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UNITED KINGDOM

Dear David,

| am pleased to provide you with the comments of the Conseil National de la Comptabilité on the IASB exposure
draft on the accounting for share based payments.

These comments result from a working group including participants from companies, audit firms and regulatory
agencies. The detailed answersto IASB's questions are attached herewith.

You will find hereafter in thisletter the main features of our position dealing with the following six main topics :

- We support the objective of the standard to recognise an expense when the services are consumed,

- We however strongly believe that its valuation causes major difficulties, one of them dealing with
reliability of measurement (886 of IASB Framework),

- We are of the opinion that enployee share purchase plans should be excluded from the scope of the
standard,

- We do not support your view on the accounting on the consequences of vesting conditions on the option
prices, and would consider an approach similar to the one of FAS123,

- Wefavour an easier accounting approach for the modifications of the terms and conditions of option plans,

- We are concerned that the type of expense arising from share based payment transactions might not be
compatible with the Framework (894) ; and the proposed accounting treatment could result in future
deviations

Overall, we consider that the difficulties arising from the measurement of share based transactions are central to
the project.

The main goal of the project is to give an accurate view of the expenses of a company. This would lead to a
unique standard among the other IASB standards, as it deals with the definition of an expense with no changein
the net assets of a company. Yet, expenses are generally considered as a result of a variation of assets or
liabilities. In this context, due to the uncertainties surrounding the measurement of the expense, it is questionable
if comparability and accuracy of the income statement could be reached when expenses are measured with
different methods from one corrpany to the other.

We therefore consider that, when stock options relate to a quoted and liquid market (or in more general terms,
when they are reliably measurable) the value so determined should be accounted for in the income statement
although some comp anies are reluctant to such an accounting treatment . On the contrary, when no reliable value
of the option granted can be determined, a clear information in the notesto the financial statements on the nature,
the number of the options granted, the range of cost, ...etc would be more advisabl e than an actual recognition of
an highly questionable cost of the transaction, even recognising that comparability among companies would then
be made more difficult.
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Recognition of an expense

We agree with the principle that all transactions settled by the delivery of equity instruments should be
recognised. Indeed, it cannot be considered that the equity instruments are given for free.

Valuation
We strongly question the conclusions of the Exposure Draft as to the neasurement of share-based payment

transactions, and notably the ones related to stock option plans because:

The proposed models need to be adapted by each user

The only valuation modelsthat are referred to in the ED are the Black and Scholes and Binomial models.

Because these two models are not precise enough and are suited only for traded and liquid equity instruments,
market operators use internally developed models to evaluate options on non traded equity instruments.
Basically, what these models do is mitigate the results of standard models, such as Binomial or Black and
Scholes, by taking theimpact of the lack of liquidity into account.

According to the experts of our working group, it leads to significant discrepancies among the derived methods.
In other words they believe three different experts would come up with three different valuations for the cost of
the same option plan. However, these experts noted that for listed companies with high volumes of transactions,
adaptations of the models |ead to estimates within close ranges, although these options remain not negotiable.

The proposed model is not suitable for non-liquid markets

One of the main hypotheses for both models is that there is a liquid market, both for the option and the
underlying equity instrument. It does not appear that any academic model exists that provides valuation for
options on non traded or non liquid instruments.

The proposed model only gives ranges of values

Finally, these internally developed models do not come up with a definite price for the option, but with a range
of estimates. IAS 39 (869 and 101) acknowledges the fact that there are “equity instruments that do not have
quoted price in an active market, and whose fair value cannot be reliably measured”. It appears that many of the
instruments granted in stock option plans are part of the financial instruments related to the category set by
paragraph 101 of IAS 39.

As a conclusion, with regard to the IASB Framework (8 86 and 31 to 38), we wonder whether the expense
arising from share based payment transactions should be considered as a reliable measurement or estimate,
notably when they are dealing with non liquid financial instruments.

Employee shar e pur chase plans
We disagree with the fact that employee share purchase plans are within the scope of the proposed standard.

We consider that those plans do not constitute a retribution for services rendered or goods acquired, but a mere
issuance of equity reserved to a specific population, namely the employees of the company. This issuance may
involve a discount because, for specific reasons, it brings different advantages the company than those resulting
from aregular call to the market. These reasons are : stability of employment, better control of shares issued to
the public, utilisation of employee savings, etc...

