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of Manufactuf!'et's 

September 12\ 2005 

Letter of Comment No: S 
HIe Reference: FSP123RBU 
Date Received: 

F AS 123(R) - DeterminatiOli of Grant Dale for Employee Stock Opt'ons 

Oea r Mr. Chairman: 

Ii!J 0021004 

! am writing on behalf of the Natiollill /\s?;ociat ion of Manufacturers (' "NArv-r!) to provide 
comments fo r your consideration on the determ ination o f the grant date fol' employee stock options ullder 
St3tcmen1s of r:inancial Accounting Standards No. 123 (revi sed December 200':1)_ Shm-,::-Bnsed Pm/men!. ... - - ' 
:tn agenda item sc.hedulcd for discHssion at the Fi l1an-tiai Accounting Stnnci (l. rds Board CFASrr~) meeting 
of Wednesday . September 14, 2005, 

The N AM is the nati oll~s largest Industrial trade assoc iation. representing srnal! alld large 
manufacturers in every indus ll' ia i sector and ill a l! 50 states. A significant ntlmber of our 13.000 members 
are pub lic companies th.1t Issue stock options t.o employees and would be negative.iy impacled by the 
proposed changes. 

Based Oil informal rcpom, the staff of tile FAS13 sta ff recently advised a maj or accounting finn 
that the grant date for emp loyee stock options otcurs when c~rtai" specific conditions ",C Illet, including 
whell the employe r and employee have a mutual understanding of the key terms .1nd cond itions of the 
a ward, nnd that such HlH"ierstandi ng doe-s !lot occur until the te n115 and condilions of1he aWRrd have been 
communlcflted to til e recipient. 

Thi s staff gu idance deviates fro m current standard pl'act ices and, iff.) llowed , cculd create 
s ign ificant admini strative prohlems for many companies. This is especially lrue for compa nies with a 
large number of Sh1Ck option recipients. some of whom :nny be located outside the Unit~d States . In 
~O Il1C cases. supervisors may be bnse--d in differen£ countr ies than the option recipients. 

In contrast , we believe that current pl"nc t.ices described below do not detract from our mutual 
goals o f sound gove rnance pr~1ctice5 , accurate fin.;mcia l reporting and a ppropriate trallspare.ncy. In ff! ct. 
current practices s~em to offer stronger contro ls against potent ia l opt ion prj C·! man ipuial ioll than the 
advised app roach. 

11f-anU/f1c.lllriuJ!, .:l1akes America Stroflt: 
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By way of relevant background. our mem ber companies describe the following gelleric steps in 

making option grants: 

• The first implementation step is usually approval by a company's in1lependent wmpensation 

committee and/or board of direc tors . Such approval includes spec ification o ft!;e key terms such 

FlS the grant da te. which is usually either the date of bo;,rd-Ievel approval or often times a pre­

specified rutu re date. The estat>lishment of the gran! date usua lly then detenni l~es the option 

stri ke price (fai f market val ue on the grant date un less the option is ~r;\n ted at a discount or 

premium), the vesting dates (spec ified lapse of times from the grant jate) and ootion expiration 

ciate (specified lapse of t ime from the grant date). 

• Program adminis trators prepare gra.nt documents that arc distributed to supe rvi sors and include 

the 1erms find condition s of the option grant. Because OptiOI' grAnts :He long·term incentives and 

are an i Illporta.nt: portion of an cmployee ~ s compensation, they are gc:: -nera!ly aw:uded in person by 

the supervisor so appropriate di scuss ion on performance call take p lucc at the same time. Having 

Illultiple grant dmes Rnd s! rike prices \\'Qujd greatly complicate the process since the. documents 

and. records wOll lclneed to reflect d ifferent terms for each employee , 

• Supervisors communicate to each of the option r~c ipien ( s with in a reilsonabJe ti ;lIe . Generally', 

the recipien t needs to la ke no action to nccept: Ihc grant, but because most options ;rtrc given 

during one-on-one meetings with supen-jsors and becau se inciividua l meetings maybe difficult to 

schedul e, it is reasonable to assume that under the recent r ASB staffgtJidancc thHt multiple grant 

dates cou ld ellsi ly resu lt within a sing le opt ion program , 

eo Option grants also reqllire cot111l1unication with the company' s optiO ~ l administrators and tax 

