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I have long used a method for calculating the expense of options which I 
believe to be quite satisfactory. 

The key is that I assume the options (less forfeitures based on employee 
tumover) WILL be exercised, at the expiration date. 

Presumably, this assumption gives a LOWER BOUND on the value of the 
option, since it eliminates the choice of the option holder as to 
whether to exercise. 

Under this assumption the value of the option can then be analyzed as a 
loan of money, the price of the stock, for the term of the option. 
Adjustment is made for dividends not received. 

Despite calculating a lower bound, I come up with higher costs than the 
Black-Scholes model. 

Alan Kaplan 
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