CL 07

To | ASB
Re: Share Based Paynent Exposure Draft

The proposed exposure draft on share based paynents would, if adopted,
cover all share based paynents. Presumably, this would include enpl oyee
stock ownership plans (ESOPs) in the U S. and statutory and case-|aw
enpl oyee share ownership plans (also called ESOPs) in the UK and

I rel and.

These plans are not to be confused with a generic description of

enpl oyee ownership plans. They refer instead to very specific prograns
created by statute or case law with very specific rules about tax
treatment, vesting, allocation of benefits, distributions, and voting
rights. Under these plans, enployers set up a trust (called an enpl oyee
stock ownership trust) to receive corporate contributions of stock or
cash to buy stock. The trusts can al so borrow noney to purchase shares,
with the conmpany making contributions to the trust to repay the | oan.
The shares are held by the trust and rel eased to enpl oyee accounts pro-
rata to the repaynent of the |oan.

In the U S., the accounting rules for ESOPs that do not borrow noney
are straightforward. There is a charge to conpensation in the year in
whi ch shares or cash to buy shares are contributed, based on the fair
mar ket val ue (FWMWV) of the stock or the anpunt of cash. ESOPs t hat
borrow noney are nore conplicated. There is a charge to earnings as
shares are released fromthe suspense account in the trust to

i ndi vi dual enpl oyee accounts, based on the FW of the shares at the
time they are rel eased.

In all cases, once the shares are contributed, they are the property of
the trust to be allocated to enpl oyees. The shares are usually subject
to vesting, and unvested shares are returned to the trust and
real l ocated to renmining participants. Previous accounting rules in the
U.S. charged conpensation only the cost basis of the shares, but this
was changed in 1992.

The | ASN exposure draft does not discuss this kind of arrangenent, but
nonet hel ess seens to cover it. It would seemthat the requirenment for
grant date accounting woul d suggest that the prior accounting treatnent
for ESOPs that borrow noney woul d now again prevail, because the future
stock price cannot be predicted, and the shares in the plan stay in the
plan. It would be inpractical to account for a unit of service of an
enpl oyee as the shares vest because unvested shares, unlike an option,
do not vanish (and thereby inpose no cost) but instead get allocated to
ot her enpl oyees.

Vesting is thus largely irrelevant to the conpensati on cost.

I amwiting not to suggest any particular treatnent, but rather to
query as to what the standard would be with respect to these plans.
Sone specific guidance would be very useful
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