reporting gro tlp; most of whom have various data bases to populate, including i:ldividualized 

access to equity compensation records. Havi ng mult iple gr,wt d tHes and thus imtitirlc st rike 

pr ices greatly complicates .hese processes and may add considerable expense, 

• SEC Form 4 reports are filed within two days of grant fo r those opt ion recipiellis subject \0 the 

reporting requirements or Section 16 of the Securities E;.;change Ac{ of 1934_ Diffcr~nces 1n 

terms resu lting from application of the flew gtlidance cou ld increase administr~tjve burdens as 

well as create confusion aillong Annali sts of these reports_ 

• \VhCll granting opt ions it is imp0l1.mt that there be- on appropriate villuation and accounting of the 

grants , The FASB staff guidance may re~allt in multiple striJ,c prices that could add cornpic;.;:ity 

for admil1istr~tors and make accounting for opti on gran{-s and va luati ons ofthos~ gTants much 

more difficult. 

Unless granted as pal1 of an individuai em ployment contract,. option ~ fl re rare ly negotiated 

between "" employer and employee as Ihe FASB staff gu idallce suggests. Thus under current practices, 

after npproval of tile program at the board-ieveJ, the terms are not subject to change. Requir ing the 

effective date of the gl"(lllt to be contingent upon individual communications '.vith many recipient s cOllkl 

create. a major and blll'densome recof(lkee:ping responsibility to trac k nnd record completion of ench 

communication and vary ing option te rms. 
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Further and iJllPortflntly~ thi s appn)ach could rc-~atit in \,\'eaker contro ls_ For e-xamp!e the stafr 
guidance could lead to the potential IW1!1ipulatioil of the strike price by supervisors ,.."ho individually and 
independentiy may del"e-n1'l.ine wIlen the com munication with the n::cipielll ta!;cs place. it aiso 
inadvertently could create inequ it ies among rec ipient$ \vnosc grc.nts under the same progrmn hl1ve 
different strike prices. fi nd thus different valu\'!:s, Even fCor the same ntunber of options> i f the market price. 
\Vent up or dO\Vil during the communication period. i\·1anagenlcnt ·would not kno\-v the 1I itirnnte value of 
the grant unt il learning when the discussion bet\:veen supervisor and empioyt'c <letHally took piace. Under 
current (" Ol!lIllon processes, the liC,ard is the sole dctcrl11inator of i.he dr-ue the progr.im-\.vide strike price is 
to be estab ~ i s hed. 

Alternatively, a cOl11pliny could send blanket emails or web~ based cClllmurdcntioils to recipients 
in nrcler to create a uniform grant date and strike price, but th is would delracl significantly n·om the 
important ability to effect i\·ely communicate the linkage of persona! perfonmmcc to compensation as wel! 
~ ::i other reli1ted !H111HW re~Oll rce me!;~a!:!.es. 

~ 

Finally, de!'cndc.nt upon company pIAn strllcrure,.:"llch COl11lntlll icatic!l1 s could often take p.lace: 
only after the stock rnarket had closed fur that dnte, i f the plan define.s the grant or strikf. price as a 
function (tfthe average of the high and lo·w~ or opening Hnd closi ng prices. for $0I11C celllpanieSI the 
prc posed approach cou ld rrquire <l H arncnd:nell\ t{.J the stock plsn snd perhaps sh<lrehc:lc;eT appro·val oflhe 
amendment. 

In sUlllmary·; the changes flOm c.urren! prClc!ices may resul t in h igh cost :\ {hat do not appea r to be 
offset by accompanying bellcfits. FOf rhes (,': rc~sons, we respectfu lly request l il'lt the· Finnncial 
Accounting Sta:ldrlrcis BOi;1rd reconsider the posi1:ion tnKcn by the staff and aUlhorize companies to 
COI;tlnue qarent pr.:tclices as described. 

Than k vot} in advance for consideration oflhcse comments ami the views of our members as VOti , -
e\'~IIIC1tc F AS I ::!3(R). Please fee: f"r(,;e to C(j l ) !~ct !1l~ iH (939) 636-2663 or TVanDam({1! ni'.m.org wiih any -
ql1~ ~tion s. th:1t 1'011 nlay have . 
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Respectfully ~ubmilted l 

Tina S. Van Dam· 
Senior Counsel 
Corporate Gov(-:.nwllce & Finance 
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