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Dear Ms. Bielstein
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In view of the FASB's recent decision to require stock option
expensing in 2005, I am compelled to throw my hat into the ring with
the opponents to the FASB's decision. My reasons are simple; no
option-pricing model for measurement purposes exists, and none can be
developed, that will ever be able to compute the actual value
ultimately received by the stock option holder.

Although the calculated results of whatever model is used may be
called “fair value”, such amount will equal or approximate neither the
actual value nor the fair market value (as that term is generally
defined). Consequently, the proponents’ of expensing promises of
providing a clearer financial picture of a company are misguided. In
fact, expensing will obfuscate actual operating results for the report
periods. This contention is supported by the rather obvious fact that
virtually every company’s management excludes non-cash stock
compensation as an expense component in its management reports that
measure the progress and status of the company’s financial results of
operations and financial condition for either an annual or interim
accounting period.

The adverse, substantial impact on reported GAAP net income caused by
irrelevant, unreliable and inconsistent reporting of non-cash stock
compensation can only result in less, not more, trustworthy financial
statements because the quality of reported earnings will be reduced,
not increased. The lower reported earnings (and in many cases net
losses) caused by non-cash stock option expense will compel savvy
investors and analysts to disregard the charges in an attempt to
understand the real gquality of earnings and assess the company’s



historical operating success and future operating potential. Also,
more companies will report earnings on both a GAAP and non-GAAP basis
in their quarterly earnings reports in order to facilitate investors’
and other users’ understanding of the quality of their reported
earnings.

Ipasmuch as the reporting of net income as a range has never been
geriously congidered as preferable, or even acceptable, to users of
financial statements, how can mandated accounting policies, such as
stock option expensing, be called “generally accepted” when their
impact must be disregarded in order to better understand the quality
of reported earnings? The answer is they are not truly “generally
accepted”; they are instead “mandated”, like in tax law where the
intent in not to measure true economic income but rather taxable
income under laws in effect during the reporting year.

Requiring stock options to be expensed can only reduce reported GAAP
earnings (for many companies, in the extreme). I shudder to think of
the adverse impact on many individual company’s stock values and the
stock market as a whole. This will result in millions of investors
losing a significant amount of their savings, especially for
retirement and other necessary purposes. And for what perceived good?
It’s not because there is inadequate disclosure of stock options in
financial statements today. Rather the disclosures are comprehensive
and relevant, and the impact of options on earnings per share (most
stock investors favorite data point) is always clearly disclosed
already.

In summary, I strongly argue that current generally accepted
accounting principals regarding stock options are more desirable
because they provide the users of financial statements with relevant
and reliable information that is not misleading (unlike expensing that
will likely be misleading).

Nonetheless, I recognize the considerable pressure being applied by
persons from various quarters with well-intentioned, but in my opinion
misguided, motives to require the expensing of stock optiong. Some do
seem to want punish companies for alleged “extravagant use” of
options, which obviously is an invalid and nonproductive reason to
require expensing. To punish all companies for the abuses of a few
is, to state the obvious, unfair, counter-productive, unnecessary and
inappropriate. Whatever the proponents’ reasons, the financial press
seems to love the controversy and will not let it go away quietly.
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My recommendation is to settle this contentious topic by giving both
the proponents and opponents of expensing a partial victory by
requiring stock compensation and the related tax affects to be
reported as a component of “other comprehensive income”. That way the
proponents can say that financial statements are more transparent and
provide, in their opinion, a clearer financial picture of a company.
on the other hand, the opponents can continue to report net income on
a GAAP basis without having to also mention in earnings releases
certain costs and expenses on a non-GAAP bagis in order to eliminate
the adverse affect of the non-cash stock compensation and thereby
clarify the quality and enhance the predictability of earnings from
operations.

It seems inevitable that expensing of stock options in some manner
will be required (hopefully as a component of other comprehensive
income rather than as a charge against GAAP-based net income) so I
wish to comment on the stock option compensation measurement guidance
currently being considered by the FASB and IASB. For the sake of
efficiency, and to avoid redundant comments, I will use will use
Microsoft Corporation’s comment letter (reference no. 253) as a
baseline for my comments.

In general, I strongly agree with the position of Microsoft, as
expressed in the above referenced letter to you by Bob Laux,
Microsoft’s Director, External Reporting, and the responses to Issues
1 through 17 attached to that letter. So my following remarks are
limited to being supplementary to Microsoft’s on the Issues referenced
below.

