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ANSWER TO
« ED2 SHARE BASED PAYMENTS'

General overview of Acteo’s position
We are not in favour of the draft IFRS dedling with share-based payments in relaion to option plans.

A large number of our members continue to argue that no expense has to be recognised and are not
convinced by the arguments presented in that respect in the Exposure-draft or Bass for Conclusions.

However, fa beyond the debate whether conceptualy an expense should be recognised, we cannot
support this draft IFRS because, in our view, the Board does not achieve the objective that is set out in the
introduction, that is to ensure that entities provide high-quality, transparent and comparable information
to users. Asis explained below:
Measurement requirements do not provide ardiable, transparent and comparable information:
- designing option vaue as a surrogate measure of services rendered is purely conventiond,
- vauing options using option pricing models cannot be ascertained asreligble,
- option pricing may, under certain circumstances, yield inconsstent vauations
- vaduations of options is a matter for specidists and are heavily dependable on assumptions
used; therefore vauaions obtained are not accessible to an ordinay user of financid
Satements.
Messurement requirements are not consstent with the draft standard internd logic, which is
that an expenseis recognised because a service is received.

Moreover, observing that accounting principles and practices in the United States evolve is not sufficient
to ensure that convergence will indeed be achieved. European companies indst on the necessty for a
level playing field.

Findly, conclusions reached as to employee share purchase plans are erroneous.

Measurement requirements do not provide a reliable, transparent and comparable information:

1) Designing option value as a surrogate measure of services rendered by employees is purely
conventional

Such a desgndion relies on the assumption that the far vaues of the services expected to be

rendered and of the unvested options are equa. However since no paty gives anything away in

the exchange tha occurs, this assumption, contrarily to transactions involving an exchange of

assets, does not need to verify to make the deal good to both parties.
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Nonetheless, the far vdue of the condderdtion given in exchange for services rendered by
employees would be an appropriate surrogate measure, provided it were a reliable measurement of
the services obtained, that is a measurement comparable from entity to entity. Obviowdy,
comparability cannot be obtained. There is indeed no correaion between the vaue of services
rendered and the value of options or the market price of the underlying shares.:

- there is no corrdation whatsoever between the volatlity of company shares and the
quantity and qudity of services rendered; even though services were dike from a
company to the other, the measurement thereof would vary greetly, because option
pricing is very sendtive to volaility;

- within the same company, option pricing varies grealy, from day to day, following the
vaiations in the market price of the underlying shares. Hence the same services would
be vaued differently, depending on the share market vaue on grant date. So voldile a
vauation cannot be retained as a sound measurement of services.
Therefore the indirect method does not provide a rdiable measurement of services rendered.
Rdiability and comparability are hence denied.
We therefore bdieve that the Board is mideading users in making them believe tha the expense to
be recognised will effectively reflect the services rendered, and that thanks to the publication of
the new gtandard, they will be in a podtion to rdiably compare a company that pays sdaries in
cash with a company that pays amix of sdariesin cash and of options. Because users will not.

Would such an indirect measurement be gpplied, there is a need to present it for what it redly is,
that is a pure conventiona measurement, without any link with the underlying redity. The Boad
should not pretend that the vduation techniques involved reliably reflect the expense that would
have been incurred, would the services have been paid in cash.

2) Valuing options using option pricing models cannot be ascertained asreliable.
The avalade pricng modds are reevant for traded options because liquidity is a basc
assumption in their logic. When gpplied to illiquid markets, the logic istorn.
Nonethdess, option models are commonly used by traders on financiad markets where liquidity is
reduced. In hose cases, as this draft standard suggests that should be done, the measures obtained
are adjusted in order to take the reduced liquidity factor into account. There is however no theory
on how to perform such adjusments and traders do condtitute their own experience in adjusing
the values obtained. They are enabled of building up such an experience because a some point in
time they are able to buy or sell and hence grasp market measurements regularly.
In vauing stock options according to the requirements included in the present draft, the vdidity of
the valuations obtained are even more criticd:

- thereisno liquidity for options, whatsoever,

- there will hence never be any maket or settlement vaue to vdidae the vduations

obtained.

We have aready edablished that retaining the vauation of options as measurement for services
rendered could be only conventiond. It is even more so when we are faced with a pricing of
options of which reliability cannot be established.
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3) Option pricing may, under certain circumstances, yield inconsistent valuations.

