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ABSTRACT 

In this study, researchers statistically examine the stock-based compensation 

program records of a sample of publicly traded companies. Researchers assess the 

potential effects of FASB and IFRS 2 on reported expenses and financial metrics. 

Important considerations include the reported compensation expenditures, the total 

fair value of the stock options issued, and variances in profits per share (EPS). Using 

regression analysis, the researchers look at how different methods of determining 

fair value relate to the reported diversity in compensation spending. Companies that 

used option pricing methods, such as Black-Scholes, to determine their value 

reported much greater expenditures, according to our study. There is a statistically 

significant inverse relationship between earnings per share (EPS) and stock-based 

compensation expenditures, suggesting that rising compensation expenses might 

impact a company's apparent profitability. The degree of openness about stock-

based compensation is also correlated with investor reactions as measured by stock 

price volatility in our research. Research shows that when investors have less 

uncertainty due to better disclosure rules, stock prices stabilise. When it comes to 

accounting for stock-based compensation, the results of this research show how 

important it is to have robust valuation methodologies and clear reporting criteria. 

Gains in understanding could be seen in accounting standards and the trust that 

stakeholders have in financial reporting. 
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INTRODUCTION 

With the rising use of stock-based compensation plans as a tool for talent acquisition 

and retention, the study of accounting for these plans has been more prominent in 

the last several years. Incentives like stock-based remuneration help bring workers 

and shareholders closer together, which in turn boosts morale and productivity. 
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Financial reporting as well as compliance are further complicated by the intricacies 

of how these compensation programs should be treated in the books (Zhang et al., 

2023). Inconsistencies as well as a lack of openness in financial statements were 

typically the result of stock-based remuneration being improperly disclosed in the 

past. Regulatory frameworks like FASB and IFRS 2 have made it clear that 

corporations must record the fair value of equity awards and stock options as costs. 

Need to have a good grasp of valuation techniques and when expenses are recognised 

since this shift affects income statements and other important financial measures 

(Hofmann et al., 2023). 

With an eye towards the difficulties that businesses have when trying to comply with 

and report on stock-based compensation plan accounting standards, this research 

intends to do just that. Financial reporting, good corporate governance, as well as 

investor perception are some of the areas that this research aims to shed light on by 

examining several types of stock-based remuneration, including stock options, 

restricted-share units, as well as efficiency shares. To better understand how to 

account for stock-based remuneration in a way that fosters trust and openness 

among stakeholders, this study will examine current accounting methods and 

conduct a thorough literature review. In the end, our study adds to the continuing 

conversation about financial reporting standards by showing how crucial consistent 

and precise accounting is for building trust and efficiency in organisations (Ibrahim 

& Maitala, 2023). 

 

BACKGROUND OF THE STUDY 

One way in which businesses are trying to attract and keep good workers is by 

offering stock-based compensation programs. By giving workers, a financial stake in 

the company's success, schemes like performance shares, restricted stock units 

(RSUs), as well as stock options try to bring employee and shareholder interests 

closer together. A feeling of belonging and dedication to the organization's objectives 

is fostered by this alignment, which in turn encourages people to perform better. 

But traditionally, stock-based compensation accounting has been complicated and 

sometimes misinterpreted. There were large inconsistencies in financial reporting 

because many businesses used different methods for reporting these costs before 

official accounting standards were put in place. Because of this lack of consistency, 

the FASB and the IASB worked together to provide precise rules for how stock-based 

remuneration should be recognised and measured (Durrant et al., 2021). 

An important step forward was taken by FASB when they mandated that, instead of 

only giving these values in the footnotes, corporations had to include the fair value 

of stock options or equity awards as costs on their income statements. The reported 

profits were greatly affected by this change, which led to a closer look at the 

methods used to calculate fair value. Firms using various standards may have 

different financial statements after the adoption of IFRS 2 since the new standard 

includes differing criteria for the recognition and measurement of stock-based 

compensation (Dai et al., 2024). 
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The measurement and reporting of stock-based remuneration continues to be a 

concern, even as legal frameworks have improved. The accounting environment is 

complicated because to factors including market volatility, valuation model 

complexity, and the necessity for complete disclosures. Further, research on how 

stock-based pay affects financial measures and corporate governance is ongoing. In 

order to better understand the effects of stock-based compensation schemes on 

financial reporting and organisational performance, this background information is 

necessary to conduct a comprehensive analysis of accounting standards pertaining 

to these programs (Wang et al., 2023). 

 

PURPOSE OF THE STUDY 

Examining the accounting methods of stock-based compensation schemes in relation 

to the most current standards from FASB and IFRS is the purpose of this study. The 

goal is to delve into the complexities of these compensation schemes, such as how 

they handle expenditure recognition as well as equal value evaluation. The study's 

overarching goal is to examine how stock-based compensation influences financial 

reporting, corporate governance, and investor sentiment in an effort to make 

financial statements more transparent and easier to compare. Improving accounting 

standards and bolstering stakeholder trust in corporate pay plans are the overarching 

objectives of the study. 

