
EMPLOYEE OWNERSHIP ACT 
 

The Employee Ownership Act (EOA) builds on the lessons learned from four decades of 
federal experience in promoting employee ownership to extend its benefits through state policy. 
The Act provides greater ease and flexibility in transitioning conventional business enterprises to 
employee-owned ones, and encourages growth of both employee stock ownership plan (ESOP) 
companies and worker cooperatives. It also supplements existing ESOP law by creating two new 
forms of employee ownership that are much easier and cheaper to establish and maintain.  
 

Employee ownership is already an important part of the American economy, with 14 
million workers and 7,000 companies, including brand names such as Publix Supermarkets 
(180K employees, $32B in annual revenue), Gore-Tex (10K employees, $3B in annual revenue), 
and Burns & McDonnell (5K employees, $2.5B in annual revenue).1 At a time of intense 
political polarization, increasing employee ownership remains transpartisan in support.2 Recent 
polling of American adults on the question “Do you support or oppose the concept of companies 
being owned by their employees, so that all the workers at a company share in its success?” 
showed the following results.3 
 

 
 
Employee ownership is not only popular, however. It is also good for the economy. There 

is wide scholarly consensus that, as compared to conventional corporations, employee-owned 
firms: 

 
• achieve higher productivity with increased sales;4 
• enjoy lower turnover and greater longevity;56 
• offer better employment opportunities;7 
• retain jobs in-state and avoid relocating out-of-state;8 
• sustain the state tax base through employee and corporate income tax;9 and 
• save costs on unemployment insurance and other state benefit programs.1011 

 
The standard mechanism for creating employee-owned companies is the ESOP. The 

ESOP structure, established under federal law in 1974, proved to be a tremendous success. 
However, while the number of employee-owners and aggregate wealth ($1.3 trillion) of ESOPs 
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grows, the raw number of ESOP companies hovers between 8,000 and 10,000.121314 Over the last 
dozen years, the number of ESOPs dipped slightly below 8,000.15 Advocates expect a turnaround 
if Congress extends the ESOP capital gains deferral to S corporations.1617 However, veteran 
ESOP advisors understand that additional problems remain. 
 

The lack of business awareness about the attractions and possibility of employee 
ownership succession is a longstanding challenge. But even those who pursue the option face 
hassles and costs sufficient to dim, for many, their initial enthusiasm.18 Selling owners often do 
not have the necessary support in the form of loan financing.19 Even with capital to put the deal 
in place, however, the legal creation of an ESOP often costs upward of $150,000,2021 And there 
are ongoing annual costs for its administration that range from $15,000 to $30,000.22 For smaller 
businesses, especially, these direct costs can be prohibitive. 23 For many owners and estate 
planners, the complexity and time costs of installing an ESOP are also limiting factors.24 In 
addition, for many selling owners, ESOP tax incentives are inapplicable or of little use. Their 
underutilization by business suggests the need for more straightforward incentives.25 Finally, 
ESOP companies might decide to terminate their plan and recall employees’ shares. In fact, 3% 
to 4% of all ESOPs terminate each year.26 This rate is due, in part, to federal law that requires 
ESOP trustees to sell employees’ shares if presented with an attractive offer from an outside 
buyer.27 Alternatively, an ESOP company might simply “freeze” their plan. Current employees 
keep their shares, but the company does not issue shares to new employees, which results in the 
ESOP winding down over time.  

 
The EOA leverages existing federal supports for employee ownership while addressing 

these familiar difficulties. First and foremost, the EOA provides incentives for two new types of 
employee ownership plans: employee ownership trusts (EOT) and direct share ownership plans 
(DSOP). These programs are vastly simpler to explain to business owners and employees than 
ESOPs. They are significantly less expensive to create at $8,000 to $30,000 per plan. And their 
ongoing costs are negligible to zero. No company is too small for an EOT or DSOP. By 
incentivizing and supporting these plans, the EOA provides for immediate benefits to all 
company employees. The EOT, in particular, offers a mechanism for perpetual employee 
ownership that would not be subject to termination, freezing, or the federal rules that sometimes 
require ESOP trustees to sell employees’ stock. In addition, the EOA provides clear-cut tax 
benefits that would be applicable to all business owners, as well as loans and loan guarantees in 
support of sellers and banks. To improve public and especially business understanding of 
employee ownership successions, the EOA also creates a state university-based center for 
employee ownership.  
 

Moreover, the EOA goes beyond the above to include other sensible policies, such as 
providing preferential treatment of employee-owned businesses in government contracting; and 
leveraging employee ownership structures to increase charitable contributions. In combination, 
these policies constitute a comprehensive program of state support for the transition of healthy 
businesses to employee ownership, as well as promotion of existing employee-owned firms.28 
 

The EOA is revenue-neutral to slightly positive. Employer savings on unemployment 
insurance and increased revenue from existing taxes on employee income, corporate income, and 
sales (all a function of the number of jobs and businesses retained in-state) should offset the cost 
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of tax exclusions and a university-based center under the Act.29 The loan and loan guarantee 
elements of the Act and its support for “best value” procurement are intrinsically revenue-neutral 
or positive.30 
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