Review Document for a Schedule 2 Share Incentive Plan (SIP)

Name of SIP	:
Establishing company	:
Agent (if any)	:

SIP Documents meet requirements of Schedule 2: 		Plan to provide for:

	
	
	√
	
	
	√

	Plan rules
	
	
	
	Free shares
	

	Trust deed
	
	
	
	Partnership shares
	

	Free share agreement 
	
	
	
	Matching shares
	

	Partnership share agreement
	
	
	
	Dividend shares
	

	Invitation
	
	
	
	
	

	Employee booklet
	
	
	
	
	

	List of constituent companies (including tax refs.)
	
	
	
	
	

	Ensure that selection of constituent companies does not benefit higher paid (group plans)
	
	
	
	
	

	Ensure that the shares satisfy legislation 
	
	
	
	
	

	
	
	
	
	
	

	Resolution adopting plan
	
	
	
	
	



Company details:

	If shares listed, name of exchange
	

	Registered office address of company
	

	Company registration number
	

	Corporation tax office ref. no
	

	PAYE tax office ref. no
	

	Number of constituent companies (2)
	

	Date SIP was established
	

	Date SIP registered with HMRC
	



Notes

1. Further guidance on Schedule 2 SIP is available in the Employee Tax Advantaged Share Schemes User Manual (ETASSUM) from the HM Revenue & Customs website at https://www.gov.uk/hmrc-internal-manuals/employee-tax-advantaged-share-scheme-user-manual .  The published guidance referred to in this document is ETASSUM.
2. Use the following lists and links to check that the Schedule 2 SIP Plan documents have included the provisions required by the legislation in order to meet the requirements of Schedule 2 ITEPA 2003: -


ETASSUM28210 Review Document for Schedule 2 SIP



1OFFICIAL
OFFICIAL


1) Trust Deed

A Schedule 2 SIP must provide for the setting up of a trust to hold plan shares.  The trust needs to be 
· validly constituted under the law of a part of the UK (England and Wales, Scotland or Northern Ireland)
· incorporated into a trust deed that complies with Part 9 of Sch 2 (see below)
· for the purpose of acquiring and awarding shares in accordance with SIP rules and for holding them (and partnership share money) on trust for participants


	
	Clause No.
	Published guidance

	Purpose of trust
	
	26100

	Number of trustees-minimum two unless a body corporate
	
		''

	UK-resident trustees
	
		''

	Rule against perpetuities - a Scottish deed is not required to have this provision
	
		''

	May provide for early termination of the plan, if so a plan termination notice is required
	
	27180

	May provide for the distribution of surplus assets on winding-up of the trust
	
	26100



2) The trustees’ powers, duties and obligations

The deed may give the trustees powers to borrow in order to acquire shares and for other specified purposes.  The trust deed must satisfy the following requirements:

	Trustees must dispose of plan shares, and deal with any rights to other shares or securities, only in accordance with participant’s directions
	
	
26110

	Holding period requirements
	
		''

	Must pay over any money or money’s worth to participants
	
		''

	Must give notice of award showing number, description, if the shares are subject to any restrictions -details of those restrictions, MV and holding period for free or matching shares
	
	
26120

	Must give notice of award showing number, description, if the shares are subject to any restrictions – details of those restrictions, MV and amount used to acquire partnership shares
	
		''
	''

	Must give notice of acquisition showing number, description, MV, holding period and any amount carried forward for dividend shares
	
		''
	''

	Must give notice of foreign tax deducted from foreign cash dividends 
	
		''

	Must Inform participant of facts relevant to determining his/her liability to income tax on employment income or dividends arising under the plan
	
		''
	''

	Must maintain records necessary for PAYE purposes
	
	26130

	Must maintain records of participants in connected plans
	
		''

	Must be able to meet a PAYE obligation by disposing of plan shares or accepting money from the participant 
	
		''




3)	Shares to be used in the plan

	
	Rule No.
	Published guidance

	Rules must state that Shares satisfy paragraphs 26-29
	
	23100

	Market value must be defined in accordance with ETASSUM28180
	
	28170

	Prior approval of SAV if shares not listed (advisable but not a requirement)
	
	28180



4)	General requirements

· the purpose of the SIP must be to provide employees with shares in a company which give them a continuing stake in that company
· there must be no features which are likely to discourage any eligible employees from participating
· the plan must not give preferential treatment to directors or higher-paid employees

