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Dear Sir,
Exposure Draft ED 2 Share-based Payment

FAR, the inditute for the accountancy professon in Sweden, has the pleasure to submit the
following comments on ED 2 Share-based Payment.

Overall comments

We support including a deemed cost in the income Statement where rights to shares are
granted a less than far vaue and agree with the principle of usng a far-vaue-based
measurement for rights to shares. We dso believe that grant-date measurement is a pragmétic
and practicable approach.

We srongly recommend that the 1ASB and other standard setters resolve any differences in the
measurement methodology and preferred option pricing modds, S0 tha condgent
conclusions are reached on a globa basis. The stated goa of 1ASB and FASB to achieve greater
convergence should prompt the two Boards to release final standards on share-based payment
without differences and with smilar effective dates. This is of the utmost importance in order
to achieve aleve playing fied in the world's capitd markets.

We support a principles-based approach to standard setting. In that respect, the proposed
standard can be improved in two aress.

= Any change in an exiding share-based payment arrangement should be accounted for
as a temindion of the exiging arangement and an introduction of a new
arangement. This would result in fewer exceptiors and would not necesstate
digtinctions such as that between reloads and repricing.

= A share-based payment arangement that leaves a posshbility for cashsettlement,
irrespective of who controls the settlement, should be accounted for as a ligbility. A
trander from liadility to equity should occur when, and only when, such ligbility is
actudly settled by the delivery or issuance of an equity insrument.

We agree that vesting conditions should be consdered when estimating the far vaue of
options or shares granted. However, more guidance supporting this proposd should be
provided in the dandard. The examples given in the draft are options with smple vesing
conditions (a period of service). In practice more complicated performance conditions are
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used and, as evidenced more recently, even required, from a stakeholders point of view. We
refer to our comments on Question 13.

Question 1
Paragraphs 13 of the draft IFRS set out the proposed scope of the IFRS. There are no
proposed exemptions, apart from for transactionswithin the scope of another IFRS.

I's the proposed scope appropriate? If not, which transactions should be excluded and

why?
Y es, we agree with the proposed scope, for the reasons given in the Basis for Conclusions.

Question 2

Paragraphs 4-6 of the draft IFRS propose requirements for the recognition of share-
based payment transactions, including the recognition of an expense when the goods or
servicesreceived or acquired are consumed.

Are these recognition requirements appropriate? If not, why not, or in which
circumstances ar e the recognition requirements inappropriate?

Y es, they are gppropriate.

Question 3

For an equity-settled share-based payment transaction, the draft IFRS proposes that, in
principle, the entity should measure the goods or services received, and the
corresponding increase in equity, either directly, at the fair value of the goods or
services received, or indirectly, by reference to the fair value of the equity instruments
granted, whichever fair value is more readily determinable (paragraph 7). There are no
exemptions to the requirement to measure share-based payment transactions at fair
value. For example, there are no exemptionsfor unlisted entities.

I's this measurement principle appropriate? If not, why not, or in which circumstances is
it not appropriate?

Y es, we consder measurement at fair value appropriate.

Question 4

If the fair value of the goods or services received in an equity-settled share-based
payment transaction is measured directly, the draft IFRS proposes that fair value should
be measured at the date when the entity obtains the goods or receives the services

(paragraph 8).

Do you agree that this is the appropriate date at which to measure the fair value of the
goods or services received? If not, at which date should the fair value of the goods or
services received be measured? Why?



We do not agree to measuring the fair value of the goods or services received at the date when
the entity obtains the goods, or receives the services.

We recommend an accounting treatment consstent with the proposed principle for employee
options, where the measurement treatment for employee awards is the grant date. For
transactions with non-employees, grant date would be the date when the entity and its
counter-party have agreed the terms and conditions of the arrangement. This is normdly the
date when a purchase order is accepted or a contract is signed. Recognition of the goods or
services would follow the rulesin other IFRS.

Question 5

If the fair value of the goods or services received in an equity-settled share-based
payment transaction is measured by reference to the fair value of the equity instruments
granted, the draft IFRS proposes that the fair value of the equity instruments granted
should be measured at grant date (paragraph 8).

Do you agree that this is the appropriate date at which to measure the fair value of the
equity instruments granted? If not, at which date should the fair value of the equity
instruments granted be measured? Why?

We agree.

