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Sammanfattning 
Användandet av olika incitamentsprogram och aktierelaterade ersättningar i synnerhet har 
ökat sen 80-talet. Aktierelaterade ersättningsprogram används för att uppmuntra persona-
len att aktivt deltaga för att förbättra företagets resultat. Ersättningarna i dessa program be-
står antingen av köpotioner, teckningsoptioner, syntetiska optioner eller konvertibler. 

Sedan den 1 januari 2005 gäller de nya redovisningsreglerna IFRS 2. Dessa regler styr redo-
visningen av aktierelaterade ersättningar. IFRS 2 kräver att alla företag noterade på någon 
börs inom EU kostnadsför dessa ersättningar i resultaträkningen. Innan implementeringen 
av de nya reglerna räckte det med att ta upp dessa ersättningar i notform. IFRS 2 kräver att 
dessa regler retroaktivt skall användas för att påvisa dess effekter på 2004 års resultaträk-
ning. Anledningen till detta är att potentiella investerare skall ha möjlighet att kunna jämfö-
ra resultaträkningar från olika år.  

Syftet med uppsatsen är att undersöka vilka effekter företagen på den svenska A-listan skul-
le få erfara om IFRS 2 var implementerad redan år 2004. Vidare ämnar vi att beskriva hur 
aktierelaterade ersättningsprogram används  och hur detta påverkar företagen.  

Uppsatsen är genomförd med en kvantitativ ansats och har baserats på sekundärdata från 
företagens årsrapporter. Vårt urval är det samma som totalpopulationen på den svenska A-
listan.  

De slutsatser som vi kunnat dra i vår uppsats är att majoriteten av de noterade företagen på 
A-listan använder någon form av aktierelaterade ersättningsprogram. Den mest använda 
optionstypen är teckningsoptioner. I medel skulle resultatet minskat med 0,89 procent på 
grund av IFRS 2. Utspädningseffekten som orsakats av aktierelaterade ersättningar var i 
medel 0,54 procent. Företagen på A-listan använder i huvudsak Black & Scholes-modellen 
vid värdering av de aktierelaterade ersättningsprogrammen. Vidare indikerar resultatet av 
vår studie att företag som använder köpoptioner skulle ha haft mest negativ resultatpåver-
kan på grund av IFRS 2. En annan intressant slutsats är att större företag tenderar att in-
volvera alla anställda i sina aktieoptionsprogram medan mindre bolag föredrar att rikta des-
sa aktierelaterade ersättningar endast till chefer och ledning. 
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Abstract 
The use of incitement programs and share-based programs in particular has increased since 
the 1980`s. These share-based programs are used to encourage the employees to actively 
participate in increasing the company’s result. The payment in these share-based compen-
sations either is; call options, subscription options, synthetic options or convertibles.  

From January 1 2005, the new accounting regulation IFRS 2 regarding share-based pay-
ments are implemented. The IFRS 2 demands all companies noted on a stock exchange in 
the European Union to account for the share-based payments and expense these in the in-
come statement. Before this implementation, these payments only had to be described in a 
disclosed form. However for the year 2004, the effects due to the IFRS 2 have to be taken 
into consideration in the income statement. The reason for this is that potential investors 
must have the possibility to compare the financial statements between different time peri-
ods.  

The purpose with thesis is to cover what effects the companies’ on the Swedish A-list 
should have had if the IFRS 2 were implemented already the year 2004. Secondly, the aim 
is to cover and describe the utilization of share-based programs among these companies 
and to explain how they are affected.  

The thesis is conducted through a quantitative approach and based on secondary data from 
annual reports of the companies’. Our selection is the total population on the Swedish A-
list.  

The conclusions made in our thesis are that the majority of the A-listed companies’ use 
some kind of share-based programs. The most frequently used option type is the subscrip-
tion option. On average, the decrease in result was 0,89 percent due to IFRS 2. On average 
the dilution effect due to the use of share-based programs decreased the result per share by 
0,54 percent. The companies on the A-list use the Black & Scholes formula to valuate the 
share-based payments. Our study also indicates that the companies using call options 
should have experienced the greatest result decrease due to the IFRS 2. Another interesting 
conclusion is that the larger companies in our study are most likely to involve all the em-
ployees’ in the share-based programs while the smaller companies prefer to only involve 
executives and other leading personnel. 
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1 Introduction 
 

In this chapter, we present the subject of our thesis. We discuss the underlying problems and the purpose of 
our thesis.

 

1.1  Background 
The use of share-based programs has been a trend among companies since the middle of 
the 80’s. The program is used as a mean for creating an incitement for the employees of the 
company. The company issues equity instruments that give the employees a right to buy 
the corporation’s shares at a discounted price in exchange for their services (Pricewater-
houseCoopers, 2004). This turn of the year, 2004/2005, the European Union’s Council of 
Minister introduced new regulations about bookkeeping of a share-based program, known 
as International Financial Report Standard (IFRS 2). As a member of the European Union, 
Sweden will be compelled to follow the IFRS.  Before the implementation of the general 
accepted accounting principles (GAAP), the share-based program had to be informed in 
the financial income statement simply as a note. The newly reported standard is requiring 
that; 

“…the compensating cost relating to share-based payment transactions to be recognized in the financial re-
port” (IFRS 2, 2004).  

The IFRS states that the expense must be recognized for the excess of the market value 
over the option exercise price when an option is exercised. The IFRS 2 regulates only 
share-based payments implemented after 7 November 2002. The new standards must be 
implemented in the companies’ reports of the first quarter of 2005. To state an example we 
have chosen the Swedish company Ericsson. Ericsson has executed a share-based program 
for the employees under the Swedish GAAP.  
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(Extract from Ericsson, 2004  p. 25)  

 

The companies will be affected by the new IFRS. The affect that can be noticed is an influ-
ence of the result. As a consequence of that, the cost transactions of share base payments 
must be expensed into the accounts, the operating profit will be reduced. 

 

(Extract from Ericsson, 2004  p. 25)  

Given the cost of Ericsson’s share-based program for the year 2004, MSEK 50, we com-
pare that to the company’s operating income, approximately MSEK 29000. That ratio 
should be equivalent to approximately 0.2 percent, i.e. Ericsson’s operating profit should 
be reduced by 0,16 percent due to the new IFRS. In 2004 Ericsson experienced its highest 
operating margin ever, 21,9 percent, however the year before the margin was – 9,5 percent, 
operating income MSEK 11200. In an industry where the margin can fluctuate tremen-
dously between years along with the operating income, the significance of the influence of 
a share-based program will vary as well.  

SKF is a leading global supplier of rolling bearing. In its annual report of 2004 SKF in-
formed the market about the influences of the IFRS 2. 
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(Extract from SKF, 2004 p.53) 

 

 

 

(Extract from SKF, 2004 p.53) 

A calculation based on the same ratio as above, states that the operating profit would be af-
fected by a decrease of approximately 0,31 percent. The financial expense is just for the 
share-based payments granted in 2003 with an exercise period from 2005-2009. If there 
would have existed additional share-based programs granted after 7 November 2002 its 
costs should have generated an even higher financial expense for SKF. 

The affects on Ericsson and SKF, due to the new standards, differ significantly. A 0.2 per-
cents affect on the operating profit seems very insignificant compared to a 0,31 percent de-
crease. The divergence is nearly 55 percent. The comparison is only based on the annual 
report for 2004. As discussed before, it is likely that there will be large variation between 
different years.  
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The IFRS 2 implies a new accounting procedure for the book-keeping of a share-based 
program. When a company decides to employ a share-based program that may have a fur-
ther effect. The affect concerns the key ratio earnings per share. The earnings per share ra-
tio are calculated on the net income, i.e. net profit adjusted for dividend, divided by the 
number of outstanding shares in the company. When an employee uses the right to buy a 
share this implies an increase in the number of outstanding shares, due to further issued 
shares. The effect that follows is a decrease in earnings per share, thus the net income is di-
vided by a greater number of shares. Consequently, the shareholders have to pay for the 
share-based program through a dilution of their ownership. Thus that means that the mar-
ket value of the company is divided by the additional shares issued (Kjellman, Silberman &  
Pallas, 2003) 

 

1.2  Problem discussion 
Incitement programs have for a long time been a debated topic. This debate has mainly 
covered the compensations in form of share-based payments to executives in corporations. 
Due to the IFRS 2 this debate has intensified. From the 1st of January 2005 the compensa-
tions have to be expensed and accounted for in the income statement. These new account-
ing standards have inspired us to search for potential consequences for companies.  

The effects due to the IFRS 2 are interesting for several interested parties. A decrease in 
the operating profit is of great interest for creditors, suppliers and shareholders. Suppliers 
and creditors seek fair financial information and solvent companies. The interested party 
that probably is most concerned is the shareholder. Shareholders search for the best possi-
ble investment alternative, thus the best possible return on the invested capital. Therefore, 
when seeking for information the shareholders demand companies’ to present correct and 
fair financial positions. The IFRS 2 tend to affect the profit negatively; subsequently the in-
vestment might be less attractive.  

A further effect related to IFRS 2 that we have discussed above is dilution. If a program 
involves that new shares are issued to grant the share-based payment that results in a dilu-
tion of the ownership for the shareholders. Interested parties that not hold any shares will 
not be affected of the dilution caused by a share-based program.   

Table 1.1 Perspectives of the problem discussion 

 

 

Interested parties Implementation of IFRS 2 Share-based payment 

Shareholders Lower result means lower dividend.   Utilization of share-based program might 
lead to dilution effect  

Creditors Demand correct financial information 
and solvent companies.  

Is not affected by dilution 

Suppliers Demand companies to present a fair fi-
nancial position and solvent buyers. 

Is not affected by dilution 
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There are different types of options that can be used in share-based programs. It is essen-
tial for this thesis to find out what types that are most frequently used and what effects the 
different option types may imply. In accordance with the IFRS 2, the share-based programs 
have to be measured by fair value. There are different methods of valuating share-based 
programs’. For this thesis, it is of great interest to see what valuation methods that are most 
commonly used among the A-listed companies.’ 

Above we summarize the affects of the implementation of the IFRS 2 and the utilization of  
share-based payments. In this table, we describe different interested parties and their view 
on IFRS 2 and share-based programs. 
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1.3 Problem statement 
In this thesis we will try to find out how the IFRS 2 affects the operating profit. Further on 
we aim to examine the dilution effect due to the implementation of a share-based program, 
and to what extent share-based payments are employed. We will not attempt to examine 
the extent of the effects on every interested party. As described in table 1.1, the only inter-
ested party affected by IFRS 2 and share-based payments are the shareholders. Therefore, 
we argue that our thesis mainly must be viewed from a shareholder perspective in order to 
understand the relevance of our research. 

The problems that we intend to deal with in this thesis can be summarized with these ques-
tions; 

How should the companies’ on the Swedish A-list have been affected by the IFRS 2 for the 
year of 2004? 
 

• To what extent should the result have been affected by the IFRS 2 for the year 2004? 
 
How do these companies’ utilize share-based programs and how do these share-based pay-
ments affect the companies’? 
 

• To what extent are share-based programs used? 
 
• To what extent do the dilution effects decrease the result per share? 

