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To expand on our previous point, there are many subjective factors that affect the valuation of employee stock options.
For example, the expense impact for a company that grants broad-based employee stock options as opposed to a
company that grants employee stock options to officers only will have a significant difference in expense to be
recognized. Also, two similar companies with the same expected stock volatilities and expected stock prices but with
different predicted employee exercise behavior will result in significant difference in expense recognition under the
proposed ED. Unfortunately, employee exercise behavior is driven purely by an individual’s specific needs and desires
at any given point in time that is impossible to accurately quantify using a mathematical model. Depending on whether
a company grants broad based employee stock options, the expected exercise behavior assumed, and the terms of the
stock option vesting, there is significant variability that can be generated using the valuation models in the proposed
ED such that similar companies in similar industries with similar economic performance and prospects can no longer
be meaningfully compared. Mandatory expensing of stock options merely introduces a variable with significant
potential to distort a company’s performance.

Attribution of Compensation Cost

We believe the expensing schedule of employee stock option value should be straight-lined through the vesting period.
We think the fact that a grant has a graded vesting schedule as opposed to a cliff vesting schedule should result in
different valuations and lower forfeiture rates, but not different attribution schedules.

The treatment of graded vesting results in more expensing upfront and is inconsistent with the previous APB 25
opinion, which allows straight line expensing in the financial footnotes.

Furthermore, the Board’s proposal of employee stock option expensing based on requisite service period could
introduce potential comparability issues across companies or significant earnings gyrations from year to year for the
same company, depending on vesting method and frequency of grants. By judicially timing the grant amount and
vesting schedule, companies could potentially use option expense as an earnings management tool. Obviously, this
could undermine the integrity of financial reporting and is not the outcome FASB is secking.

Income Taxes and Cash Flows

Under the proposed ED, we are confused by why there would be a different method in accounting where excess tax
benefits are components of equity and tax deficiencies are components of expense. The only way to properly account
for this is to set up a tracking mechanism at the individual employee level to determine if at the time of exercise, there
is an equity or income statement impact. For companies with broad based plans, this detailed level of tracking at the
individual level is cost prohibitive.

Additionally, treatment of excess tax benefits as financing cash flow instead of operating cash flow is difficult to
understand. If an employee stock option giving rise to a tax benefit is considered operating expense, why wouldn’t the
excess tax benefit be considered operating cash flow?
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Nonpublic Entities and Small Business Issuers

Many inputs required by the proposed lattice model are either nonexistent or too difficult to obtain by private or small
companies (for example, historical or future volatilities). Furthermore, using the intrinsic method with re-measurement
at settlement date, as is proposed by the ED, potentially represents an even more punitive expensing method than fair
value at grant date.

More importantly, stock options are the primary means for private and small companies to attract talented,
entrepreneurial employees. Requiring these companies to expense options would not only unfairly distort their financial
statements and negatively affect their financial viability (ability to raise money), it could also handcuff these
companies’ ability to attract talent in the event that the burdensome nature of the ED discourages these companies from
using employee stock options as an incentive tool.

Transition, Effective Date & Disclosure

We believe that footnote disclosure, not expensing, is the appropriate treatment for employee stock options. Past
experience with Statement No. 123 has shown that the fair value of stock options, if adopted, should be tested through
disclosure. Until there are appropriate valuation tools that are simple to understand, use, and implement, and also factor
in all of the issues related to employee stock options, footnote disclosure is the most appropriate place to reflect the
’stock option expense”.

The requirement to retroactively expense employee stock options granted previously, but not yet vested, without
restating historical financial statements will likely affect historical trends of a company’s performance over time. As
such, we are concerned that financial statement consistency and comparability will be impaired. Grant decisions made
in the APB 25 environment would result in unexpected income statement impacts that could not be avoided since the
grants were made in the prior years. In addition, the grants that were valued using Black-Scholes in the past, and new
grants valued under the binomial lattice model represent two methodologies that result in different values.
Retroactively expensing employee stock options under these two different valuation methods could significantly affect
comparability between years and lead to more confusion.

