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virtually impossible· beckuse of tlIeroinplexify of tlle models and the Varying· 
assumptions utilized. 

Additionally, the historical employeebehllViota1data available to financial statement 
preparers for assessment of option term will vary significantly from company to company 
and even within a company as time passes and circumstances evolve. Paragraphs B20 to 
B23 suggest that preparers utilize this information if it is sufficient and available; if not, 
they should consider another means of estimation. This suggestion provides just one 
example of how current financial statements could potentially be materially distorted as a 
result of insufficient historical data, and how a company may perhaps be penalized 
because they have more robust or more accurate data than another. Again, this 
suggestion contradicts FASB Statement of Concepts No.2, which calls fur comparability 
and consistency in the preparation of financial statements. 

Finally, a company maybe able to analyze historical bebaviorand draw meaningful 
conclusions regarding past employee exercises, cancellations and forfeitures. However, 
historical behavior should not always be considered a. reliable indicator of future 
behavior. Broad presumptions regarding employee behavior may result in significant 
distortion of grant date fair value. 

. . . 

Issue4(b); Some eonstituenfsassert that thefair~6fefllployeeshareoptions 
cannot be measured with sufficient reliability for recOgnition in the financial statements. 
In making that assertion, they note that the Black-Scholes-Merton formula and similar 
closed-form models do not produce reasonable estimates of fair value because they do 
not adequately take into account the unique characteristics of employee share options. 
For the reasons described in paragraphs C21-C25, the Board concluded that fair value can 
be measured with an option-pricing model with sufficient reliability. Board members 
agree, however, that closed-form models may not necessarily be the best available 
technique for estimating the fair value of employee share options - they believe that a 
lattice model (as defined in paragraph E I) is preferable because it offers the greater 
flexibility needed to reflect the unique characteristics of employee share options and 
similar instruments. However, for the reasons noted in paragraph C24, the Board decided 
not to require the use of a lattice model at this time. Do you agree with the Board's 
conclusion that the fair value of employee share options can be measured with sufficient 
reliability? If not, why not? Do you agree with the Board's conclusion that a lattiee model 
is preferable because it offers greater flexibility needed to reflect the unique 
characteristics of employee share options? If npt, why not? 

Dell Response: Wedorrot agree with the Boatd's COl'lclusiOrl that the fair value of 
employee share options can he measured With sufficient reliability. Because the benefit 
from the option award that will ultimately be realized by the employee (the best indicator 
of the value of the award) cannot be khownor estimated with a high degree of certainty 
at the date of grant, the fair value cannotbe measured at the date of grant. 

While We agree that a lattice model may provide a better estimate of the fair value of an 
option award as compared to the Black~Scholes~M¢rt()n closed-form model, we feel the 
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use of a lattice-based modeiis stllliaeicing, U~fi, it wii. result In vaned outcomes which 
will make compensation charges difficult for readers to understand. Furthermore, a 
lattice-based model will make the comparison of expense bctween entetprises virtually 
impossible due to the complexity of the models and the varying assumptions utilized. 

Issue 4(c): Some respondents to the inVitation to Comment suggested that the 
F ASB prescribe a single method of estimating expected volatility or even a uniform 
volatility assumption that would be used for all companies. Other respondents to the 
Invitation to Comment disagreed with such an approach. Additionally, some parties 
believe that historical volatility, which has commonly been used as the estimate of 
expected volatility under Statement 123 as originally issued, is often not an appropriate 
measure to use. The proposed Statement would require enterprises to make their best 
estimate of expected volatility (as well as other assumptions) by applying the guidance 
provided in paragraphs B24-B26 to their specific facts and circumstances. In that regard, 
the proposed Statement provides guidance on other information other than historical 
volatility that should be used in estimating expected volatility, and explicitly notes that 
defaulting to historical volatility as the estimate of expected volatility without taking into 
consideration other available information is not appropriate. If you believe the Board 
should require a specific method of estimating expected volatility, please explain the 
method you prefer. 

. ,,' , , ',', , ' .. 
Den Response:WesUppoiftM &ard:'s concluSion to allowenti:Iprises to use 

their judgment to make their best estimate of expected volatility, understanding that each 
enterprise will have its own set of historical data points that mayor may not be an 
indicator of future stock perfurmance and volatility. 