The following plan requirements also apply in all cases

	Invitations and awards must be on the “same terms” for all eligible employees
	
	21080 - 21090

	Limits on participation must apply across “connected” Schedule 2 SIPs in same tax year
	
	25160



It is not mandatory for a SIP to include forfeiture provisions for free and/or matching shares, where it does include such provisions then the following requirements apply

· the SIP must specify a period (“forfeiture period”) not exceeding 3 years from the date of award during which the shares are at risk of forfeiture
· it must apply when the participant leaves relevant employment (see ETASSUM28130) or withdraws the shares or, in the case of matching shares, when the corresponding partnership shares are withdrawn
· the same provision must apply to all free or matching shares included in the same award
· forfeiture cannot be linked to performance of the participant or any other person

	 “good leaver” exceptions may be provided for however this must not be on a discretionary basis
	
		28160



5)	Individual eligibility
· Every UK-resident employee who satisfies the eligibility requirements must be invited to participate
· Participation may also be offered to non-UK resident employees who are otherwise eligible 

	Individual	a) is a UK-resident employee of the company or other constituent company
	
	21060

		b) who meets any requirement for qualifying period of service
	
	22130

	Must be eligible at “appropriate time”
	
	22110

	Must not be participating at same time in another “connected” Schedule 2 SIP
	
	22150




6)	Free shares

· A Schedule 2 SIP may provide for awards of free shares to eligible employees who agree to accept them by signing a free share agreement.  There is a specimen example free share agreement at ETASSUM28250 for general guidance purposes.
· Awards must be made on the same terms to all but can be varied by reference to the employee’s remuneration, length of service or hours worked, or by performance

	
	Rule No.
	Published guidance

	Participant must be “bound in contract” by a free share agreement
	
	24120

	Maximum award must be £3,600 per tax year or less
	
		''

	Company must specify a holding period of 3 to 5 years
	
		''

	Participant may direct trustees to accept a general offer for shares during holding period
	
	24130



If the SIP provides for awards to be made by reference to performance (“performance allowances”) the following additional requirements apply 

	If performance allowances are used the Plan must ensure that:
	
	

	- performance measures are fair, objective and relevant
	
	24150

	- all qualifying employees will be notified ASAP of performance measures
	
		''

	- participants will be notified ASAP of their own performance targets and measures
	
		''

	For performance Method One, the Plan must ensure that at least 20% of shares to be awarded on same terms and highest individual performance award no more than four times highest number of shares awarded to an individual on ‘same terms’ basis
	
	24160

	For performance Method Two, consistent targets must be set for all performance units
	
	24170



7)	Partnership shares

· A Schedule 2 SIP may provide for awards of partnership shares to eligible employees who agree to deductions from their salary by signing a partnership share agreement (“PSA”)
· PSAs may provide for regular or “one-off” deductions from salary
· Awards must be made on the same terms to all participants

	Salary must be defined
	
	24330

	Participants must enter into a partnership share agreement (PSA) with the company
	
	24320

	The rules must require the employer to apply the annual limits (£1,800/10% of salary)
	
	24340

	Any specified minimum deduction must not be more than £10
	
	24350

	Partnership Share Money (“PSM”) must be paid over to the trustees by the employer as soon as practicable (“ASAP”) and held by trustees in an account with a bank or building society
	
	
24360

	Trustee must account to participants for any interest on partnership share money 
	
		''

	Trustee must award partnership shares within 30 days of date of last deduction (or of end of the accumulation period if there is one)
	
	
24370

	Accumulation periods, if provided for must not exceed 12 months and must be the same for all participants in a particular award
MV will be determined by reference to the:
a) MV share price on acquisition date (following end of accumulation period)
b) MV share price at the start of the accumulation period, or
c) The lower of these prices
Whichever approach chosen by the company offering the SIP should be specified in their SIP partnership share agreement.
	