 

LITERATURE REVIEW 

Due to their increasing importance in both corporate governance as well as financial 

reporting, stock-based compensation programs have been the focus of much study 

on their accounting. In order for stringent accounting rules to fairly represent the 

financial consequences of various compensation systems, early research stressed the 

need of aligning incentive programs with shareholder interests via stock options. 

Companies were required to record the fair value of stock options as a separate 

expenditure when the accounting environment underwent a dramatic change due to 

the transition to FASB. After this modification was made, analysts looked at how it 

affected financial statements and found that many companies' reported costs went 

up and their EPS went down. This change highlighted the significance of precise fair 

value assessment and its consequences for the financial measures that stakeholders 

use to make decisions (Michopoulos et al., 2024). 

Countless research has looked at the efficacy of various valuation models in 

analysing the approaches for fair value assessment. One example is the topic of 

option pricing models, such Black-Scholes, and how academics have addressed their 

shortcomings in accurately representing market circumstances and volatility. These 

results highlight the persistent difficulties of appropriately reporting and valuing 

stock-based remuneration. Also covered in the literature are the effects of stock-

based pay on corporate governance (Chen et al., 2020). While stock options are a 
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great tool for interest alignment, they also run the danger of encouraging executives 

to take unnecessary risks, especially when the rewards are large and the risks are 

low. To minimise unforeseen repercussions, meticulous design and financial control 

are required to resolve this conundrum. In addition, researchers have looked at 

stock-based remuneration from a worldwide viewpoint, comparing US GAAP and IFRS 

in particular. Additional research shows how these distinctions influence the 

assessment and acknowledgement of compensation costs, illuminating significant 

discrepancies that may influence international investments and comparability (Engel 

et al., 2020). 

There are still problems with properly reporting stock-based remuneration, 

according to the literature, even if accounting norms have improved. Research on 

the necessity of improved valuation methods and more thorough disclosures is 

continuing. Regulatory frameworks, corporate management, along with financial 

transparency all play a role in stock-based compensation plan accounting, which 

underscores the importance of constantly improving accounting practices to build 

trust with stakeholders and make informed decisions (Hung et al., 2019). 

 

RESEARCH QUESTION 

1. How does a company's bottom line react when using various valuation 

techniques for stock-based compensation? 

 

RESEARCH METHODOLOGY 

The researcher used a convenient sampling technique in this research. 

Research design: Quantitative data analysis was carried out by the researchers using 

SPSS version 25. This statistical correlation's beginnings and evolution were laid bare 

by the odds ratio and the 95% confidence interval. A p-value of less than 0.05 was 

determined to be statistically significant. By analysing the data descriptively, 

researchers were able to fully grasp its key characteristics. In order to objectively 

assess replies to polls, questionnaires, and surveys, quantitative methods employ 

computing for data processing and mathematical, arithmetic, as well as statistical 

analysis. 

Sampling: A convenient sampling technique was applied for the study. The research 

relied on questionnaires to gather its data. The Rao-soft program determined a 

sample size of 1627. A total of 1800 questionnaires were distributed; 1743 were 

returned, and 43 were excluded due to incompleteness. In the end, 1700 

questionnaires were used for the research. 

Data and Measurement: A questionnaire survey served as the main data collector 

for the study. There were two sections to the survey: (A) General demographic 

information and (B) Online & non-online channel factor replies on a 5-point Likert 

scale. Secondary data was gathered from a variety of sources, with an emphasis on 

online databases. 
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Statistical Tools: Descriptive analysis was used to grasp the fundamental character 

of the data. The researcher applied ANOVA for the analysis of the data. 

 

  CONCEPTUAL FRAMEWORK  

 

 

RESULTS 

 

Factor Analysis: 

Factor Analysis (FA) is often used to confirm the foundational component structure 

of a set of measurement items. The scores of the observed variables are believed to 

be influenced by hidden factors that are not easily discernible. The technique of 

accuracy analysis (FA) is a model-dependent approach. This study mainly aims to 

establish causal pathways between observable occurrences, underlying causes, and 

measurement mistakes. 

The appropriateness of the data for factor analysis may be assessed using the Kaiser-

Meyer-Olkin (KMO) method. The adequacy of the sample for each variable in the 

model, as well as for the model overall, is assessed. The statistics quantify the 

extent of possible common variation among many variables. Data with lower 

percentages is often better suitable for factor analysis. 

KMO produces random integers within the interval of zero to one. A sample is 

deemed adequate if the Kaiser-Meyer-Olkin (KMO) value ranges from 0.8 to 1. 

Remedial action is required if the KMO is below 0.6, indicating insufficient sampling. 

Exercise your best judgement; some writers utilise 0.5 for this purpose, therefore 

establishing a range of 0.5 to 0.6.  

• If the KMO is close to 0, it means that the partial correlations are large compared 

to the overall correlations. Component analysis is severely hindered by large 

correlations, to restate. 

“Kaiser's cutoffs for acceptability are as follows: 
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A dismal 0.050 to 0.059. 

• 0.60 - 0.69 below-average 

Typical range for a middle grade: 0.70–0.79. 

Having a quality point value between 0.80 and 0.89. 