 
• What option types are used in share-based programs by  the companies’ on the Swedish A-list? 

 
• What valuation methods are used to measure the value of the share-based programs? 

 

1.4 Purpose 
The descriptive purpose with our thesis is to clarify to what extent the new IFRS 2 regard-
ing share-based payments, should have affected the results for the companies’ listed on the 
Swedish A-list for the year 2004. We also want to explain the utilization of share-based 
programs among these companies’ and how the use of different share-based programs af-
fects the companies.  
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1.5 Disposition  

In this section, we describe the structure of the thesis and explain how the different parts of the thesis are 
built up. The disposition is further described with a model presented on the next page. 

 
 

Chapter 1, Introduction 

In this chapter we introduce the reader of the thesis with a background to the subject. Fur-
ther, we have a discussion about the purpose of our thesis.  

Chapter 2, Method 

This chapter is containing a description of the method we have chosen to make our re-
search. We describe the theory underlying this method and its limitations.  

Chapter 3, Frame of Reference 

In this chapter the reader is introduced to the IFRS 2 and we discuss the option theory and 
the concept of share-based payments.  

Chapter 4 Previous studies 

This chapter covers the previous studies other authors have made. This is summarized and 
presented in a table at the end of the chapter.  

Chapter 5, Empirical Findings  

In this chapter we present the companies’ our study is based on. Further on the empirical 
data we have collected is presented. The chapter is ended with a summary where we are 
presenting relevant patterns of the collected data. . 

Chapter 6, Analysis 

In the analysis chapter we sum up the theories presented in the frame of reference together 
with the result from our empirical research.  

Chapter 7 Concluding Discussion 

In this chapter we have a concluding discussion regarding the result of our thesis. We end 
this chapter with a discussion regarding further studies.  
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Figure 1.1 Our disposition 
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2  Method 

In this chapter we will describe the method procedure we applied in conducting our thesis and the motives b e-
hind the choices. This chapter also attempts to explain the methods underpinning our thesis and the ap-
proaches employed to conduct our study. 

 

2.1 Research perspective 
There are two major perspectives that can be applied to a scientific research.  
They are known as the positivistic approach and the hermeneutic approach (Patel & 
Davidson, 2003).  
 
The positivistic approach is based on formal logic and facts as a result of a measurement. The 
French sociologist Auguste Comte first mentioned the expression positivism. The positivis-
tic approach assumes that the knowledge is the core of the approach.  The knowledge must 
be well defined and acknowledged (Arbnor & Bjerke, 1994). Comte argued that all knowl-
edge should be positive constructed, which means solid and reliable.  Objective measure-
ments shall be utilized instead of judgments and estimations. Any explanation shall come 
from a cause-effect relation. It must be possible to empirically test the knowledge in order 
for it to prove its relevance. According to positivism there are only two sources from 
where knowledge can be obtained. The first way is the information around us, which can 
be registered by the human’s five senses. The second way is the information we process 
through discussion and a rgument based on common sense (Eriksson & Wiedersheim, 
2001). The positivistic approach should be based on a large extent of measurement and 
logical reasoning about reality (Patel & Davidsson, 2003).  
 
The positivistic approach can be divided into five central features: 
 

• The society should avoid everything that is not real and acknowledgeable. The sci-
ence (empirical findings) must only be based on things that can be observed and 
objectified. Statements of science should be justified and confirmed by empirical 
data.  

 
• All work concerning science should be employed with the uniformed method of 

science.  
 

• The purpose of science is to explain. 
 
• An essential goal within the social science is to generalize conformity to law. 

 
• A positivistic research must distinguish between facts and valuation.  

(Lundahl & Skärvad, 1999) 
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2.1.1 Our approach 

The data and information we will investigate should be approached through a positivistic 
approach. Thus our aim is to base the thesis upon knowledge. Supported by knowledge we 
attempt to explain the affect of IFRS on the companies. We intend to display the data 
without any interpretation or opinion in order to satisfyingly explain our purpose. We argue 
that through conducting a positivistic approach, is the only way to fulfil our purpose with 
this thesis.  

2.2 Research design 
There are two course of actions in which the thesis can be conducted: inductive method and 
deductive method (Eriksson & Wiedersheim, 2001). The induction method deviates from the de-
ductive method in its origin. The starting point in the inductive method is empirical data 
and/or empirical observations in contrary the deductive approach that origin in the theory. 
Thus the authors do not have to support the study with earlier theory. Instead a theory is 
derived from the study based on general conclusions of the gathered empirical facts (Eriks-
son & Wiedersheim, 2001).  

 
 
 
 
 
 
 
 
 
 
 
 
F 
 

Figure 2.1 The differences between induction and deduction (Lundahl & skärvad 1999, p. 41) 

2.2.1 Our approach 

Our thesis will be underpinned by facts i.e. the collection of secondary data from the finan-
cial reports from the companies’ listed on the A-list. A reason why we decided to start in 
the empirical is the lack of theory and studies within the IFRS area due to the recently im-
plemented standard. Thus the lack of theory and earlier studies was an incitement towards 
the inductive approach. Out of the collected data we will explain the affects due to the 
IFRS 2 and the utilization of share-based payments. We will try to support our explanation 
by stating general conclusions for the selection; consequently the inductive method serves 
our purpose most satisfyingly. 
 
 
 
 

Figure XX The correlation between induction and deduction (Lundahl & Skärvad, 1999, page 41.  

Facts  

Empirical  

Findings  

Model Values  

(Theory) 

Facts  

Deduction 

Predictions Theories 

Verification or  

falsification  Induction 

 



 Method 

 11 

2.3 Research Method 
 
The choice of research approach depends on the degree of precision by which the original 
research question can be formulated, and how much knowledge exists in the area of the 
chosen subject (Patel & Davidson, 2003).  
 
The selection of research method is depending on to the level of precision by which the re-
search question can be formulated. Furthermore the existing knowledge covering our sub-
ject is a circumstance to be taken into consideration.   
The idea of a research based method is to be guiding device for helping the authors’ to 
achieve the purpose of the thesis (Strauss & Corbin, 1998). There are two common meth-
ods in research, qualitative method and quantitative method. The most obvious and important 
difference between these methods is that the quantitative method reverses the information 
received into numbers (Holme & Solvang, 1997).  
 
The intention of the quantitative method is to examine a cluster of observation by using sta-
tistical models. Data that can be referred, as quantifying or descriptive data is suitable for 
the quantitative method, due to the simplicity to reveres it to numbers. Quantitative data 
can be collected through a wide range of processes. A frequently utilized process is ques-
tionnaires.  The questions asked are often how common a particular behaviour is or how 
often the behaviour occurs (Thomas, 1997). The questionnaire is normally constructed 
with a numbers of multiple-choice questions. Often the quantitative method attempts to 
deal with information about people’s daily lifestyle. The aim is to determine general conclu-
sion for a population based on the result of the statistical analysis (Holme & Solvang, 
1997). 
 
The qualitative method penetrates every observation in a deeper way, focusing on variables 
that are harder to classify and quantify. The main purpose of a qualitative research is to ob-
tain a more profound knowledge through for example interviews (Strauss & Corbin, 1998). 
In a qualitative approach it is the researcher’s understanding or interpretation of the infor-
mation that is vital (Holme & Solvang, 1997). 
 

2.3.1 Our approach 

We will employ a quantitative method in our thesis. The choice depends on the type of 
data and information that can be collected in the financial reports. The quantitative method 
is suitable for quantifying and descriptive data. Our empirical findings will mainly consist of 
figures however descriptive data describing share-based programs will be integrated. Ex-
ample of that type of data in the reports is operating profit and even the different types of 
share-based programs.  
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2.4 Selection of companies 
The IFRS 2 affect on the year 2004 for the companies’ listed on the Swedish A-list we be-
lieve is of great interest. The reason for focusing on these companies is that they all are 
large companies with a great influence on other companies in Sweden and the European 
Union. Therefore, by focusing on these large corporations we believe that we can present a 
fair picture of the concerns regarding the IFRS 2 in general among these companies. Given 
these restrictions our population is the 51 companies’ listed on the Swedish A-list. Consid-
ering our purpose the selection will be identical to the population, i.e. the 51 companies’. 

2.5 Data collection 
According to Yin (1994), data collection for case studies relies on many sources of evi-
dence, such as interviews, observations, documentation, archival records and physical arte-
facts. Yin claims, that in order to benefit from the advantages of case studies, the re-
searcher should employ multiple sources of evidence (Yin, 1994).  
 

2.5.1 Primary data 

Primary data is information that is collected for the first time i.e. information that not ear-
lier has been published. It can be collected by two methods; experimental or non-
experimental research. The advantage with primary data is that it can be adapted for the 
purpose of the specific theme. The disadvantage is that it might be a costly method of col-
lecting data (Halvorsen, 1992).  
 

2.5.2  Secondary data 

Secondary data is information collected from already published sources i.e. everything that 
is not primary data (Patel & Davidson, 2003). Examples of secondary data are statistics, lit-
erature, material of law and electronic sources, which all contribute to form a wider per-
spective (Lekvall & Wahlbin, 2001). The advantage with secondary data is that it, in most 
cases, is costless to collect. The disadvantage is that it can be difficult to find information 
that suits the purpose of the research. The information can be grouped into internal or ex-
ternal data. Internal data is information, which ca be collected within a company.  External 
data can for example be books or articles that are available for the public (Halvorsen, 
1992).  

 

 

 

 

 

Figure 2.2 The relation between speed, cost and quality (Eriksson, wiedersheim-paul, p. 65, 1998) 

 

Cost 

Speed 
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The double arrows indicate the relation between the variables. Collecting primary data of-
ten imply higher quality hence the data can be collected in order to specifically fit the re-
searcher’s purpose. The arrows suggest that higher quality involves greater costs and more 
time to collect the data. Therefore the researcher has to consider and weigh in these factors 
in the decision process (Eriksson & Wiedersheim-Paul, 1998).  

2.5.3 Our collection 

Our empirical study contains data and information from the 2004 annual reports of the A-
listed companies. When we have encountered lack of data or difficulties to find the relevant 
data in the annual report we have extended our research to even include the first interim 
report, Q 1.  The reports have been downloaded from the investor relation homepage of 
each company. Examining the affect of the IFRS 2 in the annual reports of 2004 conse-
quently implies collecting secondary data. 
 
  

2.6 Credibility  
 
To be able to achieve a high level of credibility for the conclusions presented in this thesis, 
it is important to demonstrate that the research was designed and conducted in such a way 
that it accurately identifies and describes the phenomenon that was investigated. In order 
to do this, it is important to describe issues concerning the research project’s validity and 
reliability (Holme & Solvang, 1997). 
 
Validity is one element of science research, which deals with the issue of whether the re-
search actually measures the things it aims to measure, and that nothing irrelevant affects 
the result. According to Lekvall and Wahlbin (2001), validity can be divided into construc-
tive, internal and external validity.  
 