Moreover and according to the actuaries who have asssted us in assessing the present draft, those
models do not yied results contained in an acceptable range in dl Stuations. Apparently, those
models may be used in companies which have been lisged and have granted options to ther
employees for a long time. They are not rdigble a dl otherwise, tha is for unlisted or recently
listed companies.

4) Valuations of options is a matter for specialists and are heavily dependable on assumptions
used; therefore valuations obtained are not accessible to an ordinary user of financial statements.

Also, every time a pricing mode is used, the vauaion obtained is very sendtive to the reevancy
of the inputs to the modd. As the disclosure requirement reflect, there are very detaled
information to be analysed in order to assess how vauations have been caried out. The
information is accessble and might be transparent to specididts. It is not to ordinary users of
financid datements.

Measurement requirements are not consistent with the draft standard internal logic, which is that an
expense is recognised because a serviceis received.

The whole standard is based on vauing services rendered: it however ignores dtuations in which
services may decrease or cease to be rendered.

Would the measurement be a proper reflection of the service rendered, we could agree with the
Board that a proper valuation is reached at grant date, because that is when the company decides
of the specifics (exercise price and time, vesting conditions). Those specifics reflect, a that time,
conditions in which an option plan may be motivating and out of which the company may hence
expect services.

The draft IFRS however ignores thet companies will obtain services dl over the vesting period
only if the plan increases, or a least mantains, its goped for employees. We therefore disagree
that the valuation of the expense be determined, once and for dl, a grant date. Even more so when
the company acknowledges that the plan no longer is efficient, upon cancellation or repricing.

Observing that accounting principles and practices in the United States evolve is not sufficient to
ensure that convergence will indeed be achieved.

We undergtand that, in the convergence area, one has to be firg if the others are to follow. We
understand aso that the IASB intends to be the first standard setter to impose accounting for an
expensein reation to share-based payments.

In order to ensure that competition is far throughout financia markets worldwide, we recommend
that, should the IASB issue a new standard before present accounting standards are amended in
the United States, the requirements included in that standard be not mandatory before convergence
is achieved. Strict convergence is dl the more necessary that the draft dtandard relies on a
conventiona valuation.
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Conclusions on employee share purchase plans are inappropriate.

Employee savings schemes have developed throughout Europe that provide access to the
company’s equity, in conditions that are comparable to other ordinary increases in equity.

Therefore there should be criteria st out to dlow for proper assessment of the applicability or
non-applicability of the draft sandard b those schemes. According to the basis of conclusons, the
issue seems to be addressed, appears overlooked and therefore does not drive to adequate
conclusons. For the reasons and in the conditions expressed in detail in our answer to question 1,
we conclude tha most of employee share purchase plans will naturaly fal out of scope of the
draft standard.

Because the Board has not yet succeeded in defining an adequate measurement requirement that would
lead to comparable information in dl circumstances, we strongly recommend that expense recognition be
abandoned, until such time when means to obtain a reliable valuaion of services rendered are available.
With such a decison, the Boad would be consstent with both the framework (measurability is a
condition to recognition) and paragraphs 95 and following in IAS 39 that specify that whenever fair vaue
models do not provide with edimates within an acceptable range, disclosures are preferable to

recognition.

Would the Board indst on issuing requirements smilar to those included in the present draft, we advise
that the services rendered be vaued, on a conventiona bass, & the minimum vaue of the options
granted. Minimum vaue would indeed, in our opinion, be the messurement the least harmful to
comparability.
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QUESTIONS

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.,

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

We disagree with the Board conclusions reached regarding employee share purchase plans, as detailed in
BC8toBC 15.
Employee share purchase plans may take various forms, and the Board needs to develop criteria in order
to alow proper andysis of the substance of the transaction that the entity and its employees enter into.
Proper andys's must provide the answer to the two following questions:

- doesthe plan grant free options?

- doesthe discount granted feature an employee benefit?
According to the Basis for conclusons and more particularly to BC 13, it seems that the Board has
addressed the issue and overlooked the consequences. Conclusions such as “in such gtuations, the rights
given to the employees under the plan probably do not have a sgnificant vaue’ avoid the issue and base
a decison on a mere assumption that has not been ascertained. As such they should be regjected and the
anaysis be carried out as done below.