Question 6

For equity-settled transactions with parties other than employees, the draft IFRS
proposes a rebuttable presumption that the fair value of the goods or services received is
more readily determinable than the fair value of the equity insruments granted
(paragraphs 9 and 10).

Do you agree that the fair value of the goods or services received is usually more readily
determinable than the fair value of the equity instruments granted? In what
circumstancesisthisnot so?

Yes. Although we ayree that in most cases the vaue of the services or goods provided is more
readily (and rdiably) determinable, one could question the need for different principles for the
same accounting issue, depending on the counterparty. We would not object the Board
requiring the same rebuttable presumption (far vaue of the equity ingrument) in al cases,
thus enhancing the Boards view that IFRS is principle based accounting.

Question 7

For equity-settled transactions with employees, the draft IFRS proposes that the entity
should measure the fair value of the employee services received by reference to the fair
value of the equity instruments granted, because the latter fair value is more readily
determinable (paragraphs 11 and 12).



Do you agree that the fair value of the equity instruments granted is more readily
determinable than the fair value of the employee services received? Are there any
circumstances in which thisis not so?

Yes in dmog al circumstances. However, we recommend that the standard should have a
rebuttable presumption that the far vaue of the equity indrument is more readily
determinable, with suitable disclosures in the event that the presumption is overcome. If, for
ingance, an employee (in practice, an executive) would reach an agreement to rdinquish part
of an agreed fixed sdary in exchange for equity indruments should the far vaue be the
amount agreed to be relinquished or the amount established under paragraph 11? See aso our
comment on Question 6.

Question 8

Paragraphs 13 and 14 of the draft IFRS propose requirements for determining when the
counterparty renders service for the equity instruments granted, based on whether the
counterparty is required to complete a specified period of service before the equity
instrumentsvest.

Do you agree that it is reasonable to presume that the services rendered by the
counterparty as consideration for the equity instruments are recelved during the vesting
period? If not, when arethe servicesreceved, in your view?

Yes. However, we refer to our comments on Question 13 with regard to vesting conditions
other than the completion of a specified period of service.

Question 9

If the services received are measured by using the fair value of the equity instruments
granted as a surrogate measure, the draft IFRS proposes that the entity should determine
the amount to attribute to each unit of service received, by dividing the fair value of the
equity instruments granted by the number of units of service expected to be received
during the vesting period (paragraph 15).

Do you agree that if the fair value of the equity instruments granted is used as a
surrogate measure of the fair value of the services received, it is necessary to determine
the amount to attribute to each unit of service recelved? If not, what alternative
approach do you propose? If an entity is required to determine the amount to attribute
to each unit of service received, do you agree that this should be calculated by dividing
the fair value of the equity instruments granted by the number of units of services
expected to be received during the vesting period? If not, what alternative method do
you propose?

No, athough we support the units of service gpproach as being reasonably representative of
the economics of the share-based transaction, we would suggest a modification that takes
account of whether or not the award ultimately vests. This modification is based on the same
rationale that IFRS uses for other estimates, being that a each baance sheet date, management



has to update its estimates. In our view, the example in scenario 1 would therefore be as
follows

Year 1
467 x CU 1500 x 1/3 233 500

233 500
Year 2
433 x CU 1500 x 2/3 433 000
Less aready expensed in year 1 233 500

199 500
Year 3
400 x CU 1500 600 000
Less dready expensed year 1 and 2 433 000

167 000
Tota expensed 600 000

We note that the above modification results in a Smilar expense as under FAS 123, which
would result in greater convergence. We aso are of the opinion that a darge should not be
made in a period when the rights to shares are cancdled or withdrawn, as proposed in
paragraph 29 (see aso our answer to Question 18).

Question 10

In an equity-settled share-based payment transaction, the draft IFRS proposes that
having recognised the services received, and a corresponding increase in equity, the
entity should make no subsequent adjustment to total equity, even if the equity
instruments granted do not vest or, in the case of options, the options are not exer cised
(paragraph 16). However, this requirement does not preclude the entity from
recognisng a transfer within equity, i.e. a transfer from one component of equity to
another.

Do you agree with this proposed requirement? If not, in what circumstances should an
adjustment be madeto total equity and why?

We agree that the treatment proposed in paragraph 16 is appropriate when the services are
received and that the amounts transferred to equity should not be reversed. We refer however
to our comments on Question 13 with regard to vesting conditions other than the completion
of a pecified period of service.

