Section 3 : IFRS 2 “Share-based Payment” review pfect —April 2010

Report back- Summary and questions on related issge

1. Introduction

The objective of this Paper is to provide a brigsnary of the status of the project and the main
findings, as well as to raise questions on thecal issues that could be debated at this stage. |
intended to be read in conjunction with the mainjgut report.

2. Reminder of the background and objectives of thproject

Following requests for changes to and clarificagion IFRS 2, the IASB decided in 2008 to carry
out a review of the standard with a view to clanfythe underlying accounting principles. At the
National Standard Setters’ (NSS) meeting in MelbeuiApril 2008) the French national standard
setter, the ANC, agreed to take on the review ptoje

The IASB and the ANC agreed at a meeting on 14 algn2009 that the project should seek to
clarify rather than change the underlying pringpleo that IFRS 2 would provide consistent
principles-based requirements for representing eshased payment transactions. It was in
particular agreed that the following core princgplaf IFRS 2 would not be challenged within the
scope of the review project:

* An asset or a service is recognised by the entitgnnit 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 \dltlee equity instruments granted when the
entity cannot estimate reliably the fair valuelté goods or service received is the grant date
for the related equity instrumefts

» The asset or expense is measured based on altsrmadel.

Afterwards, the ANC working group drew up a dradt bf accounting principles and their related
assumptions. These principles were presented t&FRAG, the IASB and to the NSS at the NSS
meeting in Johannesburg on th® &nd §' of April 2009 where the above objectives were
confirmed. These principles are set out in Apperdof the main Report back paper.

At the NSS meeting in Frankfurt on th€ 8nd 9" of September 2009 the ANC presented:

* Two alternative accounting objectives that couldcbesidered for IFRS 2 with different
possible recognition and measurement approachdsding 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 paymlans for employees.

! This is the case for transactions with employeesathers providing similar services (IFRS 2, paapb 11) or
with parties other than employees in the rare caten the entity rebuts the presumption that tivevédue of
the goods or services received can be estimatedbise(IFRS 2, paragraph 13).



The ANC met members of the IASB Board and staf28rNovember 2009 to discuss issues raised
in the September 2009 Report Paper and possildetidins for the project. No final conclusions
were achieved on these issues. However, theremweenegative reactions to the Report Paper.

The ANC has also invited EFRAG to express opiniarttte issues raised in the September 2009
Report Paper to NSS. The Paper and related issass pvesented to the EFRAG TEG on 13
November 2009. EFRAG is currently consulting TEGwbers on these issues.

Although few comments have been received, the AN@king group has continued to work on the
project in particular in the following directions:

* Analysing the respective merits of the unit of gggvmethod and the modified grant date
method in appropriately representing servicesivede as well as the relative complexity of
their application;

* Developing a method that could represent servidestevely paid called the “payment
approach” in this paper

* Developing a proposal that aims at better represgeiservice received (or paid) in relation
to a performance required rather than a presenck{in-process).

3. Main findings and proposals — Questions on relatl issues
Accounting objectives

Although the stated objective of IFRS 2 is to reprg services received in exchange for share-
based payments, the concept of services receiveot iapplied consistently in the standard. In the
case of “forfeitures” the “modified grant date madh requires remuneration expense to be adjusted
according to the instruments expected to vest. Utide approach, services are only considered to
be received if they are “paid for”. On cancellatioha plan, “the modified grant date method”
requires immediate recognition of outstanding reenation expense as if the entity had received all
of the corresponding services. The required treatnoé cancellations would neither appear to
represent services received nor “paid for”. The ANG@king group concluded that the “modified
grant date method” does not enable a consistemégeptation of services received or paid for.
Moreover, it is unclear whether the aim of the dtad is to represent services received, irrespectiv
of whether they give rise to payment, or only sesireceived that give rise to payment.

ISSUE 1

(a) Do you agree that the modified grant date methograsented in IFRS 2 does not enable a
consistent representation of services receivediol ip exchange for share-based payments ?

(b) Do you agree that it is unclear what concept ofiises received IFRS 2 aims to represent
(services received irrespective of whether they gige to payment or only services that give
rise to payment), and that this point should befea ?

(c) In your view, which of the 2 concepts of serviceseived (paid for or not) seems more
appropriate as an accounting objective for repitasgshare-based payment transactions?

Please explain our answers to these three questions



Recognition and measurement approaches

The ANC is presenting two alternative proposalsatoend IFRS 2 depending on the global
objective assigned to the standard to portray sesvieceived or services effectively paid. These
proposals are based on the tentative conclusioniseoANC that the modified grant date method
does not allow an appropriate representation ovices received and does not appropriately
represent services effectively paid in some ciraamses. Therefore, the ANC currently considers
that:

* The “unit of service method” is the most approm@iatethod if the objective of IFRS 2 is
considered as to represent services receivedhara$ased payment transaction;

* The “payment approach” is the most appropriate oeetii the objective of IFRS 2 is
considered as to represent services effectively ipad share-based payment transaction.

The two methods provide different representatidrshare-based transactions.

The “unit of service method” represents remunenatexpense as actual periods of service
measured at grant date fair value irrespective leéthver those periods of service actually give rise
to a payment. Forfeitures, modifications and cdatiehs arising during the vesting period do not

affect previous periods of service as the servioeghose periods are considered to have been
received.

The “payment approach” represents remunerationresegoas the fair value of instruments expected
to vest. Forfeitures, modifications and cancellaioherefore lead to an adjustment of cumulative
remuneration expense. Fair value excludes vesbingitons which are taken into account in the
number of instruments expected to vest.

The ANC noted that the “unit of service method” Ih@en criticized for its complexity. The ANC
concluded from numerical examples (developed inefpix 4 of the main Report Back paper) that
the “unit of service method” is effectively complexapply, even though not for the same reasons
as those noted in the IFRS 2 BCs. However the AMG aoted that the “modified grant date
method” also raises application difficulties. Figathe ANC concluded that the “unit of service
method” is the method that more appropriately acsethe objective of representing services
received, even if it is complex.

ISSUE 2

(a) Do you agree that the “unit of service method” jnieg the most relevant representation of
services received in a share-based payment tramsadf not, why and what alternative would
you propose?

(b) Do you consider that the “unit of service methotibsld be applied if the objective is to
represent services received even it is complexr®tlfwhich alternative approach achieving this
objective would you propose? Do you consider thegt tprospective modified grant date
method” developed in part 5 of Appendix 4 of theim&eport back paper could be an
alternative in this respect?

(c) Do you agree that the “payment approach” provilesmost relevant representation of services
effectively paid in a share-based payment transa®tif not, why and what alternative would
you propose?



A consistent principles-based approach to accountgn for forfeitures, modifications and
cancellations

The accounting requirements of IFRS 2 in respectfasfeitures, plan modifications and
cancellations are neither consistent nor principiesed. As stated above, the requirements are
neither consistent with a “services received” ntseaxvices paid for” approach.

The accounting treatment in IFRS 2 is subject t® mhle that an entity shall recognise, as a
minimum, the services received measured at thet gtate fair value of the equity instruments

granted, unless those equity instruments do ndtbazsause of failure to satisfy a vesting condition

(other than a market condition) that was specif¢dyrant date. As a result of this rule, when

cancellations or modifications that are disadvaebag to the employees occur, an entity continues
to account for services received as if the canttetisor modification had not taken place. On the

other hand, if a modification is advantageous foe& employee then the fair value of services
received is increased as from the date of modifinatThe accounting for advantageous and
disadvantageous modifications in not therefore isbest with one another.

The ANC working group’s proposal is therefore tplaee this rule-based approach by a principles-
based approach based on the agreement betweenyemaia employee including a symmetrical
treatment of advantageous and disadvantageousioatidins.

The principles-based approach is declined difféyeactcording to whether the accounting objective
IS to represent services received or only senpeas for.

The approach is common in that it considers thelrgrant date agreement between employer and
employee as valid until a modification or a caret#hn occurs. From the date of the modification or
cancellation the proposal considers that therenisvaagreement and that this should be reflected in
the accounting.

Under the unit of service approach, forfeituresdifications and cancellations do not affect service
expense recognised prior to those events. In the aiforfeitures, no further expense is recognised
after the employees’ leaving date. In the case adifitation or cancellation, the difference in fair
value of instruments granted is determined by comgatheir fair value before and after the
modification or cancellation at the date of modition or cancellation and the value per unit of
service is then adjusted over the outstanding mggteriod.

Under the payment approach, remuneration expersasied on the expected number and value of
the instruments expected to vest. Where no instnisn&re expected to vest, because of forfeiture
or cancellation, remuneration expense previoustggrised is effectively cancelled. Modifications
give rise to an adjustment to the number and owevailf the instruments expected to vest and
remuneration expense is adjusted accordingly an free modification date. Two alternatives are
envisaged: a “cancel and replace” approach angamach that takes only the fair value difference
— measured as in the unit of service approaclo-antount.

ISSUE 3
Do you agree

(a) That it is necessary to change the rule that renatioe expense should represent as a minimum
the initial grant date fair value of instrumentsamped in order to obtain a principles-based
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1. Reminder of the background and objectives of thproject

IFRS 2 “Share-based Payment” was issued in FebrR@®¢ for application to annual periods
beginning on or after the'Uanuary 2005. Since that date IFRS 2 has beeadtubja considerable
number of requests for interpretation and amendmehich illustrate the complexity of the
Standard. Some of these requests have lead tgratations and amendmehtwhilst several
requests for interpretation have been rejectedheyRRIC.

Considering the number of requests for changesvestesome of which questioning the underlying
principles of IFRS 2, the IASB decided in 2008 &org out a review of IFRS 2 in order to clarify
the underlying accounting principles.

At the National Standard Setters’ (NSS) meetind/ielbourne (April 2008) the IASB asked if a
NSS would take on the IFRS 2 review project andRhench national standard setter, the ANC
agreed to do so.

