can provide meaningful 
wealth building opportunities

• Recognition opportunities that can 
help motivate, retain and recruit key 
talent

Management

Owner
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ESOPs enable an alignment of interests

Company

• May reduce tax liability of 
corporate earnings

• Ability to repay debt with pre-tax 
dollars

• Potentially increased productivity 
from employees who are now 
”owners”/”participants“*

• The possibility for future, tax-
efficient acquisitions

Owner

Employees

*”Research on Employee Ownership.” Articles. 1 July 2019. https://www.nceo.org/article/research-employee-ownership.

Neither UBS Financial Services Inc. nor its employees provide tax advice. You should consult your tax advisor regarding your personal circumstances.
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mainly from the abilities to:
– Sell stock and defer or potentially 

eliminate the capital gains taxes 
associated with the sale

– Hold a high-yield seller note with 
an attractive total return

– Retain upside potential in the 
company through warrants, 
which are typically taxed at long-
term capital gains rates instead 
of rates for ordinary income

– Continue drawing a salary
• Preserve your legacy and a 

potentially meaningful benefit to 
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• The ability to remain active in the 
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• The time to create and implement 
succession and estate plans through 
a gradual ESOP transition over time

• Provides no-cost retirement benefits 
for those participating in the ESOP

• Participation can be combined with 
other benefit and retirement plans

• Can create opportunities within the 
company, rather than reasons to 
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• Participation in ESOP and Stock 
Appreciation Rights (Non-Qualified 
Plan) can provide meaningful 
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help motivate, retain and recruit key 
talent

Management
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Rewarding Employees

 An ESOP provides a qualified retirement plan for each employee, in addition 

to other traditional retirement plans the company has in place such as a 

401(k)

 Employees are given an ownership stake in the company through 

contributions of stock to the ESOP

 Employees do not pay for the shares in any manner

 ESOP shares and interest income are tax-deferred until employees begin 

receiving distributions
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Rewarding Employees

 ESOP distributions can be rolled into another qualified retirement plan and/or an   

IRA to continue deferring taxation1

 Contributions to each employee are based on employees’ compensation or 

tenure2

 Employees must be fully vested in their shares within 6 years

 Employees can sell their vested shares at market value back to the company if  

they leave the company or retire3,4

Neither UBS Financial Services Inc. nor its employees provide tax or legal advice. You should 
consult your tax and legal advisors regarding your personal circumstances
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Impacting Corporate Culture

 ESOPs allow an owner to preserve their legacy and inspire an “ownership 

culture” 

 Employees can directly benefit if the company’s performance improves

 This positive feedback cycle creates an atmosphere that rewards highly motivated 

employees5
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Impacting Corporate Culture

 ESOP employees may earn higher incomes and have higher household wealth 

than non-ESOP employees6

 ESOP participants may hold up to 2.5x the amount of retirement assets held by 

non-ESOP employees in comparable businesses7
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Impacting Corporate Culture

 ESOPs can help increase employee commitment and inspire 
innovation9

Data from a 2018 report by The Employee Ownership Foundation8
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Can ESOPs Help Improve Bottom Line?

 From 2002 – 2012, private S corporation ESOPs outperformed the S&P 500 

Total Returns Index by over 60% 11

*$20,000 initial investment in 2002.
Data based on a 2015 study by ESCA
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Can ESOPs Help Improve Bottom Line?

 Studies suggest that ESOP-owned companies outperform non-ESOP companies12

 ESOP-owned companies with highly engaged employees grew 8 to 11% faster        

and created 2.5% more jobs annually than predicted13,14

 Even during the 2001 and 2009 recessions, nearly one-third of ESOP-owned    

companies reported an increase in their profits and/or revenues15
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Can ESOPs Help Improve Bottom Line?

In the year an ESOP is 
established, productivity 

increases  

on average

%
ESOP-owned companies 

are

less likely to go bankrupt than non-
ESOP companies16

Please note that while some data shows a positive correlation, no outcomes are guaranteed. ESOP companies may perform better because 
only companies that are performing solidly can become ESOPs. There are expenses associated with an ESOP. This type of transaction may 
not be the best option in all cases.
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Contact information

The Capital ESOP Group
UBS Financial Services Inc.
1501 K Street NW
Washington, DC 20005
(202) 585-5354
www.ubs.com/team/capitalesopgroup

Keith J. Apton
Managing Director –
Wealth Management
202-585-5358
keith.apton@ubs.co
m

Nick J. Francia
Managing Director –
Wealth Management
202-585-5354
nick.francia@ubs.com
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Information contained herein is of a general nature and is provided for informational purposes only. Laws governing ESOP transactions and the rules under Section 1042 
of the Internal Revenue Code of 1986, as amended (“Code”), are complex and persons considering an ESOP or Section 1042 transaction should seek professional 
guidance from their tax and legal advisors. Specific structures and decisions can only be developed based on a thorough review of the facts and circumstances relative 
to a particular company and its shareholders. Neither UBS Financial Services Inc. nor its employees provide tax or legal advice.

In addition, shareholders to sell into an ESOP should understand the applicable rules of the Internal Revenue Code of 1986, as amended (“Code”), including 
requirements for qualified replacement property as defined by Code section 1042 (“QRP”). Shareholders should understand the potential risks that may be associated 
with obtaining securities as QRP, sufficiency of available QRP in the market that satisfy the shareholder’s investment objectives, limitations on UBS’ ability to offer 
margin or financing for the purchase of a new-issue QRP where UBS has participated in the underwriting of such new issue, availability of QRP with put features and 
whether available QRP offers appropriate diversification. The foregoing is a general description of potential risks. Shareholders who invest in QRP should consult with 
their tax and legal advisors regarding their personal circumstances. 

IRS Circular 230 Disclosure: To ensure compliance with requirements imposed by the IRS, any U.S. federal tax information in this article is not intended, or written to be 
used, for the purpose of (1) avoiding penalties under the Internal Revenue Code, or (2) promoting, marketing, or recommending to another party any transaction or 
matter contained in this presentation. 

It is important that you understand the ways in which we conduct business and the applicable laws and regulations that govern us. As a firm providing wealth 
management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment adviser and brokerage 
services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in material ways and 
are governed by different laws and separate arrangements. It is important that clients understand the ways in which we conduct business, that they carefully read the 
agreements and disclosures that we provide to them about the products or services we offer. For more information, please review the PDF document at 
ubs.com/relationshipsummary.

© UBS 2021. All rights reserved. The key symbol and UBS are among the registered and unregistered 
trademarks of UBS. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC. 
IS2101669



The Peak Performer webinar 
series is designed to support your 
leadership climb. This series 
brings the most trusted experts to 
the Vistage community to help you 
navigate new challenges and 
possibilities.
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