The paragreph (as well as paragraph 41) mentions transfers within equity. We recommend
that the implementation guidance should address such trandfers. In our view it would be
useful for an option reserve to be credited when services are recelved for options granted.
When the shares are issued, the company should transfer the related amounts from that option



reserve to paid-in capital, or to another reserve such & retained earnings when the rights are
forfeited.

Question 11

The draft IFRS proposes that the entity should measure the fair value of equity
instruments granted, based on market prices if available, taking into account the terms
and conditions of the gant (paragraph 17). In the absence of a market price, the draft
IFRS proposes that the entity should estimate the fair value of options granted, by
applying an option pricing model that takes into account various factors, namely the
exercise price of the option, the life of the option, the current price of the underlying
shares, the expected volatility of the share price, the dividends expected on the shares
(where appropriate) and the risk-free interest rate for the life of the option (paragraph
20). Paragraph 23 of the proposed IFRS explains when it is appropriate to take into
account expected dividends.

Do you agree that an option pricing model should be applied to estimate the fair value of
options granted? If not, by what other means should the fair value of the options be
estimated? Are there circumstances in which it would be inappropriate or impracticable
to take into account any of the factorslisted abovein applying an option pricing model?

For most employee options there will not be a reedy market for these options or similar
options that are being traded. We therefore agree that an option pricing mode is generdly the
most appropriate method of determining a far vaue. We would, however, not rule out the
posshility that a market vaue could be found or that in specid circumstances (refer to
question 7) the vaue could be established in another way that makes the mandatory rule of
indirect pricing questionable.

The draft IFRS does not prescribe the option pricing modd that should be used, and we
support that approach. However, different far vaue modds could produce very different
results for comparable transactions. The objective should be an option pricing modd that is
robust and best reflects transactions that would take place in the market. We suggest that the
implementation guidance is enhanced with examples of gpplication of the models.

Question 12

If an option is non-transferable, the draft IFRS proposes that the expected life of an
option rather than its contracted life should be used in applying an option pricing model
(paragraph 21). The draft IFRS also proposes requirements for options that are subject
to vesting conditions and therefore cannot be exercised during the vesting period

(paragraph 22).

Do you agree that replacing an option’s contracted life with its expected life when
applying an option pricing mode is an appropriate means of adjusting the option’s fair
value for the effects of non-transferability? If not, do you have an alternative
suggestion? |s the proposed requirement for taking into account the inability to exercise
an option during the vesting period appropriate?



Yes. We agree that replacing the contracted life with expected life when agpplying an option
pricing modd is an gppropriate means of adjuding the option’'s far vaue for the effects of
non-trandferability. However, this adds another factor of subjectivity in the far vadue
measurement. We therefore recommend that examples are included in the implementation
guidance after consultation with vauation experts on these and other factors that would result
inreliable fair vaue measures.

Question 13

If a grant of shares or options is conditional upon satisfying specified vesting conditions,
the draft IFRS proposes that these conditions should be taken into account when an
entity measures the fair value of the shares or options granted. In the case of options,
vesting conditions should be taken into account either by incorporating them into the
application of an option pricing mode or by making an appropriate adjustment to the
value produced by such amodel (paragraph 24).

Do you agree that vesting conditions should be taken into account when estimating the
fair value of options or shares granted? If not, why not? Do you have any suggestions for
how vesting conditions should be taken into account when estimating the fair value of
sharesor options granted?

Yes, we agree that vesting conditions should be consdered when estimating the far vdue of
options or shares granted. However, we consider that more guidance to support this proposa
should be given in the sandard. The examples given in the standard are for options with
reatively dmple vestings conditions (a period of service). In practice more complicated
performance conditions are used and, as evidenced more recently, even required from a
dakeholders point of view. Contacts with vauation experts prove tha more complex
cdculations of fair vaue are necessary, as the risk/chance of forfeiture increases. The present
guidance, for example in Appendix D with the complex calculation of a reload factor, seems
to imply that enterprises only would disclose the exisgence of such complicated instruments.
FASB has another possible solution that only accounts for these options when vested.

We recommend tat the Board reconsder the option included in the last sentence, as this does
not add to comparable and consistent application.