While we maintain our position that current disclosure is adequate, with respect to the EDs proposed timing, we
strongly recommend a delay in implementation. The current implementation timing indicated in the ED will be
difficult. Not only does it coincide with Sarbanes-Oxley 404 implementation, it leaves companies no opportunity for
field testing of the binomial model through disclosure — a necessary buffer to adequately adjust to implementation
challenges, both known and as yet unknown. If the ED is finalized later this year, and the implementation is to take
place at the beginning of the year, we believe many companies will face challenges in obtaining the necessary data
required to run the binomial model. In addition, many companies will not have the in-house expertise to run the
binomial lattice model and will look for help from outside consulting firms, which are expensive and could be in short

supply.

Employee Stock Purchase Plan

We believe that employee stock purchase plans should be exempted from the ED. Not only does U.S. tax code allow up
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to 15% discount on shares purchased through ESPP, the amount is immaterial in this discussion.

Other Matters, including Economic Consequences

Expensing stock options, as proposed by the ED, not only gives rise to difficult issues related to valuation, attribution
of expense, comparability and auditability of financial statements, but also creates hardship for small and large
companies alike in term of implementation costs and certification of their own financial statements. More importantly,
in our view the burden of implementing the ED could have the unfortunate consequence of sufficiently discouraging
the use of employee stock options to drive value such that broad based option plans are abandoned or never
implemented. Such an outcome would deprive companies and their shareholders a powerful and effective tool to gain
higher productivity - and company value — from employees. In some instances, the unavailability of employee stock
options due to expensing burdens may take away the only viable means for companies, particularly early stage ones, to
attract talented employees.

We believe that an appropriate model should clearly address the unique attributes of employee stock option valuation,
be readily auditable, and be amply field tested through disclosure prior to use on the face of the financial statements.
We do not believe that the proposed lattice model is practical or cost-efficient to implement. Nor do we believe it
appropriately values employee stock option attributes such as non-transferability, non-hedgeability, non-tradability,
blackout periods, event-driven volatility, and vesting restrictions.

Sarbanes-Oxley

We are concerned that in addition to overvaluing employee stock option expense, the inputs required for currently
proposed models are highly subjective and produce outcomes that are invariably inaccurate when evaluated over time
when real information becomes available. The inputs required to value the employee stock options call for predicting
multiple future outcomes, making it difficult for auditors, Chief Executive Officers, and Chief Financial Officers to
verify and certify under Sarbanes-Oxley.

Summary

The ED, as it currently stands, fails to recognize that valuing employee stock options using a model developed for
traded options could significantly overvalue employee options and cause variability in financial statements. In addition,
the proposed lattice model requires highly subjective and easily manipulated predictions to be made on future events.
Worse yet, one of the required inputs — future stock price — is the ultimate output users of financial statements are
trying to seek in the first place. To adopt the ED as proposed would not enhance the understandability of financial
statements. Instead, the implementation of these proposed changes will likely lead to confusion because investors and
other users of financial statements will be unable to easily compare financial results of one company from period to
period, or from company to company due to differing assumptions.

Further, the fair value measurement requirements are so complex that implementation is likely to be cost prohibitive for
many companies. We urge FASB to fully evaluate the cost benefit tradeoff of implementing this standard before
mandating its implementation.
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Question by question response to the ED

To supplement our comments above, we have also included a question by question detailed response to each item in the
ED.

Issue 1: The Board has reatfirmed the conclusion in Statement 123 that employee services received in exchange for
equity instruments give rise to recognizable compensation cost as the services are used in the issuing entity’s operations
(refer to paragraphs C13-C15). Based on that conclusion, this proposed Statement requires that such compensation cost
be recognized in the financial statements. Do you agree with the Board’s conclusions? If not, please provide your
alternative view and the basis for it.

We continue to believe that employee stock options should not be expensed. Under Statement of Financial Concepts
No. 6, expenses are generated with cash outflows or through the creation of liabilities that are ultimately settled in cash.
Employee stock options do not represent outgoing cash flows like traditional expenses nor do they generate a corporate
liability. We continue to believe that the net “expense” of employee stock options is absorbed by the stockholders in
the form of ownership dilution. As proposed under the ED, expensing the fair value of employee stock options and
factoring in these shares in the calculation of diluted earnings per share represent a “double dip” in the reduction of
earnings per share.

