Don't give up on EQOT as an exit option because of
capital gains tax
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Emplayae Ownarship Truses (EOTS) have dipped in populanty since the governmant
reduced the associated rax rebef, bur businesses shoulkdnt be oo hasoy to rule g out
5 A DR On FOF TH T Exit It iy

The change, effecive from Movember 2025, has coincded with a notceable
sloadenwn i niew EOT trarsitions. Statlstes publiched by the Employes Cuvership
Assooatan (ECA) show & dear change in mamentum when set against the gromh
seer inearlier years[]]
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By waw of context, seven years after the regime was introduced. only 576 companies

had rarmrioned to EQT pwnership. By 2003, that rumber had risen to 7,478, and oy

thi end of 2005 IC was appraaching 2,500.[2) Taw shvantanes played 3 sigrallcant rmle
in that growty, and the recent reduction in reliel has undoutitedly comribuged 1o the

CLIFE T situation

That said, tha change tn EOT reliaf has not oocurmed in isclation. it 245 bewwean oo
successive redudions in Business Asset Diposal Retsef (BADR], wheth has materialty
avered the econnmics of other exit routes. meanmgg that the comparabve pasition is
rmare nuanced than the headines sugges:

[1 &5 b0 W1 SER pNNG Back 1o m LK MEfanads 3Rgeher An EOT 2an continue
offier meaningful non 1ax benefis, which remain particulary relevant Tor D sinesses
with fewer reafistic exit aptions (peafessional serdces firms being a prire exarrglen

Business Asset Disposal Redel (BADR)

BADR 15 3 eurme capital gans tx relief avallable on gualifang disposals. Unal April
2025, it reduced CGT for higher rake taxpayers from 24% to 1% on the first £1
miflion of qualfying gairs. From april 2025 thatrate increased o 14%, and from
ARt 2026 10 13%

BADR does nat apply to deposals to an EOT. However, These dhanges still matner
when comparing the relathee ecanamics of a traditional sale aganst an EOT
transacion,

Hister icalky, the contrast wis stark: 3 58k to an BOT was rea of OET, while other et
routes berefted from an intial reduced tax rate. Folowing the changes an EOT
disprsal mow resulis in CGT aran effecriee rate of 128 for rgher rate takpayers.
Vigwes alongside th feduction in BADR, Rowever, The DUTeome is 18ss binary than it
wauld stherwise appear. Cther ets have becoms mare expensive ot the Same tire,

Wil e ECTS ray nofanger ook exceptonally generows from a tax perspect ve aione,
thiy can 51| be comparat vely atractive when the wider landscape & takean into
ACOOURAT.

The tase far professional serices firms

Similarly, The recuction in EOT relief does not remee e underking 2poeeal of te
STTLCIUTE T T Mg Dy OF BUSINESS, PArmicularly thirse with & strang people-led
culture, such as professtonal serdces firms,

In thase businesses feften structurad as LLPs), succession tupically tabes place
through the retirement of existing partners and the admission of new partners,
rather than throegn a sale or management bupour. The fnands emehadis i<
CrereTre on NGO during Cwaership, rarker Than capital realsanon ar esit
Fartners are often numenaus and carmy oue key executive and leagership funcbons a5
heads of departrment and sanior sdvisers.

Reguinng those individuas 10 "exIL” erurely as pam of 3 redoonal sale can be
difficuk to achiewe in practice and may lead to sub-optimal outcomes.

ECITs remain a viable alternatwe precisely because of how they are put together. With
Ippropnate pre-sde resEruciunng (commanty irotdng the corversion of a
parTnership o a imied company) an ECT can enend ownershil oronss e wider
wirkfoece while allowing senior leaders 1o remain within the business Those leaders
can =tay economically aligned and incentivisad through a combination of deferred
[1ax-afficant} consderaton. ongoing remunaraton and mnonty equity paricpation

The other benefits of an EQT strotegy

Historicalty, advisers have cautioned against choosing an EOT solely for tax reasone.
Thar remaing sound adwice, The bvoader achantages of Uhe madel conti e [ carmy

wegn

= Employes ownersnigis @ pelicy driven concept, often valued for its ablky o
preserve a firm's culture and independerce

Employees with an mdiredt ownership stake frequently repart higher levels off
rrodhation and engagerment. The ECA has found that more than 80% of employes
owners feel more motkvated after becoming owners,

Swidies suggest emplovee-owned businesses exparience limer absenteesm and
stromger engagemient meerall

Resmarch iy the Unwversity of Strling ndicates that employee-owned businesses
afe between 8% and 12% more productive, measured by Gross Vaile Added per
empl

#n EI:IT can gffer a Softexit” fof founders or sence owners who with 0 siep back
gradualy while remaining swobved

Althesugh reduced, 3 50% 1ax nelel remains available

Nane af this & b say that EOT trarsacions are sraightiorwand. The sruciure 1s
hlghly prascripine, and relatsely minor mssteps can |eopardice the 1ax aduancages
WIthBLE careful pransing ars specialis atece,

Hewever, headiines supgestng that E0TS are no lenger 4 credibie ext apticn
frlfowing tha reduction in relief mess the mark. For many businesses considering
SUCCESSIDN oF CHIT [arTularky T OSe winere poople, Cullure @ COnGRUIDy Marern an
Emplogree Cavnership Trust may still represent an effectve salution

[2] EQ Research: Staterics, kay Insights & Deia | ana
ENDS

Editors notes

Mare & Co & a leading Law firm with offices scross Surray, Harmpshire and Landaon,
offering expert legal services to indaiduals, families and ousinesses throughout the
UK

\With roots dating back to 1729, the award-wanning firm ombines centunes of kegal
hit Ee with & modarn cient-Tocused aprraach, aperanng acrnss seven offices in
Farnborgugh, Fleet, Guidford, Oxted, Reatill, Teddingren and wimbledon,

Hnown for its commitmant to edcelience. ampathy and stratenicinsight, Morr & Co's
153 5trong team supparts clients acrmss corporate and commeraal, oommeroal
propeny, dipute resolution, emplkyment, court of prosaction, family [z, medical
AIBEI0ENCE, PErsandd mjury, prvace dier and residentiat prapeny
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