Internal validity covers if the researcher actually measures what he/she beliefs to measure. 
This can be a problem when researching data from a source that is not reliable. External va-
lidity is more interesting for our thesis. Validity is said to be external if the research result in 
a limited area is valid in other circumstances. The benefit with conducting a research that 
has external validity is that the result probably is having some level of transferability and that 
general conclusions can be drawn from this. This generalisation helps the researcher to trans-
fer the conclusions made to another research area. For example, when conducting a re-
search in a geographic area, the result can often be transferred to and applicable for other 
geographic areas. (Jacobsen, 2002) 
 
To ensure the validity of our thesis we tried to use as many sources of information as pos-
sible and to link them together. We carefully studied the literature and articles available. We 
presented a thorough explanation of the rules governing the standards of share-based pay-
ments and how this is applied in practice (Lekvall & Wahlbin, 2001). Based on that infor-
mation, we established the main issues regarding the implementation of IFRS 2.  
 
 
 
 
 



  

 14 

The degrees of validity are affected by: 
 

• The measuring instrument 
 
• The individual who conduct the measurement 

 
• The environment around the measurement 

 
• The examined object 

(Malterud , 1998) 
 
Reliability is the measurement of a method’s accuracy and ability to avoid external, random 
influences when using the same research method (Patel & Davidson, 2003). Reliability 
proves to what extent the measurement tool will generate the same or similar results if an-
other researcher who follows the same procedure replicates it (Lekvall &Wahlbin, 2001).  
Secondary data is considered to have a high level of reliability due to the fact that the re-
searchers have fewer opportunities to control and affect the data in order to get a more sat-
isfying result (Abnor & Bjerke, 1994). 

Table 2.1 Summary of our choice of method 

Theory Our approach Explanation to choice of approach 

Research perspective Positivistic Our aim is to base the thesis on knowledge and with-
out any own interpretation or opinions.  

Research design Inductive Due to the lack of theory and earlier studies about 
IFRS 2 that consequently imply that our stating point 
are the empirical findings.  

Research method Quantitative Out of the annual reports we will only collect quantify-
ing and descriptive data. Figures and describing infor-
mation is most suited for a quantitative method. 

Selection of companies A-listed companies We believe that out of the A-listed companies we can 
present a fair picture of how the problems regarding the 
IFRS 2 is handled and dealt with in general among 
the companies. 

Data collection Secondary Our data is exclusively collected from the companies’ 
annual reports. Published data is by definition secon-
dary data. We argue that these annual reports are re-
liable since they are conducted in accordance to law. 
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3 Frame of Reference 

In this chapter we present the theories underlying our subject of our thesis. The purpose of the  frame of refer-
ence is to  give the reader an understanding of the theories covering our subject.

 

3.1 Share-based payments  
The purpose with share-based programs is to motivate the employees’ to put more efforts 
into their work. These incitement programs have erupted from the theory of rational be-
haviour. A rational individual will change its behaviour if the individual experiences a 
higher total benefit from their work. The program generally creates a more positive atmos-
phere among the employees’ (Borg, 2003). The cause is that the employees feel a closer 
connection to the company and that they are contributing to the company’s result. Thus 
the company expects that the incitement program will result in greater involvement and 
higher profits (Hörnberg & Rapp, 2002).  One further motive for the company granting 
this type of program is the idea of tying stronger bound with their available personnel 
(Borg, 2003). 

In a share-based program equity instruments on the firm are issued to their employees. The 
settlement may involve some conditions that the employees have to fulfil. One common 
condition is that the employee has to work a specified number of years for the instrument 
to be exercisable. The equity instrument gives employees the right to purchase the corpora-
tion’s shares at a discounted price in exchange for their services (PriceWaterhouseCoopers, 
2004). The issuer of the securities is usually the firm, though we will explain an exception 
later on in this chapter. The value of the equity instrument is, in almost every case, reflected 
by the market value of the company’s share. A change in the share price will immediately 
affect the value of the equity instruments’ (Borg, 2003). Thus an equity instrument is an ex-
cellent instrument for creating incitement.    

There are different classes of securities that should be taken into consideration before the 
company decides to grant a share-based program (Borg, 2003). The company has to argue 
whether to issue call options, synthetic options, convertibles or subscription options 
(Hörnberg & Rapp, 2002). Additional issues for the firm to decide are: 
 

• The size of the premium of the option 
• The time of the vesting period 
• The time of the exercise period 
• The exercise price 

 

The premium price is the cost for the employee to purchase one option. The price is based on 
two different variables, time to exercise and the volatility in the underlying share. The pre-
mium is a fraction of the exercise price (Hull, 2003).  

The vesting period is the time between the grant date of settlement and the exercise period i.e. the 
period of time the employee has to complete according to the conditions of the settlement. 
This period constitutes a period of cost for the company. The company’s costs for the pro-
gram should reflect the financial expenses over the vesting period (PriceWaterhouseCoop-
ers, 2004).  
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The exercise period is the period of time within the employee is entitled to exercise the equity 
instrument. The interval is usually a few years (Borg, 2003).  

The exercise price is the price at which the employee has the right to purchase. (Hull, 2003). 
If the exercise price is below market price the employee is granted a profit. The right to ex-
ercise can only be utilized within the exercise period (Borg, 2003). Further on in this thesis 
we will explain these terms more thoroughly.  

3.2 Implementation of the new accounting standards 

3.2.1 Introduction to the IFRS 2 

From the 1st of January 2005, new accounting standards are required to be implemented by 
companies listed on a stock exchange in the European Union. The European Union’s 
Councils of Ministers decided to adopt the new IAS (International Accounting Standard) 
2005 standards in June 2002. For the companies listed on a stock exchange, these new In-
ternational Financial Reporting Standards (IFRS) have to be taken into consideration in the 
statement of account. Prior to this implementation of the new IFRS, the majority of the 
companies listed on the Swedish A-list were using the Swedish accounting standards 
GAAP.  

IFRS 2 covers all share-based-transactions with the employees’ of the companies listed on a 
stock exchange in the European Union. The most important issue covered in IFRS 2, is 
that the estimated costs for the granted instrument in share-based programs have to be 
taken into consideration in the income statement and an expense has to be measured and 
not only disclosed as before (PriceWaterhouseCoopers,2004). 

The IFRS 2 demands that the share-based payments must be measured by fair value. It is 
the value of the underlying equity instruments, usually shares, or cash-settled instruments that has 
to be measured by the fair value. If this value can not be appropriately measured, valuation 
methods have to be used. (PriceWaterhouseCoopers, 2004) The value of these share-based 
payments has to be measured in the income statement from the grant date (the date when 
the employees are guaranteed participation in the share-based program), and as we have 
earlier explained, it must be charged in the income statement over the vesting period.  

The companies’ must not account for share-based programs executed before 7 of November 
2002, and as we previously described these new IFRS-rules were not implemented until the 
1st of January 2005. However, even though the companies’ have not yet presented an an-
nual report with a full coverage of the IFRS 2 effect, the new accounting standard states 
that the year of 2004 has to be measured for by IFRS 2 rules in disclosed form. This is due 
to the demand for the possibility of doing a comparison between previous years in IFRS-
annual reports.  
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3.3 Option Theory 
 

3.3.1 Introduction to option theory  

 

Table 3.1 Key words 

Key Words in Option Theory  Explanation 

Exercise price or strike price The price of the option granted by the company. Usually this is 
the same as the market price of the underlying share. This is 
what the buyer pays for the asset.  

Option period or exercise period The life time of an option. The expiration date is the date de-
termining the deadline when the lifetime of the option has ex-
pired.  

Issuer of an option or option writer The company that grants the options. The issuer or seller of an 
option. This is the counterpart of the option buyer.  

Expiration period The date by which an option must be exercised. 

 

 

An option is a derivative security that includes an agreement which one part is bound to 
and where the other part has a freedom of choice whether to complete it or not. An option 
is also a right but not an obligation to purchase a number of shares at a specific price dur-
ing a specified time period. (Nationalencyklopedin, 2004) Options are granted by compa-
nies at an exercise price, usually this price is the same as the current market price of the 
shares underlying the company at a certain date. An option gives the buyer a right to buy 
these shares at an exercise price during the option period (Bagaviciute & Mazeikaite, 2003). 
As payment for this, the issuer of the options gets a premium from the buyer.  

Briefly explained the buyer of an option in share-based programs wants the market price of 
the shares to increase so that the exercise price is lower than the market price of the under-
lying shares. If this is the case, the buyer gains and makes a profit. On the other hand, the 
issuer of the options does gain when the market price of the shares goes down. In this case, 
the options issued are worthless to the buyer. This is due to the fact that the buyer will not 
use his optional right when he has the possibility to buy shares at a market price lower than 
the exercise price. (Hansson, 1996) 
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3.3.2 Option categories  

There are different kinds of options that are used by companies in share-based programs. 
Below we will describe the characteristics of these options: 

• Call options  

• Subscription options 

• Synthetic options 

• Convertibles 

3.3.2.1 Call options 

A call option is an option that gives the buyer the right but not the obligation to purchase a 
share at the exercise price. The issuer is obliged to sell the shares if the buyer demands it. 
(Hansson, 2001).  For this possibility to exercise the option, the purchaser pays the issuer a 
premium. As stated earlier, the purchaser of a share option gains when the share market 
price of the underlying share rises, then the buyer could exercise the option right and pur-
chase the share at a lower price than the current market price.  

Call options are used in share-based programs and often called “share salary”. This is natu-
ral since the salary is greatly depending on the fluctuating share exchange rate, while having 
the possibility to convert the option to shares at the expiration date (Hörnberg & Rapp, 
2002). In share-based payments and other incitement programs, only call options are used. 
Therefore we will have no further discussion regarding put options in this thesis. A great 
benefit with call options is that the potential profit is unlimited while the potential loss is 
limited to the premium paid.  

In share-based programs, call options can be issued on two different ways. The first 
method, reacquisition of shares is only applicable for companies listed on a share market. 
This repurchase of shares means that the shareholder’s equity is decreasing and that no 
cost is involved for the company repurchasing shares. The second method cares for when a 
shareholder is issuing shares. This of course does not affect the company’s statement at all 
(Hansson, 2001)  

Often the company issuing shares hires an external share issuer. This is natural since any-
one has the right to issue shares. Most commonly these issuers are investment banks, own-
ers with a great proportion of the company’s shares or subsidiary companies. The issuer is 
in this situation procuring shares and undertaking to sell the shares to the employees of the 
specific company at the exercise price.  (Hörnberg & Rapp, 2002). This helps to prevent 
the dilution effects, occurring in new share issues.  

To describe the way share-based programs works we use the following model by Anders-
son & Brattberg (2000). This model shows how companies listed on a share exchange can 
use and develop share-based programs. At the first step (1), a third part, an investment 
bank or similar purchases shares from the share market in for the purpose of these option 
programs. Secondly (2), the company pays compensation to the third part. Thirdly (3), the 
external part issue shares to the employees of the company using the incitement programs. 
For this benefit, the employees’ pays a premium. When the terms are fulfilled, the shares 
are transferred to the employees’ of the company (4). At this stage, the company compen-
sates the third part (5). Now the employees can use their shares (6). (Sandquist & Tillberg, 
2001).   
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Figure 3.1 Call option programs (Andersson & Brattberg, 2000. p. 99) 
 

3.3.2.2 Subscription options 

For an employee a subscription option is not different compared to a regular call option is-
sued by a company. An option of this kind is based on shares that are not yet issued. 
Therefore subscription options are based on non-existing shares, and these options occur 
when a company is undergoing a new share issue. The buyer of these options is paying a 
premium to get the right but not the obligation to buy these new shares during a given op-
tion period. (Borg, 2003) To sum up, the difference between call options and subscription 
options is that the holder of a subscription option has the right to apply for new shares, 
while the holder of a call option has the right to apply for already existing shares.  
 