Issue 2(a): Should use of an option-pricing model be mandated for
measurement purposes?

Supplemental response: Absolutely yes. Additionally, it must be made
very clear in financial statement disclosures that whatever option
pricing model is mandated, it can only merely attempt to quantify
“fair value” but cannot and does not purport to measure “actual value”
or “fair market value” as that term is generally defined.

Shareholders must not be mislead into believing that the amount of
stock compensation reported equals or approximates the value
ultimately received by the option holder (except by pure chance) .

Issue 2(c): If you agree that an accounting standard should not
mandate use of a particular option-pricing model, do you believe that
additional disclosures should be made . . .? If so, what . . . ?

Supplemental response: I disagree that an accounting standard should
not mandate use of a particular model. Weather or not one model is



mandated, the model used and the inputs (facts, estimates and
significant assumptions) should be clearly and concisely disclosed in
the financial statements.

Issue 2(d): Are modifications to an option-pricing model needed to
address certain features of employee stock options?

Supplemental response: A public company’s historical stock price
volatility often is not a reliable indicator of its future volatility
for a multitude of reasons unrelated to the company itself. A
nonpublic company’s historical price volatility, if any (and generally
there is none), is rarely, if ever, indicative of its future
volatility. Consequently, use of a volatility factor in an option-
pricing model is problematic in many cases and ought to be excluded
from any attempted “fair value” calculation.

Issue 4: Do you believe that the fair value of equity awards granted
to nonemployees that include performance conditions can be measured
with sufficient reliability to justify a grant-date measurement
method?

Supplemental response: If the award vests over the anticipated period
of the nonemployee’s performance, or vests based on the accomplishment
of specified tasks, milestones, accomplishment, etc., the stock-based
compensation should be computed (actual, or estimated if necessary)
and charged to income during the period of performance. The apparent
value of grants that are fully vested at date of grant ought to be
allocated between compensation for past services, if any, and future
services. The past services component ought to be expensed at date of
grant and the future services component ought to be amortized over the
expected or contracted performance period.

Issue 7: Should the effect of forfeiture be incorporated into the
estimate of fair value (IASB approach)?

Supplemental response: How can the probability of forfeiture be
predicted with any degree of reliability in most cases? The simple
answer is it cannot be because there are too many factors influencing
most companies’ employee turnover, both in general and in specific
jobs or employee classifications. Rather the amount of stock
compensation previously charged to income with respect to forfeitures
should be reversed to income in the period an option is cancelled.
Likewise, whatever tax benefit was associated with the previous stock
compensation charge ought to be reversed as an increase in the income
tax provision during the period of the forfeiture. At least then,



these non-cash entries will not cause a distortion in the normal
relationship of pretax income to the income tax expense.

If forfeitures are considered in computing the fair value amount at
date of grant, then to the extent actual forfeitures exceed estimated
forfeitures at grant date, the accounting for such excess forfeitures
should be as described in the paragraph above. Of course, if actual
forfeitures are less than estimated at grant date, the accounting
should be the reverse of the above in the period when the lower
forfeiture experience can be determined.

Issue 8: Should failure of an award holder to satisfy the conditions
required to retain or receive the promised benefits affect the amount
of compensation expenses recognized related to that award?

Supplemental response: The accounting for stock or stock option awards
cancelled for nonperformance should follow the accounting described
above for forfeitures greater than estimated in computing the stock
compensation charge and related income tax benefit in a prior pericd.

Issue 9: Do you agree that the result of the IASB’s approach to
calculate the fair value of equity instruments of nompublic entities
would be closer to fair value than minimum value?

Supplemental response: If a nonpublic company’s stock award agreement
specifies the methodology for determining the future value of the
equity instrument, such as in many shareholder buy-sell agreements,
the volatility factor may be implied by past stock valuations under
other such agreements or historical operating results and financial
positions, as may be applicable in the circumstances. Otherwise a
volatility factor of zero would likely be appropriate in most cases.

As mentioned in my supplemental response to issue 2(d), volatility
ought to be excluded from any mandated compensation measurement model
because historical volatility is too often not a reliable indicator of
future reliability due to circumstances beyond the control or
influence of the issuing entity.

Issue 12: Should the actual outcome of performance awards affect the
total compensation expense incurred?

