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Introduction

The concept of a social market economy is being actively promoted within the European economy. Strategies and
tools for workers’ involvement are considered a crucial aspect of transferring businesses to employees, and they
are being analysed and developed as part of a common European strategy. In addition to strengthening social
cohesion building employee ownership, Workers' buyouts (WBOs) can also be an effective tool for addressing
many of the challenges identified in the small and medium-sized enterprises (SMEs) sector, such as the transfer of
business ownership, especially in the case of a succession challenge, which threatens 150 000 enterprises annually
in the European Union (EU)". In recognition of the significant potential of WBOs to foster a more resilient and
inclusive economy, the Social Economy Action Plan? adopted by the European Commission (EC) in 2021 explicitly
calls for both financial and non-financial assistance to support these types of transactions. The need to establish
an enabling framework for WBOs has also been recognised by the Council of the EU in its Recommendation on
developing the social economy framework conditions?, adopted in 2023.

The aim is to establish a framework that facilitates and supports the transfer of ownership to workers, thereby
strengthening employee participation in business decision-making processes and safeguarding employment.
The aim is also to promote employee buyouts as a tool for addressing the succession challenge with the view of
preserving jobs and the continuation of viable economic activity within the EU SME sector.

Within this context, information, advocacy, and technical expertise services have emerged as vital elements,
especially in the context of transferring enterprises to employees. The national initiatives that provided expertise
in the WBO processes have proven to be instrumental in saving numerous enterprises and hundreds of thousands
of jobs each year.

Recognising the importance of workers” involvement, some EU Member States (MS) are actively developing
comprehensive strategies and tools that enable smooth and effective transition of enterprises to employee
ownership. These strategies aim to foster a greater sense of employee ownership, reinforce workers’ rights, and
contribute to the sustainability and success of transferred enterprises.

So far, France, Italy and Spain have presented successful examples of the transfer of enterprises to employees.
Furthermore, other EU countries, such as Slovenia, are starting to pilot different initiatives to support WBOs.

Creating a supportive EU environment for the transfer of enterprises to employees by emphasising these principles
and strategies at the highest level is key. This would also ensure long-term stability, growth and preservation of
jobs within the social market economy framework.

The parameters of WBO can be seen as representation of acquisition of a company by its own employees to
avoid closure, save jobs and preserve company know-how. This study analyses those parameters from various
perspectives in countries with successful WBO traditions, namely France, Italy, Slovenia and Spain.The conclusions
of the study together with the respective recommendations are presented in Figure 1 below.

1 EuropeanCommission, Transferofbusinesses.[Online].Accessedon18December2023,availableat:https://single-market-economy.ec.europa.
eu/smes/supporting-entrepreneurship/transfer-businesses_en.

2 European Commission, Building an economy that works for people: an action plan for the social economy. [Online]. Accessed on 18 December
2023, available at: https://ec.europa.eu/social/main.jsp?langld=en&catld=89&furtherNews=yes&newsld=10117.

3 Council of the European Union, Council Recommendation on developing the social economy framework conditions. [Online]. Accessed on 18
December 2023, available at: https://data.consilium.europa.eu/doc/document/ST-14113-2023-INIT/en/pdf.


https://single-market-economy.ec.europa.
eu/smes/supporting-entrepreneurship/transfer-businesses_en
https://single-market-economy.ec.europa.
eu/smes/supporting-entrepreneurship/transfer-businesses_en
https://ec.europa.eu/social/main.jsp?langId=en&catId=89&furtherNews=yes&newsId=10117
https://data.consilium.europa.eu/doc/document/ST-14113-2023-INIT/en/pdf

£\
\/

ESF+ Study on Workers' Buyout - Summary Report

Figure 1: Conclusions and recommendations.
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1.1 Objectives and structure of the study

The objectives of the study are to comprehend the concept of WBO and to create a basis for its financial assistance
using European Social Fund Plus (ESF+) financial instruments, in tandem with supporting grants.

The study intends to provide a solid and evidence-based framework enabling an informed decision as to whether
to develop and implement financial instruments to support WBO. It also aims to provide a foundation for the
future actions of the European Commission and selected EU Member States related to developing financial
instruments to support WBO, including engagement with the relevant stakeholder groups and development of
the WBO ecosystem.

The study is structured as follows:
« Chapter 2: WBO overview within a European context, defines WBO and presents the most common models as
well as current trends and insights within the WBO context.

« Chapter 3: Country Report - Summary, summarises the country reports for the countries analysed, including
case studies of selected companies.

« Chapter 4: Final conclusions and recommendations, provides understanding of the needs and preconditions for
the establishment of WBO, financial implications, potential conditions for use of ESF+ financial assistance and
suggested next steps.

« Annex I: Country Reports, provides in-depth case studies of WBO in France, Spain, Italy and Slovenia.

1.2 Methodology

The study was undertaken at EU level with a focus on mapping the WBO framework in France, Spain, Italy and
Slovenia.

It draws on findings from a range of sources and inputs including desktop research, online discussions and semi-
structured interviews and workshops with national experts.

In addition, to present preliminary findings and to discuss the next steps in further advancing this study, two
additional workshops were organised:

« A workshop with representatives from the European confederation of industrial and service cooperatives
(CECOP) on 10 October 2023.

« A workshop with representatives from the European Investment Bank (EIB) and European Investment Fund (EIF)
on 26 October 2023.


https://www.fi-compass.eu/library/market-analysis/esf-study-workers-buyout-slovenia
https://www.fi-compass.eu/library/market-analysis/esf-study-workers-buyout-italy
https://www.fi-compass.eu/library/market-analysis/esf-study-workers-buyout-spain
https://www.fi-compass.eu/library/market-analysis/esf-study-workers-buyout-france

WBO overview within
a European context

2.1 Definitions and most common WBO models

WBO refers to a process whereby a substantial majority of employees* acquire stock of the operating company at
which they are employed. Unlike managerial buyouts, WBOs are non-discriminatory and open to all employees®.
This type of acquisition can occur through a direct conversion of the legal entity underlying the operating
company or by creating a separate legal entity to purchase the shares of the company in question. A WBO is a
process of creating worker-owned businesses (WOBs), in which workers are granted, partially or fully, ownership
rights. Ownership rights consist of economic rights, that is, rights to distributed profits and a recoupable claim
over capital appreciation, and governance rights®. A WBO is therefore a process of transferring a part or full set of
ownership rights to the collective of workers, either directly or through an intermediary legal vehicle’.

Across the EU, the role of WBOs in addressing social, environmental, and economic issues is increasingly recognised.
WBOs have the unique ability to uphold the principles of democracy and social justice while simultaneously
fostering entrepreneurship and increasing added value in the economy. As a result, they are present in various
forms and in various business sectors throughout the EU.

4 An employment contract is in most cases still an effective criterion for determining who is entitled to obtain ownership rights through
a WBO. Nevertheless, this method of allocation of ownership rights is being challenged by the increasing reliance of companies on
‘independent contractors’who are de-facto employees. This trend has been greatly accelerated by the advent of labour-based platforms. To
overcome this problem, some have suggested a return to the original description of the economic firm made by Ronald Coase, according
to which an employee is a worker that participates in the production process of a company under the supervision, control, and direction
of said company’s authority structure [Coase, R.H. (1937), The Nature of The Firm, Economica, 4 (16), 386-405; Coase, R.H. (1989). The Firm,
the Market, and the Law. University of Chicago Press].

5 The so called Non-Discrimination Criterion in WBOs follows the definition of liberty by Isaiah Berlin, which includes both the legal right
to become owner (negative freedom of access to ownership rights - meaning that no worker is prevented from joining the WBO on legal
grounds) and the actual capability to receive ownership rights (positive freedom of access to ownership rights - meaning all workers
should be able to obtain ownership rights, where the limitation is usually of a financial nature) (Gonza, 2024). Gonza, T. (2024). Comparative
Analysis of Organizational Structures of Employee Centered Enterprises [PhD Thesis]. University of Ljubljana.

6  While the conventional definition of ownership rights includes the governance right and full economic rights (right to distributed and
reinvested profit), several of today’s most widespread WBOs fall short of fulfilling all these criteria.

7  Some definitions require that a WBO grants control of the company [Eurofound. (2019) ‘Employee buyout’ Accessed on 7 August, available
at: https://www.eurofound.europa.eu/observatories/eurwork/industrial-relations-dictionary/employee-buyout]; while others maintain
that a‘significant’ share of ownership transfer to workers already constitutes it as a WBO [Oakshott, R. (2000). Jobs and Fairness: The Logic
and Experience of Employee Ownership. Norwich, UK: Michael Russell].


https://www.eurofound.europa.eu/observatories/eurwork/industrial-relations-dictionary/employee-buyout];
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Figure 2: Overview of the main WBO models.
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Source: Author.

While the concept of WBO can be applied broadly, in most EU countries with a well-functioning WBO infrastructure,
conversions have largely occurred during times of crisis, where the primary objective was generally to save jobs
in companies facing insolvency®. These WBOs, known as ‘negotiated WBOs, are usually initiated by the employees
themselves, who receive assistance from dedicated supporting institutions that often help them raise the capital
necessary for the buyout. Most commonly, negotiated WBOs imply full conversion, so that either the legal entity is
changed, or a new legal entity is created for the operating company in such a way that workers of the new business
are part of the ownership structure. In the cases of Italy and France, the new legal entities are cooperatives, and
in the case of Spanish conversions, the legal entities are both cooperatives and employee-owned businesses
(Labour Societies (Sociedades Laborales, SLs), in which both workers and external investors can be owners of the
firm. Negotiated WBOs have demonstrated great success in terms of survival rate, generated state revenue, and
job retention; however, they have remained a relatively marginal phenomenon in all countries that established a
supportive infrastructure.

8  The European Commission similarly limits WBOs to cooperative conversions as a tool for job creation and job retention. Accessed on 12 June
2023, available at: https://single-market-economy.ec.europa.eu/sectors/proximity-and-social-economy/social-economy-eu/cooperatives_en.


https://single-market-economy.ec.europa.eu/sectors/proximity-and-social-economy/social-economy-eu/cooperatives_en
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France, Italy, and Spain are the three EU Member States with the most advanced supporting infrastructure for
WBOs. All three have developed a regulatory framework supporting WBOs, as well as organisations operating at
grassroots level to support businesses looking to undertake a WBO. In France, the success of WBOs can be mostly
attributed to the country’s strong cooperative and worker ownership tradition. This tradition is reflected in the
presence of mutualist and cooperative banks and other financial intermediaries, established, and supported by
the National Confederation of Cooperatives (CGSCOP). This organisation is significantly keener to support WBOs
than its conventional counterparts. Support has also been granted by state-funded institutional investors, as well
as EU funds.

In Spain, where there is also a strong worker-ownership movement, the main driver of WBOs appears to be the
supportive legislation put in place at a national and regional level to help workers finance a WBO. This includes the
right to claim unemployment benefits in a lump-sum through the Pago Unico system?, the possibility of obtaining
financial aid from national and sub-national funds, as well as tax advantages. In Italy, WBOs have been enabled
both from the country’s strong cooperative network and from bold supportive legislation, such as the 49/1985
‘Marcora’law. The symbiosis between state-financed institutions and cooperative organisations has proven crucial
for the proliferation of WBOs in the country.

Although less well-known, legislative frameworks for WBOs have also been established in Hungary, Austria and
Germany. Advanced discussions on the possibility of introducing dedicated legislation for WBOs are taking place
in Denmark, Ireland and Slovenia.

In Spain, there is a rich tradition of employee ownership and cooperatives, notably seen in the Mondragon
Corporation and the country has established various legal and financial instruments to support WBOs. The
Pago Unico system allows unemployed or at-risk workers to use unemployment benefits to finance a WBO. Tax
incentives further boost WBOs, and recent changes in insolvency law prioritise workers in company auctions. SLs
are conventional firms in which most shares are held by employees, offering flexibility and external investment
opportunities. Anti-degeneration rules, strengthened by internal agreements, aim to prevent ownership
concentration. The increasing interest in adopting a leveraged buyout model, akin to ESOPs and EOTs, holds
potential but is currently constrained by the legal mandate for WBOs to establish direct worker ownership
if they wish to access the support systems designed to promote WBOs. Cooperatives are also recognised as a
worker-ownership option. Direct ownership requirements pose challenges, and SLs risk employee-ownership
degeneration. Cooperatives are less prone to this issue but may struggle to attract external investors.

Italy is renowned for having one of the world’s most sophisticated frameworks for WBOs, largely due to the 49/1985
‘Marcora’ law'®, which has provided institutional and financial support for these enterprises since 1985. This law
enables workers facing unemployment due to company insolvency to channel their potential unemployment
benefits into forming worker or social cooperatives, with the aim of preserving employment by acquiring the
assets of struggling companies. Business Finance Cooperation (Cooperazione Finanza Impresa, CFl), a state-funded
institutional investor, assists these cooperatives with technical and financial resources. Despite being recognised as
a success, the Marcora framework had facilitated the rescue of fewer than 400 companies through WBOs by 2023.

