
Employee Stock Option (ESOP)
FAQ Series (I)



Scope of the Presentation

 The Presentation is in 4 series for ease of reference:

Conceptual queries

Who can participate?

Procedure & Key terms 

Tax aspects, Exit and Miscellaneous.

 This presentation is for informational purposes.



Series 1: Conceptual Queries

 Q1: Is creating an ESOP Plan necessary for every start-up?

 Q2: At what stage, the Company can consider an Employee Stock 
Option (ESOP) plan?

 Q3: How much percentage of share capital should be earmarked for 
ESOP Plan?

 Q4: Whether the shares issued under ESOP would be a fresh 
allotment of shares?

 Q5: Are there any methods prescribed to allocate the ESOP amongst 
the employees & who decides the allocation of ESOP?



Conceptual Queries: Q1

 Is creating an ESOP Plan necessary for every start-up?

The popular stories of office staffs becoming millionaires have turned ESOP’s a

favourite tool to incentivise employees. However, should every start-up start

considering an ESOP Plan, the answer would be to take a “calculated approach”

instead of a plain “YES” or “NO”.

ESOPs are attractive in certain Industry Sectors compared to others.

E.g. For IT Sector or High growth sectors, it’s proven a very effective tool whereas in

brick-and-mortar business like retail chains, food industries or core sector like

power, construction, employees may be more receptive towards direct

emoluments rather than potential windfall.



Conceptual Queries: Q2

 At what stage, the Company can consider an Employee Stock 
Option (ESOP) plan?

There is no fixed stage when a Company should consider ESOP Plan to be

implemented.

Start-ups have tried to implement ESOP Plan from the early stages whereas in

family run businesses, ESOP Plan becomes an important tool to attract competent

and qualified professionals when they bring in professional management to run

and scale up the business.

Many times, creating and implementing an ESOP Plan by a Company is a pre-

requisite for raising capital from Investors.



Conceptual Queries: Q3

 How much percentage of share capital should be earmarked for 
ESOP Plan?

This is dependent on the strategic vision of the founder/Board of Directors of the

Company.

Generally, as a standard practice, ESOP constitutes between 8% - 15% of the paid-

up share capital of the Company.



Conceptual Queries: Q4

 Whether the shares issued under ESOP would be a fresh allotment 
of shares?

Yes, the shares issued under ESOP can be by way of fresh allotment of shares.

However, in case any Company has created a separate Employee Trust to

implement ESOP Plan for the employees of the Company, such shares are generally

transferred by the Employee Trust (“Secondary Transaction”) to the Employee.



Conceptual Queries: Q5

 Are there any methods prescribed to allocate the ESOP amongst 
the employees & who decides the allocation of ESOP?

The Statute has not prescribed any methodology to allocate ESOP amongst

Employees. It is based on Company’s Policies and vision.

The allocation of the ESOP is decided by the Board of Directors of the Company or

any Special Committee formed under the ESOP Plan.

For listed entities at any Stock Exchange, such ESOP Plans are implemented by

Remuneration and Compensation Committee (as per LODR Guidelines).



What to expect next?

 Series II FAQ on June 5, 2021, followed by Series III and Series IV.

 In case of any query/clarification, please write to us at 
interact@linkjuris.com

 In case you wish to attend ESOP Workshop, Please indicate you 
interest by filling up the form at: 
https://forms.office.com/r/FBh1piq9cF.

 This information contained in the presentation in not a legal advise. 
In case of any specific legal query, please seek necessary 
professional help. 

Thank You!!!!
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