The IASB and the ANC agreed on the objectives arape of the review at a meeting on 14
January 2009.

It was agreed that the aim of the project was to:
» Clarify rather than change the core principles.
» Ensure the consistency of these principles bothiwiFRS 2 and in relation to other IFRSs.

* Make the standard easier to understand and to.apply

It was in particular agreed that the following c@mnciples 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 transadtie@ 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 coyateties of the transaction are employees

» The asset or expense is measured based on altsrmadel.

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

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

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

e« Asecond amendment to IFRS 2 on Group Cash-se&thade-based Payment Transactions was issuedén Jun
2009; this amendment also incorporated in IFRSgthidance contained in IFRIC 8 and IFRIC 11.

3t will be the receipt date when the counterpartigthe transaction are others than employees.

Autorité des normes comptables page n°2



Following the meeting in January 2009, the ANC wiogkgroup drew up a draft list of accounting
principles and their related assumptions for pregem to the EFRAG, the IASB and to the NSS
on the & and 9" of April 2009.These principles are set out in Agie 1.

At the NSS meeting in Johannesburg on tAegd §' of April 2009 the following objectives were
confirmed:

* To redraft IFRS 2 to make the standard more priestpased without developing detailed
application guidance;

 To maintain the above-mentioned core principle® rdcognise 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 staddand with other standards when
redrafting IFRS 2.

At the NSS meeting in Frankfurt on th® 8nd 9" of September 2009 the ANC presented:

* Two alternative accounting objectives that couldcbesidered for IFRS 2 with different
possible recognition and measurement approachdsding 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 paymlans for employees.

NSS were invited to comment on the 7 identifiedoacting principles as well as on alternative

objectives and interpretations proposed in the Rdpaper, on the basis of 11 questions raised. It
was decided that the ANC would make an outline psapfor a revised principles-based version of
IFRS 2 at the NSS meeting in April 2010 taking iatttount comments received. Since then, only
one comment letter has been received, which weydrakthe limits and constraints defined for the

project.

The ANC also met members of the IASB Board and staf23 November 2009 to discuss issues
raised in the September 2009 Report Paper and bb@sdirections for the project. No final
conclusions were achieved at this stage on thesess However, there were no negative reactions
to the content of the Report Paper.

The ANC has also invited EFRAG to express opiniarttte issues raised in the September 2009
Report Paper to NSS. The Paper and related issass pvesented to the EFRAG TEG on 13
November 2009. EFRAG is currently consulting TEGwbers on these issues.

Although there were few comments received until ntve ANC working group has continued to
work on the project in particular in the followinliyections:

* Analysing the respective merits of the unit of gggvmethod and the modified grant date
method in appropriately representing servicesivedeas well as the relative complexity of
their application;

» Developing a method that could represent servi¢estarely paid called the “payment
approach” in this paper

» Developing a proposal that aims at better represgservice received (or paid) in relation
to a performance required rather than a presence.
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As a result of its analyses and work, the ANC isspnting two alternative proposals to amend
IFRS 2 depending on the global objective assigoetth¢ standard to portray services received or
services effectively paid. These proposals aredasethe tentative conclusions of the ANC that
the modified grant date method does not allow gir@piate representation of services received
and does not appropriately represent servicestaféd paid in some circumstances. Therefore, the
ANC currently considers that:

* The “unit of service method” is the most approm@iaiethod if the objective of IFRS 2 is
considered as to represent services receivedhara$ased payment transaction;

* The “payment approach” is the most appropriate otetli the objective of IFRS 2 is
considered as to represent services effectively iped share-based payment transaction.

These alternative proposals are also designediar to be consistent with:
* The 7 accounting principles previously identifisg€ Appendix 1);

* The core principles of recognising an asset or es@& when an asset or service is received
in exchange of a share-based payment transactmederring 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.

2. Possible approaches to recognition and measurente

2.1 — Two possible principles based approachestified

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) and the definition efvices received (see Appendix 3) previously
noted:

1. To represent assets acquired by or services recei/by the reporting entity as part
of a share-based payment transaction irrespectivenether there is an identifiable
payment made by the entity (or by a entity’'s shal@ddr or another entity of the

group).
2. To represent share-based paymentsiade by the reporting entity (or by an entity’s

shareholder or another entity of the group) irrefpe of whether there is an
identifiable service received by the entity.

It therefore appears that a clarification of thecamting objectives of IFRS 2 is necessary. This
guestion will be raised through a consultationndéiested constituents, including the NSS, EFRAG
and the IASB.
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In order to make IFRS 2 appear more principles diasee should make a clear choice between
these two objectives and approaches and develapatkprovisions of the standard consistently. In
particular, recognition and measurement principtd®uld reflect the chosen objective and
approach. As noted in Appendix 2 and 3, this inetudlarification of how the notion of service
received is understood.

The ANC tentatively considers that:

e 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.

2.2 - Shortcomings of the modified grant date methto represent either
services received or share-based payments effdgtimade

The current requirements of IFRS 2 are based omibaified grant date method which does not
reflect consistently either of the above objectives

Although IFRS 2 has the stated objective of recoggigoods or services received in a share-based
payment transaction (IFRS 2 BC 65 “...the primaryoaeting objective s to account for the goods
or services received...”), the modified grant datéhoe does not enable a consistent representation
of services received. For example, in the caseodkiture, when an employee does not fulfil
service or non-market performance conditions, reemation expense is adjusted to reflect the
number of instruments expected to vest. As a ragultices received that do not give rise to vesting
are effectively disregarded. For example, if an leyge worked for nearly three years and then left
the day before vesting date, under the modifieditgdate method remuneration expense would be
adjusted to cancel services received from this eyad, that were previously recognized as a
provision.

This accounting treatment may appear as aiminggeesent “payment” in the form of instruments
expected to vest (see numerical examples develompégpendix 4) to the extent that no market
conditions may prevent the effective payment andamtcellation or disadvantageous modification
occur. However, cancellation of share-based paymgmrtements by the employer does not result in
the recognition of services received before thecelation being cancelled (their recognition is
even accelerated), which does not appear consisiinthe payment approach. The same kind of
statement could be noted where disadvantageousfioatidins are concerned. Finally, if a market
condition included in the initial grant date faialue is not fulfilled, thereby preventing effective
payment, this is not reflected in the modified ¢grdate method. This method does not adjust the
initial fair value estimate in this respect, whismot consistent with the payment approach.

Moreover, still recognizing at least expenses basedthe initial grant date fair value when
modifications or cancellations occur may appeaomscstent with a core principle of IFRS 2 that an
entity shall recognize services received (or paid)a share-based payment transaction in
consideration of the economic rationale of the excfe (see Accounting principle 1 in appendix 1).
The application of this principle also implies thtats balanced exchange remains over time in
accordance with provisions fixed at the initial grdate (see Accounting principle 6 in appendix 1).
Any change in this initial economic rationale oé tbéxchange should be taken into account in order
to respect these two principles, which the curpovisions of IFRS 2 do not where cancellations
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and disadvantageous modifications are concerneslidh a respect, the current provisions of IFRS
2 are not consistent with both services receivetpayments effectively made.

The measurement principle applied to cash-settlealesbased payment transactions appears
consistent with the objective of representing paghrather than the value of services received,
especially as no distinction between the measureofeservices received and fair value changes of
the liability due to changes in the fair value loé tequity instrument used as an index is required.
The working group previously proposed to requirehsa distinction in a cash-settled share-based
payment transaction.

2.3 — Mixed views on which direction to take: batpproaches to be explored

The working group did not reach a consensus ashtohwof the above accounting objectives is the
more appropriate. Whilst many of the working grengmbers support the objective of representing
services received irrespective of whether theranisdentifiable payment, which seems also to be
the objective highlighted in the IFRS 2 BCs, it wasted after consulting informally European
constituents that a certain number of the lattgapsued the objective of representing payment
irrespective of whether there is an identifiablevee. Official consultation with NSS and
constituents, as well as discussion with the IASR|, not enable a preferred approach to be
identified.

As a result, the working group decided that botthefabove-mentioned objectives required further
consideration and that appropriate recognition en@hsurement approaches should be analysed
with a view to representing both “services receivatt “services paid”.

The working group therefore decided to present propsals for:

(a) The “units of service” method considered as the mosappropriate for representing
“services received”.

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

3 — General discussion on modifications and cancations

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 Vvaluthe employee are in substance equivalent. A
modification resulting in decreased employee bémelind a cancellation replaced by a new plan
with decreased benefits are also similar in sulosta\ straightforward cancellation without
compensation could be considered as a particullssdvantageous modification.

Therefore, the accounting treatment of modificati@md cancellations should be consistent with
one another, whatever the circumstances are (aatyeoiis or disadvantageous modifications,
cancellations with or without compensations).

Autorité des normes comptables page n°6



3.1 - Discussion on current requirements of IFRSr2respect of cancellations

According to the IASB, it would be difficult for aamployer to reduce or cancel employee benefits
without granting equivalent compensation or implatmgy a replacement plan (BC 233). Based on
this argument IFRS 2 requires, when a plan is det;ehe immediate recognition of remuneration

expense that would otherwise have been recognizedtioe remainder of the vesting period.

However, and particularly in times of financial aadonomic crisis as currently experienced it
seems difficult to deny the possibility that emmeybenefits under a plan might be decreased or
eliminated without equivalent compensation.

Moreover, it appears difficult to establish a phobes-based basis for continuing to recognize
expense for services received as if the agreenewnelen employer and employee continued when
that agreement has been replaced or cancelledwittideast checking if equivalent compensation
is granted. This is all the more difficult that ogoition of expense for services received was
initially justified by the existence of an agreemertluding a share-based payment.

It would therefore be preferable and a more priesibased approach to analyse if an equivalent
(or not equivalent) compensation or replacemenbleas granted when a cancellation occurs rather
than presuming it. Then, an appropriate accourntiegtment should be applied to the identified
compensation.