Issue 2: Statement 123 permitted enterprises the option of continuing to use Opinion 25’s intrinsic value method of
accounting for share-based payments to employees provided those enterprises supplementally disclosed pro forma net
income and related pro forma earnings per share information (if earnings per share is presented) as if the fair-value-
based method of accounting had been used. For the reasons described in paragraphs C26-C30, the Board concluded
that such pro forma disclosures are not an appropriate substitute for recognition of compensation cost in the financial
statements. Do you agree with that conclusion? If not, why not?

In 1993, when the Board was debating Statement No. 123, there were many similar discussions regarding expensing in
the income statement, the fair value of employee stock options using the Black-Scholes model. The Board reached a
position that allowed companies to adopt Statement No. 123 or continue to follow Opinion No. 25 with Statement No.
123 pro forma disclosures. Many companies continued to follow Opinion No. 25 with Statement No. 123 pro forma
disclosures because of the difficulty and complexity involved in valuing employee stock options, and given the
alternatives, disclosure provided the user of financial statements the choice to include or exclude employee stock option
valuations in their analysis. Now, ten years later, it appears that disclosure may have been the most appropriate choice
considering the conclusions reached when enacting Statement No. 123, and the Board’s acknowledgment that the
Black-Scholes model is no longer the valuation tool of choice today.

Nothing has fundamentally changed since the Board began debating Statement No. 123 back in 1993. The issues are
still the same, employee stock options are non tradable and non hedgeable and cannot be appropriately valued using
traded option valuation tools — tools which tend to significantly overstate the value of employee stock options. Because
of the subjective inputs required to value employee stock options, whether using the preferred binomial lattice model or
the Black-Scholes model, expensing employee stock options in the income statement will not enhance comparability
but can lead to confusion when two similar companies with similar stock option grants can have such variability in
expense. The benefit of hindsight shows that it has taken ten years to field test the appropriateness of the original
valuation methods proposed under Statement No. 123 only to find that Board believes another tool — a derivation of the
Black-Scholes model — is more appropriate today. With such complexity and uncertainty in employee stock option
valuation, if required to adopt this ED, the best place for such a calculation is in the footnotes as currently prescribed
under FAS 123. The existing footnote disclosure provides enough information for investors to estimate the dilution
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impact of employee stock options without penalizing innovative companies’ profitability by requiring the income
statement inclusion of employee stock option expenses which have been overstated by currently available valuation
techniques.

We do not believe the remaining questions are relevant based on our responses to the first two issues. In the event the
Board continues to push forward on this Exposure Draft as proposed, we have provided our comments to the remaining
188ues.

Measurement Attribute and Measurement Date

Issue 3: This proposed Statement would require that public companies measure the compensation cost related to
employee services received in exchange for equity instruments issued based on the grant-date fair value of those
instruments. Paragraphs C16—-C19 and C53 explain why the Board believes fair value is the relevant measurement
attribute and grant date is the relevant measurement date. Do you agree with that view? If not, what alternative
measurement attribute and measurement date would you suggest and why?

We believe that grant date accounting is appropriate and consistent with valuation of other financial instruments. Fair
value needs to reflect the attributes or lack thereof of employee stock options.

However we don’t think it will drive proper behavior as it was designed to do. One of FASB’s goals in setting financial
standards is to serve public interest and protect the investing public. We fully support this mission, especially in light of
recent corporate governance breaches by a few senior executives whose quest for personal gain led to myopic decision-
making, misrepresentation in financial statements, or both, However, we believe the grant date fair value approach of
option expensing, as is proposed by the ED, could not only fail to achieve its perceived intended goal, it could achieve
just the opposite by leading companies to manipulate the variables they can control. By the nature of the mathematical
calculation of option valuation models, the ED could encourage companies to issue options with shorter vesting
pertods. These shorter vesting periods would shorten the expected life and therefore reduce estimated expense — an
outcome which could also unfortunately drive even more myopic decisions for short-term gains.

