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Abstract

There has been a tremendous expansion of executive stock options in France since their beginning in the early 1970s. This article presents a synthesis of the various plans existing in France. We first examine some of their economic features, before considering the legal and fiscal aspects of the system. We attempt to formulize the fiscal aspects, which are until now rather descriptive. Our synthesis is also a starting point for further reflections and propositions aimed at improving the present system.
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1. Introduction

Executive stock options are call options that employers grant to their employees for labor services. They give their holders the right to buy the stocks of the company at a certain price (strike price) within a given period (maturity). If the stock price rises above the strike price during the maturity, then the executive can exercise his right by buying the stocks at a price lower than the market price, and sells these stocks immediately. In such a way, the executive realizes a capital gain. On the other hand, if the stock price falls below the strike price during the maturity, then the executive gives up his right and loses nothing.

Stock options have met with great success since their introduction through French legislation at the beginning of the 70s. According to an investigation realized by the review “L’expansion” in 2000 and 2001, France is situated in second place among countries in which the system of stock options is the most developed, just behind the United-States, but ahead of the United-Kingdom and far ahead of Germany. During the last 30 years, a dozen laws have been established to modify the system in France. Certain modifications aimed to encourage this practice, while others aimed to restrict it. These modifications have led to clauses that are sometimes contradictory, and above all made the system complicated. In fact, to know which taxation is to be applied to the capital gain realized through stock options, a certain number of criteria must be examined. These criteria include the granting date (before or after the 1st January 1990, the 30th June 1993, the 21st September 1995, or the 27th April 2000), the exercise date (before or after the 1st January 1990, the 1st January 1995, or the 1st January 1997), the selling date of the stock acquired through the option (before or after a certain delay from the granting date, before or after a certain delay from the exercise date), the reduction accorded to the strike price in comparison with the average price of the stock at the granting date of the option (more or less than 10% or 5%), and the total capital gain realized by the executive during the fiscal year. According to different combinations of these criteria, the taxation is different for the executive and for the company. Faced with this complexity, only international groups having specialized departments in law and tax systems are in a position to master the fiscal regime of stock options. 

This article aims to establish a synthesis on plans of stock options in France. In Section 2, the economic interests of this compensation instrument are analyzed with the agency theory, the signalization theory, and empirical studies. In Section 3, the juridical and fiscal regime of the French system is examined. In this framework, we attempt to formulize the fiscal aspects, which are until now rather descriptive. The idea is to decompose, with the help of simple mathematical formulas as well as intelligiable diagrams, the executive’s capital gain into three components that are subjected to different taxes. On the basis of the synthesis realized, we’ll try to develop in Section 4 some reflections, critics, and propositions which may contribute to improve the present system of stock options. Finally, the principal modifications on stock options by the French legislation, the principal terms used for stock options as well as some abbreviations used in this article are recapitulated in three apprendixes.

2. Why do companies issue executive stock options?

Stock options were pioneered in the United-States. Originally, their issues aimed to allow executives to be exempt from taxation on ordinary income, as capital gains enjoyed a tax advantage of about 30% in comparison with salary. Though this tax advantage has disappeared since then
, stock options continue to be appreciated by American companies because of their simplicity in accounting and taxation treatment. With the continuous development of financial markets, stock options have taken an increasing important role in executives’ compensation
.

In the absence of tax advantages, stock options issues can be justified by the agency theory (cf. Jensen et Meckling (1976)). According to this theory, executives’ interests are not always in accordance with those of shareholders
. When executives’ and shareholders’ functions are not assumed by the same person, interest divergences lead to agency costs, essentially composed of control costs laid out by shareholders, justification costs laid out by executives, and residual costs due to utility losses of one of the two parties in case of interest conflicts. In order to reduce agency costs, one solution is to reduce interest divergences between executives and shareholders. This is the very purpose of stock options issues. In fact, once executives hold stock options, their financial interests are indexed to the stock price of the company and so are directly tied to shareholders’ interests. 

It is difficult to verify whether stock options truly have an incentive effect on executives. For this reason, previous empirical research tries to find out if the firm has sustained any changes following issues of stock options. Through these changes, it is possible to deduce the eventual existence of the incentive effect produced by stock options. Two approaches are used in these studies (cf. Desbrières (1999)). The first one examines the reaction of the stock market after the announcement of information about stock options issues. The results obtained are unanimous. They all affirm the positive reaction of the market (cf. Larcker (1983), Brickley et al. (1985), DeFusco et al. (1990)), which comes to sustain the hypothesis according to which stock options allow the reduction of agency costs and an increase of shareholders’ wealth. The second one analyzes changes in executives’ behavior. If stock options actually permitted the alignment of executives’ interests to those of shareholders, executives would adopt a behavior that is more in accordance with shareholders’ interests since they become beneficiaries of stock options. More precisely, they would take more risks in the financing and the investment of the company, place greater emphasis on the long-term performance of the company, and reduce overheads in their management. The results obtained in such a way are widely debated. In fact, most of them confirm changes in executives’ behavior (Agrawal and Mandelker (1987), DeFusco et al. (1990), DeFusco et al. (1991)), while others come to call this result into question (Lemgruber (1986), DeFusco et al. (1991)).

Stock options issues could also be justified by the signalization theory (cf. Akerlof (1970)). According to this theory, there exists a certain information asymmetry between executives and shareholders. In fact, as managers of the company, executives have information about the “quality” of the firm that shareholders do not have. Stock options issues constitute for executives a means by which a confidence signal could be sent to shareholders, and more generally to the financial market, with regard to the firm’s future performance. 

Most stock options have a life span that exceeds five years from the granting date. From this point of view, stock options issues aim to retain executives in the company. This retention effect could be realized by the “time value” of the option, defined as the difference between the “total value” and the “intrinsic value” (cf. Bernhardt (1999)). For an option traded on the market, the total value represents its selling price, while the intrinsic value is the gain that the option could bring to the holder if it is exercised immediately. In most cases, the time value of call options is positive
 and increases with the maturity. A positive time value can be considered as an eventual supplementary gain that the option could bring to its holder if it is exercised at a future time. With a positive time value, it is more rewarding for the option-holder’s interest to sell the security at its time value, or to wait until a future date to exercise the option, which means that it is not in his interest to exercise his right immediately. 

However, stock options are call options granted to executives in a private personal capacity, and cannot be sold to someone else. To avoid losing the whole value of his options, an executive who is leaving the company has no choice but to exercise his options before leaving. By exercising his options, he obtains the intrinsic value
 and loses just the time value. The earlier the executive leaves the firm, the more significant is his eventual loss. Due to this risk of loss, executives are dissuaded from leaving the firm before the maturity of their options. 