9 The Law on Social Economy defines the different business models recognised in Spain as social enterprises, with the purpose of granting
some economic, fiscal, or promotional advantages to them. Regarding WBO, the Law on Social Economy regulates one of the most
frequently used instruments for the promotion of both worker cooperatives and EOBs, that is the capitalisation of unemployment benefits.
This regulation allows individuals who are receiving unemployment benefits to request the full amount they are entitled to as a lump sum
payment. They can then use this amount to make their contribution to the capital of the cooperative or EOB in which they will become
new worker members., Law 2011/5 of 29 March 2011 on the Social Economy. Accessed on 2 October 2023, available at: https://www.boe.
es/buscar/act.php?id=BOE-A-2011-5708.

10 Law 49/1985 of 27 February 1985 on measures for credit for cooperation and emergency measures safeguarding employment levels
(Legge 49/1985/49 del 27 febbraio 1985 provvedimenti per il credito alla cooperazione e misure urgenti a salvaguardia dei livelli di
occupazione). Accessed on 25 October 2023, available at: https://www.gazzettaufficiale.it/eli/id/1985/03/05/085U0049/sg.


https://www.boe.es/buscar/act.php?id=BOE-A-2011-5708
https://www.boe.es/buscar/act.php?id=BOE-A-2011-5708
https://www.gazzettaufficiale.it/eli/id/1985/03/05/085U0049/sg
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Efforts to extend its use to business succession cases remain limited. In successful instances, business owners have
often played crucial roles by offering favourable terms and sometimes co-financing WBOs. Italian cooperatives
follow democratic governance principles and require the allocation of 30% of profits to an indivisible reserve, with
a 3% contribution to mutual funds for legislative support. Italy’s Marcora law has been instrumental in preserving
jobs and promoting WBOs in insolvent companies. However, its application beyond company crises and scalability
is hindered by the lack of tax incentives and mechanisms for leveraged and gradual buyouts.

In France, the landscape of WBOs comprises three distinct models, each showcasing unique characteristics
and support systems. The most widespread model centres around Cooperative production companies (Société
Coopérative et Participative or Société Coopérative de Production, SCOPs), which are worker cooperatives
known for their strong institutional backing and democratic governance. SCOP-based WBOs allow workers to
become direct owners of their companies, and they receive substantial financial support from entities such as
the Cooperative society for development and mutual aid (Société coopérative de développement et d'entraide,
SOCODEN) investment fund, cooperative banks, and several institutional investors. While SCOPs promote
inclusivity by allowing all employees to become members, the presence of high membership fees can sometimes
pose a challenge. Additionally, there is a mandatory reinvestment rate for SCOPs of 16%, designed to mitigate the
risk of underinvestment, which reflects the sub-optimal system of incentives in the decision-making structure of
SCOP. In 2014, the French government introduced the 'SCOP d'amorcage; a transitional cooperative, to enable
external investors to hold a majority ownership stake for up to seven years while preserving employee decision-
making power; however, adoption has been limited (three reported cases).

Another model, the Company Mutual Fund (Fonds Commun de Placement d’Entreprise, FCPE de reprise),
introduced in 2006, resembles the US ESOP model but requires employees to personally finance acquisition of
shares, potentially excluding those with lower incomes. Furthermore, the absence of exit regulations and reliance
on personal investments have raised sustainability concerns, leading to restricted adoption (also three reported
cases).

Lastly, the joint-stock company with workers’ participation (Société anonyme a participation ouvriere, SAPO)
issues‘labour shares; a unique approach in which the company finances all shares, allowing employees to become
members of a democratically governed entity, the Workforces’ cooperative society (Société coopérative de main-
d'oeuvre), without personal financial contributions. Nevertheless, SAPOs have become largely obsolete over time.

Hungary has implemented two distinct WBO structures: the ESPP and an ESOP-like model known as the Employee
Participation Programme (MRP). Under the MRP, a dedicated entity owned by employees holds shares of the
operating company, with dividend rights tied to employee participation while control remains with the majority
shareholder. Dividends or capital gains from MRP shares benefit from tax exemptions, offering tax-efficient profit-
sharing opportunities for employees. Financing options for MRP WBOs include in-kind capital contributions or
cash contributions, both of which are tax-deductible for the company, providing a cost-effective capital source.
Tax incentives encourage employee participation and profit-sharing, exempting employee shares from initial
taxation and imposing a flat 15% tax on dividend distributions. MRP-related dividends and capital gains also enjoy
participation exemption. However, regulatory standards for employee inclusion and equity distribution in the MRP
are lacking, potentially enabling misuse of the vehicle for Management Buyouts and tax incentive exploitation by
sellers, capital, and beneficiaries.
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Germany recently introduced changes to its ESPP WBO model that created a better tax incentive for employees
to purchase shares using their wages and bonuses. The German ESPP model entails taxation on the discount
received when acquiring company shares. Notably, as of 1 January 2021, eligible employees with one year or more
of employment may benefit from a deduction of EUR 1 440, an increase from EUR 360, with a planned increase to
EUR 5 000. Additionally, effective from 1 July 2021, income tax deferral may be applicable to grants by start-up or
small companies under certain conditions. A key consideration is that for tax breaks to apply, shares must be offered
in addition to wages to all the workers. It is imperative to note that discrimination against part-time employees is
generally prohibited.

A similar model was introduced in Austria. Austrian ESPPs are characterised by their flexibility, primarily governed
by Austrian law without specific regulations for share acquisition or purchase plans. Shares are typically available
to employees at reduced prices, accompanied by specified holding periods, necessitating a minimum of five years
to secure favourable tax treatment. Unlike share option plans, where employees are offered an option and the
right to participate in future capital appreciation of the company but do not hold shares, the ESPP grants full
shareholder rights, including voting privileges, and dividends, regardless of employee status. Acquiring shares at
reduced or no cost results in taxable benefits, subject to individual income and social security contributions. The
annual tax-free allowance of EUR 1460 applies to direct equity participation, provided itencompasses all employees
or designated groups. Early share sales incur tax obligations for employers, who may seek reimbursement from
employees. Vesting conditions aim to enhance employee loyalty, with potential tax implications upon fulfilment.

In Germany and Austria, ESPPs are accessible to all companies, but find more significant traction within larger
corporations due to their advantageous tax treatment. The plans offer discretion in their application, enabling
companies to tailor them to specific employee groups. However, tax benefits apply only during active employment.
Regardless of the tax incentives and regulatory framework, ESPP plans rarely if ever lead to significant employee
ownership and could hardly be classified as a WBO model, since they generally create a division between executive
and non-executive employees based on their willingness to invest bonuses in shares.

There is increasing recent interest in EU countries in using WBOs as a tool to address ownership succession
challenges. An example of a highly effective and successful WBO model, which is commonly adopted as a
succession plan, can be found outside the EU. ESOP, a leveraged WBO model originating from in the United States
of America (USA), stands as the most common form of WBO model worldwide, with just under 7 000 businesses
employing 14.7 million USA workers adopting that structure. ESOPs were developed in the USA during the 1950s
and obtained legislative support through the Employee Retirement Income Security Act (ERISA) legislation in
1974". The USA ESOP model operates on the premise that, as workers typically lack the resources to acquire
ownership, they require a means of leveraging their future labour for WBO financing. Therefore, the core feature
of the ESOP model is the establishment of a buyout mechanism that converts anticipated profits into worker
ownership, without requiring workers to invest their personal savings or risk their personal assets or property.
Concerning capital structure, ESOPs employ individual capital accounts (ICAs), a feature also presentin Mondragon
and certain other cooperatives. ICAs ensure that each worker possesses a recoverable claim to their individualised
share of retained profits, while preventing the degeneration of worker ownership frequently seen in WBO models
where workers individually hold appreciating shares. In the case of the ESOP model, it is important to highlight
three characteristics that render it an exceptionally effective WBO model, particularly when addressing ownership
succession challenges: leveraged financing, which provides equal access to ownership rights for all workers; a
dedicated special purpose entity that enables a gradual transition; and the ICA capital structure, which ensures an
optimal incentive system.

11 ERISA was a major legislative overhaul of retirement, health, and other employee benefit plans designed to deal with various abusive
practices, especially in pension plans. ERISA essentially codified the existing ESOP by making it part of retirement plan law and subject
to most of the same requirements for eligibility, vesting, and allocation. More information about ERISA available at the National
Centre for Employee Ownership website, accessed on 12 June 2023, available at: https://www.nceo.org/article/federal-legislation-
esopsi:~:text=ERISA%20essentially%20codified%20the%20existing,other%20defined%20contribution%20plans%2C%20however.
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The second and more recent example of a leveraged WBO model is the EOT in the United Kingdom of Great
Britain and Northern Ireland (UK), the regulatory framework of which was established in 2014 and which had
been implemented in close to 2 000 companies at the time of writing. In 2023, employee buyouts became the
second most popular exit option in the UK, after private equity buyouts' EOT shares many similarities with ESOP.
Legislation followed an influential policy document, entitled Sharing success: the Nuttall review of employee
ownership (2012)'3, which outlined a mechanism that very closely resembles the ESOP model, with a few key
differences. The UK model mimics the ESOP financing mechanism to the extent that it features a special ownership
vehicle that purchases shares from the shareholders or the company directly and pays for the shares using
anticipated profits of the operating company. Even in terms of governance rights, both the USA and UK WBO
models are trust-based models, with governance rights not being granted to workers by legal default (although
many ESOP and EOT companies opt for a participatory governance structure, since it generally leads to improved
corporate performance). However, unlike the ESOP model, EOTs only have a collective capital account, thereby not
granting the workers a recoupable claim over the invested portion of the profits.

The ESOP and EOT models allow for gradual and partial WBO conversions through leveraged buyouts of stock
through a special purpose vehicle (an EOT), helping to address the financing challenge, which is commonly faced
by WBOs. The establishment of an ESOP or EOT is less frequently prompted by a company crisis. Instead, these
models primarily serve as solutions for the problem of ownership succession', which is a prevalent concern within
the SME sector in the EU today'. While ESOP and EOT WBO models are mostly used to address the ownership
succession problem, the role of gradual and leveraged WBOs is much broader, since WBOs based on a special
purpose vehicle can be adopted for different purposes, such as saving jobs in a failing business, protecting against
hostile takeovers, providing corporate finance, or creating motivational structures for employees's. Because the
ESOP and EOT models give ownership rights to workers through leverage (without requiring personal investment
from the workers) and can also take the form of partial buyouts, they also serve as a tool for rewarding workers,
building organisational affiliation, improving job stability, and increasing added value of the business.

12 Evelyin Partners (2024). Who's selling, when, how and why? A report into business exit. Accessed on 25 September 2024, available at
https://www.evelyn.com/media/4c2p3yd4/business_exit_report-may-23-final-web.pdf.

13 Graeme Nuttall (2012) Sharing success: the Nuttall review of employee ownership. Accessed on 12 June, available at: https://assets.
publishing.service.gov.uk/media/5a79ab1b40f0b63d72fc7918/12-933-sharing-success-nuttall-review-employee-ownership.pdf.

14 Despite the potential for negotiated WBOs to serve as a tool for succession, this specific application has not been widely adopted. One of
the main issues seems to be the inflexibility of the models, which only permit the conversion of entire companies in a single effort, as well
as a legal structure that discourages seller's credit.

15 European Commission Press. (2023) Support for SMEs. Accessed on 15 August, available at: https://ec.europa.eu/commission/presscorner/
detail/en/IP_06_307.