3.2 - Discussion on current requirements of IFRSr2respect of
modifications

The ANC working group considers that the curreroaanting 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 require a symmetrical ireat for modifications that give rise to a
decrease in the fair value of the instrument gchnide working group found no principles-based
justification for this position. It is stated in BCthat an entity should not be able to avoid
recognizing at least the agreed grant date faurevaf remuneration.

As for cancellation, this accounting treatment edadvantageous modification does not seem
consistent with the reasoning underlying Accoun®mgpciples n°1 (see Appendix 1) that considers

there should be a balanced exchange of considertttad justify the recognition of the expenses.

Therefore, changes in the terms of the agreemantdétermine the balanced exchange should be
taken into account where recognition of the expgmseoncerned.

4. Objective to represent services received: the lita of service method

4.1 — 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 receivesl niethod was finally abandoned by the IASB
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after comments received on ED 2 because it wasMlito 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 oredsat 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 therefaeided to adapt the Unit of Service method to
enable a consistent principles based representatidarfeitures, modifications and cancellations.

4.2 — General description of the Unit of Service tined
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.

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.
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4.3 — Treatment of forfeitures using the Unit of &&ce Method

Proposal

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

Rationale and comments

The number of units of service actually receivedh®s 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 enstyonsidered 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 requirdsef IFRS 2 under which the remuneration
expense in case of forfeiture is revised to refleetnumber of instruments expected to vest. Under
current requirements, where an employee leavesdeésting date, the service expense recognized
prior to the employee leaving is cancelled. Theranir requirements of IFRS 2 with respect to
forfeitures could therefore be said to reflect gpraach based on “services paid” rather than
“services received”.

4.5 — A principles-based approach to modificaticesd cancellations 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.

Changes in the fair value of the share-based paymemesulting from a modification or
cancellation reflects a change in the fair value afervices expected to be received as from the
date the new balanced agreement takes place. Thidamge 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.

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 inital agreement.
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Rationale

The working group considered that a consistentcppias-based approach to representing services
received should be based on the agreement betwegloyer and employee. The initial balanced
agreement between employer and employee takes ailabe grant date, as stated by Accounting
Principle n°6 (see appendix 1). However, this agesg 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 artmg should therefore reflect the changes in
the agreement as and when they occur on a progpdudisis 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.

It is therefore proposed that an entity should gecze services received up until the occurrence of
modification or a cancellation on the basis of théial agreement between employer and
employee. The entity would therefore recognizeabtiial number of units of service received up
until the date of modification or cancellation maasl at grant date fair value per unit of service.
According to the services received approach, suesggmnodifications or cancellation would not
affect services already received as part of thaalragreement between employer and employee and
there should therefore be no adjustment to the menation expense initially recognized.

This absence of re-measurement of previously razedrservices received is also further justified

in case of equity-settled share-based paymentactinas, where the equity interests granted which
are the measurement basis for services receivaadsiot be re-valued afterwards (Accounting

principle n°7 in appendix 1).

It follows that changes to the initial agreemenll Wwe 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 whaeceived 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 balancedragredakes place.

The working group considered that the fair valuensfruments granted should be reassessed at the
date when a change to the initial agreement octhere, for example, the employer changes the
exercise price of an option, the effect on the Yaiue 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 receinezkchange as from the date of change. The effect
of this difference in value would be taken into @aat 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 measureasefrom 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 consderat this approach should apply to both
advantageous and disadvantageous modificationsler to achieve a principles-based approach.
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Comments

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

an increase of remuneration expense to be recayruzer the outstanding vesting period. As
illustrated in Appendix 5, the remuneration expettssbe recognized over the outstanding vesting
period will comprise a portion as calculated unttex 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 recayietore the change. One may question such a
difference in the valuation of services which sahst 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 gmessible that under certain exceptional

circumstances, such as in times of economic arehdial crisis, employees might be forced to
accepting changes which might be disadvantageaus.principles-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 Appenditt $night be possible for total remuneration
expense for a period to be negative (i.e. a creslifysequent to a modification which is
disadvantageous for employees.

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

Nevertheless, were such a situation to arise, ppeoriateness of the accounting treatment may be
questioned. One may consider that negative remtimeria not plausible. This could imply that the
method for representing remuneration may be ingpf@ate at least in this case. It was observed
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 consistpninciples underlying the “services received”
approach, cannot prevent in all cases situatioresevthe negative value of service received may be
perceived as apparent representational anomalreseTtkinds 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-thgsgments afterwards.

The working group considered if it might be necegstw adopt a “rule” to cover those
circumstances e.g. remuneration can never behasszero and a flooring adjustment is therefore
necessary to correct negative remuneration. Howekierobjective of this project is to establish
principles-based accounting treatment for sharedgmyment transactions in all circumstances
within the scope of IFRS 2 while not questioning tieference to the grant date fair value in some
circumstances. If we want to achieve this objectgle 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.
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It may be noted that the current provisions of IFR&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 inconsistenthnvibe principles-based approach that the project
aims at developing. It is even more inconsistemigared to the “zero floor rule” than it may apply
iIn more circumstances.

The working group considered whether “negative neenation” might, in those rare circumstances
where it occurs, have some economic basis. It mighiexample, be possible to assimilate all or a
part of modifications or cancellations to a repasd or exchange of the instruments initially
granted (or equity interests acquired thereofofe#d 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) ag pdan ongoing relationship. In such a perspegtiv
all or a part of the fair value change measurdti@imodification 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 eletsai the entity). Moreover, this interpretation
approach of disadvantageous modifications and datioes should also be applied to
advantageous ones in order to be principles-based.

Another aspect which might be considered is thatreshased payments are often only one
component of a remuneration package such thatuetied in one component may be compensated
by an increase in another component. However stinigild not be presumed. The transfer between
the different elements of the remuneration paclshgelld de identified, which may not be easy.

4.6 - Treatment of compensation payments in respdatancellation

Proposal

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 compernsm does not remunerate expected future
services and therefore should be recognized immediedy.

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

Rationale

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

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

The compensation might be granted subject to angesbondition, 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 wowddthee basis for determining a new fair value per
Unit of service.

However, where no such vesting condition existsabr@pensation does not appear to remunerate
expected future services and therefore recogn#imuld be immediate.

The working group considered the payment of comgems to be the same in substance as a
modification to the original agreement between @y@t and employee. Any difference arising
between the amount of the compensation and the Vviaime of the instruments granted at
cancellation date is treated as an adjustmentegment 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 countertintii The same discussion on negative value of
services received may occur as in the generalafasedification and cancellation.

Comments

An alternative approach would be to consider thgnent 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 Vviaime 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 adjustmenth@gative remuneration.

IFRS 2 828 considers the payment of compensati@rapurchase of equity instruments that vest
immediately on cancellation. According to this as&, the payment made to the employee should
be deducted from equity (which is not the accogntreatment currently applied in IFRS 2). There
iIs not clear evidence that a cancellation shouldnberpreted as an accelerated vesting of the
instruments granted and their immediate repurchasaliscussed in part 3.4. Compensation may
however be interpreted as a repayment for accuedifadrtial rights to the instruments granted.

4.7 — 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 seraceseceived 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 Boandpfiactical 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 rightdemra scheme. Tests on numerical examples
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confirm that the Unit of Service method may be ctaxpas 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 charéicerg 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 performance required

Another question is the appropriate representasiomerformance, which may necessitate revision

of the notion of services received. For examplegnghan employee is present at the vesting date
but a performance condition has not been met, ia®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 dlovwaperformance 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
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

Finally, there is still a question on how to tréat 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 acyplies-based approach, one should accept the
result as it is, even if it seems counter-intuitisehave negative expenses in some (normally rare)
circumstances; this would be seen as the potamsait 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 wowldallow 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
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one and would apply to more situations (even wharssquent 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 considereelsaiing from repurchase/replacement of
equity interest already potentially acquired by &gees 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 diregtiyjere are still questions on how to justify
the alternative qualification of part of the famlue change and on how to distinguish this
part.

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.

5. Objective to represent services paid: the paymeéapproach

5.1 — General description of the Payment Approach

The objective of this method is to represent “sasi paid” in the form of instruments that
effectively vest. Under this approach servicesary deemed to be received to the extent that a
payment is made.

This approach is based on the existence of an mgrgebetween employer and employee. The
initial agreement is based on the terms of exchdixgel at grant date but may subsequently be
modified or cancelled.

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 the instruments to be
effectively paid. All these elements are includedithe estimate of the number of instruments
expected to vest. They all are considered as vegirconditions. Therefore, these vesting
conditions include not only presence or non-markeperformance conditions, but also market
conditions and other types of conditions, if any,itat may prevent effective payment 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.

Expense is recognized on an accrual basis over tkiesting 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 adjted 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.
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As a consequence, where an entity has provided faxpenditure for which the payment
conditions are not ultimately satisfied, the expenitlre will be reversed accordingly.

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

5.2 — Forfeitures

Proposal

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

Rationale

The rationale for this treatment is that the entiég 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 theerent requirements of IFRS under which the
remuneration expense in case of forfeiture is eslvi® reflect the number of instruments expected
to vest.

5.3 — Modifications and cancellations

The treatment of modifications and cancellationfiustrated in Appendix 6.

Proposal

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;

This new grant date fair value and/or new number ofinstruments to vest replace(s) those
previously recognised.

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 fullyete 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 — inclgdirve 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.
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Comments

This “cancel and replace” approach has been questidbecause many members of the group
thought that the proposed approach does not regpguoictice the Accounting principle n°7 in
Appendix 1 that prevent to re-measure equity-sktbare-based payments transactions (more
specifically equity interest already potentiallygaged by employees in the course of the share-
based payment plan) which fair value has been m@ted at the grant date (Accounting principle
n°6 in Appendix 1).