For the existing shareholders this has a negative effect since the market price of their shares 
is negatively affected by this new share issue. The equity capital is spread out on an in-
creased number of shares; this factor is called the dilution effect. (Hansson, 1996). Today, 
subscription options are frequently used by companies using share-based payments as in-
citement programs. 
 
 A commonly used method by companies undergoing a new share issue, introducing sub-
scription options is to issue promissory notes to subsidiary companies. What the subsidiary 
company does is to separate the option from this promissory note and then transfer the 
option without this promissory note to the employees’ of the parent company. (Buhr, 
Georges & Lundquist, 2002) In figure 3.2, we describe these steps. The first (1) step is 
when the parent company is issuing a promissory note to the subsidiary and in turn is re-
ceiving payment for this (2). Now the subsidiary can issue optional rights to its employees 
(3) and for this, the employees’ pays a premium (4). The employees’ can now decide to use 
their optional rights and purchase shares at the agreed exercise price and the parent com-
pany has to issue new shares, (5) and (6). The last stage is when the employees’ are rightful 
owners the shares and can now sell those (7).  
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Figure 3.2 Subscription options and the role of the subsidiary (Buhr, Georges & Lundquist, 2002 p. 29) 

 

3.3.2.3 Synthetic options 

Synthetic options are different to regular call-and-subscription options. A synthetic option 
gives the holder a right to convert the option into cash instead of shares. This cash is called 
the final settlement liquid. This amount of cash is based on the result of the company issu-
ing these options. A benefit for the existing shareholders is that synthetic options do not 
have a dilution affect since no new shares are issued and the equity capital is not spread out 
on an increased number of share holders. (Borg, 2003) 

Compared to call options, these synthetic options do mean an expense for the issuer. An 
amount is paid out to the holder of the option and this is the disadvantage compared to 
when issuing shares (Hansson, 2001). However, a great advantage is that the issuing com-
pany does not have to search for buyers of the shares and that it is relatively easy to ac-
complish. Synthetic options are often called artificial options due to the fact it does not 
give the holder the right to convert it to shares (Buhr et al., 2002). 

 

 

 

 

  

(7) Selling of 
shares 

P
A
R
E
N
T  

C
O
M
P
A
N
Y 

S
U
B
S
I
D
I
A
R
Y 

E
M
P
L
O
Y
E
E
S 

 (1) Option + pro-
missary note  

 (2) Payment 

 (3) Optional right 

 (4) Payment 

 (5) Shares 

 (6)Final settlement liquid 



 Frame of Reference 

 21 

 

 

 

 

 

 

 

Figure 3.3 Synthetic options, (Nordestedt & Svensson p.15) 

 

Figure 3.3, describes the procedure and the use of synthetic options. The first (1) step is 
when the employee of an organisation pays a premium to be a part of the synthetic option 
program. Now (2) the employee receives these synthetic options that can be exercised at 
the end of the option period. The last step (3) is when the employee decides to convert the 
option to cash; the final settlement liquid. This is done if the current share market price is 
higher than the arranged exercise price. (Buhr et al., 2002) 
 
3.3.2.4 Convertibles  

A convertible could be said to be a mixture between a share and a promissory note or loan. 
The holder of a convertible has the right to transfer the promissory note for shares at a 
given conversion rate in the borrowing company (Borg, 2003). The company issuing these 
convertibles can repay the debt to the holder and then the conversion right is terminated. 
Convertibles are a loan from the employees’ to the company issuing the convertibles’. The 
company pays the employees’ interest for the loan and the loan can be repaid in cash or 
shares in the company. The employees’ can use this optional right receive shares in pay-
ment if the current market price is beneficial, that is higher than the exercise price.  
 
For the company issuing convertibles, this optional right may lead to dilution affects. Con-
vertibles give the holder the right to convert the claim for non existing shares that the 
company has to issue. A characteristic for convertibles is that their interest is relatively low 
compared to other securities. This lower interest is compensated by the value appreciation 
by the conversion. A drawback for the employee is that the capital investment is greater 
compared to the premiums paid in regular share-based programs. When using convertibles, 
no premiums are paid at all. The employee is also facing a risk when lending money to the 
issuing company since it is no guarantee the money will be repaid (Hansson, 2001). Of 
course this risk is lesser in larger companies with a stable economic situation. For this rea-
son combined with the fact that convertibles are more complicated than other options, the 
use of convertibles in incitement programs is decreasing.  
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3.3.3 Options categorised by time limit 

Options can be further divided into two sub categories that determine the date when an 
option can be exercised, that is the time period determining the condition for redemption. 
These option categories are; 

• European-style options 

• American-style options 

• Bermudan-style options 

A holder of a European option must exercise the option at the end of the option period, the 
expiration date. The holder of an American option on the other hand has the right to exercise 
the option at any time during the options life time. A Bermudan-style option gives the holder a 
right to exercise the option during specified periods in the life time of the option (McDon-
ald, 2002).  

3.4 The value of an option 
The values of all options are depending on the future value of an underlying asset, in most 
cases shares. The time period is of fundamental value in all option theory. At the grant 
date, the employee being granted an option is paying a premium being equal at the real 
value of the option (Hansson, 2001). The real value is the same as the intrinsic value or ac-
tual market price minus the exercise price.  

If the current market price is higher than the strike price paid for the call options, then the 
holder has an “In-the-money-option”. On the other hand if the market price is lower than the 
exercise price, the holder has an “Out-of-the-money-option”. In this case, the option has no 
value for the holder since it is more beneficial to purchase shares at the current market 
price. If the exercise price and the market price of shares are equal, it is an “At-the-money-
option”. (Hansson, 1996) 

The time value is the most dominant factor determining the value of an option. The reason 
to this importance of time is the interest involved. If a person decides to buy a share, a 
purchase of a call option gives him or her, the right to make the actual purchase later at a 
later stage. That is the buyer of a call option can postpone the actual payment for the 
shares.  This gives the holder of a call option a benefit when receiving interest on the 
money held compared to a person who buys shares immediately. (Hansson, 1996) 
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Figure 3.4 Option value (Hansson, 1996 p. 107) (modified) 

 

To illustrate the value of a call option we use a model by Hansson (1996). We have modi-
fied in order to give the reader a better view of how the value is determined. In this exam-
ple, the exercise price for an invented share option is 100 SEK and the option gives the 
buyer the right to purchase the shares within six months. If the current market share price 
is 110, the real value is 10 (110-100=10). Time value is the value that can not be explained 
by the real value. According to Hansson (2001), time value could be described as an expec-
tations value including the interest needed to finance the underlying asset. The total value 
including time value can not be exactly defined but the Total-value-curve gives a hint of 
how the value is affected by time. The greater the possibility for a high market price, the 
higher is the time value.  

Shares whose values are greatly fluctuating are normally having a greater time value than 
shares with a more stable market price. This is due to the simple fact that these shares have 
greater possibility of reaching a market price level that is motivating a higher value of the 
options. (Hansson, 1996) Also, the longer the option period, the greater the possibility of 
reaching a high share market price. The time value is therefore decreasing and finally reach-
ing zero at the end of the expiration period (Hansson, 2001).  
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3.4.1 The factors determining the value of the option 

Of course time is not the only factor determining the value of options. According to Buhr 
et al. (2002), the option value could be described by these variables: 

• Price of the underlying asset 

• Volatility 

• The vesting period  

• Risk free interest 

• Exercise price 

• Dividend effects  

3.4.1.1 Price of the underlying asset 

The price of the underlying asset in most cases shares are of great importance of the op-
tion’s value. What is determining the value of the option is the difference between the cur-
rent share market price and the future exercise price (Buhr et al. 2002).  As earlier de-
scribed in this thesis, call options are more valuable when the market price of the share is 
higher than the exercise price. It is easy finding the correct price of a share since it is the 
market that determines its value.  

3.4.1.2 Volatility 

If the exercise price is higher than the current market price, the call option has no real val-
ue. As stated earlier, the longer the time remaining to the expiration date, the greater is the 
time value since the possibilities of reaching a higher share price is increasing with time. If a 
share’s price is fluctuating over time, the option’s value is a ffected to. (Håkansson, 
Lundquist, Rydin, 2002) This volatility (fluctuation in price) implies that options time value 
is positively affected. Volatility could be described as the standard deviation of a share price 
during a given time period. (Buhr et al., 2002) The higher the volatility, the higher is the 
time value fraction of the option value.  
 
If the price of a share is at a stable level, the option has no real value since the potential 
profits are limited. A fluctuating price with great potential of reaching a high level could 
give the option holder non-limited profits. On the other hand, if the share price is drop-
ping to a very low level, the option holder will loose no more than the premium paid. 
(Hansson, 2001) The conclusion is that, all things equal a higher volatility means a higher 
option value.  
 
3.4.1.3 The Vesting Period 

The time remaining to expiry date is affecting the value of an option. Then longer the time 
remaining, the greater the possibility that the market share price will reach a satisfying level 
for the option holder. Considering this, it is obvious that the option value increases with 
the time remaining (Buhr et al., 2002). The importance of the vesting period is depending 
on the option category, that is if it is of a European-or American style. For example, a 
European option that needs to be exercised at the expiration date with a long time remain-
ing to expiration might be less valuable than an option with a short time remaining. This 
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could be the case when the share holders’ are receiving dividends shortly before the expira-
tion date. This leads to a falling market price the period after the dividend, leading to a de-
crease in the option’s value. (Hansson, 2001) 

3.4.1.4 Risk free interest 

A call option is an alternative to purchasing the underlying shares’ immediately. For the 
holder of the option, this implies that the capital needed to invest in these shares is saved 
till the expiration date. The option holder can place this temporary saved capital in for ex-
ample risk free interest assets. (Hansson, 2001) By investing in this risk free assets like gov-
ernment bonds, the benefit of holding an option increases. This leads us to the conclusion 
that the value of an option increases in parallel to the risk free interest.  

3.4.1.5 Exercise price 

The value of an option is negatively correlated with the exercise-or strike price. The lower 
the exercise price, the higher the option value. As shown in figure 3.4, the difference be-
tween the share market price and the exercise price is the lowest price that an option can be 
purchased for. The exercise level is the price; the purchaser of an option pays for each unit 
of the underlying share (Håkansson et al., 2002). It is of beneficial value for the call option 
holder if the current market share price is above the strike price, at this time it could be ex-
ercised. (Hansson, 1996). 

