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1. Reminder of the background and objectives of thproject

1 IFRS 2 “Share-based Payment” was issued in FebrR@®¢ for application to annual periods
beginning on or after the'Danuary 2005. Since that date IFRS 2 has beeadtubja considerable
number of requests, which illustrate the complewitythe Standard. Some of these requests have
lead to interpretations and amendm&nikilst others have been rejected by the IFRIC.

2 Considering the number of requests received, sdmhich questioning the underlying principles
of IFRS 2, the IASB decided in 2008 to carry outemiew of IFRS 2 in order to clarify the
underlying accounting principles. At the Nationahi®lard Setters’ (NSS) meeting in Melbourne
(April 2008) the French national standard settex,ANC, agreed to take on this review project.

3 The IASB and the ANC agreed on the objectives atapes of the review at a meeting on 14
January 2009. It was agreed that the aim of thegrravas to:

» Clarify rather than change the core principles;
» Ensure the consistency of these principles bothiwiFRS 2 and in relation to other IFRSSs;

* Make the standard easier to understand and to.apply

4 It was in particular agreed that the following camnciples of IFRS 2 would not be challenged
within the scope of the review project:

» An asset or an expense is recognised by the emitign it receives an asset or a service in
exchange for a share-based payment;

* In an equity-settled share-based payment transadti@ reference date for measuring the
asset or the expense by reference to the fair \ltlee equity instruments granted when the
entity cannot estimate reliably the fair valuelté# goods or service received is the grant date
for the related equity instruments when the coymateties of the transaction are employees

» The asset or expense is measured based on altsrmadel.

5 Following this meeting, the ANC working group dreyp a draft list of accounting Erinciples for
presentation to the EFRAG, the IASB and at the R&8ting in Johannesburg on tHeaghd 9" of
April 2009°. At the NSS meeting in Johannesburg, the follovdhgctives were confirmed:

» Toredraft IFRS 2 in a principles-based approadhaut developing application guidance;

« ! The interpretation IFRIC 8 clarified the scopdERS 2 in January 2006;

e The interpretation IFRIC 11 clarified the accougtineatment of Group and Treasury Share Transaction
November 2006;

e Afirstamendment to IFRS 2 on Vesting Conditiond &ancellations was issued in January 2008;

* A second amendment to IFRS 2 on Group Cash-s&thade-based Payment Transactions was issued in June
2009; this amendment also incorporated in IFRSgthidance contained in IFRIC 8 and IFRIC 11;

e the IFRS Interpretation Committee is currently gaalg how to clarify the distinction between vegtiand
non-vesting conditions, especially when performasmeditions are concerned.

2t will be the receipt date when the counterpartiethe transaction are others than employees.

% These principles are set out in Appendix 1 of P4B&
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« To maintain the above-mentioned core principlesirréoognise an asset or expense as
counterpart to a share-based payments, to medsiteansaction by reference to the grant
date, and to use a fair value (renamed “marketebasdue” in the ED on Fair Value
Measurement issued in May 2009) model;

» To eliminate any inconsistencies within the staddard with other standards.

At the NSS meeting in Frankfurt on th® &nd 9" of September 2009 the ANC presented:

* Two alternative accounting objectives that couldcbesidered for IFRS 2 with different
possible recognition and measurement approachdading the effect of different possible
interpretations of the notion of service received,

* A first analysis of the interpretation and the tethaccounting treatment applicable to
modifications and cancellations of share-based eayplans for employees.

The ANC met members of the IASB Board and staff8rNovember 2009 to discuss issues raised
in the September 2009 Report Paper and possildetdins for the project. No final conclusions

were achieved at this stage on these issues. Howthexe were no negative reactions to the
content of the Report Paper. The ANC also invitetREG to express opinion on the issues raised

in the September 2009 Report Paper to NSS. Ther Raygerelated issues were presented to the
EFRAG TEG on 13 November 2009.

At the NSS meeting in Seoul on the 13th and 14tAmil 2010 the ANC presented two alternative
proposals to amend IFRS 2 depending on the gldjective assigned to the standard to portray
either services received or services effectivelgpa

* The “Unit of Service” approach considered as thestappropriate method if the objective
of IFRS 2 is to represent services received inaaesbased payment transaction;

« The “Payment” approach considered as the most pppte method if the objective of
IFRS 2 is to represent services effectively paid share-based payment transaction.

These alternative proposals were designed in ¢odee consistent with:
* The 7 accounting principles previously identifisé€ Appendix 1 in Paper 13A);

* The core principles of recognising an asset or @& when an asset or service is received
in exchange of a share-based payment transactmmederring to the grant date fair value
for measuring the asset or expenses in a equitedethare-based payment transaction
when the fair value of the goods or services cabeastimated reliably;

* A principles-based approach that should avoid asasapossible rules based provisions,
including anti-abuse clauses.

At the NSS meeting, some participants suggestagb tdeeper into the analysis of the “Payment”
approach and to benchmark the basis for choositvgele@ the two approaches to the elements set
out in the IASB’s Framework. Some questioned ttieremce to the grant date fair value. The ANC
invited all NSS to send their comments by the entlioe 2010 (two comments received).

The ANC also met members of the IASB Board andf siaf 14 May 2010 to discuss the two
alternative proposals. Participants to the meedigigged on the general analysis and the principle-
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based approach with no anti-abuse clauses on timds| modifications and cancellations. They
considered that potential “negative” amounts cookd (partly) seen as renegotiation results an
discussed if they should be recognized in equitya®rrevenues. The ANC was encouraged to
continue reviewing the two alternatives and to pte\a report that could be used by the IASB as a
research paper (i.e. not a post-implementatiorppli@ation review) by end 2011.

On 8 June 2010, the alternative proposals wereepted at the meeting of Consultative Forum of
Standard Setters (CFSS) organized by EFRAG. Raatits to the meeting had mixed views on
which approach was the most appropriate, espedialtyrder to predict future cash flows. They
agreed that “negative” amounts could be seen a&gatiation results.

Conclusions of consultations were that there wegtobal agreement on the general analysis, but
no clear preference for one of the two proposatghBhould be further benchmarked to elements
of the Conceptual Framework. Anti-abuse rules shdug removed and potential “negative”
amounts accepted as renegotiation results to lmmmesed either in equity or as revenues. Since
April 2010, the ANC working group has therefore toned to work on the project in particular in
the following directions:

* Analysing the two approaches (unit of service araynpent) with reference to the
Conceptual Frameworks’ (current and new proposed) avbjectives and qualitative
characteristics;

» Detailing the approach representing services e¥egt paid, the “Payment” approach, and
more globally analyse the coherence of the two gsed approaches with possible
accounting treatments, in particular when renegotiaesults are concerned;

* Analysing how to better representing service remior paid) in relation with a
performance required rather than a presence.

2. Compatibility of the two approaches with the Coreptual Framework

2.1 - Reminder of the two principles based approesidentified

14 The working group considered which recognition amelasurement approaches would enable an

appropriate representation of share-based paymargactions considering the possible accounting
objectives (see Appendix 2 of Paper 13A) and thHmitien of services received (see Appendix 3 of
Paper 13A) previously noted:

1. To represent assets acquired by or services recet/by the reporting entity as part
of a share-based payment transaction irrespecfivehether there is an identifiable
payment made by the entity (or by a entity’s shalesdr or another entity of the
group).

2. To represent share-based paymentiade by the reporting entity (or by an entity’s
shareholder or another entity of the group) irrespe of whether there is an
identifiable service received by the entity.
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It therefore appeared that a clarification of theaunting objectives of IFRS 2 was necessary. This
question was raised through a consultation of @stexd constituents, including the NSS, EFRAG
and the IASB. No final conclusion has been achiepatd

The ANC tentatively considers that:

« The objective to represent services received insplieat these services are supposed to be
received regularly and to be proportional to the ployees’ presence (or performance);

« The objective to represent share-based paymentcéffely vested implies that related
services are supposed to be received only if afiditbtons (presence and performance) are
fully completed.

Whilst many of the working group members suppogtdbjective of representing services received,
which seems also to be the objective highlightethenIFRS 2 BCs, it was noted after consulting
informally European constituents that a certain bemof the latter supported the objective of
representing payment. Official consultation withN&nd constituents, as well as discussion with
the IASB, did not enable a preferred approach tadeetified. As a result, the working group
decided that both of the above-mentioned objectirexsuired further consideration and that
appropriate recognition and measurement approachesild be analysed with a view to
representing both “services received” and “servjzad”.

The working group therefore decided to present propsals for:

(a) The “Units of Service” approach considered as the ost appropriate for representing
“services received”.

(b) The “Payment” approach which is the name given to aproposed approach for
representing “services paid”.

The detailed presentations of each approach aezistaAppendixes 4 and 5 of Paper 13A.

Following a comment received at the May 2010 NS$timg in Seoul, the ANC decided to analyse
if the Conceptual Framework could help in makingegision on the most appropriate approach
(Unit of Service or Payment) for representing sH@sed payments. The ANC analysed the four
following items in the Conceptual Framework (andsed Conceptual Framewdjkhat could help

in deciding which approach was the most appropriate

1. The objectives of financial statements

2. Relevance and faithful presentation (defined as ndamental qualitative
characteristics” in the revised Conceptual Framé&or

3. Comparability (defined as one of the “enhancinglitptave characteristics” in the
revised Conceptual Framework)

4. Cost (defined as one of the “constraints” in thesed Conceptual Framework)

* At the time of this analysis, the IASB publishetadlot draft of the revised Conceptual Framewewgarding
“The Objective of General Purpose Financial Repgftand “Qualitative characteristics of, and coaistis on,
useful financial information”
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2.2 - The objectives of financial statements

Extracts of the Conceptual Framework and Reviseac€ptual Framework (ballot draft)

Conceptual Framework — The objective of financial tements — Extracts § 12, 15, 17

The objective of financial statements is to provitdfermation about financial position, performaraa changes in
financial position of an entity that is useful tovae range of users in making economic decisions.

The economic decisions that are taken by useligarficial statements require an evaluation of thigabf an entity to
generate cash and cash equivalents and of thegtiamid certainty of their generation.

Information about the performance of an entitypamticular its profitability, is required in order assess potential
changes in the economic resources that it is liteelgontrol in the future.

Revised Conceptual Framework — Ballot Draft — Théd®ctive of General Purpose Financial Reporting xfEacts
OB6 & OB14

The objective of investors, lenders, and other itoeslis to receive returns of and returns on theiisting or potential
interests in the reporting entity. Therefore, tlaeg directly interested in the amount, timing amtertainty of a
reporting entity’s future cash flows because thfastors directly affect the prices and recoverapibf their interests
in the reporting entity.

Information about a reporting entity’s financial fermance helps users understand the return thétyehas produced
on its economic resources.

Providing information about (financial) performance

We could argue that the Unit of Service approachld/oepresent more faithfully the (operational)
performance of an entity, assuming that the sesvaze received proportionally to the presence of
the employees during the vesting period. Recognitifoservices received on an accrual basis in the
income statement would help representing - and eoimgp - inputs (services rendered by an
assembled workforce) effectively used to genemtenues, whatever the mean of payment of these
services is (see IFRS 2 BCs 40 to 44, especiallyiBC

Nevertheless we could also consider that measysgr§ormance consists in representing the
effective cost of inputs used and the efficientatigion of the managers in minimizing this cost. |
such a perspective, services are recognised otitgyfare paid (otherwise they have been received
for free), or could be considered as rendered drilye targets are met (presence/ performance).
Then, the Payment approach could be seen as mqueopaiate to represent (financial)
performance.

& The notion of “performance” to be portrayed is nolearly defined in the Conceptual

Framework. It depends on how the related “inputshtributing to the performance are defined.
This brings us back to the definition of a serwieeeived, which is different in the two alternative
approaches. Therefore, it is difficult on this Isasdo determine which approach better reflects
performance.

Information and evaluation of the ability of anignto generate (future) cash flows

The Payment approach represents the “services tpa¥ in the form of instruments that
effectively vest and then, under this approachisesvare received — and recognised in the accounts
- only to the extent that a “payment” (i.e. vesjirgmade. Therefore, this approach would be more
consistent with the objective of providing infornaat on the ability of the entity to generate future
cash flows.
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However, this argument could be controversial wbayments are equity-settled as there is no cash
release but equity issuance. That is partly theamaf the existence of a specific standard for
representing this particular form of employee congagion.

We could argue that, even there is no “paymenthasntity vest equity instead of cash, there is an
indirect cash outflow (1) for the entity that couldve received cash from investors in exchange of
the equity instrument or (2) for the shareholdeh®are diluted and then decrease their individual
rights to receive cash flows from the entity. I thecond case, we may consider that the loss of
potential cash inflows is not suffered by the gntiiowever, the dilution effect may reduce the
ability of the entity to issue new shares at a lpghbe, resulting indirectly in a loss of potenttaish
flows to the entity.