16 Research findings indicate that ESOPs have a positive impact on corporate performance. Studies have shown that companies with ESOPs
experience an additional 8.8% revenue growth compared to non-ESOP companies (Kramer 2010). Empirical studies also indicate that ESOPs
are associated with higher productivity, profitability and job stability. A meta-analysis of multiple studies found that ESOPs lead to a 2.3%
increase in productivity, a 2.4% increase in profitability, and a 4.5% decrease in turnover. Companies with higher levels of employee ownership
tend to outperform those with lower levels. ESOP companies are more likely to survive in the market, with some studies indicating a 20% to
50% higher survival rate compared to non-ESOP companies (Blasi, Kruse, and Weltmann 2013). ESOP firms have also shown greater resilience
during crises, such as the Covid liquidity crisis, outperforming non-ESOP firms and requiring 75% less assistance from the USA federal
government (Blasi, Kruse, and Weltmann 2021). Studies show that workers in ESOP companies have higher median incomes, with hourly rates
4%-18% higher than comparable non-ESOP firms (Kardas 1998). ESOP companies also provide higher bonus compensation, with an average
of 9.6%-10.8% compared to 2.8%-3.0% in non-ESOP companies (ibid.). Workers in ESOP companies also benefit from the value of assets held
in individual capital accounts, which is particularly relevant for low- and middle-income workers. ESOP accounts have significantly higher
median values compared to other retirement plans (Joseph Blasi and Douglas Kruse 2019). The financial benefits and economic security
achieved through ESOPs positively impact workers' quality of life, perceived autonomy, and job satisfaction (Kruse 2016). ESOP companies
have lower turnover rates, with workers being 50% less likely to seek another job compared to workers in non-ESOP companies. ESOP firms
provide stable employment, with significantly fewer layoffs during economic downturns and recessions. On the other hand, job stability
contributes to workers' well-being and organisational commitment. Finally, ESOP WBOs can serve as a corporate finance tool, since ESOPs
offer affordable capitalisation due to pre-tax ESOP contributions that pay for acquisition debt. The company receives new capital through
the issuance of shares, and tax benefits are secured when loan instalments are paid through tax-deductible ESOP contributions. This tax
advantage makes ESOPs an attractive solution for capitalising a company. The productivity gains from workers becoming shareholders can
compensate for the dilution of existing shareholders when the ESOP is properly structured and managed.


https://www.evelyn.com/media/4c2p3yd4/business_exit_report-may-23-final-web.pdf
https://assets.publishing.service.gov.uk/media/5a79ab1b40f0b63d72fc7918/12-933-sharing-success-nuttall-review-employee-ownership.pdf
https://assets.publishing.service.gov.uk/media/5a79ab1b40f0b63d72fc7918/12-933-sharing-success-nuttall-review-employee-ownership.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_06_307
https://ec.europa.eu/commission/presscorner/detail/en/IP_06_307

£\

\/ ESF+ Study on Workers’ Buyout - Summary Report

In contrast to negotiated EU WBOs, the idea of an ESOP or EOT-type WBO more commonly originates from
management or the existing owner.What the US and UK models show is that there is significant potential for scaling
worker ownership by using leveraged and gradual conversion WBO mechanisms. A new development in the realm
of EU WBOs is the European ESOP model, a social innovation created by incorporating the fundamental structural
elements of the USA ESOP and the UK EOT models, while also introducing several innovative features such as the
‘roll-over’ mechanism and a participatory governance structure'’. The European ESOP is a WBO model that uses
the leverage of the future profitability of the underlying company to finance the acquisition of shares on behalf
of the workers. This model employs a cooperative as the WBO vehicle, guaranteeing democratic representation at
the cooperative level, where the worker representatives form a voting block at company level proportional to the
stock held by the cooperative. Cooperative membership is contingent on employment within the firm, ensuring
that ownership through the cooperative is exclusively accessible to workers. This model also ensures that new
employees are automatically and progressively included in ownership, while departing employees are gradually
compensated for the value of their shares.

2.1.1 EU policy context

The specific legal requirements for WBOs vary according to national legal framework. In some cases, employees
may need to establish a new entity to meet the legal criteria for purchasing all or a portion of the original business.
This new entity can be a temporary employee association that seeks additional investors or a newly formed legal
entity such as a workers’ cooperative. Unfortunately, there is no EU regulatory framework that provides specific
details for WBOs.

The only area that is governed is the right of employees to be informed and, depending on national legislation,
consulted and involved in decision-making processes within their organisations. The information, consultation
and participation (ICP), so-called ICP rights'® of employees are governed at the EU level through various legal
instruments. The key EU directives that establish and regulate these rights include:

- Directive (EC) 2001/86 on employee involvement in the European Company'™ relates to the involvement of
employees in the European Company (SE). It sets out provisions for employee involvement in the decision-making
of SEs, including the establishment of a special negotiating body for employee participation.

« Directive (EC) 2002/14 on information and consultation®® lays down a general framework for informing and
consulting employees in the EU. It establishes minimum requirements for the provision of information and
consultation to employees, particularly in companies or establishments with a certain number of employees.

17 Ellerman, D., Gonza, T. & Berkopec, G. (2022), ‘European Employee Stock Ownership Plan (ESOP): the main structural features and pilot
implementation in Slovenia; Springer, Vol. 2, No 186. Accessed on 12 June 2023, available at: https://link.springer.com/article/10.1007/
s43546-022-00363-7.

18 ICP rights refer to the rights of employees to be informed, consulted, and involved in decision-making processes within their organisations.
These rights can vary depending on the legal framework of each country. Generally, ICP rights encompass the following elements:

+ Information: Employees have the right to receive timely and relevant information from their employers regarding matters that affect
their employment, such as business performance, restructuring plans, and changes in working conditions.

+ Consultation: Employees have the right to be consulted by their employers on decisions that may have a significant impact on their
employment, such as major organisational changes, collective redundancies, or health and safety matters. Consultation involves a two-
way exchange of information and the opportunity for employees to express their views and have them taken into account.

- Participation: Employees may have the right to participate in decision-making processes within their organisations. This can include
mechanisms such as employee representatives on company boards, works councils, employee shareholders, or other forms of employee
involvement in strategic discussions and decision-making.

19 Council Directive (EC) 2001/86 of 8 October 2001 supplementing the Statute for a European company with regard to the involvement of
employees. Accessed on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32001L0086; Proposal
1989/268-2 for a Council directive complementing the statue for a European company with regard to the involvement of employees in the
European company. Accessed on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/CS/HIS/?uri=CELEX:32001L0086.

20 Council Directive (EC) 2002/14 of the European Parliament and of the Council of 11 March 2002 establishing a general framework for
informing and consulting employees in the European Community - Joint declaration of the European Parliament, the Council and the
Commission on employee representation. Accessed on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/
TXT/?uri=CELEX%3A32002L0014.


https://link.springer.com/article/10.1007/s43546-022-00363-7
https://link.springer.com/article/10.1007/s43546-022-00363-7
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- Directive (EC) 2003/72 on The European Cooperative Society?' addresses the involvement of employees in
the event of transfers of undertakings. It establishes minimum requirements for employee information and
consultation in situations where a business or part of a business is transferred to a new employer.

- Directive (EC) 2009/38 on European works councils?®> designed to improve the right to information and to
consultation of employees in Community-scale undertakings and Community-scale groups of undertakings.

« The General Secretariat of the Council of EU recently called for the creation of an enabling framework for
business transfers, where WBOs could play an important role in taking care of the continuation of small and
family businesses to avoid job losses®.

In addition to the above-directives, a range of other EU directives give workers' rights to information and
consultation in specific situations, such as in case of transfer of business (Directive (EC) 2004/25 on takeover bids?*)
or restructuring and insolvency (Directive (EC) 2009/38 on restructuring and insolvency - the so-called ‘Second
chance Directive'®).

Overall, the level of employee involvement varies across EU countries, from basic information-sharing and
consultation requirements to more advanced mechanisms of co-determination, where workers have a direct role
in organisational decisions.

2.1.2 Purposes, benefits and advantages (impact) of the models

Before investigating existing WBO models throughout the EU, we discuss the reasons for considering a WBO, the
potential financing mechanisms that facilitate WBOs, and the capital structures underlying different WBO models.
The discussion under this section is based on the analysis of international practices of WBOs.

From the seller’s perspective, there are various reasons for pursuing a WBO:

« A WBO can serve as a last-resort effort to rescue a struggling business, preserve jobs and maintain economic
opportunities within local communities. Several EU countries have established dedicated financial support
systems for WBOs aimed at preventing unemployment, which we examine in this study.

« WBOs can serve as a means of facilitating ownership succession, offering an alternative to other pathways such
as family succession, acquisition by a competitor, or purchase by a private equity fund.

« AWBO may give the founders of SMEs a way to maintain their legacy and the business’s organisational culture
that they built.

- Owners and managers may opt for a partial WBO to improve motivation and organisational affiliation, and
increase the productivity, growth, and crisis resilience of the business.

« AWBO may serve as a tool to build up supplementary pensions savings, as is the case with the US ESOP model.

« Finally, a WBO may simply be planned as a reward for employees who have contributed to the success of the
company.

21 Council Directive (EC) 2003/72 of 22 July 2003 supplementing the Statute for a European Cooperative Society with regard to the involvement
of employees. Accessed on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32003L0072.

22 Directive (EC) 2009/38 of the European Parliament and of the Council of 6 May 2009 on the establishment of a European Works Council or a
procedure in Community-scale undertakings and Community-scale groups of undertakings for the purposes of informing and consulting
employees (Recast) (Text with EEA relevance). Accessed on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/
ALL/?uri=CELEX%3A32009L0038.

23 Council of the European Union, Council Recommendations on developing social economy framework conditions — Political agreement.
Accessed on 18th of January 2024, available at: https://data.consilium.europa.eu/doc/document/ST-13287-2023-INIT/en/pdf.

24 Directive (EC) 2004/25 of the European Parliament and of the Council of 21 April 2004 on takeover bids (Text with EEA relevance). Accessed
on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=CELEX:32004L0025.

25 Directive (EU) 2019/1023 of the European Parliament and of the Council of 20 June 2019 on preventive restructuring frameworks, on
discharge of debt and disqualifications, and on measures to increase the efficiency of procedures concerning restructuring, insolvency and
discharge of debt, and amending Directive (EU) 2017/1132 (Directive on restructuring and insolvency) (Text with EEA relevance.). Accessed
on 5 September 2023, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32019L1023.
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From a policymaker’s standpoint, there exist a multitude of social and economic objectives underpinning the
economic policies that advocate for the promotion of WBOs.

WBOs create business structures that provide more stable jobs and enjoy improved crisis resiliency (anti-cyclical
policy).

Scaling ownership structures leads to increased added value that is more equitably distributed among the
population (promoting inclusive growth).

Pre-distribution through WBOs implies creating market conditions that produce a more equitable distribution
of income and wealth - redistribution of the ownership of the capital sources of wealth and income (decreasing
economic inequality).

Complementing labour income with capital income for the general population helps to stabilise purchasing
power during inflationary pressures.

Localising business ownership decreases the third-party problem in the context of the effect of the business
towards its immediate environment — owners that live in local communities will be more conscious of the
company’s impact.

WBOs improve career opportunities and create decent jobs outside of urban centres and in EU peripheries
(preventing brain-drain).

WBOs promote ownership structures that anchor capital ownership in local communities by preventing
speculative relocations of production, which trigger unhealthy competition between MS to lower taxes and
loosen labour regulatory environments (preventing social dumping).

WBOs provide a socially responsible exit alternative for business founders looking to sell a company; selling
to private equity or a competitor entails a higher risk of the owner lacking accountability towards the local
community and the environment.

There are several different financing mechanisms that can facilitate WBOs:

The regulatory framework may create a cheaper source of capital by allowing leveraged WBOs financed by a
tax-deductible contribution by the operating company itself.

In rare cases, the existing owner may offer the company as a gift.

The employees may use part of their wages/bonuses, use their savings, or raise personal loans to collect buyout
capital, where the personal loans are serviced through monthly income or wages (this can be very tax-inefficient).

Some countries allow workers to capitalise on the unemployment benefits that they would be receiving in the
case of the failure of the company to finance the WBO.

The employees may also resort to fundraising/crowdfunding.

Government entities, as well as public and cooperative financial institutions, may offer financial support for
WBOs in the form of (transaction or fund) guarantees, subsidies, accessible debt capital or convertible equity.

There are several possibilities for organising the capital structure in a WBO:

Collectivised ownership. Certain models of WBO (social cooperatives in Italy, EOTs in the UK, and to some extent
SCOPs in France) feature a collective ownership structure, in which workers are granted the rights to distributed
profits, but do not have a recoupable claim over the retained profits and capital appreciation.

Individual direct ownership. Some WBO models (SLs, FCPE de reprise, other ESPP models) feature a capital
structure that involves direct share ownership (workers are shareholders), where shares appreciate with the
growth of the business. Once a worker leaves the business, they must sell their shares to the new workers if the
business is to maintain its worker-owned legal identity.
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« Individual indirect ownership. Some WBO models (ESOPs and cooperatives in the USA) feature internal capital
accounts for each worker-owner, which grant an individualised claim over the capital appreciation. Unlike the
individual direct type of ownership, the right to capital appreciation is not tied to a capital instrument (e.g. a
share) but is tied to membership status (e.g. being an employee).

« Mixed indirect ownership. Some WBO models (European ESOP, Mondragon cooperatives) feature both individual
accounts and collective accounts, so that only part of the retained profits can be claimed by the workers, while the
other part is‘captured’ by a collective account, insuring against the inability of the business to cover the repurchase
liability upon the exit of an individual worker/member.

2.2 Challenges and constraints for WBOs in the EU

Despite their positive socio-economicimpact, WBOs encounter substantial challenges in the EU, which significantly
constrain their potential to enhance economic performance and living standards. WBO models in Europe are
‘country specific, reflecting ‘idiosyncratic institutional evolution influenced by historical and political facts, or by
different cultural and ideological traditions’2°. While pluralism of WBO models is desired to some extent, the lack
of EU-level policy guidelines can lead to certain problems, i.e. the possibility of tax misuse, sustainability issues,
and the lack of scalability potential due to limited use of WBO models in the EU. This section explores these issues
in greater detail.