Furthermore, there is no direct link between the opportunity offered to employees and their wages, or the
services rendered.

Moreover, in most cases, there is very little difference, if any, between the actual conditions offered under an
employee share purchase plan and the conditions of aregular market equity issuance. In France, the main reason
why employees subscribe to these plans is the employer contribution (which can be up to 75% of the
investment), already accounted for as an expense. Moreover, the discount part of the selling price should
represent both the impossibility to sell the sharesfor 5 years.



Finally, the shares acquired through those plans are often managed in dedicated funds, and most of the time these
funds do not hold only shares of the company. This means that the total amount of the wages of the company, as
calculated by the discount granted on its own shares, will depend on the decision of a fund manager who is
neither an employee nor part of the company. We do not understand the reasoning behind accounting for

amounts so determined as wages/expenses.

The Basis for conclusions of the Exposure Draft recognises the specificity of employee share purchase plans, but
refuses to address the issue on the ground that it is not possible to clearly identify what constitutes an employee
share purchase plan, as opposed to stock option plans. We agree that a rule based approach, similar to the
FASB's, would be complex to implement. If the IASB still considers this information necessary in the financial
statements, we think it would be more appropriate to describe the main features of the employee share purchase
plan in the note.

M odification of thetermsand conditions of stock option plans

We consider that when a plan has been duly given up by the employees, and replaced by a new plan, the former
plan should not lead to the accounting for expenses any more.

Accounting for vesting conditions

We consider that the accounting for vesting conditions involve two different issues, that need to be dealt with
separately.

First of all, the existence of a vesting period results in the fact that, during a certain period, the granted options
will be neither exercisable nor transferable. The joint effect of these two factors will have a strong impact on the
pricing of the option which should lead to a discount on the prices that would arise from the application of
standard valuation models;

Secondly, due to the vesting conditions, the number of optionsthat isat first granted is not the number of options
that will actually be given up by the company. We consider that the total expense should be based on the actual
number of options given up, and, in that sense, favour an approach (“truing up”) similar to FAS 123.

Definition of an expense

Paragraphs 78, 94 and 97 of the IASB Framework state that:

"...They [the expenses] usually take the form of depletion of assets..."

"...recognition of expenses occurs simultaneously with the recognition of an increase in liabilities or a decrease
in assets..."

"...An expense is recognised immediately in the income statement when an expenditure produces no future
economic benefits..."

Even though we have agreed that granting stock options to employees constitutes an expenditure, we think the
definitions above are not consistent with this assumption, and we are not convinced with the arguments detailed
in the Basis for conclusions (846 - the gas example). We are concerned with potential interpretations and
assimilation to future or other situations where an expense would be defined as such with regard to the definition
applied to the share based payments.

Moreover the last quote above suggests that the expense, if any, should not be deferred along the vesting period,
as services are consumed when stock options are granted.

Convergence
We note that there is amove in the U.S to account for share based transactions as an expense. However if IASB
would issue a standard requiring such transactions to be accounted for as an expense, for comparability reasons

we believe the FASB should treat these transactions in the same manner as the one recommended by the IASB.
In case this would not be attained there is a danger to cause a competitive disadvantage for the companies

applying IFRS.

If you would like further clarification on the points raised in this letter, | will be happy to discuss this further
with you.

Y ours sincerely,

Antoine BRACCHI



Question n°1:

Paragraphs 1-3 of the Draft IFRS set out the proposed scope of the IFRS. There are no
proposed exemptions, apart from transactions within the scope of another IFRS.

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

We disagree with the fact that employee share purchase plans are within the scope of the
proposed standard.

m  We condder that those plans do not conditute a retribution for services rendered or
goods acquired, but a mere issuance of equity reserved to a specific population,
namey the employees of the company. This issuance may involve a discount because,
for specific reasons it benefits more the company than a regular cdl to the market
would. The collaterd advantages of this specific equity issuance are : Sability of
employment, better control of sharesissued to the public.....

m  There is no direct link between the opportunity offered to employees and their wages.
Thus, it is difficult to congder that the discount granted to the employees condtitutes a
remuneration for services rendered.

m  Moreover, in most cases, there is very little difference, if any, between the actud
conditions offered under an employee share purchase plan and the conditions of a
regular market equity issuance.

