




















VIrtually 1mpossible because: of the complemty of the mo&efs and the varying
assumptions utilized.

Addmonaily, the h:stoncat emp!oycc behmofai daia avaxlab!e to financial statement
preparers for assessment of option term will vary significantly from eompany 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 mote robust or more accurate data than another. Again, this

suggestion contradicts FASB Statement of Concepts No. 2, which calls for comparability

and consistency in the preparation of financial statements.

Fma}ly, a company may be able to anaiyze historieal behavior and’ 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
dlstornon of grant date fair vatue
Issue 4(b): Some consﬁmwnts ‘assert Ehat the fair vahue of employee share options

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-C285, 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 El) 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 lattice model
is preferable because it offers greater flexibility needed to reflect the unique
characteristics of employee share opirons‘? H not, Why not?

employee share optxons can bc measmfed with suﬂicxent rehabrlﬁy Because the benefit
from the option award that witl ultimately be realized by the employee (the best indicator
of the value of the award) carinot bé known or estimated with a high degree of certainty
at the date of grant, the fair value cannot be measured at the date of grant.

While we agree that a }a_%ﬁéé é}oﬂeif may provide a bétter estimate of the fair value of an
option award as compared to the Black-Scholes-Merton closed-form model, we feel the




'wﬁl make compensation charges difficult for readers to understané Furthermore a
lattice-based model will make the comparison of expense between enterprises virtually
impossible due to the complexity of the models and the varying assumptions utilized.

Issue 4(cj): Some respnndents to the nmtaﬁoa ‘to Comment suggested that the
FASB prescribe a single method of estimating expected volatility or. even a uniform
volatility assumnption that would be used for all companies. Other respondents to the
Invitation to Comment disagreed with such an approach. Additionally, some patties
believe that historical volatifity, 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 expécted 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

their judgment to make thezlr best estimate of expected vol at;hty, undez'standmg that each
enterprise will have its own set of historical data points that may or may not be an
indicator of future stock performance and volatility.

Additionally, because employees are generally prohibited from transferring 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 outcomes. -

Issue 4(d): This proposed” Statemient’ pmvr{fes guidance “orf ‘how the ‘unique -
characteristics of empldyes share options would be conisidered in Bstznaatmg their grant -
date fair value. For example, to take into account the nontransferability of empioyee
share options, this proposed Statement would require that fair value be estimated using
the expected term (which is determined by adjusting the option’s contractual term for
expected 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 mere accurately reflect the impact of those factors in estimating
the option’s fair value? Please provide the bhasis for your position.

' Dell ‘Response: ’ e apfee’ the' dse’ of bapected form add ceértdin assumptions’ © T

regarding the risk of forfeitnre will provide a more accurate estimate of grant date fair




der the aamferahihty of emp}oyee '
share options. However, the use of these enhanced assumiptions stifl :do riot 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 recognition of compensation
expense when the actual benefit to the employee is largely unknown and could differ
significantly from the amount eﬁginaiiy'expensed.

Issue 5: Tn develepmg this prﬁposed Statement, the Baard acknowledged that
there may be circumstances in which it is not possible to reasnnably estimate the fair
value of an equity instrument. In those cases, the Board decided to require that
compensation 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.) If not, what othﬁr aitemahvc do yau prefer‘?

Dell Resporise: We beheve 1t is nat pesszble t{} reasenably eﬁﬁnaic the fair value -
of a non-transferable equity instrument at the grant date using existiag valuation models.
Therefore, we agree that the intrinsic value method with remeasurement through the
settlement date is the appropriate accounting treatment for all share-based payments.
Although the value recognized by the employee upon exercise is irrelevant to the cost
- incurred by the issuing company, it is a more meaningfil 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.

establishes the pnnmpie that an empk}yee stc;cic parchase plaz ‘transaction is not
compensatory if the employee is entifled 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?