Additionally, because employees aregen~al1Y ptohibitedfrom trausferring stock options 
and realizing the benefit of an option's increased value within certain windows of the 
requisite service period, we suggest that a company be permitted to include an expected 
volatility of 0% within the range of likely ootoomes. 

Issue '4(d): . This prbposed stat~ent '. ptovldes 'gUidance 'on now the unique 
characteristics of employee shareoptibbS would be considered in rmhnating their grant 
date fair value. For example, to take into account the nontransfetability of employee 
share options, this proposed Statement wOuld require that fuir value be estimated using 
the expected term (which is determined by adjusting the option's contractual term for 
expeeted early exercise and post-vesting employment termination behaviors) rather than 
its contractual term. Moreover, the Board decided that compensation cost should be 
recognized only for those equity instruments that vest to take into account the risk of 
forfeiture due to vesting conditions. Do you agree that those methods give appropriate 
recognition to the unique characteristics of employee share options? If not, what 
alternative method would more accumteiy retlect the impact of those factors in estimating 
the option's fair value? Plea$e provide the basis for your position. 

DeN' Itespi:lI'11e: i 'VII ~ 'akreiel lbtl ll'iie' Ilf ttpOCldd' tdltl add ~main' assumptions' 
regarding the risk of forfeiture will provide II more accurate estimate of grant date fair 
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. value. Theseilssuniptiohs aDow preparJrs to ~ns1dt4:tie ~entknsrJ~lityofemployee 
share options. However, the use of these etlha.m:ed lISSUtnptions still do not provide for 
any recovery of the fair value of options that are expensed at the grant date, but 
subsequently expire worthless. It is illogical to require reeognition of eompensation 
expense when the actual benefit to the employee is largely unknown and could differ 
significantly from the amount originally expensed. 

Issue 5: In developing this proposed statement, the Board acknowledged that 
there may be circumstances in which it is not posSible to rellSOnafily estimate the fair 
value of an equity instrument. In· those cases, the Board decided to require that 
eompensation cost be measured using an intrinsic value method with measurement 
through the settlement date (paragraphs 21 and 22 of Appendix A). Do you agree that the 
intrinsic value method with remeasurement through the settlement date is the appropriate 
alternative accounting treatment when it is not possible to reasonably estimate the fair 
value? (Refer to paragraphs C66 and C67 for the Board's reasons for selecting that 
method.) Ifnot, what other alternative do you prefer? 

Dell Response: Webe1ieve iUIi not possible to reasonably ¢Sjimate the fair value 
of a non-transferable equity Instrument at the grant date using existi1)g valuation models. 
Therefore, we agree that the intrinSic value method with remeastirement through the 
settlement date is the appropriate accounting treatment for all share-based payments. 
Although the value reeognized by the employee upon exercise is irrelevant to the cost 
incurred by the issuing eompany, it is a more meaningful indicator of the value of the 
award to the employee/owner than the grant date fair value. The grant date fair value is 
not indicative of any expense or cash outflow to be incurred by the enterprise, and may 
bear no resemblance to the value ultimately realized by the employee. 

. , -.,' ; ~- ': - "';' -, . , -,- " " : ,; . 

lssu; 6} For th~ ~$bllS deScrib~ ;iitJaiagraph t75; this P6posed Statement 
establishes the principle that an employee stock purchase plan transaction is not 
eompensatory if the employee is entitled to purchase shares on terms that are no more 
favorable than those available to all holders of the same class of the shares. Do you agree 
with that principle? If not, why not? 

Dell Response: We do nM agree witl1 ihe Bori's ooncluslonsandbelieve the 
Board should eontinue to exclude employee stoClpurcrmse plans fi'om the scope of the 
proposed Statement. In fact, we believe that the Board's proposed aceounting changes in 
this area may have more far reaching and adverse eeonomic consequences than the 
expensing of stock options. 