Therefore, the working group considered an altereahpproach 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 parpgrd.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 wltcounting Principles n°7 noted above.
However, it would result in equity instruments \&esbeing recognized partly at the initial grant
date fair value, partly at the modification/canagtin grant date fair value. Moreover, this apphoac
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).

Many members of the working group question the sbeiscy 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 datiair value reference date.

Compensation payments in respect of cancellation

This compensation should be treated in the “caanel replace” approach - described above for
modifications as the first possible approach -namediate payment or payment subject to a new
vesting period (including the part of the previooise 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.

5.4 — Assessment of the Payment Approach

The method is based on “vesting” which is an olkeaestriggering event. It appears less subjective
than an approach based on “services received” wimal be difficult to identify and measure.
However, it seems that there is a inconsistencwdxt this approach representing instruments
vested (or services received in exchange of insgniseffectively vested) and the reference at the
grant date fair value. In fact, the base approbhahdonsist in cancelling and replacing instruments
granted at the date of a modification/cancellatgonot consistent either with reference to thaahit
grant date fair value nor with no re-measuremem¢ f already potentially acquired equity
interests. The alternative approach would bettspeet the reference to grant date fair value.
However, it would result in a heterogeneous measen¢ of instruments vested in case of
modification/cancellation, as these instruments ldidae partly measured at the initial first grant
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date fair value amount and partly at the modifaatgrant date fair value. Some believe that
reference to the vesting date fair value would loeenappropriate in this approach.

In term of complexity, this method appears muchpsemto apply than the Unit of Service one.

However, as service expense is adjusted globalkeflect the instruments expected to vest, this
method may give rise to large fluctuations in tesult of any given period. This may question the
relevance of what this approach may portray inrimeeporting periods included in the global
vesting period.

The application of this method gives different testo the Unit of Service method (see Appendix 5
and Appendix 6). Th&ayment method requires the adjustment of cumulséedce expense to
reflect the amount expected to vest. Under thedUfitService method service expense incurred is
not corrected retrospectively on the grounds thatservices were effectively received.

The Payment approach is close to the modified gratg method subject to:
» The grant date fair value not including marketdtirer currently non-vesting) conditions
» The difference in treatment of modifications andalations

To the extent that the payment approach is closethé¢ existing requirements of IFRS 2
(modified grant date method) it could be presemte@dn improvement to the existing approach
rather than a replacement of the existing approach.
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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 paymeritss
an asset or expenditure respectively

General case

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

Soecific case

However, some services cannot be clearly identifiluis 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 shaedbasyment it receives corresponding
consideration irrespective of whether that consitien can be clearly identified. This assumption
applies to services received from employees in @&xgé for share-based payments.

Rationale

As stated in IFRS 2 BC 37, the entity’'s directorsuld be in breach of their fiduciary duties to the
shareholders if employees provided nothing in retiar a share-based payment. It would be
rational to consider as a general economic priadipht where consideration is given an equivalent
amount of consideration will be received in excharifan employer offers a share-based payment
to his employees (with the agreement or prelimirarthorization of the shareholders) in addition
to the rest of their remuneration package, this mmgan that this additional remuneration is
necessary to obtain the employees’ agreement tdder@n additional servieThe fact that this
additional service (or this part of the usual werkee footnote 3) cannot be clearly identified or
differentiated does not necessarily mean thatendce does not exist.

Accounting principle 2

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

® This analysis will not challenge the statement #heare-based payments should be considered agpeanse of
the issuing entity. This basic assumption, which l@en extensively discussed when IFRS 2 waslipitia
elaborated, forms part of the frame of referencehefproject.

® Sometimes, especially in start-up entities, ttaretbased payment is part of the normal remunergéckage
of the employees and will pay a part of their usuaik.
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An asset or an expense shall be recognized eventhé 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 ewfitthe 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 ifgl@yees recognizes an equity-settled share-based
payment transaction. The shareholder or entityhef game group which settles the share-based
payment transaction recognizes it as an equitjesethare-based payment transaction if it is skttle
in their own equity instruments. Otherwise, thegognise it as a cash-settled share-based payment
transaction.

Rationale

The ANC working group has not identified reasonguestion this accounting treatment which has
been clarified by the June 2009 amendment to IFRSh2re are merits in applying consistent

accounting treatment in the separate financialestahts of the entity receiving the goods or

services as well as of the entity settling the atmrsed payment, and in the consolidated financial
statements of the group.

Accounting principle 3

The asset is recognized when received and an experns 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 wiien
asset is received or the period over which theiseris received. This date or period will be
considered as the date or period of recognition.

Soecific case
When, as for most services received from employé®s,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

Rationale

When a service cannot be readily identified, ardefore the date when, or period over which, it is
received cannot be directly determined, the moabive way to approximate this date or period is
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to refer to the terms of the contract. Therefdréhe terms of the contract include a vesting pkrio
it may be assumed that the services are requirkd ppovided during this period.

In IFRS 2 BC 201, it is noted that some argued seavices may have been provided before the
vesting period, whereas other argued that servitag continue to be provided after the vesting
period.

If share-based payments are provided for past cegyithey should logically be granted
immediately, i.e. without a vesting period. The@atting treatment of such share-based payment is
immediate recognition of the expense. This seentsetthe adequate accounting treatment as the
related services were provided before the graneé datd if the payment is immediate and
unconditional. When a vesting period is requiredtfee granting of all or part of the share-based
payment, it may be assumed that the related senhe@e not yet been provided. Otherwise,
granting share-based payment without a vestingpgdn exchange for a service that has not yet
been provided would put the entity into a situatimere it bears the expense whatever
subsequently happens. Therefore, it would be apiatepto recognise the expense immediately in
this case. As concluded in IFRS 2 BC 202, it mgyeap reasonable to consider that presuming the
services are received during the vesting periodnyf, is a good approximation when these services
cannot be readily identified or distinguished.

After completion of the vesting period, employeasnmg equity instruments of the entity may
have an interest in acting in order to enhancdaiesalue of the entity’s equity instruments. They
also may develop some strategy related to theie@ations of subsequent fair value changes of
their equity instruments, depending on the exerc®litions. This may result in these employees
providing additional services to the entity in socases. However, the existence and value of these
services would depend on circumstances that noelohgve a close relationship with the initial
agreement achieved at the grant date.

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.
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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.

Rationale

As mentioned above, IFRS 2 BC 107 highlighted thatome cases the number of share options to
which employees are entitled may vary dependingexample, on whether, and to the extent that,
a particular performance target is exceeded. Appglyhe definition of equity in IAS 32, which
requires the number of equity instruments to baedson settlement to be fixed, would in such
cases result in considering the share-based payaserdsh-settled and therefore in re-measuring it
after the grant date. The Board considered thah suce-measurement should be avoided and
therefore that the definition of equity in IAS 32os1ld not be applied to IFRS 2.

The ANC working group acknowledges that some catdgranclude provisions that may make the
number of equity instruments granted to employesy depending on a particular performance
target being exceeded. However, it may be noted tthia does not mean that, for a given
performance achieved, the number of equity instnismgranted is variable. It may be considered
that, in such cases, there are a fixed number oityeqnstruments granted for each element of
service or performance performed. For exampleQifefjuity instruments are granted if a certain
level of performance is achieved and 5 more ifghér level of performance is achieved, one may
consider that the number of equity instruments wns fixed for each required level of
performance: 10 for the first one, 5 more for teeand one (achieving the second one means that
the first one has already been achieved and thHest@quity instruments have already vested). The
ANC working group has not yet identified a contradtere the number of equity instruments
granted may vary for a given service or level af@enance.

Therefore, it could be considered that there isnconsistency between the definition of equity in
IAS 32, including the requirement that the numbleeguity instruments to be issued on settlement
should be fixed, to be applied in IFRS 2 and theoanting principle that equity instruments
granted should not be re-measured subsequenthyiagphe definition of IAS 32 would therefore
create no undesirable consequence in this resphde achieving a consistent approach between
IFRS 2 and IAS 32.

It may also be noted that it would be easier tolément the expected new definition of equity and
debt in the future when the current provisions BR$ are consistent on this point in all the
standards.

Concerning the fact that IFRS 2 focuses on the uteagent of the service instead of the financial

instrument, it may be noted that recognition of tbenterpart of the services (or goods) as equity
or debt is a question of classification, not measwent, and can be solved independently from the
recognition of the service.

Accounting principle 5

The asset or service received is measured at tharfaalue 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
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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).

Soecific 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 oeago question this accounting treatment.

Rationale

The ANC working group has analysed if the generaigples relating to exchange transactions
were applied in IFRS 2 (in particular in BC 61 t8) @onsistently with the way they have been
applied in other IFRSs. Therefore, the relevantuiregnents of IAS 16Property, Plant and
Equipment which are amongst the most detailed in IFRSs rgetout the general principles
applicable to exchange transactions have beenlglesamined.

IAS 16 paragraph 23 requires that, when an asseemice is received in exchange for a fixed
amount of cash at the recognition date, the fixedunt of cash is assumed to represent the cost of
the consideration received. This is consistent i statement in IFRS 2 considering that, for
cash-settled share-based payment transactionsgabes or services received and the liability
incurred are measured at the fair value of thaliigbwhich — at the receipt date — represents the
cost of the consideration received.

For payments of a non-monetary nature, IAS 16 papg26 states that the fair value of the asset
given up is used to measure the asset or serviegvesl unless the fair value of the latter is more
reliable. This is consistent with the statemenfHRS 2 considering that, in general cases where an
equity-settled share-based payment is made, tliy shall measure the goods or services received
directly at the fair value of the goods or servioaseived (unless that fair value cannot be eséichat
reliably), as the measurement of this fair valuassumed to be more reliable than the measurement
of the fair value of the equity instruments givem iMoreover, some may argue that the equity
instruments given up are not assets by naturegridyta difference between the total assets andl tota
liabilities of an entity.