Defl Respan:s'e We do nat agme 'wﬁh f.hc Bea%rﬂ s eﬁnchtsmns and beheve the

proposed Statement. In fact we believe that the Board’s pmposeé accounting changes in
this area may have more far reaching and adverse ecopomic coasequences than the
expensmg of steck eptmns

wrdespread cwnershap of steck am(mg empi(}yees Addmz}naﬁy, thesc ptans build
goodwill with a broad empioyee base and work to align their mterests w;th those of other




Sighigei-

sharehoider& These pfans are not wewed as cempensahon ’oy the employee and should
not be expensed.

Attribution of Compénsation Cost .~ -

Issue 7: This propesed” Statement would reguire” that ‘compensation 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 appropnate basis for
attribution? If not, what basis should be used?

Dell Respanse:' Aséﬁrﬁih‘g the FASB' conthudes that the grantidate fair value is the
most appropriate measure of compensation we agree the requisite service period is the
appropriate basis for attribution as this is the period over which the compensation 1s
earned. :

N Issue 3. Deterrmﬁmg ‘the reqmsxte service penod Would reqmre analysls of the

3 ' terms and conditions of an award, particularty 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 agree the gmdance prowded in Appenchx B is sufficient to
: determine the requisite service pertod. ‘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 reaséns described iy paragraphs C89 — C91; the Board concluded
that this proposed Statement would require a single method of accruing compensation
cost for awards with a graded vesting schedute, 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 would require that they
be accounted for separately. That treatment results in a recognition pattern that attributes
more compensation cost to early portions of the combined vesting petiod of an award and
less compensation cost to later portions. Do you agree with that accountmg treatment? If

i o not, whynot? : : ‘ o }
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However, given the complcxlty of this reqmremcnt we tecommend the Board allow
companies to choose either straight line or accelerated recogmtlon provided that the
selected methodology is co?nsxstenﬂy apphed
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Modifi cations and Seiﬁements o

Jssue 10: This proposed Statement establishes several prineiples that guide the
accounting for modifications and settlements, including cancellations of 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. Ne, those pnn(:iples are not appropnate We believe it is
impossible to reasonably estimate the fair value of an equity instrument at the grant date,
or at subsequent modification or seftlement dates. We recommend, for all awards, the
change in compensation cost from the modification of an award be measured by
comparing the intrinsic value of the modified award, if any, and the intrinsic vatue of the
original award, if any, immediately before the modification as suggested by Appendix A
paragraph 35 c.

Income Taxés '

Issue 11: Thxs pmposed Statement changes the mcthod of accountmg for income -

tax effects established in ‘Statement 123 as originally issued. Paragraphs 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 also 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 %axes established by
this proposed Statement? If not, what method (including the method established in IFRS
2) do you prefer, and why" :

proposed Statement is that employee stock optxon awards Be_ 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 o this premise. It seerns illogical to classify the tax

effects of movements in stock price after grant date as expense if a shortfall, versus

equity if a benefit, The effective tax rate in the income statement Qlould align with the
expense recognized in accordance with the matching pnnc:ple

statement preparers to account for and reconczle both the fair value and the intrinsic value
realized by each employee for each award. Current accounting syste;ms generally do not

i




} support this level of speczficafy or reccncﬂ:atm an& cempames w;th broad based plans a
such as Dell will need to make significant capital investments to implement this
requirement.

' Disclosures

compensaﬁon tramsacﬁons the Board cencluéed that it was appmpn&te 1o reconsxder and
modify the information required fo be disclosed for such transactions. The Board ‘also
decided to frame the disclosure requirements of this proposed Statement in terms 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 B191-B193). 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. that the minimum required disclosures are sufficient to
meet the disclosure objectives. However, we continue to hold that a disclosure only
approach to emplcyee stock opnon gxpense iy appmpnate

income statement, the Board slwuld cons:der aliewz.ng compama to aggregate and
separately classify the compensation expense related to empioyee stoek option awards.

