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FRED 31 — SHARE-BASED PAYMENTS
INVITATION TO COMMENT
RESPONSES FROM BG GROUP PLC

ASB Question 1

The ASB is proposing to require the adoption in the UK of a standard based on the proposed
International Financid Reporting Standard (IFRS) from the effective date in the IFRS (which
is expected to be accounting periods beginning on or after 1 January 2004). Do you agree
with this gpproach?

BG agreeswith thisapproach.

ASB Question 2

The IASB has concluded that its standard should apply to dl entities. The ASB does not
believe there are any conceptud or practicd reasons why that concluson should not apply
equaly in the UK. It is therefore proposing that all UK entities, other than those that are
applying the FRSSE, should be required to prepare ther financid Statements in accordance
with the proposed standard. Do you agree with this proposa?

BG agreeswith thisproposal.

ASB Question 3

The IASB has concluded that its standard should apply to al types of share-based payment
transactions, induding SAYE-type share purchasing plans. The ASB does not beieve there
are any additiond UK consderations that would judify a different concluson being reached
in the context of UK accounting. Therefore, like the IASB the ASB is proposing that the
sandard should apply to all types of share-based payment transaction. Do you agree with

this proposal ?
BG agreeswith this proposal.

ASB Question 4

The IASB is proposng that its sandard should apply equdly to al individud entity financid
satements and consolidated financid dtatements, regardiess of whether for example the
reporting entity is a wholly-owned subsidiary of a group that prepares consolidated financia
datements or a parent company that aso prepares consolidated financid datements. The
ASB does not bedieve there are any additiond UK condderations that would judify a
different concluson being reached in the context of UK accounting and is therefore
proposing to adopt the same approach asthe IASB. Do you agree with this proposal ?

BG agreeswith this proposal.

ASB Question 5

The ASB is proposing that, when the share-based payments standard is implemented in the
UK, the ASB should withdraw UITF Abstract 10 ‘Disclosure of directors share options (if it
has not aready been withdrawn by then), UITF Abstract 13 ‘Accounting for ESOP Trusts,
and UITF Absract 17 ‘Employee share schemes. It aso acknowledges that consequentid



amendments may need to be made to UITF Abstract 32 ‘Employee benefit trusts and other
intermediate payment arrangements .

@ Will these amendments to existing UK requirements be sufficient to enable entities to
adopt the proposed standard without being in breach of an existing requirement?

(b) Are any of the amendments unnecessary for this purpose?
Wedo not think there are any further amendmentsrequired.

ASB Question 6

The FRED proposes that entities should be required to gpply the requirements of the standard
to equity-settled share-based payment transactions that were granted after the publication date
of the FRED but had not vested at the effective date of the standard. Full retrospective
goplication would not be permitted (unless it can be achieved through early adoption) and nor
would prospective application. Do you agree with this proposal ?

This is not the approach adopted on the implementation of other accounting standards
when retrogpective application has been permitted. However, BG has no fundamental
objection to the proposal.

|ASB Question 1
Paragraphs 1-3 of the draft IFRS set out the proposed scope of the IFRS. There are no
proposed exemptions, apart from for transactions within the scope of another IFRS.

Is the proposed scope appropriate? If not, which transactions should be excluded and why?
BG considersthat the proposed scope is appropriate.

|ASB Question 2

Paragraphs 4-6 of the draft IFRS propose requirements for the recognition of share-based
payment transactions, including the recognition of an expense when the goods or services
received or acquired are consumed.

Are these recognition requirements gppropriate? If not, why not, or in which circumstances
are the recognition requirements inappropriate?

The recognition requirements are inappropriate when it is clear that the relevant share-
based payment is unlikely to be made e.g. when performance conditions are extremely
unlikely to be achieved and therefore no shares or options will be vested. At that point,
BG considersthat no further costs should be recognised.

IASB Question 3

For an equity-settled share-based payment transaction, the draft IFRS proposes that, in
principle, the entity should measure the goods or services recelved, and the corresponding
increase in equity, ether directly, a the far vaue of the goods or services receved, or
indirectly, by reference to the far vdue of the equity ingruments granted, whichever far
vaue is more readily determinable (paragraph 7). There are no exemptions to the
requirement to measure share-based transactions at fair value. For example there are no
exemptions for unlisted entities.



Is this measurement principle gppropriate? If not, why not, or in which circumgtances is it
not appropriate?