Supplemental response: My supplemental response tc issue 4 above
addresses performance awards to nonemployees. This issue 12
apparently addresses performance awards to employees. I believe the
accounting should be the same of both employee and nonemployees.



Furthermore, in cases where the award is not cancelled (or reduced)
for nonperformance, no adjustment to current compensation should be
made in the period the holder sells or exchanges of the equity
instrument to reflect the difference between the actual gain realized
by the award holder and the estimated gain used to record compeasation
in a prior period. To do otherwice would obfuscate the o ty of
economic earnings and operating results for the entity for the
subsequent accounting period.

Issue 16: Would proposed disclosures by the IFRS expanding the
disclosure requirements of Statement 123 be more informative to users
of financial statements?

Supplemental response: Information overload and alternative views and
calculations of the same bagic facts do not add intelligibility and
transparency to financial statements. Rather such disclosures seem
conflicting and confusing and contribute to the perception of many
that financial statements contain arbitrary and contrived results of
operations and indecipherable disclosures.

Thank you for the opportunity to express my views to the FASB. I
appreciate the difficulty of the FASB’s tagk in reaching a fair and
balarféed vonclusion. Hopefully my comments will be of some value in
deliberations.
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Dear Sue:
Mi it iates the opp ity to respond to the Invitation to Comment (ITC),
“Accounting for Stock-Based C on: A C ison of FASB No.

123, Accounting for Stock-Based Compensation, and Its Related Interpretations, and
1ASB Proposed IFRS, Share-based Payment”. We commend the FASB staff for what we
believe is a thorough and well written ITC. In connection with drafting our response to
this ITC, we are also in the process of drafting & response 10 the IASB’s Exposure Draft
(ED). In drafting our response to that ED, we found oursclves confused on a number of
the proposals and, instead of referring to the ED’s Basis for Conclusions and

! i id we found Ives referring to the ITC for the much needed
clasity. Going forward, this ITC should serve as the model for comparing U.S. GAAP to
proposels from the [ASB. In addition, as indicated in the ITC that the FASB is not
seeking comments on certain issues at this time, this response letter does not comment on
whulmmckupﬁonsgmmedmmpbyeﬂnnﬂuinwmpmnﬁmexmimthe

As indicated in FASB Concepts 2, Quali [ istics of
Accounting Information, relevance and reliability are the two primary qualities
thatm:k:mmﬁnginfumﬁonuscﬁdfordecbionmnﬁn& However, as also
indicated in CON 2, comparsbility is a quality that interacts with relevance and
reliability to ibute to the usefulness of ion. Microsoft is a strong
of principles-based i dards and we believe that the

amount of intetpretive and imp on guid in o
kywwnmumpanﬁﬁtybawmﬁﬁuhmbiumadpmindﬁving
much of the detail and lexity in current i dard; A
wedomognizellmtheuhﬁveweigh(tob:givmwxelwnm.mliability,and
eompmbilitymnstvu-ymotdingtocircummm




We are aware of a lot of rescarch currently being conducted in efforts to
accurately measure the fair value of employce stock options st grant date and
believe it is incumbent on the FASB to closely monitor the various research being
performed. Nevertheless, we are not currcatly aware of a valuation model from
any of this research that appears to be superior to other methods. For example,
we are aware of 8 binomial model with 16 inputs required in an effort to

properly value employee stock options. We can only imagine the comparability
problems between companics as each company selects what it believes is its best
estimate of each of the 16 inputs to the model.

Given this comparability issue, Mi ft believes that an ing standard
should mandate an option-pricing model for valuation purposes that takes into
account the following five factors at grant date: the exercisc price, the expected
e of the option, the current price of the underlying stock, expected dividends
on the underlying stock, and the risk-free interest rate.