Question 14

For options with a reload feature, the draft IFRS proposes that the reload feature should
be taken into account, where practicable, when an entity measures the fair value of the
options granted. However, if the reload feature is not taken into account in the
measurement of the fair value of the options granted, then the reload option granted
should be accounted for asa new option grant (paragraph 25).

I's this proposed requirement appropriate? If not, why not? Do you have an alternative
proposal for dealing with optionswith reload featur es?

No. We do not agree with the proposed requirement as it is overcomplicated and not
principles based. We are of the opinion that a reload feature should be trested as a new grarnt.



We ae not convinced that vauation techniques have evolved sufficiently to rdiably vaue a
rdload option a the date of employment or on introduction of a scheme. Contacts with
vauation experts support this view, as wel as the disclosure in Appendix D under “Share
options— Arrangement 2.

Question 15

The draft IFRS proposes requirements for taking into account various features common
to employee share options, such as non-transferability, inability to exercise the option
during the vesting period, and vesting conditions (par agr aphs 21-25).

Are there other common features of employee share options for which the IFRS should
specify requirements?

We have not identified other common fegtures that should be included. We dso are of the
opinion that if guidance is given for specific variants new variants will be introduced which
are not addressed in the standard and therefore the principles may be subject to abuse.
Therefore the text should make clear that these are examples of gpplying the principles.

In Sweden, as well as in other countries, the effect of taxes and socia security contributions
payable by the entity on share-based programs is considerable. Although the accounting for
such ligbilities is the subject of other IAS, the implementation guidance could be improved
with an example of the accounting for such charges.

Question 16

The draft IFRS does not contain prescriptive guidance on the estimation of the fair value
of options, consistently with the Board’s objective of setting principles-based standards
and to allow for future developmentsin valuation methodologies.

Do you agree with this approach? Are there specific aspects of valuing options for
which such guidance should be given?

Y es, we support the gpproach of setting principles-based standards.

Question 17

If an entity re-prices a share option, or otherwise modifies the terms or conditions on
which equity ingruments were granted, the draft IFRS proposes that the entity should
measure the incremental value granted upon repricing, and include that incremental
value when measuring the services received. This means that the entity is required to
recognise additional amounts for services received during the remainder of the vesting
period, i.e. additional to the amounts recognised in respect of the original option grant.
Example 3 in Appendix B illustrates this requirement. As shown in that example, the
incremental value granted on repricing is treated as a new option grant, in addition to
the original option grant. An alternative approach is also illustrated, whereby the two
grants are averaged and spread over the remainder of the vesting period.



Do you agree that the incremental value granted should be taken into account when
measuring the services received, resulting in the recognition of additional amounts in the
remainder of the vesting period? If not, how do you suggest repricing should be dealt
with? Of thetwo methodsillustrated in Example 3, which ismore appropriate? Why?

No. We believe that dl changes to schemes should result in them being trested as a new grant
of rights to shares and no charge or release made for any amounts that would have been
spread forwards under previous terms and conditions. We consder moddl 1 in Example 3 the
aopropriate trestment, as we do not beieve tha useful financid reporting is asssted by
spreading forwards charges and costs associated with transactions that have expired or been
cancdlled.

Question 18

If an entity cancels a share or option grant during the vesting period (other than a grant
cancelled by forfeiture when the vesting conditions are not satisfied), the draft IFRS
proposes that the entity should continue to recognise the services rendered by the
counterparty in the remainder of the vesting period, as if that grant had not been
cancelled. The draft IFRS also proposes requirements for dealing with any payment
made on cancellation and/or a grant of replacement options, and for the repurchase of
vested equity instruments.

Are the proposed requirements appropriate? If not, please explain why not and provide
details of your suggested alter native appr oach.

We do not agree with the proposa. Cancelation will arise because dternative compensation
is being paid by other means or because both parties agree that there is no further vaue to be
receved from the employee€s sarvices related to the rights to shares. Consequently the
company should not continue to charge for cancelled share or option grants as proposed in
paragraph 29 (a). We note that the proposed approach also deviates from the trestment in FAS
123, which does not contribute to convergence.

Question 19

For cashsettled share-based payment transactions, the draft IFRS proposes that the
entity should measure the goods or services acquired and the liability incurred at the
fair value of the liability. Until the liability is settled, the entity should remeasure the fair
value of the liability at each reporting date, with any changes in value recognised in the
income statement.