The intent of these broaB Based plans isgeilmlly to· raise caWtal or to facilitate 
Widespread ownership of sto¢k among employees. Additionally, these plans build 
goodwill with a broad employee base and work to align their interests with those of other 
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shareholders. These plans are lIotviewed as COmpensation bytheelnployee and should 
not be expensed. > 

Attribution of COlllpensatioil Cost . 

Issue 7: This propOsed statement woalli require thatcofnpensation cost be 
recognized in the financial statements over the requisite service Period, which is the 
period over which employee services are provided in exchange for the employer's equity 
instruments, Do you believe that the requisite service period is the appropriate basis for 
attribution? If not, what basis should be used? 

Dell Response: Asmrningthe FASS concludes that the grantitate fair value is the 
most appropriate measure of compensation, we agrce the requisite service period is the 
appropriate basis for attribution as this is the period over which the compensation is 
earned. 

• > • 

Issue 8: Detertn:hling 'the r~$ite service period woulq require analysis of the 
terms and conditions of an award, particularly when the award contains more than one 
service, performance, or market condition. Paragraphs B37-B49 provide guidance on 
estimating the requisite service period. Do you believe that guidance to be sufficient? If 
not, how should it be expanded or clarified? 

, , , 

Dell Response: We agreetbegUidance provided in App~){ B is sufficient to 
determine the requisite serviCe period. However; application of the:proposed Statement 
will require a high degree' of subjectivity which may result ih' varied outcomes. 
Additionally, the rules in this area are highly complex and will be difficult to administer. 

Issue 9: For the teaSo~s ~llIlctit>ed mpar4gri\phs eS9 - C9I, IheBoard concluded 
that tbis proposed Statement would require a single method of aC":TUing compensation 
cost for awards with a graded vesting schedule. This proposed Statement considers an 
award with a graded vesting schedule to be in substance separate awards, each with a 
different fair value measurement and requisite service period, and w(Md require that they 
be accounted for separately. That treatment results in a recognition pattern that attributes 
more compensation cost to eadyportions ofthe combined vesting pciiod of an award and 
less compensation cost to later portions. Do you agree with that accOunting treatment? If 
not, why not? 

l 
, . , , t : 

DEdi ResponSe: We agree Wlth t'!le Bowls' Prop05ed feco~ition pattern as it 
appropriately mafuhesthe 'recognition of expensewilhthe vest:iilg of !he awards. 
However, given the complexity of this' requirement, we recommend the Board allow 
companies to choose either straight line or accelerated recognition, provided that the 
selected methodology is consistently applied. 

, , 
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Modifications md Settlelllllllfs 

. . 
Issue 10: This propPsed &atemimt establislles'severe! printiplesthat guide the 

accounting for modifications and settlements, including cancellatiomi @f awards of equity 
instruments (paragraph 35 of Appendix A). Paragraphs C96·C115 explain the factors 
considered by the Board in developing those principles and the related implementation 
guidance provided in Appendix B. Do you believe those principles are appropriate? If 
you believe that additional or different principles should apply to modification and 
settlement transactions, please describe those principles and how they would change the 
guidance provided in Appendix B. 

Dell Response: No, those priooiples are notspptopriatei . We believe it is 
impossible to reasonablyestin'late the fair value of an equity instrument at the grant date, 
or at subsequent modification or settlement dates. We recommend, for all awards, the 
change in compensation cost from the modifi~tion of an award be measured by 
comparing the intrinsic value of the modified award, if any, and the Intrinsic value of the 
original award, if any, immediately before the modification as suggested by Appendix A 
paragraph 35 c . 

. IncoIDe' Tales 

Issue 11; ThispropOsed SiatementcbMgesthe method of a~nting for income' 
tax effects established inStatement 123 as originally issued.P'1Itagraphs 41-44 of 
Appendix A describe the proposed method of accounting for incOme tax effects and 
paragraphs C128-C138 describe the Board's rationale. That method lIlso differs from the 
one required in International Financial Reporting Standard (IFRS) 2, Share-based 
Payment. Do you agree with the method of accounting for income t!\xes established by 
this proposed Statement? Ifnot, what method (including the method established in IFRS 
2) do you prefer, and why? 

