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11 April 2003

Kimberly Crook
Project Manager
International Accounting Standards Board

30 Cannon Street, London EC4M 6XH
United Kingdom Copied by fax to: +44 (0)20 7246 6411

Dear M's Crook
COMMENTSON ED-2 SHARE-BASED PA YMENT

The Commission wishes to submit its comments to the International Accounting Standards Board on ED-2. We thank you for
the opportunity to submit our commentsto the IASB.

The Commission has considered the Exposure Draft, and submits its responses to the questions set out in the Invitation to
Comment in the attached Appendix. Our comments and responses reflect our interest, as a securities market regulator, in the
financial reporting and other information disclosures made to markets by issuers of securities.

The Commission welcomes the IASB’ s proposal to introduce a new financial reporting standard for share-based payments, for
implementation in 2004. We wish to express our support for the project, and our appreciation of the |ASB'sinitiative.

As a general point, we are of the view that it is desirable that all issuers and other entities who prepare financial reports for
external users, and who enter into share-based payment transactions, including employee share options, be required to account
for these transactions in a consistent and comparable way. We think that this would enhance the usefulness of financial reports
to users.

We present, in the body of this submission, the Commission’s views on certain matters which it considers arc key issues for
comment inthe proposed International Financial Reporting Standard. We present our further responsesto the IASB’ s questions
contained in the Invitation to Comment for ED2 in the Appendix attached to this submission.

1. Overall agreement with recognition and measurement principles
(Refer to Question 2)

With regard to the comments and responses that we have made to the Exposure Draft, we wish to emphasize our agreement
with the general recognition and measurement principles contained in the proposed standard We support the general principles
of:

a) measurement of the estimated fair value of share-based payments given for resources acquired by the entity, whether
from employeesin compensation for services or from non-employees for goods and services provided; and

b) recognising those payments as expenses in a manner which reflects receipt of the resources and consumption of the
benefits embodied in those resources, by the entity.



In relation to the principle in point b) above we support application of this principle on the principles of accounting for
executory contracts.

2. Application of the criterion of liability for measurement

(Refer to Questions 3 and 6)

We note also that we express a different view on a particular aspect of the proposed approach to measuring fair value of
such payments, We think that measurement of any transaction on afair value basis ought to give primary consideration to
the criterion of reliable measurement of fair value. Whereas the fair value measurement of each side of a transaction,
consideration received or consideration given, would, at the date of agreement between the parties to the transaction,
normally be equivalent in the situation where each side of the transaction can be reliably measured, this may not be the
case when either side is not able to be measured reliably, or can only be measured with alower degree of reliability.

We think that the criterion of reliable measurement’ should be a primary consideration in accounting for share-based
payments on a fair value basis. This would mean that for purposes of measuring the expense for the resources received
(the primary accounting objective), measurement can be done with reference to either the consideration given for the
resources or the consideration received in respect of the payment, whichever side of the transaction is more reliably
measurable.

If both sides of the transaction are reliably measurable there should be no difference in fair value assessed from either
side of the transaction, and consequently entities may, in principle, measure the transaction with reference to either the
consideration received or the consideration given. In such circumstances, the IASB's suggested approach that the
measurement be perniitted to be done on the basis of whichever sideis*readily measurable’ would be appropriate.

In this regard we note that existing financial reporting standards (for example business combinations) require fair value
measurement on the basis of the consideration given. We think that, in the interests of consistency of application, it is
preferable that the approach to fair value measurement across all financial reporting standards be consistent, wherever
possible.

3. Reliability considerations in measurement of employee share options. (Refer to Question 7)

We agree with the IASB’s comments in the Basis for Conclusions (paragraph 62) that, for employee share options, it is
usually difficult to measure the value of services received for avariety of reasons.

In view of this a presumption can be made that it will typically be the value of the consideration given, the shares, options
or other equity instruments, which gives the more reliable measurement basis for accounting for the transaction.
Accordingly we suggest that the IASB's approach should be to require that employee share options be accounted for on
the basis of the fair value of the equity instruments granted to an employee, on the basis of this presumption. However we
think that, since there may be circumstances when measurement of the fair value of employee services received will
provide amore reliable basis for measuring the transaction, the presumption should be applied on arebuttable basis.



