MIP DESK

ADVANCED PHASE

Management equity and tax:

what every CFO needs to
know

Author Aaron Roes Reading time 11 min read
Tax is where this series has to be most careful, and most
honest. The treatment of management equity varies
sharply between jurisdictions, changes with legislation
and case law, and turns on facts specific to each
structure and each participant. Nothing here replaces
advice from a qualified tax adviser in the relevant
country, taken early. What a series on administration
can usefully do is different: map the questions every
jurisdiction asks in some form, name the traps that
recur across programmes, and make one argument with
full conviction, that the tax outcome is shaped when
the plan is designed and defended by what was
recorded, which puts a large part of the tax position

squarely inside the CFO's operational control.
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The questions that decide the treatment, in
every jurisdiction's own way

Beneath the local detail, tax regimes examine
management equity through a remarkably consistent
set of questions. What is the character of the return?
Broadly: is the participant's gain treated as a return on
an investment they genuinely made, or as a reward for
their employment? The first tends toward capital
treatment, the second toward employment income,
and the gap between those rates is usually the single
largest number in the whole discussion. Did the
participant pay full value at entry? If shares were
acquired below their real worth, the discount is
typically an employment benefit, taxed as such, at
entry or later. This is why the entry valuation, a theme
since the onboarding article, is not an administrative
nicety but the foundation of every participant's tax
position. When is the taxable moment? Jurisdictions
differ on whether tax bites at acquisition, at vesting, or
at disposal, and instruments differ within jurisdictions;
the answer determines whether participants face tax
years before they see cash. And what does the specific
structure change? Leverage in the instrument, hurdle
terms, loan-funded participation, holding periods:
design features move the analysis, which is why tax
advisers belong in the room at design, not after signing.
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Every row in that table shares one anatomy: a tax
exposure created quietly during the hold, invisible until
exit, and expensive precisely because it aged. Tax
authorities assess with hindsight; the only effective
defence is a record made without it.

The CFQ's actual role: owner of the facts
the answers depend on

The CFO is not the plan's tax adviser and should resist
becoming one. But look at what every tax question
above turns on: the price paid at entry and the
valuation behind it; the dates of acquisition, vesting,
and disposal; the terms of the instrument as they
actually stand; the residence and employing entity of
each participant; the price and date of every
repurchase. That is not tax law. That is the register, the
files, and the calendar, which is to say, the
administration this entire series has described. The tax
adviser supplies the analysis; the CFO's organisation
supplies the facts, and an analysis built on soft facts is

soft all the way up.
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Seen this way, the CFO's tax responsibilities are
concrete and entirely achievable: ensure every
valuation moment (entries and repurchases) has
contemporaneous support; keep the event dates
precise, because tax turns on dates; maintain the per-
jurisdiction map of participants, entities and
obligations; trigger the advisers at the right moments
(design, each new jurisdiction, each structural change,
each leaver, and well before exit); and make sure the
company's own obligations, withholding, reporting,
filings, are on a calendar someone owns. None of that
requires a tax qualification. All of it decides whether the
qualified advice survives contact with an audit.

A closing note for the whole series as much as for this
article: participants experience the MIP as a promise
about the future. Tax authorities experience it as a set
of historical facts. The administration is what makes
those two views agree, at exit, years after the promises
were made. Keep the facts as carefully as the promises,
and both survive.

What this means in practice
FOR FUND MANAGERS

Put tax advisers in the design room. The treatment is
largely set by choices made before signing: instrument,
price, structure. Advice taken after the documents exist
can only describe the consequences, not improve
them.

Ask one question per jurisdiction: what is our exposure
if the entry valuations fail? The answer sizes the plan's
largest latent tax risk, and points directly at the quality
of the valuation record.

Re-run the analysis at structural events. Refinancings,
new rounds and add-ons can change the tax character
of what participants hold. A standing item, not a one-
off memo.

FOR CFOS AND MANAGEMENT TEAMS

Own the facts, delegate the law. Valuations, dates,
terms, residence, obligations: keep these impeccable
and current, and let qualified advisers do the rest on
solid ground.

Build the obligations calendar. Every jurisdiction's filing,
withholding and reporting duties, with owners and
dates. Missed compliance is the most avoidable tax

cost a plan can incur.



As a participant, get your own advice. The company's
tax position and yours are related but not identical.
Your entry, your residence, and your exit deserve an hour

with an adviser who acts for you.

One last thought

Sixteen articles ago, this series began with a plain
question: what is a management incentive plan, and
how does it actually work? The honest summary of
everything since is that a MIP is two things at once. It is
a set of promises, made at inception, about how value
will be shared if the plan succeeds. And it is a set of
facts, accumulated daily across the hold, that
determine whether those promises can be kept,
calculated, defended, and taxed as intended when the
moment comes.

The promises get the attention; the facts get the

outcome. Keeping the facts, completely,
contemporaneously, in one place, owned by someone,
from inception to exit, is the whole of the discipline this
series has tried to describe. It is unglamorous, it is
entirely achievable, and it is the work we do at MIP

Desk.
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