BG congdersthat the measurement principleisappropriate.

IASB Question 4

If the far vadue of the goods or services recaived in an equity-settled share-based payment
transaction is measured directly, the draft IFRS proposes that fair vaue should be measured
at the date when the entity obtains the goods or receives the services (paragraph 8).

Do you agree that this is the gppropriate date at which to measure the fair vaue of the goods
or services recaved? If not, a which date should the fair vaue of the goods or services
received be measured? Why?

BG agreeswith thisapproach.

|ASB Question 5

If the far vdue of the goods or services received in an equity-settled share-based payment
transaction is measured by reference to the fair vaue of the equity insruments granted, the
draft IFRS proposes that the fair vaue of the equity instruments granted should be measured
at grant date (paragraph 8).

Do you agree that this is the gppropriate date a which to measure the fair vaue of the equity
indruments granted? If not, a which date should the fair vaue of the equity insruments be
measured? Why?

The measurement at fir value at grant date is congstent with the approach that the
value of the service obtained is being measured rather than the cost to the company.
Based on this approach, BG agrees with the use of grant dates for measurement
pur poses.

|ASB Question 6

For equity-settled transactions with parties other than employees, the draft IFRS proposes a
rebuttable presumption that the fair vaue of the goods or services received is more readily
determinable than the fair vaue of the equity insruments granted (paragraphs 9 and 10).

Do you agree that the far vaue of the goods or services received is usudly more readily
determinable than the far vaue of the equity indruments granted? In wha circumstances is
this not s0?

BG agreeswith thisapproach

|ASB Question 7

For equity-settled transactions with employees, the draft IFRS proposes that the entity should
measure the fair vaue of the employee services received by reference to the fair vaue of the
equity insruments granted, because the later far vdue is more readily determinable
(paragraphs 11 and 12).



Do you agree that the far vaue of the equity indruments granted is more readily
determinable than the far vaue of the employee sarvices recaved? Are there any
crcumgtancesin which thisis not so?

BG agreeswith this approach

|ASB Question 8

Paragraphs 13 and 14 of the draft IFRS propose requirements for determining when the
counterparty renders service for the equity indruments granted, based on whether the
counterparty is required to complete a specified period of service before the equity
ingruments vest.

Do you agree that it is reasonable to presume that the services rendered by the counterparty as
condgderation for the equity instruments are received during the vesting period? If not, when
are the services recelved, in your view?

BG agreeswith thisapproach

|ASB Question 9

If the services received are measured by using the fair vaue of the equity instruments granted
as a surrogate measure, the draft IFRS proposes that the entity should determine the amount
to dtribute to each unit of service received, by dividing the far vadue of the equity
indruments granted by the number of units of service expected to be receved during the

vesting period (paragraph 15).
BG agreeswith thisapproach

|ASB Question 10

In an equity-settled share-based payment transaction, the draft IFRS proposes that having
recognised the services received, and a corresponding increase in equity, the entity should
make no subsequent adjustment to total equity, even if the equity ingruments granted do not
vest or, in the case of options, the options are not exercised (paragraph 16). However, this
requirement does not preclude the entity from recognisng a transfer within equity, ie a
transfer from one component of equity to another.

Do you agree with this proposed requirement? If not, in what circumstances should an
adjusment be made to tota equity and why?

BG does not agree with this approach. Entities should be permitted to stop making any
profit and loss account charge on a prospective basis if the equity instrument is unlikely
tovest.

IASB Question 11

The draft IFRS proposes that the entity should measure the fair vaue of equity instruments
granted, based on market prices if avalable, taking into account the terms and conditions of
the grant (paragraph 17). In the absence of a market price, the draft IFRS proposes that the
entity should estimate the far vaue of options granted, by gpplying an option pricing model
that takes into account various factors, namely the exercise price of the option, the life of the
option, the current price of the underlying shares, the expected volatility of the share price,
the dividends expected on the shares (where appropriate) and the risk-free interest rate for the



life of the option (paragraph 20). Paragraph 23 of the proposed IFRS explains when it is
appropriate to take into account expected dividends.

Do you agree that an option pricing model should be gpplied to etimate the fair vaue of
options granted? If not, by what other means should the far vaue of the options be
edimated? Are there circumstances in which it would be inappropriate or impracticable to
take into account any of the factors listed above in gpplying an option pricing modd ?