2.2.1 Financial constraints

Financing the WBO remains a key constraint. Usually, when transferring their business to employees, the owner
is looking to maintain jobs and ensure the sustainability of the company. However, this presents a significant
challenge as the seller cannot ask for a high price since employees typically have less cash available for investment
compared to external investors. This challenge is further amplified when the business being transferred is in a
strong financial position.

- Limited financing resources of the employees - one of the initial financing requirements in a WBO is securing
the funds necessary to purchase the vendor’s shares at the agreed valuation price. The involvement of more
associates or shareholders enhances the ability to raise the required capital for the buyout and decreases the
financial burden on individual shareholders. Nevertheless, the criteria for accessing credit vary primarily based
on the level of equity funding acquired by the workers. This underscores the significance of equity support
schemes, particularly when the capital raised by the workers falls short of meeting the threshold required to
obtain a bank loan. Equity support schemes become essential in these cases as they provide crucial assistance by
bridging the gap between workers’equity funds and the necessary level to qualify for traditional bank financing.

- Lack of partial leveraged WBO model - most of the existing WBO models in the EU rely on full conversions of
the operating company and underuse the potential behind the leverage to finance the buyout. Because full
conversions are more complex and expensive, assets of the underlying company generally do not ensure a
sufficient guarantee for lenders?.

26 Tortia, Ermanno C. (2021). Capital as Common-Pool Resource: Horizon Problem, Financial Sustainability and Reserves in Worker Cooperatives.
Journal of Co-Operative Organisationand Management.Volume9,No 2. Accessed on 12 August 2023, available at: https://www.sciencedirect.
com/science/article/abs/pii/S2213297X21000094?via%3Dihub.

27 Gonza, T, Ellerman, D., & Kosta, M. J. (2024). Democratic Ownership: Scale Through Leveraged Conversions. In Routledge Handbook of
Cooperative Economics & Management (1st ed.). Routledge.
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« Limited interest from commercial banks - from a bank’s perspective, a WBO introduces a degree of risk because
the business will be managed by a team that may not have a proven track record in business management.
Additionally, in the case of a cooperative, restrictions on use of profits are perceived as a constraint in terms of
return on investment. To mitigate these risks, banks commonly require a minimum cash investment from the
employees as a condition for lending money and in addition, they often require collateral or a guarantee scheme.

- Financing sources are frequently supplied by national entities deeply rooted in the cooperative movement,
rendering them inaccessible to companies throughout the entire EU and challenging their reproduction
across all Member States. Especially in healthy and profitable companies, it can be very challenging for workers
to self-finance a WBO. Therefore, in countries with a well-developed cooperative network, dedicated funds are
often deployed to help workers finance these types of transactions. However, if the aim is to affirm WBOs as a
widely adopted solution for company succession, more readily available financial instruments are needed in all
EU countries.

2.2.2 Sub-optimal capital structures

The capital structure refers to the internal financial architecture of a company, which determines how profits and
capital value are distributed among workers and what sources of financing are used to finance operating capital.
Capital structure defines the rules concerning access to current profits and accumulated retained earnings. In a
worker-owned company, issuing shares outside of the workforce dilutes worker ownership, leading to the end of
worker ownership (demutualisation).

Depending on their design, capital structures may facilitate or disincentivise this process. The capital structure of
worker-owned businesses may also limit access to retained profits and thus negatively affect the workers'incentive
to invest profits, leading to operational inefficiencies.

Issues that may arise from sub-optimal capital structures:

- Making worker ownership unsustainable. Demutualisation is often caused by the excessive laxity of regulation,
which facilitates the acquisition of the company by external investors or otherwise allows for the degeneration of
worker ownership. The EU WBO model which is most susceptible to demutualisation due to its capital structure
is Spain’s SL.

+ Allowing for the exclusive inclusion and arbitrary distribution of equity among workers in WBOs. Certain EU
WBO models, most notably the Hungarian ESOP, FCPE de reprise in France and SLs in Spain do not regulate at all
or sufficiently include workers in the ownership, potentially leading to only a minority of workers being included
in the WBO (often managers and well-paid professionals).

« Forcing the first generation of workers in a WBO to bear the full cost of the WBO. While collective ownership
structures can be useful to limit liquidity constraints on the operating company upon departure of worker-owners,
they also pose some fundamental challenges. In the case of leveraged buyouts, one of the major problems is the
financing of the acquisition debt used to finance a WBO. In a company with no individual claim over the retained
profits, the first generation of workers might need to forgo several years of ‘ownership income’ (e.g. profits) to
pay off the acquisition debt. When the next cohort of workers comes in, it immediately reaps the benefits of
ownership, as the first generation of workers had fully paid the WBO. This can pose a threat to the sustainability
of the WBO, since the first generation of workers might attempt to get reimbursed®. This can be done either by
getting an external investment to pay off part of the acquisition debt, diluting worker ownership (this has already
happened in EOT companies in the UK), or by selling off part of the WBO stock outside the company at any point
to access some of the capital value®.

28 Ellerman, D., & Gonza, T. (2024). A critical analysis of different forms of employee ownership. International Review of Applied Economics,
online, 1-16. https://doi.org/10.1080/02692171.2024.2435408.
29 This is especially relevant for future initiatives in promoting leveraged WBOs.
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- Disincentivising workers to reinvest profits rather than pay them out to themselves. If workers lose any claim
to retained profits and have a right to decide on allocation of profits at the end of the year, experience shows that,
generally, they will tend to underinvest. To deal with this issue, France’s legislation mandates a minimum rate of
investment, applying only to SCOPs, which is a sub-optimal solution, since the ideal rate of reinvestment varies
based on the characteristics and particular needs of the company, as well as the industry in which it operates®.

2.2.3 Non-financial constraints

« The lengthy bureaucratic processes involved in certain steps of the WBO process (such as obtaining
unemployment benefits/severance pay in advance) often do not align with the deadlines imposed by the
closure of liquidation procedures.

- Company takeovers are usually highly confidential operations and employees learn of the company’s sale
only a short time before the deal is signed with the new buyers. The rationale for keeping business transfers
confidential is to prevent destabilisation of both employees and clients of the company, and its ecosystems
(bankers, competitors, etc.). In addition, the sale of the company by the owner requires disclosure of confidential
information concerning its financial performance and management remuneration, which may strain the
relationship of the owner and employees. The confidentiality challenge is a major constraint to WBOs.

- The lack of managerial skills of the buyers (employees) to effectively manage the company after the buyout
and their consequent lack of motivation to take managerial and entrepreneurial responsibilities can also be a
constraint.This challenge becomes particularly pronounced in small companies where managerial responsibilities
are often centralised and there are few line managers to support the owners in running the business.

« The technical arrangement of a WBO is very complex, involving fiscal incentives and financial engineering
usually requiring debt financing. This is not necessarily easy to understand both from a seller and a buyer’s
perspective. Based on the interviews conducted in this study, we found that employees and owners perceive the
process as complex and burdensome, not suited to small companies, and requiring external advice (accountant,
lawyers, etc.).

- Impossibility of achieving partial WBOs. While recent initiatives in Denmark, Hungary, Slovenia, France (in the
case of the FCPE de reprise) and Spain have been more mindful of the versatility of WBOs, established national
frameworks for WBOs in the EU only permit full conversions. This leads to more complex legal, organisational and
financial administration, limiting the use of WBOs to address succession problems, to create reward structures
for workers and for more hesitant business owners, to ‘test’employee ownership before engaging with it more
substantially.

30 Surplus profits are distributed as follows. A portion equivalent to 15% is allocated to the legal reserve. This deduction is no longer required
when the amount of this reserve reaches that of the capital. Another portion is reserved for a statutory reserve namely the ‘development
fund' At least 25% of profits are allocated to all employees of the company, whether or not they are shareholders, at the end of the financial
year, provided they have been with the company for at least three months or have been with it for at least six months. [check the previous
sentence for sense - says two contradictory things] If the articles of association include interest on shares, the total amount of such interest
may not exceed, each year, either the total allocations to the legal reserves and to the development fund, or the amounts allocated to
employees in accordance with the preceding provisions.
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2.3 Financing mechanisms at the EU level

EU-level financial support for WBOs has been limited, though some recent initiatives are demonstrating potential
for leveraging EU funds to bolster WBOs.

Employment and Social Innovation (EaSI)*'

The EaSI programme aims to promote sustainable employment, guaranteeing adequate and decent social
protection, combating social exclusion and poverty and improving working conditions. In the 2014-2020 period,
the EIF and the EC introduced targeted support measures through the EaSI Guarantee Instrument. Within this
framework, the EIF offered improved terms and conditions for guarantees and counter-guarantees, encouraging
financial intermediaries to sustain their provision of funding to individuals and businesses, including micro-
borrowers, micro-enterprises,andsocial enterprises.Viathe EaSIGuarantee Instrument, the EIF extended guarantees
and counter-guarantees to financial intermediaries, furnishing them with partial credit risk protection for newly
issued loans to eligible recipients. Leveraging the risk-sharing mechanism between financial intermediaries and
the Commission, the EaSI Guarantee empowers chosen microcredit and social enterprise finance providers to
broaden their reach to under-served micro and social enterprises. This, in turn, facilitates financial access for target
groups encountering challenges in the traditional credit market.

In 2019, as part of the EaSI programme, the EIF and Cooperative Mutual Aid Society — Confederal Expansion Fund
(Société Coopérative d’Entraide — Fonds d’Expansion Confédéral, SOCODEN-FEC), a cooperative public limited
company established by the French organisation CGSCOP, joined forces to provide EUR 25 million of guarantees
for loans of up to EUR 500 000 to cooperative enterprises, including financing of WBOs>2.

In that year, a similar agreement was reached between the EIF and CFl, the main institutional investor for WBOs
in Italy. CFl has also been exploring ways to use the Pan-European Guarantee Fund?® to finance its operations®*.

31 For the period 2021-2027 the EaSI programme became a strand under the European Social Fund Plus (ESF+) and has a budget of €762 million.
The EaSI strand builds on the former EaSI programme 2014-2020, maintaining the focus on evidence-based policy-making and social
experimentation, support tojob mobility and the non-financial instrument activities related to the former Microfinance and Social Entrepreneurship
axis. As part of ESF+ it follows the same policy objectives as ESF+ with the European Pillar of Social Rights as the main framework. However, for the
purpose of this report, reference to EaSl is made in relation to the Guarantee instrument under EaSI programme 2014-2020.

32 Juncker Plan: Socoden-FEC and EIF join forces to provide EUR 25 million of guarantees for loans to cooperative enterprises (2019) Juncker
Plan: Socoden-FEC and EIF join forces to provide EUR 25 million of guarantees for loans to Cooperative Enterprises. Accessed on 7 August
2023, available at: https://www.eif.org/what_we_do/guarantees/news/2019/efsi-easi-socoden-cgscop.htm.

33 The Pan-European Guarantee Fund was designed to help businesses recover from the economic shock of the COVID-19 pandemic. The
programme focused on small and medium-sized enterprises, receiving more than 65% of the mobilised investment. Accessed on 7 August
2023, available at: https://www.eib.org/en/publications/european-guarantee-fund-at-a-glance.

34 De Berardinig, M. (2021). The workers buyout: businesses regenerated by workers (Il workers buyout: le imprese rigenereate dai lavoratori).
Accessed on 7 August 2023, available at: https://www.commercialisti.mo.it/upload/commercialisti_ecm10/gestionedocumentale/2021.04.
21CFl-LeggeMarcoraeWBO_784_17460.pdf.


https://european-social-fund-plus.ec.europa.eu/en/esf-direct-easi
https://www.eif.org/what_we_do/guarantees/news/2019/efsi-easi-socoden-cgscop.htm
https://www.eib.org/en/publications/european-guarantee-fund-at-a-glance
https://www.commercialisti.mo.it/upload/commercialisti_ecm10/gestionedocumentale/2021.04.21CFI-LeggeMarcoraeWBO_784_17460.pdf
https://www.commercialisti.mo.it/upload/commercialisti_ecm10/gestionedocumentale/2021.04.21CFI-LeggeMarcoraeWBO_784_17460.pdf
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InvestEU Social investment and skills window (InvestEU SISW)

InvestEU SISW?* aims to mobilise public and private investment to support three main policy areas: (i) microfinance
and social enterprises, social impact; (i) education, training and skills; and (iii) social infrastructure. There are
several ways in which InvestEU can support WBO:

+ Investment Financing: InvestEU SISW can provide financing solutions to support WBO initiatives, such as
loans, guarantees and equity investments. This funding can help workers acquire ownership of their businesses
through buyouts, providing the necessary capital for the transaction.

