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The Organisers of the Oxford
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FOUNDATION

The Center on Business and Poverty has offices in Franklin,
Tennessee and Oxford, England. It supports businesses that
embody the practice of participatory capitalism. The Center
works with companies that create good jobs, and does so
through partnerships with firms, as well as non-profits and
individuals. The Center has worked in more than 37 U.S. States
and has focused international efforts in India, China, Sri Lanka,
Ghana and Mexico. The Center for Business and Poverty is a
recognised 501(c)3 non-profit organisation.

Since its founding in 1991, the Washington, D.C. headquartered
Employee Ownership Foundation has operated in pursuit of

a single overarching goal: to help more individuals become
employee owners. The Foundation has raised and donated
millions of dollars to collect data used by academics, encourage
objective research, and to facilitate dialogue about employee
ownership between thought leaders. Going forward, the
Foundation is placing a larger emphasis on raising awareness
of the employee ownership model among business owners,
identifying impediments or obstacles to employee ownership,
and to funding more applied research that can further improve
the market advantage held by well-run employee-owned
businesses. Governed by a national 50-person board of trustees
and an eight-person executive committee, the Foundation is
recognized by the Internal Revenue Service as an independent
501(c)(3) non-profit organisation.

Fieldfisher is a dynamic European law firm headquartered in
Riverbank House, overlooking the River Thames, in the City

of London. It is a full-service firm with many market-leading
practices including in technology, financial services, energy and
natural resources, and life sciences. Fieldfisher has extensive

expertise in advising on, creating, and sustaining employee
ownership and employee share ownership solutions for a

wide range of businesses and for decades has maintained a
leading role in developing and advancing the UK’s employee
share ownership and employee ownership regulatory and non-

regulatory frameworks.
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A Definition of Employee Ownership (Nuttall Review Extract)

Annex A: Background to the review

The review’s remit

Norman Lamb, Minister for Employment Relations, announced on 8 February 2012 that
Graeme Nuttall a partner in the law firm Field Fisher Waterhouse LLP had been
appointed the Government's independent adviser on employee ownership. This
appointment followed the announcement by Nick Clegg, Deputy Prime Minster on 16
January 2012 at Mansion House of a Government drive to introduce the concept of
employee ownership into the mainstream British economy. Norman Lamb is leading the
cross-Whitehall work to investigate how Government can support this growing business
model, and this review is submitted to him.

The review’s remit has been to "work with Government to identify the barriers to
employee ownership and help find the solutions to knock them down".

The Mansion House speech referred to what the Government is already doing in relation
to employee ownership in the public sector. In particular, it referred to the work of the
Cabinet Office on employee led mutuals, based upon advice from Mutuals Taskforce
under Julian Le Grand. It also referred to the reform of Royal Mail and its transformation
into an organisation in which staff have a meaningful stake. This review focuses on
employee ownership in the private sector and not the transformation of public sector
activities into private sector companies with employee ownership.

The 21 March 2012 Budget Report announced HM Treasury will conduct an internal
review to examine the role of employee ownership in supporting growth and examine
options to remove barriers, including tax barriers, to its wider take-up, and which will
consider the findings of this review.

Glossary

Co-operatives — member-owned, member-controlled enterprises which operate for
member benefit. On international definitions, many of the UK's companies which are
majority owned by employees would be classified as co-operative. Compared to other
countries, the UK has a relatively strong consumer-owned co-operative sector, as well as
worker co-operatives. Worker co-operatives adhere to an additional code, beyond the
core international principles, focused on democracy and participation in the workplace.
All co-operatives are mutuals, but not all mutuals are co-operatives.

Employee benefit trust — typically, a discretionary trust for the benefit of employees of a
company or group of companies. The beneficiaries may extend to former employees,
charity and other beneficiaries as permitted under section 86 of the Inheritance Tax Act
1984.

Employee ownership — means a significant and meaningful stake in a business for all
its employees. If this is achieved then a company has employee ownership: it has
employee owners.

74
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Nuttall Review, ‘One Year On Report’ Checklist

Using EOTs to grow employee ownership

Nuttall Review ‘One Year On Report’ checklist

Is the meaning of employee
ownership (EO) clear?

* Are the benefits of EO
understood and are they
demonstrated by success
stories, backed up by research?

* Are there practical ‘tool kits’ in use
to implement every form of EO?