3.4.1.6 Dividend effects 

A negative side affect with holding options compared to shares is that an option holder is 
not entitled to dividends. A share with a recently paid dividend automatically decreases in 
value. This loss in share price implies that the gap between exercise price and market price 
is decreasing. Therefore after a dividend is paid, the call options drops in value (Kjellman, 
Silberman & Pallas, 2003). The incitement of purchasing a call option is decreasing after a 
recently paid dividend. To sum up all these variables and how they affect the value of a call 
option, all variables can be presented in a table showing positive-or negative correlation.  

Table 3.2 How the variables affect the option value (Kjellman, Silberman & Pallas, 2003 p. 53) 

 Variable Value of a call option (correlation) 

Price of the underlying asset + 

Volatility + 

The vesting period + 

Risk free interest + 

Exercise price - 

Dividend effects  - 
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3.4.2 Option valuation methods 

Bearing in mind the variables determining the value of an option, it is of great interest for 
the reader of this thesis to find the different valuation methods. The most commonly used 
model in option theory that is frequently used by companies using share based incitement 
programs is the Black & Scholes model. (Borg, 2003) 

The Black & Scholes model is a mathematical formula based on the variables explained 
above. The purpose of the model is to find a value that an investor (in share-based pay-
ments an employee), is willing to pay today for the potential increase in price for the under-
lying shares. (Bagaviciute & Mazeikaite, 2002) The Black & Scholes model is like other 
models based on a number of assumptions and the most relevant are; 

• No dividends are paid out to the share holders.  

• Only European-style-options are used. 

• The interest rate does not fluctuate.  

• The market is efficient  

Originally the Black & Scholes model was created for the purpose of valuating short-term 
derivatives that are publicly traded. This together with the assumptions mentioned above 
decrease the reliability of the model. Employee share options are non-traded on a public 
market and which decrease the value of the options. This often leads to an over estimated 
value in income statement when using this model. The Black & Scholes model has faced a 
lot of criticism during the latest years due to this lack of reliability and some companies de-
scribe in their annual reports the difficulty in using this and other option models for in-
citement programs. (Bagaviciute & Mazeikaite, 2002)  

The fair value must also be recognised. The difference between the current market share 
price and the exercise price at the valuation date is the cost of the option. According to the 
IFRS 2 , fair value is required to be used to determine the value of all equity based transac-
tions. Shares are example of these transactions. A benefit when using the fair value is that 
the time value is included. Fair value is measured by the current market price of the op-
tions. For companies listed on a share exchange issuing shares the employees the valuation 
is no problem since the price is known. However in incitement programs, these options are 
often not publicly traded, leading to difficulties in measuring the price appropriately. There-
fore different valuation models like the Black & Scholes, Binomial or Monte-Carlo can be 
used. (PriceWaterhouseCoopers, 2004). The Binomial model is based on the Black & Scholes 
formula and it has many drawbacks when valuating incitement program options as the 
model assumes the options to be sold. The Monte-Carlo model is a technically complex model 
that is based on thousands of simulations. Due to this complexity it is not frequently used 
even though many argue it is the model most appropriate for valuating options. (PriceWa-
terhouseCoopers, 2004) 

At the measurement date, the IFRS 2 states that the value of the underlying equity instru-
ments has to be measured by fair value and if this can not be measured appropriately, these 
valuation methods described above must be used. If the models can not properly measure 
an equity value, the intrinsic or real value can be measured at the grant date and the date of 
the final settlement. (PriceWaterhouseCoopers, 2004) However this is not a problem in this 
thesis, since it focuses on the companies listed on the Swedish A-list and the fair value is 
therefore easy to measure as it is the same as the current market share price.   
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As stated earlier, according to the IFRS 2, the value of the options and the underlying eq-
uity has to be measured at the same date as the employees are guaranteed participation in a 
share-based program, this date is as stated earlier the grant date.  This date should not be 
mixed with the vesting date, which is the time when the employee is actually making use of 
the option and exercises it. (IFRS 2, 2004) 

3.4.3 Dilution of shares and result per share 

Share-based programs do imply some negative effects for the existing share holders. For 
companies issuing new shares based on the entity, problems concerning a decrease in the 
share price might occur. When issuing new shares, the equity capital must divide into an in-
creasing number of shares. It is easy to see that the result per share in these cases is nega-
tively affected. This negative effect described as dilution effects. The shares are issued at 
the exercise price, consequently if the exercise price is below the actual market price dilu-
tion effects occur. (Hansson, 1996) 

For companies using a third part for the purpose of issuing or repurchasing shares, these 
dilution effects are non existent. The share price is not affected since the number of shares 
is not increasing. In these cases, the shares are repurchased and sold.  

Table 3.3 Summary of the frame of reference 

Share-based 
 payments  

The purpose with share-based programs is to motivate the employees’ to put more efforts into 
their work so that they are to a greater extent contributing to the company’s result. In a 
share-based program equity instruments on the f irm are issued to their employees. The set-
tlement may involve some conditions that the employees have to fulfil. One common condition 
is that the employee has to work a specified number of years for the instrument to be exercis-
able.  The equity instrument gives employees the right to purchase the entity’s shares at a 
discounted price in exchange for their services. The payments in these programs are options. 
Convertibles, call options, synthetic options and subscription options are used.  

Implementation of 
the IFRS 2 

From the 1st of January 2005, new accounting standards are required to be implemented by 
companies listed on a share exchange in the European Union. The IFRS 2 is one of the 
new standards and it covers all share-based-transactions with the employees’ of the compa-
nies listed on exchange in the European Union. The most important issues covered in IFRS 
2, is that the estimated costs for the granted instrument in share-based programs has to be 
taken into consideration in the income statement and an expense has to be measured and 
not only disclosed as before. 

Option theory In the thesis, the authors’ cover four types of options; Call options, subscription options, syn-
thetic options and convertibles. A call option is purchased and the buyer pays a premium 
hoping the market price of the underlying shares to rise. A subscription option is issued by a 
company and this leads to dilution effects due to an increased number of shares. The differ-
ence compared to call options is that a subscription option is a new option. Synthetic options 
give the holder the right to convert the optional right into cash and shares. A Convertible is 
a loan from an employee to a company. The company can repay the employee in shares in-
stead of money if the employee prefers so.  

The value of an op-
tion 

The value of an option is determined by six variables; The price of the underlying asset, vola-
tility, the vesting period, the risk free interest, the exercise price and the dividend effect. The 
main methods of valuating options are the Black & Scholes formula followed by the Bino-
mial model and the Monte-Carlo model.   

Dilution of shares 
and result per share 

For companies issuing new shares, the equity capital is divided into an increasing number of 
shares. This causes a decrease in the result per share  and this is called the dilution effect. An 
increased number of shares while the equity capital remains the same.  
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4 Previous studies 

In this chapter we will present earlier research based studies covering share-based programs. We believe a 
discussion around these studies is of great importance for a thesis since they can give us ideas and facts cover-
ing the subject of our thesis. The sources we present in this chapter are mainly other master theses and other 
studies. 

 

There are number of earlier studies that deal with share-based payments. A recently con-
ducted study examined the connection between the choices of share-based programs and 
the business cycle of selected Swedish companies (Nordestedt & Svensson, 2004). A con-
clusion the authors stated was that share-based programs was more common in the earlier 
stage of the business cycle of the firm. The reason behind this is that the probability of a 
positive return on the underlying share is often greater in start-up phase.  

A relatively great number of studies have been made that handles share-based payments as 
an incitement programs. Borg (2003) is in his study “Aktierelaterade incitamentsprogram – en 
civilrättslig studie”, explaining the role of share-based payments or share option schemes as 
an incitement system for the employees. The study states that these benefits could be a 
great tool for motivation since the employees become more involved and dependent on the 
result of the firm.  

Since the IFRS 2  were not implemented until 1st of January 2005, we have only found pre-
vious studies that are trying to find out what will happen after an eventual implementation. 
Even though the studies were made before the decision was made regarding the implemen-
tation some of those are nevertheless of great interest to us. In “Optionsprogram för anställda – 
En studie av svenska börsföretag ”, Hansson (2001) presents what kinds of share-based pro-
grams that are most commonly used by Swedish companies. She states that those share-
based programs are convertibles and subscription options. She also points out that the 
vesting time of the share options differ among the companies but that five years is com-
monly used period of time. The dilution effects are varying depending on what kind of op-
tions that is used.  

A study made by students at Gothenburg University described the set of problems regard-
ing the accounting issues for share-based-compensations. The main purpose of the study 
was to map out the rules regarding this accounting and how it was made in practice. In the 
thesis, the authors stated that the fair value of share options was relatively hard to measure 
and that the granting of share options did not result in a cash outflow. The authors meant 
that this was a good reason for not demanding an expense in the income statement as was 
the case when this thesis was made in 2002. On the other hand, the authors claimed the 
options’ were of great importance for the employees’ and therefore could be expensed no 
matter if the compensation is paid out in cash or not. (Bagaviciute & Mazeikaite, 2002) For 
the purpose of summarizing the result of our presented previous studies we present the 
earlier studies made regarding share-options in table 4.1 below. 
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Table 4.1 Summary of previous studies 

Earlier 
Study 

Optionsprogram – För 
rätt företag vid rätt till-
fälle 

Aktierelaterade inci-
tamentsprogram – en 
civilrättslig st udie 

Optionsprogram för an-
ställda – En studie av 
svenska börsföretag  

Accounting for share-
based-compensation 
plans – Theory and 
practise in the busi-
ness community 

Author Nordestedt Jakob & 
Svensson Mikael 

Borg Mikael Emma Hansson Bagaviciute Olga & 
Mazeikaite Daiva 

Purpose with 
the study 

Find out whether Swed-
ish companies use option 
programs in accordance 
with their f inancial 
needs in the different 
phases of the business 
cycle. 

To present the civil 
law covering option 
programs and to pre -
sent how option pro-
grams are used as in-
cit ement for the em-
ployees.  

To describe the use of 
option programs among 
Swedish companies, an 
account for the different 
options used and to 
cover the motives behind 
the use of the option pro-
grams. The author also 
analyzed the conse-
quences by using the 
program, both for from 
the executives’ and the 
employees’ point of view 

The main purpose is 
to present the current 
accounting rules re-
garding option-
programs (2002) and 
to see how these rules 
were implemented in 
practise by companies.  

Conclusions 
made 

In the growth phase of 
the business cycle, it is 
best for companies to use 
subscription options or 
convert ibles. And in the 
maturity phase, call op-
tions are best to use 
while in the downturn 
phase convertibles and 
subscriptions are again 
better to use. The au-
thors claim that the 
companies’ in the study 
used the option pro-
grams in accordance 
with their financial 
needs.  

The author argues 
that there are lacks in 
the rules regarding the 
share options. One in-
teresting conclusion 
pointed out by the au-
thor is that the rules 
are different depending 
on what kind of in-
citement program that 
is used. The rules dif -
fer between a contrac-
tual incitement pro-
gram compared to an 
option program earlier 
regulated in the Swed-
ish Companies Act 
(ABL) with convert i-
bles and subscription 
options.  

Share-based programs 
are common among 
companies and that con-
vertibles and subscrip-
tion options are most 
commonly used in these 
incitement programs. 
The most frequently 
used vesting time of these 
options are five years. 
The main motive for us-
ing incitement programs 
she found out was to en-
courage the employees to 
be more ef fective and to 
attract personnel.  

