
 
  



Employee Stock Option Plans – Taxation Aspects that Employers 

Must Consider 
 

If you are sending your employees abroad, you would have considered the tax implications of the different 

components of their salary. However, it is also essential to assess the tax implications of Employee Stock 

Option Plans, popularly known as ESOPs. 

The thumb rule for the normal components of salary, such as cash salary, allowances and perquisites, is that 

the salary is taxable in the country in which services are rendered, i.e. the source country. However, (in most 

cases) it may also be taxable in the country of residence. In addition, some countries provide for a receipt-

based system of taxation i.e. it is taxed in the country in which the salary or perquisite is received. 

However, taxability of ESOPs is not as straightforward. Furthermore, for globally mobile employees, the 

complications are manifold depending on the features of the ESOP and the taxation laws of various countries. 

In some cases, the situs of the shares could be in one country and the shares could be issued to a person 

outside that country. Tax authorities are also becoming increasingly vigilant about tax leakages due to non-

reporting by employers. 

Basics of ESOP taxation 
Normal ESOPs have certain common stages in their life cycle: grant of option, vesting of option, exercise of 

option and lapse of option1.   

Generally, ESOPs are granted based on the past performance of an employee, while including a vesting period 

also works as a useful retention strategy. Thus, it becomes difficult to determine whether the ESOPs pertain to 

the employee’s past services or future services – most plans do not discuss this aspect.  

The total benefit to the employee is the difference between the sales price and the price paid to buy these 

shares. However, since some portion of the benefit flows from the employment, a part of the total benefit is 

taxed as salary and the balance, as capital gains. The amount to be considered as salary depends on each 

country’s laws. Some countries treat the difference between the market price on the date of vesting and the 

exercise price as salary, whereas some countries treat the difference between the market price on the date of 

exercise and exercise price as salary.   

Some countries recognise the fact that even though the employee gets the shares on the exercise date, there 

may be a cash flow issue in terms of paying taxes on these options as a normal cash salary may not be 

sufficient to fund the tax liability. In that case, the employee is given the option to defer the payment of taxes 

until the time of sale of shares. However, this could have certain interest implications.   

In India, share options are taxable at the time of exercise. In Singapore, they are taxable if you are in Singapore 

at the time of granting but the point of taxation may differ based on the terms of the plan.  In Australia, prior to 

1 July 2015, ESOPs were generally taxed at the time of vesting irrespective of whether they were actually 

exercised or not. After 1 July 2015, subject to certain conditions, the point of taxation has shifted to the exercise 

date in certain cases.   

Taxability for global employees 
Complications arise when employees are deputed abroad for a certain period only, after which they are 

repatriated to their home country or deputed to another county. Even the residential status during this period, 

i.e. at the time of grant, vesting, exercise and sale, plays an important role.   

                                                                 

1 Grant date is the date when the employee is given the option to buy shares of the employer company at a 

future date. During the period up to the vesting date i.e. vesting period, the employee is expected to remain in 

employment and satisfy the company’s performance norms. The options are forfeited if such conditions are not 

satisfied. The employee has an option to buy shares during the period from the vesting date to the date of 

lapse. Exercise date is a date between this period and when the employee actually exercises this option. 



Generally, the benefit on ESOPs is taxed proportionately depending on where the employee was during the 

period between the grant and vesting dates. However, in India, the laws for globally mobile employees are not 

very clear. Options may be taxed proportionately, drawing inference from certain old circulars but this could 

lead to litigation. In Singapore, the entire benefit is likely to be taxable in Singapore whereas in Australia, 

proportionate taxation is possible. 

ESOP taxability considerations 
Another issue that employers must keep in mind is the compliance and reporting responsibility in the country 

to which employees are deputed. Considering some of the following questions could be helpful. 

 Are withholding tax provisions applicable? When is the employer supposed to deduct the tax?  

 Does the benefit on ESOPs have to be considered for social security taxes? 

 What are the reporting requirements? 

 What are the formalities if the employee is leaving the country?  

 In case the tax is payable after sale of shares, is it necessary to track a resigned employee who has 

unexercised vested options or where the options are exercised but the acquired shares are not sold? 

 How is the tax to be recovered in such cases? 

 

In addition, it requires a lot of co-ordination between different departments of the company e.g. HR, payroll, 

taxation, company secretarial (if they are maintaining employee wise status of ESOPs). Needless to say that it is 

absolutely necessary to keep the employees well informed as they will ultimately have to bear the tax.   

 

In view of the above, it becomes very important to understand, the laws of not only the home country but also 

of the countries where employees are deputed.  Tax authorities worldwide are becoming increasingly conscious 

of the fact that the number of globally mobile employees is going to rise significantly over the years and have 

actively started tracking this.  Hence, companies may not only run the risk of noncompliance and penalty,  but 

should be careful and ensure that ESOP benefit do not actually become a greater burden for employees who 

would end up paying taxes in two countries and then have to apply to for a refund in one of these countries.   
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DISCLAIMER 

This article contains general information which is provided on an “as is” basis without warranties of any kind, express or implied and is not intended to address 

any particular situation. The information contained herein may not be comprehensive and should not be construed as specific advice or opinion. This article 

should not be substituted for any professional advice or service, and it should not be acted or relied upon or used as a basis for any decision or action that 

may affect you or your business. It is also expressly clarified that this article is not intended to be a form of solicitation or invitation or advertisement to create 

any adviser-client relationship. 

Whilst every effort has been made to ensure the accuracy of the information contained in this article, the same cannot be guaranteed. We accept no liability 

or responsibility to any person for any loss or damage incurred by relying on the information contained in this article.  

SKP Business Consulting LLP is a member firm of the "Nexia International" network. Nexia International Limited does not deliver services in its own name or 

otherwise. Nexia International Limited and the member firms of the Nexia International network (including those members which trade under a name which 

includes the word NEXIA) are not part of a worldwide partnership. For the full Nexia International disclaimer, please click here. 

© 2016 SKP Business Consulting LLP. All rights reserved. 
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