BG agrees that the fair value of options should be based on an option pricing model
valuation.

|ASB Question 12

If an option is non-transferable, the draft IFRS proposes that the expected life of an option
rather than its contracted life should be used in aoplying an option pricing mode (paragraph
21). The draft IFRS aso proposes requirements for options that are subject to vesting
conditions and therefore cannot be exercised during the vesting period (paragraph 22).

Do you agree that replacing an option’s contracted life with its expected life when aoplying
an option pricing modd is an appropriate means of adjugting the option’s fair vadue for the
effects of non-trandferability? If not, do you have an dternative suggestion? Is the proposed
requirement for taking into account the inability to exercise an option during the vested

period appropriate?
BG agreeswith the approach taken by the IFRS.

|ASB Question 13

If a grant of shares or options is conditional upon satisfying specified vesting conditions, the
draft IFRS proposes that these conditions should be taken into account when an entity
measures the fair value of the shares or options granted. In the case of options, vesting
conditions should be taken into account ether by incorporaing them into the application of
an option pricing model or by making an appropricte adjusment to the value produced by
such amodd (paragraph 24).

Do you agree that vesting conditions should be taken into account when estimating the fair
value of options or shares granted? K not, why not? Do you have any suggestions for how
vesting conditions should be taken into account when estimating the far vaue of shares or
options granted?

BG agrees that vesting conditions should be taken into account when estimating fair
value.

|ASB Question 14

For options with a reload feature, the draft IFRS proposes that the reload feature should be
taken into account, where practicable, when an entity measures the fair value of the options
granted. However, if the rdoad feature is not taken into account in the measurement of the
far vaue of the options granted, then the reload option granted should be accounted for as a
new option grant (paragraphs 25).

Is this proposed requirement gppropriate? If not, why not? Do you have an dterndive
proposd for dedling with options with reload features?



BG agreeswith the proposed requirement.

|ASB Question 15

The draft IFRS proposes requirements for taking into account various festures common to
employee share options, such as non-tranderability, inability to exercise the option during the
vesting period, and vesting conditions (paragraphs 21-25).

Are there other common features of employee share options for which the IFRS should
specify requirements?

Thedraft IFRStakesinto account the various features of the BG option schemes.

|ASB Question 16

The draft IFRS does not contain prescriptive guidance on the estimation of the fair value of
options, consgently with the Board's objective of setting principles-based standards and to
dlow for future devel opments in valuation methodol ogies.

Do you agree with this gpproach? Are there specific aspects of vauing options for which
such guidance should be given?

BG agreeswith the approach taken on guidancefor estimation of fair value.

|ASB Question 17

If an entity reprices a share option, or otherwise modifies the terms or conditions on which
equity instruments were granted, the draft IFRS proposes that the entity should measure the
incrementad vaue granted upon repricing, and include the incrementd vaue when measuring
the services recaved. This means that the entity is required to recognize additiond amounts
for services received during the remainder of the vesting period, ie additiond to the amounts
recognised in respect of the origina option grant. Example 3 in Appendix B illudtrates this
requirement. As shown in that example, the incrementd vaue granted on repricing is treated
as a new option grant, in addition to the original option grant. An dternaive gpproach is dso
illustrated whereby the two grants are averaged and spread over the remainder of the vesting

period.

Do you agree that the incrementd vaue granted should be taken into account when
measuring the services received, resulting in the recognition of additiond amounts in the
remainder of the vesting period? If not, how do you suggest repricing should be dedlt with?
Of the two methodsiillugtrated in Example 3, which is more appropriate? Why?

BG agreeswith the approach on revaluation of share options.

|ASB Question 18

If an entity cances a share or option grant during the vesting period (other than a grant
cancdled by forfeiture when the vesting conditions are not satisfied), the draft IFRS proposes
that the entity should continue to recognise the services rendered by the counterparty in the
remainder of the vesting period, as if that grant had not been cancelled. The draft IFRS dso
proposes requirements for dealing with any payment made on cancdlation and/or a grant of
replacement options, and for the purchase of vested equity instruments.



Are the proposed requirements appropriate? If not, please explan why not and provide
details of your suggested aternative approach.