The Bads for conclusons of the Exposure Draft recognizes the specificity of employee share
purchase plans, but refuses to address the issue on the ground that it is not possible to clearly
identify what congtitutes an employee share purchase plan, as opposed to stock option plans.
We agree that a rule-based approach, smilar to the FASB’s would be complex to implement
because it could not correctly reflect the various economic and legal Studtions of the various
countries where stock option plans are issued .Therefore, we definitely favor a principle based
approach recognizing that such plans are outside the scope of the proposed IFRS.

Besdes, we favor an gpproach describing in the notes the main features of an employee share
purchase plan.

The following paragraphs give a detailed view of the rationde of our pogtion. This retionde
are conddered from the point of view of the employees, and from the point of view of the
comparny.

From the point of view of the company

It appears that in many cases, the actual discount provided to employees are smdl, and can be
comparable to discounts granted in a regular cdl to the market. When the discount appears to
be higher than the average market discount, it is conddered that this discount offsets the
binding conditions of the plan such as, for example, redrictions on the conditions of the
transfer of the options.

As no expense is accounted for the discount granted on a regular market cal, we do not see
any reason to account for an expense in the case of employee share purchase plans.

Another consderation arises from the comparison with the case when the company purchases
the shares which are sold back to the employees with a discount. According to other 1AS
gtandards, this loss would go againgt equity and not be dedlt with as an expense.



From the point of view of the employee

According to representatives of companies members in the working group, most employees
do not consder the grant as part of their sdaries. Moreover, those representatives expressed
on the low subscription rate on employee share purchase plans. This could show, among other
reasons, that the employees condder the risk linked to the binding conditions of the plans is
higher than the discount offered by the company.

Also, the shares acquired through those plans are often managed in dedicated funds, and most
of the time these funds do not hold only shares of the company. This means that the totd
amount of the wages of the company, as cadculated by the discount granted on its own shares,
will depend on the decison of a fund manager who is neither an employee nor pat of the
company. We do not understand the reasoning behind accounting for amounts so determined
as wages/expenses.

Question n° 2.

Paragraphs 4-6 of the draft IFRS propose requirements fr 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?

We agree with paragraphs 4-6.

Question n° 3 :

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

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

We disagree on the fact tha it is dways possble to evduate reiably ether the vdue of the
savice rendered, or the value of the equity insrument granted (please, see below for
rationde). When it is not posshle to reiably estimate the fair vaue of share based payment
transactions we consder that an information in the notes to the accounts would be more
advisable than an actua booking of the transaction.

We grongly question the conclusons of the Exposure Dreft as to the measurement of share-
based payment transactions, and notably the ones related to stock option plans because:



The proposed model does not correctly reflect the fair value of the services rendered

We have resarvations when conddering tha the vdue of financid indruments granted in
retribution to services by employees is a good measurement of the vaue of these services.
Option prices are volaile by nature, as they amplify variations in the prices of underlying
shares. Even for heavily traded ingruments, it is very common to see overnight vaidions of
over 30% of the price of short term option. In France there is no quoted and liquid market for
options over 9 months, but we have no indication which would lead us to believe tha the
observation reating to short term option markets should be reconsdered, for long term
options.

Consequently, what sense does it make to price a service a a vaue which could differ
sgnificantly according to the day referred to ? This should be taken into account when
evauating the comparability of the accounts between one company and another.

With regard to the IASB Framework (8§ 86 and 31 to 38) we wonder whether an expense that

would be subject to such variaions of measurement should be considered as a reliable
messurement or estimate.

The proposed modd needs to be adapted by each user

The only vauaion modes that are referred to in the ED are the Black and Scholes and
Binomid models

Because these two models are not precise enough and are suited only for traded and liquid
equity insruments, market operators use internaly developed modds to evauate options on
non traded equity indruments. Bascaly, what these modds do is mitigate the results of
gandard modds, such as Binomid or Black and Scholes, by taking into account the impact of
thelack of liquidity.

According to the experts of our working group, it leads to significant discrepancies among the
derived methods. In other words they believe three different experts would come up with
three different vauations for the cost of the same option plan dthough, these experts noted
that for listled companies with high volumes of transactions, adaptations of the models lead to
estimates within close ranges, athough these options remain not negotiable.

