
cash payment from the employer in the amount of the difference
between the fair market value of the stock and the option price.

From the employee’s perspective the payment is treated as a stock
option benefit. The employee may also be eligible for the 50 per cent
deduction, provided the conditions for qualification are met. From the
employer’s perspective, a deduction is claimed for the amount of the
cash payment made to the employee. There are thus tax benefits to
both parties. For SARs to be workable, there must be a method to quick-
ly turn them into cash, which is why SARs are suitable mainly in public
companies that can be traded on the stock market.

METHODS OF OWNERSHIP

Direct Personal Ownership
There are a number of reasons why employees might consider direct
ownership of ESOP shares rather than holding them through an RRSP.
If funds from dividends or the sale of the shares will be required for per-
sonal use, direct personal ownership would be the appropriate alterna-
tive. The $500,000 capital gains exemption is available only with
personal ownership. Thus, if the company qualifies for the exemption,
personal ownership may be advisable. The preferential tax treatment
on capital gains (50 per cent inclusion rate) and capital dividends are
lost where shares are held through the employee’s RRSP, as all amounts
are fully taxable when withdrawing from the RRSP.

Ownership through RRSPs
If funds derived from the ESOP shares are intended for retirement and
are not currently needed, an employee may wish to consider holding
ESOP shares in an RRSP. This would defer the tax on any dividends or
capital gains until such time as funds are withdrawn from the RRSP. An
eligible employee can establish a self-directed RRSP to hold the ESOP
shares at any financial institution. An employee who wishes to own his
or her ESOP shares in an RRSP must put them into a self-directed plan.

Qualified Investments
If the employer is a Canadian public corporation it is likely that the shares
will be qualified for an RRSP. However, shares of a foreign corporation are
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