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Company Share Option Plans (“CSOP”)
The CSOP scheme is an HMRC approved share option scheme which is targeted at medium and large businesses.  CSOPs have an advantage over Enterprise Management Incentives (the most common form of HMRC approved share option scheme for SMEs) in that they are available for a much larger range of companies and trades.  Additionally, since HMRC provide advance clearance for a CSOP, the CSOP members can be assured of the tax treatment which will apply.
As a result of the need for clearance, from inception to launch, a CSOP option typically takes about 4 months (although this may be longer for companies listed on the London Stock Exchange).
Which companies can use CSOP?

· The company whose shares are placed under option must be either listed on a recognised stock exchange or free from the control of another company. 

· The options can be granted either by the employer company or a parent company. 

· The shares under option need to be ordinary shares not subject to any special restrictions.

· These rules are not normally a problem for listed companies.

Which employees can participate in CSOP?

· The company has discretion over which employees can participate.
· However, an approved option can only be granted to employees and full-time directors, meaning that they must work for the company at least 25 hours per week.  Non-executive directors and consultants generally cannot participate.
· Employees and/or their associates cannot participate in a CSOP if they have a "material interest" in the company whose shares are used for the scheme or in certain related companies.

· The employees can only hold up to £30,000 of unexercised CSOP share options at any given time.  This limit refers to the total initial market value of the shares (valued at the time of grant).

Taxation of CSOP share options

· There is generally no income tax or national insurance liability on the grant or exercise of a CSOP option within three years from the date of grant.

· On a sale of the option shares, capital gains tax may be payable on any gain over the amount paid for the shares at 18% or 28%.  Entrepreneurs’ relief may be available.
· A corporation tax deduction equal to the cost of the share options may be available for the company granting the CSOP options.
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This document is intended for general guidance only. It is not intended to be a substitute for legal advice. If you would like advice specific to your circumstances, please contact us.