Finaly, contrary to common practice when using Black and Scholes, back testing to verify the
effectiveness of retained parameters is impossble because these options are not negotiable.
This leads to specific and strong concerns for the reliability of the vauation of options on non
liquid shares.

The proposed moddl is not suitable for non-liquid markets

One of the main hypotheses for both models is that there is a liquid market, both for the
option and the underlying equity instrument. It does not appear that any academic moded
exigs that provides vauation for options on non traded or non liquid instruments.



The proposed model only gives ranges of values

Findly, these interndly developed modds do not come up with a definite price for the option,
but with a range of estimates. IAS 39 (869 and 101) acknowledges the fact that there are
“equity indruments that do not have quoted price in an active market, and whose fair vaue
cannot be reliably measured’. It gppears that many of the insruments granted in stock option
plans are pat of the financid ingruments related to the category set by paragreph 101 of
IAS 39.

Overall, we consider that the difficulties arisng from the measurement of share based
transactions are central to the project.

= The man god of the project is to give an accurate view of the expenses of a company.
This would lead to quite a unique standard among the other IASB standards, as it deds
with the definition of an expense with no change in the net assets of a company. Y,
expenses are generdly consdered as a result of a variation of assets or liahilities. In
this context, due to the uncertainties surrounding the measurement of the expense for
options on shares in illiquid markets, it is quesionable if comparability and accuracy
of the income statement could be reached when expenses are measured with different
methods from one company to the other.

m  We therefore consider that, when stock options relate to a quoted and liquid market (or
in more generd terms, when they are rdiably measurable) the vdue so determined
should be accounted for in the income statement. On the contrary, when no rdisble
vaue of the option granted can be determined, a clear information in the notes to the
fineancid datements on the nature, the number of the options granted, the range of
cog, ...etc would be more advisable than an actud recognition of the transaction.

Question n°4 :

If the fair value of the goods or services recelved 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 receves the
services (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 goods or
services granted be measured? Why?

We agree.
It was decided to agree with the Exposure Draft on the following grounds:

- it seems naturd to recognize goods or services a the date a which they ae redly
acquired or consumed by the company,

- dill, some savices ae extremdy difficult to evaduae per = (wages). This is why the
dandard proposes to evaluate them through the measurement of options or other equity
indruments. In this case, the evauation of services is based on the conventiond vaue of
the contract between the company and its employees. This conventiond vaue is equad to
the agreed contractud value when the option is granted. It would not be judtified to refer
to the value of the options when the service is actudly rendered.



Therefore we agree with the proposed standard, dthough it might seem odd to come up with
two different dates for the valuation of share based payment transactions.
In any case, we believe the point to be of little consequences.

Question n°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
ingruments granted? If not, at which date should the fair value of the instrument
granted be measured? Why?

We agree with the proposed standard. Please, see above for the rationale.
Question n°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 instruments 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 insruments granted? In what
circumstancesisthisnot so?

It seems gppropriate to consder that the fair value of the goods or services received is more
reedily determinable than the fair vaue of the equity ingtruments granted, when a company
acquires goods or servicesthat are traded on an active market.

m  However, the presumption should be reversed when there is no market for the goods
or services acquired, on which prices for the goods or services acquired could be
easly and reliably obtained.

m This adsence of an active market is common for many of the services settled through
share based paymentsMost of the services acquired through share based payments
appear to be very specific, and are hardly comparable from one sStuation to the other
(success fees......). Therefore, because of the absence of transactions that could be
conddered comparable, in many cases, it cannot be consdered that there is an active
market for the transactions.

Question n°7 :

For equity-settled transactions with employees, the draft standard 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 thisisnot so?

We agree. Still, we condder that the use of the fair vaue of the equity instruments granted
could only be made a rebuttable presumption.
It was considered that :

- some options on non liquid instruments are hard to evaluate (please see below),

- thereisan active market for some standard job positions, with reference market prices,

- therefore, in some rare cases, the vaue of personnd services could be more reliably
aoprenended through the vauation of the services, than through the evauaion of the
equity insruments granted.

Question n°8:

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

Do you agree that it is reasonable to presume that the service rendered by the
counterpart as consideration for the equity instruments are received during the vesting
period? If not, when arethe servicesreceived, in your view?