However, in the specific case of an equity-setidbadre-based payment made in exchange for
services received from employees, the fair valu¢hefequity instruments given up may appear
more reliable than that of services received sthedatter are difficult or impossible to identéyd
measure directly. Therefore the fair value of thaity instruments given up is used to measure the
transaction. This is consistent with paragraph RBRA8 16 that requires using the fair value of the
asset given up when the fair value of the asseived is not more reliable.

As a conclusion, it seems that the applicationhaf ¢eneral principles applicable to exchange
transactions in IAS 16 and IFRS 2 are consistetit ame another.

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

Soecific 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 ddte”

Rationale

The fair value at “grant date” is considered as réfference for measuring the transaction at the
exchange date on the grounds that it is the datehi@mh the two parties agree on the terms of the
exchange. As explained in IFRS 2 BC 96, the falueaat “grant date” represents the balanced
value on which the parties agreed to exchange derations.

It may be argued that the “grant date” is not tla¢ed(or period) when the considerations are
effectively exchanged. The *“service date” or vegtiperiod could be considered as more
representative of when the exchange effectivelgtgitace. However, there may be concerns about
whether the subsequent changes in fair value oflthee-based payment granted are representative
of the value on which parties to the contract agjieeexchange considerations. As noted by the
Board in IFRS 2 BC 95 and 104, it is unlikely tlsatbsequent changes in the fair value of the
instrument to be issued could be considered adyhagirrelated with changes in the fair value of
services received. It is for this reason that mesamant at “service date” i.e. re-measurement during
the vesting period is not considered appropriate.

It may be also noted that once the terms of thdraonare fixed at “grant date”, they are not
changed afterwards whatever changes in the failevail the instruments granted are, which may be
understood as the parties still agreeing on thiairterms of the contract, unless the contract is
subsequently modified or cancelled. Effects of rficdiions or cancellations will be analysed
further specifically. Therefore, in the absencemaddification or cancellation of the contract, the
fair value at “grant date” may be considered a®adgsurrogate measure of the fair value of the
services received.

It is at “vesting date” that the employee becomastled to receive the equity instruments. It may
therefore seem appropriate to measure the transaatithat date. However, services are received
from the employee over a period of time and not#jeelly - and certainly not entirely only - at
the vesting date. Therefore, mirroring equity iagts are also granted over a period of time, as

" 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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noted by the Board in IFRS 2 BC 101. Measuringeheguity interests at “vesting date” would be
contrary to the principle of not revaluing equitgiruments (IFRS 2 BC 103).

An employee finally exercises his rights to remaien at “exercise date”. However, the “exercise
date” occurs after the exchange date or period lwisicomplete on vesting. Moreover, “exercise
date” measurement would also require re-measureofi¢né equity instruments.

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.

General case

For cash-settled transactions, where the referiémaeis 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.

Rationale

The general accounting principles in the IFRS fran& is that a liability is re-measured to reflect
the current related obligation to pay cash in titark if this obligation changes in accordance with
some index (in this case the fair value of equiistnuments), whereas equity instruments are not
subsequently re-measured.

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 gaate approach to measurement of equity-settled
share-based transactions, changes in the fair dlaeliability 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 fshesettled 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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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 otheh¢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 toactfor 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 followarspects:

« 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 thegraty(through the kind of approach chosen in
terms of measurement method determined at “grat&’)lalthough 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 valuaggsaof 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 cHederetrospectively (their recognition is even
accelerated), which does not appear consistent t&hpayment approach. Moreover, it is a core
principle of IFRS 2 that an entity shall recogngmrvices 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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APPENDIX 3 : DEFINITION OF THE NOTION OF SERVICES
RECEIVED

(extract from the Report Back Paper presentedeafthnkfurt NSS meeting in September 2009)

When applying the objective of representing sewvigxeived 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 oloye of representing payment of share-
based payment transactions.

3. Services received are an additional element naasn the sole presence of the employee
during or at the end of a vesting period. This serwould 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 defimtiwould 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 employersadh 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 cafet@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 vggtieriod. On the contrary, a breach at the
initiative of the employer could justify not cafioggy 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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APPENDIX 4 : COMPARISON OF MEASUREMENT APPROACHES
ILLUSTRATED BY NUMERICAL EXAMPLES

1. General conclusions drawn from the examples setit below

Objective of this note

The purpose of this note is to draw a comparisdwdsen the results of applying the « modified
grant date » (MGD) and « Unit of Service » (UoS)moes using examples in the IG of IFRS 2 as
well as additional versions of theses exampless&lmmparative examples set out to determine,
with respect to the representation of servicesivedewhich of these methods:

* Leads to a more relevant accounting presentation;

* Is simpler to apply.

Moreover, another method, called « Payment » (P}hia note, is described with a view to
representing payments actually made in the forraqoiity instruments. It is applied in each of the
cases described for the other methods in orddiutdrate the accounting consequences

Conclusions

In terms of complexitythe MGD method seems simpler to apply than th& bethod, even if it
requires a re-estimation of the probability of wegtconditions being realised for interim periods,
which is not necessary for the UoS method. On therdhand, the UoS method requires individual
tracking of the realisation of vesting conditionsdmployees which can be complex to implement.
However, contrary to the arguments set out in tli@ (Bseparate tracking of employees with
different remuneration packages and the requirenb@nte-estimate the probability of vesting
conditions being realised for the UoS method) thelsaracteristics are not specific to the UoS
method as the same difficulties have to be resoeeh applying the MGD method.

The method “P” is equivalent to the MGD method #retefore of the same degree of complexity.

In terms of relevance of the information providdte MGD method is close to the representation of
« services paid » (but different to the method Rm&lthere are payment conditions which are not
considered as vesting conditions). « Services vedeb are better represented by the UoS method
although they could be approached by a « prospestMGD method as presented in part 5.

Likewise, the extent of the potential volatility amounts recognized in interim periods raises the
question of the relevance of the MGD approach.

The method « P » represents « services paid » ligirfmiup a provision which may be reversed
and released if the payment does not eventually pédce.
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2. 1G Example 1 (example in which only service coritibns are required)

Conclusions drawn from IG Example 1(see followingimerical examples):

Complexity

The application of the UoS method is more compiethat it entails tracking the leaving dates of
individual employees( on a day to day basis ?) edeifor the MGD and P methods it is sufficient
to monitor the total number of employees (with shene vesting conditions) at any given date.

However, the argument relating to the complexitytratking individual employees entitled to a
variable number of instruments according to théustaf each employee(BC 214) seems common
to all of the methods, as it will have to carried m all cases.

Conversely, the estimated forfeiture rate incluolethe grant date fair value is revised periodicall
for the MGD and P methods but not for the UoS. Tieigsion makes the MGD and P methods
more complex to apply in that respect.

Relevance of the results

The MGD and P methods give rise to greater vanatiban UoS when revising expense as a result
of correcting forecasts for forfeiture. With regaodthe P method these variations can be amplified
where the non-realisation of market conditions ginuse ultimately to a cancellation of expense.

This revision makes the MGD method compatible watHrepresentation of payments made”
approach + “definition of services received asoalhothing” illustrated by the P method, whereas
the UoS method is only compatible with an “objeetief representing services received” +
“definition of services received on a pro rata Baapproach. In effect, when vesting conditions are
limited to service conditions the MGD method gitiee same overall result as the P method and is
of an equivalent level of complexity.

However, the MGD method could be compatible with second approach described if the periodic
revision of the forfeiture rate was only carriedt quospectively over the outstanding vesting
period. But it would be less precise than the Uaghad based on actual forfeitures reflecting the
leaving dates of individual employees.

The periodic expense reported under the UoS metheths to follow a slightly decreasing trend.
The variations under the MGD and P methods arguiee when the forecast for forfeiture is
revised but are more regular when forecasts ariroted.

Numerical examples based on IG Example 1:

Assumptions:
100 share options granted to each employee

Estimated fair value of option: 15€

500 employees initially

Required period of service: 3 years

Estimation of the number of employees leaving keetbe end of year 3 : 20%
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Scenario 1:everything happens as expected

Result according to the MGD method: for period cumulated
Year 1 : 500 x 100 x 80% x15€ x 1/3 years = 20060 200.000€
Year 2 : 500 x 100 x 80% x15€ x 1/3 years = 20090 400.000€
Year 3 : 500 x 100 x 80% x15€ x 1/3 years = 20060 600.000€

Result according to P:

Year 1 :500 x 100 x 80% x15€ x 1/3 years = 20090 200.000€
Year 2 : 500 x 100 x 80% x15€ x 1/3 years = 20060 400.000€
Year 3 : 500 x 100 x 80% x15€ x 1/3 years = 20060 600.000€

Result according to UoS:

Additional assumptions:

Employees leave on a regular basis (1/3 each yeargverage in the middle of the year). The
estimated number of UoS is therefore 400 emplo{@@%) x 3 years + 100 employees (20%) x 1,5
years = 1.350 UoS. The value of each UoS is thezedstimated as 500 x 100 x 80% x15€ =
600.000 / 1.350 = 444.44¢€.

for period cumulated
Year 1:467 + (33 x0,5) x 444.44€ = 214.889€ 214.889€
Year 2 : 433 + (34 x 0,5) x 444.44€ = 200.000€ 414.889€
Year 3:400 + (34 x 0,5) x 444.44€ = 185.111€ 600.000€

Scenario_2: the number of employees leaving is less than égde0employees leave the
company in year 1, 22 in year 2 and 15 in year 3.