3. The French system of executive stock options

3.1. Success of executive stock options in France

According to an investigation realized in August 1998 by the Ministry of Employment and Solidarity which was published in March 1999, half of the 700 listed French companies had already issued executive stock options (cf. Fagnot (1999)). According to a study of the review “L’expansion” published in September 2000, a capital gain of more than 2.6 billion euros was realized in 1999 in France through option exercise, versus 579.3 million euros one year before. On the 30th June 2000, the amount of potential capital gain of all options granted by CAC40 companies which had not yet been exercised, reached 12.8 billion euros, that is to say a growth of 84.5% within one year. Table 1 gives an illustration of the progression of executive stock options in France during the last years.

(Insert Table 1)

According to the same study, France is in second position, just behind the United States
, in the league table of countries in which the number of options held by executives of the biggest companies is the greatest. Not only far ahead of Germany whose potential capital gain through options is 40 times inferior, but also ahead of the United-Kingdom whose system is closer to that of the United-States (cf. Jacquin et al. (2000)). Such success could be explained by the fact that France is one of the countries in which stock options enjoy the most significant tax advantages in comparison with salary (cf. Guimbert and Vallat (2001)).

3.2. Evolution of the French system of executive stock options

Executive stock options were introduced in France by Law n°70-1322 of the 31st December 1970 in order to encourage wage earners to invest in the stock market. Within 30 years, the juridical and fiscal system had been modified through more than a dozen laws (for more information, see Appendix 1).

To promote the use of stock options in France, the juridical system, restrictive in its initial version, has been significantly softened since the 1980s. Firstly, with Law n°84-578 of the 9th July 1984, granting a discount of 10% to the strike price became possible, while the “stock holding delay” – starting at the exercise date of the option and ending at the selling date of the stock purchased through the option – was reduced from five years to one year. This law also widened the application field of the system to encompass employees of companies of the same group (parent company, filial, and sister company) and to social proxies having taken part in the creation or the repurchase of the company. Secondly, this widening was continued through Law n°85-1321 of the 14th December 1985 to include investment certificates, and Law n°87-416 of the 18th June 1987 to non-listed companies and proxies in office without any special constraint. Furthermore, the law of 1987 raised the limit of the strike price discount from 10% to 20%, and abolished the individual ceiling for the number of options granted to each employee. Finally, Law n°94-1353 of the 22nd June 1993 abolished the stock holding delay of one year.

Following these measures to relax the juridical regime, a certain number of loopholes appeared. For example, numerous firms grant to the strike price a discount of 20% relative to the stock price at the granting date. Options granted in these conditions constitute in fact a sort of “gift” for executives insofar as they are almost sure to realize an important capital gain, whatever their efforts for the company. In addition, with the cancellation of the stock holding delay, stock options became in many cases exclusively a compensation mode whose taxation rate is lower than that of salary. As they no longer systematically made executives shareholders in their firms, the “shareholding stock option”, as originally conceived by the law, were transformed into a sort of “compensation stock option”.

To limit these drifts in practice, the regime of stock options was subjected to a series of fiscal tightenings. Firstly, Law n°89-935 of the 29th December 1989 subjected the “capital gain of acquisition” to the tax on capital gain from transferable securities in case of respect of the “option unavailability delay” of 5 years between the granting date of the option and the selling date of the stock purchased through the option. This law also subjected the strike price discount exceeding 10% to the tax on ordinary income for the option-holder. Secondly, the threshold of taxation of 10% was reduced to 5% by Law n°94-1353 of the 22nd June 1993. Finally, Law n°95-116 of the 4th February 1995 subjected the strike price discount exceeding 5% to the social contributions paid by the firm.

More recently, the juridical and fiscal system of stock options has been revised as a whole by the “Law on New Economic Regulations” adopted by the French National Assembly in May 2001. This new law consists essentially in reducing the option unavailability delay from 5 years to 4 years, re-establishing the stock holding delay for a period of 2 years, reducing from 40% to 26% the tax rate applied to the capital gain of acquisition for an amount inferior to 152,449.02 euros in the case of respect of both the option unavailability delay and the stock holding delay, and increasing from 40% to 50% the tax rate applied to the capital gain of acquisition for an amount superior to 152,449.02 euros in the case of respect of the option unavailability delay and non-respect of the stock holding delay. 

3.3. Juridical and fiscal regime of executive stock options in France

3.3.1. Executive stock options issues

French executive stock options have two different natures: “subscription options” and “acquisition options” (for the principal terms used for stock options, see Appendix 2). When subscription options are exercised, new shares are created to be delivered to option-holders. This leads to a capital increase for the firm and a stock value dilution for shareholders. On the other hand, when acquisition options are exercised, no new share is created. To be in the position to deliver stocks to option-holders, the firm buys its own existing shares exchanged on the market within the limit of 10% of its capital. The advantage granted to executives represents a cost for shareholders. In the case of subscription options, this cost is directly borne by shareholders through the stock value dilution. In the case of acquisition options, this cost is indirectly borne by shareholders through the expenses
 of the firm.
All stock companies (listed or not) can grant stock options to their employees or proxies. With respect to the report of the Board of Directors and that of the auditor, permission to grant stock options is given at the shareholders’ General Extraordinary Meeting (GEM), by specifying the mode to determine the strike price and the delay during which options cannot be exercised. On the authority of the GEM, and within the limits fixed by the law and eventually imposed by the shareholders’ GEM, the Board of Directors determines conditions in which options are granted and exercised.

· With regard to beneficiaries, options can be granted to employees or proxies who hold less than 10%
 of the capital of the firm at the granting date. 

· With regard to the number of options granted, all the subscription options in circulation, i.e. those which have been granted in the past as well as those which are planned to be granted by the present option plan, cannot create more than one third of the firm’s capital, and all the acquisition options in circulation cannot enable the purchase of more than 10% of the firm’s capital.

· With regard to the granting date, subscription options must be granted within 5 years from the day when permission to grant options is given at the shareholders’ GEM. Although no law makes provision for such a delay for acquisition options, options must however be granted within one year from the day when stocks are purchased by the firm for delivery. 

· With regard to the maturity date, it can be fixed freely by the Board of Directors, without any limitation.

· With regard to the strike price, it must be fixed by the Board of Directors on the granting date of options with respect to the mode determined by the GEM.
· If stocks are listed, then the strike price cannot be inferior to 80% of the average of the 20 last stock prices preceding the granting date. In the case of acquisition options, it cannot be inferior to 80% of the average price at which stocks are purchased by the company either.

· If stocks are not listed, then the GEM is free to choose the mode to determine the strike price. However, the fiscal administration and the ACOSS (the Central Agency of Organisms of Social Security) consider that, for non-listed stocks, no discount can be granted to the strike price in the case of subscription options, and the discount cannot be superior to 20% of the average price at which stocks are purchased by the firm in the case of acquisition options.