The range from 0.90 to 1.00 is stunning.” 

 

Table 1: KMO and Bartlett’s Test 

 

 

The overall significance of the correlation matrices was further confirmed by using 

Bartlett's Test of Sphericity. A value of .971 is the Kaiser-Meyer-Olkin sampling 

adequacy. By using Bartlett's sphericity test, researchers found a p-value of 0.00. A 

significant test result from Bartlett's sphericity test demonstrated that the 

correlation matrix is not a correlation matrix. 

 

Test for Hypothesis 

 

Dependent Variable: 

• Stock-Based Compensation Plans 

Through stock-based compensation plans, workers may get company shares or the 

option to purchase shares as a part of their salary. The goal of these programs is to 

balance the interests of shareholders with those of workers by offering financial 

incentives for employees to increase the company's growth and profitability. Stock 

often comes in the form of options, performance shares, or restricted stock units 

(RSUs). Because it allows workers to share in the company's success, stock-based 

compensation is a great way to motivate and retain employees. Certain accounting 
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regulations require the recording and disclosure of costs related with these 

initiatives in financial statements (Barenbaum & Schubert, 2019). 

 

 

Independent Variable: 

• Accounting System 

Accounting systems are structured frameworks that businesses use to record, 

analyse, and report their financial data. This collection of methods, tools, and 

processes aims to handle financial transactions and provide accurate financial 

reports. Software applications that automate data entry and analysis are an element 

of this system, which also includes financial statements, diaries, as well as ledgers. 

Facilitating efficient internal controls, maintaining regulatory compliance, providing 

stakeholders with current and pertinent financial data, and supporting decision-

making are among the key roles of an accounting system. An accounting system that 

has been well-planned may improve operational efficiency and provide clear 

financial reports (Liu & Zhang, 2021). 

• Data Management 

Financial data inside an organization's accounting system is gathered, stored, 

processed, and analysed via accounting data management. This involves overseeing 

transactions, making sure financial records are accurate and complete, and 

following all applicable accounting rules and regulations. Timely and accurate 

financial reporting, decision-making assistance, and audit facilitation are all made 

possible by effective accounting data management. Data input is made easier, 

computations are automated, and sensitive financial information is made accessible 

via the use of specialised software and tools. The credibility and openness of a 

company's financial reports are both improved in the end (Beck et al., 2020). 

• Relationship Between Data Management and Stock-Based Compensation 

Plans 

For efficient financial reporting as well as strategic decision-making, the connection 

between data management as well as stock-based compensation programs is crucial. 

The correct collection, storage, and processing of all pertinent financial information 

pertaining to stock-based compensation, including the fair value of stock awards, 

vesting schedules, or expenditure recognition, is guaranteed by proper data 

management (Hou et al., 2020). This makes it easier to disclose these compensation 

costs accurately, which is required by accounting standards such as FASB and IFRS. 

With the help of solid data management solutions, businesses can monitor how stock-

based pay affects employee engagement and retention. Management is able to 

evaluate the efficacy of their compensation policies with the use of these tools, 

which provide real-time data analytics. Stakeholder confidence is enhanced by the 

safeguarding of sensitive personnel information via secure data management 
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methods. For stock-based compensation schemes to be reported accurately and 

transparently, good data management is crucial (Carberry & Zajac, 2021). 

Based on the above discussion, the researcher formulated the following hypothesis, 

which was to analyse the relationship between Data Management and Stock-Based 

Compensation Plans. 

“H01: There is no significant relationship between Data Management and Stock-

Based Compensation Plans.” 

“H1: There is a significant relationship between Data Management and Stock-Based 

Compensation Plans.” 

 

Table 2: H1 ANOVA Test 

 

 

In this study, the result is significant. The value of F is 4079.439, which reaches 

significance with a p-value of .000 (which is less than the .05 alpha level). This 

means the “H1: There is a significant relationship between Data Management and 

Stock-Based Compensation Plans.” is accepted and the null hypothesis is rejected. 

 

DISCUSSION 

Analysis of accounting for stock-based compensation plans reveals important 

implications for corporate reporting and governance. The accuracy of accounting 

records and valuations of compensation plans has a direct bearing on key 

performance indicators (KPIs) like earnings per share and financial statements. 

Difficulties arise when trying to comply with complicated valuation procedures and 

with regulatory standards that are always evolving. When employee rewards are in 

accordance with what shareholders want, it could boost organisational performance. 

It is crucial to do continuous research to enhance transparency and accounting 

procedures so that stakeholders can make informed decisions using reliable financial 

data. 

 

CONCLUSION 
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Strong accounting rules for stock-based compensation systems are very important, 

as this study shows, for promoting transparency and accountability in financial 

reporting. If companies measure and report compensation expenses correctly in line 

with established standards like FASB and IFRS, they may influence stakeholder views 

and corporate governance. The challenges in value disclosure as well as appraisal 

need ongoing improvement of accounting systems. Good accounting standards are 

essential for preserving trust and promoting informed decision-making. This is 

particularly true in today's world, as employee interests are increasingly aligned with 

shareholder profit via stock-based compensation. 
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