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ED 108 'Request for Comment on
IASB ED 2 Share-based Payment’

The Commonwealth Bank of Australia is pleased to comment on ED 108. Our submission
is in two parts viz. Part 1 dealing with the questions specifically raised by the AASB and
Part 2 dealing with the questions raised in ED 2 'Share-based Payment'.

In general, the Bank supports the concepts proposed in IASB ED 2, however, there are
several issues that need to be addressed.

The Bank believes the AASB should adopt the IASB standard concurrently with its issue
by the IASB with the same effective date.

Yours sincerely

Gary Thursby
Group Financial Controller



ED 108 SHARE-BASED PAYMENT

PART 1 - AASB MATTERS FOR COMMENT

a.

Is the proposed interim restriction of application to share-based payments
for employees (until the Australian equivalents of the other 1ASB
Standards become operative) appropriate and workable?

Yes.

Is the consequential dual application of the Australian standard and AASB
1028 Employee Benefits for the interim year too onerous or should the
relevant parts of AASB 1028 be amended? If amendment is favoured,
should AASB 1028 be re-issued or would it be sufficient to incorporate an
interim ‘override' in the new standard on share-based payment?

The Bank believes that the duplication of requirements with AASB 1028 'Employee
Benefits' should be avoided and suggests that this could be achieved by stating in
the revised standard that on application the new standard supersedes the relevant
requirements of AASB 1028. In view of the interim and transitional nature of the
process, and the eventual adoption of the relevant IASB standards, we do not
consider that reissue of AASB 1028 is warranted.

Whether or not the duplication in the requirements leads to additional burdens and
costs we believe that the operating principle should be to avoid such duplication.
Achieving the 2005 target will impose significant costs and burdens on companies
in a relatively short period. These should not be amplified by requiring application
of two different sets of requirements even if on an interim basis.

Should the date of measuring the fair value of equity instruments proposed
in ED 2, grant date be used as the measurement date for disclosures of
equity compensation proposed in ED 106 Director, Executive and Related
Party Disclosure, instead of vesting date (as proposed in ED 106)

Yes. The Bank believes that it is important that the measurement requirements
should be consistently applied whether for recognition or disclosure. We support
the use of grant date as the appropriate measurement date.

Is the method of determining the expense related to unvested equity-
settled share-based payment transactions to be recognised in an
accounting period (based on units of service received times the expected
value for units of service expected to be provided during the vesting
period) an appropriate method for determining the amount of equity
compensation (as an element of remuneration) of an individual to be
disclosed as proposed in ED 106 (in ED 106 Part 1, it is proposed that
disclosure in respect of each director and specified executive of a
disclosing entity be based on vesting date).

Yes. It is appropriate that the same method be used in calculating both the
remuneration expense recognised, and the disclosure amount as required by ED
106.
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(i)

Are the proposals in the best interests of the Australian economy?

Yes.

Are there any issues relating to not-for-profit entities, including public
sector entities, that may affect the implementation of the proposals?

We are not aware of any issues.

Are there any regulatory or other issues arising in the Australian
environment that may affect the implementation of the proposals?

Concerns have been expressed that the recognition of share options as an expense
may lead to the tainting of share capital for taxation purposes. The Bank strongly
believes that these issues must be resolved/clarified before implementation of the
standard.

Regard should be given to the impact of adoption of the standard on the provision
of comparative information, which for US registrants would be for the preceding
two years. In addition, the Board has not indicated how the effect of the initial
application would be reported - whether the IAS approach of restating prior years
with an adjustment to the opening retained earnings of the earliest year or whether
the existing Australian approach on first-time adoption will apply.



PART 2: QUESTIONS RAISED IN IASB ED 2 'SHARE-BASED PAYMENT"

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. Is the proposed scope appropriate? If not, which
transactions should be excluded and why?

The Bank agrees with the scope of the proposed standard.

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 services received or
acquired are consumed. Are these recognition requirements appropriate?
If not, why not, or in which circumstances are the recognition
requirements inappropriate?

The Bank supports the requirements. However, it is presumed that an asset is
recognised (prepayment) when equity instruments are issued or purchased in
advance of the services being received. For example, if the Bank purchases
shares at grant date that will not vest for three years, then a prepaid asset is
booked that is amortised to expense over three years.

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

Is this measurement principle appropriate? If not, why not, or in which
circumstances is it not appropriate?

The Bank supports the measurement principle. However, we suggest that the fair
value of the equity instruments ssued should be given primacy as the basis of
determination of fair value.

