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Sr David Tweedie

Internationa Accounting Standards Board
30 Cannon St

London ECAM 6XH

United Kingdom

Re: Exposure Draft ED 2: Share-Based Payment.

Dear Sir David,

We are pleased to provide our comments on the above Exposure Draft which reflect
joint deliberation between oursalves and Société Genérde.

We have fundamental concerns with the approach proposed in the Exposure Draft.
We do not believe that it is appropriate to recognise an expense for equity-settled
share-based plans attributed to employees. We disagree with the Board's view that
shares or share options attributed to employees are an additional remuneration for
services rendered by those employees to the enterprise.  There are severd reasons
why share options are attributed to employees. One of them is to create a community
of shareholders dedicated to the enterprise.  Another reason is that the shareholders
wish to give an incentive to the employees to creste added vaue for them. Employee
equity-settled share-based plans are therefore transactions between current and future
shareholders, which will not result in an outflow of resources embodying economic
benefits flowing from the enterprisee Therefore, it would be ingppropriate to
recognise them as an pense in the income statement.  They should be recognised in

equity.

Should the IASB continue to believe that an expense should be recognised in dl
crcumgances, including for employee equity-settled share-based plans, we aso
disagree with the fact thet there is no adjustment to any expense previoudy recognised
in the financid <tatements when it becomes probable tha the vesting conditions
related to employees peformance will not be met. If it is conddered that share
options ae a remuneration of employees sarvice, why should an expense be
recognised when the employees do not ddiver the requested performance (and
therefore will not be able to exercise the share options)? If the performance is not
met, no expense should be recognised.

Furthermore, we aso want to highlight that the recognition of an expense for
employee shared-based plans having vedting conditions related to employees
performance will often be on the bass of a number for which the rdiability of the
edimate at the grant date could be questioned. Indeed, behaviourd factors (which are
a redity) will have to be conddered in the determination of the far vadue of the
options granted and, currently, techniques are not sufficiently developed to be able to
model them appropriately. This practical congderation is dso why we beieve thd,
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when there are vesting conditions related to employees performance, an adjustment
to any expense previoudy recognised should be made when it becomes probable that
the performance conditions will not be met.

Fndly, we support convergence of IFRS and US GAAP towards a common solution
on the topic of share-based payments. We bdlieve that as long as the FASB and the
IASB have not come up with a solution that would be gpplicable a the same time to
both US companies and IFRS issuers, the IASB should not issue a Standard on share-
based payments. We bdieve that it would put IFRS issuers & a competitive
disadvantage with US companies.

We detail in Appendix 1 our viewson ED 2.
If you have any queries regarding our comments, please do not hestate to contact me
at 33 (0)1 40 14 29 28.

Regards,

Philippe BORDENAVE
Chief Financial Officer

Cc: Consell National de la Comptabilité



Appendix 1
Commentson ED 2 — Share-Based Payment

Question 1

Paragraphs 1-3 of the draft IFRS set out the proposed scope of the IFRS. There
are no proposed exemptions, apart from for 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 incluson of employee equity-settled share-based plans in the
scope of the Standard, if this results in their systematic recognition as an expense in
the income statement (under a logic of “form over substance’). They should ether be
excluded from the scope of the Standard or, dternatively, be included in the scope but
therr treetment should clarify that they are often transactions with the enterprise’s
owners and should result in equity recognition.

ED2.1(a) requires that “equity-settled share-based payment transactions, in which the
entity receives goods or services as consideration for equity instruments of the entity’
should be dedt under the proposed Standard. We believe that employee equity-
setled share-based plans are not necessarily atributed to be a remuneration of
services and, therefore, should not aways be dedt with by the Standard.

Practices in our groups are such that share options are atributed by the shareholders
to cetan individuds in order to creste a community of individuds with a shared
interest to them. There is a bdief that management behaved differently when they are
dso shaeholders. Therefore, the objective of share options dtribution is not a
remuneration of a service, which is paid separately, but to influence the behaviour of
those sdected individuds for the benefits of the whole shareholder community. The
beneficiaries of share options aso do not consder that the share options they are
granted are pat of their remuneration package, but they are an incentive to create
vaue for shareholders, the community to which they belong.