* Does the expertise and experience
exist among advisers (and lenders)
to support EO?

* Are there the necessary
champions of EO?

* |s there Government support for EO
backed up by incentives and a
commitment to remove obstacles?

* Is there an ambitious target
against which to measure
success?

Belgium | China | France | Germany | Ireland | Italy | Luxembourg | Netherlands | Spain | UK | US (Silicon Valley) | fieldfisher.com | 22
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Slovenia Joins International Employee

Ownership ESG Initiative

fieldfisher

Share ¢<

PRESS RELEASE

Slovenia joins international employee
ownership ESG initiative spearheaded by
Fieldfisher partner Graeme Nuttall

28/03/2023

LOCATIONS

United Kingdom

Slovenia's Institute for Economic Democracy has added its backing to the growing
movement to raise corporate environmental, social and governance standards through
the medium of employee-owned businesses.

Fieldfisher is delighted to announce that the Slovenian Institute for Economic Democracy
(IED) has formally added its support to an international initiative to raise environmental,
social and governance (ESG) standards by promoting employee ownership (EO).

The EO ESG initiative was established in 2020 by Fieldfisher tax and structuring partner
Graeme Nuttall OBE, who leads the initiative and advocates for greater understanding and
adoption of EO in the UK and internationally.

Slovenia's IED joins the initiative's existing members, the UK Employee Ownership

Association, Scotland for Employee Ownership, Employee Ownership Wales, Employee
Ownership Australia, Irish ProShare Association, Japan Employee Ownership Association and

7 | The Oxford Symposium on Employee Ownership 2023
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U.S. State Small Business Credit Initiative Fact Sheet

State Small Business
Credit Initiative

U.S. DEPARTMENT N
OF THE TREASURY SSBCﬁ

State Small Business Credit Initiative (SSBCI) Fact Sheet
d Transactions to Support Broad-Based Employee Ownershipina

Business: Employee Stock Ownership Plans (ESOPs), Worker Coopera-
tives, Employee Ownership Trusts, and Related Vehicles

What is the State Small Business Credit Initiative?

Reauthorized and expanded by the American Rescue Plan Act of 2021, the State Small Business Credit Initiative (SSBCI) is a

$10 billion program to support small businesses and entrepreneurship in communities across the United States by providing
capital and technical assistance to promote small business stability, growth, and success. SSBCI will provide funding to states,
the District of Columbia, territories, and Tribal governments (collectively, participating jurisdictions) for programs that catalyze
lending and investing in small businesses, build ecosystems of opportunity and entrepreneurship, and create high-quality jobs.

How does SSBCI work?

SSBCI includes two programs: the Capital Program and the Technical Assistance (TA) Grant Program. Under the Capital
Program, participating jurisdictions implement credit and equity/venture capital programs to provide capital to small
businesses. Under the TA Grant Program, Treasury supports programs that provide legal, accounting, or financial advisory
services to qualifying small businesses.

Jurisdictions design their SSBCI Capital Programs to support one or more credit or investment programs:

- Capital access programs provide portfolio insurance in the form of a loan loss reserve fund into which the lender and
borrower contribute.

- Collateral support programs enable financing that might otherwise be unavailable due to a collateral shortfall, generally
through pledged cash collateral accounts.

- Loan guarantee programs enable small businesses to obtain loans or lines of credit by providing lenders with necessary
support in the form of a partial guarantee.

. Loan participation programs provide credit support through the purchase of a portion of a loan made by a lender or
through a direct loan alongside a private lender.

- Equity/venture capital programs provide capital in the form of equity investments to small businesses.

The SSBCI Capital Proaram Policy Guidelines (Guidelines) specify the requirements applicable to SSBCl-supported transactions.

How can SSBCI programs support financing of ESOPs, Worker Cooperatives,
& Employee Ownership Trusts?

Buyouts

While the Guidelines (Sections VILf, VIIL.f) generally prohibit the use of SSBCI support to purchase business ownership interests,
there is an exception for the purchase of an interest in an ESOP qualifying under section 401 of the Internal Revenue Code,

State Small Business Credit Initiative:
ESOP Factsheet

4/27/2023
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Results of Tax Incentives in Gipuzkoa
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U.K. Government Consultation Paper on Changes to

Taxation of EOTs and Employee Benefit Trusts

Impacts Comment

other public applications. The EBT proposals are expected overall to have
sector delivery no impact on business and individual experience of dealing
organisations with the government as the proposed reforms do not change

any processes or tax administration obligations.