Microsoft believes that expected volatility should be excluded from the current
Statement 123 calculation of the fuir value of an employee stock option for public
entities, similar to the current 123 calculation for nonpublic entities.
We would readily admit that excluding expected volatility from an option
pricing modz] docs not theoretically result in fair value. However, in our
apinion, excluding volatility from an option pricing model is similar to the

ition of expected life for ! lifc under 123, whichisa
way to adjust for the effect of the nontransferability of employee stock options.
Microsoft believes excluding volatility is a way to adjust for other factors not
taken into account in Statement 123 when valuing employee stock options, such
a8 the effect of blackout petiods.

lnuddiﬁon.cxcludinzvohﬁﬁtyﬁxpuhlicmﬁﬁeawo\ﬂdmmﬂwdpuying
ﬁ:ldwidmonpnb]icmﬁﬁuundetsmmmﬂﬂ.whihm(hvingindepm
expefﬁumthhisnm,wemwhhtheFASBﬂobwvlﬁomeomingthe
difficulty nonpublic entities would in estimating expected volatility.
Awomingly,wemopposedwmmshmmﬁmldmdlmdﬁﬁindm
expecledvolnilityhalcuhﬁnatheﬁirvd\wofanployeeswckopﬁons.ln
ddiﬁmwwmqﬁmllkmubukwilhtheeommeminpmzmphBClSSof
the IASB+s ED which indicates that the expected volatility of net assets or
mminglcmldbeuudu:buisfmenimlﬁngmeﬂedﬂumpﬁuvohﬁﬁty.
Wemmmdmmwnm“msmgmmmuﬁomlmiud
attribute ing model including historica} costs and fair value
nmmumwﬂdmuapmxyforuﬁmﬁnsshuepduvohﬁﬁly.

Also, Microsoft is mvnglyopposedwthelASB‘xmib-of-serviu method and the IASB
requirement that all of the tax benefits derived from stock-based compensation
be ized in the income Our on those issues as




weuuaurmcponseﬂothsoﬁerpﬁmarylswcnaisedinmmmmched. Ifyou
have any questions, pleasc do not hesitate to contact me at (425) 703-6094.

Sincerely,

Bob Laux
Director, External Reporting



Attachment

Issue 1: Statement 123 provides a scope exclusion for ESOPs and certain ESPPs, and the Proposed
IFRS does not. Which view do you support and why?

Response: Microsoft supports the TASB+s view. With respect to ESPPs and in the spirit of
principles-based standards, if these rights given to employces are truly immaterial, there is
not a need for & specific exclusion.

Jssue 2: In measuring the fair value of stock opiions granted to employees, both Statement 123and
the Proposed IFRS require use of ant option-pricing model that takes into account six specific
The dards provide suppl ! guidance for use in selecting those assumptions.

Issue 2(a): Do you believe that an accounting standard should mandaie the use of an option-pricing
model for measurement purposes? [fnol, what other approaches do you believe would,  provide more
consistent and reliable estimates of the fair value of employee stock options granted and why?

Response: As indicated in FASB Concepts Statement 2, Qualitative Characteristics of
Accounting Information:

Relevance and reliability are the two primary qualitics that make accounting
information useful for decision making. Subject to constraints imposed by cost and
AN N . istics that

and d reliability are the
make information a more desirable commodity — that is, one useful in making
decisions. If either of thosc qualities is pletely missing, the i ion will not

be useful, Though, ideally, the choice of an accounting alternative should produce
information that is both more relisble and more relevant, it may be necessary to
sacrifice some of one quality for a gain in another.

a3 also indicated in CON 2, bility is a quality that intecacts with
relevance and relizbility to jbute to the usefulness of i i

fe ion about a P gnimgrutlyinuuﬁdmiﬁtmbe
pared with similer information about other caterp ises and with similar

infonnnimabomdmsnmeempﬁseﬁorwnwmp«iodormemhupoimin
time. Comparability between ises and consi in the applicability of
methods over time i the i ional value of comparisons of relative

ic opp ities or P The signi of i i speciall,
quantitative infomm.ion,dzpendstolmmonmwsnbilitywrdmitm
some
ft is a strong prop of principles-based i dards and we believe

{hat the amount of interpretive and impl ion guid in i dards to try
toensulecompmbilitybetwecnentiﬁﬁinhebigg:stculptitinclﬁvingmuchoﬁhedmil
and lexity in current i dard: we do ize that the
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relative weight to be given 1o rel reliability, and bility must vary
to circumstances.

Microsoft is aware of a lot of research currently being conducted in efforts to accurately
measure the fair value of employee stock options and we believe it is incumbent on the
FASB to closely monitor the various research being performed. Nevertheless, we are not
currently aware of a valuation model from any of this rescarch that appears to be superior
to other methods. For example, we are aware of a binomial model with 16 inputs required
in an effort to properly value employee stock options. We can only imagine the

bili blems between ics as each company selects what it believes is its

best estimate of each of the 16 inputs to the model,

Accordingly, at the present time and as elaborated upon in our respanse 1o the following

bi: Mi ft believes an ing standard should mandate the use of an option~
pricing mode] for measurement purposes. However, the FASB should continuously
‘monitor developments in this ares and revisit this requirement if it becomes apparent that
other methods become acceptable that do not cause significant comparability issues.