Fair Value Measurement

Issue 4(a): This proposed Statement indicates that observable market prices of identical or similar equity or liability
instruments in active markets are the best evidence of fair value and, if available, should be used to measure the fair
value of equity and liability instruments awarded in share-based payment arrangements with employees. In the absence
of an observable market price, this proposed Statement requires that the fair value of equity share options awarded to
employees be estimated using an appropriate valuation technique that takes into consideration various factors,
including (at a minimum) the exercise price of the option, the expected term of the option, the current price of the
underlying share, the expected volatility of the underlying share price, the expected dividends on the underlying share,
and the risk-free interest rate (paragraph 19 of Appendix A). Due to the absence of observable market prices, the fair
value of most, if not all, share options issued to employees would be measured using an option-pricing model. Some
constituents have expressed concern about the consistency and comparability of fair value estimates developed from
such models. This proposed Statement elaborates on and expands the guidance in Statement 123 for developing the
assumptions to be used in an option-pricing model {paragraphs B13-B30). Do you believe that this proposed Statement
provides sufficient guidance to ensure that the fair value measurement objective is applied with reasonable
consistency? [f not, what additional guidance is needed and why?
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The proposed ED indicates that best determination of fair value is based on observable market prices and represents
what a willing buyer and a willing seller would pay. Absence of an observable market price, employee stock options
would be measured using an option-pricing model such as the binomial lattice model or Black-Scholes. It is widely
known that these option-pricing models were developed for short term traded options, therefore the fair values
generated from these pricing models do not represent what willing buyers and willing sellers are willing to pay for
employee options. The range of fair value that can be generated from option-pricing models can vary significantly
depending on assumptions made about the future. In addition, we believe that estimating expected option lives and
volatilities of long-lived, non transferable employee stock options are extremely difficult and can vary company to
company. With such variability, it would be difficult to be consistent and even more difficult to compare financial
statements with other companies.

Issue 4(b): Some constituents assert that the fair value 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 the 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 E1) 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 options. If not, why not?

We find it difficult to reconcile the ED with our discussions with investment bankers wherein it has been indicated that
the value given by a willing buyer and willing seller for a non-tradeable/non-hedgeable employee stock option subject
to vesting would be zero or something close to zero.

Option pricing models designed for traded options cannot reliably measure the fair value of employee stock options.
Option pricing models were developed for short term traded options which are different than employee stock options
which are non transferable and are longer term. While the binomial lattice model provides some flexibility to tailor to
unique characteristics of each company, many companies do not have the resources to track the amount of data needed
to input into the lattice model. The preferred binomial lattice model would use so many data points, historical and
prospective that auditing and certifying the results will be difficult. At the end of the day, this ED is trying to force an
empirical model to predict a future outcome which can lead to misleading results. There is no available model that can
account for the unique characteristics of employee stock options (e.g., non-transferable, non-tradable, non-hedgeable,
vesting restrictions, event-driven volatility, blackout periods, etc.).

Issue 4(c): Some respondents to the Invitation to Comment suggested that the FASB 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 been commonly 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 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.
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We believe that predicting expected volatility using historical information and estimates for anticipated changes that
will affect future stock price is impossible to do accurately, particularly in companies such as ours where volatility is
driven by scientific or clinical events rather than earnings. In addition, using the incorrect inputs for volatility in the
Binomial and/or Black-Scholes models can have a significant material impact in the valuation of the stock option.
Using implied volatilities can work when there are deep and liquid option markets which are generally short term in
nature. However, for employee stock options, predicting volatilities would be highly subjective. We would prefer to see
the Board level the playing field among companies issuing employee stock options by prescribing use of a zero or close
to zero volatility, or use of an index value such as the 10-year Russell 3000,

Issue 4(d): This proposed Statement provides guidance on how the unique characteristics of employee share options
would be considered in estimating their grant-date fair value. For example, to take into account the non-transferability
of employee 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 more accurately reflect the impact of those factors in
estimating the option’s fair value? Please provide the basis for your position.

While we agree with using the expected term of the employee option rather than the contractual term, we do not agree
that this adjusts for non-transferability. It only adjusts for expected life.