Other impacts No other impacts have been identified.

9. Summary of consultation questions

Question 1: Do you have any comments on the proposal to prohibit former owners
and connected persons from retaining control of an EOT-owned company post-sale
by appointing themselves in control of the EOT trustee board?

Question 2: Should the government go further and require that the EOT trustee
board includes persons drawn from specific groups, such as employees or
independent persons? If so, how should these groups be defined?

Question 3: Do you have any comments on the proposal to require that the
trustees of an EOT are UK resident as a single body of persons?

Question 4: Do you have any comments on the proposal to confirm in legislation
the distributions treatment for contributions made by a company to an EOT to
repay the former owners for their shares?

Question 5: Do you have any comments on the proposal that HMRC stops giving
clearances on the application of section 464A of the Corporation Tax Act 2010 to
the establishment of EOTs?

Question 6: Should the EOT bonus rules be eased so that tax-free bonuses can be
awarded to employees without directors necessarily also having to be included,
and would this undermine protections which ensure that bonus payments are not
abused or weighted towards some employees?

Question 7: Do the EOT bonus rules create any other unintended consequences or
challenges in administering the tax-free bonus payments?

Question 8: In addition to the reforms proposed at Chapters 4 to 6, do you have
any views on ways the Employee Ownership Trust tax regimes could be reformed
to better support employee ownership?

Question 9: Do you have comments on the proposal to confirm the government’s
position by making it explicit in legislation that the restrictions on connected
persons benefiting from EBT must apply for the lifetime of the trust?

Question 10: Do you have any comments on the proposal to only allow the IHT
exemption where the shares have been held for two years prior to settlement into
an EBT?

13 | The Oxford Symposium on Employee OWnership 2023
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Consultation: Daniel Hama Email to Graeme Nuttall

About Growing Employee Ownership in Uganda

Graeme Nuttall OBE

From: Daniel Hama <hama.m.daniel@gmail.com>

Sent: 01 August 2023 07:06

To: Graeme Nuttall OBE

Subject: Re: Introducing Daniel Hama (Steward Ownership) & Graeme Nuttall (Employee
Ownership) - Uganda [FFW-DOCS.FID7293508]

Attachments: image323644.png; image096957.png

Good day Graeme,

Hope all is proceeding well with the organizing of the symposium.

[ understand that you must be busy, but just after reading through quite a bit of the documentation that you
sent, [ am very thrilled and humbled and wanted to follow up as soon as possible with my thoughts -to
which you can always respond later when you are less busy.

There are a few of organizations that come to mind that could be approached, but I must say I am not certain
about the details of their mandates and how easily and quickly they would be willing to extend them to
include EO. But having read what you have accomplished, I am feeling quite positive. The question of the
willingness of the organizations to come on board is something that will likely require some inquiry and
introduction and perhaps a bit of elaboration to them -some sort of fact finding on our part I guess, about
their level of interest.

Please advise (when you can) on how you would like to proceed. I would gladly be your local representative
on this side of things if the need should arise as this aligns quite well with my passion and work.

The organizations might include:
1. Uganda Cooperative Alliance (UCA)
https://www.uca.coop/

2. Uganda Workers' Cooperative Union (UWCU) - I seem currently unable to find their contact details.

3. Uganda Chamber of Commerce
https://www.chamberuganda.go.ug/

4. Private Sector Foundation Uganda (PSFU)
https://www.psfuganda.org/

5. Uganda Investment Authority (UIA)
https://www.ugandainvest.go.ug/

6. Sustainable Business for Uganda (SB4U)
https://sb4uplatform.com

7. ActionAid
https://uganda.actionaid.org/

Let's chat pegaps after your symposium.

Kind regards.