- Technical Assistance: InvestEU SISW may offer technical assistance to support microfinance and social enterprise
finance providers providing finance to WBO projects. For example, under the Social Inclusive Finance Technical
Assistance (SIFTA)*¢, the EIB is providing targeted capacity-building services to such finance providers in the
form of tailored training, workshops, peer-to-peer exchanges and study visits on a wide range of topics related
to financing micro and social enterprises. It also provides rating, assessment and evaluation services to such
providers.

« Partnership Building: InvestEU SISW aims to foster partnerships between public and private actors, which can
be leveraged to support WBOs. Through collaboration with financial institutions, cooperatives, and social impact
organisations, InvestEU SISW can facilitate access to financing, expertise, and networks for WBO initiatives.

ESF and ESF+

In addition, the European Social Fund®” (ESF) and ESF+% can also support WBO initiatives. The ESF and ESF+ aim
to promote employment, improve job opportunities and enhance social inclusion and thus provide financial
resources to various projects and programmes that align with its objectives. When it comes to WBO, such support
may include funding training and upskilling programmes for workers involved in the WBO, providing resources for
business development initiatives, or supporting the implementation of social enterprises and cooperatives. This
could be in the form of grants or financial instruments such as the financial instrument supporting WBO in the
Italian Region of Campania.

Recovery and Resilience Facility (RRF)

National governments could also make use of the RRF. The aim of this programme is to make national economies
and society more sustainable, resilient, and ready for green and digital transitions. National RRPs are often
established to provide financial support and resources to businesses and industries that have been affected by
crises or economic challenges. In some cases, these funds may include provisions or programmes that support
business transfers, employee ownership, or worker cooperatives as part of their efforts to foster economic
resilience and recovery.

35 For more information on InvestEU SISW, please visit the InvestEU portal at: https://investeu.europa.eu/investeu-programme/investeu-
fund/about-investeu-fund_en.

36 More information about the SIFTA programme is available at: advisory.eib.org/about/service/social-inclusive-finance-technical-assistance.htm.

37 Inthe 2014-2020 programming period, the European Social Fund (ESF) is one of the five European Structural and Investment funds and is
EU’s main instrument for supporting jobs, helping people get better jobs and ensuring fairer job opportunities for all EU citizens. It has a
budget of EUR 84 billion.

38 In the 2021-2027 programming period, the European Social Fund Plus (ESF+) is the European Union (EU)’s main instrument for investing
in people and supporting the implementation of the European Pillar of Social Rights. With a budget of EUR 142.7 billion for the period
2021-2027, ESF+ will continue to provide an important contribution to the EU’s employment, social, education and skills policies, including
structural reforms in these areas.


https://investeu.europa.eu/investeu-programme/investeu-fund/about-investeu-fund_en
https://investeu.europa.eu/investeu-programme/investeu-fund/about-investeu-fund_en
http://advisory.eib.org/about/service/social-inclusive-finance-technical-assistance.htm
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2.4 Current trends and future perspective

Relevant EU activities

Supporting WBOs and creating financial participation models in the EU economy has been on the radar of EU
institutions for decades. The EC has issued numerous studies, reports and policy recommendations over the
last 30 years related to the topic. The Participation of Employed Persons in Profit and Enterprise Results reports
(PEPPER* %04 and 2009* are part of this body of work). The recently published PEPPER Report (2024) includes a
systemic study of the European ESOP for different national legal settings and calls for the EU authorities to provide
regulatory guidelines on the ESOP model to Member States®.

In September 2007, the then French Finance Minister Christine Lagarde announced a new ‘European Participation
Model’ and in October 2010, the European Economic and Social Committee continued with the initiative under
their Financial Participation of Employees in Europe programme*.

In December 2012, the Commission’s Action Plan on European Economic Law and Corporate Governance endorsed
a strategy to create more responsible and sustainable ownership models, highlighting the success of employee
ownership and its long tradition in Europe®. In 2016, the European Parliament (EP) called upon the Commission
to encourage Member States and local and regional institutions to disseminate good practice in the SME sector,
including different models of WBOs.

In November 2022, the Directorate General for Internal Market, Industry, Entrepreneurship and SMEs issued a
Transition Plan for the Local and Social Economy, which calls on EU Member States to create a supportive
environment for WBOs through the European ESOP model®’.

39 Uvalic, M. (1991), The PEPPER report: promotion of employee participation in profits and enterprise results in the MS of the European
community, Office for Official Publications of the European Communities; Commission of the European Communities; European
University Institute, Brussels; Luxembourg Florence. Accessed on 23 May 2023, available at: https://op.europa.eu/en/publication-detail/-/
publication/9412b12d-5aa1-4c5¢c-9a6b-1fb119243200.

40 European Commission, Report from the Commission: PEPPER II: Promotion of Participation by Employed Persons in Profits and Enterprise Results
(including equity participation) in Member States, COM (96), 697 Final, European Commission, Brussels. Accessed on 23 May 2023, available
at: http://www.eurofound.europa.eu/sites/default/files/ef_files/docs/areas/participationatwork/pepper2.pdf.

41 Lowitzsch, J. (2006) The PEPPER Il Report: Promotion of Employee Participation in Profits and Enterprise Results in the New Member and
Candidate Countries of the European Union, Inter-University Centre Split/Berlin, Institute for Eastern European Studies, Free University of
Berlin, Rome; Berlin. Accessed on 23 May 2023, available at: https://www.eurofound.europa.eu/areas/participationatwork/pepperreports.

42 Lowitzsch, J,, Hashi, |, Woodward, R. (2009) The PEPPER IV Report: Benchmarking of Employee Participation in Profits and Enterprise Results
in the Member and Candidate Countries of the European Union, Inter-University Centre Split/Berlin, Institute for Eastern European Studies,
Free University of Berlin, Berlin. Available at: http://www.intercentar.de/fileadmin/files/PEPPER_IV/PEPPER_IV_Web.pdf, accessed on 23 May
2023.

43 See Chapter VIII: Jens Lowitzsch, John Menke, Denis Suarsana, Graeme Nuttall, Tej Gonza, and Thibault Mirabel (2024). Towards a European
Employee Stock Ownership Plan (European ESOP). Published in The PEPPER V Report Benchmarking Employee Participation in Profits and
Enterprise Results in the European Union, the United Kingdom and the United States (2024), pp. 261-288.

44 European Economic and Social Committee: Opinion of the European Economic and Social Committee on‘Employee financial participation
in Europe’ (own-initiative opinion), SOC/371, Brussels, 21 October 2010.

45 European Commission (2012): Communication from the Commission to the European Parliament, the Council, the European Economic
and Social Committee and the Committee of the Regions. Action Plan: European company law and corporate governance - a modern legal
framework for more engaged shareholders and sustainable companies, Strasbourg, 12.12.2012, COM (2012) 740 final.

46 European Parliament (2016): Draft report on how best to harness the job creation potential of small and medium-sized enterprises (SMEs).
Accessed on 23 May 2023, available at: http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2F%2FEP%2F%2FNONSGML%2BCO
MPARL%2BPE575.159%2B01%2BDOC%2BPDF%2BV0%2F%2FEN.

47 European Commission (2022): Transition pathway for Proximity and Social Economy. Accessed on 4 June 2023, available at: https://single-
market-economy.ec.europa.eu/sectors/proximity-andsocial-economy/proximity-and- social-economy-transition-pathway_en.


https://op.europa.eu/en/publication-detail/-/publication/9412b12d-5aa1-4c5c-9a6b-1fb119243200
https://op.europa.eu/en/publication-detail/-/publication/9412b12d-5aa1-4c5c-9a6b-1fb119243200
http://www.eurofound.europa.eu/sites/default/files/ef_files/docs/areas/participationatwork/pepper2.pdf
http://www.intercentar.de/fileadmin/files/PEPPER_IV/PEPPER_IV_Web.pdf
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2F%2FEP%2F%2FNONSGML%2BCOMPARL%2BPE575.159%2B01%2BDOC%2BPDF%2BV0%2F%2FEN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-%2F%2FEP%2F%2FNONSGML%2BCOMPARL%2BPE575.159%2B01%2BDOC%2BPDF%2BV0%2F%2FEN
https://single-market-economy.ec.europa.eu/sectors/proximity-andsocial-economy/proximity-and- social-economy-transition-pathway_en
https://single-market-economy.ec.europa.eu/sectors/proximity-andsocial-economy/proximity-and- social-economy-transition-pathway_en
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At ‘FI CAMPUS 2023 - Financial instruments in changing times’*, a panel on ‘Delivering financial instruments for
worker buyouts: employees taking over their company’ was organised to discuss the possibilities and needs for
setting up financial instruments to support employee buyouts®.

In the Recommendation on developing the social economy framework conditions adopted by the Council of
the EU in November 2023, it was recognised that promoting the development of the social economy is vital for
job creation and leads to a positive social impact. As the Recommendation states, as part of their endeavours
to support the social economy sector, Member States should get involved in facilitating business transfers to
employees to ensure the continuity of small businesses during restructuring, thereby averting job losses. The
opinion of the Council is that encouraging mainstream businesses to transition to employee ownership further
strengthens this inclusive economic model.

Emerging institutional models for WBOs

Currently, there is a clear divide between most of the EU and countries such as Italy, France and Spain which,
as will be described in greater detail in the following chapters, have relatively well-established infrastructures
for WBOs. Nevertheless, recent developments show that there is growing interest in WBOs among other EU MS,
with various national initiatives emerging at both legislative and non-governmental levels. This section identifies
such initiatives in countries other than Italy, France and Spain and provides an overview of the calls made by EU
institutions to promote WBOs and employee ownership.

Three countries at the forefront of discussions on the potential provision of legislative supportforWBOs are Slovenia,
Ireland and Denmark. Their governments have made commitments to regulate and provide tax incentives for a
leveraged WBO model. Enabling the financing of WBOs through leverage has emerged as a central focus in various
recent WBO endeavours. This emphasis is evident not only in the recent improvements to Spanish SL-based WBO
models, but also in WBO initiatives taking place in Germany, where a leveraged WBO model based on a separate
legal entity has been employed to streamline the transfer of ownership to employees.

Slovenia is currently without institutional and legislative support for WBOs, yet there is growing interest from
government, the financial sector, and businesses. The Institute for Economic Democracy (IED) in Slovenia has
conceptualised and introduced through a pilot implementation phase a leveraged WBO model, the Slovenian ESOP,
tailored for ownership succession challenges. The government is developing regulations to incentivise this model,
introducing an Employee Ownership Cooperative (EOC) structured as a cooperative. The capital structure is mixed and
can include both individual and collective accounts, with strict equity distribution criteria tied to wage differences. To
become members of the cooperative, workers pay a small fee, which should not represent a significant financial burden
to ensure inclusivity. In 2024, the Slovenian government approved a draft law framework for the Slovenian ESOP?',
and the ESOP legislation is expected to be passed in the early 2025. Anticipated tax incentives include tax breaks for
sellers selling shares to ESOP WBOs, tax-deductible ESOP contributions used to finance the buyout and to maintain
ownership among the workers, and tax benefits for interest rate profits from debt capital providers. Commercial banks
in Slovenia have been hesitant to finance ESOP leveraged acquisitions, referring to the lack of specialised expertise.

48 Flagship event organised in Brussels under the fi-compass advisory platform delivered by EIB in cooperation with the European
Commission. Accessed on 4 June 2023, available at: https://events.fi-compass.eu/event/6c54c9a3-6d52-47a6-a6fb-ca177bbb6792/website
Page:7e54b8f5-7969-42c7-a51e-074c70eac690?ficompassmenu=.

49 European Investment Bank, Delivering financial instruments for workers buyout: Employees taking over their company: Fi-Compass. fi-compass.
Accessed on 4 June 2023, available at: https://www.fi-compass.eu/content/delivering-financial-instruments-workers buyout-employees-
taking-over-their-company.

50 Amado, A, Kelemen, M., Nolte, J,, Yoldi, A. (2021) IN4BTE: Information, consultation and participation rights as a factor of success for the
business transfer to the employees in SMEs. Diesis Network, Brussels. Pages 28-40. Accessed on 4 June 2023, available at: Final report of the
In4BTE project — Information, consultation, participation rights as a factor of success for the business transfer to employees in SMEs. Chapter
on France. In (Ed: Alazne Amado, Anabel Yoldi, Jone Nolte, Melinda Kelemen) pp 28-40, Diesis Network, Brussels, 2021 | Request PDF.