We agree, unless it is clear that the options were granted for services which have adready been
rendered in the past.

Question n°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 recelved, it is necessary to 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 services expected to be received
during the vesting period? If not, what alter native method do you propose?

We disagree.

m Firg of dl, we do not consder that the word “surrogate measure’ is appropriate to
qudify the way of measuring the far vaue of the services obtained as a counterpart
for the options granted. The options granted — and then vested - conditute what is
actudly given to the employees, as a retribution for their work. They are the red cost
of the sarvices, in the sense they represent the vaue of the services on which the two
parties agree upon. If the vaue of the options were accuraiedly measurable that would
be the right figure to book in the income statement. As sometimes they are not, there is
a choice between the two following measurements :



m thefar vaue of thefinandd instruments granted,

= Or the vaue of the services per s=.

m  Regading the measurement of the options, we would favor an gpproach smilar to the
one of FAS 123, where the adjustment arisng from the forecast forfeiture leve is not
made through the fair vaue of the options granted, but through the caculation of the
globd amount of the expense cdculated over the period. This forecasted globa
amount should be revised each year, according to the redlity of the forfeiture leve.

m Example

A grant of 10 share options, vesting after 3 years of service to 10 employees (so 100 options
in totd)

Fair vaue option at grant date € 12

Entity expectsthat 2 people will leave a the middle of the vesting period

Ultimately, 50 % of the options do not vest due to unusud high turnover of employees :
5 people leave a the middle of year three.

The expense recognition should be asfollows:

Expense: Cumulative Annual
Year 1 (80X €12) x /3=€320 €320
Year 2 (80X €12) x 2/I3=€640 €320
Year 3 (50x €12) x 313=€600 (€40)
Total : € 600

Please, refer to question n°10 for a more accurate description of the reason who favor an
approach smilar to FAS 123.

Question n°10:

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

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

There are two issues in the above question which we are addressing separately hereinafter.



As dated in our answer to question 9, we consider that «share based payments» granted to
employees correspond to wages in return for services rendered, or to be rendered. The tota
vaue of the service rendered is determined at the day of the grant, and is based on the value at
that date of the options granted. . In our view, the totd amount of the expense should be
cdculated by taking into account the actud number of shares tha will be granted. This
number will only be known at the vesting date.

Thisbeing sad , two issues are :

m 1 — Should the variations of the price of the option after the grant date be taken into
account?- a subsequent question to this being : what happens if the options are not
exercised, because of afdl in the price of the underlying share ?

m 2 —How do we account for the options granted that do not vest ?

1) Should the variations of the price of the option after the grant date be taken into
account?

We condider that, as soon as the options have been granted, the holder d the option acts as a
stockholder : any loss or gain he may incur due to the variations of the share price does not
correspond to a remuneraion of the service, but to capita gains or losses (for the employee
not the company), and therefore, should not be included in the expenses (wages) of the

company.

However, a few members of the CNC working group consider that the vesting date is actualy
the date when the vaue of the expense should be cdculated. Ther main rationde is that what
will actudly be given by the company is equivdent to the price of the option at the vesting
date.

Still, it was the view of the CNC to congder that the differences that arise from variations in
the price of the options correspond to variaion on own equity, which IFRSs do not account
for .

As soon as a share based payment is made (grant date or vesting date), a company finds itself
in the place of an option issuer. As the option is on one's own equity, IFRSs consider that no
loss or gain can be accounted for on the option.

2 —What happen if some options do not vest ?

We consder that the totd expense of the company should be equa to what it will actudly
give avay — that is to say the fair vaue of an option, as cdculated at the grant date, multiplied
by the number of options that will actudly be given away. We do not consder it would be
aopropriate that the totd expense be different from wha is actudly given. If a company
receives more units of services than it gives away options, we consider tha the price actualy
paid by the company should be booked, not the calculated value of the services received. This
case is equivdent to a debt for services rendered that would never be paid off. The way to
obtain an accurate expense by truing up the amount of options granted is detailed in our
answer to question 9. In addition to our answer to question 9, we have a different approach
than the one of FAS 123, on the fact that we consder that revisons of estimates can only
result in the reduction of expenses of the next period, never to generation of profit. Due to this
limit, our proposed mechanism, dso recommending truing up, never leads to changes in

equity



Questionn°11 :

The draft IFRS proposes that the entity should measure the fair value of equity
ingruments granted, based on market prices if available, taking into account the terms
and conditions of the grant (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 modd that takes into account various factors, namely the
exercise price 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 modd should be applied to estimate the fair value of
the option granted? If not, by what other means should be 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 factors listed above in applying an option
pricing model ?