15 | The Oxford Symposium on Employee Ownership 2023
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John Lewis Partnership Bonus Rates History 1919 - 2020

John Lewis Partnership Bonus Rates

In the form of share promises:

1919/20 15% 1920/21 none 1922/23 none
1923/24 none 1924/25 15% 1925/26 20%
1926/27 20% 1927/28 20% 1928/29 23.3%

In the form of shares (@7.5%)

1929/30 15% (distribution only possible by the gift of 15,000 from JSL)

1930/31 15% 1931/32 10% 1932/33 10%
1933/34 10% 1934/35 9% (only to Partners on £400 pa or less)
1935/36 7% 1936/37 8%

In the form of shares (@7.5%)

1937/38 6% 1938/46 none

In the form of stocks (@5%)

1946/47 6% 1947/48 6% 1948/53 none
1953/54 4% 1954/55 8% 1955/56 8%
1956/57 9% 1957/8 9% 1958/59 7%
1959/60 13% 1960/61 14% 1961/62 12%
1962/63 11% 1963/64 12% 1964/65 13%

In the form of stocks and cash
1965/66 15% 1966/67 12% 1967/68 18% 1968/69 18%

As soon as he felt able, John Spedan Lewis (JSL) put his ideas of profit sharing into operation. In 1920 ...
he gave the staff at Peter Jones certificates known as Share Promises. These were given out on the
understanding that, when he was able, he would replace these Promises with shares in his business. This
was not to happen until ... 1929. Although the shares and share promises should not be sold on the open
market they could be exchanged for cash. However, it was intended that as many as could should hold on
to the shares allowing them to both increase in value and retain the money within the business.

In the form of cash

1969/70 12% 1970/71 1% 1971/72 15%  2017/18 3%
1972/73 18% 1973/74 15% 1974/75 13%  2019/20 2%
1975/76 13% 1976/77 15% 1977178 18%

1978/79 24% 1979/80 20% 1980/81 14%

1981/82 16% 1982/83 16% 1983/84 21%

1984/85 19% 1985/86 20% 1986/87 24%

1987/88 24% 1988/89 22% 1989/90 17%

1990/91 12% 1991/92 9% 1992/93 8%

1993/94 10% 1994/95 12% 1995/96 15%

1996/97 20% 1997/98 22% 1998/99 19%

1999/00 15% 2000/01 10% 2001/02 9%

2002/03 10% 2003/04 12% 2004/05 14%

2005/06 15% 2006/07 18% 2007/08 20%

2008/09 13% 2009/10 15% 2010/11 18%

2011712 14% 2012/13 17% 2013/14 15%

2014/15 1% 2015/16 10% 2016/17 5%

It was not until 1965 that the first moves to change from stocks to cash were introduced. The 12% bonus
paid out in 1969/70 was the first to be paid fully in cash, a system which continues today.

Judy Faraday, Last updated 08/08/2023
https://{lpmemorystore.org.uk/content/being a partner/co-
ownership/partnership bonus/partnership _bonus_rates
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U.S. IRS Cautions Plan Sponsor to Be Alert to

Compliance Issues Associated with ESOPs

W IRS

IRS cautions plan sponsors to be alert to
compliance issues associated with ESOPs

IR-2023-144, Aug. 9, 2023

WASHINGTON — As part of an expanded focus on ensuring high-income taxpayers pay what they owe, the
Internal Revenue Service today warned businesses and tax professionals to be alert to a range of compliance
issues that can be associated with Employee Stock Ownership Plans (ESOPs).

"The IRS is focusing on this transaction as part of the effort to ensure our tax laws are applied fairly and high-
income filers pay the taxes they owe," IRS Commissioner Danny Werfel said. "This means spotting aggressive
tax claims as they emerge and warning taxpayers. Businesses and individual taxpayers should seek advice
from an independent and trusted tax professional instead of promoters focused on marketing questionable
transactions that could lead to bigger trouble."

Werfel noted the IRS is working to ensure high-income filers pay the taxes they owe. Prior to the Inflation
Reduction Act, more than a decade of budget cuts prevented IRS from keeping pace with the increasingly
complicated set of tools that the wealthiest taxpayers may use to hide their income and evade paying their
share.

"The IRS is now taking swift and aggressive action to close this gap," Werfel said. "Part of that includes
alerting higher-income taxpayers and businesses to compliance issues and aggressive schemes involving
complex or questionable transactions, including those involving ESOPs."

ESOPs are retirement plans that allow employees to own stock in their employer's company. Any company
that has stock can sponsor an ESOP for its employees as long as the ESOP invests primarily in the securities
of the employer. ESOPs can be complex arrangements since the ESOP can borrow funds from the employer or
a third party to purchase shares of the employer.