The objectives of share option plans attributed to employees are as follows:

(@) to create a community of individuas dedicated to the enterprise and with a shared
interest. For example, this is the pupose of our “Plans Epargne Entreprise’,
which ae equity-settled share-based plans attributed to potentidly dl of the
enterprisg’s employees.  Those plans do not include vesting conditions but  they
require the decison of employees to dgn up to it and to buy shares. We
definitdy do not view these plans as an additiond remuneration given to
employees (and many employees choose not to teke part in these plans because
they do not want to become shareholders). They am to create a stable number of
shareholders fully dedicated to the enterprise; and

(b) to create an incentive to create vaue to the shareholders, since the employees will
belong to them.
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We bdieve that these transactions are truly transactions between the employees and
the shareholders. They are not transactions with the enterprise, as a remuneration of
sarvice. To demongrate further our point, in our environment and organisations:

(@ equity-settled shared-based plans must be approved by the shareholders at their
generd assembly meseting or through a shareholders ddegation to the entity’s
board of directors. Management done does not have authority to decide equity-
settled share-based plans;

(b) share options attributed to employees ae not viewed as an additiond
remuneration: during remuneration negotiations, they are not vaued as a portion
of the globa remuneration package. Also, except for the “Plans Epargne
Enterprisg” mentioned above, stock options often are attributed on a discretionary
bass rather than according to a logic of an employees compensation for services
rendered by them;

(c) beneficiaries are not dlowed to sdl such shares for severd years (typicdly five
years) because the other shareholders want them to remain shareholders for a long
time, which is consistent with the behavioura purpose of such scheme.

As a result, ance we do not believe that such employee equity-settled share-based
plans are granted as a condderation of employees service, we disagree that they
should be included in the scope of the Standard.

However, note that we agree that other share-based payments should be dedt with
under the proposed Standard. The point is to cover only those share-based payments
that are relating to goods and services received (substance over form).

As an additiond comment on the scope of the Standard, we would appreciate if the
IASB could give further guidance on the treastment of share or share option plans that
are dtributed during a busness combination to the sdlers of an entity, when those
individuals remain employees of the acquiree. Are such plans included in the scope
of the Standard or in the scope of IAS 22, Busness Combinations? Where the sdlers
of a business become the enterprises employees and they receive shares or share
options at the time of the busness combination to ensure that they will mantain the
goodwill of that business, we believe that those share or share options grants are part
of the business combination transaction and should be accounted for under IAS 22.

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 requirementsinappropriate?

We agree that an expense should be recognised when goods or services received or
acquired are consumed, for those share-based plans that we believe should be dedt
with under the Standard. However, as we explain in Question 1, we believe that no
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expense should be recognised in the financid satements for equity-settled share-
based plans. We bdieve that most equity-settled share-based plans are the results d a
direct transaction between the shareholders and employees, without any direct link to
any sarvice rendered.  Therefore, it would be inappropriate to recognise an expense in
an entity’s financd daements in such a case.  The transaction should give rise to
equity movements only.

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 diredly, 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 exemptions
for unlisted entities.

Is this measurement principle appropriate? If not, why not, or in which
circumstancesisit not appropriate?

Note: our response below is subject to our comments on Questionl, i.e. that the
proposed Standard does not deal with employee equity-settled share-based payments
or, dternaively, that such plans should give rise to equity movements only.

Measurement at fair value

We agree with the principle that an entity should messure the goods or services
received a the fair value of the transaction.

Measurement of fair value

We disagree with a digtinction as to whether the far vaue of the goods or services
received or the far vadue of the equity indrument granted is “more readily
determinable”. We bdieve tha the IASB should be consgent with exiging
principles and that the fair vaue of the transaction should be measured based on the
amount that is the more rdiably determinable. In some cases, the far vdue of the
equity indrument will be more reliably messurable, in other cases it will be the far
value of the goods and services received.

To illusrate our comments, imagine an entity whose shares are not liged (and for
which no vauation based on prior transactions exists) and that grants share options to
its conaultants in the tax department if they meet certain performance conditions. It
may be more relidble to measure the far vadue of the transaction by comparison with
market rates for tax consultants rather than determine the fair vdue of the entity’s
equity insruments granted.

As another example, imagine a listed entity that enters into a service agreement with a
service provider operding in a very specidised fidd, for which payments consst of
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smple, negotigble warrants.  In this case, it may be more reiable to measure the far
vdue of the transaction based on the far vdue of the entity’s equity insruments
granted rather than determine the fair vaue of the services to be received.

