
IDENTIFY FIVE METHODS THAT HAVE BEEN PROPOSED FOR

DETERMINING THE VALUE OF EXECUTIVE STOCK OPTIONS

corporate executives Identify five methods that had been proposed for determining the value of executive stock options
before the release of SFAS No. R.

As a result of having this option, most companies continued to use the intrinsic value method to report
compensation expense. The vesting term refers to the period of time before the recipient has the right to
transfer shares and realize value. If the acquired shares are sold more than one year after exercise, it would
qualify for the lower capital gains tax rate. The idea of using leveraged incentives is not new. It was all very
unscientific. Vesting can occur in two ways: "cliff vesting" vesting occurring on one date , and "graded
vesting" which occurs over a period of time and which maybe "uniform" e. The greatest threat is complacency.
ESOs may require the employee to attain a level of seniority or meet certain performance targets before they
vest. Yet in most cases, a fixed number grant of comparable value would provide an equal enticement with far
less risk. The ESO valuation model is outlined in Section 2. The risk inherent in options can be undermined,
however, through the practice of repricing. However, U. Chinese private companies usually implement a
performance-based compensation model, whereas State-owned enterprises apply a uniform
salary-management system. While historic information can be a good starting point and may be a reasonable
indicator of what to expect, companies should not rely on it alone. Based on a research paper by Conyon [38] ,
executive compensation in China is mostly composed of salaries and bonuses, as stock options and equity
incentives are relatively rare elements of a Chinese senior manager's compensation package. Although indexed
options are attractive because they isolate company performance from broad stock-market trends, they are
almost nonexistent, in large part because the accounting rules dissuade companies from even considering
them. Fixed value plans are popular today. Also, as there is no automatic exercise feature with ESOs, you have
to notify your employer if you wish to exercise your options. For example, in estimating the
weighted-average-life of an option using the Black-Scholes-Merton model, CPAs should explicitly account for
any period over which the option cannot be exercised and for any predictable employee exercise patterns of
which they are aware. Restricted stock has its detractors, too, as it has value even when the stock price falls.
Instead, the value in the absence of the performance conditions is to be multiplied by the number of ESOs
expected to vest rather than the actual number granted. It may also be worthwhile to discuss the options
agreement with your financial planner or wealth manager before you sign on the dotted line. The accounting
treatment of options has generated enormous controversy. I suspect that in the first year companies will
present pro forma earnings with and without the charge. Each has its own advantages and disadvantages.