Once fixed, the characteristics of options cannot be changed. However, in case of operations on capital
 which have an impact on the stock price, the strike price and the number of granted options have to be adjusted so that the value of the executive’s options remains the same after the operation. More precisely, the new strike price is equal to the old one multiplied by the dilution coefficient, while the new number of options is equal to the old one divided by this coefficient. When options are granted, the company sends each beneficiary a document informing him about the option granting and a copy of the regulations
 specifying the conditions in which option-holders can exercise their rights.

3.3.2. Taxation of the executive’s capital gain

a) Decomposition of the capital gain

The capital gain realized by the option-holder is equal to the difference between the selling price of the stock and the strike price. It can be decomposed into two parts, the “capital gain of acquisition”, designated CGA, and the “capital gain of sale”, designated CGS.
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where CG represents the option-holder’s capital gain, PS the stock price when the stock purchased through the option is sold on the market, K the strike price of the option, and PA the stock price when the option is exercised (cf. Figure 1).

(Insert Figure 1)

The capital gain of acquisition is defined as the difference between the stock price when the option is exercised and the strike price. It represents the gain realized by the executive in the exercise of the option if the stock is sold immediately. 
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The capital gain of sale is defined as the difference between the selling price of the stock and the stock price when the option is exercised. It represents the gain or loss realized by the executive by holding in his or her portfolio the stock purchased through the option. 
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Example 1. At the beginning of 2002, the average price of a stock is 100 euros (i.e., S0 = 100). A company executive receives a stock option with a maturity of 10 years and a strike price of 85 euros (i.e., K = 85). 

· 4 years after the option granting, the stock price increases to 130 euros (i.e., SA = 130). The executive exercises his options and buys a stock at 85 euros. If he sells the stock immediately after the option exercise, he can realize a capital gain of acquisition of 45 euros: CGA = PA – K = 130 – 85 = 45.

· 2 years after the option exercise, the stock price increases to 140 euros (i.e., PS = 140). The executive sells his stock on the market and realizes a capital gain of sale of 10 euros during the stock holding period: CGS = PS – PA = 140 – 130 = 10. 

· In total, the executive realizes a capital gain of 55 euros (i.e., PS – K = 140 – 85 = 55). This amount is equal to the sum of the capital gain of acquisition of 45 euros and the capital gain of sale of 10 euros (i.e., CG = CGA + CGS = 45 + 10 = 55).

b) Decomposition of the capital gain of acquisition (CGA)

The capital gain of acquisition could be decomposed into two parts subjected to different tax systems. The first part is the “discount fraction taxed as a salary for the beneficiary”, designated DFTSB. The second part is the rest of the CGA, i.e. the “capital gain of acquisition after reducing the discount fraction taxed as a salary for the beneficiary”, designated CGAD. 
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The threshold, beyond which the discount is considered as a complementary salary for the beneficiary, changes with the granting date of options. In fact, if options were granted before the 1st January 1990, no discount is taxed; if options were granted between the 1st January 1990 and the 30th June 1993, the threshold is 10%; if options have been granted since the 1st July 1993, the threshold is 5%. The DFTSB can be formalized as follows:
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where max[a, b] represents the maximum of a and b, S0 the average price of the stock at the granting date, K the strike price, x the threshold beyond which the discount is taxed as a salary for the beneficiary, with x = 100% (i.e., DFTSB = 0) if the option was granted before the 1st January 1990, x = 10% (i.e., DFTSB = max[90%S0 – K, 0]) if the option was granted between the 1st January 1990 and the 30th June 1993, x = 5% (i.e., DFTSB = max[95%S0 – K, 0]) if the option has been granted since the 1st July 1993. 

From Equations (4) and (5), the CGAD can be written as
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where PA represents the stock price when the option is exercised. 

Thus, if the discount is inferior to the threshold x, that is to say if 
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, then DFTSB = 0 and CGAD = CGA = SA – K. On the other hand, if the discount exceeds the threshold x, but is inferior to the limit of 20%, that is to say if 
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, then DFTSB = (1 – x)S0 – K and PVAD = SA – (1 – x)S0.

Example 2. In Example 1, the discount granted to the strike price is 15 euros, i.e. 15% of the average price of the stock at the granting date: S0 – K = 100 – 85 = 15.

· As the option is granted after the 1st July 1993, the threshold beyond which the discount is taxed as a salary for the beneficiary is 5%: x = 5%. 

· The discount fraction which is taxed as a salary for the beneficiary is 10 euros: DFTSB = (S0 – K) – x S0 = 15 – 5% ( 100 = 10. 

· After reducing the DFTSB of 10 euros from the capital gain of acquisition of 45 euros, the CGAD is 35 euros: CGAD = CGA – DFTSB = 45 – 10 = 35.

c) Taxation on the DFTSB

The DFTSB is taxed for the beneficiary as a complementary salary at a progressive tax rate on income. As no discount is taxed as a salary for options granted before the 1st January 1990, the DFTSB makes sense only for options granted from this date. For options which have been exercised since the 1st January 1995, the DFTSB is furthermore taxed as a salary for the firm. This implies the payment, by the firm, of all the social contributions (the Social Security contribution, unemployment insurance, complementary pension, etc.), the generalized social contribution (CSG, 7.5%), and the contribution to the reimbursement of the social debt (CRDS, 0.5%)
. 

The taxation of DFTSB intervenes as soon as options are exercised, whatever stocks purchased through options are immediately sold after the purchase or will be sold at a future date. This means that the taxation for the beneficiary is established in the accounts of the year during which options are exercised, and that the contributions paid by the firm are payable in the accounts of the month during which options are exercised.

Example 3. Let us take the DFTSB of 10 euros from Example 2. 

· For the beneficiary, the DFTSB is taxed at the rate which is applied to his salary.

· As the option is exercised after the 1st January 1995, the DFATSB implies in addition the payment of diverse contributions by the company. 

· Taxations for the beneficiary and for the company intervene at the moment when the option is exercised, that is to say 4 years after the granting date of the option.

d) Taxation on the CGAD

The taxation on the CGAD varies according to whether the “option unavailability delay” – between the granting date of the option and the selling date of the stock purchased through the option – is respected or not. Such a delay is 5 years for options granted before the 27th April 2000, and 4 years for options granted from this date.

If the option unavailability delay is not respected, the CGAD is considered as a complementary salary for the beneficiary. The taxation is established in the accounts of the year during which stocks purchased through options are sold. The taxation rate is the same as that applied to the beneficiary’s salary. Furthermore, if stocks sold come from options exercised from the 1st January 1997, then the CGAD leads to the payment of diverse contributions by the company. These contributions are payable in the accounts of the month during which stocks are sold.