5 ”framftm |

(paragraphs 20 and 21) The Bﬁard’ rationale for that d&CISEGn is dlscussed in
paragraphs C157-C162. Do you agree with the transition provisions of this proposed
Statement? If not, why not? Do you 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 the transition provisions of the proposed
Statement for two reasons. First, we believe that companies shoald continue fo be able to
choose one of the three transition models permitted under SFAS 148. Given the diversity
of historical information 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 2 consistent methodology provides more useful




information.
information. Under the pmpasad ‘Statement, compames wﬂl be requ:red 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 calculated as required by
FASB 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 if the propesed Sta%ement requires the use of the mod:ﬁed-prospectwe
methodology, companies should: be permitted to value stock option grants using a
consistent approach for all grants which may impact any compensation charges reflected
in the income statement. This approach will provide: greater consistency within a
company’s own financial statements, and will allow for easier comparison among
companies. Moreover, we believe companies 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
companies 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 implementation 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
Staternent. The Board and its constifuents’ due diligence in considering every
ramification of the proposed Statement is critical to avoid contradictions within the
existing FASB conceptual framework and to achieve the Board’s stated objective of
recognition of a relevant and reliable estimation of stock based compensation expense
wﬂhm the financial statements. -

s1gmﬁcant misstatements of compensaﬂon expense Most pﬁbhc campames are in the
midst of implementing enhancements to their accounting and reperting processes and
their control environinents as a resuft of the Sarbanes-Oxley Act of 2002 and accelerated
SEC filing requirements. W¢ 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 and magnitude.




 Nonpublic Entities .

Jssue 14 (a) This prcpesexi Statement wou?d pemnt n@npubhc enﬂﬂes to elect to
use an intrinsic value method of accounting (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 aﬁow an intrinsic value method for
nonpublic entities? If not, why not‘?

De!l Response Na cemem

fssue 1 4(b) Censxstent wﬁh its mission, when ﬂleB(mrd devéieped this proposed
Statement, it evaluated whether it wounld fill a significant need and whether the costs
imposed to apply the proposed Statement, as compared to other alternatives, 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 fo 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 infrinsic
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 eosts 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 nonpublic entities to provide them additional time to
study its requirements and plan for transition. Do you believe those decistons are
appropriate? 1f not, why not? Should other modlﬁcatmns of this proposed Statement’s
provisions be made for those entifies?

Dell Response: No commient,

small business issuers, as defined by the Seeurities 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 pubhc entmas‘? '

Déet‘l—-f%@panjse: .-?1‘?9 emnmenf st
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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 FASB 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 financing cash inflows?
If not, why not?

Dell Response: We do not agree with reflecting excess tax benefits as financing
cash 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 of the 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 shate options regardless of whether the issuer is a public ot
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 separation of awards between liabilities atd oquity, 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.




N *Unaerstamtmhty efms oposed §

Issue 1 3 The Boa:d 3 o%geciwe
can be read and understood by those possessmg a reasonabie ieve} of accounting
knowledge, a reasonable understanding of the business and economic activities covered
by the accounting standard, and a willingness to study the standard with reasonable
diligence. Do you believe that this proposed Staternent, taken as a whoEe, achieves that
objective?

Dell Respoﬂse We ha\?e' r’eaa 'aétd ﬁ]iiy'iﬁidéts'tand the pa‘epdsed ‘Statement and
implementation ‘guidance. However, many financial statement preparers may not have
sophisticated treasury operations, and therefore, may not have access to the related
education and training that is cnt:cai for a full understanding of the piciposed Statement.

astute users of ﬁnancral statemerﬁs will be unabée fo understané aii of the ﬁnancxal
statement impacts of the pmposesd Statement :

Statement fits wﬂhm the exzstmg concepiual ﬁ'amewerk 0f GAAP Exlstlng 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 W1H improve financial
staternent reliability, comparabihty, or transparency

s As t{r mmphf}mg U S GAAP 1&6 esmpiexﬁfss of the Bmem‘;&‘i' ‘Géei aceeunﬁng for

the complexities fequ;re 1mplementafwn of systematlc scé&ﬁons which do not
currently exist. It is unlikely that the proposed Statement can be implemented
without the use of cosﬂy axt&m&i axperts :

for changes to U 3. GAA?