Issue 2(b): If you agree that an accounting standard should mandate the use of an option-pricing
model, do you believe that a particular model should be mandated? If so, which model should be
reguired to be used and why?

Response: Microsoft belicves that an accounting standerd should mandate an option-
pricing model that takes into account the following five factors at grant date: the exercise
price, the expected life of the option, the current price of the underlying stock, expected
dividends on the underlying stock, and the risk-free interest rate. Again, consistency and
comparsbility between entitics weighs heavily upon our position on this issue. Our reasons
for excluding the expected volatility of the underlying stock are discussed in the subissuc
below.

Issue 2(c): Ifyouagree that an accounting standard showld not mandate the use of a particular
option-pricing model, do you belleve that additional disclosures should be made 10 improve the user+s
ability to compare the reported financial results of different enterprises? If so, what types of
additional Information should be reguired to be disclosed?

Response: Disclmﬁmﬂdimlude!heepﬁon-pddngmndeluudmdthﬁnmmwlhe
model.

Issue 2(d): Statement IZ3mdth¢PmpoudIFkSr¢qvinlhaiwlainmodlﬁcmamb¢mdemth¢
outcome of an option-pricing model 1o address certain features of employee stock options. If you
believe that other modifications should be made to improve the consistency and reliability of those
autcomes, please describe those modifications and why they should be required.

. Microsoft believes that expected volatility should be excluded from the current
Statement 123 calculation of the fair value of an cmployee stock aption for public entitics,
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similar to the current Statement 123 calculation for nonpublic entitics. We would readily
admit that excluding cxpected volatility from an option pricing model does not

theoreticaily result in fair value. However, in our opinion, excluding volatility from an
option pricing model is sirmilar to the substitution of expected life for contractual life under
Statement 123, which is a way to adjust for the effect of the nontransferability of employee
stock options, Microsoft belicves excluding volatility is a way to adjust for other factors not
taken into account in Statement 123 when valuing employee stock options, such as the effect
of blackout periods.

In addition, excluding volatitity for public entities would create a Jevel paying field with
nonpublic entities under Statement 123. While not having in-depth expertise on this issue,
we concur with the FASB+s observations concerning the difficulty nonpublic entities would
encounter in estimating expected volatility, Accordingly, we are opposed 10 the IASB+s
requirement that all entitics include expected volatility in calculating the fair value of
employee stock options. In addition, we were quite taken aback with the comments in
paragraph BC139 of the IASB+s ED which indicates that the expected volatility of nct assels
orearningscculdbcuseduabuisfoteﬁimaﬁngutpeﬂedshampﬁoevohﬁlity. We trust
that standard setters would not even suggest that results from & mixed attribute accounting
model including historical costs and fair value measurements would serve as a proxy in
estimating share price volatility.

Issue 2(¢): Do you believe that additional guidance  for selecting the factors used in option-pricing
models is necessary to provide added consistency and comparability of reported results? if so, what
types of guidance should be provided and in which areas?

Response: Micmsoﬁbelicvuthmamin—dwthdiscuxioncfthgfncmunndﬂwmof
cxamples with specific ﬁctpanmswouldbeuseflﬂgﬁdminuyingtopwide added
consistency and comparability of reported results. For instance, guidance such as the items
looonsiderwhcnesﬁnnﬁngdwexpeclndlifeofmopﬁon-longwithfanspeciﬁcmplu
would be useful.

Issue 3: Do you believe that employee and I ions are distinct and, therefore,
warrant different measurement dates for determining the fair value of equity instruments granied?
fso, why? if not, why not?

Response: While we believe empl d are
dhﬁncmheﬁirvduforbolhmacﬁonnhnmdbedmnhednthewtdm,uﬁw
oomple:dlyinhzxmtinguidancemhumkzueNo.%lShmljmﬁﬁedbuedonthe
somewhat limited distinction between these two types of transactions. To be quite frank,
we do not believe the use of stock options for ! ions is all that preval
ns(ojustifythctim:andeﬂ'nnﬁmhsbeencxpendeddcbodng!hisiuu.