& The Unit of Service approach has clearly not thgctive to portray the ability of an entity to
generate cash flows, as expense will be recogneseh if no payment is made. However, the
payment approach does not guarantee a clear reptaien of this ability, especially when the
payment is equity-settled. Yet, we may considdrtths latter approach globally provides more
useful information in such a respect.

Accrual basis of accounting as a mean to meet igctives of financial statements

One of our respondent (see Paper 13B) noted tleaP#yment approach would not provide an
accounting representation in line with the acchedis method mentioned in paragraph 22 of the
current IASB Framework (as well as with paragrag®l®. of the revised one). This paragraph
notes in particular that “In order to meet theijeatives, financial statements are prepared on the
accrual basis of accounting.” Recognising servaeeived using the Unit of Service approach in
line with the accrual basis of accounting wouldéiere better achieve these objectives.

In this paragraph 22 it is also noted that the @hbje and justification of the accrual basis metisd
that “the effects of transactions and other evantésrecognised when they occur”. The occurrence
notion is closely linked to the definition of thelated event, i.e. to the definition of serviceeieed
when IFRS 2 is concerned. In the Payment apprdhehservice would be considered as received
only if all vesting conditions are completed. Moreg as the Payment approach would imply
recognizing a “provision” for payment on an accrbasis, it may be argued that the accrual basis
method is also applied in this approach. Howe\vas, provision could be derecognised if it is not
probable that the payment will occur, which mayesgpnconsistent with the accrual basis method
that usually recognize events which are (almostaoe

& The Unit of Service approach appears in line with accrual basis of accounting. It is less
intuitive to consider that the Payment approach ralap be consistent with it.

% Regarding the above arguments, the analysis of thebjectives of financial statements
(representation of performance and ability to genemte cash flows) as defined in the
Conceptual Framework does not enable to make a cleahoice between the two approaches.
The Payment approach may appear as more in line witthe second objective whereas the
Unit of Service approach may be more in line with e accrual basis method, which is
supposed to help achieving the objectives of finamat statements .

ISSUE 1

Do you agree that the analysis of the objectivetheffinancial statements does not enable to make
a clear choice between the two methods? If nolagxgour answer.
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2.3 - Relevance and faithful presentation

Extracts of the Conceptual Framework and Reviseac€ptual Framework (ballot draft)
Conceptual Framework - Qualitative characteristics- Extracts § 26 & 33

To be useful, information must be relevant to theision-making need of users. Information has tradity of
relevance when it influences the economic decisidnsers by helping them evaluate past, presefutore events,
confirming, or correcting, their past evaluation.

To be reliable, information must represent faitlyftthe transactions and other events it either puspto represent or
could reasonably be expected to represent.

Revised Conceptual Framework — Ballot Draft — Funai@ntal qualitative characteristics — Extracts QC13-

The fundamental qualitative characteristics areskglnce and faithful representation.

Relevant financial information is capable of makandifference in the decisions made by users [.irafcial
information is capable of making a difference iidmns if it has predictive value, confirmatonju@or both.

To be useful, financial information [...] must alsatfifully represent the phenomena it purports tpresent. To be a
perfectly faithful representation, a depiction wabhlave three characteristics. It would be comple&itral and free
from error.

Relevance and faithful presentation are definetth@$wo fundamental characteristics in the revised
Conceptual Framework. There are also noted withé dualitative characteristics of the current
Framework. However, the characteristics of releeaand faithful presentation as defined in the
Conceptual Framework and the project of revisedc€ptual Framework do not provide us enough
information to choose which accounting treatmemi{df Service or Payment) would be the most
useful for the users of financial information.

As a matter of fact, assessment of relevance atiduiapresentation can be made only in relation
to objectives assigned to the representation as#retions and situations in the financial statement
This means that we should first determine whictheftwo proposed global approaches in the IFRS
2 review project is the more appropriate in terrhsepresentation’s objective before assessing the
relevance and faithful presentation of the relabefbrmation. Therefore, reference to these
qualitative characteristics cannot help us to makéoice between both approaches, as this choice
is a preliminary step to their analysis.

%  Both approaches have their own logic in terms of mresenting a certain aspect of the
same kind of transactions. As the Framework does m@recisely deal with what the financial
statements are supposed to represent in this partitar respect, it does not assist in choosing
the most appropriate approach to represent a transetion within the scope of IFRS 2.

ISSUE 2

Do you agree that the characteristics of relevaamog faithful representation do not assist in
choosing the most appropriate approach? If notagxyour answer.

In order to know which accounting treatment wouddtle more useful for users, we would suggest
to the IASB, as part of its IFRS 2 post implemdotateview, to ask users which approach seems
to provide the more useful and understandable nméion.
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2.4 - Comparability

Extracts of the Conceptual Framework and Reviseac€ptual Framework (ballot draft)
Conceptual Framework - Qualitative characteristics— Comparability — Extracts § 39

Users must also be able to compare the financitdsients of different entities in order to evaluhgsr relative
financial position, performance and changes inrfiai@ position. Hence, the measurement and dispfiélye financial
effect of like transactions and other events mestdrried out

- in a consistent way throughout an entity and owee for that entity and

- in a consistent way for different entities

Revised Conceptual Framework — Ballot Draft — Qualiive characteristics — Enhancing qualitative cheateristics
— Extract QC 19

Information about a reporting entity is more uséfut can be compared with similar information ali@mther entities
and with similar information about the same entityanother period or another date.

Cash-settled versus equity-settled transactionhifwiFRS 2)

We could argue that the means of settlement fareshased payment transactions (cash or equity)
should not have an impact on the accounting treattaethe substance of the transaction appears to
be similar. For example, this is particularly tmiken the employee realises the gain on the exercise
of share options by selling the shares immediatdtgr exercise, as commonly occurs. As a
consequence, according to the Framework the adogutteatment should be the same. This
argument was developed in IFRS 2 BC 113 and IFBE 252.

The two main differences in the accounting treatmieetween cash-settled transactions and
proposed treatments for equity-settled transactongd arise from:

1. The “guantity” of services recognised in theaods (Unit of Service approach only)

The “guantity” of services recognised in the acdeus comparable for cash-settled and equity-
settled transactions under the Payment approacls #lso comparable with non-share-based
payment transactions. This is not the case unaeUttt of Service approach.

Hence, for example, when vesting conditions aremet under the Unit of Service approach, an
expense is recognised for equity-settled transacatansidering that part of the service has been
rendered before the forfeiture whereas in caslesettansactions no expense is recognised. On the
contrary, under the Payment approach, no expenseagnised if vesting conditions are not met,
regardless of the means of settlement (cash otyqui

& As a consequence, the Payment approach may impawearability of the “quantity” of
services recognised in the accounts between sinrdaisactions whatever the kind of payment is,
as services received but not paid will not be reisgd in the accounts in all these cases
(employees are working for free).

The above argument was questioned within ANC’s waylkgroup as equity settled transactions and
cash settled transactions are by nature not coijgar@mployees are considered as future
shareholders of the entity (equity settled transas) or employees have a right to receive cash
(cash settled transactions) if certain conditions @et. Therefore, it may not worth trying to
compare them. Moreover, the working group alreadypsed to adapt the accounting treatment of
cash-settled transactions to make them be more a@fle to equity settled transactions under the
Unit of Service approach, by distinguishing sersioeceived in operating expenses from changes in
the fair value of the liability to be vested in O&lfinancial expenses/income.
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& Then, operating expenses would be comparable uhdeUnit of Service approach between
equity-settled and cash-settled transactions.

This way to improve comparability was analysed Img tBoard in ED 2 who considered
differentiating two components in a cash- setttadgactions: (1) an amount based on the fair value
of the cash-settled transaction at grant date grésed over the vesting period and (2) changes in
estimate between grant date and settlement daeelafter component would then be recognised
either in the notes or in the face of the inconateshent. The Board concluded that applying this
distinction under the Modified Grant Date approddtGD) was too complex (see IFRS 2 BC
255).With the Payment approach this argument cbeldeconsidered, as the Payment method is
simpler than the MGD, which is not the case forlmit of Service approach.

& Distinguishing changes in fair value for cash-getttransactions would be less complex
under the Payment approach. Hence, it may easenglisshing operational expenses from
financial results and thus making equity-settled aash-settled transactions be more comparable.

2. The value of services recognised in the accqinath approaches)

Cash-settled transactions are re-valued betweegrtm date and the settlement date according to
the change in the estimation of the assets whidh v paid out whereas for equity-settled
transactions the value of the equity instrumentseassued are measured at the grant date without
further changes, assuming that the grant dateviite remains the reference in the Payment
approach too. This will generate a difference inasugement between cash-settled and equity-
settled transactions, whatever the approach is.

Non-market performance conditions versus other samice » conditions

For equity-settled transactions under the Unit efvige approach, the accounting treatment
depends on the type of conditions included in thetract. Hence, if service (presence) or / and
non-market performance conditions are met, expeasesecognised even if other conditions are
not met. If non-market performance conditions am# met, expenses are partly recognised
assuming that services are received gradually.

For collective performance conditions, we could siiom this difference in the accounting
treatment. For example, the service received irhaxge for an equity-settled transaction with a
performance condition based on the increase of »f%he share price may or may not be
considered as substantially similar to an equitylesk transaction with a collective performance
obligation of increasing the revenue by y %. Depeg@dn how the distinction between market and
non-market performance conditions is made — whiely tve subjective -, the grant date fair value
as well as the number of Unit of Services recoghisey vary significantly. This may reduce
comparability between operations of similar natifrénterpretation on this kind of distinction
diverge. The IFRS Interpretation Committee and |A3&f are currently working on clarifying the
criteria to be used for addressing this interpretatsue.

Such differences of accounting treatment betweerkehand non-market performance conditions
do not exist under the proposed Payment approacthey will both be excluded from the grant
date fair value and analysed as elements thateinéel the “quantity” recognised in the accounts.
This may make the Payment approach ensure todpeaations of similar nature comparably.

%  The accounting treatment proposed under the Payna@proach may provide more
comparability between equity settled contractsiwiilar nature than the Unit of Service approach
by avoiding subjective distinctions between maaket non-market performance conditions.
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Share-based payments transactions versus otheoywsrdbenefits and other transactions

The accounting treatment of other employee benafittermination benefit or profit-sharing (cf.
IAS 19) is closer to the Payment approach: whenvésting conditions are not met, no expense is
recognised even if the service has been partialhigered. Moreover where services are rendered
for free (for example unpaid overtime or performan@argets that are exceeded without a
corresponding payment), no expense is recognisechw consistent with the Payment method.
We may also consider that treatments of some palyomenmitments (under certain conditions) in
IFRS 3 are more comparable to the Payment approach.

& The Payment approach is more comparable to thewtig treatment of other employee
benefits (except that the “payment” is not re-valpand more globally to other cash-settled (not
share-based) transactions.

% As a conclusion on comparability, it seems that thd>ayment approach may make
recognition of services received be more comparablegith the way they are recognised when
payments other than equity-settled share-based payent are used. However, one may
guestion the objective of making a share-based paynt be comparable to other means of
payment.

ISSUE 3

(@) Do you agree that the Payment approach may makestognition of equity-settled share-
based transactions be more comparable with theat@r transactions are recognised (for
example: cash settled transactions, employee onirtation benefits, services rendered for
free) than the Unit of Service approach? If noplax your answer.

(b) In your view, does it make sense to compare ecdtiled share-based payment transactions
with other transactions (for example: cash-settiethsactions, employee or termination
benefit, services rendered for free)? Explain yamswer.

(c) Do you have any other comments to the above argismegarding the comparability
characteristic of the two proposed approaches?

2.5 - Cost

Extracts of the Conceptual Framework and Reviseac€ptual Framework (ballot draft)

Conceptual Framework - Constraints on relevant andeliable information — balance between benefit andost —
Extract § 44

The benefits derived from information should exctecost of providing it.

Revised Conceptual Framework — Ballot Draft — Coraht on financial reporting — Cost — Extract QC 35

Reporting financial information imposes costs and important that those costs are exceeded bypénefits of
reporting that information.
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Considering the cost constraint of the Conceptuaiiéwork, it seems that the cost for measuring
the fair value of service to be received at graatedand the initial estimate of the expected
“quantity” of service to be received/paid in botppeoaches would globally be similar all together.
Nevertheless we could argue that the cost of sulesggneasurements with the Unit of Service
approach appears to be higher than the costs matPayment approach as it requires tracking each
employee individually. However, the working grouighiighted that assessing (and reassessing at
each reporting date) the impact of some markebpadnce conditions on the expected expenses to
be recognised in a Payment approach, may alsorbpler and therefore costly.

