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Dear Dr. Schaub,

Re: Adoption of IFRS 2 Share-based Payment
We are pleased to respond to your letter of XY March 2004 requesting our opinion on the adoption of IFRS 2 Share-based Payment as published by the IASB on February 19, 2004.  
IFRS 2 requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity.  Until IFRS 2 was issued, there was no International Financial Reporting Standard covering the recognition and measurement of shares/options granted to employees or other parties despite the fact that share (option) plans have become a common feature of employee remuneration.  

EFRAG supports the new IFRS 2 requirements because they are considered conducive to the objective that IFRS financial statements should meet the qualitative characteristics of understandability, relevance, reliability and comparability.
In particular, EFRAG supports the IASB conclusion that an expense should be recognised even when the share-based payment transaction does not require the entity to sacrifice any cash or other assets.  Indeed, under an equity-settled share-based payment transaction the entity receives resources as consideration for the issue of equity instruments that should be recognised.  The expense arises from the consumption of the resources, not from the issue of equity instruments.  
The comprehensive Basis for Conclusions that accompanies IFRS 2 explains that the IASB worked with the American standard setter (FASB) after that body added to its agenda a project to review US accounting requirements on share-based payment.  The EFRAG comment letter, dated March 10, 2003, on the IASB exposure draft ED 2 Share-based Payment highlighted the strong desire from several EFRAG commentators to achieve global convergence on the measurement method in accounting for share-based payment transactions.  EFRAG is pleased that a substantial amount of convergence has been achieved.  In particular, the ED 2 proposals were amended as follows:

· Driven by practical considerations, the IASB decided to replace its proposed “units-of-service” method by the FASB’s “modified grant date” method.  As a result, on a cumulative basis, no amount shall be recognised if the equity instrument does not vest because of failure to satisfy a non-market vesting condition (generally referred to as “truing up”);

· In the rare cases that the fair value of the equity instrument cannot be estimated reliably, IFRS 2 provides an intrinsic value approach measured at exercise date (ED 2 did not contain such a provision);

· In the case of a share-based payment transaction with non-employees that is measured indirectly (i.e. using the fair value of the equity instrument), the fair value of the equity instrument shall be determined when the goods or services are received, and not at grant date as initially proposed in ED 2;

· Differently from the exposure draft, the standard distinguishes between market and non-market vesting conditions;

· The cancellation of a share or option grant during the vesting period shall not be ignored, as was proposed in ED 2.
There are no exceptions to the scope of IFRS 2, other than for transactions to which other IFRS apply.  EFRAG welcomes the clarification in the implementation guidance (IG 17 – example 11) that, to the extent that the rights given to employees involve a material amount, IFRS 2 shall also be applied to so-called broad-based employee share purchase plans.  In this respect, it is worthwhile to note that the FASB agreed to adopt the same approach.  
While the IFRS 2 disclosure requirements remain extensive, we are happy to note an elimination of certain proposed disclosure requirements that we considered burdensome for preparers and which could have obscured the key messages to the users of financial statements.

IFRS 2 becomes effective for annual periods beginning on or after 1 January 2005, with earlier application encouraged.  

EFRAG has evaluated IFRS 2, including its Basis for Conclusions and the consequential amendments to other IFRSs.  Our evaluation is based on input from standard setters and market participants in accordance with EFRAG’s due process.  
In summary, EFRAG is supportive of the new standard and has concluded that it meets the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards that:

i. it is not contrary to the ‘true and fair principle’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and

ii. it meets the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management.

For the reasons given above, we believe that it is in the European interest to adopt IFRS 2 Share-based Payment and, accordingly, we recommend its adoption.
We should be happy to discuss our advice with you, other officials of the EU Commission or the Accounting Regulatory Committee as you may wish.

Yours sincerely,

Johan van Helleman
EFRAG, Chairman
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