Whether free options are granted

Employee share purchase plans in France have subgtantidly no option festure. Employees are provided
with an opportunity to buy a specific number of shares a a discounted price. For obvious communication
and adminidrative needs, the entity has to define a span of time during which the opportunity of buying
shares is open (once the decison is made, the details of the plan have to be explained to employess,
employees that want to become shareholders need to make savings available, time for paperwork is
needed...). The span of time involved does not feature an exercise period. Ordinary increases in equity do
aso require such spans of time.

We can therefore derive from the observation of the market that an employee share purchase plan has
subgtantidly no option feature when the period between the opening and the closng of the operation is
gmilar to the span of time involved in ordinary increasesin equity.

Whether the discount granted festures an employee benefit

The discount granted would feature an employee benefit if and only if it exceeded the discount that would
be granted to another potentia investor placed in Smilar conditions.

The discount granted in employee share purchase plans must account for:

- thediscount offered in ordinary increases in equity in the same period and location,

- the condraint born by the employee to remain a shareholder for at leest a given number of
years (from wha we have seen, and depending on loca regulations, the number of years vary
from three to five years).

We can derive therefrom that a discount no higher than the double of the discount offered in ordinary
increases in equity in the same period and location does not festure an employee benefit.
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Therefore we recommend the Board:
- to acknowledge the redity of employee share purchase plans that do feature neither options
nor employee benefits,
- to determine that whenever a share purchase plan:
v’ does not involve a subscription period longer than ordinary increases in equity in the same
period and location, or,
v' does not involve discounts higher than the double of the discount offered in ordinary
increases in equity in the same period and location, and,
v" does not indude any vesting conditions,
the plan does not fit the scope of the standard.

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 services received or acquired are
consumed.

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

These requirements generate measurement issues that are detailed in the answers to the questions below.

Question 3

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

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

We agree that the entity should messure the goods or services received and the corresponding increase in
equity, directly, a the far vaue of the goods or services received, in dl ingances when there is an
gopropriate measure of that far vaue (see our answer above). However, the far vaue of the options
granted cannot be considered as ardliable surrogate measure.

This requirement is based on the assumption that, as in every other exchange of assats, the fair vaues of
the assets exchanged are equd. This assumption is, in our opinion, erroneous when agpplied to employee
stock option plans. When unvested options are granted to an employee, the employee and the entity do
exchange hopes. the hope of an increased added vaue for the entity, the hope of a potentid financia gain
for the employee. As no paty in the transaction gives anything away, and tha a worst there will be
neither any gain nor any loss for anyone, there is no need for equa vaues to make the ded good to both

parties.
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One objective of the standard is to increase comparability between entities, whether they pay their goods
and savices with cash or with equity-settled instruments. Consequently, the far vdue of the
congderation given in exchange for goods and services would be an gppropriate surrogete measure,
provided it were a rdiable measurement of the goods and services obtained, that is a measurement
comparable from entity to entity. Obvioudy, comparability cannot be obtained:
there is no corrdation whasoever between the volatility of company shares and the quantity
and quality of services rendered; even though services were dike from a company to the other,
the measurement thereof would vary greetly, because option pricing is very sendtive to
voldility;

- within the same company, option pricing varies gregtly, from day to day, following the
vaiaions in the market price of the underlying shares. Hence the same services would be
valued differently, depending on the share market value on grant date. So volatile a vauation
cannot be retained as a sound measurement of services.

Would such an indirect measurement be applied, there is a need to present it for what it redly is thet is a
pure conventional measurement, without any link with the underlying redlity.

Furthermore, it is necessxy to ensure that the far vaue of the condderation given can be reiably
measured. According to the actuaries who have assisted us in assessing the present draft, those models
can be used in companies which have been listed and have granted options to their employees for a long
time. In those cases, they yied vdues that vary in an acceptable range, since relevant data inputs are
avalable. They are not rdiable a dl otherwise. The actuaries that we have met unanimoudy deny that
option pricing models can be applied to unlised or recently lised companies, if the vauation obtained
requiresthe least bit of condstency.