Unlisted entities

We note that IAS 39 provides a specid exemption to fair value measurement in those
cases where the far vaue of an eguity indrument canot be measured rdiadly.
However, we agree that there should be no exemption for the messurement a far
vaue of share-based payment transactions, even if they involve unlised entities.  This
is because we bedieve that, even if the far vdue of the equity ingrument granted
cannot be reiably determined, it is likely that the far vaue of the goods or services
received can be determined reliably.

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 servicesreceived be measured? Why?

Note: our response beow is subject to our comments on Questionl, i.e. tha the
proposed Standard does not ded with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

We disagree with the proposed requirements (which by the way we had difficulty to
underdand in the fird place) and we see some incondgtencies with the current
literature,

For the purchase of goods, we bdieve tha the far vaue of the goods acquired
generdly should be measured when the entity obtains control over the goods (note
that the drafting “obtains the goods’ in ED 28 is not sufficiently clear). In most
cases, the control over the goods passes a the same time the equity instrument is
granted. However, there are cases where the equity instruments may be granted
before the entity obtains control over the goods. If equity instruments are granted
before the control over the goods passes, and there is a firm contract where the price
for the equity instruments to be issued is known and fixed (which information is
expected to be available in such circumstances), the fair value of the goods acquired
should be based on the fair value of the equity instruments when they are granted.

For the purchase of sarvices, we believe that consderation should be given to whether
the entity is entering into a firm contract with a fixed contract price or a fixed rate per
unit of output. If so, the fair vaue of he services received should be based on that
fixed price determined & the inception of the contract, which normdly reflects a
transaction a fair vaue. This amount should not be adjusted for subsequent changes
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in the far vaue of the sarvices received under the contract (which is wha we
understand ED 2 would require).

If a service contract does not specify fixed price conditions, we would then agree that
it is gppropriate to measure the sarvice at its far vadue as it is received (hence the fair
value of the units of service received may evolve throughout the periods of sarvice).

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
ingtruments 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?

Note: our response beow is subject to our comments on Questionl, i.e. tha the
proposed Standard does not deal with employee equity-settled share-based payments
or, dternaivdy, that such plans should give rise to equity movements only.

We agree that, if the fair vaue of share-based transactions is determined based on the
far vdue of the equity indruments (because the amount is more rdiable), generdly
the fair value should be measured a grant date. We assume that, in most cases, this
date fals a the same date when both parties are committed to the transaction (the
“commitment date’).

However, we note that there are cases where, a the commitment date, the number of
equity ingruments (eg. share options) to be issued is not yet fixed because the
number will change upon certain conditions being met.  If so, we would agppreciate
guidance from the IASB on how to ded with such sStuations. Our recommendation is
that the entity should make the best estimate a the grant date of the number of equity
ingruments that will be issued. This number (and the rdaed expense to be
recognised) would then be subsequently adjusted depending on how the conditions
are met. The adjustment would be accounted for as changesin estimates.

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
receved 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 instruments granted? In
what circumstancesis thisnot so?
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We disagree with the introduction of a rebuttable presumption that the fair vaue of
the goods or sarvices recelved is more readily determinable than the fair vdue of the
equity indruments grated. We bdieve that the far vaue of goods or services
received should be measured based on the amount that is more rdigbly determinable,
whether it is the far vadue of the goods or services received or the equity insruments
granted. Please see our comments and example at Question 3.

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 valueis morereadily 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?

Note: our response beow is subject to our comments on Questionl, i.e. tha the
proposed Standard does not deal with employee equity-settled share-based payments
or, dternativdy, that such plans should give rise to equity movements only.

We disagree with the requirement that equity-settled transactions with employees
should dways be measured based on the far vaue of the equity indruments granted.

We believe that the farr value of the services received should be measured based on
the amount that is more rdiably determinable. Please see our comments and example
a Question 3.

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
befor e the equity instruments vest.

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

Note: our response below is subject to our comments on Questionl, i.e. that the
proposed Standard does not deal with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

We agree that services (and therefore a related expense) should be recognised over the
vesting period.

We would appreciate if the IASB could develop guidance to ded with cases where the
vesting period is not fixed (eg. where the vesting conditions do not refer to a pecific
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time period). We propose that an entity should make its best estimate of the period
that will be necessry for the vesting conditions to be met, and recognise the service
over that period. The entity should revise its edimate subsequently and make
adjustments accordingly, to be accounted for as a change in estimates.

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 received? 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 alter native method do you propose?