51 Official government statement, accessed on 25 September 2024, available at: https://www.gov.si/novice/2024-07-10-vlada-potrdila-
izhodisca-zakona-o-lastniski-zadrugi-delavcev/.


https://events.fi-compass.eu/event/6c54c9a3-6d52-47a6-a6fb-ca177bbb6792/websitePage:7e54b8f5-7969-42c7-a51e-074c70eac690?ficompassmenu=
https://events.fi-compass.eu/event/6c54c9a3-6d52-47a6-a6fb-ca177bbb6792/websitePage:7e54b8f5-7969-42c7-a51e-074c70eac690?ficompassmenu=
https://www.fi-compass.eu/content/delivering-financial-instruments-workers buyout-employees-taking-over-their-company
https://www.fi-compass.eu/content/delivering-financial-instruments-workers buyout-employees-taking-over-their-company
https://www.researchgate.net/publication/370519843_Final_report_of_the_In4BTE_project_-_Information_consultation_participation_rights_as_a_factor_of_success_for_the_business_transfer_to_employees_in_SMEs_Chapter_on_France_In_Ed_Alazne_Amado_Anabel_Yol
https://www.researchgate.net/publication/370519843_Final_report_of_the_In4BTE_project_-_Information_consultation_participation_rights_as_a_factor_of_success_for_the_business_transfer_to_employees_in_SMEs_Chapter_on_France_In_Ed_Alazne_Amado_Anabel_Yol
https://www.researchgate.net/publication/370519843_Final_report_of_the_In4BTE_project_-_Information_consultation_participation_rights_as_a_factor_of_success_for_the_business_transfer_to_employees_in_SMEs_Chapter_on_France_In_Ed_Alazne_Amado_Anabel_Yol
https://www.gov.si/novice/2024-07-10-vlada-potrdila-izhodisca-zakona-o-lastniski-zadrugi-delavcev/
https://www.gov.si/novice/2024-07-10-vlada-potrdila-izhodisca-zakona-o-lastniski-zadrugi-delavcev/
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In addition, they would also benefit from support from both national and EU institutions. Capital markets are
underdeveloped, and low demand is attributed to limited information, stereotypes and insufficient infrastructure.

Until recently, Denmark has not been a fertile ground for WBOs. The country does not have a dedicated mechanism
for WBOs, and spontaneous cases are rare. Nevertheless, stakeholders from politics, academia, and business have
noted that, in recent years, there has been growing interest in this subject across different social groups — from
social justice movements to business organisations. In 2019, the Danish government established an advisory group
to explore possibilities for the development of the worker-owned sector in Denmark. One of its proposals was the
establishment of a new legal entity largely inspired by the UK EOT model, which would allow for leveraged and
partial WBOs. As in the UK, the model would be tax-incentivised, although it would differ from EOT in that, like the
European ESOP model, it would guarantee democratic governance to the employees. One of the main organisations
operating in the field of worker ownership, Kooperationen®?, has also been exploring the possibility of promoting
conversions through worker cooperatives and has been developing a fund financing these types of WBO.

Belgium is rarely mentioned when talking about supportive infrastructure for WBOs - at least in comparison with
Italy, Spain, and neighbouring France. Its regional public authorities have been quietly introducing advanced
tools in support of worker-owned businesses and WBOs in particular. One such tool is the Brasero system, which
was introduced in 2014 and allows the Wallonian public body W.Alter (formerly known as Sowecsom) to provide
cooperatives with one euro of public capital for each euro invested by the workers, up to a limit of EUR 200 000.
Matching contributions facilitate access to financing in the form of loans from traditional financial partners (e.g.
banks), specialised financial partners, or the mobilisation of citizen savings. Between 2015 and 2022, the tool
was used to provide financing to more than 100 enterprises. In addition, microcredits are given to individual
workers who want to purchase shares in the cooperative by the public regional promoting institution, Wallonie
Entreprendre. Belgium faces similar challenges in the WBO field to some other EU countries - the lack of systemic
solutions which would allow for gradual buyouts to bridge the problems of legal and organisational complexity,
access to finance, and limited applicability of the WBO model.

Dissemination of good practice

Arguably, the most straightforward opportunity for expanding WBOs is dissemination of existing related good
practice from EU Member States with well-developed financial mechanisms to those which lack or have an
underdeveloped supportive infrastructure for WBOs.

Of the existing good practice in the EU, the Italian Marcora law and Spain’s Pago Unico system show greatest
potential for EU-wide adoption. While both frameworks owe part of their success to a plethora of supporting
non-governmental organisations, which took decades to develop and thus cannot be artificially recreated
in other Member States, they mostly rely on financing mechanisms and institutional actors which have been
established from scratch, through a top-down approach. The most notable of such mechanisms is the possibility
of workers capitalising would-be unemployment benefits to finance a WBO. MS could also establish dedicated
institutional investors, such as Italy’s CFl, which could have a pivotal role both in providing part of the financing
and in technical assistance to workers wanting to carry out a WBO. To successfully establish a framework
inspired by Pago Unico/Marcora, comprehensive support will be essential. This support should encompass the
establishment of a legislative foundation, dedicated financial mechanisms, and technical assistance organisations.

52 Kooperationen is the Danish Cooperative Employers’ Organisation with a network of 117 member companies and 14 000 employees.
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These institutions can provide the necessary source of financing and expertise to help workers take over failing
companies and turn them into successful worker-owned cooperatives. It cannot be expected that specialised
knowledge will be developed quickly; however, itis crucial that technical expertise and business mentoring aspects
are not neglected in the dissemination of good practice. In policy literature, some experts have recommended
the EU-level adoption and adaptation of key elements from the Marcora and Pago Unico frameworks. This can
be achieved by providing institutional support through the reform of existing infrastructure in Member States®.
Some elements of the French model for SCOP-based WBOs have also shown potential for EU-level adoption,
especially the combination of financial instruments (mixing debts and equity financing) with technical advisory
services to cooperatives and WBOs, and to a certain extent the use of EU funds (EaSI guarantee, and ESF grants).

Use of ESF+ funds

Recent initiatives, particularly in France, highlight the potential of using ESF+ funds for WBOs. While ESF+ has
clear priorities such as addressing youth unemployment, workforce upskilling, and social inclusion, it also
recognises the importance of supporting the growth of the social and solidarity economy, including through
WBOs, to successfully tackle these challenges. ESF+ resources have been used by organisations supporting
worker cooperatives, such as the regional branches of CGSCOP in France, to finance their technical assistance and
advisory services to cooperatives (awareness raising and dissemination activities, individual support to newly
established or already existing cooperatives). While ESF+ grant support is not specifically focused on WBOs (more
generally on supporting cooperatives), this sets an important precedent, indicating that national and regional
counterparts of CGSCOP could seek ESF+ funding for business transfer programmes. These funds can provide
a lifeline particularly to organisations that do not operate within a cooperative framework and are therefore
compelled to fully self-finance their activities. The potential impact of ensuring the survival of such organisations
could be substantial, as their existence is vital to the proliferation of any kind of WBO model.

While ESF+ funds have not yet been used to directly finance WBOs (with the exception of the Italian Region of
Campania, see box below), advanced talks have been taking place about the possibility of deploying such funds
to support social economy innovative social enterprises®*. Such support could prove vital in countries or regions
where the banking sector is reluctant to finance these types of transactions, potentially opening new opportunities
to encourage widespread use of WBOs.

WBO Revolving Fund (Fondo Rotativo WBO), Campania Region, Italy

The fund was launched in 2016 and the funding agreement signed with Confeserfidi in 2018. Confeserfidi
is a financial company, operating on a national scale and supervised by the Bank of Italy. It provides high-
value financial solutions and professional advisory services to small and medium-sized enterprises. With an
amount of EUR 1 million available from the ESF Regional programme for the 2014-2020 period, it provides
soft loans specifically designed to promote the creation of enterprises and self-employment of employees
that work for enterprises facing difficulties. The loans of up to EUR 225 000 per operation can finance up
to 75% of the eligible costs. They have 0% interest rate, must be repaid within five years and have a grace
period of 12 months. In October 2019, three requests for financing were received, and two were approved in
August 2020. The two WBOs financed were ‘ASSTEAS Societa cooperative’ with EUR 225 000 and ‘La NINFEA
Soc. Coop. soc’ with EUR 155 600, for a total of EUR 380 600 disbursed, out of which EUR 285 500 was from
the ESF and EUR 95 100 from national co-financing.

Source: Author.

53 This option was explored in a recent paper by Gonza et al. (2021). ‘Marcora for Europe: How Worker-Buyouts Might Help Save Jobs and
Build Resilient Businesses. European State Aid Law Journal, Vol. 2021, No 1.

54 Other regions in Italy are also considering this type of support and some are in the process of planning - e.g. Sardinia. At the time of
writing, the Sardinian representatives did not provide more detailed information.
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Emerging reasons for WBOs

Ownership succession in the SME sector is both a considerable challenge, as well as one of the greatest upcoming
opportunities for WBOs in the EU — if not the greatest so far. SMEs are the backbone of the EU economy, accounting
for99% of all EU businesses®>, employing two thirds of the working population in the private sector and contributing
to more than half of the total value added generated by businesses in the EU*. SMEs are typically owned by a small
group of entrepreneurs or founders; the Commission warns that a third of these owners will retire within the next
10 years, putting the problem of succession at the top of the list of challenges for the EU SME sector®’.

The impending wave of retirees from the ‘baby boom’ generation, often referred to as the ‘silver tsunami’, has
garnered significant attention in the literature. This is due to the anticipated adverse effects it is expected to have
on employment, economic stability in local communities and career opportunities beyond urban centres. As
early as 2006, the Commission called on Member States to provide adequate support infrastructure, establish
transparent succession markets and educate and inform stakeholders from the business sector on how to tackle
this issue. To date, several MS still have not adopted the necessary measures to mitigate the adverse effects of
the silver tsunami, with estimates suggesting 600 000 jobs are at risk at EU level every year®®. The impending
retirement of SME business owners presents a substantial demographic shift that warrants attention and strategic
planning. According to available data, a significant number of business owners are expected to retire within the
next decade. Approximately 450 000 firms with 2 million employees are being transferred each year across Europe.
These retiring business owners account for a considerable proportion of the SME sector, which constitutes a vital
segment of the European economy.

Given the above, there is a pressing need for effective ownership succession strategies which will ensure continuity
in affected companies. According to the EC, lack of timely preparation for the transfer of ownership is the most
common reason for the unsuccessful transfer of ownership of an otherwise successful business®. Preparing for
the transfer of ownership and identifying the people who are going to take over the management of a business
is a lengthy process that should start several years before the departure of the existing shareholder, and not
only when they retire or leave. Lack of succession planning poses a significant threat to the local environment
and community, potentially leading to the depopulation of rural regions, brain drain and capital flight from the
company to regions with lower taxes, less regulation and cheaper labour. The Commission also recognised the
need to define an ownership succession tool that allows for the gradual exit of the founder over several years.

In the past, the most common tool for addressing ownership succession in Europe has been family succession®.
However, generational trends suggest that family succession is declining throughout the EU.The low success rates of
companies passed on to family members, particularly in the third and fourth generations, are also a cause for concern
anddonotprovide muchencouragement.Theexistingalternativesaregoing publiconthestockmarket,whichis often
unsuitableforanSME,amerger&acquisition(M&A),generallycarriedoutbyalargercompetitor,andtherecentlypopular
option of private equity sale. While foreign investors may bring financial capital into EU countries, succession is usually
mainly about paying outone orafew shareholdersand does not necessarily increase capital investmentin companies.

55 European Commission. Definition of SMEs. Accessed on 4 June 2023, available at: https://single-market-economy.ec.europa.eu/smes/sme-
definition_en. 2023.

56 EuropeanParliament.SmallandMedium-sizedEnterprises.Accessedon4June2023,availableat:https://www.europarl.europa.eu/factsheets/
sl/sheet/63/mala-in-srednja-podjetja.2023.

57 European Commission Press. Support for SMEs. Accessed on 4 June 2023, available at: https://ec.europa.eu/commission/presscorner/detail/
en/IP_06_307.

58 European Commission, SME Strategy for a Sustainable and Digital Europe. Accessed on 4 June 2023, available at: https://eur-lex.europa.eu/
legal-content/EN/TXT/?uri=COM:2020:103:FIN.

59 European Commission, SME Strategy for a Sustainable and Digital Europe. Accessed on 4 June 2023, available at: https://eur-lex.europa.eu/
legal-content/EN/TXT/?uri=COM:2020:103:FIN.

60 Ibid.
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Takeovers in the SME sector often result in lagging investment, especially in the areas of digitalisation and
innovation®'. Moreover, according to the European Central Bank (ECB), foreign absentee ownership can increase
employment volatility in firms by around 10%°%2.

WBO as a succession tool - the cases of the US and UK WBO models

A noticeable gap exists in the availability of sustainable and socially responsible succession tools, with worker
ownership being one such option. Addressing the ownership succession challenge through WBOs is not a novel
concept in the EU. In December 2012, the Commission’s Action Plan on European Economic Law and Corporate
Governance®, called for the development of a strategy to promote more responsible and sustainable ownership
models, emphasising the historical success of worker ownership, which has deep roots in Europe. However, the
European Federation for Employee Share Ownership notes that the EC Action Plan has not been fully implemented
at EU level, leaving the SME sector at risk. In 2022, the Commission published the Transition Pathway for Proximity
and Social Economy, in which key stakeholders from the social economy sector pointed to WBOs as a model for
securing responsible and sustainable ownership. Despite numerous EU-level calls, WBOs have remained underused
for ownership succession, remaining an unfamiliar option for many retiring business owners. This is the case even
though several MS have existing legislative frameworks supporting WBOs. This situation raises the question of
whether these existing frameworks are less suitable for addressing the ownership succession issue.