We cannot agree for, in some ingances, the exising vauation modds might not be able to
accuratdy edimate the fair vaue of options granted. This is paticularly true of options of non
traded companies or newly introduced companies.

As it is gated in the exposure draft, some factors are compulsory to make the various exigting
models work. These factors are stated in paragraph 21. In the case of non traded or newly
introduced companies there is by definition, notably, no data on the volaility of the shares
Paragraph 139 of the Badis for Conclusions proposes that in the absence of information on the
volaility of the underlying share, data of a company with smilar characterigtics be used.

With regard to the IASB Framework (8 86 and 31 to 38) we wonder whether this should be
conddered as a rdiable measurement or estimate and therefore have concerns that expenses
evauated through such methods do not have enough accuracy to be booked and be part of the
PandL.

In fact, the only vauation models that are referred to in the ED are the Black and Scholes and
Binomia modes

In the case these two models are not precise enough to ded with the specific characterigtics of
an option, market operators use internaly developed models to evauate options on non traded
equity insruments. Badcdly, wha these modds do is to mitigate the results of standard
models by taking the impact of the lack of liquidity or other factorsinto account.

According to the experts of our working group, it leads to significant discrepancies among the
derived methods. In other words they beieve three different experts would come up with
three different vauations for the cost of the same option plan.

Besdes, the proposed mode only gives ranges of values.



Findly, these internaly developed modds do not come up with a definite price for the option,
but with a range of edimates. IAS39 (869 and 101) acknowledges the fact that there are
“equity indruments that have no quoted price in an active market, and whose far vaue
canot be farly edimated’. It appears that many of the instruments granted in stock option
plans are pat of the financid instruments related to the category set by paragraph 101 of
IAS 39.

Ovedl, we condder that the difficulties arisng from the measurement of share based
transactions are centrd to the project.

The main god of the project is to give an accurate view of the expenses of a company. This
would lead to a unique standard among the other IASB dandards, as it deds with the
definition of an expense with no change in the net assats of a company. Yet, expenses are
generdly consdered as a result of a variaion of assets or ligbilities. In this context, due to the
uncertainties surrounding the measurement of the expense, it is questionable if comparability
and accuracy of the income statement could be reached when expenses are messured with
different methods from one company to the other.

We therefore congder that, unless stock options relate to a quoted and liquid market (or in
more generd terms, when they are rdiably measurable), a clear information in the notes to the
financid statements on the nature and number of the options granted would be more advisable
than an actua recognition of the transaction. Though the downside of this option would be
comparability among companies.

Question n° 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 alter native suggestion
? Is the proposed requirement for taking into account the inability to exercise an option
during the vesting period appropriate ?

We do not think that the joint effects of the fact that the option is both non transferable and
non exercisable has been fully dedt with by the proposed draft. As dtated in the Draft BC 161
“If the option cannot be trandfered and cannot be exercised, and assuming that other
derivatives are not avalable, the holder is unable to extract any vaue from the option or
protect its vaue during the vesting period’. We condder that this inability has a strong effect
on the vaue of the option, that is not correctly grasped by modifying the exercise date of the
option.



In order to justify why the consequences of the joint non transferability and non exercisability
are not addressed, paragraph BC 162 dates that the employee has not started to work when
the option is a first granted. According to 8 BC 162, this neutrdises the joint impact ; we
disagree. We condgder that employees are rewarded for their work during N years by the grant
of an option the vauation of which is to be determined at grant date. The fact that he has not
gtarted to work yet has no impact on the valuation of the option granted.

Moreover, paragraph BC 164 condders that the vauation of the option is only to be
congdered from the “enterprise perspective’. We do not understand this point which we think
should be reconsidered. A market price is the price upon which two knowledgeable parties
would agree. We do not understand what a market price is from one party’ s perspective only.