S The cost constraint would globally favour the Paymet approach, although it is
difficult to weight the various complex issues notkin each approach.

ISSUE 4

Do you agree that the characteristic of cost wagldbally favour the Payment approach? If not,
explain your answer.

2.6 - Conclusion on the compatibility of the two a@aches with the
Conceptual Framework

The Payment approach seems slightly more consistégtit the (enhancing) qualitative
characteristic of Compatibility and the constrashtCost included in the Conceptual Frameworks
(the current as well as the revised one) than thieé &f Service approach. But, there is no evidence
that one of these approaches is more in line vinéhglobal objectives of financial statements or
with the (fundamental) qualitative characteristiof relevance and faithful representation.
Therefore, we may conclude that there is no deeisngument derived from the analysis of the
Conceptual Framework that can help in determinirfgcly is the most appropriate approach,
compared to the importance of deciding in favouoné of them, i.e. of deciding what financial
statements should portray as performance, ancedigmificant resulting accounting consequences.

It may be noted that some correspondents, includiembers of the IASB Board, suggested to test
the possibility to combine both approaches (thet dhiService approach on the debit side and the
Payment approach on the credit side). We have ebtagalysed this avenue that may be quite
complex to build up.

ISSUE 5

(@) Do you agree that there is no decisive argumenn ftbe analysis of the Conceptual
Framework that can help in concluding the most eyppate approach?

(b) Do you have any other argument that could help simgoone of the proposed methods or to
combine them? Please explain our answers to thesquestions.
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3. Coherence of the proposed approaches with envggad accounting
treatments

The second direction taken by the working grougesithe NSS meeting in April 2010 has been to

analyse the coherence of the Unit of Services aent approaches with accounting treatments
that could be applied to certain events or situmatidience, developing a principle-based approach
for accounting share-based payment suppose anglyhis coherence, especially when the

accounting treatment of renegotiations and cartgatisiis concerned.

3.1 - Discussion on the coherence of the Unit oi"8ee approach

1. The Unit of Service approach is compatible with theuse of the “grant date fair value” for
measuring share-based payment expenses related &nsce received.

The Unit of Service approach is supposed to reptessrvices regularly received from employees
in exchange of share-based payments granted asgotalia contractual agreement between the
employer and the employees whose conditions hame tbetermined at the grant date (see appendix
4 in Paper 13A for further details). It would béfidult and burdensome to reliably estimate the fai
value of each unit of service received at the tiheeservices are received, not to mention that it i
also difficult to precisely determine when they sreeived. Moreover, as mentioned in the BC95 of
IFRS 2 and reminded when Accounting Principle 6jsitunlikely that there will be a high
correlation between changes in the fair value ofise received and changes in the fair value of
related promised instruments. Therefore, servite fdar value is not the appropriate measurement
reference. Instead, it is reasonable to presuntethiafair value determined at grant date of each
unit of service to be received in exchange of gginstruments is representative of the global
balanced agreement between both parties on the véline related expected services and therefore
of the value of each unit of service gradually reee.

ISSUE 6

Do you agree with the above coherence between titeo)Service approach and the “Grant date”
fair value (as an estimate of the exchange valuthattime the services are received)? If not,
explain your answer.

2. The fair value of units of service takes into accau all elements of the contract that may
have an effect on the expected value of the considgons exchanged.

The objective of the Unit of Service approach iggoognize service received measured at the fair
value of these services as estimated by both paatiéhe grant date. This implies that all elements
and conditions included in the accord that may raveffect on the fair value of the considerations
exchanged as estimated by the parties have tdkba tato account when measuring the grant date
fair value. Then, in order to determine the failueaof each unit of service, the number of units of
service expected to be received should be estinmatkdling the expected realization by the parties
of all conditions that may have an effect on theeption of units of services (in fact expected
realization of service and performance conditiofi$hally, the grant date fair value should be
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divided by the number of unit of service expectede received and the resulting unit of service’s
fair value should be multiplied by the units of\gees effectively received.

One respondent suggested (see Paper 13B) thats#iptysto simplify the measurement issue in

the Unit of Service approach could be to eliminatéhe calculation of the grant date fair value the
expected effect of all vesting conditions and fibufe expectations, and to divide it by the

maximum number of unit of services that could beereed. We have not tested this proposal. A
preliminary thought could be that it would providegood estimate of the expected fair value of
considerations exchanged between the parties ifefgective effects of the simplification on the

numerator and denominator of the calculation am@lai. The less there are market and vesting
conditions that do not relate to conditions thaveha potential effect of reception of services
(service or non-market performance conditions) biiger the estimate would be.

ISSUE 7

(a) Do you agree with the coherence between the Uriieofice approach and above description
of measuring the fair value of units of servicefidf, explain your answer.

(b) Do you think the proposed simplified calculatioraigood idea? Explain your answer.

3. No adjustment to expenses recognized before a foitige, a cancellation or a modification.

The rationale of the Unit of Services approach (appendix 4 for further details) is that the
guantity and value of services received before réeitare, a cancellation or a modification are
definitively received by the employer and they aanbe modified because of renegotiations.
Moreover, according to accounting principle 7, tight to receive equity instruments in exchange
of services rendered (IFRS 2 BCs) should not beahaed.

Then two accounting treatments of the result ofrémegotiation could be considered:

a. Use a prospective “cancel and replace” appré@cservices to be received

This accounting treatment is compliant with thenpiple of no revaluation of services previously
received as well as accumulated rights to equgyriaments, as the proposed “cancel and replace”
approach would be used to estimate the value afdwervices to be received only. The proposed

treatment supposes to evaluate the services t@d®mved according to the fair value of equity
instruments granted at the renegotiation date ptigpally to the residual vesting conditions.
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lllustrative example:

Assumptions: Initial

Vesting period = 3 years agreement Modification

Value of UoS (10000/3) =3333 Beginning End period 2
period 1(CU) (Cv)

FV of instruments initially granted at the date of 10 000 100 000

maodification/cancellation (m/c)

FV of instruments/compensation granted through m/c n/a 120 000

Residual vesting

Recognized services expenses condition: 1 year

Recognized expenses at end period 2 6 667 6 667 among 3 years
Recognized expenses in period 3 3333 40 000
Total recognized expenses (3 periods) 10 000 46 667

b.  Recognizing a result according to the “diffe®hat the renegotiation date between the fair
value of the instruments granted before and dfier¢negotiation

This accounting treatment is compliant with thenpiple of no revaluation of services previously
received as well as accumulated rights to equgiriments. The treatment supposes to evaluate the
difference of the fair value of the equity instrumteegranted before and after the renegotiation. date
This “result” is attributable to services alreadgeived and also to services to be received. Gy t
latter will be recognized as expenses in the fantiiag periods.

Illustrative example:

Initial
Assumptions: agreement Modification
Vesting period = 3 years Beginning End period 2
Value of UoS (10000/3) =3333 period 1 (CU) (CuU)
FV of instruments initially granted at the date of modification/cancellation (m/c) 10 000 100 000
FV of instruments/compensation granted through m/c n/a 120 000
Difference in FV due to m/c 0 +20 000
Recognized services expenses Par_t of the
Recognized expenses at end period 2 6 667 6 667 « difference »
. . ) related to
Recognized expenses in period 3 .
1 period x initial value of UoS 3333 3333 services to be
period x initial valu received
Difference of renegotiation in expense (difference in FV x 1 period / 3 periods) @ 0 +6 667
Recognized expenses in period 3 3333 10 000
Total recognized expenses (3 periods) 10 000 16 667

(1) The repartition between services received andces to be received can be differently estimésed the general discussion on modifications and
cancellations below)

Both proposed accounting treatments may resul} sighificant change in the fair value of units of
service received after the renegotiation, and im2asuring parts of accumulated rights to equity
instruments (recognized partly before and parttgrahe renegotiation date) at significant différen
values. This phenomenon may be more important vehgrospective “cancel and replace” method
is applied (accounting treatment “a”). It may bensidered as inconsistent or confusing to use
different fair value to measure parts of servieaseived and parts of related accumulated rights to
equity instruments which are of similar nature. W& may question if such valuation changes are
consistent with reference to the grant date faiuevéhat has been considered as appropriate under
the Unit of Service approach. However, we may bt reference to the fair value at the initial
grant date is justified by its representation &f ttalanced agreement at that time between both
parties on the fair value of the exchange of carsitions. If the contract is renegotiated, the fair
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value at the renegotiation date could be conside®depresentative of an updated balanced
agreement between both parties on the fair valubeoExchange of considerations, at least for the
future (a “new” grant date fair value). Therefoy@oposed accounting treatments would be
consistent with reference to the (new) grant datevialue and it may be appropriate to measure
future service received and related future rightsquity instruments at this value.

Accounting treatment “a” may be considered as mwisistent with accounting principle 7 that
prohibits re-measurement of equity instrumentsthes new fair value referred to includes the
revaluation effect of already accumulated rightedaity instruments. On the contrary, accounting
treatment “b” includes fair value changes due gdielrenegotiation effects excluding revaluation
of accumulated rights to equity instruments. Thanef accounting treatment “b” may appear as
more consistent with accounting principle 7. Howevke new fair value in accounting treatment
“a” is used only prospectively.

ISSUE 8

(a) Do you agree that both proposed treatments forgaieions’ effects are coherent with the
Unit of Service approach, the reference to the tgdate fair value and the absence of re-
valuation of accumulated rights to equity instrutsefaccording to principle 7)? If not (or if
only one seems coherent to you), explain your answe

(b) In your view, does one of the proposed treatmerd imore faithfully represent services
received?

4. Under accounting treatment “b” the result of renegdiation attributable to services already
received is recognized directly in equity.

As a matter of fact, the Unit of Service approagpposes that the employees regularly acquire — as
the services are received — rights to the equiggruments of the entity. These rights can be
renegotiated during the agreement’s period whetteasunits of service received cannot because
they are definitively received on an accrual basithe accounting treatment of modifications and
cancellations supposes to identify a differencdabmvalue related to past services, this “residt”
necessarily related to equity instruments’ rightsservices already received cannot be renegatiated
As a consequence, the renegotiation result conddmsrights of (future) shareholders — the
employees -. Therefore, it has to be recognizesttyrin equity.

Recognition in equity should only reflect the eteof the renegotiation and should exclude the
effect of the revaluation of accumulated rightsetquity instruments. Accounting treatment “b”

identify and measure separately this renegotiagitect whereas accounting treatment “a” doesn't.
Therefore, it is easier under accounting treatnibhto recognize these renegotiation effects in
equity. This may be another argument for consigeaocounting treatment “b” as more consistent
with accounting principle 7.

ISSUE 9

Do you agree with the above rationale? If no, expjaur answer.
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3.2 - Discussion on the coherence of the Paymerngrapch

1. Expenses recognized are adjusted in all casesathprevent or modify payment to vest,
including forfeiture, cancellation or modification

The Payment approach is supposed to representicssrpaid”’ (see appendix 5 of Paper 13A for
further details) and services are supposed to beived only if all vesting conditions are fully
completed. Then, share-based payment expenseseaprhe accrual of the expected payment
related to the period. This recognition expensestha “accounting status” of a provision. It can be
reversed if the related payment is no more expeictextcur, for example in case of forfeiture, as
services are not considered to be definitively ik as long as vesting conditions are not fully
completed. Every “result” of renegotiation shouldoabe recognized in financial statements as it
represents a change in the estimate of the exppatgdent (and value) of services that still have to
be completed.

ISSUE 10

Do you agree with the above rationale? If no, expjaur answer.

2. Initial (Grant date) fair value should exclude &ects of any elements of the contract that
may prevent payment to vest

The objective of the Payment approach is to reaegshare-based payment that effectively vest.
Therefore, it would be logic to first focus on thedue of the equity instruments which are the basis
for payment and then to estimate (and regularlysidhe estimate of) the number of the related
share-based payment expected to vest. As a conmsExjuie initial fair value to be used as a
reference should be the fair value of the equisgruments granted at the grant date without taking
into account the potential effects of any vestingditions. The effects of those conditions should
rather be included in the calculation of the nuntdfeshare-based payments expected to vest.

ISSUE 11

Do you agree with the above rationale? If no, expjaur answer.