Note: our response below is subject to our comments on Quegtionl, i.e. tha the
proposed Standard does not ded with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

While we bdieve that some methodology will be necessary to recognise the fair vaue
of the equity ingruments granted over the vesing period, we disagree with the
proposed approach in ED 2. The unit of service approach mainly condders a time
factor. We bdlieve that other factors should be considered in addition to the time
factor, such as the number of share options held by counterpartiess  One unit of
sarvice of a counterparty who holds one share option should not be of equa vaue to
one unit of service of a counterpaty who holds say one thousand share options.
There may dso exist other factors to be consdered that are specific to each entity
and/or plans.

With respect to the comment above, we understand that ED 2 does not prevent the
identification of separate classes of employees to which the proposed methodology
could be applied. However, we believe that ED 2's approach is too complex and that
more Ssmple methodol ogies can be applied achieving the same results.

We bdieve that ED 2's units of service gpproach could be included as an illugtration
of how to recognise the far vaue of the equity ingruments granted over the vesting
period but it should not be mandatory. Instead, we recommend that the fina Standard
ligts the key factors to be taken into account for the recognition of the fair value of the
equity ingruments granted over the vesting period.
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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 exercised (paragraph 16). However, this requirement does not preclude
the entity from recognising a transfer within equity, ie 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?

Note: our response below is subject to our comments on Questionl, i.e. tha the
proposed Standard does not ded with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

We disagree that no subsequent adjustment should be made to the amounts recognised
a an expense in previous periods when it becomes probable that the vesting
conditions associated with the performance of a counterparty will not be met. We
believe tha, indtead, a profit should be recognised in the income statement equal to
the amount of the expense previoudy recognised (with a corresponding entry in

equity).

Please note that we make a digtinction between the various types of vesting conditions
that may exid. There are vesting conditions that may purely be associated with the
share price and that are out of the control of the counterparty’s actions (eg. vesting
conditions that would be based on a szt levd of the share price). Alternatively, there
are veding conditions that depend on the effective service/performance rendered by
the counterparty (e.g. specific targets to be met, etc.).

As we explan a Quegtion 13, we agree with ED 2's agpproach that whether the
vesting conditions will be met should be teken into consderation in determining the
fair vaue of the equity instruments granted.

In addition, when the vesting conditions depend on the effective service/performance
rendered by the counterparty, we believe that, if the counterparty does not meet the
requested service/performance, then it means that it does not render/have not rendered
the service. As a result, no expense should befhave been recognised. An expense
should only be recognised when the service is being received, i.e. when it is probable
that the counterparty performance conditions will be met.

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 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 mode that takes into account

10
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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 5 appropriate to take into account expected
dividends.

Do you agree that an option pricing modd 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 circumsances in which it would be
inappropriate or impracticable to take into account any of the factors listed
above in applying an option pricing modd?

We agree that market prices should be used, if avalable, as a starting point to
determine the far vadue of the equity indruments granted. However, this market
price will need to be adjusted to reflect the specid terms and conditions of the equity
indruments granted, which are likdy to differ from the terms and conditions of the
instruments negotiated on the market (e.g. non-transferahility).

We agree that option pricing models should be used to determine the fair vaue of the
equity insruments granted, where the fair vaue of the equity ingruments granted is
the more rdiably determinable item.

We dso agree with the factors to be conddered in determining the far vadue of
options granted using an option pricing mode liged in ED 220. However, we
recommend that the Standard takes account of:

(@ the non-trandferability factor but also of the non-negotiability factor; and

(b) the employees risks concentration factor (from an employee's perspective, the
fact that higher risks are concentrated in the enterprise’'s shares will affect hisher
behaviour and this should be reflected in the measurement of the fair vaue of the
share options). An adjustment will need to be made for this factor either to the
volatlity factor (snce the use of the enterprisgs obsarvable market voldtility
would not be appropriate) or to the fair vaue obtained from the option-pricing
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? |Is the proposed requirement for taking into account the
inability to exer cise an option during the vesting period appropriate?

11
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We agree that, in the case of non transferability, an option pricing modd consders the
expected life of an option rather than its contracted life but it is clear that adjustment
done is not aufficient to teke into account the non-trandferability. An appropriate
model has aso to be used.

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 model or by making
an appropriate adjusment to the value produced 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 options granted?

We agree that vedting conditions should be taken into account when an entity
determines the fair value of the shares or share options granted.

