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ESOP s REVISITING THE ESOP ADVANTAGE FOR GOVERNMENT CONTRACTORS

employee accounts in the same year. As 
such, a company’s ESOP contribution is 
often reimbursed by the government. 

The incremental cash flows afforded  
by a company’s S corporation tax status 
and the treatment of certain ESOP costs  
as allowable may allow companies  
to compete more effectively in the  
highly price-sensitive government 
contracting market.

Winning the  
Battle for Talent 
A common challenge government 
contractors face is finding and retaining 
skilled employees. In recent years, 
demand for highly educated engineers 
and information technology workers 
has intensified, with the high-tech and 
financial sectors increasingly competing 
for these workers. In addition, 
government contractors are also 
challenged with the U.S. government 
recruiting their employees, a process 
called insourcing.   

One of the many incentives a 
government contractor can offer its 
current and prospective employees is 
participatory equity ownership through 
the ESOP. Much like other defined 
contribution plans, an ESOP provides 
retirement benefits that achieve tax-
deferred growth until the employee 
receives a distribution. However, when 
it comes to ESOPs, this benefit is 
typically realized at no direct cost to 
the employee. Further, studies suggest 
that employee productivity improves 
once a company establishes an ESOP, 
potentially resulting in higher revenue 
and earnings relative to what might 
have been generated without it. 

A Winning Strategy  
for Owners, Employees, 
and Companies 
The exit strategies business owners 
ultimately decide to pursue have 
significant consequences not only for 
the owners but also for the companies 
they leave behind, including their 
employees. For many companies, 
implementing an ESOP is an ideal 
way to provide owners with liquidity 
and certain tax advantages, while also 
offering current and future employees 
an incentive to contribute to the 
success of the firm. The unique nature 
of the government contracting industry 
makes many companies that provide 
services to the federal government great 
candidates for ESOPs.

This is an updated version of an article 
published in the Spring 2012 issue of the 
Stout Journal. 

ISAIAH AGUILAR, CFA

Director – Valuation Advisory 

+1.703.848.4942

iaguilar@stoutadvisory.com

JOSEPH DEMETRIUS, CFA

Senior Vice President –  
Valuation Advisory 

+1.703.848.4956

jdemetrius@stoutadvisory.com

This article is intended for general information purposes only 
and is not intended to provide, and should not be used in lieu 
of, professional advice. The publisher assumes no liability 
for readers’ use of the information herein and readers are 
encouraged to seek professional assistance with regard to 
specific matters. All opinions expressed in these articles are 
those of the authors and do not necessarily reflect the views of 
Stout Risius Ross, LLC or Stout Risius Ross Advisors, LLC.


