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BRIEFING PAPER FOR APPG, INSURANCE AND FINANCIAL SERVICES

Introduction to ifs ProShare
ifs ProShare is a not-for-profit organisation committed to supporting employee share ownership and financial education in the workplace.  ifs ProShare is part of the ifs School of Finance, a leading provider of financial education for students, consumers and those working within the financial services industry.

Originally founded in 1992 to promote wider share ownership and funded by HM Treasury, the London Stock Exchange, corporate sponsorship and charitable donations, the organisation is now funded by member subscriptions. Currently ifs ProShare represents the interests of 90 member organisations spanning employers, including some of the UK’s best known blue-chip companies, as well as share scheme administrators and advisers, all of whom have an active interest in promoting the long-term success of employee share ownership. 

As part of our commitment to ensuring this long-term success, ifs ProShare aims for a constructive dialogue with policymakers and  relevant bodies on how to encourage employee share ownership amidst current regulatory developments and challenges. 

Employee Share Ownership – Key Facts

· Across the U.K. there are approximately 3.5 million employees participating in 5,000 company schemes. 83% of the FTSE 100 currently offers an all employee share plan: 77% offer a Save as You Earn Plan and 46% offer a Share Incentive Plan.
 Research has shown that the benefits of employee share schemes include higher productivity and financial performance, greater innovation and lower staff turnover.

· The UK Employee Ownership Index (EOI) measures the relative share price performance of UK quoted companies with significant levels of employee share ownership. It demonstrates that an investment of £100 in the EOI in 1992 would at the end of June 2003 have been worth £349; the same amount invested in the FTSE All-Share would have been worth £161 suggesting that over time the underlying performance of firms with share plans in place is superior to firms with no such arrangements. 

· Two in three participants in employee share plans are aged between 35-44. Research shows that employee share plans can form an important gateway to long-term savings. Consumer research carried out in 2006 showed that share schemes play a role in helping households and individuals to transition from cash-based short-term savings vehicles favoured during younger savers (below age 30) towards equity-based long-term savings in later life.

Employee Share Plans and Financial Capability 

ifs ProShare is increasingly interested in exploring how this transition from cash to equities can be facilitated as part of moves to widen participation in employee share plans, which will have broader implications for government policy on improving financial inclusion. In 2006 we established an industry working group – the Workplace Financial Education Group (Wofed) – to look at the role and benefits of employee communications in the workplace.

Employee Share Plans and Financial Capability cont/…
ifs ProShare’s Wofed group plans to draw up a blueprint based on the experience of members. The focus of this will be on promoting amongst employees a better understanding of the benefits of employee share plans, as well a potential links to retirement planning and financial planning in general. We already recognise that employee share schemes can be a catalyst for financial planning as well as helping to diversify household asset allocation away from a current over-reliance on the favoured asset classes of property and cash. 

Because of the potential impact of this work on a range of public policy issues, ifs ProShare is committed to working with policymakers to promote greater financial capability by examining how financial education can be delivered in the workplace. We believe that the experience of ifs ProShare’s members is therefore a key resource for those working on the Government’s financial capability strategy. 

UK All-Employee Plans:  Save as you Earn (SAYE) and Share Incentive Plan (SIP)

SAYE (also know as Sharesave, introduced in 1980) and SIP (introduced in 2000) form the foundation of employee share ownership in the UK.  As HMRC tax-approved all-employee plans, the benefits of tax relief are open to all employees from the boardroom to the shop floor. This has clear benefits in promoting wider asset ownership. The Government is currently reviewing the effectiveness of these arrangements in reaching the desired target audience and examining potential obstacles to widening employee participation.

See attached Appendix for key features of SAYE and SIP plans.

Recent impacts on Employee Share Plans

Companies operating Employee Share Plans have been subject to increasing regulation, compliance obligations and tax complexities over the last 10 years or so but share plans are still seen as valuable employee benefits by both companies and employees alike.   However, the biggest change to share plans has not been a regulatory or tax amendment but the introduction of accounting for share plans. 

International Financial Reporting Standards (IFRS)

From 1 January 2005 all EU plc’s have had to conform to International Financial Reporting Standards (IFRS).   IFRS 2 (Accounting for Share Based Payment) means that companies now have to calculate the cost of their share plans and show it as an expense in their profit and loss account over the life of the option.  This has not had a significant impact to date as companies can restate their previous years’ figures.  

