
Employees 
don’t pay tax on 
contributions to 
the ESOP

Employee retention 
and attraction of 
new talent 

Sellers in a C 
corporation can get 
additional tax benefits 
(ask us for details!) 

Creates a market 
for shares of your 
company

ESOPs can borrow money 
to buy shares, which the 
company repays with tax-
deductible contributions 

Both cash contributions and 
contributions of stock are 
tax-deductible 

An ESOP, or Employee Stock Ownership Plan, is a way to give employee’s a chance 
to have an ownership stake in their company. As an employer, you contribute stock to 
a trust fund that’s set up for the benefit of employees. You can also borrow money to 
buy new or existing company shares.

What’s an 
ESOP? 

Considerations 

Stembrook does not render legal or tax advice, and the information contained in this 
communication should not be regarded as such.

• ESOPs aren’t available to most professional 
corporations and partnerships, so you may not be able 
to access one 

• Private companies need to buy-back shares owned by 
departing employees, which can create a significant 
expense 

• These plans are relatively costly to set up, so it’s 
important to determine the potential benefits first 

• New share issue will dilute the ownership stake of 
existing stockholders 

• Company contributions to the trust are tax 
deductible (within certain limits) 

• Shares in the trust are allocated to individual 
employees according to a pre-determined formula

• As employees gain seniority, their rights to shares 
increases 

• Generally, employees must be vested over three 
to six years 

Benefits of
ESOPs

THE BASICS
• When employees leave, they take their stock, 

which the company can buy back at fair market 
value 

• Owners of private companies can choose whether 
to grant voting rights on certain issues

• Typically, all full-time employees will participate in 
the plan


