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Discretion over Inputs for Employee Stock Option
Fair-Value Estimates in Japan
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Motohiro Tazawa, Meijo University
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Summary
This paper examines whether managers use discretion over inputs of valuation model in estimating employee stock option

fair-value. In Japan, restricted stock type stock options, exercise prices of which are 1 yen, spread as wide as conventional
employee stock options. Moreover, there is the difference in influence of inputs for stock option fair-value estimates between
these two types of stock options.Under these inherent circumstances,this paper carries out analysis on discretion over
inputs of the valuation model with considering this difference. As the result, | find that managers with stronger incentive to
underreport their compensation are likely to estimate the fair-value of restricted stock type stock options lower through
managing an estimation of expected option life. On the other hand, | find no evidence of managerial discretion over the
other inputs of restricted stock type stock options and all inputs of conventional employee stock options.
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Dividend_Yeild) \Z2W T, #@HIRE117516
JEHIZ, FHIE LT, BEOERKICEICIIED
ENTVBEIERLRDEIICERT 5o

D _Dividend_Yeild
=FREF YA Y - w1 kL4720
Bt 24 S iE /SO -5 H O REAlli# i
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42. BEFETIV

PED X IR SN WEINF X —F DA
T A AHIIERE L. ROET VAT X o TG
ZMEET %o

Dependent Var.
=a,+ a, SO_Type + a, Payment_Pre
+ as Payment_Pre X SO_Type
+ a,SO_Shares + a; SO_Shares
X SO_Type + az Avoid_Loss
+ a; Avoid_Loss X SO_Type
+ ag Beat_Forecast (11)
+ ay Beat_Forecast X SO_Type
+ ayy ROA + ay; Loss + ay, Size
+ ay; Book_to_Market
+ Y budndutry_Dummy, (or Firm_Dummy,)
+ 2¢;Year Dummy; + ¢
7272 L. Dependent Var.
= D_Reported_Life, D_Midpoint_Life,
D _Volatility, D_Riskfree_Rate or
D _Dividend_Yield.

Z 2Ty SO_Typeld. HEXEHMAISOD L X1
1. BERSONLXIZ0X LY I—EHTH
D, Abv o - FTvaryrofFERZ 5,
Payment_Pre & SO_Shares |33 0 38/ A
YRV T 4 TERHMRT AERTH D Payment

Preld. Tl S - A2 2 i o Boc %
BO— BB Tl LU TRET %0S0_Sharesid.
ft5-E 7SO HIY & 7 2 B % SOt 5 |
DFATHEARARI TR LIMETH 5, 7. i
BB AVAY A VYT 4 TIZOWT
1. Avoid_Loss & Beat Forecast T i $#£ 3 %,
Avoid_Loss &, S HIFI2E /B B A # & #E A% 0 DL
FOOIFKG DL 121, ZhDStD L &IZ0 % &
55 I —EHTH5b, Beat Forecastid, (ZHIF]
A FEAEAE — 1) 24 IR 2% 7 AR / i R A
230 LLE0OOSAGi D & 2121, £hbhto L &
0% LB I—ZEHKTH5S,

WHOBEEICEE L TEL A ¥ 7y MEROBE
Aoty 74 7L THEMTHAAEINR TS
4 D DOEBOREAEFE RSO IR LN T A%
2B, TLT, HAHMELTIZZDNS 72
EORERL LN, KA vy T4 TEHE
SO_Type & D 4 DDRFEHDREUZ L o TR R
bNBT LI 5,

DEOZERIIMZ T, EFMZEa >y ba—
BEISMAAEND, ROA T LK IIRE R/ Al
WIRME R, Loss 13 UIIMAREAHO L ZIT1,
ENPHNDOL EIZ0% L 55 I =B Sizeld#
KRR A D B3 8. Book_to_Market 13
PR ACEADHEM - LR TH S,

ETFNOHEEICHIz>TUE, (1) &F T -
R=ATHEET B HiE e, (2) HIRY>Tn - X
— A CHEET B HED 2 0% AT 5. HIRY ~
TNVOHETIE, 3ARUEORNG T 075 LhH
BARFEITHE L CRIEMRET VTHE L, 3
TeofE sV LHEE I Y e =V 5. Y
Y IV THEE T BA I Y I — (Indutry_
Dummy) % HIBRY > 7V THET HHE 2T,
®¥ Y I — (Firm_Dummy) %= TTF VIHLAR
o 720 WTROLHEIZBWTHEESY I —
(Year Dummy) HHAATN5,
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5. DITHER AT, 11, W PR ML
57T e o TWh, TE SOOI A S