Are the proposed requirements appropriate? If not, please provide details of your
suggested alter native approach.

We agree with the proposed accounting.
Question 20

For share-based payment transactions in which ether the entity or the supplier of goods
or services may choose whether the entity settles the transaction in cash or by issuing



equity instruments, the draft IFRS proposes that the entity should account for the
transaction, or the components of that transaction, as a cash-settled share-based
payment transaction if the entity has incurred a liability to settle in cash, or as an
equity-settled share-based payment transaction if no such liability has been incurred.
Thedraft IFRS proposes various requirementsto apply this principle.

Are the proposed requirements appropriate? If not, please provide details of your
suggested alter native approach.

We agree in principle tha an entity should account for cashtsettled share-based payment
transactions if the entity has incurred a liability to settle in cash and does not control whether
it settlesin cash or shares.

However, the proposds in the draft are complicated and we do not consder them to be
principles-based. We would prefer a Stuation where any option for cashsettlement (whether
the entity's or the counterparty’s) is treated as a ligbility until settlement. That would
conditute a clear principle that is easy to apply, results in comparable and consstent
application and avoids possible abuses. We believe that the mere existence of the cashr
stlement possihbility is a dear indication that the entity has incurred a ligbility. We certainly
do not bdlieve that a history of settling in shares should be explicitly taken into account.

Question 21
The draft IFRS proposes that an entity should disclose information to enable users of
financial statementsto under stand:

(@) the nature and extent of share-based payment arrangements that existed during the
period,

(b) how the fair value of the gpods or services received, or the fair value of the equity
instruments granted, during the period was determined, and

(c) the effect of expenses arising from share-based payment transactions on the entity’s
profit or loss.

Are these disclosure requirements appropriate? If not, which disclosure requirements
do you suggest should be added, deleted or amended (and how)?

The disclosure requirements are generdly appropriate. However, certain disclosures appear
particularly onerous and seem to address anti-avoidance issues rather than disclosures that
endble the users of the financid Statements to understand the impact of the share-based
payment transactions in force. For example, the requirements of paragraph 48 for the
historicad comparisons of volatility, appear unnecessarily onerous. Under paragraph 48 (a) if
the far vadues disclosed are weighted averages, then the assumptions disclosed should be
weighted or should be a range. Otherwise the requirements are very onerous for entities that
issue alarge number of grants during the year.
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The requirement in paragraph 52 (b) to split out the cash and equity component of the expense
should be withdrawn. We do not beieve tha “would have been” disclosures fulfil any
purpose.

We do however think that disclosure of the amounts to be recognised as expense in future
periods of share-based programs is important information for the users.

Question 22

The draft IFRS proposes that an entity should apply the requirements of the IFRS to
grants of equity insgruments that were granted after the publication date of this
Exposure Draft and had not vested at the effective date of the IFRS. It also proposes that
an entity should apply retrospectively the requirements of the IFRS to liabilities existing
at the effective date of the IFRS, except that the entity is not required to measure vested
share appreciation rights (and smilar liabilities) at fair value, but instead should
measur e such liabilities at their settlement amount (i.e. the amount that would have been
paid on settlement of the liability had the counterparty demanded settlement at the date
the liability is measur ed).

Are the proposed requirements appropriate? If not, please provide details of your
suggestions for theIFRS's transitional provisions.

We do not agree with the proposed trangitiona provisions.

The trandtiond provisons for equity-settled share-based payment transactions propose that
the draft 1IFRS should be applied to al grants of shares or options after 7 November 2002 that
have not vested a the effective date. We believe that in order for companies to determine the
effect that the sandard has on their overdl incentive policy, and the information that they will
need to collae to comply with the standard, they should be pemitted to apply the
requirements of the new standard to grants awarded on or after the first reporting period that
the standard will apply.

The find standard needs to address what disclosures are needed for awards granted before
whatever date is used in the trangtiona provisons. Currently paragraph 54 seems to exclude
disclosures for options granted before 7 November 2002 but not yet vested a the effective
date. Our reading is that for such options there would be no disclosure even under 1AS 19, as
the scope adjustment D IAS 19.1(b), set out in Appendix E3 of ED 2, does not seem to dedl
with such awards.