If the option unavailability delay is respected, the taxation of the CGAD varies with respect to the exercise date of the option. 

· If stocks sold come from options exercised before the 1st January 1990, the CGAD is exempted from taxation.

· If stocks sold come from options exercised from the 1st January 1990, the CGAD is considered for the beneficiary as a capital gain realized on financial markets and implies no contribution for the company. The taxation rate
 applied to the beneficiary varies with respect to the granting date of the option. 

· For options granted before the 20th September 1995, the tax rate is 16% as for the capital gain realized on financial markets. This rate is increased to 26% due to the existence of the social taxation whose total rate is 10% (CSG of 7.5%, CRDS of 0.5%, and social taxation of 2%).

· For options granted between the 20th September 1995 and the 26th April 2000, the tax rate is 30%, increased to 40% due to the social taxation.

· For options granted from the 27th April 2000, the tax rate varies according to two elements – the respect of the “stock holding delay”
 of 2 years and the total amount of the CGAD realized during the fiscal year. 

· If the stock holding delay is not respected, the tax rate is 30% (increased to 40% due to the social taxation) for the CGAD’ component whose amount is inferior to 152,449.02 euros (i.e., one million French francs), and 40% (increased to 50% due to the social taxation) for the rest of the CGAD.
· If the stock holding delay is respected, the tax rate is 16% (increased to 26% due to the social taxation) for the CGAD’s component whose amount is inferior to 152,449.02 euros, and 30% (increased to 40% due to the social taxation) for the rest of the CGAD.
The taxation of the CGAD intervenes when stocks are sold. It is effective only if the amount realized through the sale of all transferable securities by the beneficiary during the fiscal year exceeds 7,622.45 euros (i.e., 50,000 French francs). Below this threshold, the CGAD will be exempted from taxation.

Example 4. Let us take the CGAD of 35 euros from Example 2.

· As the option is granted after the 27th April 2000, the option unavailability delay is 4 years. This delay is respected, because the stock is sold 6 years after the granting date of the option.

· As the option unavailability delay is respected, the CGAD is taxed as a capital gain for the beneficiary and implies no taxation for the company.

· As the stock is sold 2 years after the exercise of the option, the stock holding delay is also respected. Thus, the tax rate applied to the CGAD is 26% up to the amount of 152,449.02 euros and 40% for the rest of the CGAD.

e) Taxation on the capital gain of sale (CGS)

In all cases, the CGS is taxed as a capital gain realized from the sale of transferable securities. Its taxation concerns only the beneficiary and intervenes at the selling date of stocks purchased through options. If the CGS is positive, it is taxed at the rate of 26% on condition that the amount raised from all the sales of transferable securities realized by the beneficiary during the whole fiscal year exceeds 7,622.45 euros. 

Example 5. In Example 1, the CGS of 10 euros is considered as a capital gain from transferable securities. Only the beneficiary is taxed. The taxation rate is 26%. It intervenes when the stock is sold and it is effective only if the amount raised from all the sales of transferable securities realized by the beneficiary during the whole fiscal year exceeds 7,622.45 euros.

3.3.3.
Synthesis of juridical and fiscal system of stock options in France

As developed previously, the capital gain realized by the beneficiary of a stock option can be decomposed into three parts: the DFTSB (i.e., the discount fraction taxed as a salary for the beneficiary), the CGAD (i.e., the capital gain of acquisition after reducing the discount fraction taxed as a salary for the beneficiary), and the CGS (i.e., the capital gain of sale).  
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The DFTSB is distinguished from the two other components by several facts. Firstly, it can never be negative, which is neither the case of the CGAD, nor that of the CGS. Secondly, it is independent of the stock price evolution, while the CGAD and the CGS are functions of the stock price at the exercise date of the option and/or at the selling date of the stock. Lastly, the taxation of the DFTSB is triggered off by the option exercise, and not by the stock selling as is the case with the CGAD and the CGS. Until now, we have always supposed that both the CGAD and the CGS are positive or zero. Within this hypothesis, the principal characteristics of the juridical and fiscal regime
 of executive stock options are summarized in Table 2 and illustrated in Figure 2.

(Insert Table 2 and Figure 2)

However, the CGAD and the CGS can be negative. Henceforth, a negative CGAD will be designated CLAD, while a negative CGS will be designated CLS.

· A CLAD means that the CGA
 is inferior to the DFTSB: 0 < CGA = SA – K < DFTSB = (1 – x)S0 – K, which leads to: 
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· A CLS means that the beneficiary realizes a capital loss during the holding period of the stock: 
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As indicated in Table 3, besides the “standard scenario” in which both the CGAD and the CGS are positive, five other scenarios are possible. For these “non-standard scenarios”, the taxation principal is as follows: if the total taxation basis (i.e., the sum of the CGAD and the CGS) is positive, which means that one of the two components is positive and the other is negative, the taxation system applied to the sum of the CGAD and the CGS is the same as that of the positive component; if the total taxation basis is negative, which means that both of the two components are negative, the taxation system is the same as that of the capital loss realized from the sale of transferable securities.

(Insert Table 3)

Example 6. At the beginning of 2002, the average price of a stock is 100 euros (i.e., S0 = 100). An executive of the company receives a stock option whose maturity is 10 years and whose strike price is 85 euros (i.e., K = 85). The discount fraction taxed as a salary for the beneficiary is 10 euros: DFTSB = 100 ( 95% – 85 = 10 (for the abbreviations used in this article, see Appendix 3). 

· Scenario 1 (Standard scenario): SA = 110, SV = 130;

· CGAD = (SA – K) – DFTSB = (110 – 85) – 10 = 15 > 0;

· CGS = SV – SA  = 130 – 110 = 20 > 0;

· CGAD + CGS = 15 + 20 = 35 > 0;

For the taxation of each component, see III.3.2.

· Scenario 2: SA = 130, SV = 120;

· CGAD = (SA – K) – DFTSB = (130 – 85) – 10 = 35 > 0;

· CLS = SV – SA  = 120 – 130 = –10 < 0;

· CGAD + CLS = 35 – 10 = 25 > 0;

On the selling date of the stock, the taxation system applied to the sum of the CGAD and the CLS is the same as that of the CGAD, except that the basis is 25 euros.

· Scenario 3: SA = 90, SV = 120;

· CLAD = (SA – K) – DFTSB = (90 – 85) – 10 = –5 < 0;

· CGS = SV – SA  = 120 – 90 = 30 > 0;

· CLAD + CGS = –5 + 30 = 25 > 0;

On the selling date of the stock, the taxation system applied is the same as that of the capital gain from transferable securities (26%) on the basis of 25 euros.

