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WFIEE R OBEEE (J€30) : | examined the basis for expensing of employee stock options under current
accounting standards. Specifically, | used contract theory based model analysis to compare employee
services to the employee stock options given in compensation. This analysis showed that employee
services and employee stock options were not necessarily equivalent in terms of either economic value
or fair value, neither at the point at which the stock options were granted nor when exercised. My
analysis indicated the following. First, that options may be granted based not on employee services
offered when the rights were established, but in anticipation for future services. Second, that it may not
be possible to isolate services during specified periods. Third, that even if the problem of isolating
employee services during specific periods were surmounted, that, normally, services and options are not
equivalent in value. As a result of these, given the current accounting standards, in which employee
services are themselves considered to be costs, inappropriate understanding of costs may result in simple
allocation of retained earnings capital.
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