In concluson, we condder that the joint effect of the fact that the option is non transferable
and non exercisable has been not sufficiently dedlt with. We propose that the amounts arising
from the application of standard modes be discounted, to take into account this double effect.
Conceptudly, this discount ams a compensating the inability of the holder to extract any
vaue from the option for a certain amount of time. It is different from the fact that the tota
expense will depend on the fact that some options will not vest, which, in our opinion, should
be taken into account viatruing up.

Question n°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 adjusment to the
value by such a mode (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 optionsgranted ?

We favour a mixed gpproach : we condder that the number of shares that actudly vest should
be submitted to a truing up Smilar to the one of FAS 123, that is to say via the vauation of
the number of options that will actudly be granted (see question 9). The fact that the holder of
the option will not be able to take advantage of the option for a given time should be taken
into account when estimating the fair value of the options granted.

Question n°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 features ?

We agree

Question n°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 conditions (par agr aphs 21-25).

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

Besides the comments we made on question 12, we wonder whether the effects of the absence
of liquidity, both on the option and the underlying share, have sufficiently been taken into
account. Both models (Black and Scholes and binomia) are founded upon the fact that both
the option and the underlying share are traded on totaly liquid markets. This is not the case
for most of the stock options granted under stock option plans and we wonder whether this
fact has not been underestimated by the Draft.

Question n°16 :

The draft IFRS does not contain prescriptive guidance on the estimation of the fair
value of options, consstently 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 ?

We do not consder that al measurement issues related to share based payments have been
aufficiently and accuratdly teken into account ether by the guidance of this Draft, or by
academic vaudion modds. Therefore, we question the posshility of dways coming up with
accurate vauations of share based payment (please, refer to our answers to other questions,
and our general comments).

Question n°17 :

If an entity reprices a share option, or otherwise modifies the terms or conditions on
which equity instruments 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, ie additional to the amounts

recognised in respect of the origind option grant. Example 3 in Appendix B illudraes this
requirement. As shown in that example, the incrementa vaue granted on repricing is treated
as a new option grant, in addition to the origind option grant. An dternative gpproach is dso
illustrated, whereby the two grants are averaged and pread over the remainder of the vesting

period.



Do you agree tha the incrementd vaue granted should be taken into account when measuring
the services received, resulting in the recognition of additiond amounts in the remainder of
the vedting period? If not, how do you suggest repricing should be dedt with? Of the two
methodsillugtrated in Example 3, which is more appropriate? Why?

To make things easer, we would favour an gpproach essier to implement. We condder that
no difference is to be made between a modification to terms or conditions of a plan, or the
cancdlation of an exiging plan. In both cases, we condder that the cancdlaion or the
modification arises because the plans tha were firg offered to the employees do not
correspond to market conditions any more. Therefore, the plan that once exised has been
replaced by a new one more up to date with market conditions. Because the initid plan does
not exis any more, and the rights of the employees have been duly given up, we consder that
no more expenses are to be accounted for due to the former plan. The replacement plan is
accounted for as any new plan. In the case , cash is granted to employees as a compensation
for the change from the old plan to the new one, we do agree with the proposed requirements
of the Draft IFRS (see 8§29 (b) of the Draft IFRS)..

Question n°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 approach.

Please, refer to question n°17.

Question n°19 :

For cash settled 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 gppropriate? If not, please provide details of your suggested
aternative approach.

We consider the proposed requirements appropriate.

Question n° 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 1FRS 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 requirements to apply this principle.



Are the proposed requirements appropriate? If not, please provide details of your suggested
aternative gpproach.

We consider the proposed requirements appropriate.

Question n° 21 :

The draft IFRS proposes that an entity should disclose information to enable users of
financial statementsto understand :

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

(b) how the fair value of the goods 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)?

In some cases (please refer to our other answers), we condder that it is ingppropriate that the
fair value of the options given be booked in the income statement, as no relisble measurement
exigs. Moreover the existing modds available to estimate the fair vaue of the options are not
able to come up with a definite vaue but only give a range of edimates. In this case, we
recommend in our other answers, that no booking be made but an information in the notes to
the accounts of the range of estimates, and the methods that were used to come up with this
range.