Result according to the MGD method:

Additional assumptions:

Year 1, the company revises its estimation of farfe over the three year period from 20% to
15%. Year 2, it revises the estimation from 15%266.

for period cumulated
Year 1 : 500 x 100 x 85% x15€ x 1/3 years = 2006 212.500€
Year 2 : 500 x 100 x 88% x15€ x 2/3 years — 2126590 227.500€ 440.000€
Year 3 : (500 — 57) x 100 x 15€ - 440.000€ = 300€ 664.500€
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Result according to P method:

Year 1 : 500 x 100 x 85% x15€ x 1/3 years =

Year 2 : 500 x 100 x 88% x15€ x 2/3 years — 2126580
Year 3 : (500 — 57) x 100 x 15€ - 440.000€ =

for period

20265
227.500€
300

cumulated

212.500€
440.000€
664.500€

Result according to UoS method:

Additional assumptions:

Employees leave on a regular basis over the vepengd (each year in the middle of the year on
average ). The initial value of each UoS estimatet4.44€ is not modified.

for period cumulated
Year 1:480 + (20 x 0,5) x 444.44€ = 217.576€ 217.576€
Year 2 : 458 + (22 x 0,5) x 444.44€ = 208.442¢€ 426.018€
Year 3:443 + (15 x 0,5) x 444.44€ = 200.220€ 626.238€

Scenario 3 (added)the number of employees leaving the company isentban expected. 40
employees leave the company in Year 1, 50 in Yaad230 in Year 3.

Result according to the MGD method:

Additional assumptions:

Year 1, the company revises its estimation of farfe over the three year period from 20% to

22%. Year 2, it revises its estimation from 2292 %56%.

Year 1 :500 x 100 x 78% x15€ x 1/3 years =
Year 2 : 500 x 100 x 75% x15€ x 2/3 years — 195080
Year 3 : (500 — 120) x 100 x 15€ - 375.000€ =

Resultat according to P method:

Yearl : 500 x 100 x 78% x15€ x 1/3 years =

Year 2 : 500 x 100 x 75% x15€ x 2/3 years — 195080
Year 3 : (500 — 120) x 100 x 15€ - 375.000€ =

for period
10690

180.000€
.006€

for period
1983€00

180.000€
.006€
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195.000€

375.000€
570.000€

cumulated
195.000€

375.000€
570.000€
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Result according to UoS method:

Additional assumptions:

Employees leave on a regular basis over the vepengd (each year in the middle of the year on
average ). The initial value of each UoS estimatet4.44€ is not modified.

for period cumulated
Year 1:460 + (40 x 0,5) x 444.44€ = 213.331€ 213.331€
Year 2 : 410 + (50 x 0,5) x 444.44€ = 193.331€ 406.662€
Year 3 :380 + (30 x 0,5) x 444.44€ = 175.554€ 582.216€

3. 1G Example 2 (example where the required perforrance varies with the length of service)

Conclusions drawn from |G Example 2 (numerical exanies below):

Complexity

In this example, the sequential approach to esimgdhe likelihood that performance conditions
will be met (year by year in a binary approach)plegal to the MGD and P methods is highly
simplified. As a result it appears simple to impéhbut this may be due to the nature of the
example.

Conversely, the UoS method is very complex to gpplgth in relation to formulating the
assumptions ( with respect to the forfeiture rate e likelihood that performance conditions will
be met, which are different for each period) antheocalculations to be made. This is in additmn t
the monitoring of individual employees’ leaving estas previously mentioned.

Relevance of the results

It is questionable whether the result obtained uritte MGD method, which gives rise to
considerable fluctuations in periodic expense beead the retrospective re-estimation of the latter
enables an appropriate representation of servemesved.

Once again, it should be noted that the MGD anceEhaas lead to the recognition of an equivalent
amount of expense, to the extent that no vestimglitions are included in the grant date fair value.
The MGD method therefore confirms its compatibilitith the« objective of representing payments
made » + « the definition of services received lagranothing ».This conforms our doubts with
respect to its capacity( as currently applied)efaresent services received.

The example is quite complex and does not bringtleeirespective consequences of applying the
three methods when stable performance conditiomsesmjuired throughout the vesting period. The
following example was therefore conceived to ovaeredhis shortcoming.
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Numerical examples based on |G Example 2:

Assumptions:
100 share options granted to each employee

Estimated fair value of option: 30€
500 employees initially

Required performance: the profits of the compangtnmcrease by 18% in one year, or by 13% on
average over two years, or by 10% on average bvee tyears.

Scenario: At the end of Year 1, 30 employees have left dredprofits of the entity have increased
by 14%. The entity expects the objective of an agerincrease of profit of 13% over two years will
be attained and that a further 30 employees vaildéan Year 2.

At the end of Year 2, a further 28 employees hafednd the profits have increased by 10% in
Year 2. The entity expects the objective of a 1&#rage annual increase in profits over three years
will be attained and that a further 25 employedkleave in Year 3.

At the end of Year 3, a further 23 employees Hefteand the profit has increased by 8% in Year 3.
The objective of increasing profit on average byoller year over three years is achieved.

Result according to the MGD method: for period cumulated
Year 1: (500 — 60) x 100 x 30€ x 1/2 years = .660€ 660.000€
Year 2 : (500 — 83) x 100 x 30€ x 2/3 years — 660€)= 174.000€ 834.000€
Year 3 : (500 — 81) x 100 x 30€ - 834.000€ = 006€ 1.257.000€
Result according to the P method: for period cumulated
Year 1 : (500 — 60) x 100 x 30€ x 1/2 years = .860€ 660.000€
Year 2 : (500 — 83) x 100 x 30€ x 2/3 years — 660€)= 174.000€ 834.000€
Year 3 : (500 — 81) x 100 x 30€ - 834.000€ = 000€ 1.257.000€

Result according to the UoS method:

Additional assumptions:

Employees leave on a regular basis over the vepengd (each year in the middle of the year on
average).

It appears necessary to make assumptions with aegpéehe forfeiture rate and the likelihood of
attaining periodic objectives.

* Namely the assumption that 33 employees leaverttiy &1 Year 1, 34 in Year 2 and 33 in
Year 3 (assumption of example 1).

» Also the assumption that the performance objediaga 40% chance of being attained over
1 year, 55% over 2 years and 70% over 3 years.

It also appears that the estimated value of UoS brudifferent from one year to another.
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For Year 1, the fair value of options granted, @ékpected number of UoS and the resulting value of
a UoS would be respectively:

* Fair value = (500 — 33) x 100 x 30€ x 40% = 560£t00
*  Number of UoS =467 + (33 x 0,5) =483,5;
* Value of a UoS =560.400 / 483.5 = 1159,05€.

For Year 2 , the calculations would be respectively
* Fair value = (500 — 67) x 100 x 30€ x 55% = 714£t50
*  Number of UoS = (433 x 2 ans) + (67 x 1 an) = 933
* Value of a UoS = 714.450/ 933 = 765,76€

For Year 3, the calculations would be respectively:
* Fair value = (500 — 100) x 100 x 30€ x 70% = 84040
*  Number of UoS = (400 x 3 ans) + (100 x 1,5 ans3501L
» Value of a UoS = 840.000 / 1350 = 622,22€

for period cumulated
Year1:470 + (30 x 0,5) x 1159.05€ = 562.139€ 562.139€
Year 2 : 442 + (28 x 0,5) X 765.76€ = 349.187€ 911.326€
Year 3:419 + (23 x 0,5) x 622.22€ = 267.866€ 1179.192€

3. IG Example 2 b (added) : example where a singl@erformance (nhon-market) is required
over a period of service

Conclusions drawn from IG example 2 b (numericalaxples below):

Complexity

In this example the MGD and P approaches requiperaodic re-estimate of the likelihood of
attaining the objective. On the other hand, the Ww$hod requires closer tracking of leaving dates
(as previously indicated).

Relevance of the results

Once again it is questionable whether the resutioned under the MGD method, which gives rise
to considerable fluctuations in periodic expenseabse of changes of assumption relating to the
expected achievement of objectives and rate oéitoirie from one year to the next( in this example
as both of these assumptions increase over timegn&zed expense also increases significantly),
enables an appropriate representation of servemesved.
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It should again be noted that the methods MGD agd/®rise to an equivalent amount of expense
to the extent that no vesting conditions are inetuch the grant date fair value. The MGD method
therefore confirms its compatibility with the« objiwe of representing payments made » + «the
definition of services received as all or nothinghis conforms our doubts with respect to its
capacity( as currently applied) to represent ses/ieceived.

It should be noted that if a performance conditjprarket or non-market) not associated with a
service condition were introduced into the examjleyould give rise to differences between the
MGD and P methods, both in the measurement of tla@tgdate fair value of the options

granted(included in the MGD method and excludeadnfi®),and due to the fact that a possible
cancellation under P would lead to the writing batkexpense when such a condition is not
ultimately fulfilled.

Thus, the example does not bring out the respectvsequences of applying the three methods
when the fulfilment of performance conditions(mar&e non-market) not associated with a service
condition is required. The following example wasert#fore conceived to overcome this
shortcoming.

Numerical examples based on IG Example 2 b:

Assumptions:
100 share options granted to each employee

Estimated fair value of option: 30€
500 employees initially

Required performance (non-market): each employest generate an added value of 100€ over a
maximum of three years and be in service at theoétite period.

The initial estimate is that 20% of employees Veiddlve before completing the three year period and
that 75% of those remaining will achieve the ohyexct

Scenario: At the end of Year 1, 30 employees have left. idmaining employees have achieved
on average 30% of the individual objective( nonégh&fm have exceeded it).The entity expects a
further 30 employees to leave in Year 2 and 30iarY®and that the individual objective will be
attained by 70% of those remaining.

At the end of Year 2, a further 28 employees haiteand the remaining employees have achieved
70% of the individual objective ( none of them haxeeeded it). The entity expects a further 27
employees to leave in Year 3 and that the indiidigective will be achieved by 80% of those
remaining.

At the end of Year 3, a further 22 employees hatfteaind 350 employees remaining have achieved
the objective.