BG does not agree with this approach as, when a grant is cancelled, no further
recognition should be made asthe vesting period has ended.

|ASB Question 19

For cashsettled share-based payment transactions, the draft IFRS proposes that the entity
should measure the goods or services acquired and the liability incurred at the fair vaue of
the liability. Until the liability is sdtled, the entity should remessure the far vadue of the
ligbility at each reporting date, with any changes in vaue recognised in the income statement.

Are the proposed requirements appropriate? If not, please provide details of your suggested
dternative gpproach.

BG considersthat the proposed requirements are appropriate.

|ASB Question 20

For share-based payment transactions in which either the entity or the supplier of goods or
sarvices may choose whether the entity sdtles the transaction in cash or by issuing equity
ingtruments, the draft IFRS proposes that the entity should account for the transaction, or the
components of that transaction, as a cashtsettled share-based payment transaction if the entity
has incurred a liadility to settle in cash, or as an equity-settled share-based payment
transaction if no such ligbility has been incurred. The draft IFRS proposes various
requirements to gpply this principle.

Are the proposed requirements appropriate? If not, please provide details of your suggested
aternative gpproach?

BG considersthat the proposed requirements are appropriate.

|ASB Question 21

The draft IFRS proposes tha an entity should disclose information to endble users of
financia atements to understand:

@ the nature and extent of share-based payment arrangements that existed during the
period,

(b) how the far vaue of the goods or services received, or the fair vaue of the equity
ingruments granted, during the period was determined, and

(© the effect of expenses arisng from share-based payment transactions on the entity’s
profit of loss

Are these disclosure requirements appropriate? If not, which disclosure requirements do you
suggest should be added, deleted or amended (and how)?

BG consdersthat the proposed requirements are appropriate.



|ASB Question 22

The draft IFRS proposes that an entity should gpply the requirements of the IFRS to grants of
equity instruments that were granted after the publication date of this Exposure Draft and had
not vested a the effective date of the IFRS. It aso proposes that an entity should apply
retrogpectively the requirements of the IFRS to ligbilities exising a the effective date of the
IFRS, except that the entity is not required to neesure vested share appreciation rights (and
amilar lidbilities) a far vaue, but insead should measure such liabilities a their settlement
amount (ie the amount that would have been pad on sdtlement of the ligbility had the
counterparty demanded settlement at the date the liability is measured).

Are the proposed requirements gppropriate? |If not, please provide details of your suggestions
for the IFRS stranstiond provisons.

BG considersthat the proposed requirements are appropriate.

IASB Question 23

The draft IFRS proposes a consequentiad amendment to 1AS 12 (revised 2000) Income Taxes
to add an example to that standard illustrating how to account for the tax effects of share-
based payment transactions. As shown in that example, it is proposed that al tax effects of
share-based payment transactions should be recognised in the income statement.

Are the proposed requirements appropriate?
BG considersthat the proposed requirements are appropriate.

|ASB Question 24

In developing the Exposure Draft, the Board considered how various issues are dedt with
under the US standard SFAS 123 Accounting for Stock-Based Compensation, as explained
further in the Bads for Conclusons.  Although the draft IFRS is smilar to SFAS 123 in many
respects, there are some differences. The main differences include the following:

@ Apat from transactions within the scope of another IFRS, the draft IFRS does not
propose any exemptions, either from the requirement to apply the IFRS or from the
requirement to measure share-based payment transactions at far vaue, SFAS 123
contains the following exemptions, none of which areincluded in the draft IFRS:

employee share purchase plans are excluded from SFAS 123, provided
specified criteria are met, such as the discount given to employees is rdativey
amdl

SFAS 123 encourages, but does not require, entitiesto gpply itsfair vaue
measurement method to recognize transactions with employees, entities are
permitted to gpply instead the intringc va ue measurement method in
Accounting Principles Board Opinion No. 25 Accounting for Stock Issued to
Employees (paragraphs BC70-BC74 in the Basisfor Conclusonsgive an
explanation of intringc vaue; and

unliged (non-public) entities are permitted to goply the minimum vaue method
when egimating the vaue of share options, which excludes from the vauation



the effects of expected share price volatility (paragraphs BC75-BC78 in the
Bagsfor Concdusons give an explanation of minimum vaue).

BG considers that the approach in the IFRS, that of allowing no exemptions is more
appropriateasit provides better compar ability between entities.