In light of the complexity of ESOPs, the IRS has and will continue to undertake enforcement strategies to
ensure compliance with tax law requirements by employers sponsoring an ESOP. In its current compliance
efforts, the IRS has identified numerous issues, such as valuation issues with employee stock; prohibited
allocation of shares to disqualified persons; and failure to follow tax law requirements for ESOP loans causing
the loan to be a prohibited transaction.

19 | The Oxford Symposium on Employee Ownership 2023
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Employee Stock Ownership Plans in the United States Infographic

Employee Stock Ownership Plans @&

EMPLOYEE
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Employee Ownership in America

Where We’ve Been: Major Legislative Changes to
the U.S. ESOP Model Since 1974

Special Tax
Benefit Passed

Modern ESOPs Are Born

The Employee Retirement Income Security Act (ERISA)
passes to address public concern that private pension plan
funds were being mismanaged, and officially recognizes
employee stock ownership plans (ESOPs). While employee
ownership and equity (stock) plans have existed prior to this
point, ERISA launches them formally as qualified retirement
plans (QRPs) under federal law thereby subjecting them to
regulation by the U.S. Department of Labor and the IRS.

1981 tax law changes
include a special level
of new tax deductible
contributions of 25
percent of pay, plus
interest, for leveraged
ESOPs.

1974 1981

EGTRRA Provisions Association Initiatives & Pro ESOP Tax Law

Become Permanent A nationwide grassroots effort stops a push to limit

the tax benefits of S corporations sponsoring ESOPs.
Instead, Congress approves an initiative sponsored by
The ESOP Association to expand the tax deduction paid
on ESOP stock. Various pro-ESOP proposals become law
upon enactment of the popular ERISA reform legislation.
Notably, 80 percent of the members of key tax committees
in the House and Senate take public positions in support
of ESOPs.

The ESOP Association and other
employee benefit groups play a
major role in Congress making
permanent many Economic Growth
and Tax Relief Reconciliation Act
of 2001 (EGTRRA) provisions

that benefit sponsors of defined e e
contribution plans, such as ESOPs.

et A TSI ¢ ST WO i BRI R,

-
-
S 2006 2001
/
V4 . g
’ New Regulations on ESOP Incentives
! Fiduciaries Protected in New
i Tax Bill
I The Department of Labor proposes
! regulations that would make advisors to Despite strong pressure
: ERISA plans—including ESOP apprai - =
\ =RISA plans—including appraisers— to find ways to pay for a
\ fiduciaries under ERISA. A grassroots new tax cut, The ESOP
\ effort on Capitol Hill helps ensure the new Association and its partners
A3 regulations would not adversely affect successfully fight to kee
S - : e s y 1ig P
~ ESOPs and the “fiduciary rule” is rejected. ESOP tax benefits intact.
~
~
~

~-‘...._____———————--__..-.-.-.---.--..______._-’------.--__—-———--.

2013 2017
Landmark ESOP Legislation Signed Into Law

The Consolidated Appropriations Act of 2022 (P.L. 117-328) includes the Worker Opportunity,
Readiness and Knowledge (WORK) Act. This bipartisan bill, sponsored by Senators Bernie
Sanders (I-VT) and Jerry Moran (R-KS), creates the Employee Ownership Initiative at the U.S.
Department of Labor (DOL) to promote employee ownership. The law also directs the DOL to
finally provide formal guidance on the vital issue of how to properly value shares of company
stock to be bought by an ESOP- a key rule long missing from the ESOP regulatory landscape.
Though limited, the law included new tax provisions allowing business owners who found S
corporation ESOPs to utilize the section 1042 tax deferral available to C corporation ESOPs.

December 2022
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Carris Reels: Ensuring Employee

Ownership Rules Can Apply Internationally

The Oxford Symposium on Employee Ownership '23
Ensuring Employee Ownership Rules Can Apply Internationally

Many employee-owned companies have employees in more than one country. Dave Fitz-Gerald, Chief Financial Officer,
Carris Reels outlines what can be done to reduce the obstacles to extending employee ownership models beyond a
company's home jurisdiction. Carris Reels is:

Manufacture reels as packaging for wire and
cable industry

III

“two circles and a barre

Primarily serve North America

Primarily we make reels out of plywood, nailed
lumber, or plastic (raw materials) (40/40/20)