4. If the fair value of the goods or services received in an equity-settled
share-based payment transaction is measured directly, the draft IFRS
proposes that fair value should be measured at the date when the entity
obtains the goods or receives the services (paragraph 8).

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

We do not agree that the delivery (service) date is the appropriate date at which
the fair value of the goods or services received should be measured. Depending
on whether the fair value of the goods or services received is measured directly or



not, the draft standard prescribes that the measurement shall be performed at
delivery (service) date or grant date, respectively. We do not support this mixed
approach and believe that the fair value of the goods or services received should
consistently be measured at grant (ie contract) date, which is the date when the
two parties agree on the value of the goods or services to be provided.

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 equity instruments granted should be measured at grant
date (paragraph 8).

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

The Bank agrees that the fair value of the equity instruments granted should be
measured at the grant date. Where grants are made to different employees at
different but relatively close dates it is suggested that, on grounds of practicability
and to minimise the extent of valuations needed, entities be permitted to measure
fair value on the offer date.

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
instruments granted? In what circumstances is this is not so?

The Bank agrees with the existence of a rebuttable presumption but considers
that the exchange should be measured on the basis which is more readily
determinable and reliable.

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

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

We agree that the fair value of the equity instruments granted is in the majority of
situations more readily determinable than the fair value of the employee services
received.

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

Do you agree that it is reasonable to presume that the services rendered
by the counterparty as consideration for the equity instruments are
received during the vesting period? If not, when are the services
received, in your view?
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11.

No. The Bank believes that the services may have been rendered in a previous
period or that the consideration may relate to both past and future services.

If the vesting depends solely on future performance, we agree that it is
reasonable to presume that the services rendered by the counterparty are
received during the vesting period.

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 ke calculated by dividing the fair
value of the equity instruments granted by the number of units of
services expected to be received during the vesting period? If not, what
alternative method do you propose?

The Bank believes that the standard should specify the objective of the process of
determining the periodic expense in terms of a principle and that the method of
allocation be determined by the entity as one that best reflects the pattern of
consumption of the services acquired. Such an approach would be consistent with
that applied when determining depreciation of plant and equipment.

In some cases the units of service method may be appropriate while in others a
straight-line allocation may be appropriate. We recommend that the standard
explicitly permit reporting entities to use a straight-line basis of expense
recognition where they can demonstrate historical low levels of staff attrition.

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, i.e. transfer from one component of
equity to another.

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

We generally agree with the proposed requirements and believe that the
transaction should not be subsequently remeasured, except where the equity
instruments do not vest.

We believe that where options are granted and are not exercised, the cost to the
entity of the services received has been overstated and that reported earnings has
been understated.

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

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

The Bank agrees that where market prices are not available an option pricing
model should be applied to determine the fair value of options granted taking
account of performance hurdles.

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 model 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 exercise an option during the
vesting period appropriate?

The Bank agrees with the proposed requirements.

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
adjustment to the value produced by such a model (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 shares or options granted?

Vesting conditions are an integral part of certain option and share schemes and as
such should be taken into account in the measurement process. The manner in
which this is done should not be specified but left to reflect the circumstances and
environment in each case. We suggest that further guidance in determining the
vesting period would facilitate practical application, particularly where there are
multiple vesting periods.
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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 features?

The Bank agrees with these proposals.

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?

The proposals appear to identify the most common features.

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

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

The Bank agrees with the approach not to mandate a measurement methodology.

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 of 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 s more appropriate? Why?

The Bank agrees that repricing of options should be measured on the basis of
changes in incremental value and applied prospectively over the remainder of the
vesting period. We believe that the averaging approach illustrated in Example 3
provides a better reflection of the value of the services consumed by the entity
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over the remaining period of the option scheme subsequent to a repricing which
included an extension of an existing scheme rather than create a new scheme.

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 provide
details of your suggested alternative approach.

The Bank does not support this proposal. To continue to account for a scheme
which no longer exists appears to be artificial. However, where a scheme is
cancelled it is likely that some compensation would be made in respect of the
variation of contract with the employees and that cost should be charged to the
periods in which the services are consumed.

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 appropriate? If not, please provide
details of your suggested alternative approach.

We believe the proposed requirements are appropriate.

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
this principle.

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

We believe the proposed requirements are appropriate.

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

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

The Bank supports the disclosure principles as outlined in paragraphs 45 and 47
but has serious concerns about the extent and detail of the disclosures. The
objective of the disclosures should be to provide users information to understand
how amounts are determined and not replicate the measurement process.

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 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 measured).

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

We believe the proposed requirements are appropriate.

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.

Are the proposed requirements appropriate?

Yes