5.1. sTlEstE ¥ BRI U7 694E T 2 DITHT L T
EROTLEMAHEIIE 2 DY Th b T, EHRTILEA2E L o TV, 5 3 MU

AR D 53H Tid, BRI SO &l R SO & HOB6TVETH B Z 5T 5 L. RO TR
TA 7y MERISHT 2 BEOVENRER L Z A HE INTVWE 7077 L0013 LALLM
LRERZBOTWED, ERENDPARROY >~ MRABMELTH 2 Z L3050 55212, R
TVIZEENZEEE. SO_Type DTFHMEA0.45 FTT AT 4 OFYHIZF2% TH E05 Iz
THdHI b, 45%DHAIMMETHY ., 5D HERNCAHA D & BERIIF44% TH Y bRl
55%DSEEITH B Z LD D BRI L D b 5 KA ¥ MIERWEAICH S, 53

RIS ATy l\‘fﬁﬁ@%lﬁ"ﬁ@iﬁ%ﬁﬁbl’%\“( 2 Y 2 7 SR T, G PR

R2 ECHMRETE

% ﬁ LTI _ ISO—T”"’: 0
T RERE L g Tl P
” DY 53 551
PE AR (4F) 5.77 3.38 350 450 6.71 7.69 421
WERI T4 U741 (%) 4195 15.75 31.60 39.01 4873 3891 44.42
WY 2 7 48 (%) 0.73 047 0.32 0.61 1.05 0.91 0.59
R LAY (%) 2.10 1.36 1.27 1.98 2.80 221 2.01
D_Reported_Life (4F) -2.00 4.03 -251 -0.01 0.00 -4.60 0.09
D_Midpoint_Life (4E) 0.12 2.78 -1.14 -0.07 1.92 0.02 0.00
D_Volatility (%) -2.72 12.25 -2.66 -0.14 213 -0.58 -4.46
D _Riskfree_Rate (%) 0.02 0.13 -0.01 0.00 0.02 0.00 0.03
D_Dividend_Yield (%) -0.08 0.99 0.00 0.00 0.00 -0.03 -0.13
SO_Type 0.45 0.50 0.00 0.00 1.00 1.00 0.00
Payment_Pre 0.35 0.14 0.26 0.36 045 0.34 0.36
SO_Shares (%) 0.83 2.98 0.06 0.19 0.68 0.14 1.38
Avoid_Loss 0.11 0.32 0.00 0.00 0.00 0.13 0.10
Beat _Forecast 0.12 0.33 0.00 0.00 0.00 0.15 0.11
ROA 0.05 0.10 0.02 0.05 0.09 0.05 0.06
Loss 0.20 0.40 0.00 0.00 0.00 0.16 0.23
Size 10.71 1.96 9.19 10.78 12.16 11.14 10.36
Book_to_Market 1.18 0.73 0.70 1.05 147 1.24 1.12
B 916 410 506

D_Reported_Life = 5 FREBRA MM — SOfH5-H 2 SR O F i F coMill, D_Midpoint_Life = SOf+5-H
O MERAT R oo b ] i F C o WM — SOMEUR - SEEERNCHE L L2 F COMBM O, D Volatility = #ti
RI 714974 = SOM5HIZBW CHEFRFRAM IS 3 2 IS 72 2 8 E O 5 HR, BR, AIRR—2X
TEHLAEZGLCA MY AN - KI5 4 )T 1 OF¥MH. D_Riskfree_Rate = 5 2 7 &H] - SORHS-H 2B % His
FRFRAFRN WIS 2 WM O EERE Y o D_Dividend Yeild = B4 AIE Y — Bl o> 1 #kY4 72 0 B4 J2568 06 /SO 1
5-HOMAi#fE, SO_Type = NHRSOD L X121, #HIMSODE X2 0% & 55 I —EH Payment Pre =Hill
OB - AR /W OBGER O — A SO_Shares =52 72SO D HEY & 7 5 ¥kAE /SO 5-H D 34T
HARNIEL Avoid_Loss = YIRS/ AiI ARG DT 0 LEOOLRD L X121, ZRPHD L &I 0% L 55 3I—%
o Beat_Forecast = (LHIFIAEFERA — BI00 Y IR 25T 401 / BT R ARG FE AT 0 LlJ:0.00S?E‘iﬁ'ﬂkO) LXIZ1, EnbAso
LEIZ0R LD I—EH, ROA = ¥R FFILE/ MR E . Loss = BHFEIADOL X211, ZhlitoL &2
0% L 25 I—EH. Size=NAEMRNEHGIRED HIRS L Book_to_Market = WK H CERD Al - WAl L2,
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(D_Reported_Life) 2B L T, S SIZFEAMNICH
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FD3057 H AW E 2 W A3t 7 %A
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*3 WETFHREFHAEESOMNSALSEFITEHBOFERITOHBENER

(D_Reported_Life)

s PRBRANB AP R E TOHM LD 055 AL EREW ¢ 2821 30.8%

D_Reported_Life = -1/24

S P ARAA IR & PR TR & OFEREA05 4 H K 5381 58.7%

|D_Reported_Life| < 1/24

WP RRAA NS A L TOMM L D 3057 AU EREW ¢ 961 10.5%

D_Reported_Life= 1/24

& it

9161 100.0%
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