Headquartered in Vermont

And we make our own bolts

Operate from 20 buildings

And we make our own paper tubes

We’re in 8 US states, 4 CAD provinces, and in
Monterey, MX

We have our own trucking division/(s)

Employees 560, US 150 US 65 MX
(73%,19%,8%)

Plus, we are “real estate tycoons” to the extent
we own our own buildings

Low tech, low margin, manufacturing business

Plus, we have a captive insurance subsidiary

Mature business, mature industry

So, we are a more diversified business than we

give ourselves credit for being

History

e Qur company is 72 years old

e We have grown by start up (Indiana, North Carolina, Mexico)

e We have grown by acquisition (Virginia, Connecticut, California, Canada, Texas)

e Our ESOP was founded by 2" generation ownership in 1995

e Not as an exit plan, but as a plan for a fairer way to own a business

e Uniquely, the selling shareholder gave away half of the company to ESOP before being paid for the other half

e We are 100% employee owned

e Asan S-ESOP, taxes are paid by employees from distributions, not at the corporate level

Values

e Our company operates with three core values: safety, ownership, and customer-centric

e Inthe USA, the ESOP plan owns the ultimate parent company

e One employee/one vote (like co-ops)

e Internal BOD, includes former executives as outside directors and 2 employee owners on the BOD, 1 hourly and 1
salaried (some ESOPs do have this...)

e Thereis a 401k plan in addition to the ESOP (eggs in one basket)

e We're lower than comparables for diversification, usually about 30% (eggs in one basket)

e There is a profit share plan that pays “dividends” once a year, as a percentage of operating income (mid-term
benefit)

e We fund our own charitable foundation, as a percent of operating income, and employee owner committees decide
what charities to support (community) (founders’ legacy)

Internationally

e |n Mexico, we can't extend the U.S. ESOP to our employees
So we established a phantom ESOP program — we pretend Mexican employees have stock in Carris

Founded Carris de Mexico in 1999/2000 to serve US customers in Monterey, MX

Began phantom ESOP in 2004, when Mexico began to be profitable

It is written to be “extra-legal”

There is no “trust” entity

It is external to the union, not within their purview

Longer vesting requirements 7/8/9 — 35/70/100 (now changing to 6 yr)

Rights forfeit if fired (for example stealing from the company)

We mirror allocations based on number of shares per $1,000 in the US plan

O
O
O
O
O
O
O
o
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Folience: The Path to Becoming an ESOP-Owned Holding Company

The Path to Becoming an ESOP-owned Holding Company

FOLIENCE"
vest in Diferent. LIFELINE

1883/4 1986 2015 lvm 2017 2017
Started newspaper/ Slarted partial ESOP Became 100% Sold TV station | Folience inc. holding | Life Line Emergency Cimarron Trailers Assets acquired to
Founded company employee-owned after 62 years ‘ company founded, lowa | Vehicles acquired, acquired, Oklahoma start Cimarron Trailers,
| | lowa Kansas
| |
| |
| |
f |
. S | R =

First 133 Years:

Family-owned and controlled media company

Folience Today

» 520 Employee Owners
* $120M+ Annual Revenue
Sustainably Profitable

Office of CEO
Shared Services
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Ensuring Employee Ownership Rules

Can Apply Internationally (Jon Shell)

Ensuring Employee Ownership Rules Can Apply Internationally

1. Summary of Mexico Employees’ Participation in Taylor Guitars ESOP
(With contributions from ESOP Law Group, LLP) 8-20-2023

Overview:

The Taylor Guitars ESOP generally treats employees working in Mexico as if they were
employed by the U.S. parent for most purpose under the ESOP. That means the Mexican
employees are eligible to join the ESOP, vest in benefits and ultimately receive benefit
distributions in much the same way as its U.S. employees.

Legal Structure:

The specific legal structure has been left out as it is proprietary to the legal firm that
designed the approach. Generally, wholly-owned Mexican subsidiaries are treated as an LLC by
the US’s tax agency (the IRS). As a result, Mexican employees are treated as if they were
directly employed by the US parent, including vis-a-vis the ESOP. As long as Mexican
employees are full-time at Taylor and tax residents of Mexico, they qualify for the ESOP.

Differences in treatment of Mexican Employees in the ESOP:

The Board of Taylor Guitars can (but doesn’t necessarily) set different contribution levels
at the different companies, but within each company they need to abide by ESOP rules (i.e. using
an equal terms formula).