Question n°22 :

The draft IFRS proposes that an entity should apply the requirements of the IFRS to grants of
equity instruments that were granted after the publication date of this Exposure Draft and had
not vested a the effective date of the IFRS. It dso proposes that an entity should apply
retrogpectively the requirements of the IFRS to ligbilities exising a the effective date of the
IFRS, except that the entity is not required to measure vested share agppreciation rights (and
gmilar ligolities) & far vadue, but indead should measure such lidbilities a ther settlement
amount (ie the amount that would have been pad on settlement of the liability had the
counterparty demanded settlement at the date the liability is measured).

We agree with the proposed requirements.

Are the proposed requirements appropriate ? If not, please provide details of your
suggestionsfor the IFRS stransitional provisions.

We agree with the proposed treatment..



Question n°23:

The draft IFRS proposes a consequential amendment to IAS 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 with the requirements.
Question n°24 :

In developing the Exposure Draft, the Board considered how various issues are dealt
with under the U5 standard SFAS 123 Accounting for Stock- Based Compensation , as
explained further in the Basis for Conclusions. Although the draft IFRS is smilar to
SFAS 123 in many respects, there are some differences. The main differences include the
following.

(@) 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 reguirement to measure share- based payment transactions at fair
value. SFAS 123 contains the following exemptions, none of which are included in
thedraft IFRS:

employee share purchase plans are excluded from SFAS 123, provided specified
criteria are met, such asthe discount given to employeesisrelatively small ;

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 intrinsc value measurement method in Accounting
Principles Board Opinion No. 25 Accounting for Stock Issued to Employees
(paragraphs BC70- BC74 in the Basis for Conclusions give an explanation of
intringc value); and

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- BC78 in the Basis for
Conclusions give an explanation of minimum value).

(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 vadue of those
equity insruments a grant date. However :

under SFAS 123, the estimate of the fair value of an equity instrument at grant date
is not reduced for the possibility of forfeiture due to failure to satisfy the vesting
conditions, whereas the draft IFRS proposes that the possibility of forfeiture should
be taken into account in making such an estimate.
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under SFAS 123, the transaction is measured at the fair value of the equity
ingruments 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 recelved 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 received during the vesting
period multiplied by the deemed fair value per unit of service. Hence, any amounts
recognised for employee services received are not subsequently reversed, even if the
equity instruments granted areforfeited.

If, during the vesting period, an entity settles in cash a grant of equity instruments,
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 received (and hence the
resulting expense) over the remainder of the vesting period, as if that grant of equity
instruments had not been cancelled.

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 I ssues Task Force I ssue 96- 18 Accounting for Equity I nstruments That Are
I ssued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods
or 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.

SFAS 123 requires liabilities for cash settled share appreciation rights (SARs) to be
measured usng an intrindc vaue measurement method. The draft IFRS proposes that
such liabilities should be measured usng a far vaue measurement method, which
includes the time vaue of the SARs, in the same way that options have time vaue (refer
to paragraphs BC70- BC81 of the Bass for Conclusons for a discusson of intringc
vaue, time value and fair vaue).

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
instruments. The draft IFRS, in a consequential amendment to IAS 12 (revised
2000) Income Taxes , proposes that all tax effects of share- based payment
transactions should be recognised in profit or loss, aspart of tax expense.



For each of the above differences, which trestment is the most appropriate? Why? If you
regard neither trestment as appropriate, please provide details of your preferred treatment.

(Respondents may wish to notethat further details of the differences between

thedraft IFRSand SFAS 123 are given in the FASB’s I nvitation to Comment.)

@
- employee share purchase plans : we agree with the FAS 123 ad disagree with the

proposed IFRS. Still, as opposed to FAS 123, we consder that the way to apprehend the
criteria that define an employee share purchase plan should be principle-based (absence of
veding conditions, issuance of equity insruments with prices amilar to regular market
prices, taking into account the various regtrictions imposed on the ingruments issued), not
rule-based. Please, refer to the answer to question n°1.

(b)

- We favour an gpproach globaly smilar to FAS 123. Please, refer to questions 9 and 10
for detail.

(0

- We prefer an accounting treatment that is neither the one of the FAS nor the one proposed
by the Draft. Please, refer to question 17

(d)

- We agree with the proposed IFRS.
(e)

- Weagree with the draft IFRS

(f)
- We agree with the draft IFRS

Question n° 25 :

Do you have any other comments on the Exposure Draft?