When discussing the coherence of the Payment agipre@me members of the working group
argued that this approach was not compatible wighréference to the Grant date. In fact, if a share
based payment does not vest, the service expensedssed. This seems more coherent with a
reference to a vesting date. Therefore, althoughwbrking group acknowledged that the Grant
date reference was a core principle agreed witHAB®, it decided that it could be interesting to
analyse the coherence of the Payment approach tl@n@rant date but also the Vesting Date for
measuring equity instruments that vest, particylasl regard of modifications and cancellations.
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However one respondent (see Paper 13B) arguedatidyment approach is not necessarily
incoherent with a reference to a Grant date faiwe/aAs the Grant date fair value represents the
value on which both parties agreed to exchangeideraions (including the expected payment on
the employer’s side) and taking into consideratiooounting principle 7 prohibiting revaluation of
equity instruments granted, a Payment approactddmilcoherent with this reference. Adjustment
would be made only on the quantity of share-bassunent that finally vest. Discussion with IASB
Board members and staff, as well as with varioussttuents did not reveal strong support for
reference to the Vesting date, except if one camsithat the share-based payment that is not yet
vested is a liability by nature.

a. Payment approach and Grant Date fair value &asuring equity instruments to vest

In a Payment approach with reference to the Grate thair value, we may envisage to use either
the “fair value difference” or the “cancel and @g#” accounting treatments for modifications and
cancellations. As a matter of fact, recognizingesutt according to the “ fair value difference” of
the equity instruments before and after the renatjon seems coherent with both the reference to
the Grant date fair value as representative ofatireed value of considerations exchanged before
the renegotiation and with accounting principler@hgbiting re-measurement of equity elements. In
this case, only the change of value due to renaymi (excluding change of value of the equity
instruments between the initial agreement and émegotiation date) would impact the income
statement. The change of value of equity instrusieefore the renegotiation date would have no
impact. However, it could also be argued that thgnient approach would require portraying the
amount that will finally be paid and not what wasially agreed. This may justify using a “cancel
and replace” accounting treatment, although it doasseem coherent with the abovementioned
reference and principle (see example below).

lllustrative example:

« Cancel and
« Différence » replace »
Initial
Assumptions: agreement Modification Modification
Vesting period = 3 years Beginning End period 2 End period 2
period 1(CU) (CU) (CL)

FV of instruments initially granted at the date of
modification/cancellation (m/c) 10 000 100 000 100 000
FV of instruments/compensation granted through m/c n/a 120 000 120 000
Difference in FV due to m/c 0 +20 000 +20 000
Recognized services expenses
Recognized expenses at end period 2 6 667 6 667 6 667
Recognized expenses in period 3
1 period x initial value of UoS 3333 3333 3333
Renegotiation adjustment period 1 + 2 13 333 73 333
Renegotiation adjustment period 3 0 +6 667 36 667
Total recognized expenses (3 periods) 10 000 30 000 120 000

It has to be noticed that with a “cancel and reglaaccounting treatment for modifications and
cancellations, entities could renegotiate someeamgeats without any substantial modification in
order to re-value the expense at the renegotiataia (otherwise the expenses would have been
calculated according to the fair value of equitstioments at the date of the initial agreemengé— i.
Grant date). This argument is advocating for “afitse” rule that is not compatible with a
principle-based approach. However, we have to iraw@nd this kind of possible side-effects.

Autorité des normes comptables page n°18/47



78

79

ISSUE 12

(&) Which of the above accounting treatments for modifons and cancellations under the
Payment approach with reference to the Grant datédwou consider as more appropriate?
Explain your answer.

(b) Would you consider the abovementioned “anti-abusejument and could you propose
avenues to address this issue?

b. Payment approach and Vesting Date fair valueneasuring equity instruments to vest

Payment approach with a reference to the Vesting ¢iee. measuring the value of equity
instrument to vest at the Vesting date) suppossidering that the date of exchange is when the
service is fully completed (i.e. at the VestingejafThis is consistent with the notion of service
received under the Payment approach. However amferto the Vesting date instead of the Grant
date for considering the exchange may also mednhbaights to equity instruments are granted
only at the vesting date. This may imply that tlaéure of the expected payment is rather a liability
than an equity instrument for the employkefore the vesting date. As a consequence, theéta
and replace” treatment for accounting modificatiamsl cancellations seems more appropriate as
this method implies the accounting of accrualsasfises that will only be completely received at
the Vesting date and the possibility to revaluertglets to equity instruments until the Vestingedat

ISSUE 13

(@) Do you agree with the above rationale?

(b) Do you have any other arguments regarding the eoberof the Payment approach with the
Vesting date?

3.3 - General discussion on modifications and calagons

The most complex identified issue to address inSFERis the accounting treatment to apply to
renegotiations of share-based payment plans betem@ioyers and employees. There is a general
agreement in the working group as well as all famrespondents (IASB Board and staff members,
EFRAG, NSS, other constituents) that the curremoaeting treatment on modifications and
cancellations of share-based payment plans is @mglfficult to understand, anti-abuse oriented
and incoherent with a principles-based approach. @uespondents generally agreed that there
should be a coherent (symmetrical?) treatment tWeositive” and “negative” renegotiations, as
well as accounting provisions in conformity withcaanting principles as those identified by the
working group. This part of the report presentsutitius developed in this respect.

® This thought has been developed by andrew Lerindiis Paper: “Liabilities and how to account fbem: an
Exploratory Essay”, ASB, October 2002

06 Nowss
onrms
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1. Reminder on current requirements of IFRS 2 rela¢d to modifications and cancellations

According to the IASB, it would be difficult for aamployer to reduce or cancel employee benefits
without granting equivalent compensation or implatimg a replacement plan (BC 233). Based on
this argument IFRS 2 requires, when a plan is dettehe immediate recognition of remuneration
expense that would otherwise have been recognized the remainder of the vesting period.
However, and particularly in times of financial amdonomic crisis as recently experienced, it
appeared that employee benefits under a plan dmldiecreased or eliminated without equivalent
compensation. Moreover, it is difficult to estahlis principles-based basis for continuing to
recognize expense for services received as if tireeanent between employer and employee
continued when that agreement has been replacechmrelled without at least checking if
equivalent compensation is granted. This is allrtiere difficult that recognition of expense for
services received was initially justified by theistgnce of an agreement including a share-based
payment. It would therefore be preferable and nponeciples-based to analyse if a compensation
or replacement has been granted when a cancellatoars rather than presuming it. Then, an
appropriate accounting treatment should be appdi¢de identified compensation.

The ANC working group considers that the curreroaating treatment in IFRS 2 that relates to
modifications resulting in increasing the fair valof the considerations given to employees at the
date of the modification appears appropriate andsistent with the accounting principles
underlying IFRS 2. IFRS 2 does not however reqaisgmmetrical treatment for modifications that
give rise to a decrease in the fair value of treriiment granted. The working group found no
principles-based justification for this positiohid stated in BCs that an entity should not be &bl
avoid recognizing at least the agreed grant datesédue of remuneration. As for cancellation, this
accounting treatment of disadvantageous modifinatioes not seem consistent with the reasoning
underlying Accounting Principles n°1 (see Appentliaf Paper 13A) that considers there should be
a balanced exchange of consideration that jushfy tecognition of the expenses. Therefore,
changes in the terms of the agreement that deterthim balanced exchange should be taken into
account where recognition of the expenses is carder

2. Proposals of symmetrical accounting treatmentsf @ositive and negative renegotiations

Modifications and cancellations are similar in dabse and should therefore be treated in a
consistent manner. Modifications which maintainirarease employee benefits and cancellations
replaced by a new plan of equal or increased Valuthe employee are in substance equivalent. A
modification resulting in decreased employee bémeind a cancellation replaced by a new plan
with decreased benefits are also similar in sulssta\ straightforward cancellation without
compensation could be considered as a particulgsdvantageous modification.

Therefore, the working group first concluded tha taiccounting treatment of modifications and
cancellations should be symmetrical with one ampthghatever the circumstances are
(advantageous or disadvantageous modificationgetlations with or without compensations. The
following developments analyse different possilaitfor accounting symmetrically positive and
negative modification. The main issue is to allectlie renegotiation “result” between service
received and services to be received. Each of #thads explored has effects that are not coherent
with the situation it purports to represent.
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a. Recognizing a result according to the “diffeesnat the renegotiation date of the fair value of
the instruments granted

84 The treatment supposes to evaluate the differehtteedair value of the equity instruments granted
before and after the renegotiation date. It isanformity with reference to the Grant date fairuel
and with no re-measurement of equity elements (adowg principle 7). The “result” should be
allocated to services already received and servioebe received. This allocation was first
envisaged to be proportional to the vesting peribdould be noted that this method could entail

services received during one period to be negé#ti@esounded counter-intuitive.

85 lllustrative example (Unit of Service method)

Assgmptio.ns: Initial agreement Modification
Vesting period = 3 years
Value of UoS (10000/3) =3333 Beginning period End period 2
1(Cu) (CL)
FV of instruments initially granted at the date of modification/cancellation (m/c) 10 000 100 000
FV of instruments/compensation granted through m/c n/a 80 000
Difference in FV due to m/c 0 - 20 000
Recognized services expenses
Recognized expenses at end period 2 6 667 6667 .
Recognized expenses in period 3 Negative
1 period x initial value of UoS 3333 3333 | EXPense
Difference of renegotiation in expense (difference in FV x 1 period / 3 periods) ® 0 - 6667
TOTAL expenses period 3 3333 - 3333
Total recognized expenses (3 periods) 10 000 3333

86 Then, It has been considered to calculate a resfultenegotiation in percentage (change in
percentage of the fair value of equity instrumdmt$ore and after renegotiation) and apply this
percentage of renegotiation to services rendereices to be rendered. This allocation method
would prevent negative amount, but could entaiy\egh leverage effects.

87 lllustrative example (Unit of Service method)

Assumptions: Initial

Vesting period = 3 years agreement Modification ~ Modification

Value of UoS (10000/3) =3333 Beginning End period 2  End period 2
period 1(CU) (Cu) (Cu)

FV of instruments initially granted at the date of modification/cancellation (m/c) 10 000 100 000 1000

FV of instruments/compensation granted through m/c n/a 80 000 10 000

Difference in FV due to m/c 0 - 20 000 9 000

Difference in percentage FV before/ after m/c -20% + 900 %

Recognized services expenses

Recognized expenses at end period 2 6 667 6 667 6 667

Recognized expenses in period 3

1 period x initial value of UoS 3333 3333 3333

Difference of renegotiation in expense (1 period * difference in % due to m/c) 0 - 667 29 997

TOTAL expenses period 3 3333 2 666 4 33330

Total recognized expenses (3 periods) 10 000 9 333 / 39 997

EHiah leveraae effe

Autorité des normes comptables page n°21/47



88 A third envisaged accounting treatment was on #mgsbof the renegotiation difference in value

compared to the initial fair value of equity instrents granted. This allocation method could entail
very high leverage effects and also negative sesviar a period.

89 lllustrative example (Unit of Service method)

90

Assumptions: Initial

Vesting period = 3 years agreement Modification ~ Modification

Value of UoS (10000/3) =3333 Beginning End period 2  End period 2
period 1(CU) (CL) (CL)

FV of instruments initially granted at the date of modification/cancellation (m/c) 10 000 1 000 100 000

FV of instruments/compensation granted through m/c n/a 10 100 80 000

Difference in FV due to m/c 0 9100 - 20 000

Difference in percentage FV after m/c and initial FV +91 % -200 %

Recognized services expenses

Recognized expenses at end period 2 6 667 6 667 6 667

Recognized expenses in period 3

1 period x initial value of UoS 3333 3333 3333

Difference of renegotiation in expense (1 period * difference in % due to m/c) 0 3033 -6 667

TOTAL expenses period 3 3333 6 366 3334

Total recognized expenses (3 periods) 10 000 13 033 / 3333

Negative expense

ISSUE 14

(@) Do you have any comments regarding the above metfmrdallocating the renegotiation
difference between services received and servicbs teceived?

(b) Do you have any suggestion on another allocatiothod®

b. Use a “cancel and replace” approach

Regarding the “cancel and replace” approach fooaating modifications and cancellations, it
implies considering the renegotiated agreementrassaagreement. This method prevents negative
amounts to be recognized, but includes effecthefre-measurement of equity elements, contrary
to accounting principle 7. It can entail very higalue differences between the cost of services
before and after the renegotiation, that may natespond to the change of services received before
and after the renegotiation.
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Illustrative example (Unit of Service or Paymentthosl)

Assumptions:
Vesting period = 3 years
Value of UoS (10000/3) =3333

Initial agreement

Beginning period

1(CU)
FV of instruments initially granted at the date of modification/cancellation (m/c) 10 000
FV of instruments/compensation granted through m/c n/a
Recognized services expenses
Recognized expenses at end period 2 6 667
Recognized expenses in period 3 3333
Renegotiation on period 1 & 2 (expense or equity depending UoS or P method) 73 333

High change of the value of services rendered
between and after renegotiation

Modification

End period 2
(Cu)

100 000
120 000

6 667
40 000
(3333

ISSUE 15

(@ Do you have any other comment on the above tredtfioerrepresenting the effect of the

renegotiation?