Dell Response: We dis3greeWith the Bol1ril'.s' proposed ~linting fur income 
taxes for both theoretical and practical reasons. First, the underlYing premise of the 
proposed Statement is that employee stock option awards he characterized as 
compensation expense. The Board's proposed treatment of the income tax effects of 
stock option awards which bifurcates stock option benefits between the income statement 
and shareholders' equity is contrary to this premise. It seems iIIogiool to classify the tax 
effects of movements in stock price after grant date as expense ita shortfall, versus 
equity if a benefit. The effective tax fate ill the income statement should align with the 
expense recognized in accordance with the matching principle. 

Second, as a practica:! matter,the Board'spropQsed' Stateinent Will require fmancial 
statement preparers toaccoUlit for and reconcile both the filir vallie and the intrinsic value 
realized by each employee for each award. Current accounting systems generally do not 



support this level of specifidity Of re¢ondilititioo, and campanies witb'broad based plans 
such as Dell will need to make Significa1ltcapita} investments' to implement this 
requirement. 

Disclosures 

Issue 12.; Ba:ausecompeIiSatlbn . cost would • beri:oo~loo fOr share-based 
compensation transactions, the Board concluded that it was approprilite to reconsider and 
modify the infonnation required to be disclosed for such transactions. 'The Board also 
decided to frame the disclosure requirements of this proposed Statement in tenns of 
disclosure objectives (paragraph 46 of Appendix A). Those objectives are supplemented 
by related implementation guidance describing the minimum disclosures required to meet 
those objectives (paragraphs BI91-BI93). Do you believe that the disclosure objectives 
set forth in this proposed Statement are appropriate and complete? If not, what would 
you change and why? Do you believe that the minimum required disclosures are 
sufficient to meet those disclosure objectives? If not, what additional disclosures should 
be required? Please provide an example of any additional disclosure you would suggest. 

Dell Response: We agree tMtthe rninitrlUlll required disclosures are sufficient to 
meet the disclosure objectives. However, we continue to hold that a disclosure only 
approach to employee stock option expense is appropriate. 

Because compensation expensernay be reflected in sc:wcralline itqns an a company's 
income statement, the Board shOuld consider allowing companies to aggregate and 
separately classifY the compensation expense related to employee stock option awards. 

- - -

Issue i3:1liis propotretlStatememq",hufd tequtre' llie htooIfied proSpective· 
method of transition for pub1i(:contplUtfes aM would not Penhitretrdspective application 
(paragraphs 20 and 21). TbeBoard's rationale fur that decisioil is discussed in 
paragraphs CI57-CI62. Do you agree with the transition provisions of this proposed 
Statement? If not, why not? Do YOll believe that entities should be permitted to elect 
retrospective application under adoption of this proposed Statement? If so, why? 

Dell Response: We do not agree with lhe transitIon provisibns of the proposed 
Statement for two reasons. First; we believe that companies should cbntinue to be able to 
choose one of the three transitioil models permitted tinder SF AS 148. Given the diversity 
of historical infonnation available to each company, preparers should be able to 
determine which transition model is most effective for individual financial statements. 
Secondly, companies should be permitted to value all options expensed in the income 
statement using the same model if a consistent methodology provides more useful 
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infOrmation. In . most '~~ thl~~l: re<jli~'a ch~ge to ~ViOusly disCloSed • . 
information. Under the proposed Statement, companies will be required to recognize 
expense in the year of adoption that is most likely valued using the Black·Scholes
Merton approach. The Board has acknowledged that this valuation methodology is 
flawed and results in overstatement of stock option value. In future· periods options will 
most likely be valued under binomial models as they are developed. Therefore, the 
expense recognized in a given period will not be consistently calcQlated as required by 
F ASB Statement of Concepts No.2. Prior year grants would most likely be calculated 
with a closed-form model, whereas current period grants would be valued using a lattice 
model approach as recommended by the proposed Statement. 