The non-transferability issue requires separate consideration and a significant discount. Traded options can be
transferred whether they are in the money or not. Employee options only have value if they are in the money and
cannot be transferred as options. They can only be transferred if they are exercised and turned into actual shares of
stock.

Issue 5: In developing this proposed Statement, the Board acknowledged that there may be circumstances in which it is
not possible to reasonably 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 remeasurement 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 other
alternative do you prefer, and why?

We believe equity instruments that are not possible to value should not be valued, any number is not better than no
number in this case.

It is often the case that private or young companies lack historical data associated with exercise behavior or volatility
that hinders their ability to perform grant date fair value measurement. However, the proposed intrinsic value method
with remeasurement through the settlement date represents a more punitive measurement than the grant date fair value
measurement. Unfortunately, the companies who could least afford to will have to vse this more punitive measurement.

Employee Stock Purchase Plans
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Issue 6: For the reasons described in paragraph C75, this proposed Statement establishes the principle that an employee
stock purchase plan transaction is not compensatory 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?

We do not believe that employee stock purchase plans are compensatory if an employee is entitled to purchase shares at
a discount of no more than 15% from all other holders of the same class of shares because the plans were not designed
to compensate for employee services but rather to encourage company ownership and have employees think like
owners of the company. This should not be a corporate expense because no corporate assets have been used and no
liability has been generated. The discount that is given to the employees represents the significant cost savings
associated with a public offering that the company does not have to incur by selling stock to employees. We believe the
current rules under Opinion No. 25, which follows the tax rules regarding the level of discount as non compensatory
should be retained.

Attribution of Compensation Cost

Issue 7: This proposed Statement would require 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 appropriate basis for attribution?
If not, what basis should be used?

We continue to believe that disclosure, not expensing, is the appropriate treatment for employee stock options for the
reasons stated.

If the ED is implemented, however, we believe the expensing schedule of employee stock option value should be
straight-lined through the vesting period. We think the fact that a grant has a graded vesting schedule as opposed to a
cliff vesting schedule should result in different valuations and lower forfeiture rates, but not different attribution
schedules.

The Board’s proposal of employee stock option expensing based on requisite service period could introduce potential
comparability issues across companies or significant earnings gyrations from year to year for the same company,
depending on vesting schedules and frequencies of companies’ grants. We consider the vesting schedule to be a useful
parameter, one that clearly relates to the options the employee would be entitled to in the event of termination.

Issue 8: Determining the requisite service period would 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?

No comment,

Issue 9: For the reasons described in 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 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 would require that they be accounted for separately. That
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treatment results in a recognition pattern that attributes more compensation cost to early portions of the combined
vesting period of an award and less compensation cost to later portions. Do you agree with that accounting treatment?
If not, why not?

We strongly disagree with recognizing expense on a graded vesting schedule. Graded vesting adds increased
complexity to an already complex estimate for obtaining data for a pricing model. To account for employee stock
options with graded vesting, separate awards need to be valued and accounted for separately. For the many companies
(especially in high tech) that employ monthly vesting schedules, this requirement could add thousands and thousands of
highly subjective iterations to the lattice model, necessitating computing support that may or may not be available,
affordable or auditable. Generally, in the proposed ED, the examples are for single grants of stock options and are not
reflective of real world examples of multiple grants to all employees. The treatment of graded vesting results in more
expensing upfront which is inconsistent with the previous APB 25 opinion which allows straight line expensing in the
financial footnotes. There is no reasonable basis as to why employee stock option expense in the first year would be
front loaded: an employee’s services are no more valuable to a company in the first versus the second year. Further, the
requisite service period method fails to account for the termination of employee stock options prior to vesting, resulting
in a potential overstatement of expense. It also does not synch with what an employee would be entitled to receive
(vested) upon termination.

Modifications and Settlements

Issue 10: This proposed Statement establishes several principles 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.

No comment.

Income Taxes

Issue 11: This proposed Statement changes the method of accounting 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 taxes established by this proposed Statement? If not, what method (including the method
established in IFRS2) do you prefer, and why?

