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In response to the recent exposure draft, "Share-Based Payment, an Amendment of FASB
Statements 123 and 95", I offer an alternative approach to expensing stock options in
addition to commenting on the approach offered by the exposure draft. I believe my
proposed accounting treatment would be significantly simpler to implement and understand
and offers a more appropriate treatment of stock options.
My proposal would use a modified version of the variable accounting approach in that a
liability would be recorded to the extent that the options are in the money as of the
balance sheet date; however, the offsetting debit would be recorded against other
comprehensive income (OCI) within equity and not against the income statement. The
current period impact of stock options could then be assessed through the reconciliation
of net income with comprehensive income. If the outstanding options fallout of the
money, then the liability and the debit to ocr would be reversed. The entries to record
the exercise of the option would differ depending upon the method the company uses to
satisfy its obligation:
1. If new shares are issued, the company would debit cash for the actual cash received,
debit the liability for the difference between the market price and the exercise price
(zeroing out the liability) and credit Common stock for the current market value of the
shares; or,
2. If the company buys shares on the open market to give to the option holder, cash would
be credited for the net difference between the price paid and the strike price, the
liability would be zeroed out and the debit balance in ocr would be adjusted to balance
out the entry as necessary.
In either case, the balance in ocr at any point in time would include a realized piece for
those shares exercised and an unrealized piece for those outstanding options currently in
the money, as applicable.
The use of ocr is consistent with accounting treatment of other valuation issues,
including the minimum pension liability and derivatives.
This proposed treatment recognizes the fact that a company only has an obligation when the
options are actually in the money. Absent an active market, an eJnployee typically cannot
sell his options for some theoretical value. He cannot cash them in for the expected cash
flow over their term. The value an option can generate at any point in time is limited to
how much the options are in the money (if at all) and therefore that is what the company's
liability should be. This is consistent with the fair value treatment as defined by
Statement No. 107. There are no willing parties tbat will pay the theoretical fair value
of an option as calculated under any model.
My proposal would also call for the footnotes to be revised to include a schedule showing
the potential charge to OCI over a relevant range of share prices out over the next five
years. This would allow investors to see the impact of the currently outstanding options
as they vest over time at varying share prices. The range should be explicitly determined
as set percentage movements off of the current share price and/or the previous twelvemonth high. The policy footnote would be expanded to discuss whet.her the company issues
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The valuation models also smooth out the expense over time and they calculate an expense
for options that may eventually expire worthless. The use of these models could require a
company to record an expense in a year when the stock price declines and all of its
options are out of the money. How does this distortion help an investor and how can
companies adequately explain that phenomenon to its shareholders?
In summary, I believe that my proposed treatment for stock options would eliminate the
inconsistencies and flaws of using a model to value options and charge a smoothed out
theoretical expense to the income statement for an opportunity cost. My proposal would
capture the true economics of the outstanding options as well as the impact of previously
exercised options. This accounting treatment, plus the supplemental footnote information,
would be relatively simple for a company to implement, for an investor to understand and
consistent across all companies.
As a result, I strongly urge the commission to consider my comments on the issues created
by using fair value models to expense stock options and to evaluate this proposal as an
alternative to the expensing of options as described in the exposure draft.
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