3. Proposals of a different accounting treatment fiopositive and negative renegotiations

There could also be envisaged to have a differedtiaccounting treatment for positive and
negative renegotiation reasoning on what the diffekind of renegotiations purport to represent.
One of the arguments is that some renegotiatiansaarestoring the previous situation. This is the
case for a negative renegotiation when the fameraf equity instruments has increased since the
initial grant date or for positive renegotiation evhthe fair value of equity instruments has
decreased. In such renegotiations, we could aajueast for Unit of Service method, that cost of
services received should not be modified after getiation. This treatment appears difficult to
apply, with no differentiation between more or l&sge renegotiations.

lllustrative example (UoS method)

Assumptions: Initial

Vesting period = 3 years agreement Modification Modification

Value of UoS (10000/3) =3333 Beginning End period 2 End period 2
period 1(CU) (Cv) (CLv)

FV of instruments initially granted at the date of

modification/cancellation (m/c) 10 000 100 000 1000

FV of instruments/compensation granted through

mic n/a 80 000 10 000

Recognized services expenses

Recognized expenses at end period 2 6 667 6 667 6 667

Recognized expenses in period 3

1 period x initial value of UoS 3333 3333 3333

TOTAL expenses period 3 3333 3333 3333

Total recognized expenses (3 periods) 10 000 10 000 10 000
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ISSUE 16

(@ Do you agree with the above arguments that maifyubis treatment?

Finally, one could consider that a negative renagoh could be interpreted as a decrease of the
benefit granted to employees and then represerggection of the initial agreement that should
therefore be accounted in proportionally diminighthe initial cost of services still to be received
The reasoning is that employees have no particelson to agree on a “negative” new contract.
They could only accept reduction of previously geanadvantages through an existing contract due
to particular circumstances. This treatment alsygnts negative amounts to be recognized and
avoids taking into account revaluation of the egutements between the grant date and the
renegotiation.

On the other side, a positive renegotiation coudd donsidered substantially as an additional
contract to the initial one. The reasoning is tihat employer has no particular reasons to enhance
an existing contract (unless the objective woulddeestore a previously devaluated contract). As a
consequence, the additional benefit granted ataiegotiation date should be accounted in full.

This dissimilar treatment of negative and positremegotiation could be combined with the
previous proposal to distinguish renegotiationg tkatore the balance of previously revaluated or
devaluated contracts. Then, the present dissimpitgposal would apply to contracts those balance
do not need to be restored.

lllustrative example (Unit of Service method)

Initial

Assumptions: agreement  Modification Modification Modification Modification
Vesting period = 3 years Beginning

Value of UoS (10000/3) =3333 period End period 2 End period 2 End period 2 End period 2

1(CU) (CL) (CL) (CU) (CL)

FV of instruments initially granted at the date

of modification/cancellation (m/c) 10 000 100 000 100 000 1000 1000
FV of instruments/compensation granted

through m/c n/a 120 000 80 000 10 000 0
Difference in FV due to m/c 0 20 000 - 20 000 9 000 - 1000
Difference in percentage FV before/ after m/c -20% - 100 %
Recognized services expenses

Recognized expenses at end period 2 6 667 6 667 6 667 6 667 6 667
Recognized expenses in period 3

1 period x initial value of UoS 3333 3333 3333 3333 3333

- 667
6 667 (3333- 3000

Difference of renegotiation in expense 0 (20 000/3) 20%) (9 000/3) -3333
TOTAL expenses period 3 3333 10 000 2 666 6 333 0
Total recognized expenses (3 periods) 10 000 16 667 9 333 13 000 6 667
ISSUE 17

(@) What is your view on the above proposed treatmantniodifications and cancellations?
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4. Additional discussion on how to reflect performace conditions

98 The working group discussed on how to reflect pentnce conditions, especially their potential
effect on recognition of service received. As asamuence of the financial crisis, there have been
calls for developing share-based payment transectimked to performance conditions. This
highlighted the issue of the appropriate represemaf performance conditions under IFRS 2.

99 The working group did not analysed what should baswered as performance conditions in
regards to IFRS 2 definition of “vesting conditibng/e are aware of the work-in-progress within
the IFRS Interpretation Committee in order to ¢jathe identification of these performance
conditions. This kind of issue is rather an intetption or application issue of current IFRS 2. The
working group (and the IASB participants to the tmegeon 14 May 2010) therefore considered
that this issue was not in the scope of the prd&&tfs 2 review project.

100 Assuming that performance conditions meet the atigefinition of vesting conditions in IFRS 2,
the working group noted that this definition of treg conditions always requires a service element.
It appears that a commonly accepted interpretatiothis definition is that service condition is
considered as the vesting condition that prevAlsa consequence, services received in relation to
a share-based payment transaction are generaflgmzed on an accrual basis pro-rata temporis on
the vesting period. Performance conditions aretdtedike service conditions, assuming that the
probability of realization of the required perfomea has been assessed and measured.

101 However, there could be avenues to better reprabeneffect of performance conditions. When
performance condition is linked to an implicit Sees condition (i.e. the vesting period can be
considered as closed when the performance is aadjiethen the vesting period could be adjusted
to the period necessary to achieve the performdrus.can be applied under the current IFRS 2.

102 Another possible improvement could be to consithat tecognition timing of services received
could depart from a pro-rata temporis basis onvésting period if we could reliably identify and
measure the degree of realization of the requisgtbpmance. In this case, the recognition timing
of services received would rather be linked todbgree of realization of the performance.

103 If the defined objective of IFRS 2 is to repressatvices received, we may envisage to develop a
“Unit of Performance” approach similar to the “Uraf Service” approach, assuming that the
realization of these “Units of Performance” coule ieliably identified and measured. Then, these
“Units of Performance” could be proportionally rgomed even if the performance is not fully
achieved following the same reasoning as for thet 0h Service approach that portions of
performance have been nevertheless received bgrniity. Many members of the working group
wonder about the consistency and practicality ©f dpproach within current IFRS 2.

104 The case of performance conditions whose realizatould be recognized even if the employee has
left (for example the transactions initiated bystl@mployee against which realization of the
performance is measured are still living and praayeffects, or the remuneration of the employee
is linked to a collective performance still in pregs within the entity) has been envisaged. Many
members of the working group considered that sesvaould not continue to be received when the
employee has left, but other constituents are oopgasite opinion.

ISSUE 18

What do you think about these different avenuesirngmat improving representation of the
realization of performance conditions?
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11

1.2

1.3

14

15

1.6

1.7

APPENDIX 1 : ANALYSIS OF THE KEY ACCOUNTING PRINCIP LES
(extract from the Report Back Paper presentedeafthnkfurt NSS meeting in September 2009)

Accounting principle 1

An entity shall recognize goods or services receivén exchange for share-based paymerftsis
an asset or expenditure respectively

General case

When goods or services are acquired from a thirtyphey can generally be easily identified as a
contract is generally required where consideratiexchanged are precisely defined. The contract
will also usually enables the determination of fie value of the considerations exchanged, as well
as exchange conditions and timing.

Specific case

However, some services cannot be clearly identifiuis is the case in particular of services
received from employees in exchange for share-bpagthents. They are by nature difficult to
identify and measure directly independently frora tisual work to be provided by employees in
exchange for their basic cash salaries.

It is assumed that when an entity makes a shamdbasyment it receives corresponding
consideration irrespective of whether that consitien can be clearly identified. This assumption
applies to services received from employees in axgh for share-based payments.

Accounting principle 2

An asset or an expense shall be recognized evernthé share-based payment is made by a
shareholder of the entity or another group entity.

General case

When a shareholder of the entity or another enfitthe same group makes a share-based payment
to a supplier or to employees of the entity, iassumed to be in consideration for an asset or
service received by the entity.

In this case, the entity receiving the goods owises without the obligation to settle the share-
based payment transaction to the supplier or ifsl@yees recognizes an equity-settled share-based
payment transaction. The shareholder or entityhef 2ame group which settles the share-based
payment transaction recognizes it as an equitjesethare-based payment transaction if it is gettle

in their own equity instruments. Otherwise, thegognise it as a cash-settled share-based payment
transaction.

® These share-based payments are not made withiehskder acting in his capacity as a shareholder.

" This analysis will not challenge the statement #here-based payments should be considered apanse of
the issuing entity. This basic assumption, whicé Ib@en extensively discussed when IFRS 2 waslipitia
elaborated, forms part of the frame of referencehefproject.
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1.8

1.9

Accounting principle 3

The asset is recognized when received and an expems recognized when the asset received is
consumed or the service received.

General case

For assets or services that can be readily idedtift is generally easy to identify the date wtien
asset is received or the period over which theisens received. This date or period will be
considered as the date or period of recognition.

Specific case

1.10 When, as for most services received from employéss,asset or service cannot be readily

identified the recognition date or period need @odetermined indirectly by reference to the terms
of the contract:

*  Where entitlement to the share-based payment kedirto the completion of a vesting
period, the service is assumed to be carried oenlgwver that period unless otherwise
indicated

* Where entitlement to the share-based payment isimi@d to the completion of a vesting
period, the service is assumed to be carried oonediately

Accounting principle 4

Consideration given for the goods or services reaead is recognized in equity or in debt
according to the type of payment.

General case

The ANC working group noted that the current déiiom of equity and debt in IFRS 2 is very
concise and makes reference to the Framework ®hig. creates differences with the definition of
equity and debt in IAS 32 on the grounds that i& iservice being measured and not a financial
instrument, as well as that in certain cases tmeben of share options to which the employees are
entitled varies (IFRS 2 BC 107).

Some differences in practice can be noted, such as:

* A settlement of a variable number of shares (issu@ variable number of shares in
exchange for a fixed amount) can be considerea agjaity-settled share-based payment;

» Constructive obligation to pay in cash resultinghia share-based payment being considered
as cash settled;

» Contingent settlement not dealt with;

» Split accounting being slightly different from 1AR.

The classification will depend on the nature of thetrument the entity ultimately remits to the
beneficiary.

The ANC working group considers that the distinctb®tween equity and debt should be consistent
with the requirements of IAS 32 although this is tih@ case in the current version of IFRS 2.
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Accounting principle 5

The asset or service received is measured at thdarfaalue of what is received or of what is
given up according to the general principles appl@&ble to exchange transactions.

General case

For cash-settled share-based payment transactlmgntity shall measure the goods or services
received at the fair value of the liability incudre

For equity-settled share-based payment transactibesntity shall measure the goods or services
received directly at the fair value of the goodsenvices received (unless that fair value caneot b
estimated reliably).

Specific case

If the fair value of the goods or services receivadinot be estimated reliably, the entity shall
measure their value indirectly by reference toféiievalue of the equity instruments granted.

The ANC working group has not seen significant o@gg0 question this accounting treatment.

Accounting principle 6
Initial measurement is made (at the fair value) athe exchange date.
General case

When the asset or service received is readily ifi@iole, the date or period of exchange can
generally be easily identified in conformity withcéounting principle 3, and measurement takes
place at that date in conformity with Accountingnpiple 5.

Specific case

When the asset or service received is not readintifiable, such as in the case of services
received from employees, the date or period of axgh is determined by reference to the contract
and in particular by reference to the vesting gendere applicable, as explained in specific cases
dealt with in applying Accounting principle 3.

As stated in Accounting principle 5 above, equiytled share-based payments for employee
services are measured at the fair value of theyemstruments given up.

This fair value is determined at “grant dte”

Accounting principle 7

Subsequent measurement of share-based payment traasions reflects the nature of the
related reference items (debt or equity) accordingo the general principles of accounting for
exchange transactions.

® This analysis will not challenge the statement theant date” is an appropriate surrogate meastitee fair
value of the services rendered. This basic assompithich has been extensively discussed when [FR&s
initially elaborated, forms part of the frame oference of the project. Arguments are only provide
reminder.
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General case

For cash-settled transactions, where the referiémaeeis a liability, the latter is re-measured atle
reporting date to reflect changes in the fair valtighe related equity instruments according to the
terms of the contract.

For equity-settled transactions the fair valuehef instrument used to measure the transactiortis no
re-measured subsequent to the grant date.

Comment

Although the liability representing a cash-settidire-based transaction shall be subsequently re-
measured, one should take into consideration argtseveloped in order to justify the use of the
“grant date” for equity-settled share-based tramsas. In particular, the statement that it is
unlikely that subsequent changes in the fair valian equity instrument to be issued could be
considered as highly correlated with changes inféirevalue of services received should also be
applied to subsequent changes in the fair valudiabilities which are indexed on an equity
instrument. In order to be consistent with the gdate approach to measurement of equity-settled
share-based transactions, changes in the fair wdlaeliability representing a cash-settled share-
based transaction should not affect the fair valiservices received. Instead these fair value
changes should rather be recognised as finangense or income (not as an operational expense
or income).