However, a proposal by the International Accounting Standards Board (IASB) means that companies could be adversely impacted when employees voluntarily cancel their SAYE options (actions over which employing companies have no influence).  Despite two consultations on the issue where ifs ProShare and other industry practitioners have lobbied intensely against their interpretation, the IASB is still proposing that the accounting treatment for voluntary cancellations of SAYE options should be an acceleration of the accounting charges, which could have a negative effect in companies’ P&L accounts. 

How you can help

We would like support in the following areas:

1. SAYE - increase in monthly savings limit: The monthly limit of £250 has not been increased since 1991 despite 15 years of wage inflation. Using National Statistics consumer inflation data we can see that £250 in 1991 would be worth £333 in 2007 prices, which means the value of the SAYE limit has eroded by around one-third. ifs ProShare’s members would like to see the current limit increased in line with inflation. 

How you can help cont/…

SAYE encourages employees to save regularly, take a long term view of their investment and gives them an incentive to contribute to the productivity of their company. An increase in the savings limit would be an endorsement of these values and there would be no loss of income to HMT as savings are made from post tax salary.

Our recommendation is an increase in the SAYE monthly limit from £250 to £300.

2. SAYE: level playing field with other tax advantaged savings vehicles:  Transfers from SAYE plans registered pension plans are at market value rather than the acquisition price.  ifs ProShare believes that such transfers such should be exempt from capital gains, as is the case with transfers from ISAs and SIPs.

Our recommendation is for shares transferred from SAYE plans to pensions to be valued at acquisition, rather than market, price and to be exempt from capital gains.

3. SIP – reduction of holding period from five to three years:  ifs ProShare believes that SIP could be even more successful if the period, during which shares must be held in trust to qualify for full relief from income tax and NI, was reduced from five to three years. This length of commitment would be better suited to today’s flexible workforce, particularly younger workers who are increasingly likely to move employers more often than every five years. 85% of companies who responded to ifs ProShare’s survey in 2005 were in favour of this move.

Tax implications of reducing holding period to three years:  tax and NI is payable by employees who withdraw shares from trust within five years so there may be a loss of revenue from withdrawals between three and five years.  According to data from a leading SIP administrator, in 2006 less than 8% of employees withdrew their shares in this period so the loss of revenue would be minimal.    There would be no impact on the corporation tax relief available to companies or on the tax relief given to employees on their contributions.

Our recommendation is to reduce the SIP holding period from five to three years to encourage more employees to participate and more companies to introduce a SIP.

4. SIP 5 year review – HMT is undertaking a 5 year review of the SIP (possibly including SAYE too)  involving independent market research.  ifs ProShare has offered to help in this process and its members are keen to be included but the offer has not been accepted and minimum information has been communicated about this important review.  It would be helpful to find out more about the process, the aims and objectives and intended publication of the outcome.
Our recommendation is to ask for information about the SIP Review and propose that the holding period be reduced to three years.
5. SAYE/IFRS2 interpretation relating to cancellation of SAYE options – ifs ProShare considers the IASB’s interpretation to be illogical and unfair and recommends that the accounting treatment should result either in a reversal of charges (as applies in the event of forfeiture of an option) or a continuation of the original charges which, although not logical as the employee has lost the benefit of the share option, is fairer than an acceleration of charges.

Our recommendation is to urge MPs to make representations to the IASB and the ASB against the current interpretation.   In conjunction with its Advisors’ Technical Focus Group, ifs ProShare can draft an appropriate letter.

For further information please contact

	Fiona Downes

Head of Employee Share Ownership

ifs ProShare
100 Cannon Street 

London

EC4N 6EU
	Tel: 
020 7444 7104 

Email: 
fdownes@ifslearning.com
Web :
www.ifsproshare.org


Appendix 1 – Key Features of Tax-Approved All-Employee Plans

1.  Save As You Earn (SAYE) Plan

SAYE plans (also called Sharesave and Savings-related share option schemes) were introduced in 1980 and are the most popular all-employee share ownership plans because of their simplicity and lack of financial risk.