We believe that it the proposed Statement requires1.be use of the modified-prospective 
methodology, companies should be permitted to value stock option grants using a 
consistent approach fot all grants Which may impact any compensation charges reflected 
in the income statement. This approach wiIl provide greater consistency within a 
company's own financial statements, and will allow for easier comparison among 
companies. Moreover, we believe compauies should be permitted to retrospectively 
apply the provisions of the proposed Statement to enhance comparability if they so 
choose. Finally, for some companies, a prospective method of adoption may provide the 
most useful information. For example, some preparers may not have the historical 
information to accurately expense the unvested portion of prior period grants. Other 
compauies may have significantly changed option awards from broad based plans in 
recent years making the prospective approach the most useful indicator of future expense. 

Additionally, the effective date for implemmtalion of the standard is overly aggressive. 
The short time frame between the expected issuance date of the proposed Statement and 
the effective date may produce highly inaccurate estimates of compensation expense 
given the complexity of a binomial model. Furthermore, the tax related provisions of this 
proposed Statement will require reconciliations at the individual option level that are not 
currently supported by existing accounting software architecture. 

The Board should provide an adequate time frame· for companies to scope, implement 
and test the accounting and reporting processes and internal controls mandated by the 
Statement. The Board and its constituents' due diligence in considering every 
ramification of the proposed Statement is critical to avoid contradictions within the 
existing F ASS con<"'Cptual framework and to achieve the Board's stated objective of 
recognition of a relevant and reliable estimation of stock based compensation expense 
within the financial statements . 

. If the Bo~d ~Iiooses toi~l>~~ t~fd iv:th'tMsiProPdsal, lIte etf6oti've i

ctate may result in· 
significant misstatements of compensation expense. Most public companies are in the 
midst of implementing enhancements to their accounting and reporting processes and 
their control environments as a result (lfthe Sarbanes-Oxley Act of2002 and accelerated 
SEC filing requirements. We recommend that the Board delay implementation of the 
proposed Statement for a least one year so that resources are available to properly 
implement a standard of this complexity nd magnitude. 
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NOllpublic iatities . . . 

Issue 14 (a): This proposed Sfatement Would permit uoupublitentitills to elect to . 
use an intrinsic value method of accoUllting (with· final measurement of compensation 
cost at the settlement date) rather than the fair-value-based method, which is preferable. 
Do you agree with the Board's conclusion to allow an intrinsic value method for 
nonpublic entities? If not, why not? 

Dell Response: Nocomment. 
. .. ,.. . 

Issue 14(b): C<msisttrtfwith ItIJ:niliJsion, when the Board developed this proposed 
Statement, it evaluated whether it would fill a Significant need and whether the costs 
imposed to apply the proposed Statement, as compared to otheraltematives, would be 
justified in relation to the overall benefits of the resulting information. As part of that 
evaluation, the Board carefully considered the impact of this proposed Statement on 
nonpublic entities and made several decisions to mitigate the incremental costs those 
entities would incur in complying with its provisions. For example, the Board decided to 
permit those entities to elect to use either the fair-value-based method or the intrinsic 
value method (with final measurement of compensation cost at settlement date) of 
accounting for share-based compensation arrangements. Additionally, the Board selected 
transition provisions that it believes will minimize costs of transition (most nonpublic 
entities would use a prospective method of transition rather than the modified prospective 
method required for public entities). Moreover, the Board decided to extend the effective 
date of this proposed Statement for nonpuhlic entities to provide them additional time to 
study its requirements and plan for transition. Do you believe those decisions are 
appropriate? If not, why not? Should other modifications of this proposed Statement's 
provisions be made for thoseeiltities? 

Dell Respo1lSe.~ No comment. 

Issue 15.' . Some afgUeHhBt the' cdst-betiJfifcol1SiUerati0l18 .tbat led Ute Boardt!) 
propose certain accounting aitertllltlves rornonpublic entitles should apply equally to 
small business issuers, as defined by the Securities Act of 1933· and the Securities 
Exchange Act of 1934. Do you believe that some or all of those alternatives should be 
extended to those publie entities? 

DellReJ$ponse iNo eom~t. . 
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Cash Flows 

Issue 16: For the reasons discusSed in paragraphs C139-C143,'the Board decided 
that this proposed Statement would amend F ASB Statement No. 95, Statement of Cash 
Flows, to require that excess tax benefits, as defined by this proposed Statement, be 
reported as a financing cash inflow rather than as a reduction of taxes paid (paragraphs 
17-19). Do you agree with reflecting those excess tax benefits as fmancing cash inflows? 
If not, why not? 