Under the proposed ED, we are confused as to why there would be a different method in accounting where excess tax
benefits are components of equity and tax deficiencies are components of expense. The only way to properly account
for this is to set up a tracking mechanism at the individual level to determine if| at the time of exercise, there is an
equity or income statement impact. For companies with broad based plans, this detailed level of tracking at the
individual level is cost prohibitive.

Disclosures
Issue 12: Because compensation cost would be recognized for share-based compensation transactions, the Board
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concluded that it was appropriate to reconsider and modify the information required to 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.

We believe that disclosure, not expensing, is the appropriate treatment for employee stock options. Past experience
with Statement No. 123 has shown that the fair value of stock options, if adopted, should be tested through disclosure.
Until there are appropriate valuation tools to factor all of the issues in employee stock options, if the ED is adopted,
disclosure is the most appropriate place to reflect the ED. We have provided expanded disclosures in our 10Q’s and
10K’s.

Transition

Issue 13: This proposed Statement would require the modified prospective method of transition for public companies
and would not permit retrospective application (paragraphs 20 and 21). The Board’s rationale for that decision is
discussed 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 upon adoption of this
proposed Statement? If so, why? '

The requirement to retroactively expense employee stock options granted previously but not yet vested without
restating historical financial statements can affect historical trends of a company’s performance over time. We believe
that as a result, consistency and comparability will be impaired. Grant decisions made in the APB 25 environment
would result in unexpected income statement impacts that could not be avoided currently since the grants were made in
the prior years. In addition, the grants that were valued under the Black-Scholes model in the past, and new grants
valued under the preferred binomial lattice model represent two methodologies that result in different values.
Retroactively expensing employee stock options under these two different valuation methods will significantly affect
comparability between years and lead to more confusion.

The timing of the implementation of the ED will be difficult. If the ED is finalized later this year, and the
implementation is to take place at the beginning of the year, we believe many companies will be facing some
challenges with obtaining the necessary data required to run the Binomial model. In addition, many companies do not
have the expertise to run the Binomial model and will be looking to use outside consultants, who at the time of
implementation, may be hard to find as well as costly.

Issue 14 and 15: Issues for Non Public companies and Small Business Issuers
No comment.
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
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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?

We fail to see why there should be a different treatment for changes in income taxes payable to be shown as operating
activities and the excess tax benefits of employee stock options to be treated any differently. Excess tax benefits reduce
the taxes that otherwise would have been paid.

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 TFRS 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?

We believe the Board’s focus should be to implement a standard that is workable and auditable such that the resuits in
financial statements are comparable, reliable, and well understood. Although we believe that international convergence
is ideal, adopting the requirements under IFRS 2 solely for the purposes of convergence is not appropriate. The IFRS 2
proposal significantly overvalues the employee options and doesn’t approach the binomial model or a more realistic
model.

Understandability of This Proposed Statement

Issue 18: The Board’s objective is to issue financial accounting standards that can be read and understood by those
possessing a reasonable level 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 Statement, taken as a whole, achieves that objective?

The Board has failed to recognize that valuing employee stock options using a model developed for traded options will
cause significant variability in financial statements. In addition, the inputs required to value these stock options require
predictions to be made on future events, which is highly subjective and easily manipulated. To make matters worse, the
Board has failed to use real world examples, i.e. many companies grant broad based employee stock option grants and
to factor these grants as separate awards to be valued and accounted for separately is onerous. To adopt the ED as
proposed would not enhance the understandability of financial statements, instead, the implementation of these
proposed changes would lead to confusion because it would be difficult to compare financial results with other similar
companies if, among other things, the valuation inputs are significantly different.

The fair value measurement requirements are so complex that many companies will require the use of consultants,
which is not cost effective. In addition the inputs required to value the employee stock options are highly subjective
and call for predicting future outcomes. This will be difficult for auditors Chief Executive Officers, and Chief Financial
Officers to verify and certify under Sarbanes-Oxley. '

Closing

7/1/2004
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Again, thank you for the opportunity to comment on this exposure draft.

Sincerely,

Louis J. Lavigne, Jr.
Executive Vice President and

Chief Financial Officer

7/1/2004