The application of this presentation approach fmshesettled share-based transactions would have
the merit of making recognition of operational exges related to share-based payment transactions
comparable whether they are settled in cash oguityeinstruments.
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2.1

2.2

APPENDIX 2 : ACCOUNTING OBJECTIVES OF IFRS 2
(extract from the Report Back Paper presentedeafthnkfurt NSS meeting in September 2009)

The analysis of how to apply the key accountingi@ples underlying IFRS 2 raises the issue of
what the standard is setting out to portray. Oriie bbjective has been determined, the key
recognition and measurement principles should eelecommon accounting approach in line and
consistent with this main objective.

The ANC working group noted two possible main acdog objectives that could be assigned to
IFRS 2:

1. To represent assets acquired by or services recet/by the reporting entity as part of a
share-based payment transaction irrespective othehé¢here is an identifiable payment
made by the entity (or by a entity’s shareholdeammuther entity of the group).

2. To represent share-based paymentmade by the reporting entity (or by an entity’s
shareholder or another entity of the group) irrespe of whether there is an identifiable
service received by the entity.

These two objectives focus respectively on the dfferent facets of the exchange and may lead to
different representations of the transaction.

For example, if we consider equity-settled schefoeemployees including a vesting period, which
are common transactions, services may be receiveth femployees in the expectation of
remuneration without ever actually giving rise tpayment e.g. if any of the conditions of payment
are not satisfied. In a transaction with a 3 yezstmg period an employee may leave after 2 years
and 11 months and therefore not meet the paymeditcan. If we consider only the objective of
representing the payment of the transaction, is taise nothing will be recognized because the
vesting condition has not been satisfied.

Nevertheless, the employee may be perceived asdidiperformed” during his period of
employment in the expectation of remuneration. Hié lvave been present for the greater part of
the vesting period and may therefore the entity udsstantially received the required services. If
we consider the objective of representing servieegived from the employee, it would appear
logical to recognize as an expense the fair valueseovices received before the employee’s
departure.

This question has been analysed in particular RIR BC 207 to 213 and the conclusions were

that the objective of the standard should be toactcfor the services subsequently received, rather
than the cost of the equity instruments issuedh@ncase of a equity-settled share-based payment
transaction). However, there is an issue as to venetervices should be recognized even when

there is no payment, considering the two followaspects:

« Payment will be made only if all the service andfgenance conditions included in the
initial contract agreed on by both parties at “gdate” are completely fulfilled; therefore, it
may be considered that services received are glds#ed to the fulfilment of these
conditions; if these conditions are not complefalfilled, one may consider that the related
services have not been received; analysing servezesved in such a way could justify a
focus on representing the payment of share-basegmegd transactions as the
materialization of the rendering of the related/sess;

« Even if one may consider that services have bedralpareceived, the absence of payment
may be interpreted as these services being recéivdtee; therefore these services should
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not be recognized in the accounts as they woulchéasured for nil; one may question the
consistency of such an interpretation with the aotiog principle that equity instruments
issued should not be re-measured; it might be arthea it is the services that are measured,
not the instruments, and that the instruments fiaa#ly not been issued.

Current provisions of IFRS 2 may be confusing iis tiespect, as they may be interpreted as a mix
of both approaches. For example, the recognitiogeofices received is cancelled retrospectively
when an employee does not fulfil service or nonkeaperformance conditions. This accounting
treatment may appear as aiming to represent thegaty(through the kind of approach chosen in
terms of measurement method determined at “grat&’)although it could be argued that the
employee has at least partially received requimdices. The measurement principle applied to
cash-settled share-based payment transactionsrapmeesistent with the objective of representing
the payment rather than the value of services vedgiespecially as no distinction between the
measurement of services received and fair valuaggsof the liability due to changes in the fair
value of the equity instrument used as an indegdsired.

On the other hand, cancellation of share-based ealyagreements by the employer does not result
in the recognition of services received being chHederetrospectively (their recognition is even
accelerated), which does not appear consistent t&lpayment approach. Moreover, it is a core
principle of IFRS 2 that an entity shall recogngzrvices as they are received in a share-based
payment transaction (see Accounting principle lvaho

It therefore appears that a clarification of thecamting objectives of IFRS 2 is necessary.

In order to make IFRS 2 appear more principles diasee should make a clear choice between
these two objectives and approaches and develagetkeprovisions of the standard consistently. In
particular, recognition and measurement principd®uld reflect the chosen objective and
approach. As noted above, this includes clarifticatof how the notion of service received is
understood.
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3.1

3.2

APPENDIX 3 : DEFINITION OF THE NOTION OF SERVICES R ECEIVED
(extract from the Report Back Paper presentedeafthnkfurt NSS meeting in September 2009)

When applying the objective of representing sewvimxeived it is necessary to consider what is
meant by “service”. Does the service consist of gletmg the required vesting period in full and

being present on the vesting date? Or could itha¢ service implies presence and a form of
performance over a period of time irrespective bether the employee is still there on the vesting
date? If the service relates to performance, cthédperformance be achieved in part or in full,
even if an employee does not complete the vestmgpg? In other words might it be possible to

consider service as performance not based exclysimeemployee presence?

The ANC working group therefore considered thediwlhg possible definitions of the notion of
service received:

1. Services are supposed to be received regularlynoacerual basis and are supposed to be
proportional to the employee’s presence; this d&fim seems consistent with the objective
of representing service received and could fatditae achievement of this objective;

2. Services are received if service (and performacoayitions are fully completed, which
implies that they are received if the employeerissent at the end of a vesting period, if
any; this definition seems consistent with the oliye of representing payment of share-
based payment transactions.

3. Services received are an additional element natas the sole presence of the employee
during or at the end of a vesting period. This merwould consist in an expected additional
performance to be received during the presencehef émployee and linked with
productivity, quality of the work performed or othend of motivation.

The ANC working group thought that such a defimtwould help in building a conceptual basis
for the current provisions in IFRS 2 that resultapplying a different accounting treatment when
vesting/non vesting conditions are fulfilled or nas well as when forfeiture/cancellation occurs.
Such an approach would explain these differentrtreats by referring to the respective initiative
and responsibility of the employees or employergsah respecting the conditions or terms of the
initial contract agreed at “grant date”. When thredeh of the contract is at the initiative of the
employee, it would justify the retrospective cafat@n of recognized services on the grounds that
this initiative evidenced a lack of motivation oerformance from the employee that could be
supposed to exist since the beginning of the vgstieriod. On the contrary, a breach at the
initiative of the employer could justify not cafiogy the recognition of services retrospectivety o
the grounds that this event does not prevent th@ame from performing the expected service at
least until the date of the breach.

Having said that, the ANC working group acknowledigleat this approach may result in various
application difficulties similar to those currentlgxperienced. This creates difficulties in
differentiating vesting and non vesting conditiomsparticular non-market performance conditions
where fulfilment could be under the control of #raployee and market conditions that would be
beyond his control. There would also be difficudtism making the distinction between events
resulting in breach of the contract at the empltsyeethe employer’s initiative. For example, some
resignations may be caused by employers whereas semiundancies may be at the employee’s
demand. Trying to solve these issues may imply ldpugg rules based approaches that would not
be in line with the objective of the review project
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4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

APPENDIX 4 : DESCRIPTION OF THE UNIT OF SERVICES AP PROACH

1 — Background on the Unit of Service method

The Units of Service method was introduced by Ein@ considered by the IASB as a conceptually
sound approach to representing services receives nethod was finally abandoned by the IASB
after comments received on ED 2 because it wasMzlito entail practical application difficulties
(see assessment of complexity in part 3.7 below).

In addition, the Unit of Service method describedED2 includes certain rules for which the
working group could find no conceptual justificatiorhese rules, which have been adopted in the
current version of IFRS 2 relate in particular e treatment of modifications and cancellations.
They include the requirement for an entity to ratng as a minimum services received measured
at the grant date fair value of the equity instrateegranted on cancellation and disadvantageous
modification as well as the accelerated vesting ayplicable on cancellation.

The working group considered that the requiremdnots cancellations and disadvantageous
modifications in ED 2 were not consistent with ghanciple of representing “services received”.

According to the accelerated vesting rule applieabh cancellation, an entity recognizes

immediately all outstanding expense as if all teéated services had been received and the
employees had completed the vesting period. Howévere is no objective reason or material facts
to consider that the related services have beevida® on an accelerated pace. The employees
would also not have particular reason to acceldatserendering of these services, especially in
such circumstances.

Concerning the minimum services received to be aredsat the grant date fair value of the equity
instruments granted in case of cancellation andddsntageous modification, this rule does not
seem consistent with the rationale underlying Acatimg principle 1 (see Appendix 1) that justify
the recognition of services received as balanceshteopart of share-based payments promised at
the grant date.

However, on forfeiture where the employee leave®rbecompleting the vesting period, ED2
requires recognition of an expense up until thegregion date.

The working group noted that the treatment of fitufes and cancellations proposed by ED2 was
not consistent with one another. It was therefareided to adapt the Unit of Service method to
enable a consistent principles based representatidarfeitures, modifications and cancellations.

2 — General description of the Unit of Service meth
The objective of this method is to represent sewviceceived from employees in exchange for
share-based payments.

The method is based on the assumption that therbasanced agreement at the grant date such that
the fair value of services expected to be receisextjuivalent to the fair value at that date ofigqu
instruments expected to be issued.
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4.10

411

4.12

4.13

4.14

4.15

4.16

4.17

Proposal

Services received are recognized proportionally aoeding to the duration of service during
the vesting period.

A fair value per unit of service is determined by dviding the grant date fair value of the
equity instruments to be issued, allowing for all gsting conditions and including the expected
rate of forfeiture, by the number of units of servce expected to be received.

The actual number of units of service received is easured at the fair value per unit of
service.

3 — Treatment of forfeitures using the Unit of Sece Method

Proposal

When an employee leaves without completing the vasg period the services received from
the employee prior to leaving are recognized up uiltthe departure date. No further
remuneration expense of services received is recoped once the employee has left.

Rationale and comments

The number of units of service actually receivedhs employing entity until the employee leaves
Is measured at the grant date fair value per drgervice calculated as indicated above. As a resul
the employing entity recognizes remuneration expdosthe period during which the employee is
present even though no share-based payment withdbde for that period because the vesting
condition has not been fulfilled.

The rationale for this treatment is that the enstgonsidered to have received service during the
period the employee was present even though headidomplete the vesting period and would not
therefore be entitled to a share-based payment.

This approach contrasts with the current requirdsen IFRS 2 under which the remuneration
expense in case of forfeiture is revised to refteetnumber of instruments expected to vest. Under
current requirements, where an employee leaveséeésting date, the service expense recognized
prior to the employee leaving is cancelled. Therenir requirements of IFRS 2 with respect to
forfeitures could therefore be said to reflect aapraach based on “services paid” rather than
“services received”.

4 — A principles-based approach to modificationsdacancellations using a
Unit of Service method

Proposal

An entity recognizes services received up until theccurrence of a modification or a
cancellation on the basis of the initial agreemenbetween employer and employee, i.e. the
entity recognizes the actual number of units of seice received up until the date of
modification or cancellation measured at the initid grant date fair value per unit of service.
No adjustment to this expense recognized before tmeodification or cancellation is made.
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Warning: the following paragraphs (in grey) are a opy of what was presented to the NSS in
April 2010 and are subject to changes as a result oonclusions that will be reached regarding
the general discussion on modifications and cancations (see part 4.3 of the main document)

4.18 Changes in the fair value of the share-based paymemesulting from a modification or
cancellation reflects a change in the fair value ddervices expected to be received as from the
date the new balanced agreement takes place. Thihamge is taken into account in
recalculating the unit value of services expectedtbe received as from this date. Changes to
the initial agreement are applied prospectively owethe outstanding vesting period, if any,
otherwise immediately.

4.19 The fair value change taken into account in recaldating the unit value of services expected to
be received is measured by comparison - at the negvant date related to this agreement -
between the fair value of instruments granted accaling to the new agreement and the fair
value of instruments granted according to the initl agreement.

Rationale

4.20 The working group considered that a consistentcppias-based approach to representing services

received should be based on the agreement betweployer and employee. The initial balanced

agreement between employer and employee takes glabe grant date, as stated by Accounting
Principle n°6 (see appendix 1). However, this age@ may be modified subsequently and the
modification might be either advantageous or disatkgeous for the employee or result in a
cancellation with or without compensation. The actmg should therefore reflect the changes in
the agreement as and when they occur on a progpdadisis to recognize services received in
accordance with the new balanced agreement achiavdle new grant date. Moreover, the
accounting treatment should be symmetrical for athgeous and disadvantageous modifications,
as the accounting consequences of the new balagredment should be recognized the same way

whatever the difference with the old one is.
4.21 ltis therefore proposed that an entity should gacxe services received up until the occurrenca of

modification or a cancellation on the basis of théial agreement between employer and
employee. The entity would therefore recognizeabial number of units of service received up
until the date of modification or cancellation measl at grant date fair value per unit of service.

