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In a closely held company, you 
gain a powerful and flexible 
business succession tool 

– Facilitates a transfer of ownership 
to management team and 
employees over time 

– Allows current owner to retain 
control of company, even after  
the sale to ESOP 

– Offers flexible structures— 
a minority sale of the stock  
(30% to 49%) or all the stock  
in a 100% sale to ESOP 

– Transaction may provide 
meaningful cash to a business 
owner at closing with financing 
available for properly structured 
ESOP transactions 

You benefit from a tax-efficient 
liquidity transaction 

– The sale may be tax-free 
(capital gains taxes may be 
deferred for up to 40 years 
and possibly permanently)

 
– The company may be able to 

deduct the entire purchase price 
of the stock sold to the ESOP 
plus interest with proper planning

– ESOP-owned companies can be 
tax-efficient acquirers 

The transaction is  
employee-friendly 

– Creates a powerful retention 
and motivation tool by 
linking employee rewards 
to company performance

 
– Employees may receive upside 

participation in the company 
annually, in addition to all other 
compensation they receive, 
without having to invest any 
of their own cash and with no 
tax impact until they sell their 
shares for cash

 
– After ESOP has been adopted, 

there is evidence of increased 
employee productivity and 
company performance*

As a business owner, why should you consider a  
leveraged ESOP transaction? 

*According to a recent study done by the National Center for ESOP ownership



What’s in it for the owners

– Tax-mitigated sale of stock, if structured properly 

–  Up to a 40-year deferral and a potential permanent  
step up of basis on date of death 

– Legacy protection and a meaningful benefit  
to employees 

– Seller financing may be used and may provide 
an attractive yield/total return to owner 

– Maintain participation in the upside of the business: 
even if owners sell 100% of company, they can retain 
up to 20% of ownership through the seller note 
structure using warrants

– Gradual transition (3 to 5 years) allows time to create 
and implement succession plan and estate plan 

– Confidential, controlled and quiet process with all 
parties aligned 

– Compared to a valuation to a sale of the company to 
an outside buyer, a sale to an ESOP can yield more in 
total after-tax proceeds to the owner, mainly from: 

 –  Ability to complete a tax-free/deferred sale for the 
amount of the entire sale price (defer capital gains 
taxes, possibly permanently) 

 –  Ability to hold a high-yield seller note with an 
attractive annual return in the company 

 –  Ability to have part of the return on the high-yield 
seller note paid in the form of ownership in the 
company through warrants, which provide owner 
with continued upside in the business. Additionally, 
these warrants are typically taxed at capital gains rates 
instead of ordinary income rates for interest income

ESOPs represent a mutual alignment of interests



What’s in it for  
the company

– May reduce tax liability 
of corporate earnings 

– Ability to repay debt with  
pre-tax dollars 

– Motivated management and 
employees who are now 
“owners”/”participants”

– ESOP redemption obligations 
postponed until transaction 
debt repaid 

What’s in it  
for management 

– Gradual transition to “run” 
company 

– Participation in ESOP and Stock 
Appreciation Rights (Non-Qualified 
Plan) provide meaningful wealth 
building opportunity as recognition 
for service—each at no cost 
to employees

– Creates opportunities to motivate 
and retain key management

What’s in it for  
the employees 

– Rewards employees with 
retirement benefits at no cost 

– Program can be combined with 
other benefit plans 

– Annual valuations provide 
transparency to value  
and vesting 

– Creates opportunities within the 
company rather than reasons to 
leave the company



Comparison of ESOP and Sale*

Considerations ESOP Outright sale

Deal structure

Cash at close 35% – 50% 90% – 100%

Seller note 50% – 65% 0%

Deferred compensation/rollover 15% Warrants 0% – 10%

On-going participation

Time 5 years 1 to 2 years

Noncompete Yes Yes

Ability to transition Yes No

Personal guarantee No No

Influence High Low

Financial upside participation Yes No

Transaction Process

Type No auction Auction

Timing 4 to 6 months 6 to 9 months

Confidentially risk Low Moderate

Buyer type Trust/employees Strategic or financial

Probability of close High Moderate to high

Management Participation

Buy-in No No

Option pool/SARs Yes Maybe

After-tax cash consideration1

100% tax deferral Yes No

Estimated after-tax proceeds2

Initial sale $60,000 $37,750

Rollover Equity/Warrants3 $5,670

Total after tax proceeds4 $65,670 $37,750

1Assumes stock sale, zero basis and §1042 deferral under ESOP transaction.
2 All transactions assume a $60MM equity value and a federal capital gains tax rate of 20% and 13.3% state income and capital gains tax rate. 
This also includes a 3.8% Medicare surtax (applies only to the extent of AGI in excess of $250,000).

3 Estimated rollover equity and warrant amounts assume 15% of the company’s equity value would be issued as warrants in an ESOP transaction. 
The value at the time of exercise was estimated at $9.0MM and was reduced by the estimated federal and state capital gains taxes.

4 All future proceeds discounted at a 5% discount rate and assume a 5-year holding period. Excludes all transaction costs.
*Source: Eureka — “Overview of ESOP Buyouts”



Important Disclaimers
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 who sell to an ESOP should understand the applicable rules of the Internal Revenue Code of 1986, as amended (“Code”), including 
requirements for qualified replacement property (“QRP”) as defined by Code section 1042. Shareholders should consult 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 in the U.S., we are registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-dealer, 
offering both investment advisory and brokerage services. Though there are similarities among these services, the investment advisory programs and brokerage 
accounts we offer are separate and distinct, differ in material ways and are governed by different laws and separate contracts. 

For more information, visit our website at ubs.com/workingwithus.

As a firm providing wealth management services to clients, we offer both investment advisory and brokerage services. These services are separate and distinct, 
differ in material ways and are governed by different laws and separate contracts. For more information on the distinctions between our brokerage and investment 
advisory services, please speak with your Financial Advisor or visit our website at ubs.com/workingwithus. 

Chartered Retirement Planning CounselorSM and CRPC® are registered service marks of the College for Financial Planning®. CIMA® is a registered certification mark of 
the Investment Management Consultants Association, Inc. in the United States of America and worldwide. Certified Financial Planner Board of Standards, Inc. owns 
the certification marks CFP®, Certified finanCial Planner™ and federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully 
complete CFP Board’s initial and ongoing certification requirements.

©UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS Financial Services Inc. is a subsidiary 
of UBS AG. Member FINRA/SIPC. BRO_8.5x11_WS0616_ESOP  IS1502439  Exp. 07/07/16
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