The conclusion is that 
fair value is relatively 
hard to measure as 
the valuation models 
are not reliable 
enough. The authors 
also debated whether 
the option compensa-
tion should be ex-
pensed or not and 
found out that the 
main argument for not 
expensing share op-
tions is that there is 
no actual cash outlay 
involved. On the other 
hand, the authors 
meant that the option 
compensations could 
be expensed since they 
represent a valuable 
consideration to the 
employees.  
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5 Empirical Findings 

In this chapter we present our empirical findings and give a description of how share-based programs are 
used and how they affect the companies’. In the appendix we present the basic data that was collected in our 
research. In the method chapter we presented how the empirical research was made. Here the data is pre-
sented in figures and tables made in Excel and these are followed by comments. 

 

5.1 The use of share-based programs by the companies listed 
 on the Swedish A-list 
 

The use of share-based programs

42; 82%

9; 18%

Companies using Share
Based Programs 

Companies not using
Incitiment Programs 

 

Figure 5.1 The use of share-based programs 

As shown in figure 5.1, of all the 51 companies’ listed on the Swedish A-list, 82percent or 
42 companies use some kind of share-based program. However, all of these 42 companies 
using share-based payments did not need to describe how the IFRS 2 should have affected 
them for the year 2004, for the requested comparison purposes according to IFRS 2. This 
is due to the exception we mentioned earlier in our thesis that share options issued before 
the 7th of November 2002, are excluded for the IFRS-rules. Clearly the share-based pro-
grams are used frequently by the largest companies’ in Sweden as a form of compensation 
to their employees.  
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5.2 The use of share-based programs sorted by industrial 
categories 

The use of share based programs sorted by industrial category
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Figure 5.2 The use of share-based programs sorted by industrial categories 

Of the 51 companies on the Swedish A-list, 42 were using share-based programs. In this 
figure we describe how the use of these programs varies among the different industry cate-
gories among the A-listed companies’. In almost all industrial categories, a majority of the 
companies’ are using some kind of these option programs. We have listed 13 different 
branches1, from industrial conglomerate to the convenience goods industry. In seven of 
these branches; Construction, Vehicle & Machines, Shopping Goods, Telecommunication, Medical & 
Pharmaceutical, Wholesalers and Convenience Goods, all of the companies’ had executed share-
based programs for their employees. The two branches that are standing out from the av-
erage is the Bank & Insurance industry (40 percent or 2 of 5 are using share-based programs) 
and the Other-industry (50 percent or 3 of 6 are using share-based programs).  

Overall, the majority of the different industrial categories are all holding companies that are 
using share-based payments. In 10 of the 13 branches a majority of the companies’ were 
using share-options. Our result states that the use of share-based payments is used in al-
most all categories of industries on the A-list. 

 

                                                 
1 The grouping of the companies’ is in accordance with grouping of the financial paper, Affärsvärlden.   
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5.3 Utilization of share-based programs 

Utilization of Share-based program

29%

15%33%

23% call options

synthetic options

subscriptions

convertibles

 

Figure 5.3 Utilization of share-based programs 

In figure 5.3, the authors’ explain the use of options in the share-based programs issued by 
the companies on the A-list. The most commonly used option is the subscription option. 
33 percent of the companies’ using these incitement programs uses these subscription op-
tions as a mean for payment to their employees’. Regular call options are used by 29 per-
cent of the companies. In our study, several companies’ are using two types of options and 
in these cases both of them are accounted for in this figure.  
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5.4 Employees in the companies’ entitled to participation in 
share-based programs 

Employees in the companies' entitled to participation 
in share-based programs

24; 57%

18; 43% All

Executives only

 

Figure 5.4 Employees entitled to participation in share-based programs 

As shown in the figure above, a majority of the companies’ issuing share-based programs 
to their employees, are directing the programs to all employees in the organisation. 24 of 
the companies, or 57 percent, have employees that all are entitled to participation in the 
share-based-compensation-programs. However 18 of the companies’, or 43 percent, only 
allow the executives or leading staff to participate in the programs. The implementation of 
the IFRS-rules is not affected whether the incitement programs are targeted to all members 
of the companies’ or not. The IFRS 2 demands all share-based-costs to the employees to 
be accounted for, no matter the status or role of the employee.  
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5.5 The IFRS 2-affects on the operating profit 
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Figure 5.5 IFRS 2 affects on operating profit 

Our empirical findings show that if the IFRS 2 was implemented in the year of 2004, the 
result would not have been significantly affected. Only one company, Gambro was affected 
so that the result was negatively affected by more than 5 percent. The majority of the com-
panies’ had a result that decreased only up to 1 percent due to IFRS 22. This does not mean 
that the new accounting standard can be ignored. The decrease of the result might be small 
in percentage but in absolute numbers, the result is affected significantly. Astra Zeneca’s re-
sult for example decreased with 158 MSEK due to IFRS but this only decreased the result 
with 0.5percent. Assa Abloy issued an incitement program to the employees in 2004. The 
convertible program was valued to 902 MSEK but this loan did not lead to an expense this 
year due to the IFRS 2.  

However, for all the companies, the result was not negatively affected. Sandvik for instance 
had a result that increased by 12 MSEK or 0.2 percent due to the IFRS 2. This is presented 
in this summary from the Sandvik annual report 2004;  

                                                 
2The companies ABB and Lindex will not be included in this section and the following sections. ABB has employed the 
American accounting standards and if therefore not affected by the IFRS 2. Lindex has a financial year starting in Sep-
tember. Thus Lindex has not implemented the IFRS 2 in its annual report of 2003/2004 neither in its first or second in-
terim report. As a result non of the companies can be analyzed.  
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(Extract from Sandvik, 2004, p. 10)  

Sandvik is the only company in our study that has a result that is positively affected by the 
IFRS 2 . This is due to that the IFRS 2 demands that the share-based payments must be 
expensed and valued at the estimated market value of the option at the grant date. How-
ever, in Sandvik’s case, the company earlier valued the compensation to the employees’ un-
der an “intrinsic value method”. In Sandvik’s case, the exercise price of the options’ was less 
than the current market price of the Sandvik share at the valuation date. For Sandvik, this 
means a lower expense and the net effect of the implementation of the IFRS 2 is therefore 
positive with 12 MSEK. (Sandvik, 2004) 
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5.6 The dilution effects 

Dilution/No dilution

69%

31%

Number of companies with
share-based payment
Number of companies with
dilution effect

 

Figure 5.6 Number of companies affected dilution  

As described in the figure above, the majority of the companies using share-based pro-
grams in our study are having dilution effects due to the use of these incitement programs. 
69 percent of the companies’ are having a result per share that is diluted and therefore de-
creased. As we earlier stated, this is due to the fact of an increasing number of shares issued 
by the companies’.  Astra Zeneca had a dilution effect that decreased the result per share by 
4,64 percent (Earnings per share 15,10 SEK and earnings per share diluted 14,40 SEK) and 
Ångpanneföreningen experienced the greatest dilution effects with a decrease per share by 9,59 
percent (5,11 earnings per share and 4,62 in diluted earnings per share).   

The illustration of the dilution effects in percent is shown in figure 5.7 below; 27 of the 
companies are showing dilution effects of 0,5 percent or more. However only 4 of the 
companies have dilution greater than 2 percent.  
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Figure 5.7 Dilution effect in percent 

One company, Höganäs is differing greatly compared to the other companies’ in the study, 
the company has a positive dilution effect with 9,68 percent. In an effort to find the answer 
to why Höganäs experiences a positive dilution effect we decided to contact the company’s 
CFO, Annette Kumlien. The willingness of Kumlien to help us sort this problem out was 
unfortunately non-existing.  She explained that the company’s policy is only to help stu-
dents from Lund University. This leaves us with a problem that will remain unsolved, that 
is the question why Höganäs has a positive dilution effect. In the annual report for 2004, 
no information regarding its dilution is given.  
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5.7 Valuation models 
The majority of the companies’ in our study used the Black & Scholes formula to valuate 
the option programs. Almost all the companies’ stated that this was the case and therefore 
we chose not to present the result in a figure.  

Table 5.1 Summary of our empirical findings 

The use of share-
based programs 

42 of the 51 companies’ on the A-list are using incitement programs of some kind. How-
ever not all of them are directly affected by the IFRS 2. This is mainly due to the fact that 
some of these option programs were issued before 7 November 2002 and therefore these 
programs are excluded from the IFRS standards.  

The use of share-
based programs 

sorted by industrial 
categories 

In almost all of the industrial categories a majority of the companies’ are using share-
based programs. In 7 of the 13 listed branches all of the companies’ used an option pro-
gram. Two branches diverted, the Bank & Insurance industry were only 4 0percent (2 of 
5) were using share-based programs. The “Other-industry” had 50 percent (3 of 6) using 
these incitement programs. In 10 of the 13 listed industrial categories, a majority of the 
companies’ used these programs.  

Utilization of share-
based programs 

The most frequently used option type was the subscription option (33 percent of the com-
panies’ used this type), followed by the call option (29 percent), convertible (23 percent) 
and the synthetic option (15 percent). The majority of the companies’ were using several 
options in their programs.  

Employees’ entitled to 
participation in the 

share-based programs 

Our conducted study shows that 57 percent of the companies’ are allowing all employees to 
participate in their programs. Accordingly 43 percent are only allowing executives or lead-
ing personnel to participate in the incitement programs.  

The result affected by 
the implementation of 

the IFRS 2. 

The companies’ are not significantly affected by the new IFRS standards for share-based 
payments. One company (Gambro) should have had a result decrease of 5,2 percent. 
However, the majority of the companies’ should have had a result decrease of 1 percent or 
less due to the IFRS 2 implementation. In absolute number the result decrease is more in-
teresting, Astra Zeneca decreased should have decreased its result by 158 MSEK if the 
rules were implemented in 2004. Skanska on the other hand had a positive effect due to 
the new standard by 12 MSEK. This was due to a changed valuation method combined 
with a lower exercise price than the current market price of the share.  

The dilution effects 69 percent of the A-list companies’ had a result per share that decreased due to the option 
programs. 31 percent did not experience dilution effects at all. Ångpanneföreingen had the 
greatest decrease in earnings per share. The loss was 9,59 percent (5,11 to 4,62 
SEK/share). A majority of the companies’ are having a diluted result per share of at 
least 0,5 percent or more. However only four companies have a result per share that is di-
luted by more than 2 percent. 

Valuation methods Without question the most used valuation model was the Black & Scholes formula. Al-
most all of the companies’ used this model.  
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6 Analysis 

In the analysis we will compare the theory found in the frame of reference with our empirical findings. The 
structure of the analysis is based on the problem discussion and the empirical findings. In the analysis we 
will try to find the solution to our problem. 

 

6.1 The use of share-based programs 
According to the result of our empirical findings, a majority of the companies’ noted on 
the Swedish A-list is using some form of share-based programs. 42 of the 51 (82 percent) 
are using these incitement programs. The companies’ in this study are the largest compa-
nies’ in Sweden and therefore we believe that other companies will follow and start using 
similar incitement programs. According to a previous studie mentioned in this thesis by 
Hansson (2001), a majority of Swedish companies listed on a share exchange use some 
form of option programs. Bearing this in mind this result is not a surprise. If a majority 
uses the programs it is natural that the largest companies’ that is the A-listed companies’ do 
so as well.  

