
Enterprise Management Incentives 
(EMI) share option schemes

A share option gives an employee the right to buy shares in 
the future, but at a price that is fixed today. EMI share option 
schemes are useful for companies who wish to incentivise and 
retain key employees, providing significant tax advantages. 
The government has recently introduced further tax savings for 
employees on the sale of shares acquired under EMI options, 
making them even more tax efficient and versatile.

We are specialists in setting up EMI option schemes. There 
are more details below on how the scheme works, and how 
we can help you.

EMI options can be granted to any employee or director who 
satisfies the certain conditions. One of the big advantages of 
EMI schemes is their discretionary nature – options do not 
need to be offered to all employees nor on equal terms. The 
other major advantage is that EMI options are extremely tax 
efficient not only for employees but also for their employers 
who can claim Corporation Tax relief. Employees are taxed, 
at the date of exercise, on the value of the shares when the 
options were granted less the exercise price. The increase 
in value is free from Income Tax. When the shares are 
subsequently sold the effective rate of Capital Gains Tax 
(CGT) for employees will be 10% providing the EMI option 
has been held for two years.

“Qualifying company” conditions

• The company must be an independent company trading 
in the UK, with gross assets of no more than £30 million.

• The number of employees must be less than 250 full-
time equivalent employees.

• Companies carrying on certain trades are excluded 
from EMI. The excluded activities include property 
development, hotels, nursing homes, dealing in land or 
commodities, farming, legal or accountancy services and 
various financial activities.

• The company’s trading activities must be carried on 
wholly or mainly in the UK and must not be substantially 
one of the number of excluded activities listed above. 
There are special rules for non-UK companies.

• The company may be quoted or unquoted.

To be an independent company it must not be a 51% 
subsidiary of another company or controlled by another 
company or a company and persons connected to it.

“Qualifying employee” conditions

• The employee must not have a material interest in the 
company’s shares. A material interest is control of 30% 
of the company. In arriving at the percentage, shares that 
are still under option can be disregarded.

• The employee must normally work 25 hours a week or 
more, or if less, for at least 75% of their working time.
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“Qualifying option” conditions

• The purpose of granting the option must be for 
commercial reasons to recruit or retain a key employee, 
and not be a scheme or arrangement to avoid tax.

• The options must be capable of being exercised within 
10 years.

• The option must be in writing.
• The option must be non-transferable.

“Qualifying shares” conditions

• The shares must be fully paid-up.
• The shares must be non-redeemable ordinary shares.

Limits

• There is no longer a limit to the number of employees to 
whom EMI options may be granted, but there is an overall 
limit of £3 million on the value of company shares that are 
subject to outstanding options.

• A qualifying company can grant EMI options over shares 
worth up to £250,000 per employee at the time of grant.

• Options held by the employee under a HMRC-approved 
Company Share Option Plan (CSOP) that are unexercised 
at the date of grant of an EMI option are taken into 
account in applying the maximum figure above.

• If options are granted over shares with a value in excess 
of £250,000, only £250,000 worth will qualify as EMI 
options. The excess will be deemed unapproved  
share options.

Groups

• If the company is a member of a group, the various 
requirements apply on a group basis.

Administration

• There is no procedure for HMRC approval. Individual 
option agreements are entered into with each employee, 
which must be notified to HMRC within 92 days.

• It is sensible to agree a share value in writing with HMRC 
at the time EMI options are granted.

Tax and National Insurance Contributions 
(NIC) treatment of an EMI option

• On grant no Income Tax or NIC is payable provided that 
exercise is due to take place within 10 years from grant 
and there has been no disqualifying event.

• On exercise no Income Tax or NIC is payable provided that 
the option was granted with an exercise price greater or 
equal to the market value of the shares at the time of grant.

• There will be an Income Tax charge at the date of exercise if 
a nil or discounted EMI option is granted.  Where the shares 
are readily convertible assets a NIC charge will also arise.

• CGT is payable on the sale of the shares.
• Legislation was introduced in the 2013 Budget to extend the 

10% CGT rate given to gains qualifying for Entrepreneurs 
Relief to EMI shares by removing the 5% minimum 
shareholding requirement required to obtain Entrepreneurs 
Relief. This applies to disposals from 6 April 2013.

• The company will receive a Corporation Tax deduction on 
the exercise of the options granted under an EMI scheme, 
provided certain conditions are met. The relief is given in 
the accounting period in which the EMI option is exercised 
on the difference between the market value of the option 
shares on the date of exercise and the exercise price.

• Costs of setting up an EMI option are generally tax 
deductible.

 

Any other questions?

Please contact us on 01482 326916 for more information.

This information sheet provides only an overview of the legislation concerning EMI, 
and no action should be taken without consulting the detailed legislation or seeking 
professional advice. Neither the author nor the firm can accept responsibility for 
loss occasioned by any person acting or refraining from action as a result of the 
information contained in this information sheet.
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