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This study first employs the discounted expected dividends
valuation model to examine the effect of stock bonus awarded to
employees on the value of existing shares. The residual income
valuation framework is then utilized to evaluate the equity
valuation implications of three approaches to stock bonus
accounting: 1. to recognize the stock bonus awards as dividends
distribution, 2. to expense stock-bonus awards at their market value
and 3. to expense stock-bonus awards at their par value. Our
theoretical analysis shows that only expensing stock-bonus awards
at their market value results in accounting numbers that accurately
reflect the value-reducing effect of stock bonus awards on the
existis

shares’ value. Empirical tests of market valuation are used

to assess the effectiveness and reasonableness of the proceeding
theoretical analysis, particularly whether investors view expensing
stock-bonus awards at market value is an appropriate accounting
method. Consistent with the model prediction, the tests indicate
that an (econometrically-adjusted) amount of stock-bonus measured
at market value has 2 significantly negative association with
existis

shares” value after controlling for the firm's growth rate
Sensitivity tests reveal that for firms with lower growth rates, the
dilution effect of stock bonus awards on the existing shares’ value
is more pronounced, which lends support to the importance of





[image: image3.png]controlling for the growth effect associated with the stock-bonus
compensation system.
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