According to figure 5.3 the frequency of the share-based program is relatively equally allo-
cated.  In a previous study by Hansson (2001), subscription options and synthetic options 
were the most commonly used options in share-based programs. Our empirical findings 
prove that subscription options are most frequently used by the A-listed companies, fol-
lowed by call options. Our result confirms that subscription options are the most com-
monly used option type.  

6.1.1 Share-based programs in different industrial categories 

In our empirical research regarding the use of share-based programs in different industrial 
categories, we found that a majority of the companies’ in the different branches were using 
some kind of incitement program. However, in 3 of 13 industrial categories a minority of 
the companies’ were using programs. The result from our empirical findings states that the 
use of share-based payments is not depending on what industrial category a company be-
longs to. The research made, shows that all industrial categories use share-based payments 
and we believe that the industrial category is insignificant in the decision  whether to use 
option programs or not.  

We did not find any general pattern regarding the use of share-based payments in the dif-
ferent industrial categories. However, our study shows that the option types used varied in 
the different branches. In a majority of the industries we could not find any tendency of 
what kind of option type that was used. Thus two industries were deviating as we found a 
clear pattern in the choice of option type. 
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Figure 6.1 Industry: Shopping goods 
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Figure 6.2 Industry: Others 

In the “Shop-
ping goods in-
dustry “100 % 
out the com-
panies had 
choosen to 
employ only 
call options.  

 

 In the “Other-
industry”, the 
tendency is to 
utilize con-
vertibles.  
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These two industries are an exception to the general tendency that the industry category 
does not affect the decision of what option category to exercise in their share-based pro-
gram. The “shopping goods-industry” includes the companies Autoliv and Electrolux. The “Other-
industry”, consist of the companies Securitas and Ångpanneföreningen. Out of our selection of 
companies the number of members in the two industries is only two. Nevertheless, the re-
sult in our empirical research indicates that these industries have a strong tendency in their 
decision of what option category to utilize.  

 

6.2  The result affected by IFRS 2 
Our empirical study shows that the companies’ listed on the Swedish A-list should not to a 
great extent have been affected by the implementation of the IFRS 2. The 2004 annual re-
sults should have decreased with 0,89 percent in average with a standard deviation of 1,30 
percent.  

Of the 22 companies’ that were affected by the IFRS 2, the majority should have had a de-
crease up to 1 percent of the operating profit. Five companies’ should have been affected 
by more than 1 percent.  

This indicates that impact of the IFRS 2 is relatively small. One company, Sandvik were 
positively affected (0,2 percent) by IFRS 2. This was due to the fact that the exercise price 
of the options was lower than the market price of the share at the measurement date, lead-
ing to a lower cost. Before the implementation, the company used the “intrinsic value 
method”. The IFRS 2 requests the estimated market value to be measured and accounted 
for.  

Sandvik is an exception with this positive effect, Gambro was the company that should have 
experienced the greatest result reduction equal to -5,2 percent. This shows us that the im-
plementation of the IFRS 2 leads to very varying effects. The gap between the highest 
value +0,2 percent decrease and -5,2 percent decrease is a difference of 5,4 percentage 
points.   

Gambro uses call options in the share-based program and Sandvik uses convertibles and 
subscription options. This leads us to the question whether the option type determine the 
IFRS 2 affect on the result. 
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Figure 6.3 Correlation between IFRS 2 affect on result and option category 

Our study shows that the companies’ using convertibles have a result decrease of 0,25 per-
cent in average and this is the smallest decrease. In contrast, call options leads to the great-
est result decrease with a mean of 1,187 percent. This shows us that the two extremes; 
Gambro and Sandvik are in correlation with figure 6.3. Gambro using call options should 
have had the greatest result decrease 2004 and Sandvik using convertibles and subscription 
options should have been least affected by the IFRS 2.   

6.3 The dilution effects 
Among the companies’ on the Swedish A-list, the diluted results per share are varying. As 
shown in figure 5.6, 69 percent had a decreased result per share due to dilution for the year 
of 2004. On average, the result per share decreased with 0,54 percent due to dilution with a 
standard deviation of 2,40 percent. Ångpanneföreningen was the company with the greatest di-
lution. The company had a result decrease equal to 9,59 percent followed by Astra Zeneca 
with a decrease of 4,64 percent.  

Overall, the dilution effects were relatively small, only 4 companies had a dilution over 2 
percent. The dilution for the companies’ may seem insignificant. Thus bearing in mind that 
Höganäs had a positive dilution with 9,68 percent and Ångpanneföreningen a negative dilu-
tion of 9,59 percent it is obvious that the differences among the companies is extreme.  

Figure 6.4, shows that companies’ using convertibles had the greatest dilution effects, fol-
lowed by companies using subscription options. Our study shows that the use of call op-
tions leads to a positive dilution effect of 0,42 percent on average. However excluding 
Höganäs, the mean was a -0,74 percentage decrease of the result per share. As we described 
in the frame of reference, synthetic options give up to no dilution effects and this is con-
firmed by our research. 
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Figure 6.4 Correlation between option category and dilution 

As stated earlier, Ångpanneföreningen had the greatest dilution effect. The company uses 
convertibles in its share-based program. This is in accordance with the result of figure 6.4. 
However, this result might be somewhat misleading and on average the use of convertibles, 
excluding Ångpanneföreningen, leads to a decreased diluted earnings per share of -0,74 
percent.  

In a lot of companies the dilution effect is zero percent. The explanation to this is that the 
exercise price is greater than the market price. Thus no employees will make use of their 
right to exercise their options, why there will not be any dilution of the result per share.  

6.4 Employees entitled to participate in share-based programs 
In our selection 42 companies employ some form of share-based payments. Our empirical 
findings indicate that 57 percent of the companies’ direct their programs to all employees 
in the firm. 43 percent of the companies only entitle their executives to participate.  

In order to analyze this information we divided our selection into two different groups. 
The two groups represent the five largest and the five smallest companies based on their 
market value3. 

 

                                                 
3 The ranking of the companies is based on  Affärsvärldens Generalindex (AFGX).  
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Figure 6.5 employees entitled to participation in the 5 biggest companies  

The five largest corporations are, in descending ranking, Ericsson, TeliaSonera, Volvo, Astra 
Zeneca and SEB. Our analyze shows that they are highly correlated with the average. The 
deviation was recognized to be only a few percentage points, as shown in figure 6.5. 
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Figure 6.6 Employees entitled to participation in the 5 smallest companies 
 

The smallest companies’ using share-based payments on the A-list are; Beijer, Ångpannefören-
ingen, Nobel Biocare, Bergman and Haldex. Among these corporations, the use of share-based 
programs looks somewhat different compared to the five biggest companies. Figure 6.6 
shows that of the five smallest companies’ only one company or 20 percent allows all the 
employees’ of the organisation to participate in the share-based program. 
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The analyze suggests that there is a significant difference between the large companies and 
the small companies on the A-list. This indicates that the size of a company may be a factor 
determining the decision of what category of employees that shall be entitled to participate 
in the share-based program.  

6.5 The role of the company size when selecting option 
category  

The company size seems to affect the use of share-based programs. According to our 
study, subscription options followed by call options are the most commonly used options 
in the share-based programs among the A-listed companies.  

Our study shows that the tendency among the largest companies is similar to the average 
use of option types on the A-list. On average 33 percent of the companies using share-
based payments use subscription options. Among the five largest companies, 50 percent 
use subscription options. However the larger companies’ have the same preferences as the 
average, though the percentage points in each category differ slightly.  

 

Used option types in the five biggest companies'
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Figure 6.7 Used option in the five biggest companies' 

The tendency among the smallest companies’ does not differ significantly from the biggest 
companies’ or the average. However subscriptions and call options are less preferred com-
pared to the preferences of the five largest companies’. 



 Analysis 

 46 

Used option types in the five smallest companies'

20%

40%

20%

20%

convertibles

subscription

synthetic option

call options

 

Figure 6.8 Used option types in the five smallest companies' 

Analyzing this a bit further, we have recognized that the five smallest companies’ are more 
affected by dilution than the five largest. On average the smallest companies’ experienced a 
dilution of -3,26 percent. In comparison to the five biggest companies’ having a dilution of 
-1,12 percent this is a great difference.  

Perhaps even more interesting is that on average the dilution among the A-listed compa-
nies’ was -0,54 percent. These differences can be explained by a higher use of subscription 
options both by the smaller and larger companies’ compared to the average. This is con-
firmed by the theoretical findings, stating that the use of subscription options imply dilu-
tion effects.  

From the current shareholders point of view it is obvious that a decrease in the use of sub-
scription options is preferable in order to avoid dilution and a decreased result per share. 
This is due to the fact that a lower result per share leads to lower probability of receiving 
dividends. Therefore we argue that both the five smallest and biggest companies should 
decrease the use of subscription options in order to satisfy the shareholders. Instead an in-
creased use of synthetic options is preferable since this option category does not imply a di-
luted result per share as stated in our theoretical findings.  

6.6Valuation methods 
Our empirical findings show that the generally accepted valuation method is the Black & 
Scholes formula. To analyze the reasons behind this strong tendency would have required a 
deeper research. This was not the primary purpose with our thesis. That is to say that we 
end this discussion of share-based payment valuation by stating that Black & Scholes for-
mula is the most frequently utilized valuation method among the A-listed companies.   
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7 Concluding discussion  

The purpose of this chapter is to summarize our thesis and to state conclusions made in our research and 
analysis. The chapter will include a discussion about the strengths and weaknesses of our study. Finally we 
aim to give some suggestion to further studies.. 

 

7.1 Conclusions 
To illustrate the conclusions of our research, we describe an average company on the A-
list. The table below briefly describes how a typical company uses share-based programs 
and how it is affected. 

Table 7.1 The typical company on the A-list 

Use of share-based program? The typical company on the A-list  uses some form of share-
based program; 

• 82 percent of the companies’ use option programs. 
What option type is used in the 
share-based programs? 

The typical company using share-based programs prefers sub-
scription options. 

• 33 percent of the companies’ use subscription options. 
Result affected by the IFRS 2? On average the operating result should have decreased with 

0,89 percent for the year 2004 due to an implementation of  
the IFRS 2.  

• 1,30 percent standard deviation. 
Diluted result per share?  On average the result per share decreased with 0,54 percent for 

the year 2004 due to dilution.  

• 2,40 percent standard deviation. 
Valuation method used? The typical company  prefers to use the Black & Scholes for-

mula to valuate the option programs.  

 

In our analysis of how option types correlate with the industry category we could illustrate 
that two industries were prominent. The result makes it possible for us to state two conclu-
sion of the correlation between industry category and type of option. The “Shopping goods in-
dustry’s” high correlation with call options justifies the conclusion that; Shopping goods 
companies tend to use call options in their share-based programs. A second conclusion is 
based on the correlation between the industry called “Others” and convertibles. Given the 
strong relation we conclude that the tendency in this industry is to employ convertibles in a 
share-based program.  

