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ESOP Transition Checklist

This checklist provides a framework for the key steps and considerations involved in transitioning a
company to an Employee Stock Ownership Plan (ESOP). It is intended to be a general guide and should be
supplemented with professional advice tailored to the specific circumstances of each company.

Initial Assessment and Feasibility

Determine the objectives of the ESOP (e.g., succession planning, employee motivation, tax benefits).
Assess company'’s financial health and stability.

Evaluate company culture and employee demographics.

Conduct a preliminary feasibility study.

Engage an ESOP consultant.

Determine the percentage of company stock to be held by the ESOP.
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Analyze if the company is a good fit for an ESOP. Consider factors like profitability, employee count, and
management structure.

Valuation and Transaction Structure

Engage a qualified independent appraiser.

Determine the fair market value of the company.

Establish the transaction structure (e.g., stock purchase, installment sale).
Secure financing, if necessary.
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Evaluate tax implications for the company and selling shareholders.

Legal and Plan Documentation

Engage legal counsel specializing in ESOPs.

Draft the ESOP plan document.

Establish an ESOP trust.

Prepare all necessary legal agreements (e.g., purchase agreement, trust agreement).
Ensure compliance with ERISA and IRS regulations.
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Select a trustee.

Communication and Employee Education

O Develop a communication plan for employees.

Clearly explain the ESOP and its benefits to employees.
Conduct employee meetings and provide educational materials.
Address employee questions and concerns.
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Establish a plan for ongoing employee communication.
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Implementation and Administration
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Establish an ESOP administrative committee.

Select a third-party administrator (TPA), if needed.

Develop procedures for allocating stock to employee accounts.
Establish a vesting schedule.

Determine distribution policies.

Set up recordkeeping systems.

Ongoing Compliance and Maintenance
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Conduct annual valuations.

File annual reports with the IRS and DOL.

Ensure ongoing compliance with ERISA and IRS regulations.
Manage repurchase obligations.

Monitor company performance and its impact on the ESOP.
Provide annual statements to participants.

Review and update the ESOP plan document as needed.

Management and Culture
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Develop a plan to foster an ownership culture.

Provide training for management on employee ownership.

Establish clear lines of communication between management and employee-owners.
Address how the ESOP will integrate into the company’s strategic planning.

Develop a succession plan, if necessary.

Important Considerations

Professional Advice: This checklist is for general guidance only. Consult with qualified professionals, including ESOP
consultants, attorneys, and financial advisors, throughout the ESOP transition process.

Company-Specific Needs: Tailor this checklist to the specific circumstances of your company.
Ongoing Compliance: ESOPs are subject to complex regulations. Ensure ongoing compliance to avoid penalties.

Employee Engagement: The success of an ESOP depends on employee understanding and engagement. Prioritize
clear communication and education.
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Contact a Brady Ware advisor today!
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