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Growth shares

This involves the creation of a new
class of shares. The new class of
shares contains a hurdle such that
on an exit that class of shares would
only participate in the proceeds of
sale to the extent that the proceeds
exceed a certain 'hurdle’ amount.
The hurdle would be more than the
current value of the company.

The share restrictions for existing
classes of shares, eg pre-emption
on issue and transfer and drag and
tag along provisions, will apply to
the growth shares. The hurdle could
be set below the total liquidation
preference of preference shares.
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In addition, if holders of growth
shares cease to be employed

or engaged by the company for
specified reasons, the growth shares
would convert to deferred shares.

The growth shares could be issued
on a reverse vesting basis so that if
an employee left within one year of
issue, all of them would convert to
deferred shares, but if they remained
in employment for up to two years
then 75% of them might convert and
the employee could retain 25%. It is
usual to have the vesting in individual
restricted share agreements for
flexibility rather than in the articles.

Taylor Wessing's practice is highly experienced
in share schemes matters, having a profound
knowledge of the market and a level of
sophistication connected with the complexity
of matters and clients involved.
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The creation of the growth class
of shares would require a change
to the articles and any existing
shareholders’ agreement and
therefore negotiations with
existing shareholders.

Valuation

As the shares can only participate in
the proceeds over a certain level it is
reasonable to argue that the shares
have a low value.

It is not possible to obtain a
valuation in advance from HMRC
on the value of shares; it is therefore
always advisable to obtain an
independent valuation.
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Tax

On the acquisition of growth shares,
there will be an income tax charge
if the price paid for the shares is less
than the unrestricted market value.

If the growth shares are acquired at
the unrestricted market value, there
is no income tax.

On any eventual sale of the growth
shares there would only be capital
gains tax to pay on the difference
between the unrestricted market
value on acquisition and the sale
proceeds. This is provided that
section 431 elections are signed
and none of the income tax
anti-avoidance provisions apply.
The section 431 elections take the
growth shares out of the complex
restricted shares legislation which
can impose income tax charges
after the shares have been acquired.

They are very knowledgeable, responsible

and creative.
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A super team, would highly recommend.

Ann is super knowledgeable and capable of
simplifying complex matters for clients.

Claire provided specialist knowledge and
advice in an effective and efficient manner.

Katie Lewis is phenomenally good.




Summary of growth shares

About us

Taylor Wessing is a global law firm that serves the
world’'s most innovative people and businesses.

Deeply embedded within our sectors, we work closely
together with our clients to crack complex problems,
enabling ideas and aspirations to thrive.

Together we challenge expectation and create

extraordinary results.

By shaping the conversation in our sectors, we enable our clients to
unlock growth, protect innovation and accelerate ambition.
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2650+ people

1250+ lawyers
350+ partners
27 offices

17 jurisdictions

Challenge expectation, together

With our team based across Europe, the Middle East, US and Asia, we work
with clients wherever they want to do business. We blend the best of local
commercial, industry and cultural knowledge with international experience to
provide proactive, integrated solutions across the full range of service areas.
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