According to the services received approach, sules#gmodifications or cancellation would not

affect services already received as part of th@alragreement between employer and employee and

there should therefore be no adjustment to the menation expense initially recognized.

4.22 This absence of re-measurement of previously razedrservices received is also further justified
in case of equity-settled share-based paymentactioas, where the equity interests granted which

are the measurement basis for services receivaddshot be re-valued afterwards (Accounting
principle n°7 in appendix 1).

4.23 1t follows that changes to the initial agreemenll e applied prospectively over the outstanding

vesting period According to accounting principle 5 set out in apgig 1, “The asset or service

received is measured at the fair value of whaec®ived or of what is given up according to the
general principles applicable to exchange transasti If an entity modifies the value of the share-
based payment it implies that this modificatiorieets a change in the value of services expected to

be received as from the date the new balancedragreadakes place.

' omPTABES.
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4.24

4.25

4.26

4.27

4.28

4.29

The working group considered that the fair valuensfruments granted should be reassessed at the
date when a change to the initial agreement oct\rere, for example, the employer changes the
exercise price of an option, the effect on the vaiue of the instruments granted in comparison to
the fair value at the date of the modification loé instruments initially granted is considered to
reflect a change in the value of services receinexkchange as from the date of change. The effect
of this difference in value would be taken into @oat in recalculating the unit value of services
expected to be received. An illustration of howsttifference is taken into account is set out in
Appendix 5. Taking into account only the fair valcigange of the instruments at the date of the
modification is consistent with current approaciplegal in IFRS 2 to advantageous modification
and with Accounting principles 6 (use of the iditigrant date as reference for fair value
measurement in some circumstances as long asitia¢ agreement is maintained, use of the new
grant date as a reference for fair value measureagefrom its occurrence) and 7 (no further re-
measurement of equity interest already acquire@nnequity-settled share-based payments) as
described in Appendix 1. The working group consdeérat this approach should apply to both
advantageous and disadvantageous modificationsler to achieve a principles-based approach.

Comments

In those cases where the modification or cancehias beneficial to the employee this will resuilt i

an increase of remuneration expense to be recaymugzer the outstanding vesting period. As
illustrated in Appendix 5, the remuneration expettsbe recognized over the outstanding vesting
period will comprise a portion as calculated untter initial grant plus an increase due to the
beneficial modification or cancellation. It may beted that in some cases, a consequence of this
prospective imputation of value changes on servieesived may result in a sharp rise of the fair
value of these services compared to those recadjiietore the change. One may question such a
difference in the valuation of services which sabse remains globally the same. This is an effect
of the Accounting principles obliging to refer teetgrant date fair value in circumstances indicated
in part 1 of the Paper and prohibiting further reasurement of equity-settled share-based
payments.

The working group considered that it might also pgmessible that under certain exceptional

circumstances, such as in times of economic arghdial crisis, employees might be forced to
accepting changes which might be disadvantageaus.grinciples-based approach, the treatment
of disadvantageous modifications or cancellationsukl be symmetrical to that of beneficial

changes.

Disadvantageous modifications and cancellations ldvotesult in negative adjustments to
remuneration expense as illustrated in Appendiit 3night be possible for total remuneration
expense for a period to be negative (i.e. a creslif)sequent to a modification which is
disadvantageous for employees.

It is considered that such cases would be rareoamally employees would refuse cancellation or
disadvantageous modifications when granted shaeebpayments have a high fair value at the
time of the renegotiation (case A in appendix 3)isTmay rather occur when the fair value of the
granted instrument is so low that reducing or chingethem will not make a significant difference
(case B in appendix 5). In such cases, remunerakpense would be reduced but would generally
still have a positive value, as the reduction ofieady low current fair value would normally be
slight.

Nevertheless, were such a situation to arise, pppeopriateness of the accounting treatment may be
guestioned. One may consider that negative remtioeria not plausible. This could imply that the
method for representing remuneration may be ingp@ate at least in this case. It was observed
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that even where the employee accepts a signifidaog in remuneration as compared to the fair
value of the instrument at the date of modificatithe instrument still has a positive value and the
disadvantageous modification should therefore neé¢ gise to negative remuneration expense.
However, the approach that charges the fair vaha@ge prospectively from the date of the change
to services still to be received, while consistpnhciples underlying the “services received”
approach, cannot prevent in all cases situatioresevthe negative value of service received may be
perceived as apparent representational anomalreselkinds of situations also result from the use
of the grant date fair value as a reference iruonstances described in part 1 of the Paper and the
prohibition to re-measure equity-settled share-thgsgyments afterwards.

4.30 The working group considered if it might be necegstb adopt a “rule” to cover those
circumstances e.g. remuneration can never be hesszero and a flooring adjustment is therefore
necessary to correct negative remuneration. Howekierobjective of this project is to establish
principles-based accounting treatment for sharedamyment transactions in all circumstances
within the scope of IFRS 2 while not questioning tkference to the grant date fair value in some
circumstances. If we want to achieve this objectilegle respecting these conditions, we should
accept the perspective of having situations in ttapplication of the principles-based approach
together with reference to the grant date fair @aksult in negative expenses to be recognized.

4.31 It may be noted that the current provisions of IEFR&bliging to recognize as a minimum the initial
grant date fair value in case of cancellation sadvantageous modification also represent a “floor
rule”. As noted before, it is also inconsistenthmhe principles-based approach that the project
aims at developing. It is even more inconsistemigared to the “zero floor rule” than it may apply
in more circumstances.

4.32 The working group considered whether “negative neenation” might, in those rare circumstances
where it occurs, have some economic basis. It mightexample, be possible to assimilate all or a
part of modifications or cancellations to a repass or exchange of the instruments initially
granted (or equity interests acquired thereofofe#td by a new grant of instruments of a different
value. Where the agreement between employer andogegpis renegotiated to the employee’s
disadvantage in exceptional circumstances undechwtiie employee “makes a sacrifice”, there
would not necessarily be any direct relationshipveen the terms of the renegotiation and the
value of the employee’s services. The “profit” betentity on renegotiation is of an exceptional
nature and might be compared to the action of ditore(the employee) that is prepared to write off
a part of the debt of its debtor (the entity) ad pdan ongoing relationship. In such a perspegtiv
all or a part of the fair value change measuratie@modification or cancellation date would rather
be charged on repurchase or exchange of previguahted equity interests at a advantageous price
for the entity. However, there are still pendingesfions on how to justify and determine this part
and to recognize the related “profit” (in the inc®mstatement, as a financial profit, or directly in
equity as a transaction with owner of equity eletsaf the entity). Moreover, this interpretation
approach of disadvantageous modifications and datioes should also be applied to
advantageous ones in order to be principles-based.

4.33 Another aspect which might be considered is thareshased payments are often only one
component of a remuneration package such thatuctied in one component may be compensated
by an increase in another component. However stiisild not be presumed. The transfer between
the different elements of the remuneration paclshgelld de identified, which may not be easy.
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5 - Treatment of compensation payments in respdatancellation

Proposal

4.34 If the compensation is subject to a vesting conddn, it is recognized over the vesting period.
In this case the compensation remunerates expecteskrvices to be received after the
cancellation date. It is the basis for determining new fair value per Unit of service. However,
where no such vesting condition exists the compen&m does not remunerate expected future
services and therefore should be recognized immeddy.

4.35 Any difference arising between the amount of the copensation and the fair value of the
instruments granted at cancellation date is treate@s an adjustment (increment or decrement)
to remuneration expense, as in the general cases of difccation/cancellation described above.

Rationale

4.36 Where an employer cancels a share-based paymentepiployees may receive total or partial
compensation for the loss of benefits.

4.37 The working group considered that compensation payshwere in substance similar to a new
agreement between employer and employee and shwerefore be treated in the same way as a
cancellation replaced by a new agreement. Finalligh a situation could be considered as a
modification of the initial plan.

4.38 The compensation might be granted subject to amgesbndition, in which case it should be
recognized over the vesting period. In this cagectmpensation remunerates expected services to
be received after the cancellation date. It wowddhe basis for determining a new fair value per
Unit of service.

4.39 However, where no such vesting condition existscbrapensation does not appear to remunerate
expected future services and therefore recogndimuld be immediate.

4.40 The working group considered the payment of comgtems to be the same in substance as a
modification to the original agreement between ay@t and employee. Any difference arising
between the amount of the compensation and the viaime of the instruments granted at
cancellation date is treated as an adjustmentefment or decrement) to remuneration expense
under the original agreement in the period of chaiben. This approach is illustrated in Appendix
5. When there is a positive adjustment for thetgatbenefit resulting in a negative remuneration
charge in the period, this may appear countertintui The same discussion on negative value of
services received may occur as in the generalafasedification and cancellation.

Comments

4.41 An alternative approach would be to consider thgnmnt of compensation as a repurchase of the
instruments originally granted at their value ag¢ thate of cancellation. Any difference arising
between the amount of the compensation and the viaime of the instruments granted at
cancellation date is treated as a profit or lossepurchase which , in the case of a profit, is les
counter-intuitive than considering the adjustmenhegative remuneration.

4.42 IFRS 2 828 considers the payment of compensati@arapurchase of equity instruments that vest
immediately on cancellation. According to this asséd, the payment made to the employee should
be deducted from equity (which is not the accogntreatment currently applied in IFRS 2). There
is not clear evidence that a cancellation shouldnberpreted as an accelerated vesting of the

' omPTABES.
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4.43

4.44

4.45

4.46

4.47

4.48

instruments granted and their immediate repurchasealiscussed in part 3.4. Compensation may
however be interpreted as a repayment for accuedifadrtial rights to the instruments granted.

6 — Assessment of the Unit of Service proposal

Faithful representation of service received

This Unit of Service method arguably provides ahfai representation of services effectively
received by an entity, assuming that these serdaeseceived gradually. It seems compatible with
the main accounting objective to represent servieesived and with the definition of services
received on an accrual basis proportionally to phesence of the employee during the vesting
period.

Complexity

This method was not finally adopted by the Boandpfactical reasons (complex to apply) rather
than reasons of principle. These reasons includedifficulties of estimating the grant date fair
value of certain non-market performance conditiand the need to track individual employees
where all employees do not have identical rightdewra scheme. Tests on numerical examples
confirm that the Unit of Service method may be ctampas it requires tracking each employee
individually.

However, the modified grant date also includes soamplexity as it requires periodic revisions of
probability related to vesting conditions. And theed to track groups of employees that do not
have the same rights seems to be common charéicterdg both methods. Finally, it may be
envisaged that some non-market performance conditawuld be treated as vesting conditions
under a Unit of Service approach. The working graipvorking specifically on this issue (see
below).

Representation of service received related to perémce required

Another question is the appropriate representasiomerformance, which may necessitate revision

of the notion of services received. For examplegemghan employee is present at the vesting date
but a performance condition has not been met, la®ntity received the required services? The
IASB took the position in ED 2 that services hacerbeeceived and that the corresponding

expenditure should be recognized, although thistipaswas not shared by many commentators.

The current provisions of IFRS 2 therefore do dlovaperformance conditions to be considered as

vesting conditions independently from presence itmmdg.

A variant of the Unit of Service method separatieglisation of performance conditions which
have to be performed directly by the employee frihva grant date fair value might also be
considered. This implies that these performancelitions are under the control of the employee
and their achievement is representative of theeaelment of the service expected from the
employee. The distinction between these performammalitions and other conditions may be
difficult to assess.

Another question would be how to assess if andhhvextent these performance conditions are
met. By analogy with the definition of service aseived on an accrual and proportional basis, the
performance conditions could be considered asgtigrimet using a proportional measurement
method. However, it may be difficult to determin&@igh kind of measurement process could be
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applied. The ANC working group is analysing in pamte paper if and how some performance
conditions could be separated from the initial featue measurement at grant date and used as
vesting conditions.

