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		Abstract

		We examine whether executives’ equity-based compensation incentives, tied to firm value (delta) and risk-taking (vega), influence the extent of firms’ tax-motivated income shifting. Prior literature suggests a broad association between compensation incentives and tax avoidance. However, it is unclear whether specific tax avoidance activities or manager preference in selecting the optimal mix of these activities drive this association. We find that delta is positively associated with income shifting, suggesting that executives behave as if income shifting is value enhancing, on average. We also find that this association is incrementally more positive among executives with greater ability. We fail to find an association between vega and income shifting, suggesting that risk-taking incentives are not clearly linked with income shifting. These findings suggest that different components of compensation incentivize managers to engage in certain types of tax avoidance activities and the value enhancing benefits of income shifting dominate potential increases in risk. 
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