· Scenario 4: SA = 90, SV = 80;

· CLAD = (SA – K) – DFTSB = (90 – 85) – 10 = –5 < 0;

· CLS = SV – SA  = 80 – 90 = –10 < 0;

· CLAD + CLS = –5 – 10 = –15 < 0;

The sale of the stock leads to a capital loss of 15 euros. On the condition that the amount raised from all the sales of transferable securities realized by the beneficiary during the fiscal year exceeds 7,622.45 euros, this capital loss contributes to the reduction of other capital gains realized by the beneficiary during the same year or during one of the 5 following years.

· Scenario 5: SA = 130, SV = 80;

· CGAD = (SA – K) – DFTSB = (130 – 85) – 10 = 35 > 0;

· CLS = SV – SA  = 80 – 130 = –50 < 0;

· CGAD + CLS = 35 – 50 = –15 < 0;

The taxation system is the same as in Scenario 4.

· Scenario 6: SA = 90, SV = 92;

· CLAD = (SA – K) – DFTSB = (90 – 85) – 10 = –5 < 0;

· CGS = SV – SA  = 92 – 90 = 2 > 0;

· CLAD + CGS = –5 + 2 = –3 < 0;

The taxation system is the same as in Scenario 4, except that the capital loss basis is 3 euros.

3.4. Special regime of stock options for creators of firms (BSPCE)

In order to lighten the taxation of stock options for young companies, in autumn 1997, the law introduced a special regime, called BSPCE (in French “Bons de Souscription de Parts de Créateur d’Entreprise”). Originally, the BSPCE system was reserved for high technology companies that are not listed, that had existed for less than 7 years, and individuals hold more than 75% of whose capital. At the end of 1998, the system was extended to companies that had existed for less than 15 years. In July 1999, Law n°99-587 further extended the system to encompass companies which were listed on French or European equity markets for growth values, and companies in which more than 25% of the capital was held by individuals. In May 2001, the Law on the New Economic Regulations (NER) extended once more the system to encompass companies that were not high technology ones. 

As shown in Table 4, the taxation of the BSPCE system is much simpler and more attractive for both the beneficiary and the firm. In fact, the firm is exempted from all taxation. The beneficiary is subjected to a tax whose rate is 26% if he has been in the firm for more than 3 years when he sells stocks; if not, he is subjected to a tax whose rate is 40%.

(Insert Table 4)

Example 7. At the beginning of 2002, the average price of a stock listed at the “Nouveau Marché” of Paris is 100 euros (i.e., S0 = 100). Two executives, designated X and Y, have been in the firm for 2 years and 1 year, respectively. Each of them receives 1,000 BSCPE whose maturity is 5 years and whose strike price is 85 euros (i.e., K = 85). One year later, the two executives exercise all of their options, sell immediately the stocks acquired at 115 euros (i.e., SA = SV = 115). In this way, each of them realizes a capital gain of 30,000 euros, i.e. 1,000 ( (SV – K) = 1,000 ( (115 – 85) = 30,000.

· Having been in the firm for 3 years at the exercise date of the options, executive X enjoys the tax rate of 26% for his capital gain of 30,000 euros.

· However, executive Y has been in the firm for only 2 years. For this reason, he is subjected to a tax rate of 40% for his capital gain of 30,000 euros.

4. Conclusion

Executive stock options have made great progress in France over the last thirty years and are increasingly used by French firms. Despite the diverse advantages they present, stock options have shown a certain number of limits within the present system. These limits not only prevent this incentive instrument from fulfilling its purpose, they may also restrict its future development. 

Firstly, flexibility is lacking in the present system of stock options. In fact, in order to stay within the framework of traditional options, most option plans are designed in the same way, and the specificity of each firm cannot be taken into account. In these plans, the principal variables that can be determined by firms are limited to the granting date, the maturity date, the exercise period, and the strike price. Once fixed, they can no longer be changed anymore. Due to the rigidity of the system, stock options do not always permit firms to reach the incentive objectives that they fix through option issues. For example, within the framework of a traditional plan of stock options, the appreciation of executives’ performance is founded on the “absolute performance” concept of the stock price. However, such a performance is significantly influenced by macroeconomic factors that are beyond executives’ control. In order that the quality of executives’ work is correctly appreciated, the use of the “relative performance” seems more appropriate (cf. Ubelhart (1981), Akhigbe (1996), Wu (1997), Johnson and Tian (2000)). In addition, the retention effect of traditional options also seems fragile insofar as it disappears definitively once options are exercised and stocks are sold. To reinforce the retention effect of the system, it could be interesting to introduce the mechanism of ratchet options (cf. Wu and Yu (2003)). 

Secondly, the juridical and fiscal system of stock options becomes too complicated, as explained throughout this article. Thus, it needs to be simplified. Furthermore, the law should not content itself with sanctioning drifts that may appear in practice. It should above all permit the guidance of firms in their use of this instrument by encouraging “good initiatives”
 aiming to reinforce the incentive and retention effects of stock options. 
Thirdly, the present system lacks transparency for shareholders, though some progress has been made in recent years
.  In fact, the granting procedure of options is opaque insofar as shareholders receive no information about the criteria according to which an executive is selected as beneficiary of stock options. In addition, when a new plan is granted, firms are not under an obligation to publish the number of options granted to each beneficiary; once a plan is granted, firms do not need to communicate any information about the exercise of options, such as the number of options exercised during the fiscal year, the dates at which these options have been exercised, and the prices of the stock at the exercise dates of these options. Thus, after having granted compensation to executives through stock options, shareholders are incapable of even knowing the exact amount of these compensations.

Appendix 1: Principal modifications on stock options by the French legislation

1) Law n°1970-1322 of the 31st December 1970: possibility to grant subscription or acquisition stock options to employees of firms.

2) Law n°1984-578 of the 9th July 1984: 

· extending the system to all firms linked within the same group;

· extending the system to social proxies who have taken part in the creation or acquisition of the firm;

· permitting the granting of a discount of 10% to the strike price;

· considering the expenses resulting from plans of stock options as deductible charges for the firm;

· permitting the reduction of the tax on the CGA with the CLS;

· reducing the stock holding delay from 5 years to 1 year, but maintaining the option unavailability delay of 5 years.

3) Law n°1985-695 of the 11th July 1985: extending the system to social proxies who had been employees of the firm in the past.

4) Law n°1985-1321 of the 14th December 1985: extending the system to investment certificates.

5) Order of the 21st October 1986: extending the system to foreign companies.

6) Law n°1987-416 of the 18th June 1987:

· raising the strike price discount from 10% to 20%;

· canceling the limitation for the number of options granted to each beneficiary;

· cancelling the limitation for the maturity of options;

· permitting non-listed firms to grant acquisition options; 

· extending the system to social proxies without any special constraint.

