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At the end of 2009, the institute of Chartered Accountants England and Wales (“ICAEW”) released an exposure draft (“ED”)
which proposes additional guidance on realised and distributable profits under the Companies Act 2006. This ED Technical
Release (03/09) proposes revisions to the treatment of shares held in an ESOP Trust. A copy of the ED Technical Release can
be obtained here. Comments to the ICAEW are requested by 19 March 2010.
Under the existing Technical Release (01/09) the treatment for distributable profits purposes, of surplus shares or shares to be
transferred to employees for less than the acquisition price, is determined by the accounting treatment that would have been
required under UITF 13. However, UITF13 has been redundant for many years. This link to a superseded accounting standard
was potentially misleading and confusing. The ED proposes redrafting the Technical Release to base the treatment on current
Generally Accepted Accounting Practice (“GAAP”).
Technical Release (03/09) should not change the relevant accounting treatment for distributable profits, which may be
summarised in the flowchart set out below.

Is the ESOP Trust accounted for using extended
entity accounting?

If yes, then, are the shares held in the ESOP Trust,
shares in the sponsoring company?
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This is the accounting treatment required by
UITF38, which essentially treats the ESOP Trust
as a division of the sponsoring company. The
treatment is mandatory for accounts prepared
under UK domestic accounting standards and
permitted for accounts prepared under the
International Accounting Standards.
The sponsoring company is usually the company
that established the share plan and set-up the
ESOP Trust. Usually it is the parent company of a
group and so the shares in the ESOP Trust are
shares in the parent and sponsoring company.
However, this is not always the case.
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Due to s831 Companies Act 2006 the distributable
profits of the sponsoring company are reduced by
the purchase price of the shares (if the shares
were purchased by the ESOP Trust) or the
subscription price of shares (if the shares were
issued to the ESOP Trust).

There is no automatic reduction of distributable
profits because an ESOP Trust acquires the
shares, even though, under UITF38 they are
treated as deductions from the equity of the
sponsoring company

The ICAEW Technical Release envisages two circumstances
where there may be a reduction in distributable profits.

Where the market value of the shares has fallen below the
acquisition price (purchase price or subscription price) and
either
i.

options have been granted over shares in an
ESOP Trust and the options are underwater;
OR

ii.

there are “surplus” shares that have not been
allocated to any particular share plan;

If shares are to be transferred to employees for
less than the acquisition price (purchase price
or subscription price) then the difference,
between the acquisition price of the shares and
the proceeds receivable from the employees,
should be spread over the charging period of
the award.

then a realised loss and reduction in distributable profits
will arise if the fall in market value below the acquisition
price is not expected to reverse.

If you would like more information please contact William Franklin on 0121 262 4034 or you can email him on
william.franklin@davidpett.co.uk.
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We will be pleased to provide tax and legal advice, financial modelling, plan documentation, share based payments accounting
and general consultancy in relation to share plans.
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