1 : L

Issue 4: Do you believe that the fair value of equity awards gransed to nonemployees that include
perfc ditions can be d with sufficient reliability to justify a grant-date
measurement method? If sv, why? If not, why not?




Responsc: Yes, as we would hope both counterparties to the transaction would heve
h hi idered the p ditions before entering into such a transaction.

Jssue 5: Do you believe the notion of issuance is conceptually of importance in the design of @
standdrd on stock-based compensation? If so, why? [f not, why net?

Response: Yes, Microsoft belicves that if an accounting standard defers to the expected
value of options to be issued in measuring services received, the notion of whether the
options are actually issued is conceptually important.
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Issue 6: Do you believe an equity instrument subject to vesting or other performance conditions is
issued, as defined by Statement 123, ot the grant date? I s0, why? If not, why not?

Response: No, equity instruments are not issued until the issuer has received valuable
ideration in exch for the equity i

Issue 7: Do you believe that the effect of forfelture should be Incorporated into the estimate of fair
value per equity insirument (IASB approach)? If so, why? If not, why not?

As indicated previ ‘,,webelicvethmarean\nnberofimmthn!nouldbe
incorporated into the estimate of fair value per equity instrument. However, with regards
to the i issues of i and ibility, Mi ft believes that an

accounting standard should mandate an option-pricing model that takes into account the
following five factors at grant date: the exercise price, the expected life of the option, the
current price of the underlying stock, expected dividends on the underlying stock, and the
risk-free interest rate.

Issue 8: Should failure of an award holder to satisfy the conditions that entitle the holder fo retain or
receive the promised benefits affect the amount of compensation expense that should be recognized
related 10 that award? If so, why? If not, why not?

Response: Absolutely, if an award holder fails to satisfy the conditions inherent in an
opﬁmgmnmdmenﬁtyismneqﬁmdwissuzdmcmupmdingeqmymmmm.we
failto sec a ition event iri ding in the financial

Issue 9: Do you agree that the result of the IASB+s approach ta calculate the,  fair value of equity
instruments of nonpublic entities would be closer to fair value than minimum value? If so, why? If
not, why not?

Response: We would readily admit that excluding expected volatility from an option
pricingmodeldounm:heomﬁullymuhinﬁirvulu. However, in our opinion,
excluding volatility from an option pricing model is similar to the substitution of expected
Tife for contractual life, which is & way to adjust for the effect of the nontransferebility of
employee stock options. Microsaft belicves excluding volatility is a way to adjust for other
factors not taken inlo account when valuing employee stock options. Also, while not
having in-depth expertise ou thig issue, we concur with the FASB+s observations concerning
the difficulty norpublic entities would encounter in estimating expected volatility. In
addition, we were quite taken aback with the comments in paragraph BC139 of the IASB+s
Ethichindiulﬂtha“heexpecwdvohﬁﬁtyofnausetsormingscouldbemedul
basis for estimating expected share price volatility, We trust that standard setiers would
mwmmmﬂmmmﬂuﬁomanﬁxedwﬁlme ing model including historical
costs and fair value measuremeats would serve as a proxy in estimating share price
volatility.




6

Issue 10: Which of the two astribution methods described by the standards do you believe is more
representationally faithful of the economics of stock-based compensation arrangements and why?

p The sttribution method prescribed by St 123. While there are a number
of reasons we believe the attribution method prescribed by Statement 123 is more
representationally faithful, it is also important that standard sctters recognize the
complexity inherent in the JASB-s units-of-service method. As indicated in the FASB+s
Proposal, "Principles-Based Approach to U.S. Standard Setting’, an increase in the

plexity of i gatively impacts the quality and transparency of
financial accounting and reporting. For instance, we observe that it takes ten pages {noting
the actual standard is only sixteen pages) o provide four examples with somewbat straight
forward fact patterns for the IASB to try and explain the units-of-service method in their
ED. In addition, the FASB found it necessary to provide yet more examples in the ITC in
order to illustrate the difference between the two standards.