However, we note that it will not be possble to include dl types of vesting conditions
in an option pricing modd, paticulaly when they rdae to the peformance of an
individua or group of counterpaties. In such a case, an adjustment to the vaue of
shares or share options granted obtained from an option pricing modd will need to be
made, based on the entity’s best estimate of the probability that the vesting conditions
will be met.

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 as a new option

grant (paragraph 25).

Is this proposed requirement appropriate? If not, why not? Do you have an
alternative proposal for dealing with options with reload featur es?
We agree with ED 2’ s proposed trestment of reload features.

Question 15

12
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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 (paragraphs
21-25).

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

Note: our response beow is subject to our comments on Questionl, i.e. that the
proposed Standard does not deal with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

As indicated a Question 11, the Standard should address the non-negotiability feeture
of share options and the employees’ risks concertration factor.

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 sandards and to allow for future developments in valuation
methodologies.

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

We agree with the approach in ED 2.

Question 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 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 the two methods illustrated in Example 3,
which ismore appropriate? Why?

13
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Note: our response beow is subject to our comments on Quegtionl, i.e. tha the
proposed Standard does not ded with employee equity-settled share-based payments
or, dternatively, that such plans should give rise to equity movements only.

We disagree with the proposed requirements. We believe that the incremental vaue
should be measured based on the difference between the fair value of the options at
the repricing date and the fair value of the options at the grant date.

In most cases, if repricing occurs, it is because the initid insruments granted have
logt their vaue a the date of the repricing and no longer represent an incentive to the
counterparty. The repricing transaction occurs to ensure that the initid benefits given
will dill be given. If, as a result of the repricing, the amount of benefits a the date of
repricing is the same as a the initid grant (based on a comparison of the fair vaues of
the options), there is no reason to believe that the “service’ to be received from the
counterpaty  has changed or will change. Therefore, only the initidly estimated
expense for the origindly expected “service® should continue to be recognised. If, as
a result of the repricing, the amount of benefits a the date of repricing is lower or
higher than the amount as a the initid grant (based on a comparison of the fair vaues
of the options), then it is logicd to believe that the “service’ to be recaived from the
counterparty has changed or will change as well. Therefore, it is gppropriate to make
an adjustment to the initia estimated expense to be recognised.

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 agree with the treatment of repurchase of vested equity indruments and any
payment made on cancdllation and/or agrant of replacement options.

We disagree with the proposed treatment when an entity cancels a share or option
grant during the vesting period. We do not believe that it is appropriate to continue
the recognition of an expense over the remaning vesing period, as if the grant had
not been cancdled. Instead, the previoudy recognised expense should be reversed.
Our response is consgent with the trestment of equity instruments that ultimately do
not vest or share options that are not exercised because the performance vesting
conditions are not met. We aso believe that the cases where an entity cancels a share
or option grant during the vedsting period without either a replacement plan or
payment will be extremdy rare.

14



Appendix 1
Commentson ED 2 — Share-Based Payment

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
changesin value recognised in theincome statement.

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

We agree with the proposed treatment for cash-settled share-based payment
transactions.

Question 20

For share-based payment transactions in which either 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. The draft IFRS proposes various requirements to

apply thisprinciple.

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

While we do not disagree with the proposed requirements, we want to draw the
attention of the Board to the fact that we find the paragraphs deding with share-based
payment transactions with cash dternatives complex to undersand. For example, the
illusration in the Implementation Guidance was the only way to understand the
proposed accounting for shared-based payment transactions in which the counterparty
has the choice of settlement.

We ds0 note that the drafting in paragraph 42 differs somehow from the drafting in
the proposed revisons to IAS 32, for the classfication of derivatives on own shares.

For example, ED 2.42 indicates that “The entity has a present obligation to settle in
cash if the choice of settlement in equity instruments is not substantive...”. What does
“aubgantive’ mean? We bdieve that there should be some condggtency in terms of
drafting between the future revised IAS 32 and the Standard on share-based
payments.

Findly, we are unclear about share-based payment transactions with cash dternatives
a the choice of the counterparty, where the far value of one settlement adternative is
the same as the other, but datistical data shows that the counterparty will sdect one
dternative more than the other, for example because one dternative has different tax
consequences. How should such a situation be handled?
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Question 21

The draft IFRS proposes that an entity should disclose information to enable
usersof 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 goods or services received, or the fair value of the
equity instruments granted, during the period was determined, and

(o) 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)?