In the USA and the UK, addressing ownership succession through WBOs is an established practice, and important
developmentsinthisareaarealsotaking place elsewhereinthe world®. The ESOPWBO modelis regarded as the’ultimate
instrument in succession planning’%. The ESOP and EOT, which are two models for leveraged WBOs through a special
purpose vehicle, have both led to impressive results, especially in terms of scalability. In the USA, there are currently
more than 6 500 existing ESOP businesses holding assets of over USD 1.6 trillion and employing 14.7 million workers
or roughly 10% of the country’s private sector workforce®. Over the past 10 years, the USA has experienced an average
annual increase in the number of ESOP WBOs of about 250. In the UK, legislation introduced in 2014 made it
significantly more convenient for business owners to transfer their companies to the workers, thereby giving them
a strong incentive to address ownership succession problems in this manner. In 2022 alone, 332 businesses were
transferred to an EOT, and by the beginning of 2023, there were a total of 1 418 EOT-based worker-owned businesses
across the UK. By early 2025, there were more than 2 000 EOT businesses in the UK, with employee buyouts
becoming the second most popular exit choice for business owners two years in a row; in 2023 it was second after
private equity buyouts, and in 2024 second after family succession. In Canada, EOT legislation was passed in the
summer of 2024, with the government granting tax incentives for business owners who are selling stock through
leveraged WBOs®,

61 European Commission, Transition Pathway for Proximity and Social Economy. European Commission. Accessed on 4 June 2023, available
at: https://ec.europa.eu/docsroom/documents/52015.

62 ECB. ‘Are Foreign-Owned Firms Different? Comparison of Employment Volatility and Elasticity of Labour Demand’ ECB Working Paper
Series, Vol. August 2014, No 1704.

63 European Commission, Action Plan: European company law and corporate governance - a modern legal framework for more engaged
shareholders and sustainable companies. Accessed on 4 June 2023, available at: https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?
uri=CELEX:52012DC0740.

64 Nuttall, Graeme. (2022) How the UK is encouraging Employee Ownership Internationally. Fieldfisher. Accessed on 20 September 2023,
available at: https://www fieldfisher.com/en/insights/how-the-uk-is-encouraging-employee-ownership-inter.

65 Frisch, Robert A. (2001) ESOP: The Ultimate Instrument in Succession Planning. 2nd ed. New York: Wiley.

66 National Center for Employee Ownership (2023). Employee Ownership by the Numbers. Web article. Accessed on 20 September, available
at: https://www.nceo.org/articles/employee-ownership-by-the-numbers.

67 Data from the Employee Ownership Association reports available at: https://employeeownership.co.uk/resources/reports/.

68 Accessed on 27 February 2025 on the website of the National Center for Employee Ownership (NCEO) at https://www.nceo.org/employee-
ownership-blog/canada-employee-ownership-trust-legislation-now-law.
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- Leveraged and gradual WBO approach

What appears to be the determining factor for the success of ESOPs and EQOTs as succession tools is the underlying
leveraged buyout mechanism, which can facilitate WBOs in healthy and profitable companies where buyouts are
too costly for workers to self-finance®. In the cases of the US ESOP model and the UK EOT model, the repayment
of the acquisition debt used to finance the WBO is financed fully through the contributions by the operating
company. The seller can agree to seller’s credit, where they gradually receive payments from profits generated by
the entity which are used to pay off acquisition debt. Second, external leverage can come from banks or financial
institutions, using the company’s assets as collateral for purchasing shares. Often, a combination of these sources
is used, especially in leveraged buyouts in the USA. Leveraged buyout mechanisms can be effectively established
in models based on a separate legal entity, which is better suited for these types of transactions. The leveraged
financing mechanism, combined with a gradual approach embodied in the WBO, may partly address the financing
problem, since company assets may be used as a guarantee for a partial WBO.

- The role of fiscal incentives

In addition to the structure of the WBO model, the role of fiscal incentives proved to be crucial to the success of
the UK and US models. Four key incentives encourage the adoption of ESOPs: tax-free rollover treatment defers
capital income tax, ESOP contributions are tax-deductible, LS-corporations enjoy exemptions based on ESOP trust
ownership, and there is a tax break for creditors in debt-leveraged ESOP buyouts. EQTs in the UK offer similar
incentives, such as capital gains tax exemptions, tax-deductible company contributions to the EQT, tax-free profit
sharing for workers and potential exemptions from inheritance tax. However, both ESOPs and EOTs must meet
specific criteria, including benefiting all employees, transferring a significant share of ownership and limiting profit
and equity distribution among workers, to qualify for these tax benefits. At the EU level, it would be important
to clarify the state aid rules for the deduction of corporate income tax for the share of profits used to finance the
buyout and the maintenance of employee ownership.

+ Challenges to the US and UK WBO models

Although the ESOP and EOT models have demonstrated scalability potential, certain challenges limit their
scalability. One of these is the lack of a participatory governance structure, which, based on empirical research,
contributes substantially towards positive corporate performance of employee-owned businesses’® 7" 72, In the
case of the US ESOP, the fiduciary duty is to consider very narrow financial interests of the trust beneficiaries,
leading to ESOP stock being sold to bidders that offer a price per share higher than the ESOP valuation. The second
problem is linked to the UK model, which does not ensure the individual rights to capital appreciation, meaning
that it only offers a profit-sharing vehicle. The problem of collectivised capital has been broadly discussed in the
relevant literature’®. Finally, in the case of the US ESOP, the capital appreciation is accumulated for years before
workers can access that value, often leading to a high repurchase obligation’ that falls on the operating company?®.

69 Gonza, T, Ellerman, D., & Kosta, M. J. (2024). Democratic Ownership: Scale Through Leveraged Conversions. In Routledge Handbook of
Cooperative Economics & Management (1st ed.). Routledge.

70 Blasi, J,, Kruse, D., and Freeman, R.B. (2018). ‘Broad-Based Employee Stock Ownership and Profit Sharing: History, Evidence, and Policy
Implications’ Journal of Participation and Employee Ownership Vol. 1,No 1, pp.38-60. Accessed on 4 June 2023, available at: https://doi.org/
10.1108/JPEO-02-2018-0001; Mygind, N., Poulsen, T. (2021).’‘Employee Ownership — Pros and Cons - a Review'. Journal of Participation and
Employee Ownership.Vol.4, No 2, pp. 136-73. Accessed on 4 June 2023, available at: https://doi.org/10.1108/JPEO-08-2021-0003; O'Boyle,
E. H., Pankaj, C. P, Gonzalez-Mulé, E. (2016). Employee Ownership and Firm Performance: A Meta-Analysis. Human Resource Management
Journal.Vol. 26, No 4, pp. 425-48. Accessed on 4 June 2023, available at: https://doi.org/10.1111/1748-8583.12115.

71 lbid.

72 lbid.

73 Ellerman, D. (2020). ‘On Some Alleged ‘Problems’ and Alleged ‘Solutions’ in Democratic Firms. Journal of Participation and Employee
Ownership.Vol. 3, No 2/3, pp. 135-47. Accessed on 4 June 2023, available at: https://doi.org/10.1108/JPEO-04-2020-0012; Tortia, E. C. (2021).
‘Capital as Common-Pool Resource: Horizon Problem, Financial Sustainability and Reserves in Worker Cooperatives. Journal of Co-Operative
Organization and Management, Vol. 9, No 2. Accessed on 4 June 2023, available at: https://doi.org/10.1016/j.jcom.2021.100137.

74 Gonza, T. (2025). Sustainability of employee ownership: The role of capital structure in ESOP plan terminations. Journal of Participation and
Employee Ownership, ahead-of-print(ahead-of-print). https://doi.org/10.1108/JPEO-07-2024-0014.

75 These challenges and solutions to these challenges embodied in the European ESOP were discussed in Ellerman et al. (2022).
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- Support from financial institutions and instruments

A gradual WBO through a WOB is simpler and requires less developed support infrastructure; however, experts
argue that much more can be done to facilitate company transitions to worker ownership, which would provide
an additional opportunity for scale. The main challenge in financing WBOs is the need to change the prevailing
institutional approaches to corporate finance, which are primarily based on equity financing’. Due to the nature
of financing, warrants play a crucial role in creating financial support for WBO financing’”. Warrants in WBO
transactions are financial instruments that give the holder the right to purchase shares of the issuer at a specified
price on a future date or during a future period’®.

2.5. Main insights into existing WBO models in the EU

There are two extremes of institutional support for WBOs in the EU represented by Italy, France and Spain at one
end and the remaining EU countries at the other. Despite this, interest in WBOs is increasing among MS with
numerous national initiatives identified both in terms of legislative and non-governmental initiatives. Based on
our research, the following conclusions may be drawn:

« The most established models for WBOs in the EU have primarily been structured as tools for preserving jobs
in companies facing a crisis and they often rely greatly on the presence of a well-developed cooperative
sector and dedicated governmental and non-governmental organisations supporting WBOs, which limits
their duplication in other EU countries.

The most established and widely recognised WBO models today are in France, Spain and Italy. WBOs in these
countries have served primarily to address the problem of job losses in businesses facing insolvency or in those
which are expected to move out of a region/country, whereas increasingly there is a recognition that WBO
models can serve as tools to deal with transition and succession challenges in healthy businesses. The WBO
models were developed in unique institutional conditions that rely on a strong and longstanding cooperative
and WBO tradition, which limits the potential for replicating these models in other EU countries. Nevertheless,
as demonstrated in particular by the Spanish and ltalian cases, there are various top-down measures which
can be implemented to increase the number of WBOs from scratch. These include the possibility of capitalising
unemployment benefits, various tax incentives — including for company owners, who want to sell their businesses
to the employees — granting workers the right to first refusal in buying the company where they are employed and
the establishment/activation of state/EU funds to finance WBOs. Existing WBO practice indicates the importance
of support infrastructure (e.g. dedicated financial instruments and institutionalised WBO expertise).

76 Richard C. M., Hockett, R.C., Mackin, Ch. (2019) ‘Encouraging Inclusive Growth: The Employee Equity Loan Act, Challenge; Vol. 62, No 6,
pp.377-397,DOI: 10.1080/05775132.2019.1668645.

77 Steiker, J.G. (2008) ‘Warrants in ESOP Transactions. The Journal of Employee Ownership Law and Finance’ Business Valuation Review. Vol.
20, No 2 and El-Tahc, A., Hricko, M., Aguilar, I, Golumbic, L., Salek-Raham, A. (2022) ‘Warranting Further Discussion: Why the Use of Financing
Warrants in ESOP Transactions Benefits American Workers. Business Valuation Review’ Vol. 41, No 1.

78 Inrecognition of the importance of such instruments, a proposal which was recently developed in the USA to address the existing financing
market gaps in the case of WBOs is the Employee Equity Investment Act (EEIA). In 2023, EEIA was proposed in Congress as a federal loan
guarantee and secondary market-making programme that aims to facilitate WBOs through ESOPs and cooperatives in the USA.
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« The existing WBO models in Europe are not best suited to different possible applications of a WBO, such as
addressing the ownership succession problem or providing rewards and motivation for workers.

So far, the prevalent WBO models in the EU have not allowed for leveraged and gradual WBOs. Consequently, WBOs
in healthy, profitable companies are rare and limited to partial or unsystematic solutions (e.g. ESPPs), limiting WBOs
from becoming widespread solutions, especially for the problem of ownership succession, but also for addressing
changing generational values of the modern workforce and building organisational affiliation. When established
WBO models have been used as a solution to the problem of succession, the process has often been facilitated by
the ‘generosity’ of exiting owners or the presence of credit unions keen to support WBOs. Recent developments
show growing interest in leveraged and partial WBOs, which would be facilitated by a special purpose vehicle and
could lead to new opportunities for scaling up WBOs. Member States in which ESOP or EOT models are currently
being explored are Denmark, Slovenia, Ireland and Spain. Additionally, stakeholders in other countries are trying to
employ the existing WBO infrastructure to create a mechanism for leveraged gradual WBOs. In Spain, ASLE group is
exploring options to employ SLs as a dedicated ownership vehicle through which partial WBOs may be facilitated.
A model based on a separate legal entity and financed through leverage is already being used in Hungary.

« Due to the absence of EU-level guidelines for WBOs, legal entities underlying WBO models across the EU are
often too loosely regulated, which makes them more prone to socially undesirable use of tax advantages
and likely to feature unsustainable employee ownership structures.