Question 4

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

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

No, we do not agree. In an ordinary transaction, that is a transaction that includes a condderation in cash,
the expense is accounted for at the price agreed between the entity and the supplier prior to the ddivery of
goods or the rendering of services. That price may reflect, depending on the agreement set out between
parties, either market conditions a the time of the order, or market conditions a the time of deivery.
Consequently, in share-based payment transactions, both options, that is measuring the far value of goods
or services obtained either at grant date or at ddlivery/ rendering date, are acceptable.

However, dnce equity-settled share based payment transactions may, in certain cases, be measured
indirectly, we recommend that both the direct and indirect measues be made at grant date, for

consstency purposes.
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Question 5

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

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

Y es, we agree that grant date be retained, for the reasons expressed in § BC 90.

Question 6

For equity-settled transactions with parties other than employees, the draft IFRS proposes a rebuttable
presumption that the fair value of the goods or services received is more readily determinable than the
fair value of the equity 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 this not so?

Y es, we agree that the fair value of goods and services received from parties other than employees can be
presumed to be more reedily determingble than the fair vaue of the equity instruments granted.

Question 7

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

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

We agree that, in mogt cases, the fair value of the equity instruments granted is more readily determingble
than the fair vdue of the employee services. This is generdly the case when the salary package granted to
the employee is, beyond the grant of options, materid and comparable to sdaries granted by other
entities.

In some circumgtances, however, the far vadue of services granted may be more readily determingble.
This is the case when the grant of options is meant to be the most materiad part of the sdary package, and
when the sday pad in cash is not comparable to sdaries ordinarily offered by entities to employees
medting the same levd of qudifications and background. Moreover, entities offering such sdary
packages are mogt often the entities in which the far vaue of equity instruments granted cannot be
determined rdiably. In those cases, measuring directly the services received may be the only rdigble
vauation avalable,

We therefore recommend that the find IFRS include a rebuttable presumption that, for equity settled
transactions with employees, the far vaue of the equity indruments granted ae more readily
determinable.  Entities should not be prevented from judifying and vduing differently from that
presumption.
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Question 8

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

Yes, we agree, even though there may be a link between the number of options granted and the employee
performance in the past. A lot of stock option plans do not include any discount feature and the srike
price is equa to the market price a grant date. Stock options are hence mainly designed to generate future
vaue, both to the shareholders through the vauation of therr invesment and to the employees through the
building up of a gain upon resde. The existence of vesing conditions reflects that the entity awaits in the
future a counterpart from the employee.

Moreover, as we have dready explained, this measurement is purely conventionad and cannot be expected
to reflect redity. Leaving the door open to a complicate mixture of past and future performance can only
lead to a free determination of the level of expense that hits the income of the period.

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?

Bascdly, yes, we agree in principle. However, two adjustments need to be made to the method retained
in the draft gandard, to increase consstency with the underlying principle.

Firgly, we do not believe that the unit of service should remain unchanged whatever the circumstances
are. We agree with the Board that options should be valued a grant date (see our answer to question 5).
Shareholders, or management on their behdf, agree to stock option plans since they believe that granting
options to employees is a means of associating them to the increase in the vaue of their investment, and
that the expected increase will more than compensate the dilutive effect of the plan. Increases in the
underlying share market price are therefore the sgn that the stock option plan is yidding the expected
results, that is that employees are rendering the services expected from them at grant date. Therefore we
agree with the Board that the unit of service determined a grant dete is relevant when the share market
price increases.
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When the share market price decreases is however another tory. In those cases things are not happening
as they were expected, and the vauation of the unit of service should not remain unchanged. When the
share market price decreases, there is a loss of efficiency in the plan, and it would be wrong to consider
that services can be obtained when the expectable consideration does not build up as was anticipated.

We therefore recommend that, at each baance sheet date, the option pricing carried out a grant date be
rerun, with al parameters unchanged except for the market price of the underlying shares. Any decrease
of the vauation obtained should be reflected in the unit of service, proportiondly. Doing so would reflect
the loss of efficiency in the plan, and be conggent with the logic of the conventiona messurement that
the draft standard proposes.

Secondly, as a darification, we believe that examples set out in Appendix B should be modified and take
as assumptions a case when different categories of employees are granted different numbers of options.
This would make it clear, as it is logicd, that the expense should reflect the number of options not yet
forfeited, not the number of beneficiaries not yet forfeted. It would adso have the advantage of being
closer tored life.

