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Abstract

The incentive mechanism of executives has always been a main issue in academic
and business circle .Stock option is a typical long-term incentive mechanism whose
advantages traditional compensation system could not match. It relatively and
effectively reduces the commission-agency costs between shareholders and
executives, solves the “internal control” problem and makes the long-term interests
of executives and shareholders keep consistent as much as possible. However, the
incentive effect of stock option is greatly impacted by the effectiveness of stock
market. In view of the weak stock market in China, this paper advises that stock
option should be replaced with phantom stock option, introduces the economic value
added (EVA) performance evaluation index system, and builds a new incentive
model of phantom stock options based on EVA.

How to design an effective incentive mechanism of stock option is a core issue of
phantom stock options plan. This paper starts from the objectives and principles of
phantom stock option, and makes a detailed analysis and design of awarded targets
and number of PSOP, the stock option evaluation, the extraction of incentive fund,
the determination of “internal price” and excise price, transactions procedure in
PSOP and the management of PSOP. In the same time, this paper combines the
“internal price” and the growth rate, connects the extraction rate of incentive fund
and the fair value of the stock option.

Finally, this paper analyzes the practical effect of phantom stock option plan in the
high-speed Co., Ltd. Shandong, further demonstrates that the feasibility and
necessity of the phantom stock option plan in our country, and put forward a number
of constructive suggestions.

K ey wor ds. Phantom stock options; Economic value added; Internal price
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