(b) For transactions in which equity insruments are granted to employees, both SFAS
123 and the draft IFRS have a measurement method thet is based on the fair value of
those equity instruments at grant date. However:

under SFAS 123, the edtimate of the fair vaue of an equity ingrument at grant
date is not reduced for the posshbility of forfeiture due to falure to satisfy the
veding conditions, whereas the draft IFRS proposes that the possbility of
forfeiture should be taken into account in making an estimate.

under SFAS123, the transaction is measured a the far vaue of the equity
indruments issued. Because equity insruments are not regarded as issued until
any specified vedting conditions have been sdidfied, the transaction amount is
ultimatdy measured a the number of vested equity instruments multiplied by
the fair vaue of those equity indruments at grant date. Hence, any amounts
recognised for employee services received during the vesting period will be
subsequently reversed if the equity instruments granted are forfeited. Under the
draft IFRS, the transaction is measured a the deemed fair value of the employee
sarvices recaved. The far vaue of the equity instruments granted is used as a
surrogate measure, to determine the deemed fair value of each unit of employee
sarvice receved. The transaction amount is ultimately measured a the number
of units of sarvice received during the vesting period multiplied by the deemed
far vdue per unit of sarvicee Hence, any amounts recognised for employee
sarvices recaved are not subsequently reversed, even if the equity instruments
granted are forfeited.

BG considers that the approach of the IFRS in taking account of vesting conditions
when determining fair value is more appropriate as it reflects the probability of the
instruments actually being vested.

BG consders that the approach under SFAS 123 of reversing amounts recognised
during the vesting period if the instruments are forfeited is preferable to the IFRS
method which recognises cost even if the grant is forfeited. An alternative approach
would be to terminate on a prospective basis any amounts to be recognised in the
profit and loss account in respect of a grant when it isclear that it will never vest.

(o) If, during the vedting period, an entity settles in cash a grat of equity ingruments,
under SFAS 123 those equity ingruments are regarded as having immediately vested,
and therefore the amount of compensation expense measured a grant date but not yet
recognised is recognised immediaey a the date of settlement. The draft IFRS does
not require immediate recognition of an expense but instead proposes that the entity
should continue to recognise the services received (and hence the resulting expense)
over the remainder of the vesting period, as if that grant of equity instruments had not
been cancelled.



BG considers that the approach adopted by SFAS 123 reflects the fact that the
vesting period has been reduced and therefore is more appropriate. Under the
IFRS expense will be recognised for periodsthat are outwith the vesting period.

(d) SFAS 123 does not specify a measurement date for transactions with parties other
than employees tha are measured a the far vaue of the equity instruments issued.
Emerging Issues Task Force Issue 96-18 Accounting for Equity Instruments That Are
Issued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods
or Services requires the fair vaue of the equity instruments issued to be messured at
the earlier of (i) the date a performance commitment is reached or (ii) the dae
performance is complete. This date might be later than grant date, for example, if
there is no performance commitment at grant date. Under the draft IFRS the fair
vaue of the equity indruments granted is measured at grant date in al cases.

BG condders that the IFRS approach is more appropriate as it is consistent with
the measurement date for other share-based payments.

(e) SFAS 123 requires liabilities for cadhtsettled share gppreciation rights (SARs) to be
measured using an intringc value measurement method. The draft IFRS proposes that
such liabilities should be measured usng a far vaue measurement method, which
includes the time vaue of the SARs, in the same way that options have time vaue
(refer to paragraphs BC70-BC81 of the Bass for Conclusons for a discusson of
intringc vaue, time vaue and fair vaue).

BG considers that the IFRS approach is more appropriate as it is consstent with
the measurement method for other share-based payments.

(H For a share-based payment transaction in which equity ingruments are granted SFAS
123 requires redlized tax benefits to be credited direct to equity as additional paid-in
capitd, to the extent that those tax benefits exceed the tax benefits on the tota amount
of compensation expense recognized in respect of that grant of equity instruments.
The draft IFRS, in a consequentid amendment to IAS 12 (revised 2000) Income
Taxes, proposes that dl tax effects of share-based payment transactions should be
recognized in profit or loss, as part of tax expense.

BG consders that the IFRS approach is more appropriate as all tax effects
should flow through the profit and loss account.

For each part of the above difference, which treatment is the most appropriate? Why? If you
regard neither trestment as appropriate, please provide details of your preferred treatment.

|ASB Question 25
Do you have any other comments on the Exposure Draft?

BG hasno further comments on the Exposur e Dr aft.