7) Law n°1989-935 of the 29th December 1989 of finances for 1990:

· taxing the capital gain of acquisition as a capital gain from transferable securities in the case of respect of the option unavailability delay;

· taxing the strike price discount exceeding 10% as a salary for the beneficiary.

8) Law n°1994-1353 of the 22nd June 1993 of rectified finances for 1993:

· taxing the strike price discount exceeding 5% as a salary for the beneficiary;

· cancelling the stock holding delay of one year.

9) Law n°1995-116 of the 4th February 1995: taxing the strike price discount exceeding 5% to the social contributions.

10) Law n°1995-1346 of the 30th December 1995 of finances for 1996: taxing, for options granted since the 20th September 1995, the capital gain of acquisition at a rate of 30%, raised to 40% because of CSG of 7.5%, CRDS of 0.5%, and social taxation of 2%. 
11) Law n°2000-2335 on the new economic regulations of the 27th April 2000: 

· reducing the option unavailability delay from 5 to 4 years;

· reintroducing the stock holding delay of 2 years;

· reducing from 40% to 26% the tax rate on the CGAD for the part inferior to the amount of 152,449.02 euros in the case of respect of both the option unavailability delay and the stock holding delay; raising from 40% to 50% the tax rate on the CGAD for the part superior to this amount in the case of respect of the option unavailability delay and non-respect of the stock holding delay.

Appendix 2: Glossary of terms

Acquisition date (or exercise date): date at which options are exercised at the strike price.

Acquisition options: options that do not lead to the creation of new stocks when they are exercised, as stocks delivered to option-holders are bought from the market by the firm. 

Authorizing date of granting options: date at which the shareholders’ General Extraordinary Meeting gives its authorization to the Board of Directors to grant options.

Average stock price at the granting date of the option: average of the 20 last stock prices before the granting date of the option. 

Capital gain of acquisition (CGA): difference between the stock price at the exercise date of the option and the strike price. It represents the gain realized by the beneficiary in the exercise of the option if he sells the stock on the market immediately. The CGA is decomposed into two parts: the DFTSB and the CGAD.

Capital gain of acquisition after reduction of the discount fraction taxed as a salary for the beneficiary (CGAD): difference between the CGA and the DFTSB.
Capital gain of sale (CGS): difference between the selling price of the stock and the stock price at the exercise date of the option. This represents the gain realized by the beneficiary during the holding period of the stock acquired through the option.

Compensation committee: committee composed of administrators whose purpose is to determine social proxies’ compensation (salary, bonus, etc.) as well as the number of their stock options.

Discount fraction taxed as a salary for the beneficiary (DFTSB): fraction of the discount granted to the strike price that is taxed as a salary for the beneficiary. 

Discount: reduction granted to the strike price relative to the average stock price at the granting date of the option. This cannot exceed 20% of the last average stock price. 

Exercise of the option: the option-holder using his right to buy a stock at the strike price. The exercise of the option makes sense for the beneficiary only when the stock price is superior to the strike price.

Exercise period: period during which options can be exercised. 

Granting date of options: date at which options are granted.

Maturity of the option: maturity date of the option. 

Option unavailability delay: delay between the granting date of the option and the selling date of the stock acquired through the option. This is 5 years for options granted before the 27th April 2000 and 4 years for options granted from this date.

Selling date: date at which the beneficiary sells the stock acquired through the option. 

Stock holding delay: reintroduced by the law on the new economic regulations of May 2001 for options granted since the 27th April 2000, the duration of the stock holding delay is 2 years. If the option is exercised after the option unavailability delay, it begins at the exercise date of the option and ends at the selling date of the stock; if not, it begins at the end of the option unavailability delay and ends at the selling date of the stock.

Stock options for firm creators (Bons de souscription de parts de créateur d’entreprise or BSPCE): stock options granted by young firms which are not listed or listed on French or European equity markets for growth values, which have existed for less than 15 years, and more than 25% of whose capital is held by individuals. This system enjoys a more attractive taxation than classical stock options. 

Stock price of acquisition: stock price when the option is exercised. 

Stock price of selling: stock price when the stock is sold. 

Strike price: price which is determined in the option contact, at which the beneficiary can subscribe or acquire a stock of the firm. It cannot be inferior to 80% of the average stock price at the granting date of the option. 

Subscription options: options which lead to the creation of new stocks which are delivered to option-holders. 

Vesting period: period which begins at the granting date of the option, during which options cannot be exercised. Within this period, the option-holder loses all his options if he or she leaves the firm. 

Appendix 3: Glossary of abbreviations

ACOSS : Agence Centrale des Organismes de Sécurité Sociale (Central Agency of Organisms of Social Security).
BSPCE: Bon de Souscription de Parts de Créateur d’Entreprise (Stock options for creators of firms).

CG: Capital Gain.

CGA: Capital Gain of Acquisition.

CGAD: Capital Gain of Acquisition after Diminution of the DFTSB,
CGS: Capital Gain of Sale.

CL: Capital Loss.

CLA: Capital Loss of Acquisition, that is to say when the CGA is negative.

CLAD : Capital Loss of Acquisition after Diminution of the DFTSB, that is to say when the CGAD is negative. 
CLS: Capital Loss of Selling.

COB: Commission des Opérations de Bourse (French Security Exchange Commission).

CRDS: Contribution au Remboursement de la Dette Sociale (of 0.5%) (Contribution to the reimbursement of the social debt).
CSG: Contribution Sociale Généralisée (of 7.5%) (Generalized social contribution).
DFTSB: Discount Fraction Taxed as a Salary for the Beneficiary.

GEM: General Extraordinary Meeting.

NER: New Economic Regulations.
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Table 1: Some statistics about stock options granted by CAC40 companies

	
	1997
	1998
	1999

	Number of options in circulation at the end of the year (in millions)
	92,3
	129,7
	233,9

	Number of option-holders


Among whom, number of executives
	20 900

400
	28 000

500
	35 000

600

	Potential capital gain (in millions of euros)


By each option-holder


By each executive
	4 360,0

nd

2,2
	6 921,2

0,2

3,4
	12 772,2

0,3

5,0

	Number of options exercised during the year (in millions)
	8,5
	11,7
	38,3

	Estimation of capital gain realized (in millions of euros)
	407
	579
	2 576


Source : Expansion (1998, 1999 et 2000)

Figure 1: Capital gain realized by the option-holder












              

Table 2: Main characteristics of juridical and fiscal system of stock options in France

	Components of the capital gain
	Taxation system
	Comments

	Discount fraction taxed as a salary for the beneficiary (DFTSB).


	The discount is limited to 20% of the average stock at the granting date of the option.