4 Grant date measurement for all equity-settled transactions (Refer to Questions & 5)

We are of the view that the date of agreement between the parties to the transaction is the relevant measurernent date for
the transaction. We think that the IASB's proposal pertaining to share-based payments to employees, which is that the
grant date is the date on which the parties are presumed to reach substantive agreement with regard to the transaction,
should extend to the measurement of all equity-settled transactions, and not only those entered into with employees There
should be no differentiation inthe measurement date depending on the nature of the counterparty to the transaction.

We also suggest that it is desirable that there be internal consistency between financial reporting standards in addressing
the matter of what the transaction measurement date should be, where equity instruments are issued as payment for
acquisition transactions (for example, business combinations).

The fair value of the equity instrument given, and the fair value of the goods and services received, are likely to be equal
only at the date the parties contractually agree to enter into the transaction, the grant date. If there is a time difference
between grant date and the date when services are received/consumed there could forseeably be some cases where this
would have a material distortive effect in the measurement of the accounting estimate for the expense. Accordingly, we
do not think that the date of receipt of the services by the entity presents the best date for measuring fair value of the
transaction from the perspective of both parties to the transaction.

5. Reliable measurement of grants of equity instruments Use of option pricing models (Refer to Question if)

The Commission is of the view that the |ASB’ s approach in not prescribing any particular valuation model is correct.

We are satisfied that there is sufficient evidence available to support the viewpoint that reliable measurement of grants of
equity instruments given in payment for services obtained from employees and otherwise can be achieved, whether
through use of :

i) existing valuation models for equity instruments with certain adjustments (for example option pricing
models) or

ii) new vauation models under development which aim to cope with the specific conditions of valuing equity-
settled share-based payment transactions.

We would note, however, that the IASB will need to provide extensive guidance to preparers of financial reports on the
application of eguity-instrument valuation, to ensure the validity of estimates derived from pricing models where
adjustments need to made to assumptions and other inputs of those models. The reliability of the estimates of the
accounting expense derived from use of the models can only be as good as the quality of the inputs to the model (which
may themselves comprise estimates and subjective elements), and the robustness of the model to cope with different
valuation conditions.

6. Forfeited options
(Refer to Questions 9 & 10)

The Commission of the view that when a share option grant is forfeited by the grantee, for reasons of not vesting that
there should be no cast recognised for these options.



We suggest that the appropriate way to ensure thisis by revising the accounting estimate of the expense for vesting
options, which is derived at grant date, be adjusted ineach financial reporting period when there is evidence that the
number of optionswhich are expected to vest will change.

This process will remove the possihility that the amount recognised as the expense in a period and the corresponding

credit to equity are not overstated.

7. Cancelled share option scheme

(Refer to Question 1 8)

The Commission is of the view that when a share or option grant is cancelled by the entity (ie other than by forfeiture
when vesting conditions are not satisfied) that the recognition of an expensein relation to that grant should cease.

Theview is based on the assumption that, on cancellation, the contractual agreement between the issuer and the employee
ceases: the issuer will not transfer value to the employee for servicesreceived in the form of equity-settled instruments,
and the employee stands to gain no further compensation under this payment method for services provided to the issuer.

Wethink that theit isinappropriate to infer an expense for services received on a continuing basis, through continued
recognition of an expense, once the grant is cancelled. The treatment adopted should follow the same principle as
forfeited options

We agree, however, that amounts previously recognised as expenses for the grant should not be restated.

For our further responses, we refer you to the attached Appendix.

Conclusion

The Commission is of the view that creation of afinancial reporting standard that requires issuers to recognise changesin
the net assets of the entity arising from share-based paymentsin their financial statements, is an important development.
We think that recognition of the economic effects of share-based paymentsin financial statementswill improve the
quality of financial reporting to external users.

Overall, the Commission supports the proposed standard, subject to the need for adjustments to the standard to take
account of the issues raised above, which we think would improve the standard further.

We thank you kindly for accepting our submission at this stage, and apologise for any inconvenience due to itslateness.

Y ours Sincerely




































