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 An employee-owned firm is a business owned by its workers.

There are various employee ownership structures:

Direct Ownership

Worker co-operative

Worker shareholder co-operative

Employee stock ownership plan (ESOP)

VS

Indirect Ownership

Employee ownership trust (EOT)

 

On average, employee-owned firms provide numerous

benefits and advantages relative to conventional firms  

Greater productivity

Greater firm survival statistics

Equity and resilience in times of economic downturn  

Increased democracy in the workplace

Better pay and less income inequality

Keeping jobs and profits within a community

Goals beyond profit (workforce well-being, societal purpose, sustainability)

Operating in underserved communities

Acting as ‘market watchdogs’ 

These benefits and advantages often include, but are not limited to:

Note. these are general tendencies compiled from, and unequally present 

within, various employee ownership structures.  

The annual cost of the UK’s CGT exemption is

essentially unknown. 

It is estimated that in the 2019-2020 fiscal year, the tax break

cost £130 million. However, that figure received a ‘high’

uncertainty rating from HM Revenue and Customs; ‘high’

uncertainty is characterized by “Very little, incomplete or poor

quality data. Largely assumption-based and difficult to verify.”

Moreover, because the fiscal year does not align with the

calendar year, the number of EOTs created during this time is

unknown, although it cannot be more than 255. 

Social Capital Partners (a Toronto-based nonprofit) estimated

that, following the implementation of a CGT exemption, Canada

could see 505-757 EOTs created within the first eight years. In

addition, Social Capital Partners noted many factors, such as

age demographics and firm sizes, which could increase EOT

uptake.

Determining to what degree the government should incentivize employee ownership is a tricky balancing act. On

one hand, the government could follow the UK’s lead and see rapid growth of the business structure, but at

what financial cost? On the other hand, if the government is too reserved with its incentives employee

ownership in Canada could fail to take off. 

In light of the present dilemma, here are two alternative policy routes the Canadian Government could consider.

Each route aims to significantly increase the quantity of employee-owned firms while mitigating financial cost

to the government. 

20
14

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

1,250 

1,000 

750 

500 

250 

0 

The simplicity of EOTs, and their success in the United Kingdom, indicates they are the future

of employee ownership. Moreover, the UK’s CGT exemption has shown that a government-

provided financial incentive is a very effective way to increase employee ownership.

A not-for-profit organization called the Canadian Employee Ownership Coalition (CEOC) was launched in

January 2023. The CEOC is calling on Ottawa to adopt the UK’s CGT exemption. 

Starting January 2024, EOTs will be enabled by Canada’s Income Tax Act. However, there are no generous  

tax incentives for business owners to sell their firm to an EOT. As a result, EOTs likely will not take off

in Canada the same way they have in the UK. That said, rushing to copy the UK’s policy may be unwise.

Route one: the government could raise taxes on business sales not to an EOT, while keeping

sales to an EOT taxed at the present rates.  thereby incentivizing business owners to sell to

EOTs and boosting government revenue. However, these tax increases could be problematic if

the owner(s) or employees of a business do not want to transition to employee ownership (for

whatever reason). Owners would have to pay previously unexpected taxes, possibly

jeopardizing their retirement plans. Temporal considerations could be attached to this policy

in an attempt to avoid stymying retirement plans, however, doing this would undoubtedly

delay EOT adoption. Moreover, raising taxes -regardless of the motive - would almost

certainly be unpopular.   

Route two: The government could simply offer a partial CGT exemption, where the proceeds

from selling to an EOT are still taxed, just at a lesser rate than the present. While this could

lead to slower EOT adoption than the UK’s policy,  it could also be the case that the complete

CGT exemption is ‘incentive-overkill’, meaning a mild reduction in financial incentive creates

little to no decrease in adoption. 

government incentives should be implemented here

in Canada to spur EOT uptake. Further, any

incentives for EOTs should be extended to worker

co-operatives and worker shareholder co-

operatives. This allows employees to choose the

right employee ownership structure for them, not

just the incentivized one.

I hope this poster exposed readers to the incredible

benefits of employee ownership, as well as some of

the considerations behind supporting various

incentive programs.  
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Despite their advantages and benefits relative to conventional firms,

employee-owned firms have failed to occupy a significant 

portion of the private sector

However, in 2014 the United Kingdom introduced a capital gains tax (CGT)

exemption for business owners who sell to an employee ownership trust.

Since the introduction of the CGT exemption, EOTs has grown remarkably.   

Cumulative EOTs in the UK (2014-2022)
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*For specific statistics and

citations, please refer to my paper. 