For the beneficiary, no discount is taxed for options granted before 01/01/1990. For options granted since this date, the discount exceeding 10% (between 01/01/1990 and 30/06/1993) or 5% (since 01/07/1993) is taxed as a salary.

For the firm, all discounts exceeding 5% are subjected to social contributions on the condition that options are exercised since 01/01/1995.
	The taxation intervenes when options are exercised, whether stocks acquired through options are sold immediately or not.

	Capital gain of acquisition after diminution of the discount fraction taxed as a salary for the beneficiary (CGAD).

 
	Option unavailability non respected


	The CGAD is taxed as a salary for the beneficiary. If the option is exercised after 01/01/1997, it also leads to the payment of diverse social contributions by the firm.
	The taxation of the CGAD intervenes when stocks are sold.

The option unavailability delay is 5 years for options granted before 27/04/2000. For options granted since this date, it is 4 years with in addition a stock holding delay of 2 years.

If the option unavailability delay is respected,

· the beneficiary can choose to apply to the CGAD the tax rate applied to his salary;

· the taxation is effective if the amount raised from all the sales of transferable securities realized by the beneficiary during the fiscal year exceeds 50.000 F. (**)



	
	Option unavailability respected

· If options are exercised before the 01/01/1990, the CGAD is exempted from taxation.

· If not, only the beneficiary is taxed on the CGAD.


	For options granted before 20/09/1995


	16% + 10%
	

	
	
	For options granted between 20/09/1995 and 26/04/2000


	30% + 10%
	

	
	
	For options granted since 27/04/2000
	Stock holding delay non respected
	30% + 10%

(part ( 1MF) (*)


	

	
	
	
	
	40% + 10%

(part > 1MF) (*)


	

	
	
	
	Stock holding delay respected
	16% + 10%

(part ( 1MF) (*)


	

	
	
	
	
	30% + 10% 

(part > 1MF) (*)


	

	Capital gain of sale (CGS)
	The CGS is only taxed for the beneficiary at a rate of 26%. The taxation is effective if the amount raised from all the sales of transferable securities realized by the beneficiary during the whole fiscal year exceeds 50.000 F. (**)


	The taxation intervenes when stocks are sold.


(*): 1MF are equivalent to 152,449.02 euros. (**): 50,000 F are equivalent to 7,622.45 euros.

Figure 2: Illustration of fiscal system of stock options in France

Case 1: Options were granted before the 27th April 2000










Case 2: Options have been granted since the 27th April 2000


Table 3: Taxation on the sum of the CGAD and the CGS

	Scenario
	Sign of

CGAD
	Sign of

CGS
	Sign of

(CGAD+CGS)
	Taxation for the beneficiary on the sum of 

the CGAD and the CGS

	1


	+
	+
	+
	“Standard scenario”, in which the CGAD and the CGS

follow their proper taxation systems, repectively.

	2


	+
	–
	+
	Following the system of the CGAD, by reducing the 

CLS from the taxation basis. (*)

	3


	–
	+
	+
	Following the system of the CGS at 26%, by reducing

the CLAD from the taxation basis. (()

	4


	–
	–
	–
	Following the system of the capital loss at 26%, by

adding the CLAD to the deductible basis CLS. (()

	5


	+
	–
	–
	Following the system of the capital loss at 26%, by 

reducing the CGAD from the deductible basis CLS. (*)

	6


	–
	+
	–
	Following the system of the capital loss at 26%, by 

reducing the CGS from the deductible basis CLAD. (()


For options exercised from the 1st January 1997, if the option unavailability delay is not respected, the CGAD is not only subjected to the tax on ordinary income for the beneficiary, it implies also the payment of diverse social contributions by the company. In such a situation, two cases are distinguished. (*) If the CGAD is positive, then the firm is subjected to diverse contributions on the basis of the CGAD, even if the beneficiary realizes a CLS. (() If the CGAD is negative, the company is exempted from taxation, even if the beneficiary realizes a CGS.
Table 4: Comparison between BSPCE and traditional stock options

	
	BSPCE
	Traditional stock options

	Insuring firm
	· Firms non listed or listed on European equity markets for growth values;

· Firms which have existed for less than 15 years;

· Firms in which more than 25% of the capital is held by individuals.


	· Stock companies, listed or not, and their filial firms;

· Firms within the same group;

· French companies which are the parent or filial of a foreign firm.

	Beneficiary
	Employees or social proxies who are subjected to the fiscal system of employees.
	Employees or social proxies who hold less than 10% of the capital of the firm, within the limit of:

· one third of the capital of the firm in the case of subscription options;

· 10% of the capital of the firm in the case of acquisition options.



	Delay to be respected in order that the beneficiary can enjoy the lowest tax rate
	The beneficiary must have been within the firm for more than 3 years when he sells stocks acquired through the exercise of options.


	· If options are granted before 27/04/2000, the option unavailability delay of 5 years must be respected between the option granting date and the stock selling date.

· If options are granted from 27/04/2000, two delays must be respected:

· the option unavailability delay of 4 years;

· the stock holding delay of 2 years between the option exercise date (or the end of the option unavailability delay) and the stock selling date.



	Strike price
	Freely fixed by the shareholders’ GEM, the strike price must not be inferior to the price used in the last increase of capital which has taken place during the last 6 months.


	The strike price must not be inferior to 80% of the average stock price at the granting date of the plan of options. Furthermore, in the case of acquisition options, it must not be inferior to 80% of the average price at which stocks are purchased by the firm.



	Maturity
	Cannot exceed 5 years.


	Freely fixed without limitation. 



	Types of options
	Subscription options only.
	Subscription options or acquisition options.



	Taxation on the capital gain realized by the beneficiary
	· At a rate of 26% as a capital gain from the selling of transferable securities if the beneficiary has been in the firm for more than 3 years when stocks are sold. 

· At a rate of 40% if not.


	The capital gain is decomposed into 3 parts subjected to different taxations:

· the FDTSB is taxed as a salary;

· the CGAD is taxed according to the option exercise date and the stock selling date;

· the CGS is taxed at a rate of 26%.
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Stock holding





Option exercise
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Time
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Authorized floor for the strike price
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Taxation on the CGAD:


Beneficiary: Taxed at a rate of 26% for the part inferior to 152,449.02 euros, and of 40% for the part superior to this amount. 


Firm: No tax.





Taxation on the CGS in the two cases:


Beneficiary: Taxed at a rate of 26%.


Firm: No tax.





2 years





2 years





Taxation on the CGS in the three cases:


Beneficiary: Taxed at a rate of 26%.


Firm: No tax.





Granting





Exercise 1





Exercise 2





Option unavailability delay of 4 years





Taxation on the discount fraction exceeding 5% (DFTSB):


Beneficiary: Taxed as a salary.


