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ABSTRACT

Although employee stock bonuses comprise a sizable portion of executive
compensation in high technology industries, financial statement preparers, financial
statement users, regulators, and standards setters disagree on how employee stock bonuses
should be reflected in the financial statement.

In this study, we use the Ohlson (1995) valuation models to compare the extent to
which the earnings distribution, par value, and market value approaches to accounting for
employee stock bonuses can reflect the market’s assessment of the effects of employee
stock bonuses on equity value. Our results suggest that employee stock bonuses expense
should be charged against income as compensation expense. The explanatory power of
market value approach is shown to higher than that of par value and earning distribution
approaches to accounting for employee stock bonuses. Taken together, the findings of this
study suggest that the market value approach to accounting for employee stock bonuses
best captures the market’s perception of the economic effect of employee stock bonuses on
equity value.

Key words - Employee Stock Bonuses, Ohlson Model, Equity Valuation, Abnormal
Earning
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