We note that the method of vauation of the unit of service as defined by the IASB differs from the
method of vauation retained in FAS 123. We bdieve that the vauation method defined by the IASB is
Superior. However, as convergence is a main issue, even more S0 in the context of such a conventiond
messurement, we recommend that the Board retain the same vauation method as in FAS 123, if it were
the price of achieving convergence.

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 made to total
equity and why?

Y es, we agree.

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 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.
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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 ?

In order to address the measurement issue in that draft IFRS, we asked severd actuaries working for
ether companies or audit firms, to explan how pricing models worked and where and when they could
be consdered consigtent. As expressed in our answer to question 3, option pricing models should not be
used for unlised companies (or recently lised companies, if expected volatility has to be determined),
snce there is no way to ensure reliable and/or consgtent inputs to models. Option vaue could vary in too
wide arange to be consstent.

Furthermore, including volatility as an input parameter to the modd puts too much emphasis on what the
ultimate gain might be for the beneficiary, whereas the objective is to yidd a measurement, as consstent
as possble with, if not the value of, the rendering of ®rvices by the employee (on this issue please refer
to our answer to question 3 dsn). Excduding volaility means to retan the minimum vaue as
measurement basis, which in our opinion would be the measurement the least harmful to comparaility.

Would the Board inggt in teking some kind of volatility into account (consdering as it is sated in the
bass of conclusons that consderation given would otherwise be underestimated), then we recommend
that the valuation obtained be adjusted to correct the discrepancies that volatility generates among
entities.

Question 12

If an option is non-transferable, the draft |FRS 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?

According to the actuaries that assisted us, switching from contractud life to expected life is congstent
with employee attitudes towards options that are not transferable.

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
adjustment to the value produced by such a model (paragraph 24).
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Do you agree that vesting conditions $ould 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?

We agree that vesting conditions should be taken into account when estimating the fair vaue of options or
shares granted.
According to the actuaries who assisted us
- veding conditions can be integrated into the mode if they relate to the market vaue of the
underlying shares,
- otherwise adiscount for no liquidity should be taken into account.

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 features?

No, we do not agree. For consstency purposes, the reload option should be vaued on the basis of
conditions existing at grant date.

Question 15

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

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

No, no other feature seems to be taken into account, provided that proper attention is given to our answer
to question 11 and that the option vaue obtained is adjusted to counter the effects of volatility.

Question 16

The draft IFRS does not contain prescriptive guidance on the estimation of the fair value of options,
consistently with the Board's objective of setting principles-based standards and to allow for future
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 followed by the Board.
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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 is more appropriate? Why?

See our answer to question 18

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 alternative approach.

Our answers to questions 17 and 18 are joined since they follow the same rationde. They are consistent
with our answer to question 9.

In our opinion, in most cases, an entity reprices options or cancels a share or option grant when it
acknowledges that the share or option grant is not efficient any longer (the exercise price is well aove
market value) and that it cannot expect any service to go on being rendered. Therefore we srongly
disagree with the draft IFRS that requires an expense to be accounted for until the end of the originaly
planned vesting period. In our view, this requirement is contrary to the draft standard internd logic, which
isthat an expense is recognised because a serviceis received.

Moreover, there may be stuaions (dthough probably rare) in which an entity cancels a plan, not because
it has proved to be inefficient but because the entity has come with its employees to an agreement where
the plan is canceled but another form of condderation, in cash for example, is granted. This happens in
case of mergers, for example. In our view, in that case, the only expense recognised in the period should
be the cash consideration.

Accounting is meant to reflect redity as closdy as possble. No standard would drive to a high quaity of
financid information when recognition and measurement requirements are designed to ignore events or
decisons made by management. Therefore, no expense should be recognised on the basis of the
conditions prevaling a inception, when management decisons or events have changed the underlying
redity and that former plans have been cancelled, repriced or replaced.
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Question 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 changesin value recognised in the income statement.

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

Yes, we agree.

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 this principle.

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

Y es, we agree.

Question 21
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,
(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)?

No, we do not agree, because the disclosures required would be both too burdensome for the preparers
and far too detailed for the users. We recommend that disclosures concentrate on the information truly
useful to usersthat are:

- the characterigtics of al open share-payment arrangements, and for each of them:

- theoption pricing models used,

- the assumptions retained as inputs into the models,

- theaverage exercise prices.
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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 measured).