	
	''

	The trustees must repay PSM ASAP If an employee leaves during an accumulation period 
	
	24410

	Any surplus PSM after award may be carried forward with employee’s agreement, otherwise must be returned to individual ASAP 
	
	
24370

	If the rules allow scaling down, they must require PSA to contain company’s undertaking to notify employees, notices to be given before start of deductions (or start of an accumulation period) and reduction in deductions and/or shares to be applied proportionately 
	
	

24400

	Participant must be able to stop and re-start deductions of PSM on 30 days written notice
	
	24330

	Participant must be able to withdraw from PSA on 30 days written notice and to be paid  unused PSM ASAP
	
	
24320

	All PSM must be paid over to employees ASAP on withdrawal of HMRC approval or plan termination
	
	24410

	The SIP must provide that partnership shares are not to be subject to forfeiture, although it may include that the shares may be subject to sell back provisions
	
	24370
24390

	Participant must be able to withdraw partnership shares at any time
	
	24420



8)	Partnership Share Agreement (“PSA”)

There is a specimen example PSA at ETASSUM28240 for general guidance purposes.
	
	Paragraph No.
	Published guidance

	Employee authorises deductions of PSM by employer
	
	24320

	Amount (or percentage of salary) and interval of PSM deductions must be specified
	
		''

	Company undertakes to arrange for award of partnership shares in accordance with the plan
	
		''

	Contains prescribed notice about possible effect on benefits entitlement
	
		''

	If accumulation periods (“APs”) apply, the PSA must specify when each AP begins and ends and may specify that AP ends on occurrence of a specified event and PSM will be repaid
Whichever approach to determining the MV of the shares chosen by the company offering the Schedule 2 SIP must be specified in their partnership share agreement
	
	
24370

	Company undertakes to notify participant of any restriction on number of available shares 
	
	24400

	If matching shares provided for, PSA must:
	
	

	- bind participant to the holding period
	
	24540

	- specify ratio of matching shares to partnership shares
	
	24530

	- specify when and how ratio may be changed
	
		''

	- provide for employee to be informed if ratio changes before award
	
		''

	If dividend shares provided for, binds employee to the 3-year holding period
	
	24770







9) Matching Shares

· A Schedule 2 SIP may provide for matching shares to be awarded to employees, without payment, in proportion to the partnership shares they acquire
· Awards must be made on the same terms to all participants

	
	Rule No.
	Published guidance

	Matching Shares must be
	
	

	- of same class and carry same rights as matched partnership shares
	
	24520

	- awarded on same day as matched partnership shares (“the acquisition date”)
	
		''

	- awarded on exactly the same basis to all participants
	
		''

	Ratio of matching to partnership shares must not exceed 2:1
	
	24510, 24530

	Company must specify a holding period of 3 to 5 years to which participant is bound by PSA
	
	24540

	Participant may direct the trustees to accept a general offer for shares during holding period
	
		''




10) Dividend Shares

· A Schedule 2 SIP may provide for reinvestment of cash dividends on all plan shares
· Reinvestment may be compulsory or may be offered to participants

	
	Rule No.
	Published guidance

	Dividend reinvestment may be provided for in respect of all cash dividends on plan shares
	
	24720

	
	
	

	
	
	

	Dividend Shares must be
	
	

	- of same class and carry same rights as shares giving rise to the dividends
	
	24740

	- not subject to forfeiture, although it may include that the shares may be subject to sell back provisions
	
		''
24750

	Trustees must treat participants fairly and equally in acquiring dividend shares
	
	24760

	Trustees must acquire dividend shares on a date within 30 days of receiving the cash dividend
	
		''

	The plan must specify a holding period of 3 years to which participant is bound by the PSA and/or free share agreement as appropriate
	
	
24770

	Participant may direct the trustees to accept a general offer for shares during the holding period
	
		''

	Any surplus dividends after acquisition may be carried forward to the next acquisition but must be capable of being separately identified
	
	
24780

	Surplus cash dividends must be returned to the participant ASAP if not reinvested and the participant leaves relevant employment, or the company issues a plan termination notice
	
		''
	''
	''

	Any dividends which are not to be reinvested must be paid over to the participant ASAP
	
		''



11) Alterations to the plan

Paragraph 81B(6) provides that where an alteration is made to a “key feature” of the plan or in the terms of the plan, the return for the tax year must contain a declaration that the requirements of Parts 2-9 of Schedule 2 are (and are being) met in relation to the SIP and continued to be since the alteration. A “key feature” of a SIP or plan trust is a provision of the SIP or plan trust which is necessary in order for the requirements of Parts 2-9 of this Schedule to be met in relation to the SIP (paragraph 81B(8)).

	
	
	

	Definition of “key feature”
	
		27140