Firm: Social contributions, CSG, and CRDS.





Taxation on the CGAD: 


Beneficiary: Taxed as a salary. 


Firm: Social contributions, CSG, and CRDS.





Taxation on the CGAD:


Beneficiary: Taxed at a rate of 40% for the part inferior to 152,449.02 euros, and of 50% for the part superior to this amount.


Firm: No tax.





Taxation on the discount fraction exceeding 5% (DFTSB):


Beneficiary: Taxed as a salary.


Firm: Social contributions, CSG, and CRDS.








Taxation on the CGAD:


Beneficiary: Taxed at a rate of 40% for the part inferior to 152,449.02 euros, and of 50% for the part superior to this amount. 


Firm: No tax.





Taxation on the CGAD:


Beneficiary: Taxed at a rate of 26% for the part inferior to 152,449.02 euros, and of 40% for the part superior to this amount. 


Firm: No tax.
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Stock price





Stock sale 1b





Stock sale 2a





Stock sale 2b





Stock sale 1c





Taxation on the CGAD:


Beneficiary: taxed as a salary.


Firm: Subjected to social contributions, CSG, and CRDS if options have been exercised since 01/01/1997; no tax if not.





Taxation on the CGAD:


Beneficiary:


No tax if options were exercised before 01/01/1990.


If options have been exercised since 01/01/1990, taxed as a capital gain from transferable securities at a rate of y, with y = 26% for options granted before 20/09/1995, and y = 40% for options granted between 20/09/1995 and 26/04/2000.


Firm: No tax.





Taxation on the CGS in the two cases:


Beneficiary: Taxed as a capital gain from transferable securities at a rate of 26%.


Firm: No tax.





Taxation on the discount fraction taxed as a salary for the beneficiary (DFTSB):


Beneficiary: 


No tax if options were granted before 01/01/1990.


Taxed as a salary if options have been granted since 01/01/1990. The threshold beyond which the discount is taxed as a salary is designated x, with x = 10% for options granted between 01/01/90 and 30/06/93, and x = 5% for options granted between 01/07/93 and 26/04/2000.


Firm: Subjected to social contributions, CSG, and CRDS on the discount exceeding 5% if options are granted since 01/01/1995; no tax if not.





Granting





Option exercise





Stock sale 2





Stock sale 1





Option unavailability delay of 5 years








� Concerning the American taxation evolution, see Siegel (2002). 


� For example, in 1999, 94% of the companies in the index of S&P500 had issued stock options versus 82% in 1992 (cf. Hall & Murphy (2001)). According to the same authors, in 1999, stock options represented 47% of S&P500 company executives’ the total compensation versus 21% in 1992.


� Three sources of interest divergences are identified. Firstly, the impact of the risk of the company is more significant for executives than for shareholders. In fact, as shareholders invest only a part of their financial capital in the company, they can diversify this risk on the financial market. On the other hand, executives invest in the company not only their financial capital, but also their human capital. Thus, they are incapable of diversifying their risk on the market. More exposed to the risk, executives have a tendency to take less risk than shareholders’ expectation. Secondly, executives tend to give a greater importance to the performance of the company for the period during which they’re in office, while shareholders’ interests are beyond such a horizon. Finally, it’s possible that executives tend to try to derive personal profit from their function to shareholders’ detriment.


� The time value is negative only before the payment of a cash dividend whose amount is extremely high.


� If the leaving takes place before the end of the vesting period during which options cannot be exercised, the executive loses not only the time value, but also the intrinsic value, that is to say the whole value of his options.


� However, it is noteworthy that the French practice of stock options is characterized by its elitism. In fact, in 1999, only 34516 employees of CAC40 companies enjoyed this mode of compensation versus 28013 in 1998, that is to say 1% of the whole staff versus 10% in the United-States.


� These expenses are composed of three parts: the “cost of stock holding”, the “strike price discount”, and the “risk of stock price depreciation” (cf. Wu (1997)). The cost of stock holding represents the cost for the company to hold its own stocks, that is to say the cost to finance the purchase of these stocks minus the amount of dividends received by the company during the holding period. The strike price discount represents the difference between the price at which the company buys its own stocks (i.e. the average stock price at the granting date of the option) and the price at which it sells these stocks to the executive (i.e. the strike price). The risk of stock price depreciation represents the cost for the company when it sells its own stocks on the market at a price lower than the strike price in case of non-exercise of the options during their life periods.


� This limit is raised to one third if the firm has been created or if the majority of its capital has been purchased by its employees or proxies over the previous two years.


� The operation could be for example an increase of capital or a split. 


� They may include for example the obligation for the beneficiary to have the status of employee or proxy at the exercise date of the option, the possibility to suspend their rights in case of operations on capital, the cancellation of their rights in case of takeover of the firm by another one, the banning of exercising options before the term of a certain period, the impossibility to sell shares during a certain delay from the exercise date of the option, and the date from which option-holders have rights on dividends.


� It is noteworthy that in spite of the distinctions made by the law for options granted at a different date (which leads to no taxation on the strike price discount for options granted before the 1st January 1990, the taxation of the strike price discount exceeding 10% for options granted between the 1st January 1990 and the 30th June 1993, and the taxation of the strike price discount exceeding 5% for options granted since the 1st July 1993), the ACOSS means to subject the strike price discount exceeding 5% to social contributions for all options, whatever their granting dates, the only condition is that they should have been exercised since the 1st January 1995.


� However, the beneficiary can choose to apply to the CGAD the taxation rate applied to his salary, by continuing to be subjected to the social imposition whose total rate is 10%.


� The stock holding delay is defined differently with respect to the exercise date of the option. If the option is exercised after the end of the option unavailability delay, then it starts at the exercise date of the option and ends at the selling date of the stock. If not, it begins at the end of the option unavailability delay and ends at the selling date of the stock.


� See Francis Lefèvre (2003).


� The CGA cannot be negative, as the option-holder can choose not to exercise his option.


� Some French companies, such as Alstom, BNP Paribas, and Vivendi Universal, have added some complementary clauses in their plans of stock options so that the exercise of options is not only subject to the absolute performance of the stock price, but also to other performance constraints, such as the earning performance of the firm, or the performance of the stock price relative to the companies in the same economic sector.


� Shareholders must be informed about the numbers, the strike prices as well as the names of beneficiaries of options plans granted during the year. They must also be informed about the number of options granted in the past which have been exercised during the year. When a plan of stock options is granted, the firm must inform the COB (Commission des Opérations de Bourse, the French Security Exchange Commission) about the principal characteristics of the plan, that is to say the number of options, the strike price, and the number of beneficiaries. However, the firm is not required to specify the number of options granted to each beneficiary.


� Initial source: Bertrel (1997).
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