Key features

· Employees can save from £5 up to £250 a month (from post tax salary) with a choice of three, five or seven year contracts (the most popular contract term is three years)

· Employees cannot vary the monthly amount of the length of savings contract.  They can withdraw their savings at any time but the option to buy shares would then lapse

· Employees are granted an option to buy shares in their company at the end of the three, five or seven year contract

· Employers have the discretion to discount the market price by up to 20% (according to our annual survey the majority of employers, around 75%, choose to offer the maximum discount)
· Savings are held by an authorised savings carrier (Barclays, HBOS, Lloyds TSB and Yorkshire Building Society are the main carriers)

· Tax free bonuses, currently equivalent to 3.19%, 3.46% and 3.52% (rates determined annually by HMT by reference to commercial swap rates) are paid at the end of the savings contract 

· At the end of the savings contract, employees have six months to choose whether to use their savings and tax free bonus to buy shares.  

· If the market price is below the option price employees receive their savings and tax free bonus so there is no risk to their savings

· No income tax is payable on acquiring the shares 

· Capital Gains Tax is only payable if the shares are sold and the difference between the sales price and the actual price paid exceeds the annual CGT exemption limit.  

· Shares can be transferred to an ISA or registered pension plan at market value within 90 days

2.  Share Incentive Plan (SIP)

Introduced in 2000, the SIP already has a proven track record as a successful tax-efficient plan.  

Key features

· Employees can invest up to £1,500 per annum (£125 per month) per annum from pre-tax salary (ie avoiding paying any income tax or NI on their contributions)

· Investment contributions are used to buy shares (Partnership Shares) at market rate 

· Employers can offer matching shares at any ratio up to two Matching Shares for every Partnership Share

· Employers can give Free Shares up to £3,000 per annum 

· Dividends can be paid as cash or reinvested in shares

· All shares are held in trust for a holding period of five years (three years for Dividend Shares) to qualify for full relief from income tax, NI and capital gains tax.

· Flexibility of investment - employees can vary their monthly investment amount as and when required

· Partnership Shares can be taken out of trust at any time and Matching Shares after three years but tax and NI will be payable if withdrawn before the end of the five year holding period

· Employers are entitled to corporation tax relief on costs of administering the plan, the gross salary allocated by employees to buy Partnership Shares and the market value of any Free or Matching Shares granted by the employer

Appendix 2 – List of Members of ifs ProShare

	Gold Members

	B Sky B Group plc 


	BP plc


	BT Group plc


	HBOS plc


	Killik & Co


	Lloyds TSB Group plc


	Standard Members
	

	Abbey
	ITV plc

	Addleshaw Goddard
	J Sainsbury plc

	Advent International
	KPMG

	AIB Worthytrust
	Lewis Silkin

	Allen & Overy
	Linklaters

	Alliance & Leicester plc
	Lloyds TSB Offshore Trust Company

	Associated British Ports Holdings plc
	Lovells

	AVIVA plc
	Marks and Spencer

	Axis-Shield plc
	Mercer HR Consulting

	Baker & McKenzie
	Northern Rock plc

	Baker Tilly
	Norton Rose

	Barclays plc
	Ogier Fiduciary Services

	Berwin Leighton Paisner
	Olswang

	BG Group plc
	Orange Limited 

	BHP Billiton Plc
	Osborne Clarke 

	Bird & Bird
	Pinsents Masons 

	Brewin Dolphin Securities Ltd
	Postlethwaite & Co 

	British American Tobacco plc
	Practical Law Company

	Capita Group plc
	PricewaterhouseCoopers 

	Chiltern plc
	RBC Abacus Corporate Services Limited 

	Citigroup
	Reuters 

	Clifford Chance
	Scottish Power plc 

	Close Wealth Management Limited
	Shell 

	CMS Cameron McKenna
	SJ Berwin

	Cytec Solutions
	Slough Estates plc 

	Deloitte & Touche
	Standard Chartered PLC 

	ECA International 
	Strategic Remuneration 

	EMAP plc
	RM2 Partnership

	ESS (Consultants) Limited
	Royal Bank of Scotland Group plc

	Excellerate HRO
	The Share Centre

	Gannons
	Travers Smith

	Global Shares
	TTP Group plc

	Halliwell Consultants
	UBS

	Henderson Global Investors
	Winterflood Securities Ltd 

	Hewitt Associates
	Wolseley PLC 

	Hoare Govett
	Wrigley

	HSBC Group plc
	Yorkshire Building Society 

	IFG Group
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