The trangtiond provisons for cashsettled transactions (paragraph 55) do not specify if the
retrospective  adjusment is made to retained eanings a the beginning of the year of
implementation or to current year expense for that year. Given that the trangtionad provisons
override the requirements of IAS 8, the Board should clarify that the adjustment should go to
opening retained earnings.
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Question 23

The draft IFRS proposes a consequential amendment to 1AS 12 (revised 2000) Income
Taxes to add an example to that standard illustrating how to account for the tax effects
of share-based payment transactions. As shown in that example, it is proposed that all
tax effects of share-based payment transactions should be recognised in the income
Statement.

Arethe proposed requirements appropriate?

We agree in principle with the proposed requirements as they follow the principle that al tax
effects are recognised in the income statement except for itemsthat are recognised in equity.

Question 24

In developing the Exposure Draft, the Board considered how various issues are dealt
with under the us standard sFAs 123 Accounting for Stock-Based Compensation, as
explained further in the Bads for Conclusions. Although the draft IFRS is Similar to SFAS
123 in many respects, there are some differences. For each of the differences, which
treatment is the most appropriate? Why? If you regard neither treatment as
appropriate, please provide details of your preferred treatment.

(Respondents may wish to note that further details of the differences between the draft
IFRS and SFAS 123 aregiven in theFASB’s I nvitation to Comment)

The main differencesinclude the following.

(a) Apart from transactions within the scope of another IFRS, the draft IFRS does not
propose any exemptions, either from the requirement to apply the IFRs or from the
requirement to measure share-based payment transactions at fair value. SFAS 123
contains the following exemptions, none of which areincluded in the draft IFRS:

(1) employee share purchase plans are excluded from sFAS 123, provided
specified criteria are met, such as the discount given to employees is relatively
small;

We support the development of standards that are based upon principles and that contain few,
if any exceptions. We therefore support the view expressed in the proposed IFRS that contains
no exceptions for certain types of plans. Employee share purchase plans are programmes that
are edtablished in order to remunerate employees and should therefore be accounted for
consstent with other share-based plans.

(2) sFAs 123 encourages, but does not require, entities to apply its fair value
measurement method to recognise transactions with employees, entities are
permitted to apply instead the intrindc value measurement method in
Accounting Principles Board Opinion No. 25 Accounting for Stock Issued to
Employees (paragraphs BC70-BC74 in the Bass for Conclusions give an
explanation of intrinsic value); and
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Guidance in which companies may choose between two methods of accounting for share-
based awards hinders comparability. We support the fair value method since this will reflect
the underlying economics of many share-based transactions with employees, particularly
those involving share options and therefore will be the most relevant messure to usars of
financid Satements.

(3) unlisted (non-public) entities are permitted to apply the minimum value
method when estimating the value of share options, which excludes from the
valuation the effects of expected share price volatility (paragraphs BC75-BC78in
the Basisfor Conclusions give an explanation of minimum value).

We believe tha the 1ASB gpproach to require smilar measurement methodologies — that is, a
far vdue — for both public and non-public companies is conagent with a principles-based
approach. We agree with the Board's view as expressed in the Bass for Conclusions that the
minimum vaue method is not an appropriste measure of far vaue and therefore do not
advocate itsincluson.

(b) For transactions in which equity instruments are granted to employees, both SFAS
123 and the draft IFRS have a measurement method that is based on the fair value of
those equity instruments at grant date. However:

(1) under sFAs 123, the estimate of the fair value of an equity instrument at grant
date is not reduced for the possbility of forfeiture due to failure to satisfy the
vesting conditions, whereas the draft IFRS proposes that the possbility of
forfeiture should be taken into account in making such an estimate.

We support the grant date model as proposed in the draft. This modd includes that the fair
vaue of the right to receive a share-based award should be measured at the grant date. We
therefore beieve that the effect of forfeitures must be taken into account in the measurement
of far vadue We refer however to our comments on Quedtion 13 with regard to more
complex vesting conditions.

(2) under sFAs 123, the transaction is measured & the fair value of the equity
instruments issued. Because equity instruments are not regarded as issued until
any specified vesting conditions have been satisfied, the transaction amount is
ultimately measured at the number of vested equity instruments multiplied by
the fair value of those equity instruments at grant date. Hence, any amounts
recognised for employee services received during the vesting period will be
subsequently reversed if the equity instruments granted are forfeited. Under the
draft IFRS, the transaction is measured at the deemed fair value of the employee
services received. The fair value of the equity instruments granted is used as a
surrogate measure, to determine the deemed fair value of each unit of employee
service received. The transaction amount is ultimately measured at the number
of units of service recelved during the vesting period multiplied by the deemed
fair value per unit of service. Hence, any amounts recognised for employee

13



services received are not subsequently reversed, even if the equity instruments
granted areforfeited.