This study proves the fact that IFRS 2 has a negative affect on the result of the company. 
Our analysis shows that the IFRS 2 influence on the result vary among the different option 
types. Out of our study we can conclude that call options have the greatest negative affect 
on a companies’ result. Convertibles have the least influence on the result. 
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We can conclude that the dilution effect is partly related to the type of option used. The 
evidence from our study indicates that the use of convertibles leads to the greatest dilution. 
This decrease of result per share due to dilution is non-existent when using synthetic op-
tions, as in accordance with our theoretical findings. In general, call options apart from syn-
thetic options, have the least dilution effect.  

It appears to be likely that the size of a company’s market value determine the employee 
participation in share-based programs. The evidence collected states that larger corporation 
tend to entitle all the employees’ in the organisation to participates. Companies of a smaller 
market value evidently prefer to direct the programs only to executives and other leading 
persons. 

The company size is a factor that seems to determine the choice of what option types to 
use in a share-based program. Both the five largest and the five smallest companies have 
higher usage of subscription options compared to the average. The higher use of this op-
tion type implies that greater dilution is experienced, i.e. a lower result per share for these 
companies. A final conclusion is that smaller companies are to a larger extent negatively af-
fected by dilution. From a shareholders point of view, dilution is important and for these 
smaller companies, this is  something to take into consideration in order to satisfy and to 
attract investors.  

7.2 Discussion 
Conducting this thesis has in some ways been challenging. The IFRS 2 regulate the book-
keeping procedures of the share-based payments. There are no standards of how to illus-
trate the costs concerning the share-based programs. This has resulted in huge differences 
between the companies’ description of their expenses related to the program. Some com-
panies illustrated how the IFRS 2 should have affected the result for the year 2004 in tables 
and figures in the financial statement. Others described only briefly the information in a 
few words. The difficulties to find the relevant information, and in some cases vague in-
formation, has complicated our collection of data.      

The reason for conducting our thesis through a quantitative approach was that our purpose 
was to examine the utilization of share-based programs and the implied affect of the IFRS 
2 on the Swedish A- list. Therefore we argue that a qualitative approach would not have 
been appropriate.  

The decision to apply an inductive approach was based on the reasoning that the IFRS 2 is 
a recently implemented standard why the number of previous studies is limited. To serve 
our purpose we find the most suitable approach was to base our thesis on empirical data. 

A limitation is that no statistical tests were possible to implement. Thus our purpose was to 
clarify the utilization of share-based programs among the A-listed companies’ a more inter-
esting population might have been all the companies’ on the Swedish share exchange 
OMX.  That is, a selection of this total population would have given a possibility to make 
statistical tests in order to state general tendencies of the Swedish listed companies’.  

The purpose of our thesis was to examine the utilization of share-based program among 
the companies’ listed on the Swedish A-list. Further we attempted to clarify to what extent 
the IFRS 2 should have affected the operating profit for the year 2004. The result of our 
thesis proves that we have accomplished to fulfil our purpose. We have also discov ered in-
teresting tendencies regarding dilution and the significance of the company size. 
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In conducting our thesis we have only collected data from the companies’ financial reports. 
These financial reports have to be conducted in accordance with Swedish law. Therefore 
we argue the level of reliability of our research is likely to be high since the information 
given in these reports can be assumed to be real. According to the theory explained in our 
method chapter, secondary data is considered to have a high level of reliability. 

Our population has caused us some limitation concerning the validity. The relatively low 
number of companies has implied some biased results. Companies that are highly diverted 
from the mean of the population consequently give raise to a biased result. This factor has 
mainly affected the validity of our analysis of “the correlation between IFRS 2 affect on result and 
option category” and “the correlation between option category and dilution”. This might have the de-
creased the validity of the two analyses.  

Our study is based on the companies’ listed on the Swedish A-list. The result from our re-
search we argue can be generalized for the companies listed on the OMX. This we argue is 
due to the fact that the study has a relatively high level of external validity. That is, the result 
is possible to transfer to other problem areas due to generalisation. We believe this is the case 
due to the fact that the IFRS 2 is implemented when conducting consolidated reports for 
the companies listed on a stock exchange.  

Our selection was 50 of 150 companies listed on the OMX. Our relatively big selection 
leads us to the conclusion that our result could be generalized. The result might be possible 
to transfer to other stock exchanges in Sweden that are affected by the IFRS 2. This is the 
case if the utilization of share-based payments is similar to the A-list. If the utilization is 
completely different, the result might be hard to transfer due to lack of similarities.  

The result can probably be transferred to other stock exchanges in the European Union if 
the utilization of share-based payments is similar. Since the IFRS 2 covers all the countries 
in the Union, the law regulation. We are pleased with our purpose in this thesis and we are 
satisfied that we have fulfilled our purpose. However, this topic of making general conclu-
sions for other stock exchange lists in the European Union could be interesting for a fur-
ther research as we will explain in the next chapter.  

7.3 Suggestion for further research 
As a suggestion for further research we would like to suggest a qualitative research based 
study with the purpose of finding out the motives behind the utilization of share-based 
programs. This study would cover the reasons for selecting certain option categories and to 
cover the effects of the categories chosen. 

Another interesting aspect in share-based programs is if the implementation of  IFRS 2 will 
change the use of share-based programs, that is if the expense of the programs in the in-
come statement will prevent or decrease the use of share-option programs.  

Our last suggestion for further research is to do a similar study to ours. However, the pur-
pose of this research could be to select companies and to explain the usage of share-based 
programs on the Swedish stock exchange, OMX.. Conducting a study based on this selec-
tion would make it possible to do statistical tests.  
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Appendix 

In this appendix we present the key facts for each company we base our empirical findings 
on. The companies’ listed below are those that use share-based programs and that are af-
fected by the IFRS 2 rules. Therefore we ignore those companies that use American ac-
counting standards like ABB and those who have no programs issued after 7 November 
2002. Assa Abloy issued a convertible program 2004 but this did not lead to an expense 
during the year and therefore we did not add the company to our appendix.  

 

Assa Abloy 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

3748 0 0 

 

Earnings per Share SEK Earnings per Share Diluted 

4.09 4.05 

 

Option Category Employees entitled to participation in 
share-based program 

Convertibles All 

 

 Astra Zeneca 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

31577 -158 -0.5percent 

 

Earnings per Share SEK Earnings per Share Diluted 

15.1 14.4 

 

Option Category Employees entitled to participation in 
share-based program 
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Subscription options All 

 

 Atlas Copco 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

6700 -12 -0.2percent 

 

Earnings per Share SEK Earnings per Share Diluted 

20.3 20.3 

 

Option Category Employees entitled to participation in 
share-based program 

Call options and synthetic options Executives 

 

 Autoliv 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

3396 -26.5 -0.8percent 

 

Earnings per Share SEK Earnings per Share Diluted 

22.9 22.9 

 

 

 

Option Category Employees entitled to participation in 
share-based program 

Call options  All 
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 Electrolux 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

4714 -35 -0.7percent 

 

Earnings per Share SEK Earnings per Share Diluted 

10.55 10.54 

 

Option Category Employees entitled to participation in 
share-based program 

Call options  Executives 

 

 Ericsson 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

28938 -45 -0.2percent 

 

Earnings per Share SEK Earnings per Share Diluted 

1.2 1.2 

 

 

 

Option Category Employees entitled to participation in 
share-based program 

Call options, subscription options and 
convertibles 

All 

 

Gambro 



 Appendix 

 56 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

-427 -22 -5.2percent 

 

Earnings per Share SEK Earnings per Share Diluted 

-3.47 -3.47 

 

Option Category Employees entitled to participation in 
share-based program 

Call options  Executives 

 

 Getinge 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

1505 -4.3 -0.3percent 

 

Earnings per Share SEK Earnings per Share Diluted 

4.53 4.53 

 

 

Option Category Employees entitled to participation in 
share-based program 

Synthetic options All 

 

 Industrivärlden 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

1639 -8 -0.5percent 
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Earnings per Share SEK Earnings per Share Diluted 

8.06 8.06 

 

Option Category Employees entitled to participation in 
share-based program 

Call options Executives 

 

  Investor 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

6812 -18 -0.3percent 

 

Earnings per Share SEK Earnings per Share Diluted 

9.61 9.61 

 

 

Option Category Employees entitled to participation in 
share-based program 

Subscription options All 

 

 Nokia 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

38970 -558 -1.4percent 

 

Earnings per Share SEK Earnings per Share Diluted 

6.3 6.3 
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Option Category Employees entitled to participation in 
share-based program 

Subscription options All 

 

 OMX 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

524 -9 -1.7percent 

 

Earnings per Share SEK Earnings per Share Diluted 

2.39 2.39 

 

 

 

Option Category Employees entitled to participation in 
share-based program 

Call options All 

 

 SEB 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

2522 -70 -2.8percent 

 

Earnings per Share SEK Earnings per Share Diluted 

9.69 9.56 

 



 Appendix 

 59 

Option Category Employees entitled to participation in 
share-based program 

Call options Executives 

 

 SKF 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

4499 -14 -0.3percent 

 

Earnings per Share SEK Earnings per Share Diluted 

25.99 25.99 

 

Option Category Employees entitled to participation in 
share-based program 

Call Options and Convertibles Executives 

Sandvik 

 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

7166 +12 +0.2percent 

 

Earnings per Share SEK Earnings per Share Diluted 

17.7 17.6 

 

Option Category Employees entitled to participation in 
share-based program 

Subscription options and convertibles Executives 

 

Scania 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  
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6377 -53.7 -0.8percent 

 

Earnings per Share SEK Earnings per Share Diluted 

20.39 20.39 

 

Option Category Employees entitled to participation in 
share-based program 

Call options All 

 

Skandia 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

1878 0 0 

 

Earnings per Share SEK Earnings per Share Diluted 

0.66 0.66 

 

Option Category Employees entitled to participation in 
share-based program 

Call options and Synthetic options All 

 

Skanska 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

3853 0 0 

 

Earnings per Share SEK Earnings per Share Diluted 

6.33 6.33 

 



 Appendix 

 61 

Option Category Employees entitled to participation in 
share-based program 

Synthetic options All 

 

Stora Enso    

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

6354 0 0 

 

 

Earnings per Share SEK Earnings per Share Diluted 

8.01 8.01 

 

Option Category Employees entitled to participation in 
share-based program 

Synthetic Executives 

 

Hexagon  

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

588 0 0 

 

Earnings per Share SEK Earnings per Share Diluted 

22.33 22.23 

 

Option Category Employees entitled to participation in 
share-based program 

Subscription Executives 
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Tieto Enator 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

30.7 -1 -3.3percent 

 

Earnings per Share SEK Earnings per Share Diluted 

28.71 28.71 

 

Option Category Employees entitled to participation in 
share-based program 

Call options and Subscriptions All 

 

VM-Data 

Operating Profit MSEK Result affected by IFRS 2 Decrease in percent  

366.8 -1.3 -0.4percent 

 

Earnings per Share SEK Earnings per Share Diluted 

0.47 0.47 

 

Option Category Employees entitled to participation in 
share-based program 

Convertibles All 

           
           
           
  

 

 