We agree with the proposed disclosure requirements, especialy as the effective
impacts of share-based payments on the shareholders is going to be very different
from the proposed trestment. It is important to dlow the shareholders to properly
redate the actud impact (i.e. the potentid/actud dilution effect) which is not going to
be visble under ED2.

Question 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 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 similar
liabilities) at fair value, but instead should measure such liabilities at their
settlement amount (ie 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 suggestionsfor the IFRS stranstional provisions.

Equity-settled share-based plans

We are very surprised and disagree with the proposed date for the trangtiond
provisons applicable to equity-settled share-based transactions. We do not know of
any dandard setter who would include trangtional provisons requiring prospective
gpplication based on the date of publication of an Exposure Draft. We do not see the
reesons for such a change in practice  When trangtiona provisons require
prospective agpplication, the date for prospective agpplication usualy matches the
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effective date of the Standard. We believe that this should be the case for the
trestment of al equity-settled share-based plans under the future Standard.

We would dso appreciate if the Board could clarify the treetment of a repricing that
occurs after the date on which prospective application starts, for a plan that was issued
before that date: should it be treated as a repricing or issuance of anew plan?

Cash-settled share-based plans

We have difficulty understanding the purpose of the trangtiond provisons and the
reason why a measurement at a settlement amount would be permitted.  Firdly, it
would be appropriate to explan what is the difference between measurement at fair
value and a settlement amount. IS settlement amount intringc vaue? If so, if a cadr
setled share-based plan is measured a settlement amount on trangtion, is an
adjusgment immediatdy after the trangition required to measure the plan at fair vaue?

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 theincome statement.

Arethe proposed requirements appropriate?

We agree with the accounting for the tax effects of share-based payment transactions.

Question 24

In developing the Exposure Draft, the Board considered how various issues are
dealt with under the US gsandard SFAS 123 Accounting for Stock-Based
Compensation, as explained further in the Basis for Conclusions. Although the
draft IFRSissimilar to SFAS 123 in many respects, there are some differences.
Themain 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 are
included in the draft IFRS:

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

SFAS 123 encour ages, but does not require, entities to apply its fair value
measurement method to recognise transactions with employees; entities
are permitted to apply instead the intrinsic value measurement method in
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Accounting Principles Board Opinion No. 25 Accounting for Stock |ssued
to Employees (paragraphs BC70-BC74 in the Basis for Conclusions give
an explanation of intrinsc 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
thefair value of those equity instruments at grant date. However :

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
possibility of forfeiture should be taken into account in making such an
estimate.

under SFAS 123, the transaction is measured at 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
ingruments 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
ingruments granted are forfeited. Under the draft IFRS, the transaction
is measured at the deemed fair value of the employee services receved.
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 recelved. 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 servicee Hence, any amounts
recognised for employee services received are not subsequently reversed,
even if the equity instruments granted are forfeited.

(o) 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.

(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 lIssued to Other Than Employees for
Acquiring, or in Conjunction with Sdling, Goods or Services requires the fair
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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 thereis no
performance commitment at grant date. Under the draft IFRS, the fair value
of the equity instruments granted ismeasured at grant date in all cases.

(e) SFAS 123 requires liabilities for cashsettled share appreciation rights
(SARs) to be measured using an intrinsic value measurement method. The
draft IFRS proposes that such liabilities should be measured using a fair
value measurement method, 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 Conclusions for a discussion of intrinsic value, time value and
fair value).

(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 insruments. 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, as part of tax expense.

For each of the above differences, which treatment is the most appropriate?
Why? If you regard nether treatment as appropriate, please provide details of
your preferred treatment.

We support convergence of US GAAP and IFRS towards a common solution on the
topic of share-based payments. We have indicated above those areas where we
consider that ED 2 needs to be changed so that it becomes an acceptable solution.

We believe that as long as the FASB and the IASB have not come up with a solution
that would be applicable a the same time to both US companies and IFRS issuers, the
IASB should not issue a Standard on share-based payments. We believe that it would
put IFRS issuers at a competitive disadvantage with US companies.

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

The Standard does not address the issue of hedges of share-based payment plans. We
understand that if such hedging drategies were implemented from an economic
perspective, they could not quaify as hedge rdationships under IAS 39 and they
would result in a lack of symmetricd trestment in the income satement. We beieve
that thisis a matter of concern that should be addressed by the Board.
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