We agree with the generd principle (of both sFAs 123 and the proposed IFRS) that
compensation cost is recognised as an expense over the period in which the employee
provides service to the entity. We favour a model in which the entity recognises the vaue of
sarvice rendered (IFRS), but suggest that such modd should take into account whether or not
an award vests (FASB). Accordingly, we believe that the model in the proposed IFRS should be
adjusted as proposed in our answer to question 9.

(o) If, during the vesting period, an entity settles in cash a grant of equity
ingruments, under SFAS 123 those equity instruments are regarded as having
immediately vested, and therefore the amount of compensation expense
measured at grant date but not yet recognised is recognised immediately at the
date of settlement. The draft IFRS does not require immediate recognition of an
expense but instead proposes that the entity should continue to recognise the
services recelved (and hence the resulting expense) over the remainder of the
vesting period, asif that grant of equity instruments had not been cancelled

We support the gpproach for settlements of unvested awards set forth in FAS 123, wherein the
sHtlement of an unvested award is consdered to be a deemed acceleration of that award's
vesing and a smultaneous repurchase. We would view a seitlement transaction as amilar to
a new grant date, in that the entity and the counterparty reach a new agreement as to the terms
of the award. In addition, because further service by the counterparty is not required,
continued recognition of compensation expense should likewise not be required.

(d) sFAs 123 does not specify a measurement date for transactions with parties other
than employees that are measured at the fair value of the equity instruments
issued. Emerging Issues Task Force Issue 96-18 Accounting for Equity
Instruments That Are Issued to Other Than Employees for Acquiring, or in
Conjunction with Selling, Goods o Services requires the fair value of the equity
instruments issued to be measured at the earlier of (i) the date a performance
commitment is reached or (ii) the date performance is complete. This date might
be later than grant date, for example, if there is no performance commitment at
grant date. Under the draft IFRS, the fair value of the equity instruments granted
ismeasured at grant datein all cases.

We support a sngle modd that will be applied conggently to both classes of service
providers. We noted in our answer to Question 4 that the terms of an award are negotiated at
the inception of an exchange transaction. Accordingly, we believe that a modd that measures
the fair vaue of the services based upon the initid terms of the award more accuratdly reflects
the economics of the transaction.

(e) sFas 123 requires liabilities for cashrsettled share appreciation rights (SARs) to be

measured using an intrinsc value measurement method. The draft IFRS proposes
that such liabilities should be measured using a fair value measurement method,
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which includes the time value of the sARs, in the same way that options have time
value (refer to paragraphs BC70-BC81 of the Basis for Conclusons for a
discussion of intrinsic value, time value and fair value).

As expressed earlier, we support a principles-based approach and therefore vauing dl share-
based awards, including SARs, a far vaue.

(f) For a share-based payment transaction in which equity instruments are granted,
SFAS 123 requires realised tax benefits to be credited direct to equity as additional
paid-in capital, to the extent that those tax benefits exceed the tax benefits on the
total amount of compensation expense recognised in respect of that grant of
equity insgruments. The draft IFRS, in a consequential amendment to 1AS 12
(revised 2000) Income Taxes, proposes that all tax effects of share-based payment
transactions should berecognised in profit or loss, aspart of tax expense.

We refer to our answer to Question 23.

Question 25
Do you have any other comments on the Exposure Dr aft?

In Sweden, as wdl as in other countries, the effect of taxes and socid security contributions
payable by the entity on share-based programs is consderable. Although accounting for such
ligbilities is the subject of other IAS, the implementation guidance could be improved with an
example of the accounting for such charges.

Editing issues:

Paragraph 4 (debt or equity) should be subject to paragraph 35 (hybrids),
otherwise paragraph 4 appears to override the need to consider paragraph 35.

Paragraphs 9 and 11 should be black letter.

Y ours Sncerely,

Jan Buisman
Chairman, Accounting Practices Committee

Bjorn Markland
Secretary General
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