2. Challenges in Canadian (and other) Employees Qualifying for US ESOPs:

To my understanding, the primary challenge is that the ESOP is a qualified US retirement plan.
Each country has their own rules around retirement plans, which means there are significant tax
implications for employees of other countries if they were to participate. For example, a
Canadian employee would be taxed on their allocation of units in the trust each year, adding
complexity and significantly reducing the value of the benefit.

Taylor Guitars, for example, has employees all over the world. Other than in Mexico, none of
them are directly part of the ESOP.

Many US-based ESOPs have expressed frustration about their inability to include their Canadian
workers. Our current EOT legislation will not improve this situation, and frankly it seems a very
difficult problem to solve through regulation. It would certainly be great if we could, as likely
tens of thousands of Canadians work for companies owned at least in part by a US-ESOP.
However, even if Canada adopted the exact structure as the US-ESOP, differences in tax laws
and retirement plan laws would likely create complexity and challenges to overcome.

My understanding is that many US-ESOPs with non-US operations use a phantom share
structure to similarly reward non-US employees, but it does not have the same impact (either
financially or emotionally) as being a beneficiary of the ESOP.

3. Restrictions on Eligibility for Proposed Canadian EOT

29 | The Oxford Symposium on Employee Ownership 2023
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OECD Pillar 2: What is it, how could it affect
ESOPs, and what has been the reaction

OECD Pillar 2

What s it, how could it affect ESOPs,
and what has been the reaction?

Background

For around a decade, the tax policy, enforcement, and regulatory communities, both domestically and
internationally, have discussed addressing corporate base erosion and profit shifting (often cited as BEPS)

- often resulting in low, near-zero or single-digit global effective tax rates for income derived from valuable

and profitable intangible property. As recent examples, the U.S. Congress passed the Tax Cuts and Jobs Act in
2017 which created the global intangible low-taxed income (GILTI) tax, the Foreign-Derived Intangible Income
(FDII) deduction, and the base erosion and antiabuse tax (BEAT) regime to help ensure a global minimum

rate of taxation on certain income. As part of this BEPS effort internationally, the Organisation for Economic
Co-operation and Development (OECD) continues working to negotiate a global tax framework subject to
implementation of its Member nations, culminating in what many call the “Two-Pillar” proposal released

in October 2021, which largely sets out some agreed-upon principles and a framework for future action. In
additional guidance and model rules from late 2022 on “Pillar 2" efforts focused on a minimum tax, the OECD
proposed several additional details on an international tax agreement, with the general target being a 15%
global minimum corporate tax that would be enforced through a new income inclusion rule (IIR) and undertaxed
payments rule (UTPR). The U.S. Department of the Treasury and the U.S. Ambassador to the OECD are the
principal U.S. negotiators on the project. Following release of the 2022 Pillar 2 model rules, OECD member
country Finance Ministers began discussing plans to move forward with implementation in several jurisdictions.
There is significant debate at the OECD, Treasury, and in corporate America about the extent to which the 2017 U.S.
international reforms in TCJA, particularly GILTI and FDII, may comply with the concepts in Pillar 2. In comparison,
the proposed “Pillar 1" concept, focused on nexus of activity and taxation, is somewhat further behind the Pillar 2
process. Both Pillar 1and Pillar 2 represent fluid, long-term situations on the tax policy horizon.

Concerns for ESOPs?

Employee ownership is not unique to the United States -- nations around the world have, or are considering,
various forms of employee ownership. In every widely successful policy framework, tax incentives for the
business owner to sell to employees combined with unique tax treatment for the employee-owned business exist.
However, seemingly unique to the U.S. is the S corporation ESOP. Under an S corporation ESOP, the company
would not be expected to pay any federal income taxes as this corporate structure provides for income to be
“passed through” to the individual owner(s) and taxed as ordinary income at the individual taxpayer level rather
than at the corporate level (a tax treatment with bipartisan support, historically, set up to promote employee
ownership). Itis conceivable, however, that under the current Pillar 2 guidance certain S corporation ESOPs
that meet the criteria (multinational corporations with more than 750 million euros in annual revenue) might be
perceived as paying 0% tax. So, an S corporation company conceived under this tax treatment and is currently
accounting and tax planning in this manner would suddenly pay a new 15% corporate tax on an international
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U.K. Employee Ownership Infographic
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