Treatment of negative expenses

4.49 Finally, there is still a question on how to tré&at value differences arising from modifications o
cancellations especially if they result in negataraounts that would make the services received
after the change having a negative value. In acymies-based approach, one should accept the
result as it is, even if it seems counter-intuittoehave negative expenses in some (normally rare)
circumstances; this would be seen as the potaetalt of a principles-based approach developed
together with reference to the grant date fair @atuspecific cases. However, the working group
may explore other avenues:

» the first one would consist in imposing a “floort aero to the fair value of services
received, which would avoid the “abnormal” situatiof negative expense; however, this
provision would be rules-based and therefore waowldallow to achieve a principles-based
approach;

* the second one would be to keep the current pangsof IFRS 2 imposing a “floor” at the
initial grant date fair value; however this proeisiwould be as rules-based as the previous
one and would apply to more situations (even whadrsesquent amounts remain positive but
lower than the initial grant date fair value);

» the third one would consist in considering that albtof the change should be charged as
services expense; one part would be considereelsating from repurchase/replacement of
equity interest already potentially acquired by &yees in the course of the initial share-
based payment agreement; this part could be revedj@Epart from service expense (either
as financial profit and loss or as equity directlyjere are still questions on how to justify
the alternative qualification of part of the famlue change and on how to distinguish this
part.

0 It may be noted that most of the difficulties invdBping a principles-based approach come from
the reference to the grant date fair value usedhaoretically specific circumstances - but
concerning in fact the most usual cases of shaseebpayment transactions between employers and
employees.

0 For numerical examples of this approach refer RIR2 report presented to the NSS in Seoul in
April 2010.
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5.8

APPENDIX 5 : DESCRIPTION OF THE PAYMENT APPROACH

1 — General description of the Payment Approach

The objective of this method is to represent “smsipaid” ” i.e. services received in exchange for
effective share-based payment. In the case ofyegettled transactions payment takes the form of
instruments that effectively vest. Under this apyefoservices are only deemed to be received to the
extent that a payment is made.

The rationale for this approach is that:

» Under this view, the service received in a shasetgayment transaction corresponds to
the fulfilment of the vesting conditions. Where tineg conditions are only partially met,
then no services will be deemed to be receivedvi@er that may have been rendered in
expectation of payment are ignored if vesting doest ultimately take place. Under the
service approach set out in appendix 4. above, seishices would be recognized.

» Services received in exchange for most types ofuraration (salary, bonus etc) are
generally only recognized to the extent that a payns expected to take place. It would in
most cases be impracticable and entities are mptiresl to identify and recognize “free
services received” from employees considered tenbeddition to those covered by their
remuneration package. It would not therefore tedesistent to recognize services received
for share-payments that do not ultimately vest whsrsuch services would not be
recognized if the remuneration took the form ofaltbonus.

This approach is based on the existence of a bedaagreement between employer and employee.
The initial agreement is based on the terms of &xgh fixed at grant date but may subsequently be
modified or cancelled.

The initial agreement between employer and emplayegant date defines the conditions subject
to which remuneration will be granted to the empByn exchange for services received. Subject to
the fulfilment of the agreed conditions, the empleyherefore has a “right” to and the employer a
“liability” for remuneration. The amount recognizéat services received over the vesting period is
based on the expected outcome

Proposal
The fair value and the number of instruments expe@d to vest is determined at grant date.

The fair value does not include any elements that ay prevent payment occurring. All these
elements are included in the estimate of the numbeaf instruments expected to vest. They all
are considered as vesting conditions. Therefore, ¢ge vesting conditions include not only
service or non-market performance conditions, but Bo market conditions and other types of
conditions, if any, that may prevent effective payrant of the instruments granted.

Fair value corresponds to initial grant date fair value until a modification or a cancellation
oCCurs.

“Services paid” are measured at the grant date faivalue of instruments expected to vest.
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5.9 Expense is recognized on an accrual basis over thesting period on the basis of the number
of instruments expected to vest in order to represe services expected to be paid. The number
of instruments expected to vest is reviewed and agjted as necessary at each reporting date
depending on changes in estimates related to thefféirent payment conditions. Ultimately
expense is adjusted according to the actual numbef instruments that vest.

5.10 As a consequence, where an entity has provided faxpenditure for which the payment
conditions are not ultimately satisfied, the expenitlre will be reversed accordingly.

5.11 The fair value and/or the number of instruments exgcted to vest is revised on modification or
cancellation.

2 — Forfeitures

Proposal

5.12 When an employee leaves without completing the véasg period the number of instruments
expected to vest is adjusted and the accrued remuraion expense relating to that employee is
cancelled.

Rationale

5.13 The rationale for this treatment is that the entiaz not received the required service because the
employee has not satisfied the vesting conditidms 1§ consistent with a definition “all or nothing
of services expected to be received, the main anbstof the service consisting in fulfilling the
vesting conditions. This approach is similar to terent requirements of IFRS under which the
remuneration expense in case of forfeiture is eslvi® reflect the number of instruments expected
to vest.

3 — Modifications and cancellations

5.14 Modifications and cancellations are similar in dabhse and should therefore be accounted for in a
consistent manner.

Warning: the following paragraphs (in grey) are sulject to changes as a result of conclusions
that will be reached regarding the general discussn on modifications and cancellations (see
part 4.3 of the main document).

5.15 Modifications and cancellations are considered ¢orb-negotiations of the initial grant date
agreement between the employer and the employee.

Proposal

5.16 Changes in the initial agreement in the form of moiications or cancellations give rise to a
new grant date fair value and/or a new assessment the number of instruments to vest as
from the date of change;

Autorité des normes comptables page n°43/47



5.17

5.18

5.19

5.20

521

5.22

This new grant date fair value and/or new number ofinstruments to vest replace(s) those
previously recognised. We therefore describe thispproach as “cancel and replace”.

Under the payment approach remuneration expense isdjusted to reflect the expected
outcome.

The effect of the modification or cancellation is :

a. An adjustment to accrued expense already recognizedt the date of
modification or cancellation giving rise to a proft or loss on re-
negotiation

b. An adjustment to remuneration expense to be recogmeéd over the
outstanding vesting period on the basis of the neagreement.

Modification and cancellations might be regarded as

i. A transaction between employer and employee modifyg the
employee’s terms of remuneration

ii. A transaction between shareholders

Under view i. the resulting adjustment to remuneraion expense would be recognized
through profit or loss.

Under view ii. the resulting adjustment to remunerdion expense would be recognized
through equity

Although IFRS 2 currently ignores modifications disadvantageous for the employee , it is our
view that such modifications may also occur e.g. grtoyees might accept a reduction in
remuneration in a situation of crisis. In a principles-based approach we propose a consistent
accounting treatment for all modifications and canellations.

Rationale

In a “payment approach” service expense is onlggeized to the extent that instruments vest. It is
a “all or nothing” approach in terms of servicesaiged considering that the main substance of the
expected service is that the counterparts fully glete the vesting conditions. The new fair value of
instruments granted at the date of the cancellasromodification therefore applies to the whole
service expected in exchange, including the padadly rendered that cannot be considered as
separated. Therefore service expense is corretbdlly at each modification or cancellation date
to represent over the new vesting period — inclydire part of the previous one already passed if
the change can be considered as a modificatiom @x&sting plan - the cumulative fair value of
instruments expected to vest and is ultimately stdplito represent the fair value of the instruments
that actually vest.

Comments

5.23 This “cancel and replace” approach has been questibecause many members of the group

thought that the proposed approach does not regpguictice the Accounting principle n°7 in
Appendix 1 that prevent to re-measure equity-skthare-based payments transactions (more
specifically equity interest already potentiallygaged by employees in the course of the share-

06 Nowss
onrms
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5.24

5.25

based payment plan) which fair value has been mi@ted at the grant date (Accounting principle
n°6 in Appendix 1).

Therefore, the working group considered an altereaapproach by which the amount of the
payment is re-measured on modification or cangefiaiaking into account the original grant date
fair value and an incremental/decremental fair @ahdjustment at the date of modification or
cancellation. The increment or decrement is basethe fair value of the instrument at the date of
modification or cancellation. The fair value changetherefore measured the same way as it is
described for the Unit of Service method in parpgra.5. As a result, this approach gives the same
results for modification or cancellation as for theit of Service method illustrated in Appendix 5.
this alternative approach would be consistent wlitcounting Principles n°7 noted above.
However, it would result in equity instruments \aesbeing recognized partly at the initial grant
date fair value, partly at the modification/canagtin grant date fair value. Moreover, this applhoac
may result in negative value of vested instrumeatbe recognized in some cases, which may
appear counter-intuitive (as for service receivethe Unit of Service method).

In spite of the objections to the “cancel and replaapproach we consider that, for the reasons set
out below, it is the most appropriate approachrépresenting “services paid” when modifications
to or cancellation of the original agreement occur:

* If we analyse modifications and cancellations eseagotiations of the original agreement
between employer and employee it appears logicabtwider that the original agreement
has ceased to exist and is replaced by another:CHmeel and replace” approach therefore
reflects the nature of the transaction.

* The “payment approach” bases remuneration expamske expected outcome in all cases.
It is therefore consistent to recognize the neveagient that replaces the existing one since
it corresponds to the expected outcome.

* The objection that this approach does not respecbunting Principle 7 because it can lead
to a revaluation can be countered. It can be artjusdthere is not a revaluation but a new
valuation corresponding to a new contract.

* The “cancel and replace” approach is simple tolya@gmd the resulting information
relatively easy to understand as compared to teenaltive approach described above

Many members of the working group question the ist@iscy between a “payment” approach and
the reference to the grant date fair value. Thaktthat the objective of representing serviceslpai
would rather be achieved by using the vesting datiir value reference date.

Compensatiopayments in respect of cancellation

This compensation should be treated in the “caandl replace” approach - described above for
modifications as the first possible approach —naseédiate payment or payment subject to a new
vesting period (including the part of the previoose already passed if the change can be
considered as a modification of an existing plan).

It would be treated similarly to the incrementetetremented fair value (at the date of the change)
approach as for the Units of Service approachhéf alternative approach described above is
applied.

' omPTABES.
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4 — Assessment of the Payment Approach

0 The main advantages of the payment approach are:

The method is based on “vesting” which is an oledge triggering event. It appears less
subjective than an approach based on “servicesveztewhich may be difficult to
identify and measure.

It could be argued that information on serviceseneed which an entity pays for because
service and performance conditions are met is nretevant to users of financial

statements. Services received may be recognizeer uhd Unit of Service method even
though the agreed service and performance conditwa not met, on the grounds that
although the target has not been met a servicdilisdlesemed to have been received.
Arguably where targets are not met the existen@esarvice is more hypothetical.

However, it seems that there is a inconsistendyvden this approach representing
instruments vested (or services received in exahangnstruments effectively vested) and
the reference at the grant date fair value. In, foe base approach that consist in
cancelling and replacing instruments granted atddite of a modification/cancellation is

not consistent either with reference to the inigahnt date fair value nor with no re-

measurement rule of already potentially acquiradtgdnterests. The alternative approach
would better respect the reference to grant datevéue. However, it would result in a

heterogeneous measurement of instruments vestebsaof modification/cancellation, as

these instruments would be partly measured atitialifirst grant date fair value amount

and partly at the modification grant date fair \ealsome believe that reference to the
vesting date fair value would be more appropriatis approach.

This approach appears much simpler to apply thartnit of Service method.

The payment approach enables a more consistemtiraiarg treatment for equity and cash-
settled share-based payment transactions.

0  The main disadvantages of the payment approach are:

It is not compatible, in certain cases, with theleation of initial grant date fair valuation.
This is not however a discriminating characteristscit is also necessary to adapt initial
grant date fair value under the Unit of Service hodtin order to find a principles-based
treatment for modifications and cancellations.

The base approach that consists in cancelling @pldaing instruments granted at the date
of a modification/cancellation is not consisterther with the no re-measurement rule of
already potentially acquired equity interests. Bfternative approach would better respect
the reference to grant date fair value. Howeveratild result in inconsistent measurement
of instruments vested in case of modification/c#latien, as these instruments would be
partly measured at the initial first grant date failue amount and partly at the modification
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grant date fair value. Some believe that referdncthe vesting date fair value would be
more appropriate in this approach. Moreover, asedtaabove, if we consider that
modifications and cancellations are in substance=getiations that give rise to a new
agreement it may be argued that the “cancel andaepapproach is the most appropriate
representation of these transactions.

« As service expense is adjusted globally to reftbet instruments expected to vest, this
method may give rise to large fluctuations in tlesutt of any given period. This may
question the relevance of what this approach mayrgyoin interim reporting periods
included in the global vesting period. The applmatof this method gives different results
to the Unit of Service method. THEayment method requires the adjustment of cumulated
service expense to reflect the amount expecteagst Wnder the Units of Service method
service expense incurred is not corrected retrdsfede on the grounds that the services
were effectively received.

* The payment approach may not give a faithful regoretion of services received because it
assumes services are only received if service apefformance conditions are fully met. It
may be argued, for example, that where vestingitiond are partially but not fully met the
employer has nevertheless received a serviceebethircumstances it appears that the Unit
of Service method better represents the serviaved.

0 For numerical examples of this approach refer RIR2 report presented to the NSS in Seoul in
April 2010.
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