Certain recent WBO initiatives, which have not been built on democratic and socially responsible principles, fail to
regulate equity distribution among workers, leaving the door open for various kinds of misuse of tax incentives
(for example, they may facilitate and tax-incentivise Managerial Buyouts), and do not uphold core principles of
participation in governance and management. This is especially true for the Hungarian ESOP, with some other WBO
models likewise failing to regulate the inclusivity of workers, leading to low inclusion rates. Some well-established
WBO models, such as the Spanish SL model, encounter succession challenges that could be effectively resolved
through a reform of the capital structure. Such reform should ensure the sustainability of worker ownership, even
in the face of generational turnover. In several Member States, tax incentives or other forms of aid are granted by
public authorities to WBO models which fail to fulfil criteria of sustainability and social responsibility, with one of
the main reasons being the absence of a unified EU-level agenda for regulating and standardising WBO models.
The lack of guidelines allows for ad hoc national attempts to legislate and incentivise WBOs, which may not always
align with EU goals and objectives and international best practice in the field.






Country Reports — Summary

To illustrate the WBO situation in Europe, four countries, namely Spain, Italy, France, and Slovenia, have been
analysed in more detail. Spain, Italy, and France have the most developed ecosystems for WBOs, while Slovenia
is chosen due to the nascent nature of its WBO ecosystem. Each country is made a case study, examining the
national financing ecosystem for WBOs, with selected companies serving as illustrative examples. The respective
country case studies are analysed in more detail in the individual Country reports referenced in Annex I".

3.1 France

3.1.1 WBO in France

WBOs account for a secondary share of all business transfers in France” #, although they are
not measured statistically. Business transfers are generally carried out by external investors/
buyers; family of the company director; and to a lesser extent workers. In 2019, the Company
Sales and Acquisitions Observatory estimated the potential market for business transfers at
68 000 businesses (with between 1 and 249 employees) per year (excluding commercial
property or business capital, agricultural businesses). Of this total, it is estimated that 20 400
(30%) will be sold internally (families and employees), including 15 000 businesses sold to
employees, 17 000 will disappear, and 30 600 will be sold to an external third party®'. CGSCOP
says about 200 cooperatives are created each year: around half from a business transfer with
the other half being brand new cooperatives. These numbers seem to be stable over time. Moreover, the 5-year
survival rate is around 76% for cooperatives compared to 61% for non-cooperatives according to CGSCOP.

However, the issue of business transfers in France remains a major challenge. There is a structural ageing of the
business community, with baby boomers coming to the end of their careers. In addition, the post-COVID-19
pandemic economic slowdown could lead many business owners to pass on their business sooner than expected.
According to the report of the French Senate (October 2022)??, the estimated number of businesses to be sold over
the next 10 years varies from 250 000 (according to the Ministry of Economy, Directorate of Economy) to 700 000
(according to the French Federation of Chambers of Commerce).

In France, the predominant mechanism for WBOs is often facilitated through cooperatives, with the common
legal structures being SCOPs or Cooperative Company of Collective Interest (Société Coopérative d'Intérét
Collectif, SCIC). These cooperatives typically adopt the legal forms of Limited Company (Société a Responsabilité
Limitée, SARL), Public Limited Company (Société Anonyme, SA), or Simplified Joint-Stock Company (Société par
Actions Simplifiée, SAS) when implementing WBOs.

79 Aubry, C., Wolff, D. (2016) ‘Business transfer: A complex object of study, between management sciences, anthropology and psychology
(La transmission d'entreprise: Un objet d’étude complexe, entre sciences de gestion, anthropologie et psychologie); Vie et sciences de
I’entreprise, Vol. 2016/1, No. 201, pp. 32-50.

80 Senate report 2016-2017/440 of 23 February 2017 on Modernising business transfers in France: urgency for employment in our territories
(Moderniser la transmission d’entreprise en France: une urgence pour I'emploi dans nos territoires), pp. 121, Accessed on 20 September,
2023, available at: https://www.senat.fr/rap/r16-440/r16-440.html.

81 The National Observatory for Business Buyers and Transferers of very small enterprises (VSEs) and small and medium-sized enterprises
(SMEs) (L'Observatoire national cra de la transmission des TPE/PME) (2019). Accessed on 16 December 2023, available at: https://www.cra.
asso.fr/uploads/Observatoire-CRA-2019-maj21-06-19.pdf.

82 Senate report 2022-2023/33 of 7 October 2022 drawn up on behalf of the Enterprise Delegation by the follow-up mission on business
transfers. Accessed on 20 September, 2023, available at: https://www.senat.fr/rap/r22-033/r22-033.html.
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The existing legal framework is relatively well-developed regarding tax incentives, and labour regulation
and aims to support WBOs. Within the framework of French labour law, provisions have been established to
facilitate employees interested in embarking on entrepreneurial ventures. Individuals keen on starting or taking
over a business are entitled to temporary leave or part-time work dedicated to business set-up. Furthermore,
should an employee initiate or take over a business, they stand to benefit from the non-enforceability of the
exclusivity clause. Notably, workers exploring cooperative ventures have the option of receiving unemployment
benefits in advance, which can be subsequently converted into cooperative capital. Under the auspices of the
creation of a cooperative under French WBO law, employees associated with the cooperative are eligible for a
tax deduction, allowing the cooperative to deduct 25% from the taxable result of the company for profit-sharing
with the employees. Additionally, entrepreneurs involved in establishing cooperatives may enjoy a reduction in
or exemption from capital gains tax. Moreover, the Law on Social Economy®? affirms the right of employees to be
informed about the owner’s intention to sell, ensuring transparency in business transactions with a notice period
of no less than 2 months before the sale.

Financing the WBO remains a key constraint. Usually, when transferring their business to employees the owner
is looking to protect jobs and ensure the sustainability of the company. This comes with a major constraint: the
seller cannot ask for a high price. Workers usually have less cash to invest than external investors. This is even more
challenging when the business to transfer is in good shape.

From a workers’ perspective, the need is to raise the capital required to buy out the shares of the vendor at the
valuation price. This is why the number of associates / shareholders involved in the deal does matter: the more
associated workers there are, the greater the capacity to raise equity capital to leverage a bank loan, and the
lower the contribution per shareholder. This is because if there are more workers involved, to raise the same total
amount, the amount needed per worker is lower. In France, company buyouts are usually financed by the cash or
equity funds of the buyers combined with a bank loan with the support of a guarantee scheme. In 2017, a French
Senate report noted that “buyers invest first their own cash on average between EUR 100 000 and EUR 500 000.
Bank credit and love money [funding from friends and family] are the second main sources of finance”#. However,
the conditions to access credit vary depending primarily on the level of equity fund collected by the workers.
This is why the access to equity support scheme is so important when the capital collected by the workers is not
sufficient to trigger a bank loan.

From a bank perspective, a WBO brings some risks, as the business will be managed by a team of people that
do not necessarily have a proven track record of managing businesses. In the case of a cooperative, the limitation
regarding the use of profits is also seen as a constraint in terms of return on investment. This is why, to mitigate
the risk, banks usually ask for a minimum cash investment from the workers to lend money. From the interviews
for this study, in a reported 80% of the company takeovers, the cash injection from workers’finances is on average
between 25% and 30% of the total price of the company buyout. In the three company case studies, the proportion
of equity capital provided by employees varied between 25% and 36%.

83 Law 2014/856 of 31 July 2014 on the social and solidarity economy (Loi 2014/856 du 31 juillet 2014 relative a I'4conomie sociale et
solidaire), Art. 18-20. Accessed on 19 July 2023, available at: https://www.legifrance.gouv.fr/loda/id/JORFTEXT000029313296.

84 Senate report 2016-2017/440 of 23 February 2017 on Modernising business transfers in France: urgency for employment in our territories
(Moderniser la transmission d'entreprise en France: une urgence pour I'emploi dans nos territoires), pp. 121, Accessed on 20 September,
2023, available at: https://www.senat.fr/rap/r16-440/r16-440.html.
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Non-financial constraints are also important. They include confidentiality and trust around the sale of the
company, the lack of motivation and skills of employees to take over management roles, and the lack of awareness
regarding the implications and consequences of a WBO, including legal aspects. Overcoming these barriers
requires technical assistance provision for workers to support them navigating the complexity of WBO.

To supply financing and technical assistance, there is a network of stakeholders and enterprise support
organisations helping WBO, notably cooperatives. On the public side, there are two main actors: Bpifrance, the
State-owned National Promotional Development Bank for SMEs provides financial instruments and products to
support business transfer in general (no particular focus on WBO). Some regional authorities or regions have a
dedicated strategy and policy support instrument for WBO, mainly through the provision of grants to the regional
branch of the National Association of Cooperatives (URSCOP), and the provision of grants to cooperatives resulting
from a company buyout.

On the private side, the major stakeholders include CGSCOP, the credit unions (e.g. Crédit Coopératif), and non-
profit associations such as France Active, as well as Initiative France and Réseau Entreprendre. They offer loans,
guarantee schemes, and quasi-equity financing.

Although France already benefits from a relatively large portfolio of financial instruments and products
supporting WBO, particularly through a cooperative, suboptimal investment situations do exist:

« SOCODEN, the financial holding of CGSCOP, which offers subordinated loans (préts participatifs) to cooperatives,
needs increasingly to find next external sources of financing, as the sum of annual fees of its members does
not match members’ needs. The SOCODEN business model is based on membership fees. However, with the
increasing number of cooperatives requiring financial support, SOCODEN increasingly needs to diversify
its funding sources. In addition, since 2019, SOCODEN has benefited from the EaSI guarantee (up to 80%)
on its subordinated loans portfolio to cooperatives. This has helped SOCODEN to increase the number of its
beneficiaries and maintain attractive financial conditions.

- Equity (en fonds propres) intervention from the Société coopérative de production (SCOPINVEST), a subsidiary of
SOCODEN, which provides quasi-equity investments (titres participatifs) to cooperatives, requires recapitalisation
to increase its ability to meet demand. The total amount of the fund (EUR 9 million) is limited in its ability to meet
the expected growing demand for financing, while SCOPINVEST does not benefit from a guarantee. Bpifrance
offers a guarantee for equity and quasi-equity fund management companies on their investments® but it is not
sufficiently attractive, primarily because of the associated guarantee cost, says CGSCOP.

« Inaddition, the support provided by regional authorities for WBOs in the form of a SCOP through a grant scheme
(EUR 1 for EUR 1 or EUR 4 000 for EUR 4 000) does not exist in all regions. In addition, their terms and conditions
differ between regions and do not necessarily fit well with employees’ needs (limited cap per shareholder and
per company, length of the process to get the funding, etc.). They are, however, an important element in the
mix to secure financial plans of WBO operations. The main stakeholders interviewed (CGSCOP and the French
Chamber of Social and Solidarity Economy) call for a national mechanism that would provide additional support
to employees and bridge the equity gap.

85 Bpifrance, Garantie de Fonds Propres Relance. [Online]. Accessed on 16 December 2023, available at: https://www.bpifrance.fr/catalogue-
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« Beyond access to finance, WBO in the form of a cooperative suffers in France from a bad reputation, which
prevents development in this form. Indeed, business transfer through a cooperative is essentially perceived
as a solution when an existing company fails and becomes bankrupt. Usually, only when such circumstances
affect a large industrial company, or strong commercial brand does the media discuss cooperatives. Therefore,
the public and employees are under the impression that they only offer a solution for businesses that are not
performing well, instead of a solution for future business transfer needs. This highlights the need to increase
awareness of the potential of cooperatives to enable sellers to exit (no consequence on the business valuation)
and for employees to buy out.

- Finally, the provision of technical assistance services and advisory services to employees and vendors willing
to engage in a WBO mechanism is instrumental, but its financing is a challenge. WBO is a complex scheme
that requires managerial, legal and financial skills new to the majority of employees. As highlighted by the
representatives interviewed for the company case studies, such support is instrumental to the success of the
deals, but is costly, which raises the question of financing advisory services. ESF funding was used to a limited
extentin 2014-2020 by the national operational programme and regional operational programmes to co-finance
these activities. In the framework of the 2021-2027 period, CGSCOP aims to apply for ESF+ grant support, while
only a few regional managing authorities have used ESF+ to provide support to regional branches of URSCOP.

3.1.2 Potential use of ESF+ and other EU-level funding: practical hints

The use of ESF+ financial instruments in France is constrained by the lack of interest from national and regional
ESF+ managing authorities and the financial institutions to use ESF+ resource on financial instruments in general,
and on cooperatives in particular.

There is no fundamental change between the 2014-2020 programming period and the 2021-2027 one. France
maintains its ESF+ arrangement with a national operational programme overseen by the Ministry of Labour and
17 regional operational programmes managed by the regions. The focus of ESF+ support remains on addressing
youth and older jobseeker unemployment, improving worker skills, social inclusion measures, and educational
initiatives. The national operational programme has seven priorities, with only one emphasising the social and
solidarity economy.

ESF+ in France primarily employs grant schemes at regional and national level to fund advisory services provided
by intermediate bodies, financial intermediaries, and national networks such as France Active, and Initiative
France. Notably, this support® does not particularly target advisory services for WBO, and not all regions use ESF+
for supporting SCOP