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

In our opinion, no officid requirement should be based on the publication date of an exposure-draft. The
publication date of an exposure draft is no more than an invitation to comment. In retaining such a
garting point, the Board seems to take the view tha the draft will turn into a find standard, whatever the
comments obtained might be. We wish that invitation to comment do not turn out to be invitations to have
no comments.

Question 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.

Are the proposed requirements appropriate?

Y es, we agree.

Question 24

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

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

- employee share purchase plans are excluded from SFAS 123, provided specified criteria
are met, such as the 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 intrinsic value measurement method in Accounting Principles Board (pinion No. 25
Accounting for Stock Issued to Employees (paragraphs BC70-BC74 in the Basis for
Conclusions give an explanation of intrinsic value); and
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- 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 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 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.

- 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 instruments multiplied by the fair value of those equity
instruments at grant date. Hence, any amounts recognised for employee services received
during the vesting period will be subsequently reversed if the equity instruments granted
are forfeited. Under the draft IFRS, the transaction is measured at the deemed fair value
of the employee services received. The fair value of the equity instruments granted is used
as a surrogate measure, to determine the deemed fair value of each unit of employee
service received. The transaction amount is ultimately measured at the number of units of
service 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 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 Issued to Other Than Employees for

Acquiring, or in Conjunction with Salling, Goods or Services requires the fair value of the equity

instruments issued to be measured at the earlier of

() the date a performance commitment is reached or

(i) 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 is measured at grant date in all cases.
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(e) SFAS 123 requires liabilities for cash-settled 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).

() 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, as part of tax expense.

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

(Respondents may wish to note that further details of the differences between the draft IFRS and SFAS
123 are given in the FASB’ s Invitation to Comment.)

Answersto a)

» We do not agree with either podtion regarding employee share purchase plans. There should
not be any exception based on the amount of discount granted. However we think that criteria
should be set up in order to assess whether an employee share purchase plan compensates
services (please refer to our answer to question 1).

» We are not in favour of such an option. However we believe that the option should be open as
long as accounting principles have not been amended in the US in order to adopt a mandatory
requirement (please refer to the last paragraph in Acteo’s position genera overview).

> We agree that unlisted entities should be permitted to gpply the minimum vaue method, since
determining the far vaue of options cannot be achieved rdiably. We would extend this
possibility to recently listed entities (please refer to our answer to question 3).

Answersto b)
> We agree with the IASB draft that the fair vaue of an equity instrument should be reduced to
reflect the possibility of forfeiture due to falure to satisfy vesting conditions.
» We agree with the IASB draft that the adequate measure should be based on the number of
options not yet forfeited.

Answer to €)
» We agree with the IASB draft.

Answer to d)
» Weagree with the IASB draft.

Answer to €)
» Weagree with the IASB draft.
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Answer tof)
» We agree with the IASB draft.

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

Convergence

Ever snce the debate over share-based payments sarted, al commentators stressed the necessity of
convergence with the US Gaaps, in order to ensure alevd playing fidd to dl IAS compliant entities.

The need for convergence is dl the more criticd that the requirements included in the IFRS draft standard
ae purdy conventiond. Therefore it is essentid that convergence be fully achieved, on every sngle
issue, between US Gaaps and IFRS. Following the issuance in the US of an exposure draft based on
IASB’s proposas, we believe that both the FASB should reconsider FAS 123 and APB 25 in the light of
IASB’s most recent work. Action has to be taken rapidly since the Board intends that the new standard be
applied in 2005.

Complex option plans.

In case no reliable valuation can be achieved a grant date, the IASB draft concludes that an entity that
has entered a scheme for which no vauation is avalable will not be compliant with IFRS. We grongly
dissgree with the Board on this issue. Accounting standards are not intended to redrict entities from
accessng to arrangements for which no vauation is available. Decisons made by management are in the
best interests of the company and should never be influenced by accounting regulations. Whenever the
substance of the transaction is such that no fair value can be determined, requirements smilar to 1AS 39
paragraphs 95 and following should apply, namdy disclosures should be deemed preferable to

recognition.

Formal assessment obtained from the panel of experts.

An advisory council and a pand of experts have helped the Board be confident in the measurement
requirements included in the draft sandard. In our opinion, the experts involved should be listed
nominatively and aforma assessment should be obtained from every option pricing specidist.
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