
ESOP Benefits

WHO BENEFITS IN AN ESOP TRANSACTION?

Sellers and the company receive meaningful benefits from the structure, with employees benefiting 
fairly and broadly by design. As a flexible buyer, the ESOP is indifferent to the amount of equity it 
acquires (one percent or 100 percent), which can be particularly attractive for ownership groups with 
varying exit horizons. 

SELLERSFor the sellers, an ESOP 
is a way to potentially 
tax-defer proceeds1 from 
the sale while engaging 
in a controllable, friendly 
process. Sellers are 
actively involved during 
the transaction process.

For the company, the ESOP 
allows operations to remain 
uninterrupted post-closing by 
maintaining corporate legacy 
– leadership remains in-place 
both pre- and post-closing. 
Management and the board 
are actively involved during 
the transaction process.

EMPLOYEES

Employees benefit from 
the ESOP over time and 
maximize benefits when 
they focus on performing 
their duties to the best of 
their ability. Employees are 
not involved during the 
transaction process.
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EXIT STRATEGY

ESG INITIATIVES

ESOPs can help a company
accomplish initiatives related to 
social and governance measures.

Does not further support goals 
related to emergency preparedness 
and energy efficiency.

Supports goals related to benefits, 
community impact and working 
conditions.

Supports goals related to 
stakeholder engagement 
and pay for performance.
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G1 Subject to limitation and conditions including seller electing 1042 capital gains 
tax deferral and reinvesting proceeds within 12-month window after close. The 
company must also elect to be taxed as a C-Corp.
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ESOP BENEFITS BY STAKEHOLDER

To highlight the ESOP’s power, we have identified a few key benefits by stakeholder. While each 
stakeholder benefits differently, the power of the ESOP lies in its flexibility as it is designed to meet 
the company’s unique set of needs. 
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For further information on who should sell to an ESOP, please refer to the “Employee Stock Ownership (ESOP) Checklist.”

100% Employer Contributed, 
Broadly Allocated Benefit

Job loss rates less than 
25% non-ESOP companies1

2.6x higher contributions2

employer
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12.1% average CAGR return 
for S-Corp ESOP Employees3

Deductibility of Annual Contributions 
(100% S-Corp ESOPs as Federally Tax-Exempt)

Helps accomplish social 
and governance objectives

Limits scope of due 
diligenceC
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Improved Retention 
and Hiring Tool

Un-interrupted business 
continuity

Potential Tax Deferrals

Controllable process Friendly, controllable 
strategyS
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Maintain legacy

1 Rutgers University and The Employee Ownership Foundation –Employee- Owned Firms In the Covid-19 Pandemic Study
2 Nancy Wiefek and Nate Nicholson Measuring the Impact of Ownership Structure on Resiliency in Crisis,”, 20212
3 Ernst & Young. “Contribution of S ESOPs to participant’s retirement security and employee-owner benefits.” 2022
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