Result according to the MGD method: for period cumulated

Year 1: (500 —90) x 100 x 30€ x 70% x 1/3 years = 287.000€ 287.000€

Year 2 : (500 — 85) x 100 x 30€ x 80% x 2/3 — 280KE = 377.000€ 664.000€

Year 3 : 350 x 100 x 30€ - 664.000€ = 386.000€ 1.050.000€
F\=
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Result according to method P: for period cumulated

Year 1 : (500 —90) x 100 x 30€ x 70% x 1/3 years = 287.000€ 287.000€
Year 2 : (500 — 85) x 100 x 30€ x 80% x 2/3 — 2800= 377.000€ 664.000€
Year 3 : 350 x 100 x 30€ - 664.000€ = 386.000€ 1.050.000€

Result according to the UoS method:

Additional assumptions:

Employees leave on a regular basis over the vepengd (each year in the middle of the year on
average ).

The fair value of the options granted, the expeataaber of UoS and the resulting value of a UoS
will therefore be:

* Fair value = (500 — 100) x 100 x 30€ x 75% = 900€)0
*  Number of UoS =400 x 3 + (100 x 1,5) = 1350;
* Value of UoS =900.000 / 1350 = 666,67€.

for period cumulated
Year 1:470 + (30 x 0,5) x 666.67€ = 323.335€ 323.335€
Year 2 : 442 + (28 x 0,5) x 666.67€ = 304.002€ 627.337€
Year 3:420 + (22 x 0,5) x 666.67€ = 287.335€ 914.672€

4. 1G Example 2 c (added) : example where non-markg@erformance and a market condition
are required over a period of service

In general, a non-market condition should be carsid as a condition which the counterparties to
the agreement( employees, corporate officers) tamose to meet and therefore correspond to a
service which they can provide. A market conditstrould be considered as a condition which the
counterparty cannot influence significantly and ethshould therefore be included in the grant date
fair value of the consideration exchanged and eaftatued subsequently.

Conclusions drawn from IG example 2_c (numericalaples below)

Complexity

In this example the MGD approach requires a petigdiestimation of the likelihood of the
objective being attained. The Uos method requirdstailed tracking of employees’ leaving dates
(as previously indicated).
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Relevance of the results

Once again it is questionable whether the resutioneéd under the MGD method, which gives rise
to considerable fluctuations in periodic expenseabse of changes of assumption relating to the
expected achievement of objectives and rate oéitoirie from one year to the next (in this example
as both of these assumptions increase over timegnized expense also increases significantly),
enables an appropriate representation of servemesved.

In this case , the MGD and P methods lead to diffeamounts of expense, irrespective of whether
the market condition is met or not. The MGD methajgpears in this case to be between the
representation of a payment made and service egteltvis questionable what it actually represents
in this case( estimation of the value of servicesdered by employees in the expectation of
receiving a payment?).

Numerical examples based on IG Example 2 c :

Assumptions:
100 share options granted to each employee

Estimated fair value of option: 30€
500 employees initially

Required performance (non-market): each employest generate an added value of 100€ over a
maximum of three years and be in service at theoétite period.

The initial estimate is that 20% of employees Veiddlve before completing the three year period and
that 75% of those remaining will achieve the ohyexct

Required market performance: the value of the caryipashares must reach a level X. The
likelihood of achieving this target is estimatedts grant date to be 75%. As a result the value of
each option is adjusted(roughly) to 22,50€ in th@Mand UoS approaches.

Scenario: At the end of Year 1, 30 employees have left. idmaining employees have achieved
on average 30% of the individual objective( nongh&fm have exceeded it).The entity expects a
further 30 employees to leave in Year 2 and 30iarY3®and that the individual objective will be
attained by 70% of those remaining

At the end of Year 2, a further 28 employees haiteand the remaining employees have achieved
70% of the individual objective ( none of them haxeeeded it). The entity expects a further 27
employees to leave in Year 3 and that the indididigective will be achieved by 80% of those
remaining.

At the end of Year 3, a further 22 employees hafteand 350 employees remaining have achieved
the objective. Scenario (a) the market conditiciulifslled (b) the market condition is not fulfilte

Result according to the MGD method: for period cumulated

Year 1: (500 —90) x 100 x 22,50€ x 70% x 1/3 gear 215.250€ 215.250€

Year 2 : (500-85) x 100 x 22,50€ x 80% x 2/3 — 256£€ = 282.750€ 498.000€

Year 3 : 350 x 100 x 22,50€ - 498.000€ = 289.500€ 787.500€
' 55{::2'.!“
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Result according to the P method :

Additional assumption:

The likelihood of the market condition being acladvs 65% at the end of Year 1 and 60% at the
end of Year 2.

for period cumulated
Year 1 : (500 — 90) x 100 x 30€ x 70% x 65% x 118 a 186.550€ 186.550€
Year 2 : (500 — 85) x 100 x 30€ x 80% x 60% x2/8 an
—186.550€ = 211.850€ 398.400€
Year 3 scenario (a): 350 x 100 x 30€ - 398.400€ = 651.600€ 1.050.000€
Year 3 scenario (b): 0€ - 398.400€ = -398.400€ 0€

Result according to the UoS method:

Additional assumptions:

Employees leave on a regular basis over the vepengd (each year in the middle of the year on
average ).

The fair value of the options granted, the expeataaber of UoS and the resulting value of a UoS
will therefore be:

* Fair value = (500 — 100) x 100 x 22,50€ x 75% =.606¢;
*  Number of UoS =400 x 3 + (100 x 1,5) = 1350;
* Value of a UoS = 675.000 / 1350 = 500¢€.

for period cumulated
Year 1:470 + (30 x 0,5) x 500€ = 242.500€ .300€
Year 2 : 442 + (28 x 0,5) x 500€ = 228.000€ .B00€
Year 3 : 420 + (22 x 0,5) x 500€ = 215.500€ .686€

5. IG Example MGD « prospective » approach: examplen which MGD is not applied
retrospectively to bring it closer to the UoS methd

In this simulation the aim is to make the MGD metimon-retrospective to see whether it produces
results similar to the UoS method whilst remainisighpler to apply. In this approach, the

calculations made for a period will not be canekltr modified in a subsequent period. The
calculation for a period becomes independent arat€ight” in respect of other periods.
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Conclusions drawn from |G Example MGD prospectivpaoach :

Complexity

This example confirms that the MGD prospective apph requires a periodic re-estimation of the
likelihood of the objective being attained whilsietUoS method requires a detailed tracking of
employees’ leaving dates. The MGD prospective agpgr@ppears simpler to apply.

Relevance of the results

The results obtained with the MGD prospective apphoappear closer to those obtained with the
UoS method and quite different to those obtaineth wie P method (except in the rather complex
case of the IG Example 2 where there are signifiganiations in the expected likely outcome due
to the periodic review of objectives), whilst themm@unt of expense remains more sensitive to
changes in assumption in respect of the degreetoéeement of objectives and changes in the
forfeiture rate from one period to another. The M@Espective approach provides a better
representation of services received although ngresisely as the UoS method. It could therefore
be considered as a compromise if the objective rsjiresent services received and the UoS method
is considered too complex to apply.

Numerical examples illustrating the MGD prospectie@proach :

IG Example 1, Scenario 1no change

Result according to the MGD prospective approach for period cumulated
Year 1:500 x 100 x 80% x 15€ x 1/3 years = Q00€ 200.000€
Year 2 : 500 x 100 x 80% x 15€ x 1/3 years = Q00€ 400.000€
Year 3 : 500 x 100 x 80% x 15€ x 1/3 years = Q00€ 600.000€
Reminder of result according to MGD method: for period cumulated
Year 1:500 x 100 x 80% x15€ x 1/3 years = 20090 200.000€
Year 2 : 500 x 100 x 80% x15€ x 1/3 years = 20060 400.000€
Year 3 : 500 x 100 x 80% x15€ x 1/3 yearss = QO0E 600.000€
Reminder of result according to UoS method: for period cumulated
Year 1:467 + (33 x 0,5) x 444.44€ = 214.889€ 214.889€

Year 2 : 433 + (34 x 0,5) x 444.44€ = 200.000€ 414.889€

Year 3:400 + (34 x 0,5) x 444.44€ = 185.111€ 600.000€
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IG Example 1, Scenario 2The revised forfeiture rates over the three yeanopd are applied

prospectively: 20% in Year 1, 15% in Year 2 et lid%ear 3.

Result according to the MGD prospective approach
Year 1 :500 x 100 x 80% x 15€ x 1/3 years =
Year 2 : 500 x 100 x 85% x 15€ x 1/3 years =
Year 3 : 500 x 100 x 88% x 15€ x 1/3 years =

Reminder of result according to MGD method:

Year 1 : 500 x 100 x 85% x15€ x 1/3 years =

Year 2 : 500 x 100 x 88% x15€ x 2/3 year — 212.580€
Year 3 : (500 — 57) x 100 x 15€ - 440.000€ =

Reminder of result according to UoS method:
Year 1:480 + (20 x 0,5) x 444.44€ =
Year 2 : 458 + (22 x 0,5) x 444.44€ =
Year 3 :443 + (15 x 0,5) x 444.44€ =

for period
Q00€

200€
Qo€

for period
20065

227.500€
300€

for period
217.576€

208.442€
200.220€

cumulated

200.000€
412.500€
632.500€

cumulated

212.500€
440.000€
664.500€

cumulated

217.576€
426.018€
626.238€

IG Example 1, Scenario 3 (addedJhe estimated forfeiture rates are 20% in Ye&2%p in Year

2 and 25% in year 3.