Issue 11 Statement 123 does not ascribe value to services received in exchange for equity
instruments that are later forfeited (that s, recognized compensation expense Is reversed upon
Jorfeiture), whereas the Proposed IFRS ascribes value to such services through ifs units-of-service
attribution method (that Is, recognized compensation expense s not reversed upon  forfeiture). If you
support the Proposed IFRS*s view, do you believe the units-of-service method ascribes an appropriate
value to services received prior to forfeiture? If so, why? Ifnot, why not?

Response: Microsoft is strongly opposed to the JASB-+s units-of-service method.

Jesue 12: Do you believe that the actual outcome of performance awards should affect the total
compensation expense Incurred by an enterprise? If so, why? Ifmof, why not?

Response: Yes, if an award holder fails to satisfy the conditions inherent in an option grant

2and an entity is not required to issue the corresponding equity instruments, we fail to see 2
ition cvont requiri ding in the fnancial
Issue 13: Do you believe that this Issue is imp in considering an at model=s validity?

if 10, why? If not, why not?
Response: Yes, for reasons elaborated upon above.

Issue 14: Do you believe that the meanzrement-date criteria in Issue 96-18 accurately reflect the
ies of ions with 1 ? I not, why not?

Response: The fair value for iond with empl and ! should be
determined on the grant date, as the complexity inherent in the guidance in BITF Issue No.
mxsismmﬁdmmmemwmmmmmmd
transactions.
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Issue 15: Do you believe that all of the tax benefiss derived from stock-based compensation
should be recognized in the income statement? If so, why? If not, why not?

Response: No, when realized tax benefits from equity awards differ from the recorded tax
benefits based on the cumulative amount of stock-based compensation expense recognized,
the difference should be directly recorded to additional paid-in capital. This is consistent

with p h 35 of FASB No. 109, 4  for Income Taxes, which indicates
the following: .

Income tax expense ot benefit for the year shall be allocated among continuing
perati i inued operati dinary items, and items charged or
credited directly to shareholders+ equity (paragraph 36). The amount allocated to
contimiing operations is the tax effect of the pretax income or loss from continuing
operations that occurred during the year, plus or minus income tax effects of (a)
changes in circumstances that cause a change in judgment about the realization of
deferred tax assets in future years (paragraph 26), (b} changes in tax laws or rates
{paragraph 27), () changes in tax status h 28), and (d) ¢ ductibl
dividends paid to shareholders . . . The remainder is allocated to items other than
inui jons in dance with the provisions of p: h 38.

Accordingly, the income tax benefit reflected in the income statement related to stock-based
eompumﬁonslm!dbeb-sedomhzexpenwfwmck-bmdcompemﬁonmnmlly
recognized in the income A ing there are no di inued operations or
mmdiwyhems,mydiﬁfaenoubetweenﬂmuxbmﬁtmomiudonﬂwiwm
statement and the actual income tax benefit received should be recorded directly to
sharcholders+ equity.

Issue 16: As discussed in paragraph 83 of this Invitation to Conment, the Proposed IFRS expands
on the q in 123. Do you belleve that those expanded disclosures
would be more informative (o users of financial statements? if so, why? Ifnot, why not? (Which of
the dis eq should be eli; d or modified in that case?)

Response: minmrpomionintthASBEDofﬁmndllnponingdisclomcunemly
nquindmdnsmementlﬂindimswulhckof-”clunsbm‘nppmuhin

ining what i ion would be most i ive to users of finaacial statements.
Fnrinmmc,ifmdndmmdecidﬂhuthcﬁirvnlueofmckopﬁonsshouldhe
Wimdmﬂwﬁnmiﬂmmnubasedmmdncﬁkvdueushgmopﬁonpﬁcing
nndel.weﬁiltoseetheneedformeenmsivldisclosmoftheweightednvmgccmix
pﬁuofapﬁmmmndinsn-puﬁcuhrpoiminﬁm.mumimlper:hmﬁmm
alxudyp:vvidainfomaﬁonomhndiluﬁveeﬂ'mofnockopﬁonsmdweﬁndit
somewhat curious that if standard setters reject intrinsic value as a measurement of the fair
value of stock options, that discl that convey that infc ion would still be so
prevalent.
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Jsswe 17: Please describe any additional disclosures that you belleve should be required in order to
X-B, P

inform a user of financial about the of d comp arrang

With respect to 123 and entities that elect to estimate at grant dite the
amount of equity instruments expected to be forfeited, we belicve a disclosure of the
petcentage of equity instruments cxpected to be forfeited would be useful for purposes of
comparability between entities.