Dell Response: We do not agree with reflecting excess tax benefits as financing 
eash inflows. The thrust of the proposed Statement is that share-based payments should 
be recognized as compensation expense, an operating expense of a company. The 
Board's proposed classification of any ofthe income tax effects of stock option awards as 
a financing activity within the cash flow statement is contrary to this premise and further 
disconnects net income from operating cash flow. FASB Statement No. 95 should not be 
amended. 

Differences between This Proposed Statement and IFRS 2 

Issue 17: Certain accounting treatments for share-based payment transactions 
with employees in this proposed Statement differ from those in IFRS 2, including the 
accounting for nonpublic enterprises, income tax effects, and certain modifications. 
Those differences are described more fully in Appendix C. If you prefer the accounting 
treatment accorded by IFRS 2, please identify the difference and provide the basis for 
your preference. If you prefer the accounting treatment in the proposed Statement, do you 
believe the Board nonetheless should consider adopting the accounting treatment 
prescribed in IFRS 2 in the interest of achieVing convergence? 

Dell Response: We agree with IFRS 2 which applies the same measurement 
requirements to employee share options regardless of whether the issuer is a public or 
nonpublic entity. If an accounting concept or principle is theoretically sound and 
reasonably defined, it can be consistently applied. 

We agree with the Board's separatiOO of awards between liabilities and equity, and do not 
believe that the Board shOUld compromise on this premise in the interest of convergence. 

Although we do not agree with either the Board or IFRS with respect to the accounting 
for the income tax effects, we believe that the IASB' s conclusion is more consistent with 
the existing framework. The Board's proposed treatment of the income tax effects of 
stock option awards which bifurcates stock option benefits between the income statement 
and shareholders' equity is contrary to the underlying premise that a stock option award 
is compensation expense. 
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Issue 18: . TheBOOtd'~ \jujclc1ive;i~;t6 'i~sue·.firtanhlal·accJ~tihgstandards that 
can be read and understood by those possessing II: reasonable level of accounting 
knowledge, a reasonable understanding of the business and econoltl'ic activities covered 
by the accounting standard, and a willingness to study the standard with reasonable 
diligence. Do you believe that this proposed Statement, taken as a whole, achieves that 
objective? 

. . 

Dell Response: We have rea(J'andfulIYunaerstaud the proposed Statement and 
implementation guidance. However, manyfiriancial statement preparers may not have 
sophisticated treasury operations, and therefore, may not have access to the related 
education and training that is critical for 11 full understanding of the proposed Statement. 

. . . 

Additionally, we do not believe that the pC"POsed Statement satisfies the Board's stated 
reasons for issuing this proposed Statement. . 

, . . 
'. '. 

• For the reasons dlsCllssed 1noutresponSestbtheptevious questions,eventhe most 
astute uSers offinandal statements win be unabJe to understan4aIlof the financial 
statementimpactsofthe proposed Statement. 

. . _. . - . 

• With regard to improvnfg comparability, wcoo not believe that the proposed 
Statement fits within the eXlstingconCeptualfran:!eWdrk of OM? EXisting valuation 
models will not provide a reliable, consistent, and comparable estimation of a stock 
option's value. Furthermore, we have seen no compelling evidence that expensing 
employee stock options using existing valuation models wiD improve financial 
statement reliability, comparability, or transparency. 

• As to simplifying u.s. oMP, t.e ~pielitfes nrtlte:bi.ll6mirfl n)odet,aceounting for 
related income taxes, and the elimination Of the ratable attribUtion alternative for 
awards with graded vesting l:Ite substantial. For companies wit. broad based plans, 
the complexities require implementation of systematic solutions whiclt do not 
currently exist. It is unJiktly that the proposed Statement can be implemented 
without the use of costly external experts. 
.. , . 

• Whiltwe supPort interilil~(lnal4hv~enOO, 1f iOOuld not betle primary objective· 
fOf chan.g,es lo u.s. GAM. 
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