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The Conflicts between Income Tax Regulations
of Executive Equity Incentives and Incentive Effect

[LOU He-tong, ZHENG Hui-lian,
ZHANG Hai-ping, LV Chang-jiang

(School of Management s Fudan University , Shanghai 200433, China)

Abstract: The realization of the expected aim of equity incentive system
is closely related to national tax policies. Through the comparative analysis
of income tax regulations of executive equity incentives in China and USA,
the paper arrives at the conclusion that there are conflicts between income
tax system and equity incentive effect in China. The main conflicts are as fol-
lows: firstly, the high marginal tax rate caused by progressive tax system
according to the tax category of wages and salaries will curb the equity in-
centive effect; secondly, paying tax on exercise day will increase executives’
tax burden, leading to their lack of enthusiasm for implementing equity in-
centive system or instant selling of the exercised stock to collect money for
tax-paying, and the opportunistic behavior of executives will be apt to oc-
cur; thirdly, the returns of equity incentives do not match the tax base if tax
is paid on exercise day. The paper provides some suggestions about the fur-
ther perfection of tax regulations of equity incentives in China.
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(UAE% & IR)





