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This paper examines how firms account for and report the tax benefits of employee stock

options (ESOs). The tax benefits of ESOs reduce taxes actually owed but enter stockholders'

equity directly without reducing reported income tax expense. Failing to adjust reported

income tax expense for this benefit can lead to poorly specified studies with the distinct

possibility of considerable measurement error and flawed inferences.

We explain the adjustments needed for more reliable estimates of effective tax rates, tax

burdens, and marginal tax rates often critical to analyses of firm‐specific and public policy

issues. We document problems with firms' disclosures and, using a sample of large NASDAQ

firms likely to be heavy users of ESOs, find that adjusting for the ESO tax benefit is essential to

understanding the impact of taxes on those firms.

This content is only available via PDF.

American Accounting Association

You do not currently have access to this content.

Sign in

Don't already have an account? Register

Member Login

Log in

Pay-Per-View Access

Michelle Hanlon ; Terry Shevlin, Professor

Views   Share   Tools   Cite  

javascript:;
https://doi.org/10.2308/acch.2002.16.1.1
https://my.aaahq.org/Security/Sign-In?returnurl=https%3A%2F%2Fpublications.aaahq.org%2FExternalLoginResponse.ashx%3FelpId%3D3&RelayState=https%3a%2f%2fpublications.aaahq.org%2f
https://publications.aaahq.org/ExternalLoginProvider/ExternalLoginRequest?elpId=3
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;
javascript:;


Print ISSN: 0888-7993 Online ISSN: 1558-7975

Information for Authors

Authorship Policy

Skip to Main Content

View Metrics

Citing Articles Via

Google Scholar

CrossRef (102)

 Email Alerts

Article Activity Alert

Publish Ahead of Print Alert

New Issue Alert

$25.00 
AAA Members: Please log in for free access to content. Note, Teaching Notes are a full 

member benefit and are not available to student members.

 Buy This Article

https://aaahq.org/Research/Information-For-Scholars
https://publications.aaahq.org/DocumentLibrary/AAA/Authorship.pdf
https://www.altmetric.com/details.php?domain=publications.aaahq.org&citation_id=23077984
javascript:;
http://scholar.google.com/scholar?q=link:https%3A%2F%2Fpublications.aaahq.org%2Faccounting-horizons%2Farticle%2F16%2F1%2F1%2F1698
https://publications.aaahq.org/accounting-horizons/crossref-citedby/1698
javascript:;
javascript:;
javascript:;
https://publications.aaahq.org/store/add/1698/3


Plagiarism Policy

Data Integrity Policy

Citing Corrected Articles Policy

Minimizing Overlapping Decision Rights Policy

Prior Publication Policy

  

Cookie Policy  Accessibility  Terms & Conditions  Get Adobe Acrobat Reader

© Copyright 1998 - 2025 American Accounting Association. All rights reserved.

https://publications.aaahq.org/DocumentLibrary/AAA/Citing.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Data-Integrity.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Decision-Rights.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Plagiarism-Policy.pdf
https://publications.aaahq.org/DocumentLibrary/AAA/Prior-Publication.pdf
https://twitter.com/aaahq?ref_src=twsrc%5Egoogle%7Ctwcamp%5Eserp%7Ctwgr%5Eauthor
https://www.linkedin.com/company/american-accounting-association
https://www.facebook.com/aaahq.org/