Result according to the MGD prospective approach
Year 1 : 500 x 100 x 80% x15€ x 1/3 years =

Year 2 : 500 x 100 x 78% x15€ x 1/3 years =

Year 3 : 500 x 100 x 75% x15€ x 1/3 years =
Reminder of result according to MGD method:

Year 1 :500 x 100 x 78% x15€ x 1/3 years =

Year 2 : 500 x 100 x 75% x15€ x 2/3 ans — 195.090€
Year 3 : (500 — 120) x 100 x 15€ - 375.000€ =

Reminder of result according to UoS method:
Year 1:460 + (40 x 0,5) x 444.44€ =
Year 2 : 410 + (50 x 0,5) x 444.44€ =
Year 3: 380 + (30 x 0,5) x 444.44€ =

for period
20090

19660
1806
for period
19660
180.000€
.006€

for period
213.331€

193.331€
175.554€
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cumulated
200.000€
395.000€
582.500€
cumulated
195.000€
375.000€
570.000€

cumulated
213.331€
406.662€
582.216€
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IG Example 2:It is necessary to establish an assumption forirthial forfeiture rate in Year 1
i.e.34 employees. At the end of Year 1, it is expa@¢hat 60 employees will leave in Year 2. At the
end of Year 2, it is expected that 83 employeeklaalve in Year 3. It is also necessary to adogt th
assumptions relating to the likelihood of achievitig performance objective as in the UoS
approach i.e. 40% in Year 1, 55% in Year 2 and7Q%sdar 3.

Result according to the MGD prospective approach for period cumulated
Year 1 : (500 — 34) x 100 x 30€ x 40% = 599.200€ 599.200€
Year 2 : (500 — 60) x 100 x 30€ x 55% x 1/2 years = 363.000€ 962.200€
Year 3 : (500 — 83) x 100 x 30€ x 70% x 1/3 years = 291.900€ 1.254.100€
Reminder of result according to MGD method: for period cumulated
Year 1 : (500 — 60) x 100 x 30€ x 1/2 years = .860€ 660.000€
Year 2 : (500 — 83) x 100 x 30€ x 2/3 years — 660€)= 174.000€ 834.000€
Year 3 : (500 — 81) x 100 x 30€ - 834.000€ = 000€ 1.257.000€
Reminder of result according to UoS method: for period cumulated
Year 1:470 + (30 x 0,5) x 1159.05€ = 562.139€ 562.139€
Year 2 : 442 + (28 x 0,5) x 765.76€ = 349.187€ 911.326€
Year 3:419 + (23 x 0,5) x 622.22€ = 267.866€ 1179.192€
IG Example 2 b:
Result according to the MGD prospective approach for period cumulated
Year 1 : 500 x 100 x 30€ x 80% x 75% x 1/3 years = 300.000€ 300.000€
Year 2 : 500 x 100 x 30€ x 82% x 70% x 1/3 years = 287.000€ 587.000€
Year 3 : 500 x 100 x 30€ x 83% x 80% x 1/3 years = 332.000€ 919.000€
Reminder of result according to MGD method: for period cumulated
Year 1 : (500 — 90) x 100 x 30€ x 70% x 1/3 years = 287.000€ 287.000€
Year 2 : (500 — 85) x 100 x 30€ x 80% x 2/3 — 2800= 377.000€ 664.000€
Year 3 : 350 x 100 x 30€ - 664.000€ = 386.000€ 1.050.000€

F\=
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Reminder of result according to UoS method
Year 1:470 + (30 x 0,5) x 666.67€ =
Year 2 : 442 + (28 x 0,5) x 666.67€ =
Year 3 :420 + (22 x 0,5) x 666.67€ =

IG Example 2 c:

Result according to the MGD prospective approach

Year 1 : 500 x 100 x 22,50€ x 80% x 75% x 1/3 years
Year 2 : 500 x 100 x 22,50€ x 82% x 70% x 1/3 years
Year 3 : 350 x 100 x 22,50€ x 83% x 80% x 1/3 years

Reminder of result according to MGD method:

Year 1 : (500 —90) x 100 x 22,50€ x 70% x 1/3 gear
Year 2 : (500-85) x 100 x 22,50€ x 80% x 2/3 — QOBE =
Year 3 : 350 x 100 x 22,50€ - 498.000€ =

Result according to the UoS method:
Year 1:470 + (30 x 0,5) x 500€ =
Year 2 : 442 + (28 x 0,5) x 500€ =
Year 3:420 + (22 x 0,5) x 500€ =

for period

323.335€
304.002€
287.335€

for period
225.000€

215.250€
249.000€

for period
215.250€

282.750€
289.500€

for period
242 .500€

228.000€
215.500€
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cumulated
323.335€
627.337€
914.672€

cumulated
225.000€
440.250€
689.250€

cumulated
215.250€
498.000€
787.500€

cumulated
242.500€
470.500€
686.000€
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APPENDIX 5 : Units of service method: lllustration of the proposed treatment of modifications and caredlations 1/2

ASSUMPTIONS Vesting period = 3 years

Case A = Fair value (FV) rise since initial grant
date

FV of instruments initially granted at the date of
modification/cancellation (m/c)

FV of instruments/compensation granted through
m/c

Difference in FV due to m/c

Recognized services expenses
Recognized expenses at end period 2 (2 periods x
initial value of UoS)

Recognized expenses in period 3

1 period x initial value of UoS
Difference due to m/c

Total recognized expenses in period 3

Total recognized expenses ( 3 periods)

Agreement at
initial grant date
Beginning period

1(CU)

10000

n/a

6667

3333
3333

10000

Unit of service —UoS: 1 year

Advantageous
Modification

End period 2

100000

120000
+20000

6667

3333
+20000
23333

30000
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Disadvantageous
Modification

End period 2 (CU)

100000

80000
-20000

6667

3333
-20000
-16667

-10000

Value of UoS (10000/3) = 3333

Cancellation Cancellation with
without immediate
compensation compensation
End period 2
End period 2 (CU) (CU)
100000 100000
0 99000
-100000 -1000
6667 6667
3333 3333
-100000 -1000
-96667 2333 (1)
-90000 9000

(1) in fact recognized immediately
at the end of period 2



APPENDIX 5 : Units of service method: Illustration of the proposed treatment of modifications and caredlations 2/2

ASSUMPTIONS Vesting period = 3 years Unit of service —UoS : 1 year Value of UoS (10000/3) = 3333
Cancellation Cancellation with
Agreementat  Advantageous  Disadvantageo without immediate
initial grant date Modification us Modification compensation compensation
Beginning End period 2 End period 2 End period 2 End period 2
period 1(CU) (Cv) (CU) (CL) (Cv)

Case B = Fair value (FV) fall since
initial grant date
FV of instruments initially granted at the

date of modification/cancellation (m/c) 10000 1000 1000 1000 1000
FV of instruments/compensation granted

through m/c n/a 10000 100 0 2000
Difference in FV due to m/c 0 +9000 -900 -1000 +1000

Recognized services expenses
Recognized expenses at end period 2 (2

periods X initial value of UoS) 6667 6667 6667 6667 6667
Recognized expenses in period 3

1 period x initial value of UoS 3333 3333 3333 3333 3333
Difference due to m/c 0 +9000 -900 -1000 +1000
Total recognized expenses in period 3 3333 12333 2433 2333 4333 (1)
Total recognized expenses ( 3 periods) 10000 19000 9100 9000 11000

Autorité des normes comptables page n°45



APPENDIX 6 : Payment method: Illustration of the proposed treatment of modifications and cancellation¥/2

ASSUMPTIONS Vesting period = 3 years

Agreement at Advantageous
initial grant date Modification
Beginning End period 2

period 1(CU) (CU)
Case A = Fair value (FV) rise since
initial grant date
FV of instruments initially granted at the
date of modification/cancellation (m/c) 10000 100000
FV of instruments/compensation granted
through m/c n/a 120000
Difference in FV due to m/c 0 +20000
Remuneration expenses
Recognized expenses at end period 2 (2
periods x 10000 / 3) 6667 6667
Remuneration expenses in period 3
FV of instruments granted minus
remuneration recognized end period 2 3333 113333
Total recognized expenses ( 3 periods) 10000 120000
Alternative : only initial grant date fair
value + FV difference due to m/c 10000+20000
FV of instruments granted minus
remuneration recognized end period 2 3333 23333
Total recognized expenses ( 3 periods) 10000 30000

Conclusion on alternative approach:
same problem of negative amounts as for
the Unit of Service method (with the three
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Disadvantageo
us Modification
End period 2

(CL)

100000

80000
-20000

6667

73333
80000

10000-20000

-16667
-10000

page n°46

Cancellation
without
compensation
End period 2
(CL)

100000

0
-100000

6667

-6667

10000-100000

-96667
-90000

Cancellation with
immediate
compensation
End period 2
(CU)

100000

99000
-1000

6667

92333 (1)
99000

10000-1000

2333 (1)
9000



identified avenues)
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APPENDIX 6 : Payment method: lllustration of the proposed treatment of modifications and cancellation2/2

ASSUMPTIONS Vesting period = 3 years

Cancellation Cancellation with
Agreementat  Advantageous  Disadvantageo without immediate
initial grant date Modification us Modification compensation compensation
Beginning End period 2 End period 2 End period 2 End period 2

period 1(CU) (Cv) (CU) (CL) (Cv)
Case B = Fair value (FV) fall since
initial grant date
FV of instruments initially granted at the
date of modification/cancellation (m/c) 10000 1000 1000 1000 1000
FV of instruments/compensation granted
through m/c n/a 10000 100 0 2000
Difference in FV due to m/c 0 +9000 -900 -1000 +1000
Remuneration expenses
Recognized expenses at end period 2 (2
periods x 10000 / 3) 6667 6667 6667 6667 6667
Remuneration expenses in period 3
FV of instruments granted minus
remuneration recognized end period 2 3333 3333 -6567 -6667 -4667 (1)
Total recognized expenses ( 3 periods) 10000 10000 100 0 2000
Alternative : only initial grant date fair
value + FV difference due to m/c 10000+9000 10000-900 10000-1000 10000+1000
FV of instruments granted minus
remuneration recognized end period 2 3333 12333 2433 2333 4333 (1)
Total recognized expenses ( 3 periods) 10000 19000 9100 9000 11000

Conclusion on the main approach “cancel
and replace”. In case of FV fall and m/c,
several cases of negative amounts (in the
last period) appear
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